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I. INTRODUCTION
 

The analysis of policy alternatives presented in Volume
 
1 of the Main Report is essentially prospective in nature.
 
It is intended to provide some guidance as to future courses
 
of action, and purposefully restricts 
to a minimum any

purely descriptive material regarding the current situation
 
in El Salvador and 
its antecedents. 
 It also deliberately

emphasizes only 
the priority areas 
for decision-making,
 
therefore omitting 
 of the information on
some the current
 
policy structure which was collected during the study.
 

A more complete description of 
a wider range of policy

instruments currently in force in El Salvador is 
given in
 
this volume. 
 Legal, historical, and institutional informa
tion regarding these instruments is 
given where possible.

Policies are classified according 
to the level of their
 
primary incidence in the economy 
(macroeconomic, sectoral,
 
and subsectoral), and 
a qualitative assessment 
of their
 
impacts on the current agricultural situation of El Salvador
 
is made. The classification and 
assessment of policies is
 
presented both in summary tabular form and through a brief
 
discussion of each.
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This volume is organized as follows:
 

Chapter II presents a brief introductory overview
of the existing policy regime 
in El Salvador,
emphasizing 
its stated objectives, 
its broad
historical origins, its internal consistency, and
its general relevance to the changed internal and
external conditions faced by El 
Salvador today.
 
Chapter III presents as concisely as 
possible the
inventory of major individual policies affecting
agriculture, along with 
an assessment 
of the.'.r
impacts 
on key indicators of current agricultural
performance and a summary listing of alternatives
which have been 
identified 
in the course of the

study.
 

Chapter IV 
discusses 
in greater detail 
the
legislative and institutional framework of major
policies, along with a brief description of their
interaction with the agricultural system.
 



II. OVERVIEW OF THE SALVADORAN POLICY REGIME
 
WITH RESPECT TO AGRICULTURE
 

The structure 
of Salvadoran agriculture is 
a near

classical example of what is meant by 
"traditional agricul
ture" in Latin America:
 

Extreme external dependence on a small number

of traditional export commodities;
 

Within domestic agriculture, dominance of the
export subsector, 
a subsector characterized
by a high degree of land concentration and an
intensive, but relatively static, technology;
 
Marked dualism between the traditional export
sector and what can only 
be classed as
subsistence agriculture 
-- characterized byspecialization 
in basic grains; small unit
sizes; insecure 
tenure; low tec:hnology and

productivity;
 

Incipient 
urban industrial 
and services
sectors with few direct economic linkages to
either the export subor the subsistence 

sectors of agriculture, but utterly dependent
on the extraction of 
surpluses from agriculture 
for their sustenance and development
(the public sector serving as the vehicle for
the transfer of resources, explicitly through
taxation and implicitly through the regulation

of agricultural prices); 
and
 
Pervasive and persistent poverty of the rural
population 
-- ever the majority -- which is 
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almost entirely dependent on agriculture for
 
its survival.
 

Recent years have been witness 
to deep and protracted

political struggles in El Salvador, a struggle whose origins

and purposes lie precisely in the need to break out from the

traditional mold which has been described above. 
 At great

cost, the people of El 
Salvador, supported by 
the United
 
States, have fundamentally transformed the 
political super
structure of society and have, at least for the moment, been
 
successful in resisting external pressures and avoiding the
 
chaos and collapse which always threaten so rapid a transi
tion. 
 Major steps have also been taken, through an extensive
 
agrarian reform, to transform the structural basis 
for
 
future economic development. This 
and other reforms have

greatly strengthened the 
public sector and 
freed it to a

large extent from the minoritarian power bases of the past.

A great deal has been accomplished, and there is 
reason for
 
hope -- if not for optimism -- regarding the ultimate 
outcome of the process. 

The recently inaugurated government of 
President
 
Napoleon Duarte 
-- who also presided over the 1980-82 period

of structural reforms 
 has clearly enunciated its objec
tives regarding 
the continued 
modernization 
of the

Salvadoran economy and its 
agricultural 
sector. Principal
 
among these are the 
following:
 

Global Objectives:
 

Generate employment and recover output;
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Increase production and food supply pursuant
to the nutritional requirements of the
 
Salvadoran population:
 

Improve the balance-of-payments 
ny prornoting

exports and substituting imports;
 

Achieve a more equitable distribution of
 
income and wealth;
 

Consolidate 
 and perfect 
the agrarian,

financial, foreign trade, 
municipal,

administrative reforms; 

and
 

Markedly raise 
educational 
levels of the

Salvadoran population; and
 
Give attention to 
the low-income population
 
in rural and critical urban areas.
 

Specific Objectives for the Agriculture Sector:
 

Ensure the production, availability, 
and
internal supply of staple 
foods through
cultivation of the necessary areas to satisfy

internal demand;
 

Modernize 
the production of 
basic grains,
increasing supplies beyond the 
requirements
of human subsistence, as 
a basis for expansion of livestock 
and other grain-based

production;
 

Improve the 
efficiency 
of the domestic

marketing system, especially for basic grains

and perishables;
 

Recover 1979 
production and 
productivity

levels for traditional agricultural exports;
 

Recover 1979 
production levels 
of beef and
milk to ensure their availability for the
benefit of 
the diet of the population, and
promote development 
of smaller species,
especially in the 
areas of poultry and pork

raising;
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Accelerate the development of irrigation as 
a
 means of intensifying 
 land-use 
 and
 
productivity;
 

Promote 
the production 
of non-traditional

agroindustrial crops 
to meet domestic demand
for raw materials and generate foreign

exchange;
 

Promote 
the cultivation 
of fruits and
vegetables to substitute imports; 
and
 
Increase industrial and artisanal fishing for
the purpose of satisfying internal food and
 raw material needs and for export.
 

In the economic 
sphere, however, the government faces
 
two fundamental problems in carrying the process of struc
tural transformation 
forward. First, 
the economy has

recently undergone a depression 
as deep as has ever been

historically experienced in El Salvador. 
Acute shortages of
domestic savings 
and foreign exchange and 
the overriding

short-run need to 
reverse several years of economic decline
 
severely restrict 
the government's 
scope for action in
consolidating and building upon the reforms which have been

implemented. 
 Overcoming the disruptions occasioned by the

transformation 
itself and setting the 
new 
system securely

into forward motion 
both require resources 
-- which are
simply unavailable or urgently required for other immediate 
needs.
 

Second, the governmrent 
has inherited 
a set of policy

instruments, and an institutional 
apparatus through 
which
 
they are implemented, 
that are clearly derived 
from the

traditional economic and 
social structures described above.

The thrust of the existing policy structure remains tied to
the economic conditions and development philosophy prevalent
 
in Latin America during the 
1960s:
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Reliance on traditional exports and 
foreign

borrowing for 
foreign exchange and the

savings required to 
finance investment.
 

Stimulation of urban 
industrial development
 
on the basis of highly protected substitution
of (generally) high-income 
consumer goods.

Industries 
 selected for development in
general provide few markets for domesticresource-based production (e.g., agriculture)

and the protection afforded them constitutes
 
a major factor contributing to 
excess capital
intensity, poor performance in employment
generation, increasing rigidity of the import
bill, and the distortion of internal terms of

trade against agriculture.
 

As will be seen in Chapters III 
and IV, public sector
 
intervention 
in t- agricultural system of 
El Salvador
 
continues 
to reflect the influence of this philosophy. On
 
the revenue 
side, policies generally aim at 
the extraction
 
of a net surplus from agriculture. Expenditures, both
 
current and. capital, remain focussed primarily on support of
 
the traditional 
export sector. Credit, which 
is highly

managed and 
relatively inflexible, reinforces the 
bias in
 
favor of traditional exports. 
 Direct intervention 
and
 
regulation, such 
as is implemented through 
IRA and the
 
Ministry of Economy, 
are a reflection and 
a paradigm of
 
"cheap-food" policy, biased in 
favor of the 
(in national
 
terms) middle-income 
urban consumer and against the
 
generally poorer producer of food staples.
 

The above applies to the 
current implementation 
of
 
policy. Even the agrarian reform policy tends to 
reinforce 
-- even to freeze -- traditional production patterns. In
 
the case of the Phase I cooperatives, this means primarily

the production of traditional export crops, 
and in that of
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Phase III, subsistence-level basic grains output. 
 So long

as production patterns 
and the (generally related) 
sizestructure of production units remain static, little can 

expected with regard to increasing employment levels, 

be
 

land
 
productivity, or agricultural incomes.
 

The existence of the 
reform sector gives El 
Salvador
 
appropriate preconditions, 
almost unique in Latin America,

to promote a new strategy for the agricultural 
sector. 
The

experience of 
countries which, 
like El Salvador, have

abundant 
human resources 
and scarce 
natural resources
 
(Taiwan, Japan) indicates that sectoral development strategies

must be based to a large extent on the adoption of production

systems which considerably increase the productivity of the

factors. 
 The existence 
of abundant rural labor 
and the

limited availability of land points toward the possibility

of a strategy permitting the growing use of new inputs which
 are complementary to available labor and land. 
 This strategy

is associated with 
intensive production systems 
and the

increased use of divisible inputs at a neutral scale.
 

Since the objectives of the land reform imply a change

in the man-land ratio, 
a change should also be 
expected in

agricultural structure, one which will permit the absorption

of more labor. 
 Not only the land-tenure system, but also

the size of 
farm units, are 
elements which determine the
selection of the production system 
-- optimal proportions in

the use of 
factors is 
in 
fact primarily determined by
size of the operational unit rather than 

the
 
by the tenure
 

system. 
The organization of agricultural production in the

reform sector on 
the basis of smaller units appropriate for

intensive production 
would perhaps 
permit raising the
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man-land ratio considerably and 
a better utilization of the
 
possibilities for technological innovation.
 

Freeing the agrarian reform sector 
to develop on the

basis of appropriate unit sizes could also have 
a greater

social impact 
by permitting 
more participation 
in the
 
management and decision-imaking process.
 

The adoption of production units of adequate size for
 
intensive production systems does 
not imply the abandonment
 
of the cooperative system; 
on the contrary, this system can

become 
more efficient 
if it 
is allowed to specialize in
 
specific production activities, and 
in production support

activities such as mechanization, input marketing, commodity

marketing, credit, and others. 
 Smaller cooperative produc
tion units 
could in turn belong to 
various specialized

service cooperatives depending on their needs.
 

Judging from the most tangible expression of policy
 
-- the allocation of resources 
 many of the basic thrusts
 
of the existing policy structure in El Salvador are 
funda
mentally inconsistent 
with the 
priority objectives of
 
modernization, diversification, employment, and productivity

growth. 
The effect of current policy is most evident in the
 
trend toward sharply reduced terms of trade for agriculture

in El 
Salvador, a phenomenon which, along with the war, is 
a

key factor in explaining the decline of agricultural output

and employment in 
recent years. 
 The secular decline 
in
 
relative agricultural prices 
over recent years has 
affected
 
basic grains, horticulture, and fruits almost 
as much as it

has coffee and cotton. It 
has harmed the agrarian reform
 
process to virtually 
the same degree as it has the
 
non-reformed sector and agriculture in general.
 



III. IDENTIFICATION OF KEY POLICIES AND THEIR

INCIDENCE ON THE AGRICULTURAL SYSTEM
 

The information presented in 
this chapter is organized

in tabular form. In 
all, 10 tables identifying 
35 key

policy 
areas ranging from macroeconomic fiscal policies 
to
 
specific subsectoral 
policies have been 
prepared. 
 Each
 
table is devoted to 
a 
single broad policy category which is
 
identified 
in the upper right-hand 
corner. 
 The 10
 
categories are:
 

Macroeconomic, fiscal
 

Macroeconomic, monetary
 

Macroeconomic, external trade
 

Macroeconomic, regulatory
 

Sectoral, 
fiscal
 

Sectoral, monetary
 

Sectoral, external trade
 

Sectoral, 
resources
 

Sectoral, technology
 

Subsectoral
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Each table lists one or more policy interventions which
 
fall into 
the policy category in question, and identifies
 
the subsector of agriculture which the 
policy primarily

influences. 
 Thus, at the macro level, the level and struc
ture of taxation are analyzed in 
terms of their influence on
 
the agricultural sector as a whole. 
 Producer price supports
 
are analyzed in terms of their influence on basic grains.
 

Next, 
the table identifies 
the stated or presumed
 
purpose of each 
policy intervention, and 
the principal

institutions responsible for 
formulating and administering
 
it.
 

The impact of the policy intervention is qualitatively
 
assessed in terms of five major variables:
 

The level of agricultural production;

Foreign 
exchange expenditures through the
 

level of imports;
 

The level of domestic consumption;
 

Foreign exchange generation through the level
 
of exports;
 

* 
 The level of government revenues.
 

The assessed degree of impact 
on each of these vari
ables ranges from "highly favorable" (+2) to "highly unfa
vorable (-2) with 
"0" and "?" used to indicate negligible
 
and uncertain impacts, respectively.
 

The evaluation of policy impact is current and specific
 
to El Salvador. That is, 
it expresses a judgment as 
to how
 
current policies, as they are 
currently implemented under
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current circumstances in El Salvador, may be influencing key

indicacors of agricultural performance. 
 It is not intended
 
to explain how such 
policies work 
in a theoretical 
or
 
general sense. The 
reader should therefore not skip over
 
the 
brief written explanation of policy impact which 
is
 
included foi each policy. 
 In many instances, it is 
the way

that a policy is implemented, 
or particular circumstances of
 
the Salvadoran situation, rather than the nature of a policy
 
itself which explains its impact.
 

Finally, a brief description of specific modifications
 
which may be considered for each policy is presented. 
Notes
 
to specific items in the tables are included where appropri
ate.
 



TABLE 

NO.
 

