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ABSTRACT

In El Salvador, a number of macroeconomic and agricultural policy reforms have taken
place since 1.989. The macroeconomic adjustment while necessary, has not been sufficient, to
modernize agriculture and re-establish the sector as a leader in economic growth and rural
development. This study assesses the extent to which current macroeconomic and sectoral
policies are conducive to attracting investment into agriculture, the effectiveness of existing
export promotion programs, and the opportunities and challenges posed by economic integration.
While few pricing policy impediments remain for renewed investment and trade, several glaring
infrastructural and institutional constraints exist. They include a weak agricultural research arid
extension service; institutional support mechanisms, particularly excessive delays in the
disbursement of fiscal incentives; poor contract enforcement, high overland transportation rates.
On the policy front, the overarching macroeconomic weaknesses are an appreciating real
effective exchange rate and lack of success in reducing the fiscal deficit as a percent of GDP.
The fmt weaknesses reduces export competitiveness and the second one necessitates a very
strong monetary policy which in tum reduces the amount of loanable funds available to
businesses.

The report applauds the development of a clear export strategy, which is ongoing. To
aid this planning process, major quantitative studies are recommended to assess the
competitiveness of Salvadoran products and estimate the likely impacts of various trade
integration scenarios. Specific interventions to relieve some of the constraints would be increased
investments in domestic infrastructure, particularly reconstruction of roads and port
modernization, which will greatly lower the cost of exporting. Also a coordinated extension
program which reaches all sizes of farms would help EI Salvador to expand its nontlclditional
agricultural exports and improve productivity in traditional crops. The current price band policy
instrument should be maintained and efforts taken to improve the marketing structure of grains
so that a higher farmer income impact could be obtained. Improvement of the agricultural market
information service in Ministry of Agriculture will aid fanners in making better production and
marketing decisions. On the institutiona" front, strong efforts are needed to improve the
administrative efficiency of the Ministries of Economy and Agriculture, the Internal Revenue
Service, and the Customs Services. Failures to provide efficient and timely services to exporters
and investors increase transaction costs and may discourage potential entrants.
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EXECUTIVE SUMMARY

The change in the Salvadoran government in 1989 led to policy cbanges to decrease
government intervention and to enhance the role of the private sector in the economy. Recently,
the Government of EI Salvador (GOES) has liberalized its trade regime to encourage faster
economic growth and export diversifi,cation. The Government has also implemented several
policy reforms in the agricultural sector in marketing, land tenure, and agricultural fmance.
Most food price controls and subsidies have been eliminated, and a price band policy stabilizes
domestic prices for some commodities while linking them to world market conditions. The
Government has also taken steps to renew regional economic integration as a means of
expanding market size, improving the efficiency of resource allocation, and in preparing for
expected preferential trade access negotiations lJetween the Central American bloc and the United
States. With the end of the war, business confidence may improve and yield higher investment
rates. ~"~ccessful completion of macroeconomic stabilization and liberalization of trade,
agriculture, and th" fmancial sector have provided clear aggregate-level incentives and
contributed to an economic rebound.

This study examines current constraints and incentives to agricultural trade and
investment with a view to identifying sound, feasible policy alternatives that help restore and
increase agricultural production, productivity, and exports.

In the coming years, the principal macroeconomic challenges GOES will face are to
increase export value and diversify the export base, attain greater fiscal discipline, and formulate
an efficient strategy for negotiating and loanaging economic integration. While a realistic
foreign exchange rate and the adoption of liberal commercial policies are necessary conditions
for maintaining and improving international competitiveness, they are not sufficient. A sound
agricultural policy; timely and accurate market infonnation; commodity contract enforcement;
coordinated export promotion; the quality and reliability of irrigation, electricity, transportation,
and telecommunications services; and the quality of human capital are other important factors.

The price band mechanism for staple commodities established in EI Salvador has been
relativ,;ly easy to implement and is well administered. Supply and demand forces detennine
market clearing prices at all levels of the marketing chain. The full effect on fanners' incomes
has not been felt, however, because there are imperfections in the domestic marketing process.
For economic sustainability, the price band policy should continue. Improvement in fanners'
incomes in the long run will increase the size of the domestic market for nonagricultural goods
and services. In tenns of social sustainability, until viable production alternatives are perceived
by fanners, elimination of the price band system for these basic commodities could trigger social
disruption in rural areas.

Information on dome:;tic and international production, prices, and the market situation
is not being rapidly disseminated throughout the country. Bits and pieces of such a service are
available, but only in certain locations and through different public and private institutions. A
more unified and better coordinated information front comprised of FUSADES, MAG,
COEXPORT, FOMBX, and the Ministry of Economy should be encouraged and fmancia'Jy



supported. It should cover a larger clientele of both domestic and foreign businesses and be
available to individuals in all regions of the country.

The most serious legal problem for producers of export goods is the risk of contract
noncompliance. Export buyers in other countries are one source of the problem, but the greatest
fault lies with direct exporters in EI Salvador, who receive the export goods from producers but
do not pay once the export transaction is made. These individuals have taken advantage of
agricultural cooperatives in particular, although the risk is great for every size of agriculturnl
producer or processor. A serious restructuring of contract compliance enforcement, including
refonnulation of existing legislation, is necessary to reduce the risks of agricultural producers
who consider producing nontraditional crops for expor:.

Salvadoran public authorities have actively pursued export promotion activities, but these
actions have often lacked consistency and effectiveness. One of the most effective policy
developme. 1'; has been the creation of CENTREX, a centn1ized office for export registration.
Howe'/er, other programs, such as the 6-percent duty drawback and return of value-added tax,
are poorly administered and subject to lengthy delays in processing. The most troubling aspects
are the lack of a clear national export strategy and the lack of coordination among the significant
actors in the economy. FOMEX, a committee bI',,,,dly representative of various economic
interests in the country, is attempting to address thi,. nt.'.Cd.

Another important step would be to centralize all export registration activities in one
office. The process of bringing goods through customs is still cumbersome and expensive, both
in tenns of time and in tenns of bribes that must be paid. A strong antIcorruption campaign in
the customs service and raising the pay of customs agents to a higher grade may help lower the
level of extortion. A restructuring of the paperwork process and the service itself would also
lead to gains in efficiency.

The decline in investment in EI Salvador resulted not only from lower public investment
in response to deficit pressures, but also from lower private investment due, in part, to the
uncertainty at the start of the adjustment program and structural refonns. The reductions in
public investment in infrastructure and human capital seriously jeopardized the resumption of
private investment. In order to reactivate the productive capacity uf the agricultural sector and
to ensure its sustainability, an investment strategy should be pursued that covers the following
aITIS: irrigation, education, research and extension services, electricity generation, continued
improvements in roads and ports, and privatization of the telephone system.

EI Sa~vador is active in the global wave of tradr liberalization. Its participation in the
renewed CACM will continue to expand its exports to the region, but growth in basic
agricultural commodity exports is limited by a lack of growth in demand. Value-added foods
hold greate' potential. The future implemer..dtion of NAFTA also holds challenges for
Salvadoran agriculture because its agricultural exports to the United States are important to the
sector. Some trade diversion in fruit and vegetable exports is expected as Mexico would expand
its share of the U.S. import market. However, the actual degree of these changes requires a
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quantitative model for estimation. Accession to NAFI'A by the Central American countries in
and of itself will not greatly increase BI Salvador's exports to the United States, except perhaps
for textiles and 5lugar if mom favorable treatment were acquired. The move to join NAFTA
would, howevel, {ernent Centml America's trade relationship with the United States and put
aside doubts cast by the future of the CBI. Greater Opportul '.ties for EI Salvador would arise
if NAFTA were expanded to include South American countries, thus opening trade channels
previously undemtilized. HI Salvador should seriously pursue its bid to join NA.FTA, as soon
as possible and in concert with the other countries of Central America. As a bloc, their
negotiating power is much greater than it is individually.

In the agricultural sector, the challenge the Government faces is to reconcile the need for
agricultural exports with '!he strong desire of fanners to return to staple cultivation. In the
medium run, more land v,m be brought back into the cultivation of stapl'"s with low yields.
While this process produces food security for many households, it does nr/t help the country's
balance of trade, nor does it maximize the country's comparative advant2lge in the production
of agricultural commodities. Because the supply of land in El Salvad10r is not adequate to
accommodate all those who would like to remaiu farmers on economically sustainable plots, the
Government will be forced to both promote crop and livestock activities with higher returns and
make provision for many rural individuals to leave farming. Many of these people may find
employment in local agroindustries, if the economic climate and local infrastructure are
conducive to their establishment. These factors indicate the need for a major education program,
both to improve agricultural productivity and to prepare individuals uJr nonfann employment.
the fiscal deficit is another key problem, an increase it. lanJ taxes, while politically difficult at
this stage, might in the medium term promote the use of land for higher-return commodities,
some of which might be exported.
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1. INTRODUCTION

1.1 Statement or Problem

The Government of Bl Salvador recently liberalized its trade regime to encourage faster
economic growth and export diversification. The Government has also taken steps toward
renewing regional economic integration as a means to expand market size, improve the
efficiency of resource allocation, and to prepare for the expected preferential trade access
negotiations between the Central American bloc and the Unilted States. The changes in economic
policies and intellectual outlook represent a dramatic df~arture from the past. The new
orientation and the current international movement toward the creation of trading blocs create
both new challenges and new opportunities in trade and investment.

Prior to 1989, the country pursued a strategy of import substitution industrialization
(lSI), characterized by an overvalued, fixed exchange rate, a, high degree of industrial protection,
and pronounced reliance on the Central American Common Market (CACM) for trade
expansion. The lSI stntegy along with membership in the Central American customs union and
favorable external factors pennitted strong export growtlll rates until the late 1970s. The
outbreak of civil conflict in 1980 triggered an emigration of about 1 million people, destroyed
billions of dollars worth of infrastrocture, and depressed economic activity.

Civil unrest in two other CACM member states, Guatemala and Nicaragua, combined
with adverse international developments (deteriorating te11l11S of trade for primary commodities,
rising real interest rates, and oil price increases) contracted intraregional demand for Salvadoran
products and created a CACM payments crisis. The net result was dissolution of CACM and
five consecutive years of negative economic growth between 1979 and 1984. Despite large
infusions of foreign assistance and partial stabilization attempts, the economy showed no signs
of recovery until 1989-90 after a change in administration and an abatement in the civil conflict.

With the end of the war in 1992, business confidence is expected to h.lprove and yield
higher investment rates. The successful completion of macroeconomic stabilization, trade,
agricultural, and fmancialliberalization have, between 1989 and 1992, provided clear aggregate
level incentives and contributed to an economic rebound. Whereas the export growth rate
declined 8.9 percent between 1985 and 1989, it increased 1.3 percent between 1990 and 1992,
and the value approximated that of the late 1970s. Unfortunately, export growth rates between
1990 and 1992 have been considerably less than the import growth rates, which increased an
an"'ual average of 9.8 percent. As a result, the merchandise balance of trade worsened from
$6(;,) to $839 million.

/
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Consequently, substantial export growth will be needed in the near to medium term in
ordt'lr to narrow the trade deficit and to offset the likely decline in concessional aid and possible
drops in remittances. Success in closinr; 'Ie gap and reducing this external account vulnerability
will hinge not only on external demand and access factors but also on the degree to which the
Salvadoran Government can create an auspicious economic and institutional environment, as well
as the extent to which government, private businesses, and labor can effectively cooperate in
pursuit of common export and investment goals.

Salvadoran government authC'rities have been successful in adopting a flexible exchange
rate regime, lowering average tariff rates, drastically reducing quantitative restrictions,
eliminating expert taxes, and freeing agricultural prices. The remaining challenges for both
government authorities and entrepreneurs are t!OW to minimize or remove micro-level factor
market imperfections and improve public sector administrative efficiency and market information
flows so that an e' en stronger export supply response and higher gross domestic investment rates
can be realized. Neutrality in policy incentives and public sector administrative efficiency
should be the goals.

1.2 Objectives of the Study

This study aims to:

• Identify and assess how macrot".conomic and sectoral policies affect inor"ntives to
invest in the agricultural sector and to trade agricultural products.

• Evaluate the effectiveness of existing export promotion policies and pinpoint key
p01'lcy and institutional constraints to improved performance.

• Identify the infrastructural investments needed to facilitate agricultural export
gr\>wth.

• Predict the likely domestic irnlJacts of the North American Free Trade Agreement
(NAFI'A) and a revived Central American economic integration movement.

• Identify a few crops/products with export potential and list the needed research,
extension, and marketing interventions needed to realize this potential.

The study will serve as the basis for policy recommendations and for the design of a
multifaceted agricultural sector modernization project to be fmanced by the United States Agency
for International Developm~.;nt (USAID).

1.3 Organization ui' the Study

The report is divideti into six substantive chapters: (I) a review of macroeconomic and
trade policies and trade performance since 1989; (2) an overview of agricultural and food
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policies; (3) an evaluation of existing export and direct investment incentives; (3) a catalogue
of infrastroctural constraints to enhanced export perfonnance; (4) an assessment of the
implications of renewed regional integration and the likely impacts of NAFTA; (5) an
identification of the types of ancillary support needed to realize th~ full potential of promising
agricultural and food export commodities; and (6) a summary of (IDdings, recommendations, and
suggestions for further research and analysis.
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2. TRADE POLICIES AND PERFORMANCE IN RECENT YEARS

2.1 Review of Recent Economic and Agricultural Trade Developments

The Salvadoran economy, after a period of anemic real GOP growth between 1985 and
1989 of 1.6 percent annually, has rebounded to an annual average of 3.8 percent for the 1990
1992 period. During the entire decad1e of the 1980s and especially during the latter half, the
combination of anned confli/;t, low coffee prices, the collapse of the Central American Common
Market (CACM), and inappropriate economic policies resulted in falling output, slow income
growth, and increasing unemployment.

Since June 1989, the Crisuiani administration has implemented a sweeping set of
economic refonns. The new macroeconomic policies, in conjunction with f,ood weather, and
extraordinary levels of foreign grants, external loans, and worker remittances, help to explain
the upturn (Table 2.1). Other significant achievements have been inflati~n control, with rates
falling to 11.3 percent in 1992; a relatively stable nominal exchange rate, which has also helped
to prevent inflationary expectations and attract capital inflows; and establishment of real positive
rates of interest, which stimulates savings mobilization and intennediary profitability and
capitalization. The chief remaining weakness in the macroeconomic variable., is the lack of
success in reducing the fiscal deficit as a percent of GDP. The National Recon!\troction Plan,
which calls for significant expenditures to reintegrate the excombatants into civil society,
contributed to the increase in the indicator in 1992 when donor assistance was below expected
levels. The other vulnerability is the economy's high dependence on net transfers (official aid
plus remittances), which totaled $908.3 million in 1991., up from $698.2 million the year before.
This high level of transfers keeps the current account deficit small, given the marked
deterioratioll of the merchandise trade balance.

In the coming years, the principal challenges the Government of E1 Salvador will face
are increasing export value and diversifying the export base, attaining greater fiscal discipline,
improving public sector administrative efficiency, and adopting effective social policies in the
areas of health, education, and environmental protection. Export growth is critical. to
minimizing external accounts vulnerability and employment generation. Grea\er fiscal discipline
is also needed to relieve the pressure for strong monetary policy which, if prolonged, may have
contractionary effects. Most difficult will be the task of reconciling cu~s in public expenditures
with increases in public administrative efficiency so as to assure that drops in the public deficit
translate into higher output growth and not just to higher transaction costs of doing business.
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Tallie 2.1. Select~ -·,1IICroeconomic IJldicat~~

Prdim..

Item Units 1960-85 1986 l~lIt 1988 198;) 1990 1991 1992

Oron Domestic Produtt 11 Mitliolll of USS 4160.9 4432.2 4683.2 4956.1 5414 5970 6447

Per Clpi~ 1Dcome US 1988 Dollars 104<i 1054 1051 1048 1059 1077 IIOS

MerdaaDdile Expona Milliolll USS (fob) 778 S90 611 498 S80 588 587

Mm;bandi.., Importl Milliolll USS (fob) 902 939 967 1090 1180 1294 1426

Mefl:hlndi.., BaJanc:e Milliolll uSS (fob) -124 -349 -356 -592 ..(jQ() -706 -139

Remiuan<:es MillioDi USS 134.S 168.7 194.4 203.7 322.1 517.9 6!0

Official Aid MiIIiOl\l USS 22S.5 380.1 289.4 284.2 22S 180.3 221.3

OulJtanding EXlernal Debl I. end of year Milliolll USS 1254.5 1312.1 1860.2 2115.4 2131 2221.3 2382.3

Total Export/GOP Percent 18.1 13.3 D 10 10.8 9.8 9.1

Real GOP GroWlh Rale (Consllnt 1962 Colones} Pefl:enl ·12.9 0.6 2.7 1.6 1.1 3.4 3.5 45

Inflation GroWlh Rile Pefl:elll IS.7 31.9 14.9 19.8 17.6 14 14.4 11.3

Grou Domestic InvettmentlGDP Pen:en1 13.3 12.4 12.8 15.3 11.8 13.8 IS

Fiscal Deficit/GOP (excluding donations) Percent 11 3.9 4.4 4.5 6.8 2.7 4.4 4.8

Fiscal Deficit/GOP (iDCluding dOtlltiolll) Pefl:elll 9.2 1.3 1.8 2.5 S.2 0.8 2.5 2.7

Avenge~ LendiDB IIIleIUt Rate 11 Pen:ent 13 15 15 17 20 16 18.3 18.38

Terma ofTrllde (1980=100) Index 177.6 131.9 144.7 125.7 117.2 119.9 108.3

Nominal Exchange Rate Colones per USS 2.S S 5 S 5.6 7.6 8.03 8.5

Sources: IMF Financ:ial Staliltica, IIIlerAmerican Development Bani:. "£I Salvador S<>cioec:onomic Report". Centn1 Reserve Balik of £I Salvador
NoIeI: II Dollar GOP calcullted uaing col1ltalll purchl.ing power plrity. 11 Set pteferenlial inletell rate for I year produc:lion loan by unaI1 coffee, basic grains. micrt'e1llelprUe. and exports OUl5ide
outside Central America. Raw were liberalized in Mafl:b of 1992.



Last, improving educational and health care services as well as protecting the resource base of
the country will be necessary to alleviate the high incidence of poverty and to generate an even
more productive labor force.

2.1.1 Structure of the Economy

The agricultural sector has led the economic recovery. After years of sluggish growth,
agriculture's share in real GDP grew at a 7.4-percent rate in 1990, dipped t(l zero growth in
1991 due to drought conditions, and rebounded in 1992 to 6.7 percent (Table 2.2). Historically,
agriculture has been the dominant sector, accounting for approxim,'itely 23 percent of real GDP,
50-60 percent of total export receipts, and 46 percent of employment. About 34 percent of
value added in the agricultural sector in 1992 was generated by the principal export crops:
coffee, sugarcane, cotton, and shrimp. This percentage has been fairly constant over the the last
five years. Basic grains (com, bean, rice, and sorghum) represent another 20 percent of
agricultural value added, and together, cattle raising and poultry account for 33 percent (Central
Bank Statistics).

In comparison, the m':mufacturing sector real value added grew 6.1 percent in 1992,
compared with 4.8 percent in 1991 and 2.9 percent in 1990. Manufacturing activity is beginning
to eclipse agriculture in tenns of economic importance, accounting for 23 percent of domestic
output in 1992 and employing 12.5 percent of the workers registered in the social security
system. It is believed that more workers are employed but that they are in the infonnal
economy, and unregistered. Appromixately 20 percent of manufacturing GDP is exported, with
two-thirds of these exports bound for other Central American markets. In manufacturing, the
leading subsector is food products, contributing 48 percent of real value added in recent years.
Outside of petroleum products, the fastest growing subsectors in 1992 were clothing and
footwear with 7.5 percent, textiles with 7.2 percent, tobacco with 6.4, and food products with
6.1 percent rates of growth (Central Bank Statistics).

In the agriculture area, the specific commodities that showed dynamism in the latter years
were sugar, beans, and sorghum. With the end of the war and good weather in 1992, the area
planted in com, beans, sorghum, and rice have increased to 9.4 percent, 19.4 percent, 3.1
percent, and 1.5 percent, respectively, over 1990 figures. Yields have remained constant for
all except sorghum, probably reflecting less credit availability and limited access to improved
technology. Nonetheless, the gains in volume produced have made the country self-sufficient
in grains for human consumption.

2.1.2 Composition, Balance, and Diredion of Merchandise Trade

In the 1980s, sharp drops in international prices for coffee, the leading export crop,
reduced the total value of exports in most successive years (Table 2.3). Prices fell 58 percent
from $134 per quintal in 1985 to $55.4 per quintal in 1992. Thus, while the area planted
remained constant, yields dropped due to insecurity in the rural areas as a result of the war and
decisions on the part of owners to cut costs. Cotton, a major export crop in the 1970s, has
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Tillie U. Clwrae ia Aariculture Value Added l (pe:t:eal)

Item 1981 1988 1989 1990 1991 1992/2 A"g. '86-89 Avg. '90-92

Agric:ulture 2 -4 -I 12 -2 10 -1.24 6.74

&poru: 5 -19 -I I!) -1 5 -4.99 1.99

Coffee 1 -19 1 21 -2 3 -3.43 1.19

C_ -9 -16 -29 -29 -24 0 -18.01 -11.67

SugarCane -7 -20 -5 24 19 20 -10.58 20.86

Oraina: -2 29 -3 5 -8 22 8.02 6.61

Com 32 3 -I 2 -16 2S 11.39 3.81

Bana -51 133 -22 30 16 12 20.26 19.25

Ric:e -21 36 11 -9 6 12 8.81 2.89

Sorghum -81 496 -2 11 -2 34 131.54 14.35

Other: -2 -1 I 2 . 7 2 ~.62 3.73

Panela 2 0 -2 0 0 0 -0.15 0.00

Tobacco -11 5 -12 -3 4 0 ~.02 0.04

Cauon seed -13 -17 -28 -33 -13 -14 -19.36 -20.04

Hemp 9 -16 14 2 15 0 2.43 5.56

ICenaf 30 2 38 0 15 0 23.09 5.13

Others' -2 I 2 4 6 3 0.14 4.37

Uvatoc:k 6 4 4 I 1 1 4.51 1.12

Forellry 0 -I 1 I 1 I 0.00 1.02

Filheriea -8 4 -14 -17 0 3 ~.Ol -4.56

Apic:ulture 13 -4 -9 3 6 3 0.42 4.2J

PaulllY 2 6 5 2 4 3 4.27 3.20

:>...

