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THE BACKGROUND OF AGRARIAN REFORM

For tiny El Salvador, with 549 people for each of its
B, 260 square miles (2 greater population density than that of
India), land has an importance beyond that known in the United
States. Wealth, income and occasionally survival have
traditionally heen tied to land and access to it.

After a peasant uprising in 1932, (which was quickly and
violently quelled), the government began some initial efforts
at land reform. Until recently, the majority of these efforts
have nheen based on voluntary sales of unwanted land to the
government.

In 1965, minimum wage legislation was enacted in an
attempt to abolish the colono system under which families
worked on a hacienda for the right to live and garden there.
Landloras, who had found it advantageous to maintain many
colono families on their estates, evicted all colonos in excess
of their permanent labor needs. The evicted colonos joined the
landless poor and lived around the estates in the rural areas
or moved to the cities where jobh opportunities were also
scarce. A United Nations studv revmorted that the number of
people without any access to the land increased from 12 percent

to 40 percent of the rural population between 1960 and 1975.



When reform-minded officers seized power from General
Carlos Humberto Romero on October 15, 1979, thus ending 50
vears of military rule, they faced an inequality in land tenure
that was among the worst in the world. Ownership of land was
so hadly skewed that six families owned nmore land than 133,000
small farm families. They also faced the highest ratio of
laddless families to tcotal population in Latin America. Rental
was the dominant form of land tenure.

While the land reform will undoubhtedlv correct the
disparities in income for some, others will remain unaffected.
Largely untouched will be those landless peasants who currentlv
work only during peak seasons. Fifty percent of them are
estimated to bhe unemployed for more than eight months out of
the year. Their hopes rest largely on development of light
industries, agroindustry and other non-farm sources of
employment. El Salvador does not have enough land to support
its populace at other than subsistence levels on agriculture
alone.

This report examines El Salvador's agrarian reform
program. The report is intended to inform the reader about the
procesé and progress of the reform. It is not an evaluation,

nor does it present recommendations.



EL SALVADOR'S AGRARIAN REFORM

Aécording to the 1971 Agricultural Census, El Salvador *hsas
2,098,000 hectares of land within its national borders. There
were 271,000 farm units containing 1,451,894 hectares of “"land
in farms", a census term for all land within the houndaries o#
fafms including arahle land, pastures, woodlands and buildinas.

Agriculture in El1 Salvador has two principal sub-sectors:

1. Export crops (coffee, cotton and sugar cane) are

planted on approximately 20 percent of the land in farms and,

2. Basic grains (corn, beans, rice and sorghum) occupy

ahout 31 percent. The remaining agricultural lands are in
pasture, forests, minor crops or idle. (See Table I).
TABLE I

Use of Agricultural Land in El1 Salvador

COMODITIES Hectaresi/ Percent

Basic Grains:

Corn, beans, rice, sorghum 455,000 31
Export Crops:

Coffee, cotton, sugar cane 285,000 20
Minor Crops 40,000 3
Pasture Lands v 410,000 28
Forest Lands 260,000 18

Total in Agriculture 1,450,000 ha. 100%

1/ Rounded of the nearest 1,000 hectares.
Source: MAG/DGEA, Anuario de Estadisticas Agropecuarias, 19R83.



Agriculture directly employs 45 percent of the
ecogomically active lahor force, and agricaltural exports
generate 65 percent of the country's foreign exchange. It is
the agricnltural sector which is most directly affected by the
agrarian reform.

Agrarian reform, as envisioned by the GOES, has three
goals: (1) greater income equity, (2) expanded employment
opportunities in the rural sector and (3) increased and
diversified agricultural production. Redistribution of the
1and and creation of viable, productive agricultural
cooperatives and owner-operated farms are the objectives of the
current reform.

Decree 154 (March 5, 1980) initiated the agrarian reform.
Decree 207 extended the reform hased on the principle that lanA
should belong to those who work it and offers land ownership to
former renters and sharecroppers. In addition to land tenure
changes, complementary reforﬁ decrees nationalized the banking
system and the export marketing organizations for coffee and
sugar. The various decrees are intended to assure:

- Compensation for the former owner;

- Payment by the new owners to amortize government

debts incurred in compensating formef owners;
The rights of individuals and cooperatives to
private property.
There are three phases of the Salvadoran agrarian reform.

The phases differ in types of properties and individuals



affected by each, and each phase is implemented in a different
way and is at a different stage of completion. The three
phases potentially affect over 33 percent of the land in
farmsi/ and 50 percent of the rural poor populationz/. The
agrarian reform faces financial, institutional and political
challenges. It is being conducted in the midst of continuing
disruptive violence. Its success in terms of increased income
equity, and employment opportunities cannot be ohjectively
evaluated until the reform is completed aznd the incentives of
ownership have had a chance to take hold.
PHASE I

Phase I of El Salvador's agrarian reform began on March A,
1980, when the GOES began expropriating the properties subhiect
to Decree 153, the Basic Law of Agrarian Reform, which states.
"Land affected hy the present law is understood to be any
property within the national territory belonging to one or more
individuals, estates, or associations exceeding one hundred
hectares for land classifications I, II, III and IV; and one
hundred fifty hectares for land classifications V, VI and

VII3/".

1/ Assumes 1,451,894 ha. of land in farms (1971 Ag.
Census)

2/ Assumes 2,202,700 as the rural poor population (USAID
estimate based on Ministry of Planning data, 1980).

3/ Land classifications (USDA Soil Conservation Serv1ce)
are based on soil and topographic characteristics which
affect the productivity and profitability of agronomic
crops. Class I land is the most desirable for crop
production.



The property affected by the decree also included all
livestock, machinery and equipment permanently located on the
expropriated property, as well as fixed properties which
constituted industrial, agricultural and livestock complexes,
i.e. sugar mills, coffee processing plants, slaughter houses,
etc. In addition, holdings below the limit could be affected
if any one of the following conditions were not met: (1) lanA
must he worked directly by its ownersﬁ/; (2) minimum
productivity levels must be maintained, (3) renewable natural
resources must be managed, conserved and protected; and (4)
lahor and social security laws must be complied with. The
reform did not apply to land or property bhelonging to dulv
registered agricultural cooperatives and peasant community
organizations; A freeze was placed on land sales of affected
properties, and owners were instructed to maintain their
machinerv and livestock herds.

Decree 154 implemented the reform but stipulated that onlv
the property of persons owning more than 500 hectares be
expropriated. At the time, this stipulation delineated the
major procedural difference between Phase I and Phase II which
applied to land-holdings between 100 and 500 hectares in size
but which was not implemented. Further decrees have since
redefined the parameters and procedures associated with Phase

TI.

4/ This condition became the basis for Decree 207 which
authorized Phase III.



During Phase I, almost 300 landholders were identified as
owning single or multiple properties exceeding the limit of 500
hectares total. Each property belonging to one of these owners
was expropriated. There has been much confusion over the exact
number of properties expropriated in the reform of March 19R0.

This confusion stems from several sources, not the least
of which was the rapidity with which properties were
expropriated in an attempt to prevent decapitalization and
counterreform efforts by affected owners. BAdding to the
confusion is the probhlem of defining exactly what constitutes a
“"property". There may be several co-owners; subdivision of
land (dismemberment) may have taken place; the property may
consist of different lots (portions) in Aifferent places; or
the property may include land as well as agroindustrial
complexes, inventories, movable goods and livestock. When
there were several co-owners, separate acts of expropriation
were recorded, adding to the difficulty of providing a simple
number of promerties affected.

The agrarian reform process is continuing, and decisions
on expropriations have been changed or are still being reviewed
because of technical or legal factors or because of claims bv
former owners. Finally, the conflict in some regions makes --
accurate and consistent accounting of what was expropriate-

difficult.



As of TJune 30, 19R4, the most exhaustive inventory
indicates that 470 properties were acquired through
expropriation or sale during Phase I of the agrarian reform.
The total area represented by these properties is 220,000
hectares (15 percent of the land in farms). In addition; 112
properties had been acquired under pre-1980 reforms. Of these,
48 have been or are being transferred to Phase III of the
reform. The remainder are organized as “"traditional"
cooperatives or are farmed individually hy pre-1980 reform
beneficiaries.

From the 470 properties acquired since 1980, 314
cooperatives have been organized. Because there is not a one
to one corresvondence hetween the number of prooerties and the
nunber of cooperatives (or "productive units") more confusion
has arisen. Many of the same factors as mentioned above
explain the problem of determining the number of cooperatives
at anv given moment. In many cases, a cooperative may include
several properties or portions of several properties. In somne
cases, the converse may occur when one property (alone or with
portions of other properties) gives rise to several
cooperatives. Sometimes different components of the same
property are adjudicated in different ways with the land given
to a —ooperative, the sugar mill given to INAZUCAR (the
government sugar processing and marketing organuization) and
the forest lands “urned over to ISREN (the natural resource

institute).



It is also difficult to obtain reliable information about
the cooperatives located in the conflictive zones. BAs of
November 1984, 36 cooperatives were reported abandoned or
worked only intermitantly due to violence, but this number
changes with the changing tides of the conflict

The beneficiaries of Phase I are the estimated 188,1542/
individuals who had previously been associated with the
expropriated properties as resident laborers (colonos), small
renters or sharecroppers (eight percent of the rural poor
population). These former tenants were organized into
production cooperatives (with elected leaders) eligible to

receive title to the reform land and properties.

The Role of the Salvadoran Institute of Agrarian Transformation

(ISTA)

ISTA is the Phase I agrarian reforﬁ implementing authority
in El1 Salvador. In fulfilling the goals of the agrarian reform
ISTA has four major roles: (1) land acquisition, (2) temporary
co-management until cooperatives hecome organized and capableb
0f self-management, (3) land adjudication and (4) coordination
of inputs and technical assistance provided by other government

organizations.

£/ Assumes six persons per rural household.
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During the Phase I expropriations, ISTA officials notified
(either in person or by public notice) the owners identified as
holding land in excess of 500 hectares that their land was to
be acquired. ISTA officials took physical possession of these
properties with the support of the Armed Forces and
expropriated those over 500 hectares.

For those properties acquired by ISTA, a title was
prevared, and the property was transferred to ISTA. ISTA holds
title to the properties until the titles are transferred to the
eligible beneficiary cooperatives and communal associatiocns.

ISTA is also responsible for supervising the care,
management and productivity of properties acquired by thé GOES3
in earlier reforms and through voluntary sales. For purposes
of credit and technical assistance delivery (as well as some

statistical reporting), the GOES often refers to a consolidated

reform sector which includes the Phase I reform sector and the

112 properties acquired hefore Decree 153 was implemented
(sometimes referred to as Decree 847 properties).

Reserve Rights

The 100 and 150 hectare limits (applied to Class I-IV and
Class V-VII land respectively) constitute the former owner's
,'reserve right". The reserve right entitles the owner to
retain a portion of the land to continue farm operations. If,
at the time of acquisition, the GOES finds the owner has

maintained or increased productivity or otherwise improved the
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property, the owner's reserve right may be increased by 20
percent, a move intended to discourage decapitalization and
reward investment.

Owners had 12 months from the date of expropriation to
file a claim specifying which land and assets were to be
included in the reserve right. The owner was obligated not to
claim land or assets which would debase the remaining land's
potential as a producing unit. Reserve right claims were filed
with ISTA which has final authority to arbitrate and grant
reserve rights.

Former owners had filed 271 reserve right claims by
November 1984, One hundred, fifty-six (156) claims, covering
14,000 hectares, have heen granted. One hundred, six (106)
claims have bheen renounced by former owners, and nine claims
are being negotiated and processed.

Comnensation

Decree 153 provides for compensation to be paid to the
former owners of properties acquired by ISTA. Once ISTA has
possession of the la2nd, the amount of compensation due the
former owner and the method of payment are determined.

The former owner's compensation was to be the simple
average of the propertv's declared value on the owner's 1976
and 1977 tax declarations. For various reasons, compensation
has not been as simple as envisioned. Tax declarations have

been missing, and in some cases, altered. The strategic
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behavior of owners in 1976-77 led some to undervalue their
property to avoid taxes. Other owners overvalued their
property as the basis of bhank loans or because they anticipated
the reform and its compensation scheme hased on declared values.

Capital improvements made after 1977 and adjustments for
reserve rights are also considered when determining the £inal
compensation amount. Verifying and valuing the capital
improvements and determining the reserve rights have delayedi
compensation to former owners. Simply locating and certifying
the necessary documents for compensation is an arduous task.

When tax declarations or other documents are not
available, the former owner declares a value which is then
approved by ISTA or rejected with a counteroffer. Total Phase
I compensation is expected to exceed $280 million in cash and
bonds. As of November 1984, 58 percent of this ($161 million)
has heen paid out for 256 properties.

Method of Pavment

The method of compensation paymen£ (cash and/or agrarian
reform honds) derends upon the size and type of property
expropriated. All Phase I lands (and Phase II land offered for
sale and subsequently purchased under Phase 1) were paid for
with agrarian reform bonds only. Livestock and machinery were
paid for with 25 percent cash and 75 percent bonds. As of

November 1984, $9,377,000 have been paid in cash.
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Agrarian reform bonds are issued in three series depending
upon the type and utilization of the property they ~ompensate.
Series A Preferential Bonds (five year-maturity) are issued for
the portion of livestock and machinery not compensated for in
cash. Series B bonds (20 year-maturity) are issued for land
and fixed capital to efficient owner/operators; Series B bonds
(25 year-maturity) to less efficient operators and Series C
bonds (30 year-maturity) to owners of underutilized, rented or
abandoned properties).

The agrarian reform bonds pay 6 or 7 pércent interest and
the interest and capital represented bv them are tax exempt.
Decree 220 lists varionus uses of the agrarian reform bonds
which are authorized in order to enhance their acrceptahilitv.

1. Acceptance at 90 percent of the nominal value for
payment of custom duties or other direct taxes.

2. Acceptance of mature couvons (i.e. interest payments)
at their nominal value for all kinds of taxes.

3. Acceptance at their nominal value for inheritance
taxes, gift taxes, or as bhail.

4, Acceptance as a parcentage of quarantees for financing
by national financial institutions of industrial,
agroindustrial, agrochemical or rural housing
activities.

As of November 1984, $151,467,000 in bonds have been

issued and a small but growing market for the bonds is

developing.
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Titling and Debt Repayment

Once the former owner's reserve trights are settled and
compensation has been paid, the cocperative's agrarian debt is
estahlished. The agrarian debt for each cooperative equals the
compensation paid the former owner (subject to ary pre-reform
emcumbrances). Each cooperative is expected to retire the
agrarian refcrm debt on its property. The debt bears interest
charges of 9.5 percent per year, ard repayment is spread over
20 to 30 vears depending on the type of bonds issved to the
former owner.