POLICY CATEGORY: 
MACROECOtiOMIC, 
FISCAL
 

POLICY 
 INuVNINPROEIPEENIc POLICY-HAKING/ 	 ~ALTERNATIVESIMPACT ASSESSMET ' EXPLANATION OF POLICY INTERVENTION AND
 
IMPACT SECTOR 
 INSTITUTIONS 


I. level and structure 	 J, Erevenue 

- Minist y~o a tion/ulerturein of - I -l 

nc 

- ainlJoriginate 
-grNculiurnAssembly, 


2. levei and structure 
provide public
of expunditurus/ 
 - Ministry ofagriculture goods, services, - National -l -1 -l
Finance
and infrastr-ucture Assemb) 
 II 

NOJTLS: 1/ not includingLIE1ID: -2 I i hly income and stamp taxes, which 
Unfavorabie; -l = Unfavorable; 0 = Neutralare thought
or tuql 

MATSUGGESTED 
ALTRN TIV A 

R
ANALYSS
 

-2 +1 
 taxes extracted from the agricultural 
system have 
 1.
averaged 10-11% of agricultural value-added 1/ 

negative
90-95 o in thes ciffee export tax,
thef ector' 
s
impact fiscal contribution
which, at
on
current prices and exchane
the prottability
rates, 
has a 
strong

production. of coffee
Declining coffee output is cloely
related 
to 
falling agricultural
inccmc, and cnuption employment,
 

7 +1 
 central governn'nt expenditures

tot 	 on agricultureagric.ture'6-7% of total expenditures

parison to contribution are low in 
corn-


share sectcr tax re'9nue5 and 

agricultural
agriculture's 
 to GP. While
in central
ex.eMditures 	 govermnt'shas remainedonadeclining constaniultu 


share 
av
va 
 e 
de
export crops.are biased In favor of livestock and traditional 


2/ includes 	 lgible; ? = Mto be small .ixed
or Uncertain; 41
though specific data are 
= i'avorable; .2 

current and capital expenditures, 
 unavailable
 

revise coffee export
 

tax 
to more nearly
 

-- approximate an
rartr income
than g.ross sales
 
basis
 

2. broaden the 
Lax base
 

3. improve tax
istration admijn
and collect

2/	1. as conditions permit,
Increase 
real levels of

expenditure
re
 

i1trasectra 

allocation
ooagicultra
o1 expenditures 

In light 

of short- and mediumterm national 

develop

ment objectives. 

Table (See
5, 
Sed.dral 


Fiscal
 

Policy)
 

Nighly Favorable
 
not 
financial 


investment
 



TABLE NO. 2 
POLICY CATEGORY: MACROECONOMIC, 

POLICY 
INTERVETIO/ 

IMPACT SECTOR 

POIY-AIG 

POLICY-MAKINGP 

INZ7::UTIONS Z0 

IMPACTASSESSMENITPRNPA 
IMPLCMS- EXPLANATION 

'IMPLEMENTINGIIPACT 
OF POLICY INTEPVENTION AND 

MONETARY 

PRINCIPAL 

ALTERNATIVES 
SUGGESTED 

IU 4 
FOR kNALYSIS 

1. interest rate I
regulate supply 
 - Monetary Board 4 0 +1 +1 +1 
 The GOES has adopted an interest rate
regulation/ structure
and demand for fi- 1. More active imple
designed 
to provide for a positive real rate of 
 mentation through more
agriculture 
 nancial resources; -BCR 


influence costs return to savers and full cost recovery on 
lending flexible and frequent
Joperations.
Agricultural borrowing 
rates are only interest rate revisions
 
modestly lower 
than other sectors. T|I~ough its

impact on savings, 
this policy should enhance 
 2. Study interest rate
 
investment and growth over the medium-term, measures to foster the
 

development of long-term

2. 
 supply of credit! support production, - CR financial instruments-2 -l -l -2 -2
agriculturemprtigcessing, and 

While efforts have been made to increase agri-
Comrilculture's 1. Refinance outstanding

share in total lending, new credits to 
 overdue loans en extended
 

maBatg-Comia 

the agricultural sector have fallen 
25% in real repayment terms
Banksterms 
 since 1979. Refirnancing has grown from 

- FA9 to 33.5% of total 
credit to the sectcr, while 
 2. Increase volume of
 
and debt service obligations continue 


-IAarrearages 


ne', credits to agri- aa eto 
 accumulate. 
 culture
.Caradido I
3. Study restructuring


Creditoof 

agricultural credit
 

to provide finance for
 
nontraditional crops,
 
ag. processing, and
 

marketing
 

LEGEND: -2 HighlyinOTES: Unfavorable;I. The Monetary Board -l Unfavorable;is comdsed of the headsO = eutra] or Neglicible;of the following institutions:? Mixed or Uncertain;Central Bank and +1 Favorable;the Ministries +2 = hilghly Favorableof Planning Economics, Finance,Agriculture and External Trade.
 



TABLE NO. 3 (Page 1)
POLICY CATEGORY: MACROECONOMIC, 

EXTERNAL TRADE 
POLICY 
INTERVETION/ 

IMPACT SECTOR 
PURPOSE 

POLICY-MAKING/ 
IMPLEHENTING 

INSTITUTIONS z 

IMPACT ASSESSMENT 
52 

a 

EXPLANATION OF POLICY INTERVENTION ANi[ 
IMPACT 

PRINCIPAL 
ALTERNATIVES 

SUGGESTED 

U 
!-
aO F 

FOR ANALYSIS 

I. support of theofficial rate of 

exchange/ 
agriculture 

avoid inflationaryand, possibly, 

contractionary 
short-term conse-

quences of de-
valuation. Pre-

serve political 

credibility 

- Monetary Board 

- BCR 

- MICE 

-2 -2 -2 -2 ? An overvalued exchange rate reduces the domestic 1.price of tradeable goods, which include virtually 

all agricultural commodities. While there is 2. 
some controversy regarding the short-run impacts 3. 
of devaluation in El Salvador given current 
conditions, there is no question that the medium- 4. 
term de'elopment prospects of the agricultural 
sector are jeopardized by an overvalued exchange 

Further selectivedeval ation 

crawling peg 
official devaluation 

Higher import tariffs 

rate. The recently initiated process of select
ive devaluation suffers from the following: 
(1) ad hoc implementation by fiat -- contributes 
to uncertainty and sociopolitical tensionj (2) 
no intrinsic correspondence between sector or 
subsector imports and exports -- creates po
tential for distortions and windtall gains/ 
losses; (3) administratively complex; (4) given 
its uncertain and selective implementation, may 
not be providing the desirable incentives of a
devaluation, especially as regards needed 
invesuient decisions. 

2. import tariffs/ 
agriculture 

jenerate revenues; 
rotect domestic 

suppliers 

- Ministry of 
Finance 

- M CE 

0 0 0 0 1 Agricultural inputs and commodities imported from 1. In the absence of 
the CACH are largely exempt from tariffs. Ap- devaluation, higher tariffs 
plicable tariff rates for non-CACM imports of on competitive imports ofthese types of goods are low. Explic!t tariffs agricultural commodities 
on agricult:ral Imports have little impact on may be considered 

the sector. 

LEGEND: -2 - Highly Unfavorable; -l = Unfavorable; 0 = Neutral or Nogi-'gible; 7 = Mixed or Uncertain; +1 = Favorable; +2 = Highly Favorable 
NOTES: 

(Continued...) 
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TABLE NO. 3 (Page 2)
 

POLICY CATEGORY: MACROECONOMIC,
 

EXTERNAL TRADE
 
POLICY 
 POLICY-cAKING/ 
 IMPACT ASSESS 4T
INTERVENTION/ EXPLANATION OF POLICY INTERVENTION ANDPURPOSE IMPLEMENTING PRINCIPALIPACTIMPACT SECTOR ALTERNATI VESINSTITUTIONS 
 0 
 SUGGESTED 

FOR ANALYSIS 

U 4 U WC. 

I. import subsidies avoid domestic 
 - BCR -? - 7 ? ? Selectiva exchange rate policy permits the
implicit)/ I. In the absence of
price increases 
 importation of agricultural inputs and most
igriculture devaluation, revise tariffs
- NAG 


MICE 


commodities (including PL-480) at the official and/or domestic pricing 

- ICE 
rate. Imported inputs are thus implicitly sub-
sidized, thcgh the extent of the subsidy is 

policy for competing imports 
so as to mitigate disin

limited through restricted access to foreign centives to domestic 
exchange. Subsidized imports of competing 
commodities clearly encourage imports and dis

producers 

courage domestic production. Domestic consumption 
may be sustained in the short-run, but harmed 
later. Production falls harm export prospects 
In general, with some exceptions. Reduced pro
duction and exports may reduce government 
revenues in the long-run, though such losses may 
be offset through Import tariffs and the proceeds 
of PL-400 sales in the short-run. 

I. export subsidies 

:implicit)/ 
igriculture 

support 

industrial 
exports 

BCR +1 0 -1 +1 7 Selective exchange rate policies provide export 
subsidies for certain industries with access to 
artificially cheap inputs. Examples include non-

1. devaluation to foster 
the development of domestic 
inputs bc-sed agroindustry 

- CACM exports of cotton yarn/textiles, and poultry, 2. 
 impose Import tariffs
 
which are allowed to sell foreign exchange at the pe import af
 
parallel rate while acquiring inputs 
(raw cotton, provide explicit export
PL-480 yellow corn) at prices based on world subide e nii e d
 
prices and the official rate of exchange, subsidies when justified 

non-tariff barriers restrict imports - BCR 7 +1 -1 0 -1 
.o trade/ 

These barriers operate through import licensing I. devaluation 
- MAG requirements, and, especially, through restrictedigriculture 


access to 
foreign exchange at either the official 2. substitution of explicit
- MICE or parallel rates. Restricted import of agri- tariffs for non-tariff 
cultural inputs hurt production, while restrict- bariers
 
ions on competing imports may help somewhat.
 
Total imports are effectively reduced by such
 
barriers, thereby restricting domestic con
sumption, and GOES tariff collections.
 

LEGEND: -2 = Highly Unfavorable; -1 = Unfavorablel 0 = Neutral or NogligiLles 7 - Mixed or Uncertain 41 = Favorable; +2 = Highly Favorable 
NOTES: 



4NO.TABLEPOLICY CATEGORY: MACROECONOMIC, 
POLICY REGULATrORY?OLICY-HAKINCJ IPCTASSS~(PICYVETO 
 URPOSE IMPAC AEXPLANATIONINTEkVENTIOIJ/ OF POLICY INTERVENTION ANDIMPACT SECTOR PURPOSE IMPLEMENTING PRINCIPALINSTITUTIONS Z ' IMPACT0 H ALTERNATIVES


SUGGESTED 

H 

0 0~ 

___cc__ 5. 1 8 0 NiJ£5L£ 

1. regulation of the 
nationalized banking 

control of 
domestic financial 

- 8CR +1 -1 +1 +1 -2 

sector/ flows - National 
agriculure Assembly 

FOR ANALYSIS 

As evidenced by agriculture's share in total 
credit, which is substantially larger than its 
share in GDP, nationalized management of the 
banking sector has probably avertej a collapse of 
comumercial lending to agriculture.1 Small farmer 
access to credit has also Improved. This has been
Accomplished, however, at the cost of increasing
O;ES transfers to the financial sector, especially 
that part of the financial sector serving the 
agrarian reform. Also, due to general economic 
conditions, credit flows are not adequate to meet 
agricultural sector needs, 

1. implement an agri
cultural pricing strategy 
to enhance the financial 
viability and repayment 

capacity of the agri
cultural sector 

2, as economic stability 
is recovered, study means 

to liberalize and de
centralize management of 
the commercial bankingsector. Such a liberali
zation should specifically 
emphasize the development 

of new financial insti-
tutions/markets to %erve 
the needs of small-scale 
and non-traditional 

agriculture. Specialized 
credit coops may be an 
option. 

-

CD 

LEGEND: -2 = Highly Unfavorable; -1 
 Unfavorable; 0 
 NNeutral or NoUiigible; ? = Mixed orNOTES: I. It Uncertain; +1 = Favorable; 42is unlikely that 
a purely commercial financial Highly Favorable
sector would have been able, given

:o the agricultural sector during 

the interests of its stockholders, to maintain servicesthe recent period of war and political Insecurity. 
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TABLE NO. 5 (Page 1)

POLICY CATEGORY; SECTORAL, FISCAL
 

POLICY 
 P Y /
I NTERVENTION/ IMPACT ASSESS NT EXPLANATION OF POLICY INTERVENTION AND
PURPOSE PRINCIPAL
IMPLELENTING 

IMACT SECTOR TINz IMPACT ALTERNATIVESCINSTITUTIONS 

SUGGESTEDI 

m FOR ANALYSIS
 

Assembly 
 producers, including those of the agrarian reform,
 

0 '-W U C 
I. level of taxation/ 
coffee 

generate 
revenues 

- Ministry of 
Finance 

-2 0 -1 -2 +1 While total taxes have averaged 11-13% of GDP in 
El Salvador since 1979, the coffee export tax 

I. revise the coffee 
export tax base to exempt 

- National represents 20-25% of value-added by coffee. Atcurrent prices and exchange rates, few coffee 
estimated production costs 
from taxation 

are able to realize any profit after taxes. 
 r e s e r oducer
 

Coffee production has declined by about 25%, at 
 incomes in accordance with
 an accelerating rate. Employment and incomes 
 forein angorae

generated by coffee have fallen comnensurately policye
 
Accummulated losses, indebtedness, and the spread
 
of coffee rust due 
to reducad expenditures on
 
fungicides, seriously threaten the survival of
 
this industry which has traditionally provided
 
50-60% of El Salvador's foreign exchange earnings.