Source:
I

Quarterly Journal, Central Raerve Bank orE! Salvador, March 1993.
PreliminalY Figures
Im:luded Seaame, balsam, c:oc:onul, fruill and vegetable..



Table U. £IportJ by PrIIIcipai Grou..

Prelim.
ItAIm 1985 1986 1987 1988 1989 1990 1991 1992

Total Exporll 695 755,0 .591.0 609.6 497.5 580.2 .588,0 587,3

Tndltlonal Exporll 526 594,0 386.0 393.6 :%52.8 294.8 272.1 214.2

Coffee

Velue (MIllion $) 464,0 547,0 352.0 358.1 228.6 258.9 219,.5 149.5

Volume (Milllon quintAlll) 3.4 2.9 3.4 2.7 2.1 3.2 2.8 2.7

Area (Thouand MZ) 234.0 234,0 234.0 234.0 234.0 234.0 234.0 234.0

Yield (QQIMZ) 16.6 12.8 13.7 11.2 11.3 13.1 13.4 13.8

Unit Price 134.0 186.0 104.0 131.2 111.0 80.1 79.4 55.4

Colton

Vllue (Million $) 29.0 5.0 2.0 0.3 0.7 1.3 0.7 I.S

Volume (Million quinlall) 0.5 0.1 0.5 0.0 0.0 0.0 0.0 0.0

A.... (Thouand MZ) 45.0 26.0 23.0 19.0 15.0 11.0 7.0 7.0

Yield (QQIMZ) ILl ID.9 11.2 11.6 10.2 10.3 11.9 12.0

Unit Price 56.0 34.0 40.0 39.0 47.6 61.9 88.6 78.9

SUller

Value (Million $) 23.0 25.0 12.0 19.2 13.5 20.3 32.0 45.0

Volume (Million quinlall) 2.4 2.1 0.8 1.7 0.6 1.0 1.7 3.6

A.... (Thoullnd MZ) 59.0 59.0 .59.0 54.0 47.0 59.0 64.it 71.0

Yield (Short mnIMZ) 69.5 61.8 .51,7 50.5 54.6 54.0 59.6 64.0

Unit Price 10.0 12.0 15.0 11.3 21.7 20.8 18.8 12.5

Shrimp

V.lue (Million $) 10.0 17.0 21.0 16.0 10.0 14.3 19.9 18.2

Volume (Thouund Metric Toni) 2.5 4.3 3.5 3.1 2.2 3.1 3.2 2.8

Unil Price 4.0 4.0 6,0 5.1 4.6 4.6 6.2 6.5

NonlradilioOlI expoN

Value (Million $) 169.0 161.0 205.0 216.0 244.7 285.4 315.9 373.1

To CA Common Market 96.0 91.0 120.0 140.0 160.6 173.0 193.7 248.0

To Rill of the World 73.0 70.0 85.0 76.0 84.1 112.4 122.2 .. 25.1

ouree: Centrel Relerve Bank of EJ Sa vador
.

Notll: /1 Included Seame, balam, coc:onut, fruitl and vellelablel
Quintal .. 101.21ba=46 kil; Manum•.699 hectarel; Short ton=2,000 Ibl
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virtually disappeared in economic importance, with :.uea planted falling from 45,000 manzan:s
to 7,000 in the 1985-92 period. This was not caused by a decrease in international prices (they
actually rose), but by high production costs and the targeted destruction ot many cotton fanns,
which were concentrated in the conflictive eastern part of the country. Shrimp export values
show considerable variability but this is due to fluctuating catch volume.
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As a result of the
coffee collapse and trade
reronn, which sub-stantially
lowered tariff and nontariff
barriers, two major changes
have occurred. The merchan
dise balance of trade Ims
worsened (Figure 2.1) and
new im-petus has been given
to nontraditionals products.
The export base has broadened
in the light of low profitability
in traditional and grain crops,
and nontraditional exports are
more important than
traditionals (Figure 2.2).

Figure 2.1: Salvadoran Balance of Trade
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Filure 2.2: Export Categories
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The leading non-traditional export pro-ducts in 1992 in order ofgrowth perfonnance were
clothing and textiles, soaps, agricultural hand implements, sweets and candies, honey,
refrigerators, cosmetics and perfumes. In the food and agricultural area, many items had mixed
perfonnances, advan~ing in the Central American market but declining in the extraregionai
market. For example, fresh and dried fruits, instant coffee, and sesame all exhibited triple-digit
rates of growth in the Central American market but declined in the extraregional market. Fruits
and sesame exports to other Central American states began from very small bases in 1991,
which explains the high growth. In tenns of dollar value, the products with more than $20
million dollars worth of export sales were medicine, paper and carton packaging, and clothing
and textiles (MIPLAN).

These changes in the structure of Salvadoran exports are presented graphically in Figures
2.3 and 2.4. On the agricultural side, only sugar exhibits an upward trend while on the
manufacturing side, textiles, chemicals (mostly medicines and cosmetics), and paper products
show a positive trend. In summary, EI Salvador is in the midst of reorientation, with agriculture
declining and manufacturing increasing. Because of the size of the agriculture sector and the
employment generation, however, a twin strategy ofirnproving quality and productivity as well
as placing traditional products in new markets and of investing in promising nontraditional crops
may be appropriate.

SGlvadorCll .-",reulll'al Export Share:
t.laIn FOod cnI CrClp "_
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Figure 2.3: Agricultural Export Shares
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Filure 2.4: Manufactures Export Share

In tenns of direction, the main trading partners have remained in the same order of
importance, but Mexico can emerge as a potentially important partner. On the export side, the
United States and other Central American countries are the leading destination markets. In
1992, the United States absorbed 35.2 percent of EI Salvador's exports, and other Central
American countries 42 percent, with Guatemala and Costa Rica being the two leading markets.
Gennany historically was a prominent market, principally a coffee buyer, but with the collapse
in coffee prices, its percent share of value imported has dropped accordingly while quanthy
share of coffee remained stable.

On the import side, the United States and Guatemala have maintained their dominant
positions and no change is discernible for Asian and European countries. The only impo][t
source that showed appreciable change over time was Mexico, which surged to a IS-percent
share in 1991.

2.2 Macroeconomic and Trade Policies

The three important policies that directly determine the openness of a trade regime are:
exchange rate system, tariff structure, and quantitative restrictions. If foreign exchange
restrictions exist, capital movements are impeded and traders incur high transactions costs which
lower their competitiveness. If the exchange rate is overvalucr.!, exporters are disadvantaged and
import demand receives an added stimulus with possible negative consequences for the current
account position. High tariffs can generate substantial government revenue if exemptions are
minimal and administration is efficient. At the same time, inefficient industries tend to be
protected, causing losses in consumer welfare and misallocation of resources. Quantitative
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restrie/lions such as quotas, licensing, and state marketing monopolies, create rent-seeking
opportunities and barriers to entry, preventing the efficient allocation of resources and limiting
growth. Nontariff baniers such as overly rigorous quality standards, the capricious application
of safety and quality standards, or marketing orders can also serve to insulate inefficient
domestic producers and increase costs for domestic consumers.

Table 2A. Dbw:don 01 Trade (perelllt 01 To"')

EXPORTS

Region/Counlry 1988 1989 1990 1991 1992

North Am.rlca:

UnitedS..... 39.2 35.9 33.1 33.3 35.2

Cenade 3.0 2.5 1.1 0.9 0.8

M.xJ~o 0.2 0.6 1.5 1.6 2.0

Aile:

Jlpen 4.5 3.0 1.1 2.7 0.8

Hong Kong 0.1 0.1 0.0 0.0 0.0

Europo:

Oennany 23.1 17.8 IS.7 18.4 5.8

Nolherlendl 2.7 2.7 8.0 0.9 2.1

Spein 0.5 0.0 0.5 0.5 0.3

Cenlrel America:

COl" Rice 5.3 8,1 8.2 7.7 B.8

Ouelomele IS.I 20.6 17.3 18.8 21.8

Nicarlgue O.S 0.6 1.6 3.6 4.9

Hondurel 2.1 3.1 3.0 3.8 4.7

Plnama 1.1 1.1 I.S 1.7 2.0

Bolize 0.2 0,4 0.0 0.0 0.0

IMPORTS

Nonh AmericI:

United SlIlol 37.4 40.1 42.6 40.6 40.5

Clnadl 1.0 0,8 1.1 0.9 1.0

Mexico 8.0 8.4 7.7 IS.3 6.5

Alii:

Japen S.O 4.3 3.5 4.8 S.O

Hong Kong 0.3 0.3 0.3 0.2 0.4
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fable 2.4. Dlncdon or Tnde (Pmllll' or Total)

Europ.:

O.mIlIRY 4.3 4.7 4.4 4.2 4.9

N.th.rllndl 1.9 1.6 1.7 1.3 1.2
....

Splln 0.8 1.1 0.7 0.8 0.8

Centfll Am.rlca:

Coda Ric. 4.8 4.2 2.9 2.9 3.5

OUlleRIII. 13.2 11.3 11.5 11.6 11.7

Niclflaul 0.2 0.8 0.8 1.2 0.9

Hondur.. 1.4 1.1 1.2 1.3 1.7

PIIIIRII 0.6 0.0 0.6 1.0 3.9

Belize 0.0 0.0 0.0 0.0 0.0

Source: Cenlfll Bank of El Sllvldor

Often, the three main justifications for maintaining restrictive trade practices despite their
distortionary impacts are the infant industry argument, the theory of optimal taxation, and
macroeconomic wlnerability. Proponents of the fIrst defense say with good cause that immature
industries with high growth potential may need time to improve efficiency and marketing acumen
before facing the onslaught of better fmanced and more experienced foreign competitors. In
practice many infant industries neither mature nor achieve international standards of product
quality and management efficiency. Proponents of the second line of argument state that if a
country is th& dominant supplier of a good with an inelastic foreign demand elasticity, then an
export tax set equal to the inverse of the elasticity can yield positive benefits for the applying
country. However, most developing countries do not enjoy market power so this is a special
case. Last, and most important, many governments do not have high tax collection efficiency
and have not made the necessary investments to improve in this area because collecting export
taxes and tariff duties is more convenient. Thus, trade refono may decrease tax revenue, and
obtaining bridge fmancing until a new tax system is well established may be necessary.

While maintaining a realistic foreign exchange rate and adopting liberal commercial
policies may be necessary conditions for maintaining and improving international
competitiveness, they are not sufficient ones. Inflationary control, the availability of credit, the
quality and reliability of power generation, transportation, and telecommunications services,
labor costs, and the quality of human capital are also important ancill;:a.:y factors. This section
reviews ther.e factors in the Salvadoran context.

2.2.1 Ex~hange Rate Regime

Since June I, 1990, EI Salvador has had a unified exchange rate market and a flexible
management policy. ·The exchange rate is detenoined through supply and demand of exchange
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rate houses and commerclaJ banles. The Central Bank continues to handle foreIgn exchange
earnings from coffee exports, official transfers and disbursements, and debt servicing flows of
the public sector at Q reference exchange rate that is equal to the previous week's average rates
esi:ablished "y commercial banks and exchange rate houses. Because of massive inflows of
dollars from expatriates and international donor organizations, the nominal exchange rate has
remained stable. However, Salvadoran inflation rates have been higher than those of leading
trading partners resulting in an appreciation of the real effective exchan~e rate (Table 2.5). The
Central Bank has reacted by pursuing a very tight monetary policy and attempting to sterilize
dollar inflows through high reserve requirements on dollar account~. The key policy question
is whether the Central Bank should intervene more forcibly in currency markets, impose
exchange controls, use differential taxing schemes of interest income from foteign currency
deposits and domestic currency accounts, or do nothing.

The foreign exchange regime refonn process started in the Duarte admmistration with
a change in the fIXed exchange rnte from 2.5 to 5 colones per U.S. dollar on January 21, \986,
then relaxation of some of the advance import deposit requirements for letters of credit in 1988.
The refonns, however, accelerated under the Cristiani administration as the pressure to devaluate
became more intense with the black market exchange rate 20 percent higher than the official.
Besides the exchange rate liberalization, foreign exchange controls were completely dropped.
The chronology of the elimination of foreign exchange controls follows:

Table 2.5. Nombua1l111d Real ElfeedYe ExcbaDae Ratel

Year Qulrtar NomlRlI Exchcna' Rite Perc.nt Rill Effective Perc.nt Chlnge
(colone. per U.S. $: period Chlnae Exchlna' Rate
IVi·) (1980-100) f2

1988 1 5.00 148.4

1 5.00 0 157.6 6.19

10 5.00 0 169.4 7.48

IV 5.00 0 168.8 -.3

1989 1 5.00 0 155.0 -8.2

n 11 5.00. 0 156.2 .7

III 5.00 0 158.5 1.5

IV 5.00 0 165.5 4.4

1990 1 5.63 12.6 149.9 -9.4

II 7.14 26.8 143.7 -4.1

10 7.81 9.4 138.3 -3.75

IV 8.06 3.2 134.5 -2.74
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Vur Qulrt.r Nomlllli BlIchln,. Rill P,re.nl Rul BfflCtlv. P.re.nl Chin,.
(001011I. p.r u.s. $1 p.rlod Ch'IlI' Exoh.nl·IlIII
IVI·) (l9BO- 1(0) n.

1991 I 8.02 -.4 139.0 3.3

n 7.97 -.6 146.5 5.4

IU 7.98 .12 150.9 3.0

IV 8.08 1.3 146.3 -3.1

1992 I 8.12 .4 145.7 ·.9

n 8.17 .6 145.7 0

m 8.42 3.0 143.8 ·'.3

IV 8.73 3.6 152.8 6.2

/lourel: IMI' EI/lllv.dor /lIIUltlc.1 App.ndiX, April ZI, 11/1/3.
Nol..: II D.noll. b.,lnnlRI of CrlIlIni AdminJ.lntlon

12 Inc,.... d.note••ppr.cl'lili, I.

• June 1989: Restrictions on the maintenance of foreign currency-denominated
deposits eliminated.

• January 1990: Minimum maturity requirement for letters of credit for imports
from outside Central America extended from 90 to 180 days.

• December 1990: Limitations on payments for travel, education, and medical
services abroad eliminated.

• December 1990: Maturity requirements on aforementioned letters ofcredit totally
eliminated.

Appreciation in a country's real effective exchange is theoretically supposed to reduce
the competitiveness of export producers. The following regression analysis of quarterly data
supports this contention. The test is whether the sign on the real effective rate index is negative
and significant.

In the case of nontraditional exports, the leading commodities are melons (honeydew,
cantaloupe, and watennelons), the appreciation of the real effective exchange did indeed have
a negative effect on aggregated fruit exports. If the exchange rate were more realistic or better
aligned, great exports should be expected.

Given the test results, the Central Bank authorities must weigh the effectiveness of
intervening directly in the currency market by buying massive amount of dollars to lower the
nominal rate. A decision to do so would hinge on the projection of future remittances. If
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remittances ~re expected to stay at their current level or grow, then the intervention may not be
advisable.

An alternative instrument may be to set high withholding taxes on the domestic currency
accounts of foreign residents and high taxes on interest income on dollar deposits of residents
in order to give incentives to foreigners to transact in dollars and no artificial incentives to
residents to move out ofcolones. Other measures could include special accounts and instruments
to facilitate the conduct of most trade transactions in dollars (Rhee 1985). Still another would
be to moderately tax each remittance transaction. The separation in the currency market could
help to reduce much of the negative monetary impact of the dollar inflow.

Table 2.6. ReanUon RMUltI on Telt or Real Elrectin Rate Bypothelb

SlGNIF.
VARIABLES COEmCIENTS T·STATS LEVEL

LOG VALUE OF Lol of Ratio of Export unit value index to -1.377 -3.31 ,0037
FRUIT EXPORTS U.S. fruit price Index (LRATlOF)

Loll of Real Effective Excltllllle Rate (LREX) -12.23 -2.05 .0545

I
.

01 of U.S. GDP per Clpill (LGDPUS) 8.03 4.54 .0002

Dummy for Duty drawback payment: 1 for 2,19 3.23 .0043
m"'atha with paymenll; 0 otherwill (01)

Conltlnt 719.52 5.22 ,0000

OSS: 24 monthl 1990·1991.
R-2: .65
F IlitiltiC: 8.97
F-Itlt. sillnif,: .0003
OW: 1.61

2.2.2 Commercial Policy: Tariff Structure

Commercial policy has three elements: tariffs on imported goods, export taxes, and
quantitative restrictions such as licensing arrangements, quotas, and bans. El Salvador prior to
1989 had a very restrictive regime. The tariff structure ranged from 0 to 290 %ad valorem and
had 25 categories. Moreover, 170 items were prohibited from being imported. The traditional
exports with the exception of cotton were all taxed. Beginning in the fourth quarter of 1989,
the tariff and tax system was gradually liberalized in order to avoid sharp drops in revenue. The
rationale behind the new scbeme is to have a low dispersion in nominal rates of protection and
to remove disincentives for primary commodity exporters.

2-13



Table 2.7. Chl'OllClloay ofT,.de Reform

Date ....allJlltrumeat ModJllcadon Tari" Cal.oriM

Derore Sepltmber 1989 NA T.rlff Floor: O~ T.rlff 25
C.III",: 2110~
D.na: 28 ltelllll PrIor 10
111II8, 170 Item.

September 1989 BlmlnI...rI.1 Ruolutlon No. 224 (pute I .nd T.rlff Floor: "5 7
II) II T.rlff C.11I1lI $0" (5, IO.20,25,30,35.5O~)

September 1989 NA Export texu on Ihrlmp,
and IUgar eliminated.
Effecllve coffee IIX
reduced from 201 per
quinllllO 12.5~.

Novemb.r 1989 Lelll.latlve Dec.... No. 383 (p.rt ID) 12 Tariff Floor: 5~ 6
Tariff Ceiling: $0" (5,10,20,30,40,50")

April 19\10 Bimlnia"rI.1 RelOlution No. 94 (part I and D) T.rlff Floor: 5" 6
T.riffCellinll: 35" (5, 10,20,25,30,35~)

April 19\10 Leal.lallve Dec.... No. 486 (part ID) Placed fuel .nd lubricanll 6
at 51 leval (5,10,20,25,30,35")

1990 NA U.t of 28 Prohibited Item.
Eliminated

December 1990 Leal.l.dve Dec.... No.647 (pan ID) T.riff Floor: 5" 5
T.riff CeilinJl: 30" (5,10,20,25,351)

June 1991 MiniHerial RelOlution No. ISS (p.rt I .nd II) Tariff Floor: 5" 5
T.riff CeilinJl: 30" (5,10.20,25,30")

January 1992 Mini.teri.1 RelOlution Tariff Floor: 5" 4
No. 421 (part I and m Tariff CeilinJl: 201 (5.10.20.301) /3

December 1992 NA Coffee IIx eliminated.
Source.: , US[ A Aanculture. Situation 1993 Annual Report, IMI 1991 EI Salvador Recent Econonuc Developmenta.
NOle.: II Changealo Parta lind 0 of the Tariff Code Ire aubjecl to the Cenlral Americln Council on Tarifti, an admini..relive

commlnee under the Centnl American Common Market and roan be modified by .g....menta between the Trade mini.ten of the
region.

12 Ch.nJl" to Part mof the Tariff Code. (.Irelegic 1l00da) require legialalive approval.
/3 The 301 calegory appliea only 10 leather, le.tile., and clothing.

The tariff rates in the agricultural area are mostly at the upper end of the spectrum (20%)
while rates on capital and intennediate goods are 5 and 10 percent (Table 2.10). The most
controversial trade issue in the agricultural area is the maintenance of price bands for basic
grains, which were adopted in 1990 under State Department/USAID Economic Support Fund
conditionality and promoted as a means to stabilize producer prices by using an international
reference price linkage. This policy has been declared trade restrictive by U.S. Department of
Agriculture (USDA) and U.S.Trade Representative (USTR) because it functions as a variable
levy. Its phaseout will be a condition for the approval of next year's PL-480 program. How
effective this policy has been will be discussed in the next chapter.
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Tabl. 2.8. Frequency DlItrlbudoa 01 Tarl" Ratel (P'I'ClIIt 01 CnmmodldM All'ected by Tanir Rat. CIau)

ry II

WhoI. Ecoaomy ",rleulture MJnIq M.a.a!JIacturlna

Tarl"Rate 1991 1992 Aug. 1991 1992 Au,. 1091 1992 AUIl· 1991 1992 Alia·
1993 1993 1993 1993

5.0 48.6 48.4 53.4 44.3 43.9 34.8 68.8 71.9 77.2 48.5 48,2 54.3

10.0 8.3 8.9 11.6 17.9 18.7 10.9 21.9 18.8 19.8 7.5 8.1 11.5

15.0 0.0 0.0 7.2 0.0 0.0 32.7 0.0 G.O 0.0 0.0 0.0 5.4

20.0 9.8 36.0 IS.5 8.5 35.5 21.6 9.4 9.4 0.0 9.8 36.6 15.4

25.0 13.5 0.3 0.3 11.3 0.0 0,0 0.0 0.0 0.0 13.9 0.4 0.3

30.0 15.4 6.3 12.1 17.9 1.9 0,0 0.0 0.0 0.0 15.5 6.7 13.2

35.0 4.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 4.9 0.0 0.0

Source: MiDllt of PJanrun ,B1 lialndor

Table 2.9. Avel'8le Nominal Protection Rates

ry g

Annae Nominal Protection bill 1991 1992 Auguat 1993

Whole Economy 14.8 12.5 11.7

Agriculture 13.9 11.7 12.1

Mining 7.5 7.3 6.3

Manufacturing 15.0 12.6 11.8

ConlUmer Goodl 20 16.2 19.1

Intermediate Goodl 11.6 10.3 7.8

Capital Gooda 10.8 9.8 6.4
Source: Mlrolt of Plamun , EI S.lvador

More important has been the lowering of nominal rates of protection and a tightening of
the dispersion in rates. After August 1993 when Structural Adjustmer~ Loan mis expected
to be negotiated and signed, the majority (53.4%) of import products in tue whole economy will
be in the lowest tariff rung. Agriculture will be more protected than before in comparison with
the other two broad sectors, mining and manufacturing; 54.3 percent of agricultural product
items will be subject to 15- and 20-percent tariffs. Mining, a relatively unimportant sector, will
be the most open, with 77.3 percent of items subject to the lowest tariff rate. Manufacturing,
a sector heavily protected since the 196Os, will face more external competition as the percent
of products covered by upper-end tariffs sharply falls. Whereas the percentage of items in tariff
brackets of 25 and above was 34.3 percent in 1991, they will be 13.5 percent. The reversing
of the cascading effect common in regimes pursuing import substitution industrialization will
give more incentives to produce for the external market, to rapidly improve technical
efficiencies, and to aspire to international standards of quality.
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, roup New ("')

Qu1Iw Wheet 20 Pric. bind

V.lIowcom :w Pric. bind

Whl.-com 20 10

Sorahum :w Pric. bind

Pollihld RIc. 20 Pric. b.nd

Maw Reel mat 25 20

Filii 25 20

Poultry 25 20

Oft'.1 25 20

Mutl_food prep.ntion. 30 20

Whol.milk 5 10
.I2iml

10Low f.t milk 5

Other milk prodUCli 25 20

Bevengeli Green coffee 30 20

Preplred coffee prodUCli 30 20

Tee , 30 20

M.1I 30 20

F.lI .nd Oil.: Lerd 25 20

Oth.r lnimal f.lI 25 20

M·ra·rin. 25 20

V.gellbl. oill 25 20

Floun .nd b.kery good.: Rye, o.t, whut flOUR 25 20

Breed. 25 20

Plltrie. 25 20

BilCuili 25 20

Fruits .nd Vegetlblel: POlitOll for pllnting 25 20

Tonutoel 2S 20

Mu.hrooms 25 20

Edible fruill 30 20

Legume. 25 20

C.lava 25 20

Sweeten.n and Oth.ra: Cotton lint 30 20

Toblcco 30 20

SUBubeeu 25 20

Pure IUCro.. 0 , S

Chocolate 30 20

Cut flow.n 30 20
lIource: UllOA, Fon"In "'InculIUratlliervlce, I:J :l.lv.dor Tarm Reduction Report, January 20, 1!IYl..
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As a result of the commercial policy refonns, the nominal mtes of protection for various
sectors is virtually uniform. In 1992, the manufacturing sector enjoyed slightly more protection
than agriculture (12.6% vs. 11.7%), but in 1993 the positions reversed with agriculture slightly
favored (12.1% to 11.8%). '

The impact on government revenue was expected to be negative and pronounced in 1989
and 1990, but the simplification of the system and the elimination of the many exemptions that
existed, along with a surge in import demand, increased tariff revenues spectacularly. As seen
in Table 2.11, tariff revenue rose 48 percent from C312 million in 1989 to C464 million in
1990. By 1992 the level was C819 million, the highest ever recorded. Total tmde revenue,
however, which sums export taxes and tariff revenue, has not eclipsed the 1986 mark of Cl.t
billion. To improve revenue generation, the Government of E1 Salvador has focused on a value
added consumption tax (introduced in September of 1992), a simplified income tax system, and
more aggressive collection. To date the Government has been rather successful, generating a
yearly revenue average of C4 billion in the 1990-92 period compared with the C2.4 billion
yearly average in the 1985-89 period, when tax evasion was rampant and the tax collection
system had collapsed in certain parts of the country.