Equating the cooperative's debt with the compensation paid
to the former owner hes led to some problems. Because ﬁhe
former owner's compensation is reached bv negotiating from
declared values, the final compensation amount (and thus the
cooperative's agrarian debt) may or may not bear a relationship
to the productive capacity of the land or the ability of the
cooperative to eventually repay its debt.

During 19R4, an analysis of the debt structure of the
cooperatives was conducted by A.I.D. consultants 2/. They
found the debt faced by the cooperatives consisted of three
components: (1) the agrarian debt incurred for the land and
other expropriated assets, (2) the “ISTA-BFA”Cartera" which was

!

amergency production credits loaned to the cooperatives in

f/ "Rnalysis of the Agrarian Debt of Phase I Agrarian
Reform Cooperatives in El Salvador"”, Robert R. Nathan
Associates, Inc., October 1984.
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1960, and (3) accumulated production and investment loans which
have been "rolled-over" since 19280. The total debt (principal
and interest) faced by the cooperatives was estimated to be
3800 million of which the agrarian debt accounts for 87.4
percent; four percent for the "ISTA-BFA Cartera"; and the
remaining 8.6 percent in accumulated loans. The consultants
concluded that the total annual income of almost 75 percent of
the cooperatives is barely sufficient to meet the service
payments on their current bank debt (production and investment
loans), and nearly 95 percent do not have, as of November 19R4,
the financial capacity to cope with the total annual debt
service pavments. Alternatives as to how to deal with the
unmanageable portion of the cooperatives 'debt are being stuiiad
hy the GOESZ/. ISTA may administratively change the

repayment terms (interest rate and repayment period) but is
restricted by law from disassociating the amount of debt from
the amount of compensation.

After a cooperative's debt has heen established, final
negotiations hetween the cooperative's hoard of directors ar-”
ISTA are completed, and the land transfer title is executed.
Fifty-seven Phase I cooperatives have received titles and have

made at least some payments on their agrarian reform debht.

7/ ISTA may grant grace periods of up to three years on
the first repayment of the agrarian debt. However, the
grace period for most cooperatives will expire in 1985,
and they will nave to begin making agrarian debt payments.



- 16 -

Legal and procedural complexities of the agrarian reform have
limited the number of titles issued, but many cooperatives are
making agrarian reform debt payments irrespective of their
status in the titling process.

Table II summarizes some of the important facets of Phase

I's progress as of November 1984.

TABLE II

Status of Phase I Progress

As of As of As of
PHASE I 3/30/82 12/25/83 10/25/34
5 !
. Total No, of Properties
Affectadl/ 226 426 472
Estimated Direct
Benef. 34,728 31,359 31,3509
Total Benef.2/ 08,368 128,154 188,154
Land Area Affected .
(Azres) SRZ,310 539,400 TLE,E00
Properties Zomnensated Q0 03 56
Total Compensa*ion ‘
Paid (U.S. Dollars) 5,128,774 125,878,132 160,303,696
- Compensation paid
in cash 5,127,454 9,749,572 , 377,056
- Compensation paid '
in bonds 50,001,320 116,128,560 151,456,640
Titles Issued to Coops. 4 41 57

1/ Does not include the 112 pre-reform held by ISTA.
2/ Assumes six persons per rural household.
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Income derived from each cooperative's production and
sales is to he used for the following purposes, in order of
priority:

1. Payment of loans for production and operating

expenses, including wages.

2. Payment on agrarian reform debt and other obhligations

to ISTA.

3. Development of social programs benefiting the members'

community.

4 Development of other productive projects.

Any surplus is to he used to constitute a legal
reserve or provide for educational, social and capital funds.

To insure that this priority is maintained, the reform has
a built-in collection mechanism known as "restricted
accounts." Most export crops are sold to government
monopolies: sugar cane to INAZUCAR, cotton to COPAL and coffee
to INCAFE. Basic grains are marketed through IRA, the Naticnal
Food Supply Institute. These entities take in the farm |
produce; record the weight, measures and gualitv; and issue 2
voucher to the cooverative. The actual money is later credited
to a restricted account at the bank which lends to that
cooperative. The bank has a record of the cooperative's totzl
debt and, in turn, payvs the creditors according to the legal

priorities.
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Delays by the marketing organizations in selling the
cooperatives' products and crediting their accounts, as well as
delays in the required ISTA administrative approval for all
withdrawals from restricted accounts, have increased the
financial uncertainties faced by the cooperatives.

Production Credit

Production and intermediate credits are essential to the:
success of El Salvador's agrarian reform and the reform's
cooperatives. At the same time that the reform was announce?,
the GOES also nationalized banking and some credit institutions.

In August 1980, the credit responsibilities for the Phase
I production cooperatives were divided among ten commercial
banks, three national credit institutions and the Agricultural
Development Bank -(BFA).

Additionally, approximately $30 million dollars in
start-up operating funds (the "ISTA-BFA Cartera") was advanced
to ISTA in 1980 bv the Central Bank through the BFA. These
funds were disversed to the cooperatives, have not heen repzid,
and may eventually constitute a social cost of initiating the
reform. However, ISTA has since cancelled its obligation to
the BFA from the sale of reform bonds.

During the first vear of the reform (1980-1981 crop year),
225 Phase I cooperatives received $105.6 million of credit,
primarily loaned through the BFA. Credits to the Phase I
cooperatives were divided into $92.2 million for production

(short-term) credits and $12.8 million for investment
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(long-term) credits. After the 1980-1981 crop vear, 141 cf tha
Phase I cooperatives (55 percent) had delinquent accounts which
totalled $13.4 million. Of this amount $10.3 million was
rescheduled to the 1982-1983 crop year and $3.1 million was
considered uncollectable.

During the 1980-1981 crop year, the BFA was the primarv
lender to the reformed sector, making $61.5 million ($48.7
nillion in production credits and $12.8 million in investment
credits) available to 77 Phase I cooperatives. Seventy-five of
tha cnoperatives assigned to the BFA had Aelinquent accounts
totalling $8.1 million (all of which was rescheduled) for the
1982-1983 crop vyear.

In the 19R1-1982 crop year, the reform sector (256 Phasa I
cooperatives) received $74 million ($71.9 million in production
credits and $2.1 million in investment credit). At the end of
that year, 153 of the Phase I cooperatives (60 percent) had
delinquent accounts which totalled $16.4 million ($9.2 millinn
uncollectable and $13.5 million rescheduled to 1982-1983).

The BFA loaned $15.3 million ($13.2 million in producti=-
credit and $2.1 million in investment credit) to 78 reform
sector cooperatives in 1981-82. Fifty-two of the cooperativas
had delinquent accounts totalling $4.1 million ($0.6 million

uncollectabhle and $3.5 million rescheduled to 19R2-1983).



In the 1982-1983 crop year the reform sector's programnei
share of credit available to the agricultural sector was $127.3
million dollars of which $88.0 million was programmed for
production credit, $14.8 million was programmed for investment
credit and $23.3 million was programmed to cover the
rescheduled delinguent accounts of the two previous vears
($10.3 million from 1980-1981 and $13.5 million from
1981-19R2). Bv June 130, 1987, aporoximately $100 million
dollars (78 parcent of the reform sector's $127.3 million
programmed creidizs) gad meen azoroved to 251 Phase I
cooperatives. Twentv-one million dollars of this amount was
aporoved through <he B

The financizl svstem's lending to the agrarian reform
cooperatives in 1°83-84 continued at- levels similar to :those of
the 1982-83 crop vear. Almost $24 million in delinquent
accounts were rescherduled from previous vears. Lending to the

cooperatives totaled 3100 nillion in the 1983-84 crop year with

A

r—

10

3

b

.

the BFA provi<ding 320.5 = of that amoun=. Lending to %"=
cooperatives during the 1992-25 crop vear is proiected to total
3110 million. The BFA's portion of that amount will be $30.6
million. The BFA's share of total lending to the agrarian
reform cooperatives has increased as its cooperative clientele

increased from 100 cooperatives during the 1983-R4 Crop year =c

129 a year later.
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In late 1984, the Salvadoran Central Reserve Bank provided
$18.5 million in a refinancing line for overdue agricultural
debts accumulated by Phase I cooperatives since the beginning
of the agrarian reform. The terms of the credit line permit
banks to refinance outstanding debt for eight years at six
percent interest. e terms of the line permit bhanks to refinance
debt for eight vears at six percent interest.

Technical Assistance

A national organization of reform cooveratives, the

Federacion Salvadorena de Coooerativas de la Reforma Agraria

(FESACORA) has heen formed to represent the general interes:s
of the cooperatives. FESACORA is investigating several
alterna*tives for providing increased technical and financial
assistance to the Phase I cooperatives. Its zonal

organizations, Consejo de Dirigentes Zonales (CODIZO), offer

grassroots training, joint purchasing opportunities and other
assistance to the cooperatives.

The Ministry of Agriculture has recently undergone 2a
reorganization to more effectively provide research and
extension services to cooperatives.

The National Center for Agricultural Technolongyv (CENTA) is
the research and extension branch of the Ministrv of
Agriculture. In additional to resoonsihility £for the national
agricultural research agenda, CENTA extension agents provide
on-farm technical assistance to all sectors of Salvadoran

agriculture with special emphasis on reform beneficiaries.
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The National Center of Agricultural Training (CENCAP),
part of the Ministry of Agriculture's educational services, was
founded in 1976 and is training both technical assistance
agénts and cooperatives members. There are eight regional
training centers either operating or under construction.

CENCAP and the extension components of other MAG divisions also
of fer on-farm courses for technicians, promoters, accountants
and farmers.

Phase I Production

Throughout the Salvadoran agrarian reform emphasis has
been placed on maintaining agricultural production. The
incomes of the Phase I beneficiaries, the agricultural expor<
income of the nation and, to a large extent, the success of the
agrarian reform depend upon the ability of the Phase I farms to
maintain production even during the disruptive process of
changing ownership and management. However, several factors
complicate attempts to measure Phase I production progress, and
static indicators fail to reflect the dynamic nature of El
Salvadnr's agrarian reform. Phase I has evolved during its
implementation, and its procedures and parameters have becone
less Aistinct as the plan has become a reality.

It is difficult to measure precisely how well the Phase I
farms are producing because comparative, time-series data arve
hard to develop and analyze, especially now that it is

necessary to distinguish between the reform and non-reform
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sectors. Definitional changes also impair comparability. With
technical assistance from AID, the GOES is improving its
capability to monitor and measure agrarian reform sector
progress and production.

Numerous Phase I farms sit squarely in areas of
military/guerrilla combat, especially in the Departments of La
Union, San Miguel, Usulutan, San Vicente, La Paz, Morazon,
Chalatenango and Cuscatlan. The result is that upwards of 50
farms have been ahandoned at least temporarily over the years
and many have not returned to operations as cooperatives. =3s
of November 1984, ISTA reported 18 completely ahandoned Phase I
farms.

In addition to the 18 farms, the Office of Planning and
Evalution for the Agrarian Reform (PERA) estimates that another
37 cooperatives are in areas through which the military and the
guerrillas conduct operations. Anvy of these may have to be
abandoned at any moment. An estimate of the value of crops
lost on the 13 ahandoned farms is close to 32.7 million (2.2
colones = $1.N00 U.S.). The crop losses represent a subhstanczial
proportion of the value of reformed sector production: 7.8
percent of the sorghum, 7.3 percent of the rice, 5.2 percent of
the corn and 5.1 percent of the cotton, plus smaller losses in
sugar cane and beans.

Export crops like cotton, coffee and sugar cane have been

hard hit. Cooperative members, as well as private producers,

have been warned by the guerrillas not to plant export croos or



have been charged "war taxes" in cash or produce for areas
planted. Equipment has been destroyed and workers threatened,
kidnapped and killed.

Cotton is especially susceptible because it needs timely
applications of pesticides applied by light planes. Spréy
planes are easy targets because they must fly low and slowly.
Thirteen crop dusting planes were shot down in 1982, and
although the Armed Forces have emphasized security around the
cooperatives during critical periods in the agricultural crop
cycle, losses continue at disruntively high levels. The exte=t
of “he reduction in cotton nroduction, as well as other exnort
crops, Aue to threats and violesnce is difficult to measure an?
adds to the economric uncertainty faced bv a2ll agricultural
producers in El Salvador, including reform beneficiaries.

In the case of sugar cane, the fields of drying cane are
easilv destroved bv fire. To deal with this, harvests are
begun earlier than usual. When cut early, the cane is less
drv; hut the sugar content is lower, reducing production.
Despite these problems, proaress is being made, and the Phas= I
farms are continuing to produce significant amounts of hasic
grains and export crops.

Table III shows the total number of hectares planted hy
commodity on the Phase I cooperatives during the 1980-81

through 19R83-84 crop years.
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TABLE III

Total Hectares Planted by Commodity on Phase I
Reform Sector Cooperatives
(1980/81 through 1983/84 Crop Years)

(

1980/81 1981/82 1982/83 1983/84  Percent
COMMODITY Change

80-83)

Basic Grains

Corn 15,200 16,000 8,900 6,800 -54.6
Beans 5,300 4,200 2,600 2,300 -54.0
Rice 3,300 4,100 3,000 2,600 -13.3
Sorghum 5, 200 3,000 1,700 1,300 -74.0
Export Crops
Coffee 21,800 19,000 19,300 18,900 -14.1
Cotton 19,600 19,100 16, 200 13,600 -22.0
Sugar 10,500 11,000 12,800 13,900 26.3
TOTAL 81,000 76,400 64,500 59,400 -26.6

Source: MAG/DGEA

/

The Phase I reform sector cropped 21,500 fewer hectares .2
26.5 percent decline) from the 1980-R1 crop year to the 1982-2%
crop vear. This decline occurred despite an increase of
hectares planted on the cooperatives located in the two
agricultural regions of western El Salvador. Offse-ting that
increase was 2 comparatively greater decline of hectares
planted on the cooperatives in the less secure eastern regions

of the country.
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Other factors contributing to the decrease were low worldi
prices, a shortage of farm equipment, a lack of timely credit
and the decisions made by some cooperatives to change their
crop/enterprise mix.