2. level and generate r':venues - Ministry of 0 0 0 0 0 
The coffee export tax provides 90-95% of revenues
structure of taxation/ 1. study alternatives for '.0
oher agriculture Finance 2
extracted from the agricultural 2
exrce rmtearclua sector. sharply
etr sapyincreasing theteln land
 other agr r 

tax.
- NAsthal The current assessment 
of approximately $1.50 per


Assembly 
 ha. per year generates
 

little revenue. A pro
gressive land tax can
 
discourage land concentration
 

and speculation, thus com
plementing agrarian reform,
 
and encourage more intensive
 
land-use.
 

2. increase tariffs on
 
competitive food Imports
 

3. Improve the collection
 

of agricultural Inccme taxes
 

4. study the incidence of
 
the stamp (turnover) tax on
 
agriculture. To the extent
 
that is is enforced in agri
culture, it may generate
 

LEGEND: -2 - lighly Unfavorable; -1 = Unfavorable; 0 Neutral or Noyligible; ? Mixed or Uncertain; 41 = Favorable; +2 - Highly Favorable
NOTES: I. Levaluation to 
04:$! could permit the maintenance of high marginal 
tax rates on a revised base. 
 In the absense of devaluation. narginal rate5
may also need to be reduced.
 
2. Not *including income and stamp taxes, 
as explained In the note to Table 1.
 



(Continued...) 
TABLE NO. 5 (Page 2)
POLICY CATEGORY: SECTORAL, FISCAL 

POLICYINTE!NVNTION/ATPURPOSE 

IMPACT SECTOR 

PURPOSEIPLEC 
POLICY-MAKING/ 

IHLEMENTIN 
INSTITUTIONS 

IMPACT ASSESSMENT 
SMENTING) 

z 

EXPLANATION 
IMPACT 

A 

OF POLICY INTERVENTION AND PRINCIPAL 
ALTERt1ATIVES
PRINCIPAL 

U - SUGGESTED 
FOR ANALYSIS 

2. level and 

structure of taxation/other agricultute strong disincentives to 

continuedp 
crops which require a 
high degree of labor
intensive) han-dling and 

3. level and 
Structure of expendi-

tures/ 

provide public 
goods, services, 

and intrastructur 

MIinlstry of 
Finance 

-1 -1 7 7 +1 As mentioned previousl, agriculture is a net 
upplier of fiscal resources to the rest of the 

processing. 

1. reorient agricultural 
support services to include 

to support agri-
cultural pro-
duction and 
marketing 

National 
Assembly 

economy. Real public sector expenditures on 
agricultuore have been declining. Increasing
amounts of the agricultural budget have been 
absorbed by the agrarian reform sector and IRA 
while expenditures on research and extension, 
irrigation and other capital investment, havefallen Sharply. Expenditures on services to the 

research, extension, and 

technical assistance for 
non-traditional high-value 
labor-intensive horti
cultural and fruit crops 

2. reorient investmentin 
sector remain concentrated on traditional export 
crops, while investments have become concentrated 
on livestock and fisheries, which generate 
relatively little employment. 

duplort diversificationi 
at' ploent creation in 
agriculture. Priorityo
items Include irrigation 

-

and marketing infrastructure 
(feeder roads storage, 
bulk shipping) 

LEGEND: -2 = lighly Unfavorable; -1 Unfavurable; 0 =eutral or Ikjliqjiblu; 7 1::rx'd or Uncertain; *1 = Favorable; 42 = lighly Favorable 
NOTES: 



POLICY INICT ASSESSNT 
INTERVENTIOI,/IMPACTITERVENTIOSECTOR/ PURPOSEPOC-MKZ/ IMPLEMENTINGPURPOSE IM12 CTASSNPL INGEXPLANATION 0 T 

INSTITUTIONS 


1 ineetrt topvie 
 n- -Monetary Board o 0regulaton/ 0 0 acentves for 


inrscoa 
 aticular aci-
 -CRnon-traditional 


iutreiari 


cutueimpact 


2. supply of credt 
 support production onery oard -2 - - -2 
 -2 


inrseta rcesting, and 


L2 GE D -2 c eitgh
ly Unf a vo r b -c U n a r 0 
 ur a r Noglig ibl : 
mOTES: 


TABLE NO. 6 (Page 1)
 
POLICY CATEGOIY: SECTORAL, MONETARY
 

mATAPNIA 
OF POLICY INTERVENTION AND 

IMPACT 
SUGGESTED 

FOR ANALYSIS 

A one percent Interest rate discount is 
cur- I. 
 study incentive
rently provided oza crop credits 
for basic grans, structures based on
 

export crops, and coffee 
 explicit subsidies (where

harvesting for small 
and medium growers. The subsidies are justified)
 

of this policy is li'ely to be 
minimal, as a substitute for
 
however, in to
relation the currently constrained interest subsidies
 
access to adequate volumes of credit. 
 Access to 2 
 osdrmaso 

credit is e
in general a far more significant 2 osdrmaso 
 e
factor than interest rates. Interest rate 
sub- veloping and incorporating

sidies can adversely 
affect financial sector 
 informal rural 
credit
 
liquidity. 


markets into the agri
cultural financial system.

Farmers are often willing
 
and able to pay higher than
 

commercial 
rates in return
 
for timely credits. Informal
irsesg
creditcoa Indgeeauaoesgiiatvlpngetk 
 anincoporat

lenders are often more effective at providing credit
 
to small farmers. The
 

organization of grassroots 
 I-, 
credit cooperatives may
 
also be considered.
Current credit volumes are grossly inadequate . nder ean o 
 e
 

to support recovery and 
future growth of agri- agricultural pricing
coefrcia
Copraties, ndtr
aculture.Of credits made available in 1983, 
 strategy
 

78% went to traditional export crops, 9% to
basic grains, 8% to livestock, and only 5% 
to 2. refinance outstanding

other crops. faces 
serious financial and cFA
overdue loans on extended
 

administrative problems, 
 repayment terms. 
 This
 measure will primarily
 
benefit the Phase I Agrarian
the non-reformed coffee
 

and cotton subsectors. 

3. increase volume of new 

J
Mixed 

I 
o r Un c e r ta in , u ar gaoa le , I 2 Hi g h l y 

credits to finance: re

habilitation and production1 . anvprpr a t 
cavorable " in 1 strate 

(Continueds... 



(Continued...) 

POLICYPICYRETIU/PRPSEIPLECYMNTING! 
INiPERVETI/ 

IMPACT SECTOR 

PURPOSE 
POLICY-MIAKING/ 

IMPLEMENTING 

INSTITUTIONS z 

IMPACT ASSESSMENTMEEXPLANATION 

Cr 

TABLE NO. 6 (Page 2)
POLICY CATEGORY: SECTORAL, MONETARY 

OF POLICY INTERVENTION AND Pr ICIPAL 
IVES 

SUGGESTED 

[ oFOR ANALYSIS 

2. supply of credit/ 

intrasectoral(continued) in te coffee and cotton 

subsectors; production andmodernization 
in basicgrains; development of 

high-value labor-intensive 
horticulture and fruit 
crops; agricultural pro
cessing, and; decentralized 
development of marketing 
systems for basic grains 
an diversification crops. 

LEGEND: -2 Highly Unfavorable; -1 
= Unfavorable; 0 Neutral or NoUglgible; Rixedm or Uncertain; 
+1 = FXvorablc; +2 highly Favorable
NOTES:
 



TABLE NO. 
 7
 
POLICY CATEGORY: SECTORAL/EXTERNAL 

POLICY POLICY-MAKING/ IMPACT ASSESSMIENT EXPLANATION OF POLICY INTERVENTIONINTERVENTIO1/ PURPOSE IMPLEMENTING 0 
IMPACT SECTOR INSTITUTIONS 0 

1. import tariffs/ generate 
 -Ministry of - I 
41j-l 

griciltural inputs 
 revenues 
 Finance 


- MICE 

.rimuftrt alf p/oeertedomees Minancey 

conm.odities agrculura)xtet dmesic inacewheat)
producers 


- MICE 

. export subsides/ promote non-
 - onetary Board 42 
iexr|etoaltraiioa 

-Ministry Of 

eotsFinance 


- MI[CE 

LEGEND: -2 H
lighly Unfavorable; -l -


I 


+ -l 


AND 
IMPACT 

-1 
 41+ Imports of agricultural goods from thc CAC.| arc 


generally exempt froms
duties but are subject to 


I stamp tax.' Imports from outside the CACM areI also subject to the stamp tax plus ad valorem 

duties ranging from 2-15%. 
 Levies are relatively 

light and impacts on the agricultural system
 
moderate.
 

+I No
tn-competing imports from outside the CACH 
(e.g..
are taxed at a lower rate other than the
stamp tax. Competing imports generally bear a 


specific duty, combined with the 
stamp tax and 

an ad valorem duty ranging from 8-30%. 
 A 

moderate deBree of protection is provided 
to
 
domestic producers.
 

Non-traditional 
exports outside the CACM are
+2 -l 
 implictly subsidized in 
two ways: preferential 


interest rates, and access to the parallel 
foreign exchange market. The effectiveness ot 
access to the parallel market in stimulating
exports is dramatically illustrated by the 55%
 
real expansion of the Salvadoran poultry in-

dustry since 1979. 


NOTES: Unfavorable; 0 Neutral or 
i~ogl~gible; 7
I. This exemption of CACM agricultural trade from duties applies to Mixed or Uncertain: = 

TRADE 

PRINCIPAL
 
ALTERNATIVES
 

SUGGESTED 

FOR ANALYSIS 

1. If a devaluation
 

takes place, reduce or
 

eliminate both the stamp
 
tax and import duties an
 
agricultural inputs.
 

1. In the absence of a

devaluation, consider
increasing tariffs on
 

competing agricultural
 

imports
 

1. Devalue to restore
poiaiiyadsiu
 

late exports of the agri
cultural sector as a
 
whole.
 

2. In the absence of
 
devaluation, move traditional
 
agricultural export
 
products to the parallel
 
market or institute syatem
 
of import tariffs and
 
explicit export subsidies.
 
3. Eliminate subsidies
 

through preferential
 
interest rates.
 

41 Favorable; +2 
 iighly Favorable
both agricultural inputs and commodities. H 


L 



I 

TABLE 14O. 8 (Page 1)
 
POLICY CATEGORY: SECTORAL/RESOLIRCES
 

POLICY 

POLICY-MAKING/
,TEhVEUTIO,/ IMPACT ASSESSPURPOSE IMPLEMENTING :ENT EXPLANATION OF POLICY INTERVENTION ANDLi PRINCIPALIMPACT 

LRNIAEIMPACT SECuIR INSTITUTIONS Z Z SUGGESTED 

OR AIALYSISE-. Ip z. 


0 CL 1 3tI 05 W'W 

1. land-use/ 

ntrasectfral 

to promote the ef- - National 

Otraseetorl.Apricinyficient utiliztion Assembly 
of soils 

- Ministry Of 

Finance 

- Ministry of 
Economics 

-2 

fmplemen 

-2 -2 -2 -2 Only 47% of land suitable for intensive annual 

cropping is devoted to such uses in El Salvador 
today; only 16% of the country's irrigationpotential has been realized; about 18% of land 

currently in agricultural or ranching use shouldbe withdrawn from production in the interest ofsoil and/or water conservation. Inattention to
the land-use Impcts of pricing and other 

I. implement a pricing 
atlzto 

strategy to restore 
profitability to agri
cultural production 

2 consider the more ac i e r t xe 
active use of land taxes 
lan intentiiopromote 

- ISTA 

pulicies, and the lack of a positive land-use 
policy favoring intensification contribute to 

low productivity in spite of land scarcity. 

retirement of marginal lands 

from production, ana more 
efficient size structure 
among farming units 

3. liberalize and clarify 
land tenure and agricultural 
property rights legislation 

to facilitate the shift ofpresent land-use patterns to 

Letter and higher uses or
ganized on the basis of more 
efficient farm unit sizes. 
Intensificatijon of agri

cultural production, 
particularly as it will 
involve horticultural and 

fruit crops, may be best 
accomplished through smaller 
farm unit sizes than cur
rently characterize either 
the Phase I agrarian reform 
or the traditional export 
sectors. 

4. actively pursue de
velopment of irrigation 
potential making maximum 

- f possible use of private 
LEGLND: 

NOTES: 

-2 Highly Unfavorable; -1 Unfavorable; 0 Neutral or Wgligible; ? Mixed or Uncertain; +1 Favorable; +2 = Highly 

sector resources 

Favorable 

(Continued...
 



(Continued...) 


ICY 
INTERVCIJTION/ 

IM'ACT SECTOR 
PURPOSE 

POLICY-HAKING/ 
IMPLEMENTING 

INSTITUTIONS 

IMPACT ASFSS4EJ 

0 

o ~-

X 

. land-use/ 
[nt inuectop 

(continued) 

land redsctrlbu- to promotecquity National -1 -1 -1 -1 -2 

bectives ifte - Ministry of
Finance 
S eand 

ISTA 

LEGEND: -2 s Highly Unfavorable; 
-l Unfavorable; 0 
= Neutral or Nuligible; ? 

NOTES:
 

TABLE NO.
POLICY CATEGORY: SEC ORAI,/RESOURCES8 	(Page 2)
 

EXPLANATION OF POLICY INTERVENTIN ANDPIMPACT 

LEPRINCIPAL
 

ALTERNATIVES 
SUGGESTED
 

~Z U)~ ~FOR ANALYSIS 

5. 	Consider a GOES land
 
rc a e
purchase program (financed
 

through tax credits, bonds?)
 
to restore highly marginal
 

r g am ( in n e
 

lands to conservation uses 
(forestry, parks, etc.) 