Table Z.II. TarlII' and Export To Rnl!llue (thousand coloueI).
ltemlVean 1986 1987 19118 1989 1990 1991 1992

Export Tax Revenue 964289 442879 377796 132763 255376 221772 28000

Coffee 955091 431704 368289 123980 253304 221345 28000

Sugar 3262 6002 4183 3488 1699 0 0

Shrimp 5936 5173 5323 5295 373 427 0

'rariff Revenue 204083 258575 214330 312759 464764 641849 819000

Tor.I Trade Revenue 1168372 701454 592126 445522 720140 863621 847000

Annual Percent Change

Export Tax Revenue - -54.07 -14,70 -64.86 92.35 -13.16 -87.37

Coffee - -54.80 -14.69 -66.34 104.31 -12.62 -87.35

Sugar - 84.00 -30.31 -16.61 -51.29 -100.00 0.00

Shrimp - -12.85 2.90 -0.53 -92.96 14.48 -100.00

Tariff Revenue - 26.70 -17.11 45.92 48.60 38.10 27.60

Total Tracie Revenue - -39.96 -15.59 -24.76 61.64 19.92 -1.92

Source: Central Relerve Bank of EI Sllvldor
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2.2.3 Commercial PoUey: Export Controls and Nontarlft Barriers

The Government of Bl Salvador has dramatically reduced the number of licenses and
pennits needed to import and export products. Most of the existing restrictions were justified
either by bilateral agreements with the United States (sugar quota, and PL-480 products),
antidumping measures (fibers), or protection of cultural heritage, endangered species.

The motive for the sugar policy is that sugar is subject to an import quota in the United
States and strict statistical controls are needed to detennine when the quota is filled. In the case
of maquila (assembly industry), again strict statistical controls are needed to comply with rules
of origin and local value content as imposed by U.S. law. Coffee similarly was subject to
export quotas under the International Coffee Agreement, which expired. Now the interest is
more for statistical control.

Fuels, heavy equipment, veterinary medicines, and cement are regulated for national
security and economic reasons. These items tend to be scarce in internal markets. For fish
products, the justification is to facilitate statistical control and prevent overfishing of
commercially exploited species.

A few products are prohibited froni export. Under the PL-480 Agreement signed with
the U.S. government, wheat, tallow, vegetable protein meals, oilseeds, margarine, vegetable
oils, and wheat gluten cannot be exported, the same products that can be imported through the
program from the United States on preferential tenns. Understandably, the U.S. government
does not want them re-exported. Bl Salvador does not produce any of these produces, except
for very small amounts of cottonseed oil.

Other items prohibited from export are historical antiquities, wild animals, and flowers.
A black markets exists for pre-Columbian artifacts, but GOES has not been able to control the
trade.

On the import side, seeds, basic grains (white com, beans, sorghum, rice) and their
derived flours require pennits and quality inspections largely because of unequal pricing policies
in neighboring Central American countries. For the import of seeds, the granting of permits is
perfunctory and greater attention is paid to quality standards. Because the country is self
sufficient in basic grain production, import permits are not an issue. Permits are almost always
denied for fibers, however, because the Government believes that Bangladesh and Pakistan are
dumping these products on the Salvadoran market, thus destroying the local hemp industry
located in the eastern region, a region hard hit by war and with limited diversification potential
because of poor soils and scarce water.

For other agricultural products, imports are subject only to phytosanitary inspections. One
brewing issue is the import of U.S. chicken parts. Salvadoran authorities have been using a
double standard, admitting chicken parts from other countries but applying very rigorous
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standards to U.S. impons in an attempt to protect its local industry and in retaliation for lack
of access for its breast parts in the U.S. market.

2.2.4 Monetary and Credit Policies

Since 1989-90, the Central Bank has tried to pursue a tight credit policy to control
inflation and maiutain exchange rate stability. However, large capital inflows and a growing
fiscal deficit have augmented the amount of international reserves held and forced domestic
fmancing of the public deficit, thereby stimulating the expansion of the money supply and
creating excess liquidity in the banking system. For example, in 1992 the Central Bank had
hoped to limit credit expansion to the private sector to 16.3 percent and credit expansion to the
nonfmancial public sector to 4.6 percent. The actual figures were 39 pen.'ent and 14 percent,
respectively (FUSDADES Coyuntura No.4, 1992). Net coefficients of liquio:ty for commercial
banks have been steadily rising from a low of 6.53 percent in 1989.1 The coef.jficient was 16.86
percent in 1990,24.78 percent in 1991, and 25.15 percent in 1992, above th~ alIJProximate legal
reserve of 20 percent in the last two years (Central Reserve Bank Review, March 1993; Wenner
and Umana 1993).

The Central Bank has tried to sterilize this excess liquidity but its two preferred
instruments-increasing legal reserve requirements and obligatory monetary stabilization bonds
(BEF) with commercial banks-have high attendant social costs. Increasing legal reserves
reduces the profitability of member banks because the reserves are unrenumerated and less
lending is possible. The need to p]ace increasingly more 180-day BEF bonds puts upward
pressure on the interest rate offered, implying operational losses for the Central Bank. If the
CEM offers below-market interest rates, bank profitability is once again reduced and banks
complain bitterly. The larger amount of funds invested in BEFs reduces the loanable capital of
commercial banks, forcing them to raise their margins of intennediation. Passive rates of
interest (savings and time deposits) are not likely to be lowered because of the increased
competition in the liberalized banking system today. Banks desire longer teno deposits because
they pennit 2;, greater degree of liquidity management and reduce short-teno risk. Therefore,
passive rates tend to be forced upward. To make a profit, active or lending interest rates rise,
threatening to choke off the current economic expansion.

The challenge for Central Bank authorities is twofold. First, they must convince the
fiscal authorities, namely the Finance Ministry, to issue its own short-tenn bonds as a stopgap
measure and to better control spending. Loose fiscal policy is complicating monetary
management and impairing the Central Bank's medium- to long-teno ability to conduct
aggressive monetary policy due to the high level of operational losses. In the period 1990-92,
Central Bam. losses averaged 0.8 percent of GDP per year. Second, the Central Bank must rely
more on opert l1arket operations (OMOs) and the voluntary placement of short-tenn bonds. The

I Net liquidity coefficient is defined as the sum of legal reserves and cash in vault minus Central Bank loans
divided by total deposits. When the figure is above the legal reserve rate, it means that the banking system bas
surplus funds.
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reliance on obligatory bonds is not consistent with liberal economic thinking. Central Bank
authorities have stated that indirect instmments such as OMOs are not as potent as obligatory
placements for the voluntary bonds (CEMs) because they are held for too short a period to
effectively reduce liquidity in the system. In spring 1992, the Central Bank started offering
CBMs of 30, 60,90, ISO, 180, and 210 days at competitive rates, yet 83 percent of sales have
been for the 90-day instmment (FUSADBS Coyuntura No.4, 1992). Commercial banks shun
the ISO-day and 210-day instruments, which are ideal from the Central Bank's perspective.
Strengthening of the embryonic capital market through passage of pmdent regulations,
establishment of an oversight body, and encouragement of the creation of innovative fmancial
instmments such as swaps and rediscounting of bonds is needed.

• S..,lrllllDn 8alldI _ ~ Bends
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The immediate impact
of monetary policy is higher
interest rates, which, given the
generally lower profitability of
agricultural activities and
greater susceptibility to
external shocks, makes
qualifying for a lo~U1 more
difficult (Wenner and Umana
1993). Although the total
amount approved for the sector
increaRed by 10.9 percent in
1992 to C442 million, the
majority of the credit is
concentrated in one crop,
coffee. Credit di-stribution by
crop in descending order are:
coffee (75%), sugar (5.7%), Figure 2.5: Legal Reserves and Bond Issues

cotton (5.5%), fruits and
vegetables (3.5%), poultry (2.3 %), rice (2.0%), cattle raising (1.9%), and com (1.7%)( Central
Bank Revista, March 1993). Access to credit is limited to a small percentage of the
economically active rural population and the principal bank that attends small- and medium-size
fanners has serious delinquency problems and is seeing its eligible client pool decline further.

As seen in Figures 2.5 and 2.6, there is a direct relationship between monetary
restrictiveness, as measured by increased reserve holding and hil~her bonds outstanding, and an
upward trend in the short-tenn lending interest rate. Note that the margin of intennediation has
moved up in the last quarter of 1992, as theory would suggest.
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Since the beginning of
the Cristiani administration,
the GOBS has sought to
change the role of the public
sector, to transfonn it into a
more efficient and dynamic
entity in a market economy.
Considering that the success of
any program of refonn to a
great extent depends on
significant improvement in
public sector fmances, the
Government has taken
measures aimed, on the one

Fllure 2.6: Nominal and Real Interest Rates
hand, at raising revenues and,
on the other, at containing
expenditures within limits consistent with its modified and more limited role.

In the area of revenue policies, fiscal refonns are being undertaken to establish a broader
tax base, which would pennit a significant increase in tax collections. In addition, a series of
specific taxes with low yields and high administrative costs were eliminated. To expand the tax
base while also reducing tax-induced distortions, a large part of the previously existing
exemptions were abolished. In the same fashion, the prices of services provided by public sector
enterprises were increased. In the area of expenditure policies, mechanisms have been
introduced to promote a more efficient utilization of public resources.

As a result of these changes, tax revenue increased in 1992 to about 9.S percent ofODP,
from 8 percent in 1989. These results were somewhat below expectations, and indications are
that tax administration is at fault. 2 The low increase in tax revenues reflects three important
structural weaknesses of the tax system:

• A poor system of tax administration that facilitates evasion
• A heavy reliance on indirect taxes
• A very narrow tax base

In 1992, direct taxes, indirect taxes, and foreign aid represented 21 percent, 5S percent,
and 14 percent, respectively, of Government revenue. The Government, with USAID support,

2 El Salvador's rate of tax collection is one of the lowest in Latin America and the tax system still relies on
complex administrative procedures, and enforcement is weak.
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is implementi~g a program to strengthen tax administration, controls, and enforcement. The
project covers four areas:

•

•

•

•

Improvement on control and audJ~ procedures to more promptly identify tax
problems in large accounts and to eliminate auditing of smaller but more costly
accounts.
Design of a withholding procedure for banks and businesses that receive
withholding taxes. It includes a timing and a penalty scheme to oblige them to
remit tax collections to the Government.
Strengthening the application of tax laws through higher penalties for evasion and
charging interest on tax arrears, Improve coordination between various tax
agencies to facilitate cross-referencing of tax returns.
Training of personnel and creation of a special task force within the office of the
Ministry of Finance that would be responsible for monitoring the tax enforcement
effort.

r:

Despite the introduction of the value-added tax, which replaced the stamp-tax, the
expected yield in tax revenue for 1992 can be considered poor at best. With the continued
stagnation in central government revenue, total expenditures of the nonfmancial public sector fell
significantly, from 11.S percent ofGDP in 1988 to 9.8 percent in 1992, and capital expenditure,
which had averaged 11 percent of GDP during the early 1980s, fell to 3.6 percent in 1992. This
investment decline represents a significant sacrifice of future economic and social growth.
Conservative revenue projections for 1993 are about 12 percent of GDP. It is anticipated,
however, that once the systems described above are in full opemtion, an increase in the tax
coefficient of about O.S percent of GDP on an annual basis could be anticipated (Table 2.2).

Fiscal Polley and Agriculture. Fiscal policy affects agriculture in four ways, three
direct ways and one indirect. One direct way is through subsidies. Under the new policy
regime, all but sugar price subsidies have been eliminated.

A second way is directly through public investment in infrastructure: port facilities that
allow acces to export, collection centers and storage depots that increase access to domestic
markets, rural roads that reduce the cost of transport to market, provision of new crop varieties,
education, research, and recurrent expenditures on extension services.

The third direct way is through taxation. For example, s/}Iective commodity taxes distort
incentives in the same way as unequal tariffs; they give rise to economic protection rates that
differ from product to product. A tax on income or on primary factors is not distortive of
resource allocation decisions among products. Therefore, from a viewpoint of economic
efficiency, such a tax is preferable to commodity taxes. For Bl Salvador, the agricultural
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taxation system needs to move gradually away from commodity taxes and toward taxes on
factors.'

The fourth way is indirectly through the impact of the public deficit on m~c:rovarlables

such a9 the rate of money expansion, inflation, and the interest rate. Such fiscal actions
influence prices through shifting the marketed supply function. Their relation to prices is
indirect and takes place over the long run. In recent times, the large fiscal deficits have
contributed to inflation and high interest rates. Despite a significant increase in revenues in the
1990-92 period, and especially in the last year, the public deficit has continued to worsen. In
1990, the deficit as a percent ofGDP was 2.7 percent; in 1991, it was 4.4 percent, andio 1992,
it continued upward to 4.8 percent, well above the targeted 2.S percent. The unexpected
worsening in 1992 can be attributed to slowness in establishing certain elements of the new tax
administration system such as securing passage of stiffer penalties for tax evasion and the
creation of a new office to monitor large taxpayers. But the main culprit was unexpected
expenditures due to the donor shortfalls in fmancing the National Reconstruction Plan (NRP) and
the deterioration in the hydrogeneration capacity of the power utility (eEL), which precipitated
the importation of more' fuel than anticipated for oil-based power plants.

In accordance with the Peace Accords signed in 1992, it is expected that about $1 billion
will be spent between 1992 and 1997 to cover the indemnization payment for ex-military
personnel, establish a new police force, strenghten democratic institutions, transfer land to ex
guerillas, and replace much of the damaged physical infrastructure in the fonner conflict zones.
International donors were expected to pay 80 percent of the budget, but have been slow to honor
their pledges, some because they oppose indemnifying ex-military personnel. In order to
maintain good faith, the Salvadoran Government will most likely have to replace the shortfalls
through domestic savings.

Fiscal policy always has the dual aspects of expenditure policy and revenue policy.
Thus, in EI Salvador, where a skewed distribution of landholdings is a concern, but where a
decided tum toward market-oriented policies is occuning, a land tax can represent a device to
promote land distribution via market channels rather than via forced expropriation. On the
expenditure side of fiscal accounts, one concern is to place subsidies on a more justifiable
footlng. 4

An important constraint on the agricultural sector has been the discriminatory treatment
it received through fiscal budget allocation. The continuous decline in real public expenditures
devoted to agriculture, only 2.8 percent in 1992 (and only about S.7 percent per annum for the
last 23 years), threatens to constrain future growth (Appendix A.4b). These trends suggest that

3 As well as being efficiency-neutral sources of revenue, land taxes may also promote intensification of land
use. This has been found recently in actual experience in Japan and other countries.

• Subsidies are warranted in the cases of: (a) programs targeted on more vulnerable groups; (b) emergencies;
and (c) programs designed to enhance a transition to a more efficient policy regime.
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in the short to medium tenn, GOES must be prepared to spend more in agriculture. The
modemizatJon of agriculture looks toward the future, but the changes in attitude and actions in
favor of sector development must occur now. In the area of agricultural management, EI
Salvador needs administrative efficiency and clear policy goals and programs.

In the coming years, the Salvadoran Government plans to reduce the deficit to about 2
percent of GDP by eliminatiJlg and postponing capital projects unrelated to NRP, reducing the
civil service by 4,000, and rephasing a planned civil service wage increase. On the revenue
side, improved tax and customs administration will be aggressively pursued. The Internal
Revenue Service is being reorganized and its capacity to conduct audits will be improved. With
the aid of the "Delito Fiscal" Law, which passed the Legislative Assembly on March 2S, 1993,
established severe payments for tax evasion, better tax collections are expected.

Investment in Alriculture.5 In 1992, overall capital expenditure increased by 10.3
percent over 1991. This is a positive trend, but the share of capital expenditure of total public
expenditure continues at a vory low level. As shown in Figure 2.5, total investments in
agriculture, as measured by the BCR and deflated by the GDP deflator, declined in 1985-89 at
a rate of -20.4 percent per year. Since then, and for the period 1989-92, it rebounded to a rate
of 10.6 percent per year. The same trend is observed in a comparison of agricultural investment
to GDP (Figure 2.7). The ratio of real agricultural investment to real GDP increased from 0.21
percent in 1989 to 0.27 percent in 1992, and is expected to reach 0.31 percent in 1993.

Figure 2.7: Merchandise Balance of trade.
EI Salvador, 1985-92
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.I The Banco Centnl de Reserva defines investment in agriculture as equipment and machinery used in
agriculture.
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2.2.6 WAles and Labor Productivity

With the cnd of the conflict the rate of increase In roraJ employment has increased
slgnlflcandy, going up from 538,000 to 834,000 (Table 2.13). However, while agricultural
nominal monthly wagey have increased an average of 9.4 percent in nominal terms, there was
l1I1 erosion in~ tenns thm 1991 (Table 2.12). (~urrently, the typical day wage In roral areas
for a male older than 16 years is C13 In cash and llbout C3-S in food rations. For harvesters,
the pay is a little higher, ranging from C14.40 tc, CI9.50. Nonetheless, the most troubling
development is the decrease in productivity. As sillown in Table 2.13, the roral work force is
Increasing but the increase in volume of production is not proportionate. One possible
explanation is tbat many arc involved in low-yield subsistence amin cultivation. Few modem
Inputs and improved cultivation practices are used, with most of the gain in volume due to
e<panded area. The lack of access to credit and tec:hnology as well as secure marketing outlets
may contribute to this phenomenon. The large amollant of remittances and access to concessional
funds from nongovernmental organizations active in rural areas may be other reasons.

~.3 Conclusions and Recommendations

Agricultural trade was found to most adversely affected by low coffee prices, an
overvalued exchange rate, and tight credit policies. The collapse of the coffee market is beyond
the control M Salvadoran policymalcers but realignlng the exchange rate and curbing the fiscal
deficit can help agricultural producers raise their irlcomes and lower lending rates of interest.

Tariffs have been uniformly reduced and the nominal sectoral rates of protection are
fairly close, indicating a neutrality. Export taxes arid nontariff barriers have also been reduced,
eliminating gross distortions in the economy. Exporters have incentive!. to produce more,
importer substituters face the challenge of external competition, and rents are no long"r
transferred to a small group of individuals at the expense of consumers and the government
treasury.

The principal macroeconomic weakness is the inability to reduce the pUblic deficit. The
domestic financing of the deficit crowds out tb~ private sector in the credit market and
complicates the conduct of monetary policy. Because of an expansive fiscal policy, monetary
policy has been even tighter in the face of exceliS liquidity stemming from massive capital
inflows and net accumulation of reserves in order to control inflation. Since the inflows are
largely remittances, and thus uncontrollable, policymakers need to redouble efforts to reduce the
public deficit. Because of the high expenditure needs related to the Peace Accords and shortfalls
in donor assistance, higher tax revenue generation is needed.

What could alleviate the credit situation in the medium term is the development of a more
active capital market. If businesses had an a1tern.ative source of fmancing (equity), it would
relieve pressure on the Central Bank to relax its a:llti-inflationary policies.



rlhl,2.l2, Wq. by Secfor

19BI 1989 19lIO 1991 1992

Av.. Nomlllli Monthly W••••

A,IrloullUre 889.50 961.20 1035.40 115,5.60 1300.70

M.nuf.oturlnJl 971.10 1101.M 1219.40 1333.90 1714.70

Con.tftJotlon 673.10 824.80 960.90 1049.70 1092.80

CommerCe 921,.50 1023.80 1223.90 1230.60 1372.20

Tr'lIIport 995.00 1164.20 1323.20 1426.70 1703.00

Oov.rnmenl 1108.50 1175.20 1387.00 1432.80 1541.70

A,rioullure - 8.06 7.72 11.61 12.56

M.nufacturln, - 13.32 11.60 8.50 28.55

Con.tntcllon - :.2.54 16.50 9.24 4.11

Commllrc. - 10.74 19.54 0.55 11.51

rr.naport - 17.01 13.66 7.82 19.37

Oovernment · , 15.04 8.77 3.30 7.00

Avg. Real Monthly Wagll (1980 colone.)