Table IV shows comparative yields (tons per hectare) by
commodity between the nation as a whole and the Phase I reform
sector cooperatives during the 1980-81 to 1983-P4 crop years.
The Phase I reform sector cooperatives' average yields compare
very favorably with the national average yields. Average
vields can reflect many variables: management, soil fertility,
cultural practices, availahility of timely credit and the
vagaries of weather. There is little doubr that the credis =2n<
technical assistance priorities given to the Phase I
cooperatives have helped them to maintain their average yields.

While hectarage planted and average yields are important
determinants of the amount of total product eventually
harvested, they alone are not sufficient to demonstrate the
importance of the Phase I reform sector <oonp2ratives'
contribution to El Salvador's aagricultural production. Tablas V
shows agricultural production for basic grains and export crops
in El Salvador for the croo years from 1980-81 :hrough

1983-84.. The table shows El Salvador's national production
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TABLE 1V

Fhase L Helorm Sector/National Agricultural Averare Yl{elds Ln Metric ‘lons Per Hectare By Commodity

(1YBu/ 1YBl through 1Y83/d4 Urop Years)

Source; MAU

1YBU/ 1981 Crop Year 1us i/ 1982 uroﬁ Year 1Y82/7 1983 Crop Year lYy83/ 1984 Crop Year
Reform Reform Reform Reform

COM- National Sector National Sector National Sector National Sector
MODITY (MT TONS/ (MT TONS/ (MT TONS/ (MT TONS/ (MT TONS/ (MT TONS/ MT TONS/ (MT TONS/

HECTARE) HECTARE) HECTARE) HECTARE) HECTARE) HECTARE) HECTARE) HECTARE)
Grains
Corn 1.79 2.92 i.79 2,27 1.72 1.96 1.81 2.83
Brans .B8B .75 .76 .98 .68 .17 74 .95
Rize 3 57 3,09 3.%9 3.33 2,84 2.35 3.39 3.39
Sorghum 1.16 1.77 1.16 1.38 .88 1.02 1.10 1.96
Ew/CroE
Coffee 1.01 .84 .85 1,05 .74 1.24 .64 .89
Cotton 1.99 2.9 2,10 2.03 2,06 2.52 2,08 2.27
Sunar 3.27 3.65 3.51 3.63 3.80 3.32 3.47 3.77

Note: The crop ygar runs from April I ¢t

irough March 31 of the following calendar year
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Plhiase T Reform Sector/Mational Agricultural Productfon In Metric Tons By Commodity

(198071981 through 1983-84 Crop Years)
8 p

Source: MAG

1980/1981 Crop Year

1981/1982 Crop Year

1982/1983 Crop Year

1983/1984 Crop Year

Reform Reform Reform Reform Reform Reform Reform Reform
coM- National Secter Sector Matfonal Sector Sector Natlional Sector Sector Naticnal Sector Sector
MODITY (MT TONS) (MT TONS) % (MT TONS) (MT TONS) % (MT TONS) (MT TONS) Z (MT TONS) (MT TONS) y 4
Crains
Corn 520,364 44,455 9 494,600 36,364 7 409,091 17,405 4 437,864 19,273 4
Beans 45,955 3,955 9 37,818 4,136 11 37,727 2,000 5 14,727 2,182 5
Rice 60,000 10,182 17 49,540 13,636 23 31,818 7,045 22 42,727 8,818 21
Sorghum 138,227 9,227 7 134,091 4,136 3 104,545 1,727 2 121,682 2,545 2
Fx/Crop
Coffee 165,091 18 ,364 10 157,955 20,00C 13 137,409 23,955 17 118,182 16,818 14
Cotton 115,545 44,126 18 112,000 38,818 19 103,182 40,864 40 76,364 30,909 40

— - —— ) QU
. !
Sugar 20,136 a3 . nh82 L1 96,227 39,955 L2 | 119,545 42,455 16 141,773 52,364 37
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and the portion of national production attributable to the
Phase I reform sector. The importance of the Phase I reform
sec£or's contrihution to the supply of basic grains and expor:
crops (14 percent of the coffer, 40 percent of the cotton and
37 percent of the sugar cane in the 1983-84 crop year) is
evident. Production of all agricuvltural commodities except
sugar cane has decreased in both the reform sector and for the
nation as a whole. This trend is particularly true for the
basic grains where national production has decreased 16 percent
for corn, 9 percznt ior heans, 29 percent for rice and 12
percent for sorghum.
PHASE T1I

Phase II nI El Salvador's agrarian reform program is
authorized in Decree 154, wut Phase II was not implemented hy
the GOES at the same time as ?hases I or III. The
expropriation of Phase II farms (approximately five times the
number of Phase I farms) would have required administrative,
financial and personnel requirements beyond those availahla %95
GOES agencies. According to Decree 153, compensation for
expropriated Phase II properties would have been paid 25
percent in cash and 75 percent in agrarian bonds. Livestock
and improvements would e paid 100 percent in cash. At an
estimated value of 31,500 dollars (U.S.) per hectare, this

would have necessitated a large cash outlay by the GOES at a
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time when it had a large deficit, and cash requirements for
proauﬂtion and investment credits to Phase I and Phase III
(Decree 207) farms were immediate.

The manpower requirements of ISTA to expropriate the more
than 1R800 Phase II farms, organize the beneficiaries into
cooperatives and co-manage those cooperatives (as well as
existing Phase I cooperatives) were beyond ISTA's
capabilities. All GOES agencies providing technical services,
crucial to the success of the reform sector farms, were
strained meeting the needs of Phase I and Phase III farms.

The implementation of Phase II was clarified somewhat hv
nassage of the new Salvadoran Constituton in Deacember 1933, »ut
its full impact is as y2ft un%nown. Previously, according t»
Decree 154, tﬁe properties affected hy Phase II were to have
been those helonging to owners who held from 100 to 500
hectares of land. However, the size criteria of properties
affected was changed hy Article 105 of the Constitution to
permit individuals (corporate or private) to own up to 245
hectares each.

The potential impact of Phase II has bheen dampened
somewhat bv the transfer of Phase II lands under Phases I and
II1. Approximately 11,000 hectares of potential Phase II land
were purchased by ISTA through voluntary sales during Phase I.
Almost 13,000 hectares of potential Phase II lands have been

claimed by beneficiaries of Phase III under Decree 207. Using
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data contained within the 1971 Agricultural Census, it has been
estimated that under the new size criteria authorized in the
Constitution, approximately 21,000 hectares remain to be
distributed under Phase II.

Despite the clarifications made by Article 105, the
mechanism for implementing Phase II is as yet poorly defined,
but it is envisioned that it will rely on a free market concent
(with some limitations). Each individual owning more than 245
hectares will have three years (until December 1986) to dispose
of their excess or face exprooriation without compensation.
Individuals ave free to dispose of their property in the market
and manner in which they see fit, although some restrictions on
sales to relatives will he imponsed and some mechanism for

insuring access to the land by campesinos will likely be

developed. It is expected that after a new Constinent Assemhly
is elected in 1985, the issues needed to clarify and implement
Phase II will be Aehated and defined.

The numher of potential henaficiarizs of Phase Il depends
on the quantity of land which is eventnally redistributed.
Assuming 1.5 hectares ver Airect heneficiarv (the average size
of Phase III holdings), there are estimates of 13,125 direct
beneficiaries. The farms atfected bv Phase II are Aistributed
fairly evenly throughout the four agricultural regions of El

Salvador. The crops they produce include hasic grains and



export sector commodities. Export sector production could he
particularly affected by Phase II since it is estimated that
13.5 percent of the sugar cane and 30 percent of the coffee and
cotton hectares in production are on potentially affected Phase
II lands.
PHASE 111

Decree 207, enacted in April 1980, by the Government Qf £l
Salvador established Phase III of El Salvador's agrarian
reformﬁ/.

Phase III allows farmers who had access to land on May %,
1980 to file aponlication for preferential rights on up to sevan
hWectares (17.5 acras) n% the land they rented or sharecroop=2=
and thus hegin the process of 2stahlishing sescure ownershin
rights to the land—'. This is an important difference
between Decree 207 (which is based on the type of tenure

arrangement between laniloard and tenant) and Decree 153 (which

is mased on the total numher of hectares neld by a single

/purchase)

owner ). Phase III Aefines rental (and lease/
agreements broadly to cover: (1) written and verhal agreements,

(2) pavments in cash, <rop or service and (3) arrangements

8/ Implementation actually began in March 1981, with the
commencement of activities by the National Financial Institute for
Agricultural Lands, FINATA, the Decree 207 implementing entity.

3/ Eventual title to the land ohligates the new owner to trepay the
Government the determined value of the property.
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whereby the renter plants a different parcel each vear rather
than the same parcel. The application period for Phase III was
extended three times and expired in June 1964.

Phase III alsc frees eligible beneficiaries from further
rent payment to their former landlords, greatly restricﬁing and
modifving the practice of indirect land exploitation in El
Salvador (as required by provisions of the Basic law of
Agrarian Reform in Decree 153). 1If the tenants do continue to
pay rent and obtain a receipt, the amount paid is to be
deducted Zrom their future amortization pavments, as well as
from the compensation paid to the former owners.

Granting ownership rights to the €ormer tenant and freni-g
the former tenant from the hurden of paying the landlord (in
cash, crop or lahor) are intended to initiate a chain of
desirable avents. By making a modest, long-term amortization
payment to the government (to cover the cost of the land)
instead of rent to the landlord, it is intended that familvy
income will iqcreaselﬂ . Increased income will he investad
in improved agricultural inbuts, leadiing to increased yields
(especially of hasic grains which are the primaryv crops grown

on rented lands) and “etter family nutrition. Diversification

10/ Even in cases where rent was raid in labor, it is exmec+tai
that access to the land and freedom from the obligation to

spend time working for the landlord will make available
opportunities for increased familvy income.



into export and cash crops such as fruits and vegetables, as
well as soil conservation practices and permanent housing, are
long-term potential benefits.

Decree 207 Properties and Beneficiaries

Because tenancy is found in many kinds and sizes of farms
in El Salvador, it was difficult to determine the number of
properties and persons potentially affectad by Decree 207.
Properties of any size whizh were indirectly exploited wer=
subject to Decree 207.

There were discrepancies in estimates of the number of
hectares potentially affected under Phase III. The most recan:
estimate is that 198,500 hactares (14 percent of the land in
farms) conuld have heen affezted. This figure includes rented
lands on properties subject to Phase II and land on some ISTA
operated "traditional" cooperatives which have been broken uo
and parceled out under Phase III,

It was eaqually Aifficult to estimate the number of
potential Decree 207 waneficiaries. Estimates ranged from
50,000 to 150,000 potential heneficiaries. PERA conducted an
extensive survevy of the country which estimated that Decree
207 could have created 117,000 potential heneficiaries. This
is the most widely accepted figure for potential Phase III
beneficiaries. Assuming the PERA estimate to be correct,

approximately 55 percent of persons eligible under Decree 207

have aoplied for land.



There are several reasons why some renters may have not
filed claims despite Decree 207's provisions: (1) to some
farmers who have traditionally rented land, longstanding rental
agreements represent an assurance of their access to the rented
parcel and their opportunity to earn income from it; (2) some
landlords have intimidated tenants or coerced them into not
applying for their rented lands; (3) some tenants rent from
friends, familv members or their economic peers and feel
obligated not to claim these marcels and (4) some potential
beneficiaries are unaware of Phase III or live in insecure
areas where implementation mas bheen difficult.

Much o0f the land rented in El Salvadnr (and subject to
Dacree 207) is 2% poor aquality and/nr on steen, erosion preo-=a
hillsides. Desoite this, these rental parcels produce more
than 50 percent of the combined corn, beans and sorghum
produced ir El Salvador and constitute an important source 51
domestic foodstuff. Th2 average size of parcels is estimated
to he 1.6 hechares (2.2 acres).

Impblementation of Decree 207

The Financiera Nacional Ae Tierras Agricolas (FINATA) is

the implementing agency responsible for fulfilling the
orovisions of Decree 207. FINATA was established in Decenmber
1980, and it acquired the small staff, $4.0 million in cash

assets and a $4.0 million bonding authority £rom COFINTA (2 now



obselete agency that had been charged with financing the
purchase of land parcels). FINATA presently has 504 permanent
and 300 temporary employees in 14 field offices throughout the
country. Until June 1984, FINATA empiovees concentrated on
locating potential beneficiaries, explaining the filing
procedures and taking initial applications. Since the
expiration of the filing period, FINATA has heen reassigning
personnel and resources to concentrate on completing the
titling procedures.

As the implementing agency, FINATA is charged with: (1)
promoting Phase TII, (2) preparing renter claim apnlication
forms, (3) issuing provisinnal titles, (4) obtaining the
affected land from the owner, (5) determining and paving forer
owner compensation, (€) verifying titles and preparing new
deeds, and (7) establishing the amount of the former renter's
aqrarian debt and payment. Unlike ISTA, FINATA is not chareni
with co-management resnmonsibilities or with providing technic:i
services to new owners.

It is important to note that unlike Phase I which was
initiated »y GOES expropriation, no action takes place under
Phase III until the renter initiates the claims procedure.
This design feature, in an environmental of threat and
violence, seriously impairs the "“self implementing" aspect of
Phase III originally envisioned. The preparation of

application documents, carried out in the FINATA £iel3d offices,
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begins a multi-step procedure which leads to issuance of a
definitive property title to the Phase IIIl beneficiaries. (See
Table VI). The first four steps of the procedure, conducted at
the FINATA field office, lead to the issuance of a provisional
title. The provisional title assures the former renter of the
right to cultivate the land and reap full benefit of the
harvest. The provisional title also provides the former ren-or
with easier access to the BFA for production credit financing.

By November 1984, a total of 79,137 applications had been fileAd.
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TABLE VI

Steps in Implementing Decree 207 (Phase III)

Administrative Steps

The Process for the Tenant

1. Identify tenants who have the legal
right to claim a particular parcel 1. Application £iled

of land;

receipt issued.

2. Identify that parcel and prepare a

legal description;

3. Identify current owner;
4. Determine the land's value;
5. Negotiate agreements or =24mins-

tratively resolve any disputes;

tral system;

7. Register this transaction in the

land registry rzcords;

R. Issue a provisional title;

5. Record the action into the cadas-

2. Receive provisional
title.

9. Publicize these provisional trans-
actions to notify other who helieve

-

they nave riahts ko the affected
land, providing an opportunity to

contest it;

10. ©Ooen account through which the hene-
ficiary will make amortization pay- 3. Receive definitivs

ments and pay applicabhle taxes;

title.