6. develop adequate re

search and extension
 
capabilities 
to promote

desirable changes 
in
 

lland-use 
 patterns
The Phase I and III agrarian reforms which have 
 I. clarify goverruent
 

b en 
implemented In El Salvador have considerably intentions with respect
advanced the equity objectives of the GOES and 	
nd
 

provide the opportunity 	 to the future content and
for both a 
more efficient
a more participatory future development of 	
scope of the land reform
 
program


alriculture. 
Short-term disruption of the farm
 
management apparatus and heightened uncertainty 
 2. 
 clarify legal property

occasioned by 
the agrarian reform have, howeve
undoubtedly contributed to prodilction declines, rights of:
a) 
 Phase I coop members,

particularly as regards traditional export crops,
Legislative and and
institutional deficiencies in the
implementation of the reforms, which have not 
 b) Phase III beneficiaries,
been corrected, may hamper agricultural 
recovery 
 making due provision for
and future growth. 


mechanisms enabling the
legal transfer of 
their
 
individual and/or col
lective assets
 

3. institute land 
taxes

that will 
foster Intensi
fication of land-use and
divestiture of under

utilized assets
 

4. develop financing

mixea or Uncertain; 
41 favorable; 
+2 
 Highly Favorable
 

(Continued...)
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TA13LE 1O. 8 (Page 3)POLICY CATEGORY: SECTORAL/RESOURCES 
PICYREJTOJ 

POLICY 

IMPACT SECTOR 

POlc-gj/ 
PTIOCY/PURPOSEIItipETEATSNGPOLICY-11KINN/PURPOSETIMPLEMENTING 

I TIIMPACT 

IMATASESF~ 

M NT EXPLANATION OF POLICY INTERVENTION AND PRINCIPAL 
ALTEATIVES 

0 AERNAIWSUGGESTED 
FOR ANALYSIS 

2. land tenure/ 
intrasectoral 

Intr sect ralncythe 
to promote equity 
and efficiencyGOES 

nd e f~ cl 

development of an 
atiedvelodmaentof an 
is openly accessible to 

3. human resources 
development/ 
intrasectural 

to enable 
sustained equit-
able growth and 
improved quality 
of life in the 
agricultural 
sector 

CENCAP 

ISTA 

- ENA 

0 0 0 0 -1 The GOIS has instituted a variety of manpower
development and training programs for agriculture,
focusing especially on tile agrarian reform sector,
There is some question, however, as to their ade-
quacy in relation to the magnitude of the problem,the appropriateness of training methodology, andthe effectiveness of current programs. 

all people genuinely 
interested in farming 

1. Focus greater attention 
on the development of non
formal and community self
help training methods 

2. Institute basic literacy 
campaigns as a precirsor to 

more technical trainingefforts and to provide the 
indispensable basis for 
genuinely participatory 
agricultural development 

LEGEND: Highly-2 H Unfavorable; -1 = Unfavorable; 0 = Neutral or rueyligilpl; 7 -. ixed or Uricextalr.; 41 =avorable; +2 -Highly avorable
NOTES: 



TABLE NO. 
 9
 
POLICY CATEGjRy: S- CTORAL/TECHNOLOGY 

ItJTERVENTION/OITRENINPOLICY PURPOSE POI yMAK NG14
IMI'LEMENTING MPACT ASSSSMENT EXPLANATIONIMPACT SECTOR OF POLIC.INTERVENTIO(I AN4D PRFtCIPAL
INSTITUTIONS 
 IMPACT

0 
 z 


ALTERNATIVES
SUGGESTED
 

FOR ANALYSIS 
W t.!ftO 0 

I. xesearch, extension, to identify and
andci ca custuapro -an ce/ntr c oal Cit-urag lt pro-

duction, process-

AGC through: 
CENTA 
iNTAo 

01. 
- -

U 

-1 
W~ 

- -1* The research/extension and technical assistance
(RETA) effort in El Salvador today is: under-

I. Provide incentives/ 
remove obstacles to thest c e 

ing, and marketing
technologies which 
tecnoogis whiindicate 
are consistent 

velopment 

funded, under-manned, and misdirected. While 

oemphasis has been placed on serving theagrarian reform sector, recent evaluation reportsthat less then half of the Phase I coops
and perhaps fewer than 20% of the Phase III 

development of more private 

sector capability in techni
cal assistance for agriculture 

voete beneficiaries received any assistance during the1982/83 crop year. RETA efforts remain focussedon tradition-.l export crops and basic grains, 
These are crops characterized by slow technicalprogress and slow demand growth. Obstacles tosmall farmer adoption of available technologies 
for these crops are mostly of a nature that mustbe resolved -- through Interventions In other 
parts of the agricultural system (i.e., land

isecurity, credit, marketing); not through ex-tension. The present Salvadoran RETA system doesnot do an adequate job in providing farmers withinformation and assistance with the new,*high-
potential agronomic opportunities that must be 
the primary source of future agricultural growthin El Salvador. 

2. focus GOES researchefforts on: 
a) the cost-effective 
solution of specific high
priority problems in 
traditional agriculture 
such as coffee rust and 
environmentally acceptable 
pest management systems for 
cotton 

b) field trials and 
adaptation of cultivars 
suitable for intensive 

production 
c) extension efforta 

phasizing these new 
cultivars, on-farm water 
maaagement, handling, 
storage, and other on-farm 
processing techniques
 

3. provide the working
 
conditions necessary 
to
 
attract and retain high
quality technical pe:sonnel
 

LEGEND: -2 Highly Unfavorable; -1 = Unfavorable; 0 Neutra] or NhoUligible; ? - Mixed or Uncertain; 41 = Favorable;
NOTES: 42 Highly Favorable 



TABLE NO. 
 10 (Page 1)
POLICY CATEGORY: SUBSECTORAL 

POLICY 
INTERVElTIOr;/ 

IMPACT SECTOR 
PURPOSE 

POLICY-HAKINc/ 
INPLEME14TING 
INSTITUTIONS Z0 

IMPACT ASSESSMENT 

-
PZIKPACT0 

u3 

EXPLANATION OF POLICY INTERVENTION AND 

EIPLAT 

PRINCIPAL 

ALTERNATIVESASTESTESUGGESTED 

FOR ANALYSIS 

I. producer price 
supports through 
direct purchases/ 
basic grains 

to maintain pro-
duction incentives 
and farm incomes 

IRA ? ? 0 0 -2 Due to both financial and storage capacity 
limitations, IRA is unable to purchase a large
enough portion of domestic basic grain production 
to significantly alter average market prices, 

I. study the possibility 
of transfering some or all 
of IRA's centralized storage 
capacity to producer co

although Individual producers may benefit from 
access to the IRA market. IRA's influence on 

operatives 

producer prices is mainly significant in that it 
can alter total marketed supply through grain
imports. Grain imports, however, work to reduce 
rather than increase average producer prices,
IRA operating losses constitute a substantial 
continuing drain on the public treasury, 

2. study means to improve 
the efficiency of the 
existing private sector 
marketing system 
3. focus public sector pur
chasing activities in those 
areas where remote access or 
other factors indicate z low 

degree of competition among ' 

'. consumer price 
:ontrols/ 

grains 

to maintain con-
sumer prices at 

lasicreasonable" 

Ministry of 
Economy, 

IA 

0 0 0 0 0 
private grain merchants 

The Ministry of Economy publishes, and attempts I. li,:antle the priceto enforce, maximum retail prices for basic grains control r'stem, replacing 

and a variety of other consumer goods. Effective it with direct and specifienforcement is a near iripossibility, however, and cally targetted consumerprice controls are almost universally ignored, subsidies where these are 

warranted. 

LEGEND: -2 -Highly Unfavorable; -1 - Unfavorable; 0 Neutral or flogligible; 
7 Mixed or Uncertain, +1 - Favorable; +2 - Highly Fa-torable
NOTES:
 

(Continued...)
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TABLE 140. 10 (Page 2)
POLICY CATEGORY: SUBSECTORAL
 

POLICY POL.ICY-AKING/ IMPACT ASSESSMENT 
ItTERVENTIO/
IMPACT SECTOR PURPOSE IMPLEMENTING 

INSTITUTIONS 0 
EXPLANATION OF POLICY INTERVENTION AND 

UE 

n0 

I- public sector 

arketing/iasic grains 

to provide low-

income urban con-sumeis with access 

to "reasonably" 
priced food 

staples 

_______ 

IRA 
A. 

-1 
RIMIMPACA 

Z~X 80 X4Q.
A5~W IUtm 

-1 +1 0 
~ 
-2 Through a national chain of agencies and stores, 

IRA arkets a variety of fod stples (grains,
sugar, oil, powdered milk) at officially con--
trolled prices which are, in the case of gr .Ins,
below IRA purchasing prices. Access to IRA 
stores is not means-restricted, however, andstocks are quickly depleted. IRA also supplies
food staples to government employee consumer coops and other public sector institutional 
buyers at subsidy prices. As organized buyers,
these groups often have better access to limitedIRA supplies than IRA retail outlets. A dis
proportional share of subsidized food supplies istherefore distributed to employed, middle-income
families rather than to the unemployed and very 

PI-40 imports/ to n.kep short-
anfald (s ind o i 
foed suppies on 
tncesionary 

BA, ISTA, CR -1 +1 41 0 +2 
poor. 
PL-480 imports have certainly contributed to 
m "intaining consumption of certain basic food 
staples during the crisis period. They have also 
reduced balance of payments outlays for com-mercial food imports which ight otherwise have 
taken place and contributed in a significant wayto the current revenues of the government. It is 
cautioned, however, that these imports in somecases substitute for and may seriously harm 
domestic production. This is especially the casefor rice imports and for imports of yellow corn 
which substitutes directly for domestic sorghum
in animal feeds. 

APRINCIPAL
 
ALTERNATIVES
SUGGESTED
 
FOR ANA!.? S 

1. impose means-tests to
 
restrict access 
to subsi
dized food or 
limit access
 
to such supplies by insti
tutional buyers
 

. exercise care in determin-

Ing the composition of the
 
concessionary conodity
 
import program to minimize 

the imported volume of com
modities which are close 
substitutes for domestic 
production. Substitution
 
patterns in dcmestic con
suuptlon should be carefully
 
analyzed, and both near
and medium-term impacts of
 
PL-480 imports assessed and
 

weighed against each other.
 

LUGLD: -2 = Ifighly Unfavorable; 
-1 Unfavorable; 
0 = Neutral or hucliglble; ? = Mixed or Uncertain; 41 = Favorable; +2 = Highly Favorable: = (nES 


(Continued...)
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POLICY 

INTERVENTIONJ/
IMPACT SECTOR PURPOSE 

POLICY-HAKING/ 

IMPLEMENTING 
INSTITUTIONS 

IMPACT ASSESSMENT 

0 

EXPLANATION 

IMPACT 

OF POLICY INTERVENTION 

TABLE NO. 10 (Page 3)
POLICY CATEGORY: SUBSECTORAL 

AND PRINCIPAL 

AVRAIE 
SUGGESTED 

FOR ANALYSIS 

5. PL-480 domestic 
eicing/ 
basic grains 

to meet the near-
term objectives of 
the program while 
minimizing the 
distortions intro-plictly 

-1 0 

minim zing he1. 

41 0 -1 PL-480 commodities are currently sold domesti
cally on the basis of their landed $ cost con
verted at the official rate of exchange. Since
this is an overvalued rate, thir practice im-

subsidizes imports relative to domesticoutput -- harming production and perhaps 

excessively stimulating domestic consumption.
Given short-run inelasticity of demand, govern-
ment revenues would likely grow as a result of an upward movement in domestic prices set for
PL-480 goois. 

price PL-480 imports
jon the basis of an estimated 
jequilibrium rate of exchange.
Combine such prici g with 

explicit, targetted, con-
IS uner subsidies if required. 
This will: (a) enhance 
government revenues in the 
short-runt (b) avoid harmingdomestic 

producers, 
and; 

(c) preserve the mechanism 
.or providing concessionary 
Imports to cover emergency 
shortfalls In domestic 
output. 

C) 

LEGEND: -2 Highly Unfavorable; -1 Unfavorable; 0 Neutral or Nucjligible; ? Mixed or Uncertain
5 +1 Favorable; +2 
 Highly Favorable
 

(Continued...)
 

NOTES: 



________ 

II 
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TABLE No. 10 (Page 4)
 
POLICY CATEGORY: SUBSECTORAL
 

POLIC-YK 
 G/INTERVETIO PURPOSE POLICY-MAKING 
SECTOR INSTITUTIONSETACT 

6. nationalized ex!.-r 
 to establish state 
 IIJCAFE
marketing/
coffee control over major
foreign exchmange 

transactions and 


trsato aImpacted 


presumably to 
eprove marketing 

efficiency 


7. nationalized 
 to establish state INAZUCAR 


refining and marketing. control over major
sugar 
 foreign exchange 


transactions and 

increase process-

Ing and marketing 


efficiency 


IMPACT ASSESSMEN T 
I T A 

Z IIMPACTI 0 

oju 

Z0 = inj~0

0 0. W z e. 
. HJ U Wm
 

-1 0 -1
0 -1 


-l 0 +1 -1 -l 


EXPLANATION OF POLICY INTERVENTION AND 

The operations of IN1CAFE since coffee export
marketing was nationalize and centralized in 

1980 are alleged to have severely and adversely 


producer profitability. Primary de-


ficiencies attributed 
to the nationalized
marketing system include excessive delays in

processing payments to producers, which have 

significantly increased interest costs borne by

producers poor International sales performance

in terms of timeliness and sales, and; high 

product losscs in the handling, storage, and 

marketing of coffee 
(the cost of such losses is 

reflected in prices paid to producers).
 