Agriculture 227.50 209.00 181.60 177.20 179.30

Manufacturing 248.60 239.60 Z15.6O 204.50 236.40

Conltntction 172.10 179.40 168.50 160.90 150.70

Commerce 236.40 222.60 214.60 188.70 189.20

Tranlport 305.70 295.80 257.50 233.80 222.00

Oovernment 283.50 277.30 243.20 219.60 212.50

Percent Ching.

Agriculture - -8.13 -13.11 -2.42 1.19

Manufacturing - -3.62 -10.02 -5.15 15.60

Conltrtlction - 4.24 -6.08 -4.51 -6.34

Commerce · ·5.84 -3.59 -12.07 0.26

Trlnlport · -3.24 -12.95 -9.20 -5.05

Govemment · -2.19 -12.30 -9.70 -3.23

Sourcel: Central Sank of EI Salvldor, Soci.1 Security Inllitute of EI Sllvldor, and Minialry of Fin.nc•. "11

2-26



In short, the Government of EI Salvador, despite protestations to the contrary, is not
providing an auspicious business and export climate. The exchange rntc is not rt"...alistic;
exporters, especially medium and small ones in nontrnditional areas, have credit access
problems; existing incentive programs benefit only a few fmos; and institutional support and
regulatory transparency need to be improved.

T.ble U3. S81,.dol'1Ul Run) Employment 8IId Producdtfty IDdJuton

Iteml UnI.. 1988 1989 1990 1991 19!12 Averlse

Rurll Workforce Thouundl 535.90 538.60 578,40 732.10 834.40

Pefllent Chlnae Percent . 0.50 7,39 26.57 13.97 12.11

Employment Index Index 100.00 100.50 107.93 136.61 155.70
(1988-100)

Agriculturel 100.00 . 99.00 110,36 109.60 117.75
Production Volume
Index (1988-100)

Pefllent Chlnge Percent . ·1.00 11,48 -0.69 7.44 4.31

Productivity Index Index 100.00 98.51 102.25 80.23 75.63
(1988= 100)

Soun:el: Centre) Relerve Renk Much 1993 Review; IMF Stltiltical Annex, April 21, 1993.

2-27



3. AGRICULTURAL GROWTH TRENDS AND POLICY DEVELOPMENT ISSUES

3.1 introduction

Unable to influence world demand or the prices of its primary export products, and
constrained by a rigid structure of imports required to run the economy, EI Salvador is
continuously exposed to extemal fluctuations. In addition, it is equally dependent on official aid
and remittances to sustain the country's purchasing power.

The balance-of-trade problem has at least four dimensions:

• Stagnant exports make it more difficult in sustaining long-tenn economic policy
refonns.

• Slow growth in the quantities of goods exported is evidence of a structural
weakness in production and of a need to increase investment in technology,
infrastructure, and human capital.

• The significant decline in the tenns of trade (export prices versus import prices)
calls for export diversification and better incentives to enhdllce the role of the
private sector.

• Existing international exchange rate policies have meant that E1 Salvador has
become a relatively high-cost economy in dollar tenns, which has reduced the
sector's ability to compete against the products of other countries.

In agriculture, the main cause of the decline in both production and income has been the
collapse of cotton and coffee export earnings due to low international prices.

3.2 Background

As shown previously, agriculture today constitutes some 23-25 percent of the nation's
GDP, a declining share compared with the 26-27.5 percent in the 1980s. Agricultural GDP has
declined on average -0.6 percent per year since 1980, while population increased at a rate of
about 2.3 percent annually.

Agriculture is a net earner of foreign exchange for the Salvadoran economy. Agricultural
exports accounted for 75-85 percent of total exports in tenns of value from 1975 to 1985, but
declined to 70 percent in 1992. Unfortunately, the civil strife coupled with sharply declining
prices have had an adverse effect on EI Salvador's cotton production and exports, which fell to
near zero in 1992. Additionally, the share of coffee exports fell from 66.7 percent of total
exports in 1985 to about 25.3 percent in 1992.

I
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The share of grain imports in total agricultural imports (in tenns of valu,,) increased from
15-17 percent in 1980 to about 20 percent in 1992. Wheat accounts for the largest component
of this total, and imports of this commodity have increased rapidly; an average of 28 percent per
year from 1989 to 1992. In sum, imports of wheat, com, and rice required a total of US$SO.4
million dollars in foreign exchange in 1992.

3.2.1 StabUizlng Trends In Value Added and Exports

Since 1970, agr:~ulture has declined as a portion of El Salvador's GDP. These estimates
are probably biased downwMd. because, as noted elsewhere in this report, El Salvador's price
policies appear to have discriminated against agriculture, which lowers the price of agricultural
products relative to prices in other sectors of the economy. Between 1985 and 1990, growth in
the agricultural sector averaged less than 1 percent per year, far below the estimated population
growth rate of 2.3 percent. The combination of reduced producer incentives, unsound
macroeconomic policies, increased violence in the countryside, and the inability of agrarian
reform cooperatives to function as effectively as planned contributed to years of unimpressive,
zero, and even negative rates of growth.

If the preliminary estimates reported for 1992 are correct, however, the agricultural
sector would appear to have recovered, with output increasing by a healthy 6.7 percent. The
projections for 1993 also indicate that the sector will grow at a rate of approximately 7 percent.

Data on the value of traditional agricultural exports are reported in Appendix B.l for the
years 1980-92. Coffee exports comprised the major component of both total and traditional
exports through 1989. From 1990 to date, the value of nontraditional exports comprised the
major component, while the export share of coffee has declined to a meager 25.3 percent. From
1985 to 1990, the value of total exports decreased 6.2 percent per year, while the value of
nontraditional exports increased about 11.2 percent per year. On the other hand, the value and
volume of coffee exports declined about 9 percent and 10 percent per year, respectively (Figure
3.1).

Since 1980, the total value of agricultural exports has fluctuated from a high of US$I.1
billion in 1980 to a low of US$498 million in 1988. These more recent fluctuations reflect the
effects of both declining world market prices and volume for coffee and the virtual
disappearance of cotton cultivation in EI Salvador. Nevertheless, a number of indicators suggest
that a slow but steady sustainable economic recovery is possible. Table 3.2 presents the main
steps taken to strengthen the performance of the agricultural sector and some of the positive
indicators that reflect this change.

3.2.2 Agricultural Growth Trends

The main characteristics of the trend in agricultural production have been a rapid rate of
increase until the end of the 1970s and then a marked decline until the end of the 1980s. At the
beginning of the 1990s, agriculture value added increased from 786 million colones in 1990 to
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837 million colones in 1992, a positive growth mte of 3.2 percent per year (Appendix B.2). The
recovery is being led by basic grains (6.1 % growth per year). Of the major export crops,
sugarcane production has increased at a healthy mte of 17.8 percent per year, and coffee at an
anemic rate of 0.4 percent per year.

This recovery in agricultural output can be associated with the end of the civil conflict,
a significantly better macroeconomic policy environment since June 1989, liberalization of the
agricultuml sector, and producers' expectations for further reforms.

As shown in Figure 3.2, in 1980 the most important contributors to GDP in agriculture
were coffee (34.8%), livestock (26.1 %), and grains (15.3%). Sugarcane and cotton contributed
2.6 percent and 7.9 percent, respectively. By 1992, the structure had changed significantly:
coffee (27.5 %, a decline of 7.3 percentage points); livestock (32.S %, an increase of 6.4
percentage points, mainly in poultry production); and grains (20.1 %, an increase of 4.8
percentage points). Sugar contributed 4.7 percent (an increase of 2.1 percentage points); and
cotton a meager O.S percent (a decline of 7.4 percentage points).

By 1992, four crops (coffee, basic grains, poultry, and livestock) accounted for 80.2
percent of GDP in agriculture. In short, food crops had become proportionately much more
important than export crops. The competition between food and export crops for limited land
and public resources will emerge as an important strategic issue in coming years.

3.2.3 Overview of Price Tendencies

Real producer prices for coffee, sugar, com, rice, and beans, defmed as nominal
producer prices divided by the consumer price index (CPI, base (1978) =100), have shown two
principal trends in the last 23 years: fast, from 1970 until 1978, they tended to improve, and
then from 1979 to 1992, they deteriorated (Appendix B.1Oa to B.12a). For sugar and basic
grains, however, since 1990, the decline has stopped, but it is not clear that this trend was
sustained during the fIrst six months of 1993. As Appendix B.1Oa to B,12a demonstrate, real
producer prices in 1992 were only 48 percent of the 1978 level. Coffee prices were the most
unstable. By 1992, real coffee prices had dropped to about 12 percent of their 1978 level.)

Basic grain prices have been much more stable in their real price performance. Thes~

prices showed a consistent downward trend throughout the entire 1970-92 period (Appendix
B.12b to B.14). There are at least three major economic implications of these trends:

• Crop production has been lower, which means that producers' real incomes are
much lower.

I International price movements coupled with coffee taxes were important factors in these trends. During the
years of higher prices, not all of the increase was passed on to the producers.
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• Agricultural investment has dropped sharply, which will weaken the sector's
potential for both recovery and sustainability.

• Agriculture's net foreign exchangS' earnings have declined significantly, which
weakens the sector's capacity to import capital development inputs.

The effects of prices are therefore tnlly pervasive. A key question for policymakers is
the extent to which price trends may have been detennined by domestic policy (macroeconomic
and sectoral), by imports (basic grains), or by the exogenous effects of international prices. To
explore these policy issues comprehensively, the team recommends a pricing policy study that
takes into consideration macroeconomic policy inputs (exchange rate, taxes, etc.) and price
transmission impacts.

Farm-Reta" Price Relationship. Fann-retail spread is the margin between retail price
and the fann value of a product. In recent years, these price spreads for com, rice, and beans
have accounted for C40, C55, and C46 or less, respectively, of every ClOO consumers spend
for these commodities in retail stores and markets. For sorghum, it is less than C27 (Figure
3.10- 3.13). In contrast, com producers received C58, rice producen C46, bean producers
C72, and sorghum producers C74 out of every Cl00 consumers spent on these: commodities
between 1980 and 1985. Between 1985 and 1992, however, the fannen' sha!.o for com
increased to C61, remained constant for rice, increased for beans to C78, and decreased for
sorghum to C68. However, during the civil war (1986-1989), which increased the risks and
uncertainties, the farmers' share for all basic grains decreased. 2

Cost components of the farm-retail spread have climbed steadily since 1986. Gains in
basic grain productivity failed to match increases in transportation, labor, and other costs.
Between 1989 and 1992 transportation costs accounted for more than half the fann-retail spread.
Some of the larger costs in the farm-retail spread are relatively inflexible. Freight rates of
truckers follow the price of diesel fuel and the exchange rate. These conditions lead to less
flexibility from year to year in fann-retail spreads than in prices paid to fanners or retail prices
charged to consumers for basic grains.

In summary, the present lack of reliable market information, the lack of on-farm storage
capacity, and poor roads hamper farmers, especially, in optimizing production decisions and
earning a better return. Particular attention is needed on rural road improvement and
maintenance.

2 During the last two years, and until the time of this writing, retail prices for beans increased more rapidly than
farm prices.
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3.2.4 Overview of Agricultural and Food Policies

In El Salvador, the basic objectives of agricultural policy appear to be increased food
output, reduced production costs, and higher net retum to land and management, which may
conflict or compete with other government objectives, including keeping inflation low,
development of the industrial sector, reduction of the budget deficit, maintenance of higll
employment, and reduction of adverse balance of payments. Selecting a course of action in
tenns of particular policy instruments (exchange rate policy, price policy, ellZ.) requires trade
offs among these various objectives.3

The inauguration of the Cristiani administration in June 1989 brought the promise of
significant refonn for El Salvador, and the degree of state intervention in the economy has been
significantly reduced. GOES has implemented several policy refonDs in the agricultural,
marketing, international trade, rural fmance, land tenure, and institutional areas (Table 3.1).

The massive direct state intervention in the market economy of El Salvador in the late
1970s and early 1980s illustrates the costs to government of efforts to manipulate a great number
of policy instruments to achieve conflicting policy objectives. Agricultural sector policy during
this period was characterized by the agrarian refonn, which converted the land tenure system
to one of agrarian cooperative entetprises. •

State-owned agricultural institutions such as the Instituto Nacional del Az11car
(lNAZUCAR), Instituto Nacional del Cafe (lNCAFE), and Instituto Regulador de
Abastecimiento (IRA) were created to control the marketing and distribution of basic agricultural
inputs and outputs. Special programs were established for direct state fmancing of agrarian
refonn entetprises, and ever greater subsidies were granted to the Banco de Fomento
Agropecuario (BFA). These initiatives contributed to the large annual budget deficits of the
central government and to the severe balance-of-payment problems that characterized this era,
and which eventually forced a shift in policy orientation.4

3.2.5 Agriculture and the Structural Adjustment Program

As a country devc:1ops, a natural trend over the long tenn is for the share of agriculture,
as a percentage of the country's GDP, to decline. However, this trend should occur naturally;
the forced abandonment of agriculture and the resulting reduction of its participation in the

3 The team was unable to find a policy document that includes the policy orientation for economic development
in EI Salvador. From our meetings with professionals of the Unidad de An8lisis Agropecuario, we were able to
obtain the agricultural policy guidelines that GOES is actually following.

4 Overall, the economic policy environment. development management. and the institutional set-up regulating
private business activity in EI Salvador were poor during the 1980s. Nationalizations and other public economic
interventions reduced incentives while raising risk, and the civil strife plunged the country into an economic crisis.
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economy rapidly depresses economic growth. In the medium tenn, HI Salvador needs to
revitalize the agricultural sector.

For El Salvador, stimulating the supply response and expanding the markets is very
important to the agricultural sector, which means seeking new policy frameworks (that do not
require large fiscal outlays), to stimulate growth. Developing policy refonns in agriculture
means identifying the main bottlenecks to economic growth and switching public expenditures
and private resource allocations toward tradable goods.

3.3 Sectoral PoBey Setting

3.3.1 Price Controls

Until 1989, the traditional instruments of agricultural pricing policy- guaranteed prices
and price controls-were ubiquitously used in El Salvador's agricultural economy, especially for
basic grains. These interventions created more distortions than benefits, and in addition were
often ineffective. Com, beans, and rice, with a yearly consumption per capita of2.47 cwt, 0.36
cwt, and 0.25 cwt, respectively, are the most important basic grains, and the most important
items in the food budget of the population. For these reasons, price fIXing of grains, import
controls, and public sector marketing were key characteristics of basic grain policy until the
advent of the economic refonns of 1989.

The process of trade liberalization exposed Bl Salvador to the full effects of the instability
in international agricultural prices. Moreover, the exchange rate policy and a very inelastic
domestic demand brought increased supply problems and higher prices, and caused significant
fluctuations in production and imports. The concern for price stability, coupled with attempts
at free trade, resulted in the conceptualization of a mechanism that would prevent the import of
world grain price instability into the national economy. The main component of agricultural
production incentives was the introduction of a price band supported by variable tariffs for a
limited number of commodities: com, sorghum, and rice.s

As explained elsewhere in the document, the response of basic grain producers was
immediate. Both the area planted and the resulting levels of production of the three staple crops
increased by 4.4 percent and 2.8 percent per year in the course of the 1990/91 to 1992/93
growing seasons, respectively. The area sown to basic grains, most of which is com, which had
previously decreased to 678,500 rnz. in 1989-90, recovered to 761,600 rnz. in 1992-93 (Table
3.10 and Figure 3.14).

Price Band Scheme. The price band policy for basic grains is attained via variable
import tariffs or subsidies on com, sorghum, and rice imports, with both floor and ceiling prices
set to reflect medium-tenn trends in international prices. The main purpose of the price band

, In a 1975 conference at the Universidad Cat6lica de Chile, the concept was suggested by Edward Schuh.
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was to reduce the impact of world price fluctuations on the domestic price of basic grains,
considering that:

• HI Salvador was not self-sufficient in basic grains production.

• International gmin prices experience large year-to-year fluctuations, whose lag
structure is such that they become known only after annual production decisions
have been made.

• The average domestic production cost of grains in the medium tenn is lower than
the average unit import costs, including taxes and transportation costs.

• The commodities are essential food items in the diet of the Salvadoran population.

It was assumed that by reducing price fluctuations, production of basic grains would
increase due to less uncertainty and lower price risks, and internal demand would be stabilized.
The mechanism applied in EI Salvador consists of the fIXing of minimum (floor) and maximum
(ceiling) price levels. The commodity's import cost must be between the two levels, includulg
import taxes. The process devised to set the annual floor and ceiling values of the price bands
include the following steps:

• An ordering from the lowest to highest monthly nominal average FOB price of
each commodity over the previous 60 months.

• The elimination of up to 12 of the lowest and 12 of the highest values, followed
by the conversion of the 13th and 48th FOB prices to equivalent elF prices, and
then adding the ad valorem basic import tariff of 20 percent, transport costs from
tile ports, and other service costs. The results obtained are the floor and ceiling
prices of the band.

• Based on the above, the Ministry of Economy estimates and then applies variable
tariffs or subsidies to the import cost. For example, for com a maximum of 45
percent may be added to equate it to the floor price. When the import cost is
below the band, a specific duty is applied; when it is above the ceiling price of
the band, a reduction is made to the uniform tariff charged on all imports for that
commodity.

The floor price for corn is currently US$112/mt, and the ceiling price is US$142/mt
(Table 3.11). No other kind of restrictions exist for the importation of com.

The price band scheme operates as indicated in Figure 3.15. If the country is a net
importer, which EI Salvador is, the unit import cost, including the general ad valorem tariff,
during the season may be lower than the floor price, such as at P3. In this case a specific tariff
t is imposed to force the import cost up to the level of the floor price. If instead the import cost

3-7



is between PJ and P2, there wiD be no additional tariff or subsidy. Finally, if the import cost
is above the ceiling price, such as at P4, a specific subsidy of less than 20 percent is provided
by an equivalent reduction in the basic tariff.

The domestic prices of com, rice, and sorghum, which are expected to closely follow the
movements in import cost, freely fluctuate within the limits imposed by the floor and ceiling
prices as a result of changes in supply and demand conditions both abroad and at home.

.3.3.2 Problem of the Sugar Industry

The sugar industry in El Salvador has historically been one of the most successful
agroindustries in the country. Six of the sugar refmeries are currently government owned but
are in the process of being privatized. These govemment refmeries often operated at a loss in
the past. The purchase price of cane at these refmeries is fixed, and other private fmns typically
pay the same price in order to compete for the cane.

Processed sugar prices are also fIXed by price controls at all levels of the marketing
system, from the refInery to the retail outlet. These prices are typically above world market
prices but below the U.S. quota prices for sugar. Marginal costs of production are above the
world market price and make exporting to any country other than the United States an
unprofItable activity. However, exports to these countries still occur. Import of sugar into El
Salvador is restricted by licenses and typically does not occur.

The foreign marketing of sugar was previously regulated by marketing quotas given to
each refmery for both the domestic and U.S. quota share. In the past, overproduction has taken
place in an effort to gain more of the U.S. sugar quota (Carana Corporation 1991). However,
future growth in the quota for EI Salvador is doubtful due to a number of factors. First,
NAFI'A may allow Mexico somewhat greater access to the U.S. market in the future. Although
Mexico is currently a net importer of sugar from the United States, given the current incentives,
Mexican sugar production could respond sufficiently to export more to the United States. Also,
there has been some speculation that the U.S. quota for EI Salvador and other Caribbean and
Central American countries may shrink if Cuba undergoes political democratization.

Molasses sales are also regulated, and, in contrast to other commodities, domestic prices
are below world market levels. High local sales provide the domestic livestock industry with
lower cost feed inputs (Carana Corporation 1991).

3.3.3 Legal Regime

All commodity systems operate within an institutional environment that consists of a set
of fundamental political, social, and legal ground rules. These establish the basis for production,
exchange, and distribution. According to Ruttan and Hayami, these ground rules"... facilitate
coordination ~"11ong people by helping them fonn expectations which each person can reasonably
hold in dealing with others. They provide assurances with respect to the actions of others and
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give order and stability to expectations in the complex and uncertain world of economic
relations. " The institutional environment or legal regime that govems a commodity system
consists of several different types of Jaws and roles, the most important of which arc those that
defme permissible and nonpermissible forms of competition and cooperation (e.g., laws of
contract and liability, standards, licensing rules, and company and cooperative laws) and those
that define, allocate, and enforce property rights (e.g. , property and bank.nJptcy laws, ownership
and right-to-use Jaws).

3.3.4 Consumer Rules and Standards

From areview of the laws, as well as from interviews, the team hi'S found that GOES has
defmed a reasonable set of property rights and regulations pertainhl~ to acceptable and
nonacceptable competitive and cooperative actions. Such property rights arid regulations should
facilitate production and trade. However, in the area of consumer protectiun against misleading
claims and health-threatening foods, the legal framework is rather weak, although improving.
The new Consumer Protection l.aw (Ley de Proteccion del Consumidor) is an important step in
the establishment of such a framework; however, careful vigilance and strict enforcement of the
law is vital.

3.3.5 Labor and Contract Enforcement

For an export and investment development program to succeed, it must be complemented
by a solid legal framework and domestic regulatory reforms that remove disincentives to market
competition. An unreliable legal framework coupled with policy-generated barriers to
competition can represent significant constraints to efficient development and can lower supply
response. These constraints include lack of contract enforcement, restrictions on ownership,
restrictions on entry and exit, inflexible labor regulations, differential treatment of public and
private enterprises, and discriminatory taxation. The more restrictions that exist, the less likely
that foreign direct investments and joint ventures will be forthcoming.

Weak or nonfunctional legal systems also impede competition and market development.
Poor contract enforcement laws inhibit long-distance and sight-unseen trading. In the absence
of legal recourse to settle disputes, trade and investment will likely be carried out on a cash-and
carry basis with frequent inspections and substantially increased transaction costs. The
consequences of no credible enforcement are less investment risk-taking and Jess business
activity.

3.4 Policy hnpacts

3.4.1 Impacts on Maj lr Export Crops.

Between 1970 and 1980, coffee, cotton, and sugarcane production showed annual
increases of 2.9 percent, 1.3 percent, and 2.6 percent, respectively. Between 1980 and 1990,
coffee and cotton decreased -3.1 percent and -23.9 percent, respectively, and sugarcane
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increased 3 percent (Tables 3.3, 3.4, and 3.S). For the three complete agricultural years of the
current government, the trend in area and production shows an annual change of zero, -12.4,
and 11.7 percent, respectively. For sugarcane, the source of growth has been in both
productivity and in total area cultivated; in cotton, it was productivity. In coffee, there was a
decline in yield due to the use of IUStiC fanning techniques (Figures 3.3, 3.4, and 3.5, and
Appendix B.3, B.4, and B.S).