11. Establisth records to comnensate for-

mer land owners; and

12. Issue honds and make cash payments.

Note: The provisional title may be issued before steps 4 through 7
are completed. However, hefore the definitive title may be issued,

all the remaining steps must he done,
complete the necessary verifications.

including field inspections to -

Source: AID, "Implementation of the Program", March 30, 1981.



Title and Debt Repayment

Once a provisional title has been issued, a set of
actions, approvals, notifications and registrations are
required to complete the titling process. This involves
detailed searches of tax and registration documents, field
visits to locate the parcel on the bhasis of aerial photoyranhs,
soil classifications to establish the purchase price and
signing of official Aocuments by the former renter and previous
nwner (if present). 2Adjoining owners and the former owner mnugt
also sign documents verifying the marcel's location. A
separate docunment racords soil classification and topographiz-.
informnation, and a socio-2cononic profile of the new owner i-=
undertaken to provide the hasis for individual credit plans.
Iegal procedufes to compensate the former owner and determine
the new owner's mortgage and annual payment complete the
Drocess.

Payments £o amortiza the new own2t's mortgage which is

D)

equal to the form=2r nwn=2v's zomnensation ars to he made

w

zMually sver 2 M-v2ar maviod I casth, 27 the Tznd is st

for the tyoe of crop and time ¢

to repossession. Allowances
harvest will hHe considered in setting the annual payment
terms. The mortgage may Ye pvaid in full at any time.

To protect the intent of the reform, new owners are not

allowed to indirectly exploit or sell the land for a period of

30 years, =even if the mortgage has “een satisfied. The land



distributed under Phase III may be passed on through
inheritance from the direct bheneficiary but only to a single
heir until the 30-year period has passe:.

Compensation and Method of Payments

The law provides that former owners with holdings 1less
than 100 hectares, will hbe compensated 50 percent in cash and
50 percent in agrariar bonds (30 year-maturity), a higher
percentage in cash than allowed under Phase I. In the case »°
affected landlords with holdings greater t4an 100 hectares the
compensz2tion formula is 25 percent cash and 735 nercent bonds.
FINATA has also administratively denied some claims
(Aisaffectations) necause the affected owners would be
Aestitute without their parcels. 1In *these cases, FINATA triss
to purchase and relocate to other properties legitimate
claimants who have had their applications denied under the
previously mentioned "widows and orphans rule".

Compensation to former owners of propartizs claimed unler
Phase III is det=2rmined by FINATA on the basis of the propsris
value as claimed on the 1976-77 tax declaration. 1In the
ahsence of a 197A-77 tax declaration, the former owner's
compensation is determined by FINATA on the basis of the land's
soil type and classification. By November 1984, 1,057 affec-24i

landlords had heen compensated in the amount of $17,398,511.



Credit and Technical Assistance

In order to achieve the goals of higher income and
productivity, Phase III beneficiaries require adequate amounts
of timely credit and access to technical services which allow
them to utilize high vield varieties, diversify their
production and manage their natural resources.

Pre-reform sources »f production cash or credit for the
small farmer (who may now he a Phase III beneficiary) were
scarce. They included: (1) BFA small farmer programs, (2)
income from off-farm sources, (3) in verv few cases commercial
hank credit for thosz who owned pronerty accentahle as
collateral, and (4) former landlords who sometimes provided
production innuts or the credit to wuy them.

While the credit relationship with the former owner (to
the extent that it was ever very strong or extensive) is now
severed and high unemnlovment limits off-farm incones, the
provisional titles make Phase TII heneficiaries eligible for

commercial »ank credit (even though the bhank cannot foreclos:

rh

on the land) and expanded 3FA small farmor Drogranms.,
Approximately 12,000 Phase III weneficiaries are clients
currently and receive BFA production credit. Undoubtedly, nora
production credit, as well as investment credit, will be

necessary. Resources are heing added to the BFA and commercial

hanks to improve their ability to service Phase III



beneficiaries and other small farmers. Through an AID credi:
project, efforts are underway to improve the institutional
capacity of the BFA to service its expanding clientele in all
the reformed sector.

Technical assistance to the small farmer is important
hecause of the generally low management skills which
characterize many small, often part-time farmers and their
relatively greater need to conserve their land's scarce natuwal
resources. The technical assistance agencies in El Salvainr 7o
not have the resources necessary to service the Phase III
maneficiaries who are widely dismersed, unorganized and, in
many cases, illiteraze. Traditional extension ind technic=’
assistance methods are heing augmanted with non-traditioral
methods in order to reach and service Phase III beneficiari=s.

Evictions

One of the major problems surrounding Phasa III has heoan
the eviction o€ heneficiaries from parcels of land they are
entitled ton. Thers have heen varving estimates as to the

- -

magnitude »f the pro»lemn. A study by P2ERA indizites that 290

Auqust 1982, thevrae Mai meen 3,534 haens

mh

iziaries =2vi~tted.
Unofficial estimates made by campesino lahor organizations
representing small farmers and rural workers tend to be mucH
higher. The disparity in the estimated number of evictees is

due largely to definitional differences.


http:illitera.ae

The fact remains that evictions of actual and potential
beneficiaries of the reform have occurred, often times
accompanied by acts or threats of violence, and their effect on
the process has been negative. Evictions are a serious form of
opposition to the reform process and threaten its validity %y
undermining the credibility of the provisional title.

Evictions also discouraged potential beneficiaries from makidq
and/or continuing applications, fearing that they too could be
evicted or denied access to land and be worse off than they
might otherwise have heen. To counteract the evictions and =»
rainfcrce Phase III credibility; FINATA, in cooperation with
the Armeqd Forces, has initiated a orogram of returning evict=3
heneficiaries to their parcels. Under the program FINATA
suhmits a list of evictees to a devartmental or local militarv
commander who then confronts the offending property owner anti,

if necessary, authorizes troops to accompanv the evictee to

-

. b

mis/her parcel and to insures tha: they are securely reinstalla
on the properhyv.

FINATA also conducted a radio publicitv campaign
describing the details of the progrsm and encouraging evicteA
heneficiaries to make their cases known.

Legislative Develooments Affecting Phase III Implementasin- .

A set 0of decrees igsued hv the Salvzidoran Constituent
Assembly during the first weeks of its 1982 session confoundei

the implementation of Phase III of the reform. The confusion
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arose out of the Constituent Assembly's efforts to permit
owners of land appropriate for the production of cotton or
sugar cane to enter into land rental contracts without
incurring the risk of a Phase III related expropriationil/.
To accomplish this, the Assembly passed legislation submitted
by the Provisional President that suspended new rentals of
cotton and sugar cane lands £or one crop cycle.

The intent of the drafters of the legislation, now Xnown
as Decree /6, was to encourage the production of cotton and
suaar cane bv minimizing the uncertainties and reducing the
perceived risks relating to the rental of cotton and sugar <=zn?2
land. The exnansinn of the suspension to include lands rentz?
for wasic grains and livestock was widely taken (both in
El Salvador and the United States) to be a de facto repeal of
Phase III1 even though Decree 6 protected the rights of all
heneficiaries, <current and ootential.

T™a 1legisl

W

3

tion's provisinns guarante=21ng the rights =1
actual and potential Phase IIIl 722neficiaries are quite
explicit. Protected are: (1) those heneficiaries who have h=an
issued a provisional title bv FINATA; (2) those with pending

title petitions initiated prior to May 18, 1982, and (3) thcse

11/ Cotton and cane are produced on extensive holdings in

El Salvador and those lands were not intended to come under the
provisions of Phase III, which was designed to transfer small
parcels to renters and sharecroppers.



potential beneficiaries enjoying tenancy on May 6, 1980, ani
qualifying as reform beneficiaries but who had not submitted a
petition at the time the amending legislation was enacted.

Phase III Progress

Despite the problems associated with the complex task of
implementing Phase III, progress cnntinues to bhe made.

As of Novembher 1984, 97,000 = -ctares have been claimed.
There have heen 64,000 Airect heneficiaries. Assuming six
persons mer rural household, there are currently 384,000 tot=a’

C e s . 12
haneficiaries (17 percent of the +wural poor pooulatlon)——/.

. . 13 .
Thare Mmave heer 79,000 appllcatlons——/ filed and 54,000

L . 14/ .
nrovisional titles—' granted (81 nercen: nf Khos=2

filed);
1nd there have hoen 12,000 Ad=2finitive titles igcsund to Phas-
111 heneficiaries. One thousand formar property owners nave

heen compensated $18 million.

12/ Assumes 2,202,700 as the rural poor pooulation.

zz/ Phase III henef. may file more than one title applicatic~ um»
the 7 hectares limit. .

14/ More than one provisional title may be granted up to the limit

of 7 hectares.
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TABLE VI

Status of Phase III Progress

As of As of As of
PHASE I 3/30/82 12/25/83 10/25/84

Number of Direct Beneficiaries 28,123 60,733 63,6h3
Total Beneficiariesl/ 163,738 364,398 381,079
Land Area Affected (Acres) 133,840 288,230 240,034
Title Petitions Filed 35,445 75,967 79,137
DProvisional Titles Issucd 27,215 55,287 64,341
Definitive Titles Issued -0- 5,456 -11,91=
Dronerty Owners Compensated -0- 409 1,07
Compensation Paid (U.S. Dollars) -0~ 9,684,747 17,398,511

FINATA is committed to comdlating the tiktling process for all

qualified claimants.

1/ Assumes six persons per rural household.
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SUMMARY OF EL SALVADOR'S AGRARIAN REFORM PROGRAM

El Salvador's agrarian reform program is a dynamic process
of social, ecomomic and land tenure changes. Each phase of the
program is at a different stage, has met with different levels
of success and faces different challenges.

Phase I has been initiated. 1Its success or failure will
be determined by the ahility of the cooperative farms it has
engendered to function as independent, ezonomically viable
units contrihuting to the national income, generating
additional rural incom2 and employment, and leading the effort
to diversifv the country's agricultural hase. Cooperative
organization and training are being carried out, and techni-=i
assistan<~ and credit agencies are estahlishing aechanisms =-

service the Phase I sector. It remains now o conmplete the

Phase II has heen clarified, »ut implementation will
require more spatific ledislation ov imnlementing regulatins-:.
Tonsideratinon of alternazive annproaches to Phase 11
innlementation have hno2en initiated,

Phas» III is still underwav zlthough the deadline for
filing new 2pplications has expired. In some respects
implementiia Phase III has been more difficult than Phase I.
The pro»lem of issuing titles to beneficiaries and providing

them necessary credit and technical assistance still exist.



Agrarian reform in El Salvador is prcceeding. It is being
conducted in the midst of violence, and neither the promotors
nor the participants in the reform are immune to the
consequences of the strife.

The reform's goals are visionary but cannot be evaluated

fairly until the mechanisms of the reform are in place and th

D

economic incentives and responsibilities of land ownership have

exercised themselves.
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THE BACKGROUND OF AGRARIAN REFORM

For tiny El Salvador, with 549 people for each of its
R,260 square miles (a greater population density than that of
India), land has an importance bheyond that known in the United
States. Wealth, income and occasionally survival have
traditionally been tied to land and access to it.

After a peasant uprising in 1932, (which was quickly and
violently quelled), the government began some initial efforts
at land reform. Until recently, the majority of thase efforts
Mave heen hased on voluntary sales of unwanted land to the
government.

In 1965, minimum wage legislation was enacted in an

ttempt to abolish the colono system under whict families
~orked on a hacienda for the right to live and gJarden there.
Landlords, who had found it advantageous to maintain many
colono families on their estates, evicted all colonog in excess
¢f their permanent lahor needs. The evicted colonos joined the
landless poor and lived around the estates in the rural areas
or movid to the cities where job opportunifies were also
scarce. A United Nations study reported that the number of
bauple without any access to the land iancreased from 12 percent

to 40 percent of the rural population between 1960 and 1975,



When reform-minded officers seized vower from General
Carlos Humberto Romero on October 15, 1979, thus ending 50
vears of military rule, they faced an inequality in land tenure
that was among the worst in the world. Ownership of land was
so hadly skewed that six families owned more land than 133,000
small farm families. They also faced the highest ratio of
landless families to total population in Latin America. Ren:al
was the dominant form of land tenure.

While the land reform will undoubtedlv correct the
disparities in incoms for some, others will remain unaffected.
Largely untouched will he those landless peasants who currently
work only during peak seasons. Fifty percent of them are
estimated to be unemployed for more than 2ight months out of
the year. Their hopes rest largely on development of light
industries, agroindustry and other non-farm sources of
employment.. El Salvador does not have enough land to support
itg ponulace at other than subsistence levels on agriculture
alone.

Thias report examines El Salvador's agrarian reform
program. 'Te report is intended to inform the reader about the
procegy and progress of the reform. It is not an evaluation,

nor doeg it present: recommendations.



EL SALVADOR'S AGRARIAN REFORM

According to the 1071 Agficultural Census, El Salvador “sas
2,098, 0N0 hectares of land within its national borders. There
were 271,000 Farm units containing 1,451,894 hectares of "lan
in farms", a census term for all land within the boundaries »=
farms including arable land, pastures, woodlands and buildinas.

Agriculture in El Salvador has two principal sub-sectors:

1. Export crops (corfee, cotton and sugar cane) are

planted on approximately 2C percent of the land in farms andg,

2. Basic grains (corn, Deans, rice and sorghum) occuny

ahout 31 percent. The remaining agricultural lands are in
pasture, forests, minor crops or idle. (See Table I).
TABLE I

Use of Agricultaural Land in E] Salvador

:
COMODITIES Hectares;/ Percent

Basic Grains:

Corn, bheans, rice, sorghum 455,000 31

Export Crops:

Coffee, cotton, sugar cane 285, 000 20
Minor Crops 40,000 3
Pasture Lands 410,000 28
Foreat Lands 260,000 18

Yotal in Agriculture 1,450,000 ha. - 100%

AT A—a -

1/ Rounded of the nearest 1,000 hectares.
Sources MBG/DGEA, Anuario de Estadisticas Agropecuarias, 1983,



Agriculture directly employs 45 percent of.the
2conomicallv active lahor force, and agricultural exports
generate 65 percent of the country's foreign exchange. It is
the agricultural sector which is most directly affected bv the
agrarian reform.

. Agrarian reform, zs envisioned by the GOES, has three
goals: (1) greater income equity, (2) expanded employment
opportunities in the rural sector and (3) increased and
diversified agricultural production. Redistribution of the
land and creation of viahle, oroductive agricultural
cooperatives and owner-operated farms are the objectives of =h=2
current reform.