Cane productio has performed well In 
El Salvador
 

over recent years. 
 This is largely attributable,
however, to domestc produ,-er prices well inI. 

excess of world market prices, sustained through

increased access 
to the U.S. quota market, and to
less exposure to guerrilla activity than other 


crop-, such 
as cotton, which are more concentrate 

in war zones. 
 Sugar mill yields and quality

fell sharply after nationalization, however, and
 
INAZUCAR has until recently been generating

sizable losses. 
These losses are attrihutable
 
to reduced efficiency in the operation of the
 
sugar refineries. 
 Domestic sugar consumption has
 
heen growing rapidly, but may be reaching
 
saturation levels.
 

PRINCIPAL 

ALTERNATIVES
SUGGESTED
 

FOR ANALYSIS 

I.permit a higher degree

of private sector partici
pation in the direction,
 

management oversight, and
 

operations of INCAFE
 

2. decentralize the inter

national sales function,
 
perhaps through employing
 
private sector coffee ex
porters as INCAFE sales
 
agents
 

consider reverting both
 

the sugar mills and the
export marketing function
 

to th 
 sector
 

LEGEND: -2 Ifcighly Unfavorable; -1 = Unfavorable; 0 = Neutral or Jeglicjible; = hixed or Uncertain; +1 = Favorable; 42 =Highly avorableNOTES;
 



TABLE 1 0. 10 (Page 5)
POLICY CATEGORY: SJDSCTOIRAL 

POLICYIN1TERVENTION/ 

IMPACT SECTOR 
PURPOSE POr.ICY-zHAKING/IMPLEHENTI N 

INSTITUTIONS 

IMPACT ASSESS E.NT 

0 

EXPLANATION OF POLICYIMPACT INTERVENTION AND PRINCIPAL
ALTERNATIVES 

ieFOR 
SUGGESTED 

ANALYSIS 

. rodu er ric 
spProducer price 
supporrs/sugarcane 

o si ata. 
To stimulate 
domestic 

prbduction 

INAZUCAR #1 0 

L) 

+1 +1 

8A 
+1 Farmers are guaranteed a price of C50 per short 1. Implement an agriculturalton of sugarcane. In terms of sugar equivalent, ricing strategy designed tothis price is comparable to the world market price estore profitability tofor refined sugar. That is, producers are receiv- sugarcane cropping alternaing for cane close to the total world price for tives. 

the refined product, a situation which obviouslycould not be sustaintd if Salvadorean sugar sales 2. For the medium term,were being transacted at the world market price. review producer pricingllow,!ver, El Salvador has been granted an increased strategy to avoid excessquota in the U.S. market, and domestic consumer roduction which would haveprices have been kept well above world market ev- to be sold at a loss on theels. Access to both of these protected markets orld market.has maintained profitability for producers and,given the currently low or negative profitability
of other crops, has induced sustained increases inproduction. Further increases in production will 
encounter difficulty in finding protected markets, 
however. 

LEGEND: -2 IUighly Unfavorable; -1 Unfavorable Neutral0 N or fluliible; V
lixud or Uncertain; 41 
 Favorable; +2 -NOTES 3 Highly Favorable 



POLICY
1UTERVENTION/ 

IMPACT SECTOR 
OURPOSEIMENTINGPURPOSEETORIITU94TINS 

INSTITUTIONS 

1 
I1 

V 

ME 
CT E1 

0SUGGESTED 

TABLE 10. 10 (Page 6 )POLICY CATEGORY:- SUBSUCTORAI. 

EXPLANATION OF POLICY INTERVENTION AND PRINCIPALIMPACT 
ALTERNATIVES 

o_50 FOR ANALYSIS 

9. Producer 

guarantee prices/ 
cotton 

To prevent the 
further deteriora-
tion of cotton 

prodtct ion 

COPAL 0 0 0 0 -1 Cotton guarantee prices are alleged by producers
to fall below average costs of production. The 
poor quality of available statistical data and the 
igh degree of variability in production costs 

1. Announce guarantee price 
levels before the planting 
season (i.e., during the 
first quarter of the calendar 

nake it Impossible to confirm or deny the accuracy year)f this allegation. Serious pest management prob-Iems do contribute, however, to El Salvador's 2. Improve the survey andeing a high-cost cotton producer in comparative statistical basis for prointernational terms. Whatever the true cost stua] duction cost estimationion. guarantee prices have, since their implementation in 1982, not been fixed early enough in the 3. To sustain the medium-rop year to have had an influence on production to long-term viability of 
lecisions. 

cotton production in El 
Salvador, initiate research 
on more effective and envi
ronmentally safe pest manage
ment and cost reduction. 
Unless these problems are W 
.olved, cotton production 
in L Salvador may not be 
sustainable over the long 
run. 

LEGEND: 
 -2 - Highly Unfavorable; -I Unfavorablej o = Neutral or Noglicjible; ? 
 Mixed or Uncertaini +1 
 Favorable; +2 - Highly Favorable
NOTES:
 



POLICY

INTERVENTIOtN/ 	 POLICY-AYING/PURPOSE 
 I-LEENTING IMPACT ASSESSMENTIPLEMENTAING/ IPPPCT ASESS.LIMPACT SECTOR 


OINSTITUTIONS 
 0 


-,4W L)10. Selective 
 To prevent further 
Junta Monetaria
devaluation/coton 	 0 0 0 0 -l
deterioration of COPAL 
cotton production 

11. Policy vacuum/ 

-2 -2 
 -2 -2 -2
fruits and vegetables 


LEGEND: 
 -2 - Hlighly Unfavorable; -1 Unfavorable; 
0 Neutral or Hogliyible; ? = 
NOTrS: 

TABLE NO. 
10 (Page 7)
 

POLICY CATEGORY, SUBS1CTOIIAL
 

EXPLANATION OF POLICY INTERVENTIONAND 
 PRINCIPAL 
IMPACT 


SUTESTESS GLT 1)IE
 

FOR ANALYSIS 

For the 1984 Season, It has beer agreed that IS 
I. Formulate and publicize

million dollars of export proceeds will be 
re- production incentives in aturned to producers at 
the parallel rate of 
 more timely manner
 
exchange. 
 In addition, 50 
 of production from
any increment in 
planted area 

will 	

over 50,000 hectares 2. Express the impact ofalso be converted at 
the parallel rate.
While these provisions will contribute to improv-	
such incentives in tlie form
 

Ing the financial sltuat:on of cotton growers, 	
of a price which the producer
 
can more
agreement was probably reached too late to 

readily understand
 
icantly affect p;-nted areas signif
measures represent 

this year. The 3. Improve the survey and
a move in 
the right direction statistical
in implementing a pricing strategy for co:ton, 
information base 

but necessary for evaluating 'nosuffer 
from the following deficiencies: 
 impact and adequacy of
(a) they may be too little, certainly toe 
late alternative policy options .
for the current crop year.


(b) the Incentives 
they represent are not 
clear 4.
enough to 	 Develop a long-term policy
be readily understood by the 
indi-
vidual farmer, and depend in part on 
for the crop, permitting


the 
 growers to better evaluate
actions of others before they can be realized. 
long-term investment decisions
 

(c) policy Intervenions in 
cotton have been

implemented on an 
ad hoc, year-to-year lasis,
thus contrituting to growers' uncertairly 
in
 
decis ionmaking.
 

Other than incidental inclusion of these activii1.
ties 
 Focus statistical
in policy measures intended for other pur-
 and analytical resources
 
poses, there is no 
apparent policy specifically
supporting these 	 on the development ofpotentially high-growth,employment 	 high- appropriate policycrops. Lack of GOES support has 
 instruments.
hampered their development. 

Mixed or Uncertain; 41 Favorable; +2- - llighly Favorable 



IV. AGRICULTURAL SECTORAL POLICY INVENTORY
 

An analysis of the different policies 
affecting the
 
agricultural sector 
in the aggregate is presented 
in this
 
chapter. 
 These policies are discussed in terms 
of: objec
tives, instruments, legal 
and institutional bases, 
institu
tional divisiona of responsibilities, 
 implementation,
 
effectiveness, and impact at 
the sectoral level.
 

Land Tenure Policy
 

Current land-tenure policy is 
based on the application
 
of reforms begun in 1980. 
 The specific objectives 4s
 
defined by the GOES are 
to:
 

Increase 
and improve the distribution of
 
rural families' income and thereby permit the

generation of savings and the 
formation of
 
capital;
 

Increase 
and diversify agricultural produc
tion; and
 

Increase effective employment and reduce its
 
seasonal variations.
 

The achievement of these medium-term objectives will
 
depend on sectoral development strategy and the 
effective
 
application of policy instruments promoting the reform. 
The
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development of the agrarian reform process during 
recent
 
years and 
the serious difficulties encountered 
in its
 
implementation 
have led to priority consideration being

given to consolidating the 
reforms already effected as an
 
immediate objective. The present goal 
is to ensure that
 
enterprises 
in the reformed 
sector become self-sufficient
 
financially, technically, and administratively.
 

The government is 
giving priority to the reformed
 
sector, using the 
following policy instruments: legal,
 
technical assistance, credit, social 
 promotion,
 
co-management, training, and marketing.
 

Legal instruments
 

Legal instruments have laid 
out the institutional
 
framework and 
govern actions in the development of the
 
agrarian reform. 
 Their sequence gives overview of the
an 

different stages of the process and the interactions which
 
occur within the system. 
 Figure 1 contains a description of
 
the main legal instruments in force.
 

Technical Assistance
 
to Production
 

With agrarian reform, technical assistance has gained
 
greater relevance because of the need to 
assist many of the
 
small producers and rural workers in 
integrated production
 
techniques and rural administration. 
 The effort involved in
 
providing 
technical assistance 
to 312 productive units
 
(cooperatives) with 
an area of 211.9 thousand hectares is
 
tremendous in terms of both 
human and 
physical resources.
 



Figure 1. 
Legal Bases for the Agrarian
 
Reform Process: El Salvador
 

DECREE AND DATE SUMNIRY
 
Decree 153 Proclaiming an Agrarian 
Reform affecting 
(March, 1980) 
 100 hectares for land in classifications I, 

II, II and IV, and exceeding 150 hectares 

for land classified V, VI and VII. Owners we
 
re allowed to reserve from 100 to 150 hecta

res, and continue farming that land after 
the rest is expropiated. 

Decree 154 Authorized the reform but stipulates that on 
(March, 1980) 
 ly the property of persons owning more than 

500 hectares be expropriated. This stage is
 

known as phase one. (I). 

Decree 207 
 Establishes the right for all renters to pur 
(April, 1980) chase the land they tilled, up to seven hec

tares. Provided a cut-off date of March 3, 

1982 for receiving applications for land pur 
chase farm potential benieficiaries. 

Decree 124 Added regulations for the governance of coo
(January 19, 1982) peratives, the membership, and the responsi

ble administrative parties. 

Decree 970 
 Extended Decree 207 for one year to allow re 
(February, 1982) 
 gistration of potential Phase III beneficia

ries.
 

Decree 3 
 Revoked Decree 114, which allowed expropria



Figure 1. (continued) 38.
 

(April, 1982) 
 tion withcut prior compensation. Decree 153
 
provides for compensation to be paid to the
 
farmer owners of properties acquired by 
ISTA. 

Decree 11 and 13 Define eligible beneficiaries and reaffirm
 
(May, 1982) their rights while implementing Decree 207 

revised the implementing re ilations of De
cree 207. 

Decree 124 Governing Statutory Regulations of the Agri
(Jun, 1982) 
 cultural 
ooperative Associations.
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Assistance is currently provided by CENTA through its 

agricultural extension agencies. 
Other institutions (ISIC,
 
CDG, CENREN, and CENDEPESCA) 
also offer some technical
 
assistance to the reformed sector.
 

CENTA has given priority to the reformed sector, using
 
the resources of the Agricultural Extension Division for
 
this purpose. The third evaluation of the reformed 
sector
 
(PERA, 1983) 
indicates that during 1982-83 the agricultural
 
extension staff of CENTA served 105 cooperatives, represent
ing 34 percent of the productive units included in Phase I
 
of the process. Advice was 
provided primarily on the
 
cultivation of cereals, coffee, cotton, 
and sugar cane,
 
covering 42.3 thousand hectares, which represents approxi
mately 20 percent of the area of the productive units.
 

Technical assistance to the beneficiaries of Phase III
 
of the agrarian reform process 
(Decree 207) is more difficult
 
due to the 
large number and geographic dispersion of the
 
beneficiaries. The results of a survey (PERA, 1982) 
indicate
 
that 86 percent of the beneficiaries did not receive or did
 
not report receiving technical assistance. Hcwever, the
 
technical assistance provided in coordination with the BFA
 
seems to have met with relative success 
in terms of greater
 
coverage. Recently (1984) CENTA seems 
to have concentrated
 
its efforts on the beneficiaries of Decree 207. 
 Unconfirmed
 
information indicates that 
the agricultural extension staff
 
of CENTA has organized 1,200 solidary groups 
(+ 5 persons
 
per group for a total 
of 6,000) for technical assistance
 

purposes.
 

To carry out its technology traAsfer work, CENTA has a
 
staff of 503 in its extension department, of which only 207
 
are field agronomists; therefore, 
the technician/beneficiary
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ratio is disproportionately high. 
 The absence of other
 
resources, especially vehicles, seems to be another restric
tive factor in the development of the agricultural extension
 
program.
 

Two aspects of 
technical assistance 
to the reformed
 
sector are relevant. 
 The first is quantitative and refers
 
to the low coverage given 
versus the existing demand,
 
because of 
the lack of both human and 
physical resources.
 
The second, perhaps 
most important, 
aspect concerns the
 
quality of the 
technical assistance, its orientation, and
 
strategy.
 

The main emphasis of extension as currently practiced
 
is aimed at reducing productivity differences with the
 
unreformed sector. 
 It is based on the assumption that the
 
necessary resources 
and technology exist 
for reducing this
 
difference and 
that the main problem is motivating the
 
farmer. This premise, which was 
the theoretical basis of
 
the agricultural extension programs of the 
1960s, has since
 
been substantially modified. 
 There is now clear evidence
 
that small farmers in developing countries respond 
more
 
slowly to relati-,e market prices mainly 
because of the
 
absence of 
the means to respond. These are means, such as
 
access to credit, secure 
tenure, marketing support systems,
 
which 
cannot be provided through extension services alone.
 