For the three periods (1970-80, 1980-90, 1990-93) coffee production was on average
around 3.3 million cwt., but the country has the potential to produce much more. The
production aud productivity levels are around 20 percent and 17.4 percent, respectively, less
than its production peak in 1979-80 (Appendix B.3). Sugarcane production is at a historic high
due to both area expansion and higher yields. However, the most critical aspect continues to
be the sugar extraction mte from the cane, which is relatively low.6 The case of cotton is
important because it is the crop with the greatest multiplier effect and selVes as a basis for the
textile, vegetable oil, and cattle feed industries. However, its production level, and therefore
its influence on the economy, continue to remain very low.

There are also other trends in production, area, and yield that are important. First, as
shown in Tables 3.3, 3.4, and 3.5, the 1990-93 instability or variability (measured by the
coefficient of variation in production) of coffee (29.3% to 7.3%), cotton (90.2 %to 10.4%), and
sugarcane (28.4% to 9.6%) are significantly less than in the late 1980s.7 Second, as the linear
trends for coffee and cotton production show (Figures 3.4 and 3.5), the period of civil turmoil
caused lower levels of production. Coffee is far from its 1979-80 peak production level, but
the decline appears to have stopped.

The removal of price controls, the elimination of marketing monopolies, and the
liberalization of the exchange rate have allowed market forces to play a stabilizing role.
Moreover, if the 1970-71 to 1992-93 period is divided into three periods, two periods (1970-71
to 1978-79 and another 1989-90 to 1992-93 with no turmoil) and one during the war years, it
is apparent that steady growth rates in major export crops of 4.5-5.5 percent per year could be
accomplished using current technology. 8

6 According to Nunez and Loehr. yields are around 166 Ibs/ST, while they should be over 200.

7 The same can be said about area and yields.

8 Computation of reliable growth rate in production where seasonal or even instability factors cause annual
fluctuations is difficult. Depending upon the length of the period covered, its beginning and end points, and the
computation formula, the rates of growth differ greatly, even after the production dates are adjusted for changes
in coverage and methods of estimation.
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3.4.2 Impad on Balle Grain•.

As shown In Fiaum 3.6 and Appendix B.6, com has reached its highest level of
production ever. A comparison of land area and producttvlt.y from 1980-90 with that from
1990..93 indicates an increase of S.2 percent and a decrease of -3,0 percent, respectively. The
current (1992-93) national avemgo yield of30.' cwt/mz can be increased in the short to medium
tenn. The annual increase of around 2.2 percent per year for the 1990-93 period just k~t pace
with population growth (Table 3.6). Nevertheless, one of the most rapidly increasing items in
tho agricultural import bill has been yellow com for livestock feed.

Sorghum production, after the drought of 1987-88, supported by a growth rate in yield
of 3.3 percent per year, reached some 3.6 million cwt in 1992-93 (Figure 3.'). Nevertheless,
the area planted to sorghum declined -2.2 percent per year for the 1990-93 period (Table 3.7
and Appendix B.7).

Supported by a healthy growth rate of 8.3 percent (large enough to offset the decline in
yleld of -4.5 percent) rice production rebounded to 24 million cwt (a 3.6% increase) in 1992,
only 2.8 percent lower than the production record of 1985-86 (Figure 3.8). The rice production
and the amount of area planted to rice. as measured by the coefficient of variation (Table 3.8),
are significantly more stable in the 1990s: 3.5 percent and 6.9 percent, respectively.
Unfortunately, instability in yield has reached its highest level (21.1 %) during the 1990-93
period, due in large part to drought (Appendix B.8).

As shown in Figure 3.9, beans are at record high produ/etion levels (rate of growth =
12.1 % per year during 1990-93), but yields have only increased 0.8 percent (Table 3.9). The
area planted to beans in 1992 was 113.9 thousand mz., SOll1e 24.3 percent more than the 91.6
thousand mz. planted in 1989-90 (Appendix B.9).

In sum, production of basic grains was higher for 1992-93 than for 1989-90. The highest
growth rates were in beans and rice. For the traditional exports group, the highest growth rate
was exhibited by sugarcane, the result of increases in area and yield.

3.4.3 Impact on Livestock, Poultry, and Shrimp.

Poultry production increased some 6 percent per year during the 1990-92 period, led by
chicken (10 percent) and egg production (4 percent). Beef and milk production remained fairly
constant, a good sign because the size of the herd increased by 4 percent, which indicates that
investments in the sector are occurring.

Higher levels of investment have also been made in cultivated shrimp production, which
is a capital-intensive activity requiring some US$lO,OOO per hectare. Currently, there are about
200 hectares of shrimp farms in operation or under construction. According to FUSADES
(Nunez and Loehr), a total of 7 thousand hectares are potentially available for shrimp fanning.



Much of the land suitable for aquaculture is located in the eastern portion of the country, the
area most affected by the war. With peace, more investments should be forthcoming.

The second step toward integmtion of polley would be to properly Integrate agricultural
polley with policies for the rest of the economy. It is necessary to fonnulate a clear
conceptualization of the role that agriculture is expected to play in the economy's development.

Future production increases will have to come mainly from increased yields rather than
from expansion of the area cultivated.1I Export diversification is required to reduce vulnerability
of the economy to internatnonal shocks. However, the attainment of these obje.ctives is limited
by the:

• Budget constraint: low allocation of public resources to the agriculturaJ sector.

• Market access constmint: poor marketing systems and institutions.

• Infrastructure constraint: weak: agriculturaJ infrastructure support.

• Land restraint: the natural resource base.

3.4.4 Impacts of the Price Band System, 1989-93.

By reducing price uncertainty and instability, the announcement of a floor price at
planting time was anticipated to have a significant impact on corn, sorghum, and rice production.
Moreover, with the reduction in the transmission of fluctuations from the international to the
domestic market, the price band scheme was expected to reduce risk and uncertainty in the
generation of fanners' real incomes.10 Therefore, farmers with a positive supply price
elasticity were expected to respond to more stable prices by increasing output. 11

To test these expectations, some questions must be answered. What has been the impact
of the price band policy on average domestic prices? Have prices in fact become more stable?
What has been the impact on corn, sorghum, and rice supply of the adoption of new technology?

9 In EI Salvador, it is becoming increasingly difficult, and costly to the environment, to expand the cultivable
area, so in the future, growth will depend more on productivity increases than it has in past decades.

10 Using certMin econometric models, it has been tested that the variations in world prices are almost fully
transmitted to domestic prices.

II It has been found that the supply price response for these commodities is positive, but somewhat low in the
short term. The suppiy response is larger and statistically significant in the long term. Ramos et aI., in 1992, using
separate area and yield equations, found values for com (0.13); sorghum (0.11); and rice (0.41). VanegM (1991),
using production equations, found values for com (0.20); sorghum (0.12); and rice (0.47).
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Price Behavior. The test used here to detennine the price impact of the basic gmins band
policy is a comparison of the coefficient of variation and variances of the domestic real
producer, wholesale, and retail prices during the periods 1980-89 and 1990-93. 12

According to the data in Table 3.12, average real domestic prices (producer, wholesale,
and retail) during the period of application of the band system have been less variable than
during the 1980-89 period according to the variances and coefficients of variation. In fact,
during the fmt three crop seasons, the price interventions discussed here appear to have
stabilized all prices, increased fann-gate prices, and led to an average nominal rate of protection
of about 29 percent, 26 percent, and 27 percent for corn, sorghum, and rice respectively, over
and above the nominal protection afforded by the ad valorem tariff applied on all imports. 13

3.4.5 Impact on Production and Technology.

As shown in Table 3.10, staple crop production (corn, sorghum, and rice, but excluding
beans) has increased significantly. The production growth of 2.8 percent per year was largely
due to an increase in cultivated area. Again, average production during 1990-93 was less
variable (as measured by the coefficient of variation) than during the 1980-89 period. The
perfonnance of yields indicates that until now, technological changes and innovations were not
induced by the favorable economic environment that prevailed during the 1990-91 to 1992-93
period, but this result is not surprising because innovations, such as introduction of new
varieties, occur more in the long tenn.

Conclusions. The price band policy instrument has decreased price variability at all
levels of the marketing chain. 14 The production of basic grains (corn 2.2%, sorghum 1.1 %,
and rice 3.6%) has increased steadily since 1990 as a result of more favorable production
conditions that include the reduced price uncertainty due to early announcemen~s of the price
band range, the increase in nominal protection rates, and more favorable macroeconomic
conditions. (How much of the supply shift in basic grains estimated for the period 1990-91 to
1992-93 can be attributed to the price band system is still unknown and would be an interesting
point for future study.)

The price band mechanism established in EI Salvador has been easy to implement and
is well administered. With the elimination of IRA, supply anrj demand forces determine

12 Comparison of averages, variances, and coefficients of variation between the domestic prices and the border
prices were not made. This type of analysis can be done in a more specific study of price transmissions. Another
measure of variability that can be used is the Z-statistic.

13 The averages should be interpreted with caution because the infonnatioli obtained was incomplete.

14 Recently, Mundlak and Larson (1992) found that the estimated transmission elasticity from world prices to
domestic prices for EI Salvador is 0.90. Moreover. the value of R2 equal to 0.80 indicates that a high proportion
of the variation in domestic prices are accounted for by the variations in world prices. Thus, EI Salvador's prices
are highly linked to extemal prices and the price band plays a modest stabiliging effect.
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domestic market clearing prices at all levels of the marketing chain. If the full effect on
fanners' incomes has not been felt, it is due in part to imperfections in the domestic marketing
process.

Currently, only the floor prices have been relevant, not the ceiling prices. The same has
happened in other countries using price bands such as Chile, Pero, Bcu~.dor, and Honduras.
Analysts, private sector representatives (including poultry and livestock groups), and government
officials generally agree that the policy should remain in force to allow more time for technical
changes to take place. However, some would prefer a reduction to 10-15 percent in the variable
tariff.

3.5 Recommended Refonns

In the aggregate, two relevant sources of sustained agricultural growth are expansion of
planted area and increases in yields. Due to land limitations and the scarcity of resources for
agricultural investment, BI Salvador's economy must invest more in programs and projects that
involve technological change and higher-valued crops. From the point of view of economic
sustainability, the current price band policy should continue. Improvement in fanners' incomes
in the long tenn will increase the size of the domestic market for nonagricultural goods and
services and save foreign exchange.

In tenns of social sustainability, as long as production alternatives are not readily
available, the elimination of the current price band system could trigger social disruption in the
rural areas. If the price band system is visualized as an instrument in support of an agricultural
development strategy I it will succeed in reducing rural-to-urban migration and improving the
average nutritional situation of the rural poor.

One special lesson should be emphasized: successful implementation of any kind of
policy refonn requires consistency over time in its application. The uncertainty created by
inconsistencies in previous policies has in the past discouraged investment and production. The
idea to vary or even eliminate the price band at this early period of the structural adjustment
program of EI Salvador, when the majority of the fanners are just beginning to understand price
fluctuations and markets, can cause irreversible damage. Constant vigilance and monitoring of
the price band system and the performance of its commodities is both required and essential.

The continuing process of privatization of sugar refineries is an important step toward
refonn of the sugar industry. However, the Ministry of Economy should take measures in the
privatization process to deter oligopolistic or even monopolistic market tendencies that would
exploit sugar fanners in the short term and lead t.o a reduction in sugar production in the long
term. A gradual reduction of the government-controlled price to bring it more in line with the
world price will force Salvadoran producers to become more competitive, but also will provide
the industry as a whole with more export opportunities in the world market.
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3.S.1 Marketing Policy, Infonnatlon, and Access

In the area of marketing, private exporters are able to position Salvadoran commodities
in the best markets and transfer some of their economic gains to the producer. Recent
infonnation indicates that producers are being paid with fewer delays. However, it is clear that
resources are being inefficiently allocated in the transportation, storage, and, to a lesser degree,
the processing of agricultural commodities. It also appears that public wholesale facilities need
to be renovated and enlarged to permit more competition among wholesalers and retailers.

Other factors that affect the efficiency of agricultural markets are weak market
infrastructure, poor measures and quality standards, and lack ofa.ppropriate fmancial instruments
to permit t,he operation of a system ofcertificates ofdeposit so that producers can borrow against
commodities stored in bonded warehouses, thereby avoiding the need to sell at harvest time
when prices are at their lowest.

GOES needs to play a far stronger role, and USAID should offer fmancial support, in
correcting market failures through the provision of infrastructural support and market
infonnation to a wider audience. Investment in roads and other transport structures that increase
the accessibility of fanners to key markets is clearly a function of the public sector because the
private sector lacks the incentives to make these investments. Thus, more public funds should
be allocated to improving main roads, feeder roads, and port facilities. These investments will
stimulate sustainable long-term growth by making markets more accessible to producers and
traders.

Expansion of the market ialformation data service is recommended because infonnation
on domestic and international production, prices, and market requirements is not being rapidly
disseminated throughout the country. The data can be transmitled through various
communication media (e.g., radio, newspapers, bulletins). This type of service provides
valuable infonnation that can be interpreted and usoo by producers, investors, and traders. In
addition, it can help weaken the hold of local monopolies on the marketing chain where they
exist. IS A more unified and better coordinated infonnation service consisting of FUSADES,
MAG, COEXPORT, FOMEX, and the Ministry of Economy should be encouraged and
fmancially supported.

Agricultural markets in particular are infomation intensive. For any single commodity,
spatial and temporal surpluses and deficits exist, but the judgment of a myriad of producers,
consumers, and traders are required to discern these imbalances. At the same time, the
attainment of financial gain must be permitted in order for the private sector to accept the risks
of market fluctuations and storage to correct these imbalances. No public institution has yet
been devised that can pool, utilize, and manage such large amounts of information as effectively
as do free markets. This does not, however, imply that the removal of public enterprises from

15 Currently, the MAG broadcasts some prices over the radio.
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agriGultural markets would lead to a resolution of all inefficiencies in HI Salvador's agricultural
marketing sector.

First priority should be given to the development of a market information system. In the
domestic market, in particular, entrepreneurs need to know the prices paid for commodities in
other markets and temporal imbalances in product supply and demand. In the case of
commodities whose prices can be affected by international trade, entrepreneurs should be given
access to up-to-date forecasts of world market conditions and their implications for domestic
markets.. This type of infonnation system can be jointly implemented and managed by the public
and private sectors.

A second priorty would be a well-articulated and consistently enforced system of
standards is urgently needed. Standards, which may include basic weights, measures, and
quality grades, provide farmers and marketing agents with ~ more exact language to
communicate offers, nonns to compare actual with expected behavior, and a more detailed and
objective view of the actual outcome. Quality standards may be mandatory or voluntary, and
they may be minimum standards or include multiple grades. Provision and enforcement of
commodity grades and standards is one example of regulation that can generate significant
benefits to producers, agribusiness finns, and consumers alike..
3.5.2 Use and Land Tenure

As recent fmdings indicate, agricultural land use in BI Salvador sustained only modest
changes between 1990-1992. Most of the major changes occurred in the 1980s. Coffee, basic
grains, and sugarcane remained critical crops, accounting for 80-85 percent of all cultivated
land. The most significant changes are the near disappearance ofcotton production, an extensive
land reform, and increases in food imports. All of this, when combined with no changes in
technology and a rise in population, can pose land use and tenure problems. The similarities
of land use also indicate problems for soil conservation as well as production. Reduced
forestland is evidence of the growing pressure to gain access to land and a corresponding
disregard for, or ignorance of, environmental impacts and long-term sustainability.

As pointed out in the 1993 Land Tenure Study, land poverty is pervasive (57% landless
or land poor [< I mz.]). As a result, most agricultural operators rent with little incentive to
invest in land improvements. An additional 45,000 persons will be accommodated under the
Peace Accords. Once this land transfer is completed, the GOES will need to grapple with the
"disincentive problem" posed by the dominance of rental tenure and trade-offs between cash crop
and food crop agriculture. The agrarian structure will shape future growth trajectories.

A third priority would be to strengthen legal procedures to monitor and enforce contract
agreements is extremely weak. Information or complaints related to trade difficulties was
received from producers' groups who claimed that even when legal recourse was possible, the
time and financial costs of pursuing a judicial remedy were too high and deterred them from
exercising their rights. The end result has been that the generation of trust in their trade
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relationships and the forging of relationships based on reciprocity have be'.en hampered by the
risk of information distortions.

3.6 Conclusions and Recommendations

The analysis provided above supports the contention that over the next five years growth
in agricultural output will rely to a large extent on increases in both cultivated area and adoption
of new technology. This aspect of agricultural growth has implications for labor flows,
migratory patterns, land tenure disputes, infrastructural development, environmental regulation
and protection,and social service expansion. The team argues that in the short-ron, there are
still large areas of medium-to-high potential-underutilized land that needs to be brought back
into cultivation. On yield increases as the only source of growth, it would be possible until the
agricultural frontier has been exhausted.

Agricultural expansion has resulted from the incre3se in the production of food for a
resurgent domestic market. This has been possible because the population tried to recapture
consumption levels of the mid-1970s, combined with release of the foreign exchange constraint,
rehabilitation of key infrastructure, and the adoption of free-market policies, including the
decontrol of food prices and trade. The rapid rise of urban incomes-and demand-resulted in
part from the refurbishment of industries, services, and government. The foreign exchange has
come from donor support and remittances.

If current levels of growth in the domestic market are to continue, the focus will have
to be on raising rural incomes through technological change and increase in labor productivity;
and, diversifying of export markets.

Profits and rents from coffee and cotton have been severely reduced to keep the country
competitive in international markets. Successful international competition now requires
continued increases in the efficiency of export production and processing with little margin for
taxation. Increased competition in the coffee industry should result in improved processing and
export marketing efficiency. Open markets in foreign exchange will result in investment export
oriented industries. However, the rehabilitation of the cotton sector will be fairly complex and
cumbersome due to the pesticide problem and will proceed slowly.

In summary, the most fragile aspect of the recovery program in EI Salvador now is the
weak response in exports-which must grow in value in the next few years if economic growth
is to be sustained. The scope for continued rapid growth in food production will be limited in
the future, due to its dependence on the size of the domestic market and the land constraints.
In light of this, in the short-term, the agenda for adjustment and investment should continue to
focus on increasing agricultural exports in traditional export crops as rapidly as possible, while
seeking diversification among the least investment-intensive nontraditional agricultural exports.
Changes in land taxing policies and substantial investments and contract enforcement in
infrastructure, research, education and extension will be necessary to provide incentives and
produce an auspicious environment.
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Table 3.1 Policy Refonns in Agriculture and Selected Economy-wide Adjustments,
EI Salvador, 1989-1993

Objective Constraints Policy Actions Taken Accomplishments

To improve marketing efficiency Presence of monopolies in sugar INCAFE, COPAL, and IRA Private exporters pining
and leave market forces and (INAZUCAR), coffee (INCAFE), eUminated, allowing the private confidence..
private sector to operate without cotton (COPAL), and basic grains sector to compete openly.
restrictions (IRA)

The Salvadoran Coffee Council is Controls of coffee exports,
established to implement coffee contracts. and certification have
policy and to monitor marketing. improved..
ISIC is abolished.

Budget constraints to run Public payroll of INAZUCAR is Pressure on the fiscal deficit has
businesses reduced; employees of IRA been reduced..

dismissed.

Late payments discourage Payments to farmers by Efficiency and martet cooduct
production. INAZUCAR are being made with have improved.

fewer delays. Private sector has
accelerated the exchange period
along the ma.rketing chain.

Corruption rampant and vested Reduction of personnel. Price for Production and yields have
interests block institutional reforms. sugarcane is based on quality and improved.
INAZUCAR still exerts domestic arrived at through negotiations.
sale regulations and price controls.

Market information poor, at best Some radio reports on prices More market information still
distributed by MAG. needed.

Enhance price transparency, Price transmission to producers still A price band mechanism is Real prices have improved,
stabilize prices, and reduce less than expected. Instability and established for com, rice, and instability bas been redua:d, and
instability. price risk still high. sorghum. Price controls are production is responding.

eliminated.



Table 3.2: Growth Rates l ' and Correlatlon Coemclent of GDP and
Agricultural GDP at 1962 Prices, 19.50-93

Period GDP GDP Correlat.ion
Agriculture Coefficient

1950-60 5.3 4.4 82.9

1960-70 5.8 3.0 74.7

1970-80 4.1 3.4 71.4

1980-90 -0.7 -0.6 71.0

1980-85 -1.6 -2.3 70.3

1985-90 1.8 0.9 70.7

1990-93 4.0 3.2 70.2

Source: Ministerio de Agricultura y Ganadeda, Direcci6n General de Economia
Agropecuaria; Anuario de Estadfsticas Agropecuarias, s~veral issues; Banco
Central de Reserva de El Salvador, Memoria y Revista Trimestral, several issues;
and FAD Production Year Book, several issues.