Decree 154 (March 5, 1980) initiated the agrarian reforn.
Decree 207 extended the reform hased on the princiole that lanAd
should belong to those who work it and offers land ownership tn»
tormer renters ard sharecroppers. In addition *o land tenure
changes, complementary reform decrees nationalized the banlir~
system and the export marketing organizations for coffee and
sugar. The various decrees are intended to assure:s

- Compensation for the form.r owner:

= Payment by the new owners to amortize government

debts incurred in compensating former owners;
The rights of individuals and cooperatives to
private property.
There are three phases of the Salvadoran agrarian reform.

The phases differ in types of properties and individuals



affected by each, and each phase is implemented in a different
way and is at a different stage of completion. The three
phases potentially affect over 33 percent of the land in
farmsi/ and 50 percent of the rural poor populationg/. The
agrarian reform faces financial, institutional and political
challenges. JTc is being conducted in the midst of continuing
disruptive violence. Its success in terms of increased incaonmo
equity, and emploviment opportunities cannot be ohjectively
evaluated until the reform is completed and the incentives of
ownership have had a chance to take hold.
PHASE I

Phase I of El Salvador's agrarian reform began on March 5,
1980, when the GOES began axpropriating the proverties suhiec=
to Decree 153, the Basic Law of Agrarian Reform, which states.
"Land affected hv the present law is understood to be any
propevty within the national territory helonging to cne or m-~:
individuals, estates, or associations exceading one hundred
hectares for land classifications I, 11, I1Il and IV; and one
hundred fifty hectares for land classifications V, VI and

vt/

iz

L/ Assumes 1,451,894 ha. of land in farms (1971 Ag.
Census )

2/ Asgumes 2,202,700 as the rural poor population (USAID
egtimate based on Ministry of Planning data, 1980},

3/ Land classifications (USDA Soil Conservation Service)
are based on soil and topographic characteristics which
affect the productivitv and profitahility of agronomic
crops. Class I land is the most desirable for crop
production.



The property affected by the decree also included all
livestock, machinery and equipment permanently located on the
expropriated property, as well as fived properties which
constituted industrial, agricultural and livestock conplexes,
l.e. sugar mills, coffee processing plants, slaughter houses,
etc. In addition, holdings below the limit could be affected
if any one of the following conditions were not met : (1) land

A/
must be worked directly by its owners— ; (2) minimum
productivity levels must be maintained, (3) renewable natural
resources must be managed, conserved and protected; and (4)
lahbor and social security laws must he complied with. The
reform did not apply to land or property bhelonging to duly
registered agricnltural cooperatives and peasant community
organizatious. A freerme was placed on land sales of affected
properties, and owners were instructed to maintain their
machineryv and livestock herds.

Decrea 154 implemented the reform but stipulated that onlv

the property ot persons owning more than 500 hectares be

expropriated. At the time, this stipulation delineated the
major procedural diffevence betwean Phase T and Phase IT which
applied to land-holdings between 100 and 500 hectares in size
but which was not implemented. Further decrees have since

redefined the parameters and procedures associated with Phase

11,

4/ Thisg condition became the basis for Decree 207 which
anthorized Phage J17.



During Phase I. almost 300 landholders were identified as
owning single or multiple properties exceeding the limit of 500
hectares total. Each property belonging to one of these owners
was expropriated. There has been much confusion over the exact
number of properties expropriated in the reform of March 1980.

This conlusion stems from several sourczs, not the least
of which was the rapidity with which properties were
exproprizated in an attempt to prevent decapitalization and
counterreform efforts by affected owners. Adding to the
confusion is the ovroblem of defining exactly what constitutes a
"property . There may be several co--owners; subdivision of
land (dismemberment ) may have taken place; the vroperty may
congist of Aifferent lots (portions) in different places; or
the property may include land as well as agroindustrial
complexes, inventories, movable goods and livestock. When
there weve several co-owners, separate acts of expropriation
were recorded, adding to the difficalty of providing a simple
number of properties affected.

The agrarian reform process is continuing, and decisions
on expropriations have heen changed or are still peing reviewed
because of technical or legal factors or because of claims by
former owners. Finally, the conflict in some regions makes an
recurate and consistent accounting of what was expropriated

difficoult.



As of June 30, 1984, the most exhaustive inventory
indicates that 470 properties were acquired through
expropriation or sale during Phase I of the agrarian reform.
The total area represented by these properties is 220,000
hectares (15 percent of the land in farms). In addition, 11?2
properties had been acquired under pre-1980 reforms. Of these,
48 have bheen or are heing transferred to Phase III of the
reform. The remainder are organized as "traditional®
cooperatives or are farmed individually bv pre-1980 refornm
beneficiaries.

From the 470 properties acquired since 1980, 314
cooperatives have been organized. Because there is not a one
to one corresnnndance hetween the number of prooerties and the
numbet of cooveratives (or “productive units") more confusion
has arisen. Many of the same factors as mentioned above
explain the problem of determining the number of cooperatives
at anv given moment. In many cases, a cooperaﬁive may include
Yeveral properties or portions of several properties. In some
cases, the converse may occur when one rroperty (alone or with
portions of other properties) gives rise to several
cooperatives. Sometimes different components of the same
property are adjudicated in different ways with the land given
to a cooperative, the sugar mill given to INAZIUCAR (the
govermuent sugar processing and marketing organuization) and

the forest lands turned over to ISREN (the natural resource

\

institute). v



It is also difficult to obtain reliable information about
the cooperatives located in the conflictive zones. As of
November 1984, 36 cooperatives were reported abandoned or
worked only intermitantly due to violence, but this number
changes with the changing tides of the conflict

The beneficiaries of Phase I are the estimated 188,1545/
individuals who had previously been associated with the
expropriated properties as resident labhorers (colonos), small
renters or sharecroppers (eight percent of the rural poor
population). These former tenants were organized into

vy

production cooperatives (with elected leaders) ziiuivle to

recaeive title to the reform land and properties.

The Role of the Salvadoran Institute of Agrarian Transformation

(ISTA)

ISTA is the Phase I agrarian reform implementing authoritv
in El1 Salvador. In fulfilling the goals of the agrarian reform
ISTA has four major roles: (1) land acquisition, (2) temporary
co-management until cooperatives hecome organized and capable
of gelf~management, (3) land adjudication and (4) coordination
ot inputs and technical assistance provided by other government

organizations.

&/ MAssumes six persons ver rural household.

-t
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During‘the Phase I expropriations, ISTA officials notified
(either in person or by public notice) the owners identified as
holding land in excess of 500 hectares that their land was to
be acquired. ISTA officials took physical possession of these
properties with the support cf the Armed Forces and
expropriated those over 500 hectares.

For those properties acquired by ISTA, a title w;s
prevared, and the property was transferred to ISTA. ISTA holds
title to the properties until the titles are transferred to the
eligible beneficiary cooperatives and communal associations.

ISTA i3 also responsible for supervising the care,
management and productivity of Preperties acquired by the GOES
in earlier refsrms and through voluntary sales. For purposes
of credit and technical assistance delivery (as well asg some

Statistical reporting;, the GOES often refers to a consolidateqd

reform sector which inclddes the Phase I reform sector and the

112 properties acquired hefore Decree 153 was implemented
(sometimes referred to as Decree 842 properties).

Regserve Rightg

The 100 and 150 hectare limits (applied to Class I-IV and
Class V-~VII land respectively) constitute the former owner's
“reserve right®, The reserve right entitles the owner to
retain a portion of the land to continue farm operations. If,
at the time of acquisition, the GOES finds the owner has |

maintained or increased productivity or otherwise improved the
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property, the owner's reserve right may be increased by 20
percent, a move intended to discourage decapitalization and
reward investment.

Owners had 12 months from the date of expropriation to
file a claim specifying which land and assets were to be
included in the reserve right. The owner was obligated not to
claim land or assets which wculd debase the remaining land's
potential as a producing unit. Reserve right claims were filed
with ISTA which has final authority to arbitrate and grant
reserve rights,.

Former owners had filed 271 reserve right claims by
November 1984. One hundred, f£ifty-six (156) claims, coverina
14,000 hectares, have Mbeen granted. One hundred, six (106)
claims have been renounced by former owners, and nine claims
are heing negotiated and processeAd.

Compensation

Decree 153 provides for compensation to be paid to the
former owners of properties acquired by ISTA. Once 1ISTA has
posseysion of the land, the amount of compensation Aue the
former owner and the method of payment are determined.

The former owner's compensation was to be the gimple
average of the propertv's declared value on the owner's 1976
and 1977 tax declarations. For various reasons, compengation
has not been as gimple as envigioned. Tax declarations have

been missing, and in some cases, altered. The gtrategic
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behavior of owners in 1976-77 led some to underva.’ue their
property to avoid taxes. Other swners overvalued their
Property as the basgis ¢f bank loans or because they anticipated
the reform and its compensation scheme nagsed on declared values.

Capital improvements made after 1977 and adjus .ments for
reserve rights are also considered when determining the final
compensation amount. Verifying and valuing the capital
improvements and determining the reserve rights have delayed
compensation to former owners. Simply locating and certifying
the necessary documents for compensaticn is an arduous task.

When tax declarations or other documents are not
available, the former owner declares s value which is then
approved by I1STA or rejected with a counteroffer. Total Phase
1 compensation is expected to exceed $280 million in cash and
bonds. As of November 1984, 53 percent of this (4161 million)
has been paid out for 256 properties.

Method of Paymen*

The method ¢ compensation payment (cash and/or agrarian
reform bonds) Aenends upon the size and type of property
expropriated. All Phase I lands (and Phase II land offered for
sale and subsequently purchased under Phase I) were paid for
with agrarian reform bouds only. Livestock and machinery were
pald for with 25 percent cash and 75 percent bonds. Asg of

November 1984, $9,377,000 have been paid in cash.


http:underva.ue
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Agrarian reform bonds are issued in three series depending
upon the type and utiliration of the property they compensate.
Series A Preferential Bonds (five year-maturity) are issued for
the portion of livestock and machinery noi. compencsated for in
cash. Series b bondsg (20 year-maturity) are issued for land
and fixed capital to efficient owner/operators; Series B bonds
(25 year-maturity) to less efficient cpecators and Series C
bonds (30 year-maturit,;) to owners of uncderutilized, rented or
abandoned properties).

The agrarian reform bonds pav 6 or 7 percent interest an?
the interest and capital cepresented “v them are tax exemnt .
Decree 220 lists various uses of the agrarian reform bonds
which are authorized in order to enhance rheir acceptabilitv.

1, Acceptance at 90 percen® of the nominal value for
payment of custam duties or other direct taxes.

2. Acceptance of mature coupons (i.e. interest payments )
at their nominal value tor all kinds of taxes.

3. Acceptance at their nowminal value for inheritance
taxes, gift taxes, ov as bail.

4. Acceptance as a percentage of guarantees for financi-g
by rational financial institutions of industrial,
agroindustrial, agrochemical or rural houging
activitiey.

ha of November 1984, $151,467,000 in bonds have been
lgsued and a small but growing market for the bondy is

Aeve loping .



=

Titling and Debt Kepavment

Once the forme:r owner's reserve rights are settled and
compensation has been paid, the cooperative's agrarian debt is
estahlishned. The agrarian debt for each cooperative equals the
compensgation vaid the former owner (subject to anv pre-~reform
emcumbrances ). EBach cooperative is expected to retire the
agrarian reform debt on its rroperty. The debt bears interest
charges of 9.% pnercent per vear, and repayment is spread ov=r

20 to 30 vear: depending on the tvme of bonds igsued to the

cr

former owner.

Equating the cooperative's dent with the compensation paid
to the former owner has iei to some problems. Because the
former owner's compensation is reached bv neqgotiating from
deciared values, the final compensation amount (and thus the
cooperative's agrarian debt) may or may not bear a relationshinp
to the precductive capacity of the land or the ability of the
cooperative to eventually repay its debt.

During 1984, an analysis of the debt stwucturce of the
cooperatives was conducted bv A.I.D. consultants E/, They
found the debt faced by the cooperatives consisted of three
components: (1) the agrarian debt incurred for the land and
other expropriated assets, (2) the "ISTA~BFA Cartera” which was

emargen.y production credits loaned to the cooperatives in

6/ “hnalysis cf the Agrarian Debt of Phase I Agrarian
Peform Cooperatives in EiI Salvador"”, "obert R. Nathan
Asgowiates, Inc., October 1984.
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1980, and (3) accumulated production end investment loans which
have been "rolled-over" since 1980, The total debht (principal
and interest) Ffacad hv the cooparatives was estimated to be
4800 million of whichi the agrarianp debt accounts for 87.4
percent; four percent fnr the "ISTA-BFA Cartera"; and the
remaining B.5 percent in accumulated loans. The consultants
concluded that the total annual income of almost 75 percent of
the cooperatives is barely sufficient to meet the service
pavuents cn their current hank debt (production and investment
loans), and near.y 95 percent 4de not have, as of November 1041,
the financial capacity to cope with the total annual debt
service pavmen.s. Alternatives asg to how to deal with the
unmanageable portion of the cooperatives ‘debt are being studial
7/
by the GOEs-", 157TA may administratively change the
repayment terms (interest rate andg repayment period) but is
regtricted by law fromnm dlsassociating the amount of debt from
the amount of ccmpensaticon.

After a cooparative's Zewt has been established, final
negetiations hetwean the cooperative's board of Airectors an-
ISTA are completed, and the land transfer title is executed.

Fil fty-seven Phage | cooperatives have iteceived titles and have

made at least some payments on their agrarian reform debt.

7/ ISTA may grant grace periods of up to three years on
tre first repayment of the agrarian debt. However, the
grace period for most cooperatives will expire in 1985,
and they will bave to begin making agrarian debt payments.


http:fi.nanc-i.al

Legal and procedural complexities of
limited the number of titles issued,

making agrarian reform debt payments
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gstatus in the titling process.

Table II summarizes some of the

I's progress as of November 1984,

the agrarian reform have
but many cooperatives are

irrespective of their

important facets of Phase

TARLE II
Status of Phase T Progress
Ag of As of As »f !
' PHZ 5E I 3/30/82 12/25/83 10/25/84 ,
! !
.[
Total No. of Properties
Affecredl/ 426 42¢ 472
Estimated Divect
Benef. 34,728 31,359 31,359
Total Benef.’/ 08,363 188,154 133,154
Land Area Affectad
! (Acres) 554,310 520,400 *, 290
Properties Commensated 20 03 56 -
Total Compensation
Paid (U.S. Dollars) 5,128,774 125,878,132 160,803,696
= Compensation paid
in cash 5,127,454 9,749,572 , 377,058
=~ Compensation paid
in bonds 50,001,320 116,128,560 151,456,640
Titles lssued to Coops. 4 4, 57

1/

2/

Doess not includa the 112 pre
Agsumey six persong e

~retform held by ISTA.
rural household.
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Income derived from each cooperative's production and
sales is to he used for the following purposes, in order of
priority:

l. Payment of loans for production and operating

expenses, including wages.