It is also known that if farmers have such means 
available,
 
they can allocate their resources efficiently.
 

Under the new approach to extension, the problem has
 
become one 
of identifying profit-making opportunities, and
 
to induce farmers to 
adopt new production methods in 
these
 
areas; 
the availability of opportunities offering profits 
is
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a necessary condition in the decisions and changes expected
 
of farmers. 
 In a traditional crop agricuiture, characterized
 
by modest growth of technical opportunities and low demand
 
growth, agricultural extension has little effect in contri
buting to the efficient allocation of the farmers' 
resources.
 
On the other hand, in 
a modern and diversified agriculture,
 
characterized by a continuous flow of technical and economic
 
opportunities, return on the investment in extension can be
 
substantially higher.
 

The recent performance of agricultural extension in El
 
Salvador indicate that 
during agricultural 
year 1982-83
 
relatively more assistance was offered to traditional export

products (75 percent) and to a lesser extent to basic grains

(25 percent); technical assistance 
to new crops was not of
 
major relevance.
 

Under current conditions 
(resources, orientation, and
 
strategy) , 
 it is unlikely that agricultural extension will
 
develop new opportunities for farmers or induce them to
 
adopt new production methods. 
 Trained staff is 
not avail
able for non-traditional farming activities, and the extension
 
strategy does 
not reflect current knowledge regarding the
 
behavior of farmers.
 

Credit Assistance
 

The supply of credit 
to the productive units 
of the
 
reform sector constitutes the main poiicy instrument used by

the government to maintain production levels and to consoli
date the 
land reform process. At the 
beginning of the 
reforms (March-September, 1980) , ISTA was responsible for
 
organizating and granting credit to 
the beneficiaries with
 
BFA resources. 
 This first stage in granting credit was
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characterized by 
a low recovery rate because of the low
 
production levels 
recorded on the productive units, and
 
because of lack of organization and entrepreneurial manage
ment skills. Among external factors, 
low prices on the
 
international market also considerably affected the coopera
tives' income.
 

In October 1980, productive units of the reform were
 
assigned to 
the different banks of 
the system to establish
 
continuity with the financing relation which existed 
prior

to the reform. 
 As a result, the 
BFA became the main
 
financing institution 
and the commercial banking system

began to participate actively in 
the credit policy for the
 
reformed sector. 
Thus, the third evaluation of the process

(PERA, 1983) indicates 
that during 1982-83 the BFA financed
 
75 productive units 
in an 
amount of 36.7 million colones.
 
During the 
same period, the commercial banks 
financed 104
 
units in 
an amount of 87.0 million colones. The remaining

financing was 
given by Banco Hopotecario (39 units), 
INCAFE
 
(14 units), and FEDECREDITO 
(20 units).
 

Under this new institutional organization, 
the banks
 
strengthened their agricultural departments, and attention
 
was given to improving the organizational and administrative
 
conditions withii productive units. 
 As a result, the credit
 
recovery rate improved considerably; in 1980-81, 77 percent

of short-term credit was 
paid under the 
agreed terms, 18
 
percent was 
refinanced using a special facility established
 
by the Central Reserve Bank, and only 5 percent constituted
 
non-financed delinquent credits. 
 Some commercial 
banks
 
refinanced 
certain cooperatives' delinquencies with 
their
 
own resources, which indicates a growing confidence in their
 
management ability.
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The most important characteristic of credit policy in

the reformed 
sector 
is the development of credit 
insti
tutions oriented toward the productive units of the 
sector.
Although this strengthening is 
based to 
a large extent on

the participation 
of public 
credit institutions, 
the

participation 
of the commercial banking system 
is also

important, especially in 
cases 
in which this relationship

has been handled efficiently 
under 
strictly commercial
 
credit standards.
 

Production risks and the absence of real collateral in
productive units are 
the major restrictive 
factors 

extending more 

to
 
credit, especially because 
of complicated


administrative procedure for handling credits and disburse
ments. 
 These factors are 
of most concern for productive

units dedicated to the production of basic grains, where the
 
crops have a relatively lower profitability and harvests are
 not linked to 
any payment mechanisms, 
as in the case of
export commodities. 
Another relevant aspect in the develop
ment of credit policy in 
the reformed sector 
is the high

proportion of 
the credit destined to 
finance traditional
 
export commodities 
(76.2 percent in 1982-83) ; for basic

grains it 
was 
only 15.0 percent and only 
3.0 percent for
diversified crops. 
 There 
are serious implications 
in the

maintenance of this credit structure, especially with regard

to the impact of credit as 
an instrument 
to induce farmers
 
to adopt new technologies 
and production activities. The
 
current credit 
policy is apparently consolidating 
the
 
production structure 
which existed before the 
reform,

without inducing technological changes in the direction of

initial objectives of the general land-reform policy.
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Human Resource Training Policy
 

Human resource 
training programs in the sector are
 
implemented by CENCAP, 
a centralized MAG agency 
(Decree No.
 
41 of 1976). With the beginning of land reform, the 
.enter
 
was made responsible for 
training new 
landowners. 
 New
 
programs were 
commenced with AID financial support 
as part

of the land-reform process. 
 CENCAP has 12 
training centers
 
throughout the country. 
 Training needs and priorities are
 
determined by a 
National Training Committee. Priorities
 
seem to be oriented toward training of cooperative members
 
in associative entrepreneurial organization; 
other training

emphases are rurai administration, teaching techniques, and

transfer of technology. 
The center has reportedly given 744
 
training 
courses to a beneficiary population 
of 21,172

during the last three years 
(CENCAP Action Plan, 1984).
 

Interviews with different agency officials 
and field

staff led to the identification of the following problems in
 
implementing the different programs:
 

A large proportion of the land-reform benefi
ciaries are illiterate;
 

Deficient administration and organization of
 
CENCAP;
 

Lack of coordination among 
the institutions
 
in charge of developing the programs; 
and
 
Lack of continuity in the programs due to 
the
constant turnover at the national, sectoral,

and institutional levels.
 

The contents and methodologies of the 
CENCAP training
 
programs are 
based 
to a large extent on 
formal educational
 
standards, with very few elements 
of non-formal education.
 



45.
 

In a population of users where 
a large percent is illiter
ate, non-formal educational methodologies might have greater

impact. 
Literacy training should also be implemented before
 
widespread program training.
 

ISTA also carries out training efforts in 
the reformed
 
sector. This training is apparently oriented 
more toward
 
the institution's 
own promotion technicians in order to
 
improve their academic level.
 

Social promotion and co-management 
in the enterprise
 
are considered part of the human resource training program.

Within the institutional policy, social promotion is under
stood to be the process whereby 
sectors traditionally
 
excluded 
from national development are induced 
to incorpo
rate into the 
new society model. 
 This promotior is being

developed by ISTA through 120 
promoters who, according 
to
 
1983 figures; 
served 102 cooperatives full-time and 39
 
part-time. 
Of the total number of cooperatives, 171 (i.e.,

55 percent) had no 
social promotion assistance (PERA, 1983).

During the last two years, both the number of promoters and
 
of productive units served decreased in comparison with the
 
figures for 
1981-82, apparently due to 
a reduction 
in the
 
budget for development of these programs.
 

Co-manacement is 
a system whereby the state assists the
 
cooperatives until they reach a stage of maturity permitting

self-management of the 
enterprise. 
The PERA report (1983)

indicates that ISTA served 168 
cooperatives full-time and 45

cooperatives part-time in 1982, while 95 cooperatives, or 
45
 
percent of the total, 
received no assistance. 
 The results
 
of this co-management system have been criticized by persons

with a direct relationship with 
the process. 
 A lack of
 
specific training and frequent absenteeism of the co-maNagers
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are cited as problems. 
 Although the particulars were not
 
confirmed, the 
situation warrants 
a specific study of the
 
system.
 

Sectoral Fiscal Policy
 

Budget of the Agricultural
 
Public Sector
 

Beginning in 1980, 
the Ministry of Agriculture planned
 
considerable increases in 
its budget to strengthen those
 
public institutions responsible 
for changes, especially in
 
land reform. 
In spite of these intentions, a growing fiscal
 
deficit prevented funding 
to the planned levels. The
 
shortfall reached 
close to 42.3 million colones 
in 1982
 
(Table 11). 
 As a result, many of the programs have been cut
 
although the cutbacks do 
not usually include the technical
 
and administrative staff.
 

Criteria 
for the allocation of 
resources in the ag
ricultural sector are 
not explicitly defined; however,
 
relative importance is given and
to land transformation 

price regulation programs, 
which include operational
 
expenses of the basic grain support programs developed by

IRA. 
Extension and agricultural research programs have lost
 
importance as 
part of the total budget of the sector as has
 
support of irigation and drainage programs.
 

Distribution of Public
 
Investment in Agriculture
 

The drastic reduction in 
private investment in El
 
Salvador has had to be partly substituted by public invest
ment. However, the public 
sector has been to
not able 
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Table 11. Planned and Funded Budget in the
 
Agricultural Sector
 

(Thousands of current colones)
 

Year Planned 
 Funded Difference
 

1978 113997.2 
 94242.5 -19754.7
 
1979 100751.7 106284.4 
 5532.7
 
1980 136766.2 131939.2 
 -4827.0
 
1981 156703.3 
 143750.1 -12953.2
 
1982 166931.2 124549.4 -42381.8
 
1983 176010.9 
 n.a. 
 n.a.
 
1984 147998.9 
 n.a. 
 n.a.
 

Source: Informes 
 Complementarios Constitucionales
 
1978-84, Ministerio de Hacienda.
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substitute the flow of private capital. 
 Public investment
 
in the centralized institutions of the 
agricultural public
 
sector is estimated to reach close to 
45.9 million colones
 
in 1984. This amount is 19.7 percent higher than 
in the
 
previous year, but substantially lower than for 1982.
 
Investments for development 
of beef cattle ranching and
 
animal health have represented close 
to 50 percent during

the last three years, followed by artisanal fishery develop
ment and promotion, forestry 
development, basic grain

production promotion, and developmenL of irrigation in land
 
reform (Tables 12 and 13).
 

Investment was practically suspended in the autonomous
 
institutions 
of the sector during the 
last three years.

Some investments were made by IRA in plant improvements and
 
collection centers. 
 The investment programs include insti
tutional 
support and implementation of 
the land reform
 
process and payments by ISTA of public debts related to land
 
reform compensation. 
 The latter reached 45.0 million
 
colones in 1984.
 

Public investments 
of the centralized institutions
 
seem 
to follow balance-of-payments effects criteria, as 
in
 
the case of ranching programs, with which 
il: is hoped to
 
substitute imports, especially of daiiry products. 
A second
 
priority seems to be in projects designed to 
increase the
 
availability of foodstuffs, especially basic grains.
 

In addition to the financial benefits expected 
from
 
investment, investment 
criteria need be to
to broadened 

include consideration of labor intensity. 
The economy of El
 
Salvador 
is characterizeO2 
 by massive unemployment and
 
3carcity of capital; 
thus, it is advisable 
to give priority
 



Table 12. 
 Investment Programs in Public Agricultural Sector
 
(Thousand of Current Colones)
 

Investment Program 
 1981 1982 1983 


1. Agricultural Statistics 
 372.6  293.9
2. Livestock Development and Animal Health 
 6102.2 23015.4 19165.7
3. Steers Technological Development 
 -
 -
 -
4. Hidric Resources Master Plan 
 775.3 853.4 
 1027.4
5. Establishment of National Parks System 
 223.0 300.0 
 297.0
6. Land Potential Determination 
 780.1 580.6 580.0
7. Forestal Development 
 3738.1 5665.0 3425.0
8. Natural Resources Inventory 
 413.5
9. Improvement of Hidrologis Services 
 231.6 10. Agricultural Technological Development 
 1138.1 3191.7 
 380.0
11. Agro-Industrial Crop Development 
 996.0  _
12. Metereological Research 
 1353.8 1003.7 
 912.4
13. Basic Grains Crop Fomentation 
 2660.8 3726.8 3400.0
14. Irrigation and Drainage, Aticoyo 
 2228.4  _
15. arketing Infraestructure, Aticoyo 
 1136.7 941.6 900.0
16. Livestock Development, Zapotitl~n 
 1075.3  _
17. Irrigation Development, Reform Sector 
 2059.9 2832.4 2648.3
18. Agricultural and Industrial Training 
 1455.2 876.5 815.8
19. Fishing Development 
 3856.4

20. Development of Domestic Fishing 
 3100.0 8500.0 
 3468.9
21. Institutional Livestock Strengthen 
 346.1  _
22. Irrigation Systems for Small Farmers 
 - 5012.5 1101.6 

TOTAL 
 34043.1 56499.6 
 38416.0 


SOURCE: Leyes Generales del Presupuesto (1981-1984).
 