16 Calculation of annual average growth rate is made using the equation: GDP = a exp 8 Time, where B
gives the growth rate. The correlation coefficient R=Covariance (X,Y:'/Sx"'Sy, where Sx and Sy are the
standard deviations of agriculture value and GOP. respectively.
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Table 3.3 Annual Growth Rates and Coemclent of Variation of Production, Area, QI.nd
Yield of Coffee, EI Salvador, 1970-1993

Category 1970-1980 1980-1990 1980-1985 1985-1990 1990·1993

Rate of Growth

Production 2.9 -3.1 -5.1 0.4 0.0

Area 2.8 -0.8 -2.3 1.3 1.4

Yield 0.0 -2.2 -2.7 -0.8 ·1.4

Coefficient of
variation

Production 12.3 15.4 16.8 29.3 7.3

Area 9.8 4.2 4.2 2.4 2.5

Yield 7.9 13.0 9.9 28.8 11.7
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Table 3.4 Annual Growth Rates and Coemclent or Variation of Production, Area, and
Yield of Cotton, EI Salvador, 197()'1993

Category 1970-1980 1980-1990 1980-1985 1985-1990 1990-1993

Bate of Growth

Production -1.3 -23.9 -14.7 -27.1 -12.4

Area 0.7 -22.6 -14.6 -23.9 -15.4

Yield -2.0 -1.3 -OJ -3.1 2.9

Coefficient of
variation

Production 16.2 63.9 45.2 90.2 10.4

Area 16.6 62.4 24.4 47.0 13.0

Yield 7.7 9.4 6.7 21.9 9.1
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Table 3.5 Anllual Growth Rates and Coefnclent of Variation of Production, ArM, and
Yield of SlIgarcane, EI Salvador, 1970-1993

Category 1970·1980 1980-1990 1980·1985 1985-1990 1990-1993

Bate of Growth

Production 2.6 3.0 11.8 -0.3 11.7

Area 3.3 2.6 8.0 -1.2 5.6

Yield -0.7 O.S 3.8 0.9 6.1

Coefficient of
Variation

Production 20.3 18.2 36.4 28.4 9.6

Area 17.6 15.0 13.6 13.7 5.3

Yield 20.8 12.2 15.9 20.2 8.6
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Tabla 3.6 Annual Growth Rates and CoeMclent or val'latlon or Production, Area, and
Yield or Com, £1 Salvador, 197()'1993

Category 1970-1980 1980·1990 1980·198S 1985-1990 1990-1993

Rate af Growth

Production 4.8 2.4 -0.2 S.2 2.2

Area 3.7 0.6 -3.1 2.1 5.2

Yield 1.1 1.8 2.9 3.1 -3.0

Coefficient of
Variation

Production 20.8 12.2 15.9 20.2 8.6

Area 12.8 6.8 7.7 4.3 4.5

Yield 13.6 8.6 13.9 13.9 37.2
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Table 3.7 Annual Growth Rates and Coetftclent of Variation of Production, Area, and
Yield of Sorahum, EI Salvador, 1970.1993

Category 1970..1980 1980-1990 1980·1985 1985-1990 1990·1993

Bate of Growth

Production 0.2 -1.2 -O.S 7.9 1.1

Area 0.6 0.8 -0.7 1.6 ·2.2

Yield -0.3 -2.0 0.3 6.3 3.3

CDefflcient of
Variation
Production 7.3 26.7 9.5 66.5 9.4

Area 5.4 4.1 2.6 3.8 2.2

Yield 7.1 26.2 8.6 66.1 11.0
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Table 3.8 Annual Growth Rat. and Coefflclent or Variation or Production, Area, and
Yield of Rice, EI Salvador, 197()'1993

Category 1970·t980 1980·1990 1980·198~ 1985·1990 1990·1993

RatQ of Growth

Production 2.S 1.9 4.4 1.9 3.6

Area
' ,

2.9 -0.1 1.6 0.0 8.1._'
Yield -0.4 2.1 2.8 2.0 ~4.5

Coefficient of
Variation

Production 24.2 19.2 40.2 30.4 3.5

Area 17.1 13.9 IS.l 13.7 6.9

I Yield 13.9 9.0 16.2 10.4 21.1

"
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Table 3.9 Annual Growth Rates and CoeMelent or Varlntlon of Production, Aren, nnd
Yield of Beans, EI Salvador, 1979-1.993

Category 1970-1980 1980·1990 1980-19MS 1985-1990 1990·1993.. ..
Bate of- Growth

Production 3.6 2.0 0.3 7.4 12.8

Area 3.9 2.5 2.8 1.7 12.1

Yield -0.3 -0.5 -2.5 5.7 0.8

Coefficient of
vadation

Production 14.6 20.5 19.8 46.9 11.3

Area 13.7 8.5 5,5 4.4 10.3

Yield 10.1 18.0 19.3 43.S 4.8
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Table 3.10: PRODUCTION, AREA PLANTED AND
YIELDS OF STAPLE CROPS,

EL SALVADOR, 1989-90 to 1992-93

PERIOD PRODUcnON AREA YIELD
(OOO/owt) (OOO/mz) (owtlmz)

1989-90 18,398.1 678.5 27.12

1990-91 18,860.6 697.2 27.05

1991-92 11,299.2 747.8 23.13

1992-93 19,959.6 761.6 26.21

AVERAGE 18,706.5 735.5 25.53

RG (90-93)~ 2.8 4.4 • 1.6

CV (80-89)~ 13.6 7.6 11.6

CV (90-93)~ 7.1 5.S 8.1

SOURCE: MAG
NOTE: Because of the type of analysis, data for beans have been excluded

from the total of staple crops. In the study by Lievano Della Torre and
Norton. beans are included in the total for staple crops.
Rate of Growth (RG) = a exp • time where B provides the rate of
growth.
Coefficient of Variation (CV) = (SIp.) III 100, where S is the standard
deviation and p. is the mean.
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Table 3.11: APPLICATION OF THE PRICE BAND MECHANISM TO CORN,
EL SALVADOR, US$/MT, JUNE 1!J90.

Market PrIce Variable Tariff Final Price

Decl'e8SinS Variable Tariff

More than 160.0 5% _.....

160.0 5.2~ 168.32

150.0 12.5% 168.75

Basic Tariff

142.0 (20%) 28.4 170.40

112.0 (20~) 22.4 134.40

Increasing Variable Tariff

105.0 (28.3';) 134.71

96.0 (40.8';) 135.16

less than 96.0 (45.0%) ....-

Source: Ministerio de Economta, TariffTable Resolution No. 196, June 20, 1990; tiee also LOpez, pp 201
202.
Note: The floor and ceiling price range is announced before the planting season.
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TobIe 3.12: PRICE BAND PERFORMANCE COMPARISON BETWEEN PRODUCER, WHOLESALE,
AND RETAIL PRICES OF CORN, SORGHUM, AND RICE, EL SALVADOR, 1980-89 VERSUS

1990-93

CORN

COEPF. VARiATION % VARIANCES

PRICE PRICE PRICE PRICE PRICB PRICE
PBRIOD PROD. WHOLESALE CONSUMER PROD. WHOLESA CONSUMER

LE

1989-92 6.60 6.20 5.80 0.26 0.21 0.24

1980-89 21.50 22.40 22.70 4.07 8.15 11.04

SORGHUM

COEFF. Vf.RIATION % VARIANCES

PRICE PRICE PRICE PRICE PRICE PRICE
PERIOD PROD. WHOLESALE CONSUMER PROD. WHOLESA CONSUMER

LE

1989-92 12.80 6.10 5.90 0.20 0.20 0.16

1980-89 27.80 17.90 18.80 6.89 4.75 6.53

RICE

COEFF. VARIATION % VARIANCES

PRICE PRICE PRICE PRICE PRICE PRICE
PERIOD PROD. WHOLESALE CONSUMER PROD. WHOLESA CONSUMER

LE

1989-92 29.30 15.80 16.20 7.68 16.08 21.48

1980·89 43.40 27.90 26.50 38.56 70.84 87.29
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Figure 3.1: Direction of Non Traditional Merchandise Exports,
EI Salvador, 1970-92

Million of US$ Current Dollars, FOB

1992 • 380.2 1990 -285.3
To CACM

81.3

Annual Rate of Growth 1990-92, 13.4%

Annual Rate of Growth 1985-90. 11.2%

Annual Rate of Growth 1980-90. -1.5%

1885 • 169.4
To CACM

56.5

1980 III 349.3

Source: Banco Central de Reserva. and IMF.
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Figure 3.21 Share of Agrloul ture Value Added, EI Salvador 1990·92
(At Con8tant 1962 Prloea)
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Souroe: Table Appendix 8,2
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Figure 3,3: Linear Trond In Coffee Produotlon In EI Salvador,
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Figure 3.6. Linear Trend In Sugar Produotlon In EI Salvador, 1970-93
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Figure 3.61 Linear Trend In Corn Produotlon, EI Salvador. 1970- 93
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Figure 3.7: Linear Trend in Sorghum Production, EI Salvador, 1970-93
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Figure 3.8: Linea,. Tr.nd In Rice Produotlon In EI Salvador, 1970-93
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Figure 3.9: Linear Trend In Beans Production In F.I Salvador I 1970·93
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Figure 3.10:
Farm-Retail Price Relationship of Corn,

EI Salvador, 1980-93
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Figure 3.11:
Farm-Retail Price Relationship Sorghum

1:1 Salvador, 1980-93

COLONES/QO
20~--------

5:-

RETAIL PRICE

1985
0---------·--···.. ··--·· -'
1980

YEAR

3-36

1990 1992



Figure 3.12:
Farm-Retail Price Relationship of Rice

EI Salvador, 1980-93
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Figure 3.13:
Farm-Retail Price Relationship of Beans,

EI Salvador. 1980-93
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Figure 3.14: AgrloulturalLand USft by Crop Group, EI Salvador,1970-92'OOO/Mz.
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Figure 3.15: Operation of the Prloe e"nd In EI Salvador
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4. EXPORT INCENTIVES AND INVESTMENT PROMOTION

4.1 CODteptual Framework

A well-conceived export promotion program implies a clear national plan with strategic
long-term objectives, a set of coherent macroeconomic and sectoral policies, Md effective
institutional support from both public and private entities in Toto, provide either a policy neutral
or export-biased setting for exporters, Export promotion is not so much an objective as a means
to an end. The end is capitalizing on a conltty's comparative advantage 10 the international
marketplace and then progressively innovating and adapting to new challenges and opportunities.
If the strategy is successful, then foreign exchange and employment generation will result. If
an export campaign is based on export subsidies it violates the notion of specialization in least
cost production and implies large costs to both consumers and the government treasury. If an
ex~rt campaign is based on genemting as much foreign exchange in the short tenn as possible,
Jt;gardi~ss of long-term competitiveness, ex ;':' ;nat developments such as changes in preferential
access 1(.1 the destination market or the emergence of more cost- efficient producers can quickly
vanquish I'he initial gains.

The adoption of an outward-oriented growth strategy or export promotion, however, does
not mean that import substitution is antithetical. The two policy stances are neither contradictory
nor mutually exclusive. The same so~~nd macroeconomic policies that underline an export
strategy (realistic exchange rate, low inflation, adequate infrastroctural investments, human
capital formation, wage restraint, market-determined pricing, limited regulation) also provide
incentives to import substituters. In practice, the two have coexisted. Successful Asia..~

exporters have long protected certain sectors and gradually lowered barriers only on activities
~onsidered vital for the move up the value-added ladder (Samayoa Urrea 1989). What is
fundamental is that exporters must be on the same footing as foreign competitors. They may
be disfavored vis-A-vis importer substituters, but as long as they can remain competitive in the
international marketplace, the export strategy will not be prematurely doomed.

An export- or outward-oriented trade regime, defmed in analytical tenns, exists wheu the
relative effective exchange rate for exports is equal to or greater tban the relative effective
excnange rate for imports. I A pure import substitution regime exists when the nominal effective
exchange (EER) for imports is greater than the one for exports.

I EER",= Sum wJ"'(Pad / Q...J where WI is tbe sbm of product i in total imports, Pm! is the domt:Stic price of
an importable, and Qm! is the international price of an importable. EER."; Sum wJ"'(Plj / ~) wJ is tbe sbare of
product j in total exports, PJj is the domestic price of an cxpo:table, and ~ is the international price of an
exportable.



Neutral Incentive Bias or BlCport Promoting
Ultra BlCport Bias
Import Substitution Bias

Critics of export promotion strategy rely either on elasticity, pessimism or fallacy of
composition. Arauements that developing countries tend to produce the same range of tropical
agricultural export products that facc low income demand elasticities. Others argue that all
countries cannot prosper by concentrating in the same nght industries and food processing.
Proponents of export promotion refute these arguments by citing empirical evidence indicating
that countries with open trade regimes have tended to outperfonn pure import substituters in
GDP and export growth rates and that intraindustry and South-South trade nexuses have not been
fully tapped (Kroeger 1978; La1 and RJUapatirana 1987). Second, given the small size of most
developing economies, large external debt loads, and the high social costs of pure import
substitution strategies, most developing countries have no choice but to pursue liberal poncies.
The clear threat to export promotion, nonetheless, is creeping protectionism in industrialized
countries. If multilateral negotiations are not successful, the second best alternative will be
pursuit of inclusion within preferential trading blocs or customs unions.

For macroeconomic and sectoral economic poncies to be successful, five necessary
conditions must exist: (1) a flexible and realistic exchange rate; (2) free trade in inputs and
outputs; (3) a competitive financial market; (3) competitive primary input markets; and (5) a
nondiscriminatory regulatory and domestic tax regime (Rhee 1985). If political and structural
rigidities prevent quick elimination of existing distortions, second best or differential
compensatory tax/subsidy policies may be needed in the transition phase. 111e operational
objectives would then be to (1) guarantee a realistic exchange rate for exporters including
compensation for an ov~rvalued exchange rate, (2) provide free trade status for export
production activities through a duty drawback scheme, (3) guarantee automatic access to working
capital for exporters at interest rates consistent with those in other sectors, and (4) guarantee that
the actual prices of mputs for export activities are equal to their shadow price (Rhee 1985).
Success in achieving these stated operational conditions, however, is closely associated with
inStitutitl.'lal development and strengthening. The executing agencic ) (Central Bank, state and
commercial banks, trade associations, Ministries of Finance, Trade and Industry, Planning,
Agriculture, and other facilitative and regulatory bodies) determine the speed and thoroughness
with which the policies can be implemented. Consequently, administmtive capacity and
adequate budgeting become important cooC/oems.

In summary, export promotion requires a clear assessment of a nation's comparative
advantage, sound economic and legal policies, and adequate institutional support and effective
coordination. The next sectiOhS describe and evaluate El Salvador'5 legal, institutional, and
trade finance frameworks.
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4.2 Legal Framework for Export and Invenlon Incentlve8

In B1 Salvador, fiscal incentives have been approved and granted to exporters with the
justification of negating some of tho antiexport bias in the economy. Authorities have also
sought to stimulate direct foreign investment, since local domestic savings are low, by assuring
easy repatriation of profits, minimizing the risk of expropriation of tangible assets, and
safeguarding intellectual property rights.

The five fundamental laws that govern trade and investment incentives are: (I) Law for
the Reactivation of Exports passed on March IS, 1990 (Legislative Decree 460); Free Trade
Zone Law adopted on March 27, 1990 (Logislative Decree 461); Law for the Promotion and
Guarantee of Foreign Investment passed on Apri128, 1988 (Legislative Decree 960); the Law
for the Promotion and Protection of InteUectual Property approved in mid July 1993 (Legislative
Decree 604), and Reintegration of Value Added Taxes (VAT) for Exporters passed July 31,
1992 (Decree 296). The main points of each law are summarized in Table 4.1. From the
perspective of national exporters the two most important laws arc the Reactivation Law, which
replaced the 1986 Export Promotion Law, and the Reintegration of the VAT Law.

The main difference between the old export promotion framework and the present one
is ideological. The old regime had a "dirigiste tone" and sought to explicitly promote labor
intensive industries, nontraditionals over traditionals, and to force fmns to use local materials
whenever possible, offering greater tax incentives or subjecting exporters to the discretion of
review bodies. The new regime accepts to a greater degree the notion of policy neutrality. All
exporters enjoy the same benefits and are strongly encouraged to use the least-cost combination
of inputs. Technical efficiency, in short, is the primary goal, and employment generation and
value-added local content are secoJ:ldary and tertiary. Market forces and the quality of
entrepreneurship play a larger role in detennining export composition and direction of trade.

Another difference was that the old regime created a large bureaucratic structure to
administer tile differential incentives. The result was less than satisfactory. Transaction costs
were extremely high and discretionary power too large. 111e new regime tries to minimize the
public sector administrative cost but complaints are still common about the slowness of incentive
disbursements, the high cost of record documentation, and the multiplicity of regulatory actors.

From the perspective of foreign investors, the important laws are the Free Trade Zones,
Guarantee of Foreign Investment, and Intellectual Property Rights. The Free Trade Zone has
remained essentially unchanged from the 1974 Export Promotion Law, which created C'!ee trade
zone:s. The most significant change has been allowing for private individuals anC:: corporations
to deve p and administer zones. Before, only the state had such rights. The Guarantee of
Foreign Investment and the Intellectual Property Rights Laws have no predecessors and serve
to better define the property rights regime. Because they are recent, the effectiveness of
enforceme~lt, especially patents, has not been tested. These two laws are emerging as
prccc~~ditions for attracting foreign investment in a global marketplace where out-sourcing is
becoming more and more common.
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Table 4.1. Synopsis ot Trade and Investment Law.

1. Reactivation of' Exports (Decree 460)
• Six percent (8 % in original decree) duty drawback on fob export value, payable

within 45 days of submission of appropriate documents.
• BUgible are aU exporters and trading compani~s except maquiladoras (drawback

limited to local fob value added) and traditional product exporters.
• Designed to compensate exporters for anti-export bias.

2. Law on Value-Added Tax and Transfer of Assets (Decree 296)
• Allowance for the return of VAT paid on inputs used in (mal export product.
• Exempts (mal export sale from VAT.
• Eligible are all exporters who present supporting documentation and who are

current on all taxes.
• Designed to prevent local taxation of goods bound for a foreign market,

increasing competitiveness of Salvadoran exports.
• Return is supposed to occur every 3 months, and tax credit certificates applicable

to payment of other taxes will be issued to simplify the process.
3. Free Trade Zones (Decree 461)

• Exemption from aU tariff duties for import of equipment, tools, spare parts, raw
materials, and intennediate goods used in export production process.

• Duty-free admission of semif'mished materials for re-export for up to 18 months.
• Eligible are all legal and corporate and sole proprietorship resident exporters in

a free trade zone.
4. Investment Guarantee Law (Decree 960)

• Unrestricted repatriation of all profits from an investment in primary or secondary
sector and up to SO percent of profits from an investment in commercial or
service sectors.

• Full repatriation of funds originating from the full or partial liquidation of a
business in proportion to the amount of foreign capital participation.

• Right to domestic (mancing, opening of accounts at commercial banks, and
ownership of land and other assets.

• Eligible are all foreign investors duly registered with the Central Bank, Ministry
of Economy, and Ministry of Finance.

• Designed to guarantee profit repatriation, clarify property rights of fOieign
investors, and attract direct foreign investment.

5. Intellectual Property Rights (Decree 604)
• Protects artistic, literary, scientific, audiovisual works and architectural designs.
• Eligible are aU registered copyright holders.
• Designed to improve the business climate, comply 'With multilateral movement for

respect of patents, and attract investors who use sophisticated technologies.

Source: Ministerio de Hacienda, Diario Oficial Tomo No. 317; Arriagada Stuver. 1992.
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4.3 institutional Support Framework

To administer the flscallncentlves, enforce the various trade and Investment laws, collect
statistics, provide technical assistance and market infonnation, and publicize the attractiveness
of the oountr)' as an investment site, a host of public and private institutions have evolved in HI
Salvador. In theory, in a well-functioning market economy, the public sector should provide
only public goods, whlle the private sector shou;d focus on production, marketing, and flOancing
of goods and services. In other womb, the government should administer the relevant rules and
laws, build physical infrastl1Jcturc, maintain currency convertibility and stability, represent the
trade interests of the country in international foroms and in negotiations, collect customs duties,
and safeguard the general populace and productive base from the import of unsafe products arid
diseases. However, in practice there are incomplete markets, market failures, and externalities
tbat create added scope for government action. Thus, it is common for governments to take
actions to minimize infonnation externalities such as compiling and disseminating data on market
and investment opportunities and establishing standards and grades for certifying the quality of
export products. In EI Salvador, public sector entities have had an extended role, but their
failure to provide timely and reliable services has encouraged private groups to fill the void.
The result has been duplication of efforts and services, institutional rivalry and competition, a
gent.,'a1lack of policy coherence, and the recurrent question of fmancial sustainability.

A list of the institutional actors and their missions is provided in Table 4.2. As can been
seen in the table there are three broad areas of action: (1) administration, involving registering
of investments and goods and disbursement of fiscal incentives; (2) technical assistance,
involving the fea~libility studies and project development; and (3) infonnatioIll collection!
dissemination and publicity. The rust a.rea is the clear prerogative of the public sector but in the
latter two areas th"re is considerable overlap. In reality, the two main private entities,
COEXPORT and FUSADES, have supplanted t§le Ministry of Economy in the provision of
technical assistance and infonnation services.

For example, the Ministry of Economy, due to budget constraints, has allowed its
Infonnation Center to L'ipse and become obsolete. In contrast, the price and quantity infonnation
in COEXPORT and FtTSADES databases are two-four weeks old. Neither COEXPORT nor
FUSADES are satisfied with the quality of their databases and would like to have more current
infonnation, but lack of an Internet account and the high cost of access to electronic databases
constrain selVice. Nonetheless, private business people claim that these are the two best selVices
available in the country. In the case of exporter and investor assistance, FUSADES/PRIDEX has
been much more ene~etic than the Ministry of Economy, paying for feasibility studies, malting
cold calls to potential investors from two offices in the United ~tates, and ananging meetings
and tours of relev.mt points of interest for potential investors. .

Another main difference is that the private groups are able to attract and retaL"1 better
trained and more highly motivated individuals who provide better selVices. The m!l;n problems
with the private groups are flOancial vulnerability and limited coverage. COEXPORT is
supported by member fees and has had a relatively constant budget (C2 million) in recent years
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Table 4.2 Public and PrIvate IDstltutloDIJ Provldlnl Support to the Export Sedor

MiDisto' Qf Economy
1. Bxport and Investment PromotloQ Directorate

• CQmmerclallnfonnation Center maintains database on trade flows, prices,
supply/demand, pertinent quality and safety standards for foreign markets
and a list of foreign exportenlimJ!ort.ers.

• Promotion of Investments and Transfer of Capital and Technology assists
national and foreign investon to register.

• Division of Fiscal Incentives approves eligibility for fiscal incentives in
Bxport Reactivation and Free Trade Zone Laws.

• Bxport Support analyzes transport problems, helps nationals participate in
international fairs and expositions, and administers donor projects related
to trade improvement.

2. Free Trade Zone Directorate applies the Free Trade Zone Law and administers
FTZ San Bartolo.

3. Economic Integration Directorate evaluates and analyzes all issues related to the
Central American Common Market.

4. International Negotiations Directorate analyzes international trade issues and
conducts negotiations on behalf of the government.

Central Bank
1. Export Transactions Center (CBNTREX) is a Qne-stop-shop for registering trade

transactions, issuing certificates of origin and phytosanitary quality, and issuing
pennits required by other public institutions.
Department of International Finance monitors and analyzes external accounts.
Department ofForeign Trade monitors trade flows, international prices, and other
trade issues.

MinistO' of Finance
1. Internal Revenue Service approves and processes 6 percent duty drawback and

return of VAT paid by exporters.
2. Customs Service inspects merchandise crossing frontiers and collects appropriate

tariffs and fees.

MinistO' of Apiculture
Unidad de Sanid~d Vegetal y Anim~;' conducts inspections of food, plants, and live
animals entering the country, issues certificates of phytosanitary quality, and monitors
the import of agricultural chemicals.

POi1 Authority
Operates and maintains loading and storage facilities at seaports of Acajutla and Cutuco
and administers the International Airport at Comalapa.
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-----------------------------
TAble 4.2 Public And PrIVAte InJtltutlollJ Providing Support to tb. Export Sector

(continued)

COBXPQRT
1.