2. Payment on agrarian reform debt and ovher obligations

.£to ISTR.

3. Development of social programs benefiting the members'

compunity.

4 Cevelopment of other productive projects.

Any surnlus 135 to e used to constitnt> a legal
reserve or provide for educational, social and capital funds.

To insure that this prioritv is maintained, the reform --<
a built-in collection mechanism known as "restricted
Accounts."” st export crops are sold to government
monopolies: sugar cane to INAZUCAR, cotton to COPAL and coffen
to INCAFE. Basic grains are marketed through IRA, the National
Food Zupplvy Institute. These entities take in the farm
producs; ‘ecord the weight, measures and quality; and issue =
voucher to the cooperative. The actual moaey is later credit?
to a regtricted zccount at the bank which lends to that
cooperativa. The bank has a record of the cooperative's tmtal
debt ani. in turn, pays the creditors according to the legal

prio.itias.



Delays by the marketing organizations in selling the
cooperatives' products and creciting their accounts, as well s
delays in the required ISTA administrative approval for all
withdrawals from restricted accounts, have increased the
financial uncertainties faced by the cooperatives.

Production Credit

Production and intermediate credits are egssential to the
success of El Salvador's agrarian reform and the reform's
cooperatives. At the same time that the reform was announced,
the GOES alsc nationalized banking and some credit institutions.

In Auqust 1980, the credit responsibilities for the Phase
I production cocperatives weve dividend 1MONg ten commercial
Janks, three national credit institutions and the Agricultural
Development BRank (BFA),

Aiditionally, approximately $230 million 4dollars in
start-up operating funds (the "ISTA-BFA Cartera") was advanced
to ISTA in 19RO hv the Central Bank through the BFA. These
funis were dispersed to the cooperatives, have not been repa:i-=,
and may eventuallv constitute a social cost of initiating the
reform. However, ISTA has since cancelled its chligation to
the BFA from the sale of reform bonds.

During the first year of the reform (1980-198%1 Crop year),
225 Phase | cooveratives received $105.6 million of credit,
primarily loaned through the BFA, Credits to the Phase I
coopevat ivey ware divided into $972.2 million for production

(short~term) credits avd 412.8 willion for invesatment
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(lonc;-term) credits. After the 1980-1981 crop 'rear, 141 of :he
Phase I cooperatives (55 percent) had delinquent accounts which
totalled $13.4 million. Of this amount 310.3 million was
rescheduled to the 1982-1983 crop vear and $3.1 million was
consider=ad uncollectable.

During the 1980-1981 crop year, the BFA was the primarv
lender to the reformed sector, making $61.5 million ($48.7
million in production credits and $12.8 million in investment
credits) availahle to 77 Phase I cooveratives. Seventy-five of
the cooperatives assigned to the BFA had delincuent acoounts
totalling $8.1 million (all of which was rescheduled) fo. the
1982--19873 araon vaar,

In the 19R1-1982 crop year, the reform sector (756 Phase I
cooperatives) raceived $74 million ($71.9 million in production
credits and $2.1 million in investment credit). At the end of
that year, 153 of the Phasa I cooperatives (60 percent) had
delinguent accounts which totalled $16.4 million ($9.2 million
uncollectable and $13.5 million rescheduled to >382-1983).

The BFA loaned $15.3 million ($13.2 million in producti-=n
credit and .2.1 million in investment credit) to 78 reform
gector cooraratives in 1981-82. Fifty-two of the cooperatives
had delinguent accounts totalling $4.1 million ($0.6 wmillion

uncollectable and $3.5 million rescheduled to 1982-1983).



In the 1982-1a83 CTOP YeAar the reform sector's programm.
share of credit available to the agricultural sector wasg $127.3
miilion dollars of which $88.0 million was programmed for
production credit, $14.8 million was Programmed for investment
credit and $23.3 million was programmed to cover the
rescheduled delinquent accounts of the two previous years
(310.3 million from 19R0-1981 and $13.5 million fromp
1981-19R2). 3v June 130, 1982, approximately $100 million
dollars (7R percent of the reform sector's $127.3 million.
programmed credits) had neen Approved to 251 Pr-ge I
cooperatives. Twentv-one million dollars of this amount was
approved through =he RBFA.

The financial svstem's lending to the agrarian reform
cooperatives in 1983-84 continued At levels similar to those o=
khe 1982-83 crop vear, Almost $24 million in delinquent
accounts were rescheduled fronm previous years. Lending to the
cooperatives totaled $100 million in the 1983-84 Crop year wi--
the BFA providing #20.5 million of that amount. Lending to ~ha
cooperatives during the 1984-5§ “TOp year 1s projected to tota’
$110 miliion. The BFA'sg portion of that amount will be $30.6
million. The BFA's share of total lending to the agrarian
reform cooperatives hasg increased as its cooperative clientele
increased from 100 cooperatives during thz ;983-84 Crop year <o

129 a year later.



In late 1984, the Salvadoran Central Reserve Bank provided
$18.5 millicn in a refinancing line for overdue agricultural
debts accumulated by Phase 1 cooperatives since the beginning
of the agrarian reform. The terms of the credit line permit
banks to refinance outstanding debt for eight years at six
percent interest. 2 terms of the lira permit banks to refinance
debt for =2ight vears at six percent interest.

Technical Assistance

A naticnal organization of reform cooveratives, the

Tederacion Salvadorana de Coomeratiras de la Raforma Agraria

(FESACORA} "as been formed to raprasent the general interests

D

of the cooperanivas. FESACORA is investigating several
alternatives Zor nroviding increased technical and financial
assistance "o <he Phase [ cooperatives. Its zcnal

organizations, Consejo de Dirigentes Zonales (CODIZQ), offer

grassroots training, joint purchasing opoortunities and other
assistance to the cooperatives.

The Ministry of Agriculture has recently undergone a
reorganization to more effectively provide research and
extension services to cooperatives.

The National Center for Agricultural Technology (CENTA) is
the rasearch and extension branch of the Ministry of
Agricultuvre.  In additional to responsihility for the national
agricultural research agends, CENTA extension agents provide
on~farm technical asgiscance to all sectors of Salvadoran

agriculiure with gpecial emphasis on reform beneticiaries.



The National Center of Agricultural Training (CENCAP),
part of the Ministry of Agriculture's educational services, was
founded in 1976 and is training both technical assistance
agents and cooperatives members. There are eight regional
training centers either operating or under construction.

CENCAP and the extension components of other MAG divisions also
affer on-farm <—ourses for technicians, pronmoters, accountants :

and farmers.

Phase I Production

Throuvghout the Salvadoran agrarian r=form emphasis has
seen placed on maintaining agricultural production. The
incomes of the Phase [ heneficiaries, the agricul=ural expor:
income of the nation and, to a large extent, the success of <™=
agrarian reform depend upon the ability of the Phase I farms =0
maintain production even during the disruptive process of
chanaing ownership and management. However, several factors
complicate attempts to measure Phase 1 production progress, 2173
static indicarors fail to reflect the dynamic nature of El
Salvador 's agrarian reform. Phase 1 has evolved during its
implementation, and its procedures and parameters have becon2
jeas A4dstinct as the plan has become a reality.

It is difficult to measure precisely how well the Phase I
farms zre producing because comparative, time-series data ar2
hard to develop and analyze, especially now that it is

necegsary to distinguish between the reform and non-reform



sectors. Definitional changes also impair comparability. With
technical assistance from AID, the GOES is improving its
capability to monitor and measure agrarian reform sector
pregress and production.

Numerous Phase I farms sit squarely in areas of
mi.litary/guerrilla combat, especially in the Departments of La
Union, San Miguel, Usulutan, San Vicente, La Paz, Morazon,
Chalatenango and Cuscatlan. The result is that upwards of 50
farms have been abandoned at least temporarily over the years
and many have not returned to operations as cooperatives. s
ct November 1984, ISTA reported 18 completely abandoned Phase I
farms.

In addirion to the 18 farms, the Office of Planning and
Evalution for the Aqrarian Reform (PERA) estimates that another
37 cooperatives arc in areas through whicih the military and =-a
guerrillas conduct operations. Any of these may have to be
abandoned at anv moment. An estimate of the value of crops
lost on the 18 abandoned farms is close to $2.7 million (2.5
colones = $1.00 U.S.). The Crop losses represent a substantial
proportion of the value cf reformed sector production: 7.8
percent of the sorghum, 7.3 percent of the rice, 5.2 parcent of
the corn and 5.1 percent of the cotton, plus smaller losses in
sigar cane and beans.

Export crops like cotton, coffee and sugar cane haQe been
hard hit. Cooperative members, as well as private producers,

have been warned by the gquerrillas not to plant export crops or



have been charged "war taxes" in cash or produce for areas
planted. Equipment has been destroved and workers threatened,
kidnapped and killed.

Cotton is especially susceptible because it needs timely
applications of pesticides applied by light planes. Spray
Planes are easy targets because they must fly low and slowly.
Thirteen crop dusting planes were shot down in 1982, and
although the Armed Forces have emphasized security around the
cooperatives during critical periods in the agricultural cron
cycle, losses continue at disruntively Wigh levels. The exra--
of the reduction in cotton production, as well as other exncrt
crops, 4-e to threats and violence is difficult to measure a=.
addg to the econowmic uncertainty faced by all agricultural
oroducers in El Salvador, including reform beneficiaries.

In the case of sugar cane, the fields of drying cane are
2agilv destroved hv fire. To deal with this, harvests are
bagun eariier than usual. When cut early, the care is less
dry; but the sugar content is lower, reducing production.
Degpite these problems, progress is being made, and the Phas= I
farms ave continuing to produce significant amounts of basic
grains and export crope.

Table 171 shows the total number of hectares planted by

commodity on the Phase I cooperatives during the 1980-81

through 19R83--84 crop years.
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TABLE III

Total Hectares Planted by Commodity on Phase I
Reform Sector Cooberatives
(1980/81 through 1983/84 Crop Years)

1980/81 1931/82 1982/83 1983/84 Percent
COMHMODITY Change
(80-83)
Basic Grains
Corn 15,200 16,000 8,900 6,800 -54.%
Beans 5,300 4,200 2,600 2,300 -54.0
Rice 3,300 4,100 3,000 2,600 -13. 2
Sorghum 5,200 3,000 1,700 1,300 -74.0
Exvort Crops
Cotfee 21,800 19,000 19,300 19,900 -14.1
Caotton 19,6300 19,100 16, 200 13,600 -32.0
: Suga- 10,500 11,000 12,800 13,900 26.3
TOTAL 21,000 76,400 64,500 59,400 -26.6

Source: MAG/DGEA

The Phase I reform sector cropped 21,5600 fewer hectares (3
26.6 percent decline) from the 1980-81 crop year to the 1932-134
crop Year. This decline occurred despite an increase of
hectares planted or the cooperztives located in the two
agricultural regions of western El Salvador. Offsetting that
increase was a comparatively greater decline of hectares
planted on the cooperatives in the less secure eastern regions

af the country.




Other factors contributing to the decrease were low wor L.l
prices, a shortage of farm equipment, a lack of timely credit
and the decisions made by some cooperatives to change their
crop/enterprise mix.

Table TV shows comparative vields (tons per hectare) by
commodity between the nation as a whole and the Phase I reforn
sector cooperatives during the 1980-81 to 19823-p4 Crop years.
The Phase I reform sector cooperatives' average vields compare
very favorably with the national average vields. Average
vields can reflect manv varianles: management, soil fertilixz--,
cultural practices, availability of timelv credit and the
“agaries of weather. There is little doubt that the credis --°
technical assistance prioritiesg civen to the Phase T
cooperatives have halped them to maintain their average vyielis.

While hectarage planted and average yields are importan-
determinants of the amount of total product eventually
harvested, thev alone are not saffician® Lo demonstrate the
importance of the Phase 1 r=f-5rm sector cooperatives'
contribution to El Salvador's agricultural production. Tabla °-
shows agricultural production for basic grains and export cr- --

in El Salvador for the crop years from 1980-81 through

1983-84.. The table shows E1 Salvador's national production
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¥hase ! Retorm Sector/National Agricultural Average Yielas

TABLL tv

tn Metric tons Per Hectare By Commodity

Source:; HMAL

{ 194U/ 198} through 1Y83/44 LUTtop Years)

136U/ %6 Urop Year

tyg 1/ I1Y89Z Crop Year

182/ 1983 Crop Yesgr

L1983/ 1984 Grop Year

. —— o
swe: The cror yiar funs Trom April T throun)hi Mareh 31 of

Reform Reform Reform Reform

COM~ National Sector Natlonal Sector Nattonal Sector Nationatl Sector
MODITY (3T TONS/ (MT TONS/ {MT TONS/ {(MT TONS/ (MT TONS/ (MT TONS/ MT TONS/ (MT TONS/

HECTARE} HECTARE) HECTARE) HECTARRE) HECTARE)Y HIECTARE) HECTARE) HECTARE)
Grains
Corn 1.74a 2,92 1.79 2.27 1.72 1.96 1.81 2.83
Brane ,A8 .75 .76 .98 .68 77 74 .95
Ri-e 3,57 3.00 3.59 3.33 2.84 2.35 3.36 5.39
|
|
Sorghun [ 1,77 1,16 1.38 .88 1.02 1.10 1,96
Ex/Crop
Coffen i.01 .84 .85 1.05 .74 1.24 b4 .89
ol ton 1.9 2.1 I 2.0 200 2,42 2.08 2,27
Sunare ER 3.65 1,51 3.6 3.80 3.132 3.47 3.77

the tatlbawlas A~al it o0 -. -2



TABLE V

Phase T Reform Sector/National Agricultural Production In Metric Tons By Commodity
(1980/1981 through 1983-%4 Crop Years) Saurce: MAG

b —

1980/1%81 Cregp Year 198171982 Crop Year 198271983 Crop Year 1983/1984 Crop Year
Reform Reform Reform Reform Reform Reform Reform Refor
TO4—- Natrlonal Sactor Sector Harienal Sector Seetor Nati{nnal Sector Sector Natfonal Sector Secto
MODITY {MT TONS ) {MT TONS) b4 {MT TOHS) (MT TONS) % (MT TO'S) (MT TONS) (MT TONS; (HMT TONS) %
Qrain
forn 524G 354 44 455 g 494 500 316,364 7 409,091 17,409 4 437,864 19,273 4
{