1984 


293.9 

24806.0 

2512.1 

746.3 

291.8 


-

3836.6 


-

-

-


902.4 

3105.2 


-

760.0 


-

2236.2 

1127.3 


4584.4 

-


788.4 


45990.6
 

Executive 


Institution 


DGEA 

CDG 

CDG 


CENREN 

CENREN 

CENREN 

CENREN 

CENREN 

CENR2N 

CNJTA 

CENTA 

CENREN 

CENTA 

DGRD 


CENREN 

DGRD 


CENREN 

CENCAP 

DGRP 

DGRP 

CDG 


CENREN 


Financial
 

Source
 

GOES
 
GOES/BID
 
GOES
 
GOES
 
GOES
 
GOES
 
GOES
 
GOES
 
GOES
 

GOES/AID
 
GOES
 
GOES
 
GOES
 
GOES
 
GOES
 
GOES
 
GOES
 

GOES/BIRF
 
GOES/BIRF
 
GOES/BIRF
 
GOES/AID
 
GOES/AID
 



Table 13. Investment Programs in Agricultural Sector 
Decentralized Units 

(Thousand of Current Colones) 

Investment Program 

-Land Reform Process 
-Agrarian Reform Institutional Support 
-Amortization of Internal Debt and InterestPayment 

-Construction and Improvement of Basic GrainsAssembly Points 
-Basic Grains Warehouse Construction 
-Amortization of Extenial Debt and InterestPayment 

TOTAL 

1981 

9393.1 
8649.3 

602.0 

350.0 
880.0 

340.0 

20214.4 

1982 

--
18124.9 

720.0 

420.2 
-IRA 

329.8 

19594.9 

1983 

10000.0 

45170.9 

7725.2 

329.8 

63225.9 

1984 

10000.0 

34712.6 

-

329.8 

45042.4 

Executive 

Institution 

ISTA 
ISTA 

ISTA 

IRA 

IRA 

Financial 

Source 

GOES 
GOES/AID 

GOES 

GOES 
GOES 

GOES 

SOURCE: Leyes del Presupuesto General. 
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to investment projects that use maximum amounts of labor per
 
unit of investment.
 

Direct and Indirect Taxes
 

Direct taxes affecting the agricultural sector are the
 
agricultural land tax and income tax.
 

The agricultural land 
tax 
(Decree 435 of December 22,
 
1977) provides that all agricultural landowners whose land
 
has a value of 200,000 colones 900,000
to colones pay 1
 
percent of the appraised value. 
 If the value of the property
 
exceeds 900,000 colones, 200 thousand colones 
are deducted
 
and 1 percent of the appraised value is paid on the
 
resulting amount. 
 Collections have dropped considerably as
 
of 1983, to 40 percent of that collected in 1978 (Table
 
14).
 

Income tax (Decree No. 482 of December 19, 1963 as
 
amended) provides that all 
individuals whose annual income
 
exceeds 7.0 thousand colones are subject to payment of this
 
tax. 
 There are no special exemptions for persons engaged in
 
agricultural activities, 
except 
in the case of poultry

raisers, who enjoy special incentives under the Agricultural
 
Development Law.
 

In addition, there 
are taxes on 
imports and exports
 
which directly affect the agricultural sector.
 

Sectoral Monetary Policy
 

The Law Nationalizing Credit 
Institutions ani Savings
 
and Loan Associations 
has been in 
force since March 15,
 



Table 
14. Taxes Affecting Directly Agricultural Sector
 
(Thousand of current colones) 

1978 1979 1980 1981 1982 1983 1984a 

gricultural property 10149.0 7690.0 5015.6 4269.7 4273.7 4000.0 6766.3 
'ood imports 8903.7 11836.8 9755.9 8i97.5 5301.0 7000.0 11233.5 
,xports 

Coffee 
Shrimp 
Sugar 

243500.0 
784.8 

1.1 

392000.0 
881.1 
735.8 

273566.2 
1792.4 
544.6 

232008.1 
3053.7 
224.1 

195861.7 
2621.8 
861.3 

181300.0 
3500.0 
5176.4 

245046.9 
2242.0 
5208.0 

Total 263338.6 413143.7 290674.7 247753.1 208919.5 200976.4 270496.7 

Total revenues
of the GOES 1251365.0 1451925.3 1676063.7 1988518.0 2111069.0 2058803.0 2298441.7 

Agr. taxes as percent
of total revenues 21 28 17 12 9 10 12 

a. Estimated. 
Source: Informes complementarios constitucionales 1978-84. 
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1980. One of 
the objectives of this law 
is to orient
 
investment and credit policies toward the funding of proj
ects tending to diversify the production of basic goods and
 
services, as well as to 
diversify the country's exports.
 
Although the banking system 
tried to orient its banking

policy 
toward these objectives, 
the credit methods and
 
procedures of commercial banks did not 
change, and their
 
operations continued under the norms 
established when they
 
were private banks. 
 However, as 
a resalt of these reforms
 
the agricultural departments of the banks were strengthened,
 
and BFA rose again as a credit institution for direct
 
support to the land reform process.
 

Credit
 

As part of the sectoral monetary policy, the government
 
uses agricultural credit as 
the main support instrument in
 
maintaining production 
levels and consolidating the new
 
land-holding system. 
 Within this framework, the priority
 
objectives of the government credit policy have been: (1)

maintain production and productivity levels of the three
 
main export commodities; 
 (2) orient its operaticn to the
 
production of basic 
grains; and 
(3) promote access to
 
credit among the new 
agricultural entrepreneurs who rose
 
from the land reform process.
 

To attain these objectives, the government strengthened
 
the credit-granting capacity of the BFA. 
 In fact, in 1980
 
the Bank gave credit of 272.2 
million colones to the ag
ricultural sector; 40 percent was 
for the harvest of tradi
tional export crops, 36 percent for the promotion of basic
 
gains, 10 percent for new crops, and 11 
percent for beef and
 
poultry raising. 
 In 1983 the amount for exportable products
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decreased to 33 percent, mainly 
as a result of a lower
 
demand for credit 
for cotton growing. The proportion for
 
basic grains remained stable and growth was 
experienced by
 
the participation of new crops and ranching (Table 15).
 

In spite of the important role of the BFAP 
the commer
cial banking system continues to be the main agent in 
the
 
mobilization of credit within 
the sector. In 1980, the
 
banking system granted 505.5 million colones, which in
creased to 729.4 million in 
1983. In absolute terms, this
 
shows greater growth 
than that 
of Banco de Fomento. An
 
important characteristic 
of the credit granted by the
 
banking system is that more than 90 percent of the amount is
 
destined to 
the coffee, cotton, and (to a lesser extent)
 
sugar harvests; 
about 5 percent is destined to basic grains
 
and 2.7 percent to new crops (Table 16).
 

Interviews with officials 
of the banking system and
 
users 
of credit identified the following problems 
in the
 
credit granting process:
 

At the BFA:
 

Credit does 
not reach the producer at the

right time due to administrative delays;
 

The institution 
does not have an 
analysis

unit which studies the actual 
effects of

credit;
 

The norms are apparently not sufficiently

clear for the identification of uses; 
and
 

Its ability to prepare credit plans has been

reduced due to manpower constraints.
 

In the commercial banking system:
 



Table 15. 
 BFA: 
 Credit Allocation in the Agricultural Sector
 
Millions
 

Product 
 1979 
 1980
Abs. 1981
IAbs. 1982Abs. 1983
Tbs. 
 Abs.
 
Coffee 9.1 5.2 
 32.6 12.0 
 11.0
Cotton 5.1 12.7
38.3 7.1
Sugar 22.0 58.5 21.5 23.1 11.03.5 2.0 38.9 18.3 37.718.0 6.6 11.0 21.0 35.1 16.7Corn 5.253.5 30.8 72.7 26.7 12.6 7.0 11.9Beans 65.5 31.0 5.77.8 4.5 10.4 57.2 31.8 51.0Rice 3.8 12.4 24.211.7 6.7 15.9 5.8 10.5 5.8 6.7Other Crops 20.3 

5.9 13.6 6.4 11.9 3.2

11.6 27.2 6.6 14.0
10.0 6.6
Cattle 22.7 10.7
22., 13.1 17.2 9.6
22.7 29.6
Poultry 8.3 26.8 14.0
1.5 0.9 12.6 15.0
7.4 2.7 8.4 28.3 13.5
Fishing 0.9 4.0 1.90.5 2.3 1.3Be e Keep i ng 1.6 0.6 1.3 4.4 2.10.6 0.4•0 0.2Others .0 .0 1.2 0.64.8 2.7 5.2 

21 20 61.9 
 5.1 
 2.1TOTAL 1.2174.3 100.0 
2.4 

5.1 2.4272.2 
 100.0 
 212.3 
 100.0 
 179.6 
 100.0 
 210.4 
 100.0 
 Ln 

U' 

a) Not included refinancing.
 

SOURCE: Memorias Anuales BFA, 1980/1983.
 



Table 16. Commercial Banking System: 
 Credit Allocation Within Sector

Agropecuario Credits for New Activities
 

(Millions 

¢)
 

1979
AAb 1980
s. 1981
s. % Abs. 1982
Abs. 1983
Abs.
 

Coffee 
 288.8 51.2 
 291.4 57.6 
 301.0
Cotton 54.3 481.3
175.9 31.2 63.1 508.6 69.7
141.6 28.0 
 157.9
Sugar 28.5 170.7
24.8 4.4 22.4 115.3 15.8
19.4 3.8
Corn 33.2 6.0 
 44.5
10.3 1.8 5.8 37.4 5.1
16.7 3.3
Beans 17.2 3.1 18.2
0.9 0.1 2.4 9.6 1.3
1.5 0.3
Rice 8.0 
3.3 0.6 3.4 0.4 1.5 0.2


Other Crops 
1.4 6.4 1.3 8.6 1.6 7.1
31.5 0.9 5.0
5.6 23.2 4.6 0.7


Cattle 15.5 2.8 20.7
11.1 2.7 19.32.0 2.7 0.5 2.6
 
Poultry 8.2 1.5 8.9 1.2
9.8 12.3 1.7
Fishing, Beekeeping3 1.7 1.3 0.3 2.3 0.4 
 3.5 0.5 7.6 1.050.7
Others 61 0
2.5 0.4 
 1.3 0.3 7.5 
 1.4 4.8 0.6 
 ]2.8 1.8
TOTAL 
 563.6 100.0 505.5 
 100.0 554.7 100.0 
 763.1 100.0 729.4 
 100.0
 

AGROPECUARIO CREDIT REFINANCING (MILLIONS 0)
 
1979 
 1980 
 1981
A 1982As. 1983
% 
 Abs. 
 Abs. %
Coffee 
 45.3 62.0 
 58.7 62.6
Cotton 156.2 80.0 203.5
17.6 24.1 66.8 321.1 76.7
13.6 14.5
Sugar 12.3 6.3 71.0 23.3 62.8 15.0
3.1 4.2 4.3 4.6
Others 1.2 0.6 0.6 
 0.2 2.9 0.7
7.1 9.7 17.2 18.3 
 25.5 13.1 
 29.6 
 9.7 32.0 7.6
TOTAL 
 73.1 100.0 
 93.8 100.0 195.2 
 100.0 304.7 
 100.0 418.8 100.0
Grand Total 
 636.7 
 599.3 
 7,19.9 
 1067.8 
 1148.2(New & Refinan.)
 

New Credits as
% of Grand Total 
 88.5 
 84.3 
 74.0 
 71.5 
 63.5
 
Deflated
Grand Total 636.7 
 510.5 
 556.7 
 709.5 
 67,4 6
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The existing rules 
make it difficult to
obtain credit, especially for cooperatives.
 

The aspects identified 
in the case of the 
BFA are

basically administrative in 
nature. 
 There are also techni
cal deficiencies, possibly due to the amount of staff avail
able and/or their ability to 
carry out credit planning and
analysis. 
 In the case of commercial banks, the difficulties
 
are due to the 
application of normal 
banking procedures;

however, several 
cooperatives 
have complied with 
these

procedures and maintain financial relationships with commer
cial banks.
 

The producers' growing delinquent debt with the banking
system constitutes one of the main obstacles in the applica
tion of the credit policy. 
The amount of this accrued debt

reached 1,148.2 thousand colones in 1983, representing 36.5
percent of the total credits granted by the banking system.

The existence of this debt has 
two important implications:

(1) it limits the expansion of 
new credits; and 
(2) it

increases production costs as 
a result of the 
payment of
additional 
interest. 
 In fact, the amount of loans
new

granted (Table 16) 
in 1983 decreased by 33.7 million colones

with respect to the preceding year, whereas the delinquent

debt, using the 
same period as a reference, increased by
0126.3 million in 1983. 
 The BCR has implemented a mechanism
 
for refinancing the debt, consisting of an annual guarantee

of individual 
debts vis-a-vis 
the banks 
of the system
through discountable papers. 
The objective of this mechanism

is to ensure 
that producers continue to be creditworthy at
 
the banks of the system.
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Interest Rates
 

The interest rate loans the
on to agricultural sector
 
is fixed by the Monetary Board both 
for loan and savings
 
operations. The criteria 
for establishing interest 
rates
 
are 
basically promotion of domestic production, with a
 
reference point which 
is nonetheless not a 
determining
 
factor on the interest rate prevailing on the international
 
market. There is 
a system of selective rates, depending on
 
whether the loan is for production, consumption, or agricul
tural production. Under these criteria, 
the following
 
active rates were fixed on 
February 28, 1984:
 

Class "A" (Production) Previous 
Current
 

Less than three years 15.0 14.0

Three years or more 
 16.0 15.0
 

Class "B" (ConsumDtion)
 

Less than three years 18.0 16.5
 
Three years or more 
 18.5 17.0
 

Agricultural activities 
are defined under Class A;
 
however, there are preferential rates 
for the promotion of
 
basic grains, new productive activities, and coffee harvest
ing for medium-sized and small producers. 
The interest rate
 
in these cases is 17 percent.
 

Based on the levels of international interest rates and
 
internal inflation, the sector is 
working with low interest
 
rates that are negative in real 
terms. In addition to the
 
economic effects which might 
result from this fact (dis
couraging internal savings and 
promoting current 
consump
tion), the interest rate level has 
an important effect on
 
production costs 
since most producers work with 
credit.
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More detailed studies will be 
necessary to determine the
 
overall effects of a reform in the interest rate policy.
 