4.
S.

FUSADBS
1.

2.

Assists exporters throuah provision of a trade database.
Matches forelan Imponen with domestic exporters.
Sponsors workshops and seminars on trade issues and changes in trade and
Incentive laws.
Helps exporten to attend international fain and expositions.
Lobbies the government on behalf of private export businesses.

PRIDBX
• Focuses on promoting direct investmt:nt through international fair

attendance, cold calls to foreign businesses and mailings.
• Assists domestic exporters in project preparation, organizing and funding

trips, inviting importers to visit local plants, and contracting consultants
to he,}p local exporters adapt their products to foreign preferences.

DIVAGRO
• Conducts diagnostic BIid feasibility studies for the introduction of

nontraditional crops on fanns.
• Prepares technical assistance in preparation of soils, selection of seed, and

cultivation practices.
• Manages two demonstration fanns.
• Maintains an agricultural trade database.
• Presents seminars and workshops.
• Helps fanners to attend international fairs.
lIr Acts as an intermediary for agroindustries and contract farmers.

Sources: Arriagada Stuven 1992, interview notes.
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despite the increasing demand for morc services. FUSADBS has been supported by USAID
since 1982-83, althou.h USAlD wants to wean the institution from ltll almost exclusive
dependence on concellslonal external funds. Due to the tenuous financial situation of both
private institutions, the intense pressure to produce positive results, and the high risk in
nontraditional agricultural production, extension of services to medium-scale producers Is
unlikely in the near future. At present an agriculture diversification program, DIVAGRO, has
assisted about 4,300 mainly large-size fanners and cooperatives in its seven years of existence.

The provision of services by the public sector has been uneven in quality and adequacy.
The Central Bank has generally perfonned well especially since the creation of CBNTRBX and
the movement toward a unified exchange rate. Exporters are generally serviced within one day.
Before CENTREX, the exporter had to visit numerous, dlspersOO agencies, and spent
considerable time securing the necessary pennits and registering the transaction. The porr,
Authority has also pertonned well despite serious budget cuts. The seaporiS and airports are
reported to be wen-managed and well-maintained. "the most comrnon complaint is the lack of
more warehouses, more docking space, and more modem loading equipment. These capital
improvements are hostage to tight budgets. In the midst of budget austerity, the capital projects
are more likely to be delayed or canceled than are recurrent salary and operational expenditures.

The weaker providers of exporter services, however, have been Customs, Ministry of
Economy, Internal Revenue Service, and Ministry of Agriculture's Food and Drug Service.
Transport services and business persons contacted reported that corroption is a serious problem
with customs officials and that their rent-sr..eking behavior significantly increases transaction
costs. The leadership of the agency denied any widespread problem and said that vigorous
efforts were under way to remedy the problem. The Ministry of Economy, the Internal Revenue
Service, and the Ministry of Agriculture all fail to provide timely service. The reasons given
for the poor service is lack of sufficient {mancial, human, and material resources. Private sector
operators attribute the failure in part to lack of budget but also cite the excessive number of sign
offs needed to approve a transaction, convoluted rules that confuse both the staff and the
exporter, and low personnel morale.

The Ministry of Agriculture's Food and Drug Service is aware of the problem and is
seeking a loan from the European Economic Community (EEC) t~at would allow the ministry
to build and furnish a network of laboratories across the country. At present, only FUSADES
has a functioning quality-control laboratory. The absence of a scientific infrastructure is a
leading reason why Salvadoran food and agricultural products entering the United States are
prone to high rates of rejection. AccOIding to U.S. Food cmd Drug Administration reports, Bl
Salvador was second in fiscal year 1991 to the Dominican Republic in the total number of
detentions, 126 versus 282, but first in the value of detentions ($4.4 million). In fiscal 1992,
the number of rejections rose to 172 but the value dropped to $2 million (FDA 1993). Those
substantial economic losses hurt Salvadoran exporters, make fmanciers leery, and lower the
reputation of Salvadoran products in the international market place.
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The next !cctlons describe and evaluate the steps in the export process and the procedures
involved in qualityinl for a fiscal incentive outside or a Free Trade Zone.2

4.3.1 Export Procedures

The steps required to export arc summarized in Table 4.3. The procedure is very
stmlghtforward and with the advent of CENTREX, a "one-stop-shop, If the amount of time
required has been substantially reduced. Prior to 1987, the year CBNTRBX was founded, an
average exporter required at least one week to register an export and obtain the most commonly
required certificates. Now the average exporter can accomplish the same within one day. The
streamlined system may explain, in part, the rising number of new exporters in recent years. In
1990 there were 597 new exporters, in 1991, 514, and in 1992, 339 (CENTREX).

The two main weaknesses in CBNTREX are the absence of an authorizing law and the
need to further train its staff and upgrade its office equipment and c::omputers. CBNTRBX WiS
originally part of the Ministry of Foreign Trade, but since this ministry was abolished, and since
the new Export Reactivation Law of 1990 superseded the Export Law of 1986, no clear
provisions have been stipUlated concerning CBNTRBX. The entity continues to exist only at the
bequest of tl!e chief executive and the pres~d~nt of the Central Bank and as a result its staffmg
and budgeting are completely discretionary:

4.3.2 Direct Investment Procedures

A foreign investor seeking to invest in the country does not face major bureaucratic
ban iers in securing the guarantees afforded by the investment. The procedure, as summarized
in 1'able 4.4, is straightforward. What is more problematic is the long wait (typically 20-30
days)1 required to c::ompJete the transaction. Ideally, the wait should be less than one week.
None.th~less, even more difficult is the acquisition of infonnation and registering the foreign
owned venture locally.

There is a clear need for better coordination among the various units within the
government that have jurisdiction in registering a business. At present there are 16 units, with
276 staff. For the typical foreign investor, a total of 16 separate applications must be made, at
least 32 visits, and it is estimated that 1,005 public sclVant days must be expended to process
a single transaction (MIPLAN-GAES 1993). A proposal to set up a one-stop-shop for foreign
and national investors is circulating in the ministry and is likely to be adopted toward the end
of the Cristiani administration or at the start of the new administration in June 1994. The new
entity would centralize all the selVices and transactions needed to start a new business venture.

2 Very few agribusinesses ooerate in Free Trade Zones. J~':COrding to information provided by
FUSADES\Pridex only _ out ( . _ firms operating in FI'Z's 2S of July 1993 are agribusinesses.
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Table 4.3 Export ProcedUreI

1. Register as an exporter.
a. CBNTRBX is asency in charge.
b. Documents needed:

• Identity card
• Articles of Incorporation
• Signature Authorization Card
• Registration with appropriate trade association or govenilTlental body ifthe

product is coffee, sugar, meat, fisb, agrochemicals, feed, or veterinary
medicine.

c. All exporters are required to register as a matter of formality. Data are kept in
log fonn and not computerized.

d. Average time needed is five minutes.

2. Register export sale.
a. Annex sales contract.

• CENTREX is agency in cbarge.
• Facilitates recordkeeping by BCR. because products and vNues are

classified into various categories.
• Time needed is less than ten minutes.

b. Annex special permits if product is controlled.
• Delegates of the Ministry of Economy and Ministry of Agriculture who

are located in CENTREX are in charge.
• As of July 1993, ODES has a list of 19 controlled export items and 5

j~ems prohibited from export.

3. Obtain certificates required by importing country.
a. Certificate of Origin

• Delegates of Ministry of Economy who are located in CENTREX are to
charge.

• Preferential trading arrangements, such as CBI, GSP, and MFA, have
provisions governing loea! content and import eligibility. CENTREX is
responsible for assuring that exporters are not violating these st:ltutes.

b. Sanitary Certificates
• Delegates of Ministry of Agriculture who are located in CENTREX are

in charge.
• Most industrialized countries have safety standards for imported items.

Products without necessary documents are not permitted ent':y.
CENTREX is resopnsible for informing the exporter of import
requirements in the destination country.

Source: CENTREX.
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Table 4.4 Direct Invlltment Procedunw

1. Register as a ForeiaD Investor.
a. Documents Needed:

• Proof of citizenship
• Articles of incorporation
• Recent balance sheets
• Proof of transfer of foreign currency to local bank account

b. Agencies in charge:
• Office for the Promotion of Investments and Transfer of Capital and

Technology in the Ministry of Economy
• Banco Central de Reserva Department of Currency

c. All foreign investors who want to enjoy the guarantees afforded by the Investment
Law, namely fuU repatriation rights, must register.

d. Time needed is from 2 to 30 days; greatest delay is in obtaining signature!! of
high-ranking officials.

2. Register as a Local Firm:
a. Must present proof of appropriate amount of capital if a corporation (minimum

ClOO,OOO if foreign partners involved)
b. Agencies ir1 charge are Ministry of Economy Commercial Registry, Finance

Ministry, Ministry of Labor, and 12 other offices.
c. This procedure is usuaUy initiated simultaneously with foreign investment

registry.
d. Mahl benefit of registration is that it affords the fInn fuU benefits of the

Commercial Code, particularly limited liability exposure.
e. Time needed is from one to three years.

Source: Ministry of Economy

The new unit would, at a single location:

• Provide infonnation on investment opportunities
• Register foreign investors
• Issue resident credentials to foreign investors
• Incorporate national businesses and subsid1::.ries of foreign corporations
• Record businesses in the Commercial Registry
• Grant tax and employer identification numbers
• Register patl"31ts, c<Ytlyrights, and licensing arrangements
• Authorize the disbursement of fiscal incentives (MIPLAN-GAES June 1993)
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4.3.3 ProcedUrtl!l to Claim .. FlJeaI Incentl"

The procedul'CI to claim a ftlCA1 incentlvo arc extremely cumbenomc. As shown in
Table 4.5, It takes more than three months (wont case scenario) to recelvo 8 duty drawback and
up to 8Ibt months for tho VAT return. The lengthy delays are caused by a combination ot
submission of illegible and/or false document., tack of sufficient resources, and excessive
bureaucracy.

Tho theoretical justlftcation for Incentives is to reimburse exportl'rs for the duty they paid
on imported inputs 80 that they would not be diaadv8Dta.ed via-a-vis foreign competitors.
However, no detaUed lltudies exist on the moanJtdde of anti·export blas by sector or cost-benefit
evaluations of tlte flscallncentlve8, JiveD the administrative problems In processIn. claims. A
more sophisticated .ystem would calculate import input coefficient! for each industry and
cc. louaUy update the figures, In this way, benefits would be distributed accordlng to true
nee. . although the administrative requirements would be more intense. An alternative might
be a dldty-VAT remission scheme. This would relieve the cash flow problems of the Treasury
Ministry, but it mayor may not imply less documentation and auditing power. In the case of
the VAT return, the motivation is to avoid "exporting" domestic taxes.

4.4 Evaluation 01 the Effectlven... or Export and Investment Incentives

Since the duty drawback incentive was implemented (September 1990), the number of
applications for duty drawbacks has increased remarkably as more exporters become aware of
the program and participated (Table 4.6). Concomitant with the In(;reased number of
applications has been a decline in the average return. More interesting, however, is the decrease
in the ratio of amount returned to total nontraditional export value. That is, nontraditional
exports increased at a much higher rate than the amount returned for the period 1991-1992,
suggesting that the fiscal incentive may not be significant. The lack of monthly, nontraditional
export values makes a more rigorous analysis impossible at this time.

Table 4.5 Procedures for Claiming Fiscal incentivES
(6% Duty Drawback and Return of Value-Added Tax)

6% Duty Drawback

I. Detennine eligibility
a. Documents needed

• Application fonn
• Export sales invoice
• Foreign currency entry declaration form
• Proof of for~ign currency deposit
• Export reg;,\,CIation record from CENTREX
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Tabl8 4.5 ProcedUr.t8 for ClalmIDa FlJcallnconU,.
('" Duty Drawback and Betunl 01 Valul-Addetd Tax)

continued

b. Aaenoy in charao I. MInIstry of Bconomy
c. Most delay. are due to lUeatble recorda and the nunlcrous slanatures required.
d. Averaae time needed is six weeks.

2. Obtain approval and payment order from MInistry of Finance
a. Agency in chUles is Ministry of PilWlcc Internal Revenue Service.
b. Ministry reviews tho documents and checks tax status.
c. U presenter is delinquent in taxes, debits are made.
d. Most common problems are false or altered, invoices.
e. Time need~ is 10 to 40 days.

3. Obtain approval of tho Controller's Office
a. Documents needed are payment order and above supporting documents.
b. Controller's Office reviews documents and issues a check for payment.
c. If amount is greater than C301,000, additional signatures are ~equired.

d. Average time needed is IS days.
4. Receive disbursement of funds or tax compensation certificate

a. Ministry of Finance Internal Revenue Service disburses the funds or cenificates.
b. Time needed is from one to seven days.

Return of value-Added Tax
1. Establish proof of export

a. Documents needed
• Application fonn detailing VAT paid on inputs used in export product
• Bxport sales invoices
• Export record from CEN1'RBX

b. Ministry of Finance Internal Revenue Service reviews documents for authenticity.
c. Time needed is up to six months.

2. Verify amount of return due
a. Exporter makes accounting records available ~o auditor.
b. Agency in charge is Ministry of Finance Internal Revenue Service.
c. This step is very tim(;-consuming because the office is understaffed and many

businesses do not keep orderly records.

3. Receive payment for return
a. If the amount is less than ClOO,OOO, a check is issued by the Internal Revenue

Service.
b. If the amount is more than ClOO,OOO, a payment order is submitted to the

Controller's Office.
c. Beginning in June 1993, compensatory tax certificates will be issued.

Source: Ministry of Fmance

4-]'1



Table 4.6. Number and Amount of Duty Drawback Payments

Averale Non- Drawback
Amount Amount traditional as Percent

Number of Returned Returned Exports /1 of NT
Year AppUcatlons (colones) (colones) (colones) Exports

Sept.-Dec. 65 81,555.93
1990-92 S,301,135.44

1991 840 79,874.69 2,440,571,000 2.7%
67,094,741.97-

1992 1,345 51,705.07 3,328,698,000 2.1%
G~,S43,328.04

To June 1993 92S 31,776.25
29,393,028.09

TOTAL 3,175 53,962.91
171,332,233.5

0

Notes: /1 ExclUdes calfee au ar, colton., &
/2 The Export Reactivation Law passed in March 1990 and the duty drawback provision was

Dot implemented until September.
Source: Finance Ministry

-- AcJlcaJhrai --- 0tt1er

Duty Drawback Distribution:
!ly Category of Business in 1992
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Distribution of the
benefits of incentives also tend
to be very concentrated. As
shawn in Figure 4.1, textile
finns in 1992 obtained more
duty drawbacks (averaging
38 %) for the ten-month period
of available data than fmns
producing agricultural exports
(29%) (Finance Ministry).
Only a small number of ex
porters (141 fmns) used the
program from September 1990
to November J.992.
COEXPORT, the exporters
asso-ciation, reports a
membership of 240 direct Figure 4.1
exporters in 1992 (Finance
Ministry, COBXPORT
Memoria de Labores, 1993). Thus, close to 60 percent of the more established exporters were
covered by the program. According to CENTREX there are an estimated 1,400 exporters in the
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country; thus, the utilization rate is about 10 percent. Some of the leading agricultural exporters
who used the program in 1992 were Sesame de BI Salvador, S.A. de C.V.; Prodllctos de Cafe,
S.A.; Procesadora San Michelle, S.A; and Productos Alimenticios, S.A. de t.V. (Finance
Ministry).

With regard to the VAT rebate, the Internal Revenue Service had processed only 8
percent (6 out of 75) of the applications as of June 1993. This extremely low figure has forced
changes in the disbursement technique, and beginning in July, compensatory tax credit
certificates are being issued. The two main problems with the administration of the VAT rebate
is the lack of funds and the tedious nature of conducting audits.

Direct investments have increased over the 1990-91 period but it would be difficult to
attribute the increase in any meaningful way to the promotion activities of the Ministry of
Economy because the ministry has not been very active in this area. FUSADES/PRIDEX and
FUSADES/DIVAGRO have been more successful generating investor interest in the country than
has the public sector. According to reports by FUSADBS/DIVARGO, the UIJil succeeded in
generating C5.S million of direct investment in agriculture in 1991 and C6.62 million in 1992.

The overall investment picture is unclear. From 1970 to 1979, direct investments and
reinvestments of earnings avemged about S10.4 miI1ion per year. During the most tumultuous
years of the civil conflict (1980-89), the figure dropped to $6.5 million. In 1990, the figure
bottomed out at S1.6 million. In 1991, direct investments alone accounted for S10.1 million
and, when combined with retained earnings and appreciation of assets, tb.e figure is $30 million.
In that year the principal source countries were the Bahamas (47%), the United States (34%),
and Bennuda (14%) (Ministry of Economy). Food and agriculture represented 18 percent of
the direct investments in 1991. More popular investment areas were oil refmeries (39 %) and
commerce (28 %) (Ministry of Economy). In 1992, dii'ect investments fell appreciably, to
$768,000, again with most investment aimed at commercial services; and the Cayman Islands,
Panama, and the United States were the main source countries.

In summary, fiscal incentives play a role in stimulating exports but possibly not a
detenninative role. The main problem with fiscal incentives is poor administration. The
qualification procedures are tedious and the process takes too long. Export and promotion
services are weak and uneven. Public sector agencies are largely absent and the private entities
face financial sustaulability constraints.

4.5 Trade and Investment Financing

Access to working capital is problematic for medium and small businesses, as well as for
large businesses engaged in nontraditional food and agricultural exports. Private banks tend to
lend to larger, well-established ftnns with secure (;ollateral for working capital and investment
purposes. Collateral requirements are usually 110-120 percent of the value of the loan.
Customers with loo-percent export businesses can receive loans in dollars but a~;"aiIability is
limited and is considered a constraint on bank growth and profitability. According to Banco
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CuscatIm officials, 80 percent of pre-shipment export loans go to fmns with more than C2
million in assets who concentrate ill traditional agricultural and manufactured exports. Many
of the export-oriented fums receiving fInancing are textile, clothing, and footwear producers.
Nontraditional agricultural exports, with the exception of ornamental plants, are considered high
risk due to perishability, poor quality control, underdeveloped marketing channels, and the risk
of nonpayment by the imporror. Other business persons interviewed expressed the view that
most private banks have the same conservative orientation.

With regard to trade fInance, letters of credit for exporters are not widely used due to
a reluctance on the part of importers, who have superior bargaining power (especially in the case
ofnew products), and a lack of strong relations between national banks and correspondent banks
in the exterior. Banco CuscatIan reports that only 5-10 percent of its exporters obtain letters of
credit from importers. Similarly, bankers acceptances, the most sophisticated trade fmance
instnJment, are not used. Domestic letters of credit, which were fundamental in the success of
guaranteeing access to fmance to indirect exporters in Korea, are also not used in El Salvador.3

Most trade fmance is conducted on a draft or "word of mouth basis." When the exporter
delivers a product, a draft order which is a request for payment by a bank is presented and the
exporter simply waits for payment, with little guarantee of compliance.

FIDEX, a fmmce company establish~ two years ago, specializes in fmancing medium
and small export businesses. Because of a 30-percent delinquency for agricultural projects and
particularly bad ex~riences in aquaculture, the organization is shifting its $20-million portfolio
toward industrial projects. To qualify for a loan requires 110-percent collateral value and solid
feasibility studies. Agricultural extension agents have criticized all banks, but in particular
FIDEX because of its stated mission to promote export development, for undennining
diversification efforts. Although investors in nontraditional activities may receive assistance in
prefe!tsibility studies, marketing research, and production techniques, without access to fmancing
they are paralyzed.

The foous of the Central Reserve Bank to date has been to stimulating medium- and long
teon investment in productive capacity. The conventional wisdom is that the manufacturing
stock of EI Salvador needs to be rapidly modernized and converted in order to increase price
competitivenesr. ~d quality. In August 1990, the Central Bank established a Cl.6-billion Fund
for Investment with the help of USAID and the Inter-American Development Banlc. Since then
it has been able to lend C1.1 billion in six lines (Industry and Agroindustry, Constmction,
Agriculture, Social Development, Services, and Microenterprise) through intermediaries in the
reserve system for medium- and long-tenn projects. The interest rate is flexible, with the base
being the 180-day certific;.:te of deposit \"ate for the previous month plus whatever margin the

3 A domestic letter of credit is opened on a first letter of credit between a final exporter and foreilt" "uyer.
The bank uses the first letter of credit to guarantee a credit directed to an input supplier of the final expo. . This
instNment widens access to fol'lDlll credit for medium and small entrepren~urs. They are able to obtain ereJit on
much more favorable terms thM in the informal market and avoid the risk of late or nonpayment by the final
exporter under an accounts receivable system.
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intennediary establishes. To date most of the funds have been directed to industrial and
agroindustrial projects. The main complaint about the Fund for Investment is that the application
process is excessively long (6-10 months).

In summary, access to credit for both pre-shipment and post-shipment needs is
problematic. Conservative banking practices and the underdevelopment of risk management
techniques and government assistance can thwart the emerging export drive. .

4.6 Conclusion and Recommendations

4.6.1 Findings

Salvadoran public sector authorities have not pursued effective export promotion policies.
While certain elements of an auspicious macroeconomic environment exist, administrative
failures, the lack of a clear strategic vision and knowledge about the country's comparative
advantage, and the ineffective coordination of government bodies, universities, private sector
entities, and labor unions, undennine the positive strides made to date in the macroeconomic
arena.

If the operational goals of an effective export promotion policy include (I) a flexible,
realistic exchange rate, (2) free trade in inputs and outputs, (3) a competitive fmancial market,
or at the very least guaranteed access for all exporters to working capital, (4) a competitive
primary input market, and (5) a nondiscriminatory tax and regulatory environment, then EI
Salvador is lacking.

As discussed in chapter 2, exporters suffer from an overvalued exchange nte and there
is no inclination within the Central Bank to take corrective action.

In theory, the 6-percent duiy drawback system for exporters outside the Free Trade Zones
is roughly equivalent to a S-percent tariff rate on most capital and intennediate goods. In
practice, however, the limited number of rmns applying for the drawback and the long delays
in disbursement minimize the fiscal incentive.

Financial markets are not accessible to many medium, small, and indirect exporters
because of high collateml requirements and conservative banking practices. At present only a
small segment of the business community enjoys access, which contentntes activities and
funding in those industries that have access. Without a long-tenn perspective and support from
the public sector to diminish the high risks involved in nontraditional exports through guarantee
funds and export credit insurance, the initial improvements shown to date may not continue.
More innovative and sophisticated trade rmandal instruments are nP.eded to reduce the risks for
exporters and bankers.