Beans 45,555 3.955 3 37,318 ", 136 11 37,727 2,000 5 14,727 2,182 5
Rice 60 ,0GG it,182 17 42 540 13,636 4 31,818 7,045 22 42,727 8,818 21
Sorghum 138 227 227 7 134,091 4,336 3 104,545 1,727 2 121,682 2,545 2
Fx/Crop
Coffee 186,091 1B 36é 10 157 ,955 20,000 i3 137 ,409 23,955 17 118,182 16,818 14
Cotton 115,545 44 136 38 112,000 38,818 15 ' 103,182 40,864 40 76 ,3h4 30,909 40
Sugar 20,136 B2 473 S, 39,7055 0! VDAY 42,415 36 Vit 773 90,304 37




and the portion of national production attributable to the
Phase I reform sector. The importance of the Phase I reform
sector's contribution to the supply of basic grains and export

crops (14 percent ¢f the coffee, 40 percent of the cotton and

n

37 percent of the sugar cane in the 1983-84 crop year) is
evident. Production of all agricul. .ral commodities except
sugar cane Mas decreased in both tie reform sector and for the

nation as & whole. This trend is particularly true for the

N
U

basic gr.iins where national production has decreased 16 percent

B
(

for corn, 9 percent for beans, 29 vercent for rice and 12
percent for sorchum.
PHASE II

Phagse T1 nf El Salvador's agrarian reform orogram is
authorized in Decree 154, »ut Phase II was not implemented “v
the GOES at the same time as Phases [ or III. The
expropriation of Phase 1T farms (approximately five times the
number ~f Phase I farms) would have required administrative,
finﬁnciaL And pe2rsonnel requirements beyond thosz availabla Lo
GOES agencies. According to Decree 153, conpensation for
expropriated Phase 1T properties would have been paid 25
percent in cash and 75 percent in agrarian bonds. Livestock
and improvaments would be paid 100 percent in cash. &t an
egtlm ted vslue of 41,500 dollars (U.S.) per hectare, this

would have necessitated a large cash outlay by the GOES at a



time when it had a large deficit, and cash requirements for
production and investment credits to Phase I and Phase ITI
(Decree 207) farms were immediate.

The manpower requirements of ISTA to expropriate the more
than 1R00 Phase IT farmsg, organize the beneficiaries into
cooperatives and co-manage those cooperatives (as well as
existing Phase I cooperatives) were beyond I[STA's
capabilities. All 30ES agencies providing technical services,
crucial to the success of the raform sector farms, were
strained meeting the needs of Phase I ani Phase III farnms.

The inmplementation of Phase I1 was clarified somewhat hy
passage of the new Salvadoran Tonctitnton in December 19873, ==
iks full impact 15 as yao uncaown. °reviously, according -

Decre:

i

154, the oroperties affected by Phase 11 were to have
been those helonging to owners who aeld from 100 +o 500

criteria of properties

®
6]
rJ-
IS
0]

hectares of land. Howaver, th

rt
g

affected was changed hv Article 105 o "2 Constitution to
permit individuals (covporate or private) to own up to 245
hectares each.

The potential impact of Phase II has bheen dampened
somewhat by the transfer of Phase I1 lands under Phases I and
TIl. Approximately 11,000 “ectares of potential Phase T1 1an3
were purchgsad by ISTA through voluntary s&lﬁﬁ during Phasa [.
Almost. 13,000 hectares of potenftial Phase 11 lands have been

claimed by beneficliaries of Phase III undev Decre= 207, Usin=g



data contained within the 197] Agricultural Census, it has been
estimated chat under the new size criteria authorized in the
Constitution, approximately 21,000 hectares remain to be
distributed under Phase 17.

Despite the clarificutions made by Article 105, the
mechanism for implementing Phase 1I is as vet poorly define?l,
but it s envigioned that it will relv on a free market eaonT ik

(with sone limitations). Each individual owning more than 24

i

Rectares will have three vears (until December 1986) to dism~=a
of their exzess or “ice 2xprooriation without comnensation.

n the —~~--- -

f=ie

Individuals avae free to disnose of their nrona

oy

ey

’
)

and manner in which thay see fir, although some ~estrictio-s

33las o relatives will Ra imnased and same Mechanism for

insuring 2ccess to the land DY canpesinos will likely be

developed. It is expected that after a new Zonstinent assen-lig
is elected in 1985, the issues needed to clarifv and implemna-=

Phase TI will Ye dehated and Ao fined.

The rnumbar o€ potenitial henz=fisziaries of Phagse I1 dena- -

on the gquantity of land which is eventually redistributed.
Bgssuming 1.5 hactares per Airact heneficiary (the average sizz
f Phage 1717 holdings), there are estimates of 12,25 direct

beneticiaries, The farms affectad by Phase 11 are Aistributa.

LA

fairly evenly throughout the four agricultural regions of =1

Salvadov, The crops they produce include bagic grains and
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2Xport sector commodities. Export sector production could be
particularly affected by Phase II sipnce it is estimated that
13.5 percent of the sugar cane and 30 percent of the coffee and
cotton hectares in production are on potentially affected Phase
IT lands.
PHASE IIl

Decree 207, enacted in April 1980, by the Government of E1l
Salvador established Phase III of El Salvador's agrarian
reform5 .

Phase I11 allows farmers who had access tn land on May A,
1980 to file application for preferential rights on up to sc-.n
hectares (17.5 acres) o¢ the land they rented or sharecropn- ®
and thus hegin the process of 2stablishing secure -swnershin
vights cto the Landg/, This is an important 4ifference
between Decree 207 (which is »ased on the type ot tenure

arrangement between landlord and tenant) and Decree 153 (whi-=N

lg based on tr: total rumher of hectarss hald by A single

swner). Phase 11l defines rental (and lease/purchase)
agreements broadly to cover: (1) written and verbal agreements,

(2) payments in cash, crop or service and (3) arrangements

8/ Tuplementation actually began in March 1981, with the
commencenent of activities by the National Financial Institut: for
Agricaltural Lands, FINATA, the Decree 207 implementing entitv.

%/ Fventual title to the land ohligates the new owner to teoay the
Government the determined value of the property.



wherehy the renter plants a different parcel each vyear rather
than the same parcel. The application period for Phase ITI was
extended three times and expired in June 1984.

Phase Ill also frees 2l1gible beneficiaries from further
re2nt payment to their former landlords, greatly vrestricting and
modifying the practice of indirect land exploitation in El
Salvador (as requiraed by provisions of the Basic law of
Agrarian Reform in Decre: 153). 1If the tenants do continue to
pPAay rent and obtain a receipt, the amount Paid 1s £o he
deducted from their future Amortization pavments, as well as
from the —omooensav.on paid Lo the former owners.

Granting ownershion ri7hts to the former tenant and frening
the former tenant from -he hHurden 2 pavinag the lanilord (-
cash, <rop or labor) are ir ended to initiate A charin of
degirahle avents. By making a modest, Llong~term amortization
payment to the government (to cover the cost of the land)
lastead of rant ko the landlord, it is intended that family .

0/
income will increage—"_ Increased income will he invested
in improved sagrionltural inputs, leading to increased vyielis
(especially »f bhasgic graing which are the primary crops grown

on rented lands) and het. ar family nutrition. Diversification

.....

LN/ Even in caseq where rent was paid in Labor, it is exresrad
that access to the land and freedom from the obligation to
apend time working for the landlord will make available
opportunities for increased family incowme.



into export and cash croes such as fruits and vegetables, as
well as soil consecrvation practices and permanent housing, are
long-term potential benefits.

Decree 207 Proverties aad Beneficiaries

Because tenancy is found in many kinds and sizes of farms
in El Salvador, i: was A1fficult to determine the number of
properties and parsons botantially affectasd "y Decrree 207.
Propertiaes of any size which wera indirectly exploited were
subject to Decraee 207.

There were discrepancias in estimates of the number of
hectaras potentially affected under Phase ITI. T™e most recan-
astimate is that 198,500 hectaras (14 pPercent of the land in
farms) could Mave heer affamtad. This figure incliuies renta.

lands on propartiasg subject to Phase II and land on some ISTA

1]

operated "traditional” cooperatives which have been broken un
and parceled out under Phase IIT.

It was eaually 4ifficult ko estimate the numbher of
potential Decree 207 hanpeficiaries. Estimates ranqg=1 “ron
60,000 to 150,000 patential naeneticiacies, “ERA conducted = -
extensive survev of the courtry which estimated that Decree
207  could have created 117,000 potential heneficiaries. Thisg
19 the most widely accept=d (igqure for potential Phase II11
beneficiacies.  Asguning the PERA 2stimata Lo he correct,
approximately 55 percent of pevsons eligible unde. Decree 207

Nave avplied for land.



There are several reasons why some renters may have no:
filed claims despite Decree 207's provisions: (1) to some
farmers who have traditionally rented land, longstanding rentzal
Agreements represent an assurance of their access to the rented
parcel and their opportunity to earn income from it; (2) some
landlords nave inlimidatea Lenants or coerced them into not
applying for =heir rented lands; (3) some tenants rent from
friends, family members or their economic pesrs and feel
obligated not to claim these parcels and (4) some potential

D)

Jenea

Th

iciaries are unaware of Phase IIT or live in insecure
areas where ilmnlamentaticsng as Ha2n A155icult.
Mach of the land ransa? 12 2V S3lvador (and subject to

Dacree 207) is o9 noor ~alisy and/ar on steen, 2rosion »nvo -

\D
r
oy
-
u

hillsides. Desoit “nese rental parcels nroduce more

than 50 percent of the combined cori, bHeans and sorghum
produced in El Salvador and constitute an important source o<
domesti~ foodstuff. Th» averaga si=e ~% parcels is estimats’

to be 1.6 hectares (3.% acres).

Imolementation of Decree 207

The Financiera Nacional de Tierras Agricolas (FINATA) is

the implementing agency responsible for fulfilling the
provigiong of bDecree 207, FINATA was establigshed in Decenbe -
1980, ana it scquived the small staff, $4.0 million in cash

asgety and a $4.0 million bonding authority from COFINTA (a now



obselete agency that ha:d been charged with financing =he
purchase of land parcels). FINATA presently has 504 permanent
and 300 temporary employees in 14 field offices throughout the
country. Until June 1984, FINATA emplovees concentrated on
locating potential beneficiaries, explaining the filing
procedures and taking initial applications. Since the
expiration of the filing period, FINATA has been reassigning
personnel and resources to concentrate on completing the
titling procedures.

As the implemanting Agency, FINATA is charged with: (1)

ol

promoting Pasze TTII, (D) 5T20aring renter claim application

forms, (2) issuing nrovisisnal ritles, (4) obtaining the

affected land Z-om “he awner, (5) Aetermining anl naying So:- s

owner compensazion, (&) verifving titles and Dreparing new
deads, and (7) a2stahlishing the amount nf the former renter's
Agrarian de»t and payment. Unlike ISTA, FINATA is not charc=®
¥ith co-managaman- raanonsihilities or with providing techn:

s5ervic

35 to moew noynaevg,

1}

I

Ins

is impor<ant to notz2 that unlike Phase I which was
initiated " GOES 2Xpropriation, no action takesg place unde-
Phase IT1 until the renter iritiates the clainms orocedure.
Tis design feature, in an environmental nf threat and
violenve, seariously impairs the “self implementing” aspect o<
Phage 11X originally envisioned. The preparation of

application Jdocuments, carried out in the FINATA field offi-=s

’



R 4

begins a multi-step procedure which leads to issuance of a
definitive property title to the Phase III beneficiaries. (Saa
Table VI). The first four steps of the procedure, conducted =+
the FINATA field office, lead to the issuance of a provisional
title. The provisional title assures the former renter of the
tight to cultivate the land and reap full henefit of the
harvest. The provisional title also provides the former ren-er
with easiar access tc che BFA fov production credit financing.

By November 1984, a total of 79,137 applications had been fileAd.
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10.

11.

12,

Mote:s
are completed,

TABLE VI

Steps in Implementing Decree 207 (Phase IITI)

Administrative Steps

Identify tenants who have the lecgal
right to claim a particular varcel
of land;

Identify that parcel and prepare a
legal description;

Identify current owner;
Determine the land's value;

Negotiit=2 agreements or admins~
tratively re=solve any disputes;

Record the action into the cadas-
tral svystem;

Register this transaction in tha
land registry records;

Issue a provisional titles

Publicize these provisional trans-
actinns tn noatify athar who heliave
they have »iaghts ko <he afFs0mn3
land, providing an onportuanity <o
contest it;

Oven account through which the hene-
ficiary will make amortization pay-
ments and pay applicahle taxes;

Egtablish records to compensate for-
mer land owners; and

Yssue honds and make cagh pavments,

The Process for the Tenan

1. Application filed
receipt issued.

2. Receive provisinonal
title.

3. Receive defiqitiva
title.

The provisional title may be issued before steps 4 th=ouyh 7

However, before the definitive title may be issued,

all the remaining steps must be done, including field inspections to
complate the necegsary verifications.

Sources ALD, "lmplementation of the Program"”, March 30, 198].



Title and Debht Repayment

Once a provisional title has been issued, a set of
actions, approvals, notifications and registrations are
required to complete the titling process. This involves
detailed searches of tax and registration documents, field
visits to locate the parcel on the basis of aerial photographs,
soil classifications to establish the purchase price and
signing of official Aocuments bv the former renter and previous
svmer (if present). 2Adjoining owners and the former owner muiss
Also sign documents verifying the parcel's location. A
geparate document records soil classification anA topographical
information, and a socio-2conomic profilzs of the naw owner 13
undertaken Lo provide the hasis for individual ecradit plan-.
Iegal procedures to compensate the former owner and determine
the new owner's mortgage and annual nayment complete the
process.

Payments to amortize the new owner's mortgage which is
equal to the Zorzme2vr owner's compensation are to be made
annually avers a 30-vear period in cash, or the 1and is sus o
to repossession. Allowances for the type of crop and time of
harveat will be considered in setting the annual payment
terme. The portgage may bYe vaid in full at any time.

To protect the intent of the veform, new owners are noc
allowed ta indireckly exploit or sell the land for a period céE

30 years. even i’ the mortgage has been satisfied. The land



distributed under Phase III may be passed on through
inheritance from the direct teneficiary but only to a single
heir until the 30-year period has passed.