However, interest rates 
can encourage commercial banks
 
to grant larger credit amounts. 
 In the case of El Salvador,
 
the interest rates play 
an important role 
in the capital
 
labor relationship; 
a low interest 
rate leads to the
 
adoption of capital-intensive technologies.
 

Exchange Rate
 

At present, there are rates
two of exchange: the
 
official one, which 
is 2.5 colones per 1 U.S.$, 
and the
 
parallel one, which fluctuates between 3.75 and 3.95 colones
 
per 1 U.S.S. The official exchange rate is applied for the
 
export of traditional commodities (coffee, cotton, sugar),
 
while exports of non-traditional products can be 
settled on
 
the parallel market. On the import side, 
foodstuffs, cf
 
which milk is the most important one, followed by fruits and
 
vegetables, can be obtained at the official rate; foreign
 
exchange may also obtained
be 
 at the official rate 
for
 
imports of inputs necessary for agricultural production.
 

The overvaluation of 
the national 
currency vis-a-vis
 
the dollar has a considerable effect on 
the exchange terms
 
of the sector. 
 Because export commodities generate around
 
45 percent of the value of production, the official exchange
 
rate is generating a shift from the 
agricultural sector
 
toward other sectors of the economy. This shift is in 
terms
 
of added value, since inputs are paid for at the 
same rat
of exchange. As 
a 
result, traditional agricultural export
 
prclucts are undervalued. 
Farmers receive less for their
 
crops than they would if the price of 
foreign exchange were
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market-determined. 
 On the import side, 
the official ex
change rate 
discourages 
local production of 
foodstuffs,

since these have to compete with foreign 
itens at prices

lower than those prevailing on the international market.
 

Sectoral Foreign Trade Policy
 

Two basic elements have determined the sectoral foreign

trade policy in El Salvador: 
 the behavior of the tradition
al exporting 
sector and the development 
of the Central

American Common Market. 
The former has been the main 
source
 
of foreign exchange and generator of employment in the rural
 
areas. Boom 
and recession periods 
in the economy are
identified by rises and falls in the prices of these commod
ities on the international 
market. 
 The common market

favored an import-substitution policy to permit the develop
ment of light industry for Central 
American consumption.

Unfortunately, this industrial growth 
was not based on the

transformation of local 
raw materials, 
but rather 
on the

import of inputs 
and capital goods. 
 As a result, the

agricultural 
sector 
(with the exception of cotton) was

favored by the process, which may have 

not
 
slowed down 
the


diversification 
and expansion of the 
sector. 
 Interest 
in
promoting exports of non-traditional commodities began 
in
 
recent years.
 

The growing scarcity of foreign 
currency has 
consid
erably modified certain foreign-policy concepts, establish
ing controls, quotas, and additional barriers which regulate
 
the transfer of foreign exchange.
 

The above criteria allow us 
to identify the objectives
 
of the foreign trade policy as 
follows:
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To maintain the 
level of exports of traditional agricultural export commodities;
 
To substitute 
imports of 
basic consumer
 
goods;
 

To generate foreign exchange 
for the opera
tion of the economy; and
 
To diversify exports with 
non-traditional
 
commodities.
 

Tariffs, Subsidies, and Quotas

for the Imcrtation of

Agricultural Commodities
 

Products originating in Central America are governed by
the provisions of the General Economic Integration Treaty.
Under this treaty most commodities have unrestricted trade,
although some 
are subject to 
a tax provided in 
the tariff.
The following items are 
for this


of special importance

study: wheat flour, sugar 
cane, unroasted coffee, 
and
cotton. 
Central American goods imported in 
free trade are
only subject to 
payment of the Selective Consumer Tax and
the Sealed Paper and Fiscal Revenue Stamp Tax.1
 

The Sealed Paper 
and Fiscal Revenue Stamp Tax 
is
applied 
to imports 
from Central America 
as well 
as from
other countries. 
 Agricultural 
inputs and 
commodities

(fertilizers, insecticides, 
fungicides, 
and 
raw materials
 
necessary for production) 
are exempt from this 
tax. Wheat
and foodstuffs in the natural 
state for human consumption,

animal feed 
concentrates, 
and raw materials 
for their
 
manufacture are also exempt.
 

1. The selective 
consumer 
tax does not 
affect agricul
tural products.
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Imports 
from countries 
outside the Central American
Commodity market 
are subject to 
import duties 
set by the
Central American 
Import Tariff 
(NAUCA), 
which establishes
specific tariffs by item and 
a percentage 
over the declared

CIF value of the 
goods. Therefore the domestic price of
imported goods is equal to 
the sum of their CIF price plus
duty. 
The nominal protection rate is 
therefore equal to the
value-baseO tariff. 
Tables 
17 and 18 contain a description

of the import tariffs applied to the main 
agricultural

commodities 
and inputs. 
 The affected agricultural commod
ities are 
fresh fruits and 
vegetables, 
with 
a nominal
protection 
tariff 
of 10-25 percent. Processed 
foods,
cereals, and native cattle are also under tariff protection.
 

A series of regulations 
for importing are administered

by the Foreign Trade Ministry (MICE). 
 These include the
 
following: 1
 

Obtaining an import license;
 

Items which require the approval of the MAG;
 
Plant and animal health; and
 

Items subject to import licenses.
 

The objects of 
these provisions 
are basically protection of domestic production and 
to ration foreign exchange by virtue of bilateral trade agreements.
 

1. For more information 
on these regulations,

MICE Import Manual. 

see the
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Table 17. 
 El Salvador Tariffs or 
Imported

Agricultural Products
 

(June 1984)
 

Tariffs
 

Description 
Unit Specificper unit Ad-valorem 

percent 

Cattle 

Native bovine cattle 
Native porcine cattle 
Poultry 

Heads 
Heads 
Heads 

7.00 
4.00 
0.25 

10 
10 
15 

Cereals 
Kilo 

Wheat 
Rice (paddy) 
Corn without mill 
Sorghum
Beans0.80 

0.005 
0.10 
0.08 
0.08 
0.10 

Free 
10 
10 
10 

Fresh fruits Kilo 0.30 
8 

25 
Veaetables 

Kilo 
Patatas 
Onions 0.15 15 
Garlics 0.40 10 
Vegetables n.s. 
Tubercles and starch 

0.40 
0.50 
0.15 

10 
10 
15 

Processed foods Kilo 
Fresh meat 
Sausage and salami 
Bacon and ham 
Pasteurized fresh milk 
Condensed milk 

0.60 
0.80 
1.00 
0.20 

10 
25 
30 
10 

CheeseHoney 
0.10 

0.901.00 

10 

1510 

Source: 
 Arancel de Aduanas.
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Table 18. 
 Tariffs on Import Agricultural Inputs
 

(June 1984)
 

Tariffs
 

Specific Ad-valorem 

Description per unit percent
CIF 

Ferti.lizer (kilos) 
Natural fertilizer 
Sodium nitrate 
Natural phosphate 
Nitrogenous fertilizer 
Phosphate fertilizer 
Potassic fertilizer 

free 
free 
free 
free 
free 
free 

2 
4 
2 
5 
5 
5 

Insecticides (kilos) 

Chlorinated hydrocarbons
(prepared insecticides) 

Chlorinated insecticides 
0.10 10 

(others) 
DDT 
Non-chlorinated products 

free 
free 
free 

15 
10 
5 

Others 
Materials and Tools (kilos) 
Wire fencing 
Implements 

0.05 
0.15 

5 
8 

Machinery and Accesories (kilos) 
Steam tractors 
Wind mill free 

free 
5 
I0 

Plow, cultivator,
threshing machine 

Other tractors 
Water jumps 
Cereal mill 
machinery 

Milk machinery 

free 
free 
free 

free 

5 
7 
5 

free 
free 

5 

Bee keeping.
Accessories 
Other agricultural
machinery 

free 

free 

I0 

5 

Source: Arancel de Aduanas.
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Export Taxes, Regulations
 
and Subsidies
 

An important aspect of the foreign trade policy is that
outside sales of coffee and sugar are taxed. 
 From the point
of view of the producer, the tax acts as 
a production cost,
since it cannot be passed on to the consumer when faced with
fixed prices and export quotas. 
 For the government, the tax
represents a major source 
of income, which in 1983 reached
295.3 million colonizs (close to 
17.1 percent of its 
total
revenues). 
 Other agricultural 
commodities 
are not subject
 
to export taxes.
 

There are numerous regulations for exporting, beginning
with the need to secure an 
export license, export registra
tion, and plant and animal health certificates.
 

To expedite the handling of the administrative formalities, the MICE recently announced the opening of a central
office where all the formalities 
can be taken care 
at the
same time. 
 This is undoubtedly a positive step in 
facil
itating the export process.
 

To protect local 
consumption levels, 
a group of
ricultural products 
ag

is subject to 
export control. 
 Their
 
sale abroad requires 
a MAG permit.' 
 Pursuant to bilateral
agreements, 
some items are 
subject to export quotas; however, this does not affect 
the remaining agricultural

products, with the exception of eggs.
 

1. 
For more information 
on regulations,
items subject and a list of
to export control, 
see 
the MICE Exporters'
Guide.
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Exports of non-traditional commodities outside the CACM
 
are subsidized in 
two ways: (1) by 
the establishment of
lower interest rates on credit for their production, and (2)

through the exchange rate, which enables exporters of these

items to receive exchange on the parallel market.
 

To promote and diversify exports, a unit at the MICE is
in 
charge of advising and assisting potential exporters of
 new products. 
 This office has apparently had initial
 
successes; 
however, 
it lacks adequate resources 
and a
 
strategy to integrate the different phases of the 
export
 
process.
 

Imports Under the PL-480 System
 

Under Public Law 480 of the United States, El Salvador

receives cereal, flour, and oil imports. 
 Under this law,
the United States 
Government makes 
available 
to the GOES
products either 
in 
the form of donations 
or purchases

through concessional loans. 
 The commodities are 
distributed
 
internally by IRA in the case of cereals and by BFA in 
the
 case of vegetable oil. 
 The purpose of these imports is 
to
make up shortages 
which might 
appear between domestic
 
production and consumption.
 

Table 19 contains information regarding the commodities
 
and volumes imported during 
the last four years. The

importance of wheat, corn, and vegetable oils 
can be seen.
Wheat is not produced in El Salvador due 
to ecological

factors, and has to be imported. Purchases of vegetable oil

have been necessary due 
to the drop experienced 
in the

availability 
of cotton 
seed; while yellow corn partly

substitutes 
for 
the drop in the production of sorghum.
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Table 19. El Salvador Imports Under the US PL-480
 
(thou3ands of metric tons)
 

Commodity 
 1981 
 1982 
 1983 

1 9 8 4 a
 

Wheat 

108.7 
 90.3 115.5 131.0 

Corn (yellow) 32.3 18.0 94.0 77.0
Vegetable oil 8.5 13.0 15.2 14.5 

Rice 

Soy bean flour 4.8 6.4
19.0 24.0 24.0 30.1 

Meat flour 2.5 2.3 2.4 5.9 
Animal fats 23.7 24.0 24.0 21.4 
Chickens ($) - 235.8 710.5 -
Fertile eggs ($) 

81.6 
-

a. Estimates.
 
Source: 
 OCOPROY.
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There is no evidence that these imports have had 
a significant impact on 
the price of corn, since volum-s have been
used basically 
for the preparation 
of concentrates;
possible a
effect 
may exist in 
terms 
cf discouraging

production of sorghum. 

the
 
In 
the case of rice, imports represented ii percent of domestic production in 1984.
 

Regulation of Prices and Marketing
 

Government 
intervention 
 the market
in is strong,
especially in 
the areas of production and 
consumption 
of
food items and the distribution of agricultural inputs.
 

There are 
important regulations 
in the area of minimum
 
wages and bank interest rates.
 

Marketing of Agricultural Products
 

Export Commnodities
 

Upon the 
nationalization 
of the sugar and 
coffee
foreign trade, INCAFE and INAZUCAR were created to 
control
the external marketing of these cclnodities. 
The state thus
became the executor of export activities of these
with two items,
a view to 
putting order in the market and making sure
that 
export revenues 
support 
the national 
development
 
policies and programs.
 

Internal and external sugar marketing was nationalized
in 1980, by Decree 237. 
 The law provides that marketing of
the sugar caie to be delivered 
to the processing plants be
placed in the hands of INAZUCAR.
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Basic Consumer Goods
 

The state participates through IRA in the marketing of
basic foodstuffs: 
 corn, rice, beans, milk, and sugar.
object of this policy is 
The
 

to increase the efficiency of the
marketing process, guaranteeing the consumer a timely supply
at 
stable prices. On the producers' side, the policy aims
to maintain a support price which will stimulate production
and guarantee the producer 
a fair price. However, due to
limited buying power and possibly to administrative problems,
IRA has only marketed 15-20 percent of the domestic production of basic grains and an even 
lower proportion of other
 
items.
 

Input Marketing
 

The state participates through 
the BFA in the 
import
and marketing*of agricultural inputs, which are distributed
among small and medium-size producers on 
a preferred basis.
In 1983, BFA sold around 40 percent of ail fertilizer sales
and 20 
percent of pesticide sales, having a decisive influence
on the determination 
of domestic prices, 
since private
initiative waits 
for the 
bank's 
price before fixing the
 
market price.
 

Seed Production and Marketing
 

The MAG participates in 
the production and certification of seeds 
for basic grains 
and their marketing through
the BFA, which introduces improved seeds to the producers of
 
basic grains.
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Minimum Wages
 

In nominal 
terms, agricultural minimum wages have
remained constant since 1979 
at 05.20 per 8-hour day for men
 over 
16 years of age and C4.60 for women and men 
under 16.
Minimum wages for the coffee growing sector are 014.25, 
for
cotton 08.00, and 
 II.50 for cane. 
 Wages during the harvest
 
season tend to increase, deperiding on international prices 
and the time of the year.
 