Compensation and Method »f Paymaents

The law provides that former owners with holdings less
than 100 hectares, will he compensated 50 percent in cash and
50 percent in agrarian bonds (30 year-maturity), a higher
percentage in cash than allowed under Phase I. In the case »¢

affected landlords with holdings greater twan 100 hectares !

s

comnensation formula is 25 percent cash and 75 percent bonds.
FINATA has also Administratively denied some claims
(disaffectations) Hacause the affected owners would be

Adestitute withour their narcels. In these cases, FINATA trio

W]

Eo purchase and relocate to other properties legitimate
claimants who have had their aoplications denied under the

previously mentioned "widows and orphans rule".

rh

Compensation ta former owners o proparties claimed un? .-
Phase III is datevmined by FINATA on the bazig of khe nroper .-
value as claimed on the 1976-77 tax declaration. In the
ahsence of a 1976-77 tax declaration, the former owner's

compensation is determined hy FINATA on the basis of the lani's

soil type and classification. By Novewmber 1984, 1,057 affected
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Credit and Technical Assis“ance

In order to achieve the goals of higher income and
productivity, Phase I1I beneficiaries require adequate amounts
of timely credit and access to technical services which allow
them to utilize high vield varieties, diversify their
production and manage their natural resources.

P

Pre-reform sourcoes nf production cash or credit foe the
small farmer (who mav now be 2 Phase TII Deneflziary) were
scarce. Thev .inacluded: (1) BFA small farmer programs, (2)
income from aff-farm sources, (2) in verv few cases commercial
hank credi for thosa wie Auned property accevntanle as
collateral, and (d4) formar landlorls who sometines provided
production inputsg nr thae cradit ko My Bham,

While the =radit relationship with the former owner (to
thie axtent thMat 1% yas evar very strong or =2xtensive) is aow
severed and high unempiovment limits off-€arnm lncomes, th1e
provisional titles makta "Mase LL[ heneficiaries 2ligible <o
commaccial bank credit (even though the bank caniot forec'ss-
on the land) and expanded 272 small farmer prograns,
Approximately 12,000 Phase 11T baneficiaries are clients
curtently and receive BFA production credit. Undoubtedly, mora
vroduction cradit, as well as investmeat credit, will be
necessary.  Resources are heing added to “Me BFA and commercial

banks to improve their ability to service Phase TII



beneficiaries and other small farmers. Through an AID credix
project, efforts are underway to improve the institutional
capacity of the BFA to service 1ts expanding clientele in all
the reformed sector.

Technical azsistance to the small farmer is important
because of the generally low management skills which
characterize many small, often part-time farmers and their
relatively greater need to conserve their land's scarce natu-al
tesources. The technical assistance agencies in EL Salvain~ -
not have the resources necessary to service the Phase 17
Deneficiaries who are wiizly diswersed, unorganized and, in
many cases, 1iliftaerate. Traditional axtension and technic=z'
assistance methods are »Meing augmented with non-traditional
methods in order to reach and servica Phase 111 beneficiari=s.

Evictions

One of the major problems surrounding Phase 111 has hean
the eviction of heneficiaries from parcels of land they ar=
antitled to. There have been varving estimates as to the
magnitude of the problem. A study Yy PEFA indicates that as oF
Auguat 19RZ, thecve Mad Heen 5,634 beneficiaries z2victed.
Unofficial estiwmates made by campesino labor organizations
repregsenting small farwers and rural workers tend to bhe much

Migher. The disparity in the estimated number of sovictees is

due largely to definitional differences.
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The fact remains that evictions of actual and potential
beneficiaries of the reform have occurred, often times
Accompanied by acts or threats of violence, and their efiect on
the process has been negative. Evictions are a serious form of
opposition to the reform process and threaten its validity hv
undermining the credibility of the provisional title.

Evictions also discouraaed Botential beneficiaries from making
and/or continuing applications, fearing that they too could *a
evicted o¢ denied access to land and be worse of £ than they
might otherwise have been. To counteract the evictions and to
vreinfovce Phase 111 creﬂibiLityi ?FNATA, in ~ooperation with
the Armed Forces, has initiated a vrogram of returning evigt -1
heneticiaries to their narcels. Under the program FINATA

suhmits 1 list of avictees to a departmental or local military

wda

commander who then confronts the otfending property owner an
1f necessarv, authorizes troops to accompany the evictee to
Mis/her parcel and to insure that thev ave securelvy reinstal?sz?
on the property.

FINATA also conducted a radio nublicity campaiqgn
descrihing the details of “he program and encouraging evicta 3
beneficiaries to make their cases known.

Leqislative Develooments Affecting Phasge 111 Imolementaziong

A set of decr2es issued by the Salvadoran Constituent
Asgembly during the first weeks f its 1987 gession confoundei

the implementation of Phase IIT of the reforw. The confusion



arose out of the Ccnstituent Assembly's efforts to permit
owners of land appropriate for the production of cotton or
sugar cane to entec into land rental contracts without
incurring the risk of a Phase III related exptopriationli/.
To accomplish this, the Assembly passed legislation submitted
by the Provisional President that suspended new rentals of
cotton and sugar cane lands for one crop cycle.

The intent of the drafters of the legislation, now known
as Decree H, wis ho =2ncourage the production of cotton and
sugar cane by minimizing the uncertainties and - reducing the
nerceived risks welating =2 “he renzal of cotton and sugar <- e
1and. The axpansion of %ha susnensioan ko tnclule lands went:
Zor hasic grains and livestock was widaly haken (hoth in
Fl Salvador and the United 3States) to he a de facto repeal 2%
Phage 111 even tnough Decree 5 protected the rights of all
haneficiaries, current and ootential.

Te legislation's r-ovisisans guarant22ing the rights =2
actual and potential Phase III »eneficiaries are quite
axplicit. Protected are: (1) those bhenpeficiarios who have =221
iggued a provisional title by FINATA; (2) thoss with pending

title petitionsg initiated prior to Mav 17, 1982, and (3) those

11/ Cotton and cane are produced on extensive holdings in

F1 3alvador and those lands were not intended to come under the
orovisicns of Phase II1, which was designei to transfer smaltl
parcels to rentars and sharecroppers.



potential beneficiaries enjoying tenancy on May 6, 1980, and
qualifying as reform beneficiaries but who had not submitted a
petition at the time the amending legislation was enacted.

Phase I1]l Progress

Despite the problems associated with the conplex task of
implementing Phase 1171, progress continues to be made.

Ag of November 1984, 97,000 hectares have been claimed.
There have heen 54,000 divect heneficiaries. Assuming six
persons ner raral nousehold, there are currantly 234,000 tokal

N/
heneficiarvies (17 percent of the rural poor oonpulation)—" .
. . : . 13, . -
There nave hHeen 79,000 snplications—=" filed and Hna,000

— : 14 A .
nrovisional titles-—' granced (81 pearcent of those filed):
And there have Hoen (2,100 A2finitive titles issued to Phaaga

11T heneficiaries. One thousand former property owners have

heen compensated $18 million.

Asgumes 2, 202,700 as the rural poor pooulation.
Phase ITT henef. may file more than one title applicatiosn un

the 7 hectares limit.
More than one provisional title may be granted up to the limit

of 7 hactares.

- tjﬂ
E-N N
NN
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TARLE VI

Status of Phase III Progress

As of As of As of
PHASE T 3/30/82 12/25/83 10/25./R4

Number of Direct Beneficiaries 28,123 60,733 63,613
Total fBeneficiariesl/ 168,733 364,398 381,71
Land Avea Affected (Acres) 133,840 288,230 240,034
Title Petitions Filed 35,444 75,967 79,137
Provisional Titles Issued 27,215 55, 287 64,341
Definitive M™Mtles lssued -0~ 5,456 11,057
Pronazrty Quners Tonpansated ~0- 499 1,077
ﬁ Compensation Paid (U.S. Dollars) -0~ 9,684,747 17,398,511

v

FINATA is committed to commlating the titling process for all

malified claimants.

Asgumes six persons per rural household.




SUMMARY OF EI, SALVADOR'S AGRARIAN REFORM PROGRAM

El Salvador's agrarian reform program is a dynamic procass

Gf 80Ci~, cecumomic and land tenure changes. Each phase of the
program is st a different stage, has met with different levels
of success and faces diffarent challenges.

Phase I has been initiated. Its success or failure will
be determined »v the ahility of the cooperative farms it has
engendevad to function as indepandent, 2conanically viable
units contrihuting to the national income Jenerating
additional rural income 1nd emplovment, and leading the efforc
to diversifv the zountrv's =2agricultural basa. Cooperative
organization and training are neing carried ocut, and techn:
assistance and credit agencies are establishing m2chanisms =-
service the Phase I sector. It remains now Lo comnlete the
“ask.,

Phase I1 has heen clarified, hut implementation will
require more specific leqislation o- implamenting regulatinns.
Consideration of alternative annrsaches to Phase 11
implementation have haen initiated.

Phase TIl is still underwav although thelieadline for
£iling new apnlications has axpired. In some respects
imvlementing Phase 111 has been more difficult than Phase 1.
Te prontem of issuing titles to beneficiaries and providing

Lhen necessary credit and technical assistance still exist.



Agrarian reform in El Salvador is proceeding. It i3 being
conducted in the midst of violence, and neither the promotors
nor the participants in the reform are immune to the
consequences of the strife.

The reform's goals are visionary but cannot be evaluated
fairly until the mechanisms of *he reform are in place and the
’”Cconomic incentives and resvonsibilities of land ownership have

exercised themsgelves.
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1T AD SOCIAL DaTA

U op (1984) ¢11,116.4 aillions
Ge Growth Rite (1983/84) 1.5
Soomrts IDP(1084) ¢ 2,292.0 mil.ions
Pe-' TP Growth Rate (1983/84) - 1.3%
y Tarion Rte (1984) 11.78
U Lloyment Rite (1983-84) 25%-30%
Te ""Ei\*:cnz Rive (1983) 50.0%
imation to P (1984)

LituTe 25.6%
fazturing 16.9%
tmacticn 3.1%
“ricley, wWater L Other Services 3.8%
sortation and Qammication 6.1%
1c Ad=irastration 12.7%
aroe 16.2%
we 3.7%
irg 5.0t
oral Services 6.8%
ATTURE

al AaTicultural Production

W e (1980-1984) - 3.7t
woicn S f Latar Force

ATiTulrure (1983) 40.1%
letiae lensity/Sq. Mile of

simalzural land (1979) 865.0
1stenoe Jrops (1984) 2 Arable Land
T. Beans, Rice, and Sargo 31.8%
Crops (1984):

ffee, Cotton, Raw Sugar 20.5%

T Agricultural Exports: (1984)
fee, Raw Sagqar, Shrirp, Cotton

-
S

\,{"‘,:ﬁglturnl and Livestock Impores: (1984)
s Gl
¢

Gilirn, Vegetables, Milk, Oils and Fats

22 R

¥ GOVERNMENT FINANCES* (1984)

L Revenues (excl. grants) 1,505.1 millions
. Revenies (incl. grants) 1,756.0 millions
2,211.5 millions

Ht (=) or Surplun (+)
xe fareign grants)

a
q
Sxpendituren q
q
int (=) ar Surplus (+) r4

- 706.4 millions
1 5 millions

. GIVERMNMENT OKDINARY
T-7UEES BY MAJOR CATEIDORY

ral Covermnent ed 53.8 mil)ions
of total expend. 2.6%

T @ 535.7 nillions
of “ptal expend. 26.3%

ation d 352.9 nillions
of zotal experd. 17.3¢%

iz Health & Welfare d 200.2 millions
of :otal expend. 9.8%

iz Works ¢ 232.0 millicns
of <otal. expend. 11.4%
=ltaore and livestock e 148.0 millicns
of uotal experd. 7.3%

ay ¢ 46.5 willions

: of ~otal expend. 2.3%

T Ministries ¢ 205.0 millions
. of total experd. 10.1%

134.9 millions
6.6%

BALALCE OF DAYMINTS ’,1984)

Mjor Ixports (1984): Coffee, Sugar, CAQM Minufacturing

Goads, Srirp, and Cotton.

Mijor Imparts (1984): Michinery amd Transport Equipment,
Petroleum, Raw Materials, Foodstuffs.

Mijar Trading Partners: lhited States, Quatemala,
west Germany

Merchandise Exparta, FOB (1984) ?1902.2 millions
Merchandise Inports, CIF (1984} ¢2420.0 millions
Trade Balance (1984) €-517.8 milliong
Bilance an Qurrent Account (1984) @—560.3 millions
Capital Account € - 7.0 nillions
-Official Capital ¢ 154.3 milliong
—Banking Capstal £-148.8 nillions
~Private Capical £ -12.5 millions
Overall surplus (+) ar Deficit (=) £-667.3 millicns
(Before conpensatory financing)
Net International reserves £ 322.4 millions

EXTERNAL iUImIC;_Qi-ZTI‘ (1984)

Total External Tebt, incluling
Contral innk (long und mediumn term debt) $£4219.5 millions
as ¥ of @p 38.0%
Debt Service £ 655.8 millions

Dbt Sorvices ag 8 of Yerchardise
Expores 34.5%

SQCIAL DATA

Total Pcrulation (1984)
Population (1980) in Mae Group:

(0-14 Yrs) 45.6% (15-64 Yrs) 51.5% (65+ Yrs) 3.08

4.85 millian int

fatural Populaticn Growth Rate (1980-1984) 2.8%
Population in Urhan Areas (1984) 46.4%

Live Births Per 1,000 Populatian (1980-84) 39,7
Infant Death in First Year of Life

per 1000 Live RBirths (1984) 83
Life Expectancy at Birth, in years
(1984) 53.0 yrs.
Married Women Aged 15-44 Yra.
Using Contraception (1978) -34.4%
People per Physician (1981) 2,500

Mijor Causes of:

Disease (1979) Malaria, Flu & Pneunonia

Death (1979-1984) Infectious and Interic Diseases and Accident
Population with Reasonahle Access to

Safe Water Supply (1975) 53.0%
Per Capita Calorie Supply as a & of

Requirements (1977) 94.0%
Ault Literacy Rate (1980) 69.8%

Total School Enrollment as 8 of
Population in Age Group:
Primary (1979) Total 82.0%
Secondary (1979) Total 26.0%
Post Secondary (1975) Total  5.5%
Energy Production  (1983)

Energy Consumption (1983)

1600 Million Kwh.
1355 Million K«h.
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