While the tax system has been revised, with distortionary export and stamp taxes
eliminated and aggressive collection efforts undertaken, the delays in implementing the return
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of the VAT to exporters counteracts the motivation behind the incentive, which was to avoid
export taxes.

On the institutional front, only CENTREX, COBXPORT, and FUSADES seem to be
functioning reasonably well. The weak administrative services provided by the Ministry of
Economy, Internal Revenue Service, Customs, and the Food and Drug Service discoumge new
investors and increase the cost of doing business for all exporters. The most glaring economic
losses occur due to corruption of customs agents and the lack of adequate facilities to test the
quality of exportable food and agricultural products. The corroption increases transportation
costs and the lack of quality control leads to a high incidence of rejection in destination markets.

Probably the most troubling aspect is the lack of a clear national export strate.2Y and
coordination among the significant actors in the economy. A committee called FOMEX broadly
representative of economic interests in the country, is attempting to address this need.

4.6.2 Recommenut!ODS

• Centralize all investment registration activities in one office.

• Conduct a cost-benefit study of the current duty drawback system and, based on
the fmdings, decide whetl'jer to abolish it or to modity it by instituting a system
that is less difficult to administer. Strengthen the Internal Revenue Service so
that it can quickly disburse VAT compensatory certificates.

• Change the leadership in Customs and mount a strong anticoauption campaign.
One incentive may include paying Customs agents more than civil servants of a
comparable grade.

• Develop and :;~rengthen quality control capabilities in the Ministry of Agriculture,
universities, and FUSADES.

• Establish an Export Guarantee Fund, study the feasibility of an Export Credit
Fund, and expose bankers to innovative tnde finance instruments such as
domestic letters ofcredit and bankers acceptances. Without wider access to credit
and a long-tena view toward export promotion, the entire campaign may flounder
for lack of finance.

• Strengthen capital markets so that they can serve as an alternative sourr,e of
fmancing (equity), thus eliminating sole reliance on debt fmancing from banks.
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s. A PROGRAM OF INFRASTRUCTURE INVFSTMENT

In theory, stnlctural adjustment measures should boost investment, particularly in the
tradable goods sector. That increase in investment can provide a connection between
adjustment, growth, and the external balance of trade that would ensure the sustainability of the
adjustment effort. In EI Salvador, however, as noted earlier, the investment response has been
disappointingly weak, especially in agriculture, a problem that raises the cost of adjustment in
tenns of employment, economic growth, and development. Given the pivotal role of increased
investment in the recovery of sustained growth in agriculture, EI Salvador will need to institute
further policy reforms in the short to medium term to restore adequate levels of investment.

To sustain investment for a desirable rate of growth, EI Salvador must increase its rate
of public and private savings. The liberalization effort, whicb has allowed real interest rates to
rebound, will have a positive impact on measured private savings. Moreover, reduction in the
budget deficit will raise public saving, and the reduced distortions in resource allocation will
raise the baseline level of both El Salvador's efficiency and economic growth in the long tem.
A major quantitative study is needed to verify usage and costs of the various modes of transport
available. This study should also estimate the cost of improvements needed to increase transport
capacity and lower user costs.

5.1 Assessment of Constraints and Infrastructural Problems

El Salvador's agricultural sector cannot compete witb external sources without adequate
infrastrocture. Investment in infrastructure increases productivity, reduces cost, and improves
marketing efficiency.

The main infrastroctural constraints to increased exports are:

• Road transport costs are high due to the poor condition of the road network,
which results from the low level of investment in rehabilitation, constroction, and
maintenance.

• Unsafe and unreliable rail facilities make mcakets less accessible to producers.

• Marine ports have a limited capacity to handle cargo. The Port of Acajutla
requires a series of infrastmctual improvements; the electrical system bas been
affected by the continuous voltage changes, and the railway line does not enter
the dock areas.

• Air cargo transport costs are high, and there is insufficient capacity in the irozen
and refrigerated cargo facilities.



• Administrative barriers and customs delays increase transportation costs,
bureaucratic procedures are slow, large bJibes are needed to cross the border with
Guatemala.

• The state-run telephone system is poor, and both the time and cost of hooking up
new lines are high. Only an estimated 40 percent of phone calls going to or
coming from the United States r..onnect. It takes years to get a phone installed
where there are no current lines. Businesses hire individuals solely to dial
outgoing phone calls for other employees.

• The electrical system, although improving, still suffers from years of low
investment and maintenance and related damage. Approximately 17 percent of
electricity is lost during transmission due to poor equipment and lines.

• Marketing inefficiencies in storage activities due to an inadequate and deteriorated
physical infrastructure increase merchandise insecurity and costs of storage.

• Policy analysis capabilities, development management knowledge, and managerial
skills are lacking, and presents s~rious obstacles to effective implementation of
policy change in agriculture, trade, and investment.

In sum, the modes of transportation most frequently used by exporters are: the road
network (71 %), airports (18%), and domestic marine ports of Acajutla and Cutuco (11 %)
(L6pez). The infrastructure sector lacks both the proper fundinglll and sufficient planning to
set its overall objectives and priorities. Moreover, resources for both routine and major
maintenance needs are scarce, and as a result, maintenance is usually deferred. Currently, 45
percent of investment in the transportation sector depends on international fmancing (Tech
International et al.).

5.2 The Investment Program and Strengthening or Institutions

In El Salvador, the decline in investment resulted not only from reducoo public
investment ~use the government was under pressure to reduce the public sector deficit), but
also from reduced private investment, caused in part by uncertainty at the start of the adjustment
program and structural refonns. The reductions in public investment iii infrastructure and
human capital seriously jeopardized the resumption of private investment. Experience shows
that the expansion of efficient public investment enhances the private sector's supply response
to the refonned incentive structure by increasing the credibility of the adjustment program and
thus contributing to the expansion of private investment.

38 Public resource allocation to the infrastrocturc sector (Obras Pdblicas) has averaged only about 11.8~ ofGDP
for the last 23 years. It bas decreased in the last three years, and in 1992 it reached only 7.8~ of GDP.
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A decline in investment is worrisome because higher growtll in Bl Salvador requires an
increase in investment above the levels of the 1980s. In the next four to five years, the public
investment target should be between 15 and 20 percent of GDP and the private investment target
between 12 and 15 percent ofGDP.

Resources for investment are scarce, and it is therefore vital to have increases in the
efficiency of labor and capital. Improving the efficiency of resource allocation and use by the
public sector includes support for rationalizing public sector investment, strengthening the
efficiency of public sector and parastatal enterprises, and a rationalization of public sector
programs.

Further, because more efficient investment has a higher :rate of return and encourages
investment in El Salvador's economy (rather than investments in other countries), the
maintenance and consistency of the current nondistortionary macroeconomic policies are
important. To increase the production capacity of the agricultural sector and to ensure
sustainability, the team is proposing an investment strategy that covers the following selected
areas.

Investment in Irrigation. In the short to medium term, increased investment in the
rehabilitation of irrigation systems will 'substantially increase production and exports of
nontraditional agricultural products. TIle irrigation investments to support agricultural
development should include actions to privatize the system and to improve delivery of irrigation
waters to its users. Some realistic projects include Project Lempa-Acahuapa to distribute
adequately the parcels of land and improve its infrastructure, rehabilitation of the Zapotitin and
Atiocoyo irrigation project, and soil management and flood control of the Rio Grande de San
Miguel.

Investment in Capacity Building 2nd Institutions. In the short to medium teno,
investment should be directed toward the strengthening of the ministries of Agriculture,
Economy, and Finance, in particular, in the areas of: policy analysis and implementation, data
management, dissemination of infonnation, tax management, and the promotion of transfer of
capital and foreign investment.

Also, increased investment is needed to support an institlJtional coordination
arrangement or plan that promotes diversification in agriculture and agroprocessing and data
management. The arrangement should include FUSADES, COEXPORT, FOMEX, and the
ministries of Economy and Agriculture. The objective would be to conS'Jlidate an export
strategy. At the beginning, the task would entail revision of focus, capacity, and the degree of
coordination in the Ministry of Economy and FUSADES (via PRlDEX) to promote investment
and exports. Specific areas that could be covered are analysis and development of new markets,
identification of export niches, improvement of processes and production technologies, quality
control, and business strategy planning.
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Investment in Research and Extension Services. Increased invesbnent in agricultural
research and extension is vital. Policy in this area should be centralized and well ooordinated.
A scheme 3Dd a coordination plan iIJvolving MAG, FUSADES, CLUSA, and CENTA should
be developed to make CENT!. self-reliant. This is an area where international expertise and
international funding can be particularly helpful, provided that the appropriate priorities and
programs are well defmed.

Investment in a Market Information System. The creation of a market infonnation
system covering both domestic and international markets, that provides timely price data, names
of potential buyers or sellers, consumer tastes and preferences in the importing countries, and
infonnatioD on trade barriers and import procedures is vital to El Salvador's competitiveness in
the global market. Such an infonnation system should be quasi-private, but have sufficiently
low costs so that access is available to all current or potential exporters.
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6. IMPLICATIONS OF ECONOMIC INTEGRATION FOR
SALVADORAN AGRICULTURE

The emergcmce of El Salvador from years of civil war and economic stagnation has
renewed interest in a more open economy and in economic integration witla other countries.
This chapter contains a brief overview of the principles of economic integration, and continues
w:~b a description and discussion of the Central American Common Market (CACM) and the
North American Free Trade Agreement (NAFTA). The ovetview is followed by discussions of
E1 Salvador's relationship to these agreements 2!ld to the General Agreements on Tariffs and
Trade (GATI')~ concentrating on the effects of these agreements on the Salvadoran agricultural
sector. The chapter concludes with a discussion of the opportunities and challenges for El
Salvador under a more liberalized trade regime.

6.1. Overview of Economic Integration

Economic integration is a process designed to abolish discrimination between the
economies of different nations (Balassa 1961). In the past decade, a wave of economic
integration has swept the globe, manifesting itself in many bilateral and regional trade
liberalization agreements.

6.1.1 Types of Integration

The types of economic integratior. represent varying degrees of integration. At the fIrst
level are preferential trading arrangements, where one country gives some type ofpreference
to the exports of another country. These preferences are often, but not always, reciprocated.
For example the U.S. Caribbean Basin Initiative (CBI) provides eligible Caribbean and Central
American countries with duty-free access for most exports, but the recipient countries are not
required to offer the same concessions to the United States. El Salvador participates in the
CBI.

The next level of integration, a free trade area, is characterized by an abolition of tariffs
and otherquantitative restrictions on exports between the participating countries. However, each
('')untry retains its own trade restrictions with respect to nonparticipating countries. The North
American Free Trade Agreement between the United States, Canada, and Mexico is an example
of a free trade area.

A customs union is essentially a free trade area with the addition of a common trade
policy with respect to imports from nonmember countries. The Caribbean Common Market,
which is better categorized as a customs union, has such a common external tariff and trade
policy. A common mar'ket, such as the future status of the Southern Cone Common Market
(Mercosur) has the characteristics of a customs union but, in addition, allows free movement of
factors of production.
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Finally, an economic union adds some degree of hannonization of national economic
policies. The European Community is quickly moving toward such a union, with plans to
coordinate both monet!lry and fiscal policies. Each of these fonns of economic integration
implies benefits to participating countries; however, these benefits vary depending upon the level
of integration, in addition to other factors (BaIassa 1961).

6.1.2 Benefits and Costs of Integmtlon

The potential benefits from economic integration can be divided into two different
categories: static gains and dynamic gains. The foremost are the static gains from trade,
explained by the theory of comparative advantage. For example, as trade is opened between
countries.lf and B, country .If may import good X from country B if relative production costs are
lower there, which allows country .A to use more resources to produce more of good Y, where
country A has the comparative advantage. In tum, country B would import more of this good
Y from country A, allowing country B to use more resources in production of good X. These
gains from trade are both in efficiency, with more production going to the lowest relative cost
producer, and in welfare. However, gains in welfare are not necessarily equally distributed
between or within countries.

These gains in efficiency and welfare, should foster economic growth. Another potential
static gain from integration is incr~sed bargaining power and reduced wlnerability when dealing
with nonparticipant countries on both political and economic fronts. This gain is particularly
relevant for smaller nations who band together. Finally, a domestic consideration is the
reduction of risk because the trade j:olicies among member countries are more transparent and
less likely to change despite changing political authorities.

Perhaps most easily understood among the dynamic gains from integration are economies
of scale. In very small (mos, workers are likely to do several different tasks; however, when
demand is sufficiently large, in a larger plant, workers can specialize and gain more skill, which
increases productivity and lowers marginal costs (Balassa 1961).

Also, a small country may not have a large enough internal market to effectively absorb
the high fixed costs associated with a complex or capital-intensive industry, such as steel
production or new product development. However, when that fIXed cost is spread among more
buyers, then average cost may be low enough to make the venture viable. Export market
expansion from economic integration can provide the growth in demand required to justify the
increase in supply. These dynamic gains potentially can reach beyond the sphere of production
and into scientific collaborations with a pooling of resources for research into products and
processes important to the region. While economic integration should benefit participating
countries, certain costs are also associated with the action.

• Negotiations for these agreements are often quite lengthy and expensive.
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• If integrating countlies pursue an import substitution strategy through higher
external tariffs, the economic integration process may indeed cause higher costs
for consumers and decrease efficiency of these targeted indl!stries in member
countries.

• Economic integration entails some restructuring of industries to fully exploit the
competitive strengths of each country, leading to the downsizing or even
elimination of some industries in countries where they are least efficient.

This economic restructuring implies a potential for significant interim unemployment and
for abandonment of industrial facilities. However, as other industries are created or expand, the
surplus of workers and equipment will be in part, if not completely, absorbed. This gain by
other industries may not fully compensate the businesses involved in the losing industries.
Therefore, poJicymakers should consider some sort of compensation scheme or special loan
program for owners to convert plants to production of other products and retrain of workers.

6.1.3 FadOl'S Mfeeting Suecess or Integration

One of the factors that affects the success of integration is geographic proximity. When
transportation costs are lower, trade becomes more profitable. Also, countries within a region
are more likely to have common customs and cultures, making accommodation of these tastes
and preferences in product development and promotion an easier task.

Another success factor for integration is the size of the union. Theoretically, the larger
the economic union, the more opportunities for specialization of labor and efficient use of
production resources, especially if the integrated unit is a common market. Furthennore, gains
from integration will be greater ifpre-agreement tariff levels were high, particularly compared
with those of importers who did not join the agreement. The higher the tariff, the greater
quantity of regional trade that theoretically was restricted.

There is much disagreement about the effect of complementarity versus competitiveness
between economies on the gains from integration. On the surface, however, if participating
countries' economies are more complementary, then efficiency gains will be less than if the
economies were more competitive, particularly if the cost differences between the economies are
very large (Balassa 1961).

Beyond these more transparent factors is a general sense of cooperation necessary for the
long-tenn stability of the union and internal political stability in the member countries. Other
political considerations, such as compensation of industries in member countries that stand to
be hanned by integration and mechanisms for equitable distribution of gains from integration
among participating countries, also add to the long-tenn stability and success of economic
integration.
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(j.l.4 Ti'ade Creation versus Tnde Dlvel'!illon

Two basic potential effects of economic integration p.re trade creation and trade diversion.
Trade creation refers to newly created trade among member countries, while trade diversion
occurs when trade is diverted from a nonmomber country to a member country because the
member country is subject to lower or no tariffs.

Figure 6.1 shows an example of these effects, with the supply and demand for a
particular good in country A, under the small country assumption, such that ccuntry A is a price
taker in the external market. Before economic integration, the supply curve for imports from
country B is depicted by PI + T, which is the price level for these imports plus the tariff T.
This total import price le'Vl.::l is above the equilibrium price level in country A, so no trade
occurs. However, when country A eliminates the tariff for country B under economic
integration, the total import price falls to P"~ which creates trade. The quantity traded is the
horizontal distance between the supply and demand curves at the price level PB'

Trade diversion can also be explained using Figure 6.1. Suppose that another country
was added to th,~ market as an exporter, country C, with a pre-integration price level of Pc +
T. Both countries B and C are subject io the tariff; the total import price for B is low enough
that trade does occur with country A. If country A and ~ountry B were to join in a free trade
agreement, then imports from country C would still be subject to the tariff, while imports from
country B would not. Therefore, the import price from country C would still be Pc + T, while
the import price from country B would fall to PB' Trade wou!d be diverted from country C to
country B. Note that this solution is still less efficient than universal free trade since the low(~st

cost producer, country C, is excluded from the agreement and would suffer a welfare loss.

6.2 Overview of CACM

Despite its past problems, the Central American Common Market has renewed itself in
the current wave of global and particularly hemispheric trade liberalization. This section
provides an overview of CACM from a historical perspective, describes current initiatives to
continue economic integration in Central America, and discusses the role of and prospects for
EI Salvador in the region.

6.2.1 Historical Background

In 1960, Costa Rica, HI Salvador, Guatemala, Honduras, and Nicaragua fonned the
Central American Common Market. Intraregional trade expanded rapidly in the early 1960s as
member countries eliminated tariffs on most industrial goods and pursued a strategy of import
substitution as a group. Economic growth within the region followed, and industrial
developmciit flourished with the exploitation of economies of scale. Foreign Investment
increased as new opportunities were perceived within the regional market (Cline and Delgado
1978).
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Figure 6.1: Graphlc~1 Representation of Trade
Creation and Trade Diversion
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Trade in agl.. ':ultural products in the early CACM was not as liberalized as that of

industry, therefore, growth in agricultur.lI trade was smaIl. Howevet, El Salvador did expand
its export of rice and beans to Honduras, Nicaragua, and Costa Rica (Cappi et al. 1978).

The foundation of CACM was based on the principle of balanced development because
member countries bad differing levels of development. Common market programs were
developed to compensate for these differences, such as targeting more industrial investment to
the countries or regions that were less advanced. Other programs to channel more benefits to
certain participants, namely Honduras, included income and property tax exemptions and tariff
exemptions for machinery necessary for industrial expallsion.

Despite these provisions, Honduras, and to a lesser degree, Nicaragua, felt that they were
not given a fair share of the benefits or integration. Several agreements were proposed by the
secretariat to correct these deficiencies, but most were never approved by the member
governments. The entire iss:)p, is a trade-off. The application of the principle of balanced
development itselfprecludes the realization ofthe full potential for economic integraticn because
some constraints are placed on industries in the more advanced nations, and vice versa.

6-5



By the late 1960s, however, the issue of unequal distribution of benefits of integmtion
among mC1nber countries had reached serious proportions. Honduras felt it was being
particularly exploited, and was receiving only a small portion of the benefits of integmtion
according to several studies (Cappi et al. 1978), while Guatemala and HI Salvador seemed to
benefit most. Then, in 1968, the briefwar~· ~n Honduras and E1 Salvador dealt a fmal blow
to the unity of the region. Growth in intraregional trade stagnated, and the economies of
member countries experienced declines due to both internal and external shocks. Between 1980
and 1985, aU countries exhibited negative growth rates; by 1987, real per capita income was at
the level attained in the early 1970s (World Bank 1990).

6.2.2 Future Plans and Prospects

In recent years, most of the economies of Central America have rebounded, and interest
has been renewed in CACM. Intraregional trade has again been growing, although much of this
growth comes from Guatemalan and Costa Rica.. exports (Figure 6.2 and Appendix C-l).

As the Central American countries re-integrate economically, the short-tenn goals call
for, first, the reestablisbment of the common external tariff for all of the member countries.
The second priority is elimination of tariffs and nontariff barriers that were unaffected by the
previous CACM agreemellt or that had been raised since the deterioration of the union. These
actions are particularly relevant for agricultural prod~·~~s because agriculture, for the most part,
had been excluded from the agreement (Bulmer-Thomas 1993).

Other future integration actions include negotiations for common industrial and
agricultural standards and nonns, and possible coordination of economic policies. Section 6.6
discusses these topics in more depth.

An important consideration in these actions is to avoid the mistakes of the previous
CACM. For example, some import substitution will occur on a regional basis due to trade
diversion from the common external tariff. However, a strategy relying solely on import
substitution will not produce lasting economic growth. Also, Central America will not achieve
significant economic growth solely from economic integration in Central America: that will
occur only from larger regional, hemispheric, and global trade liberalization in the longer tenn
(World Bank 1990).

Discussions of trade liberalization have already begun, been proposed, with respect to
Mexico, Panama, and Colombia, and the United States. El Salvador recently signed a free trade
agreement with Venezuela that should benefit the agricultural and textile industries in particular
(Forsythe and Neff 1993).

Some important criticisms have already been raised concerning this new wave of Central
American economic integration. First, the negotiations have good intentions for regional
cooperation and pride; however, they lack a clear direction or goal for the short, medium, and
long tenn as to the fmal level or extent of economic integration. An economic union? A
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Figure 6.2 Exports Among
Central American Region, 1989-1992
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common currency? Also, concerns have been rdi5Cd about the lack of understanding in depth
of the effects and potential problems of different levels of economic integration. Furthf;rmore,
these negotiations are costly in tenos of time and personnel, at the same time that many Central
American governments are experiencing serious fiscal crises.

Furthermore, political instability is still present in the region, and the number of heads
of state who will be changing in the coming years adds to the level of uncertainty. Finally, it
appears that an effective mechanism to more equitably distribute the fmits of integration will not
be established (Bulmer-Thomas 1993), which may lead to the same problems that caused the
demise of the previous agreement.

6.2.3 EI Salvador tlnd CACM

EI Salvador's exports to the rest of Central America have remained fairly constant over
the last few years (Figure 6.3 and Appendix C-l), but this consistency should be viewed as a
positive development given the difficultie:s in exporting during the war. Salvadoran agricultural
exports to Central America (Table 6.1), remain an important, although small, component.of the
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Figure 6.3 Salvadoran Exports to
Central America by Destination,

1989-1992
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CCtUntry's total exports to the region. To EI Salvador's credit, a substantial portion of theseagricultural exports is processed foods with substantial value added.

Li'.<:e the rest of Central America, El Salvador will benefit from participation in a renewedCACM, especially in gains of efficiency from specialization. Value-added agricultural exportsto the region, given El Salvador's current agroindustrial 'base, should also continue to grow.However, market potential is limited, especially for agriculture. Tn the future, as incomes risein other countries in the region, total consumption will rise, but this growth in total consumptionwould far outpace growth in food expen\iitures, even with substitution of higher quality food inthe average diet.

To reiterate, rescue of CACM is an important first step for the region, but the greatestpotential (w·:luding agricultural) for BI Salvador and the rest of Central America lies in tradeliberalization beyond the region, on a continental, hemispheric, or even larger scale, to providean expmt market large enough to fully exploit the productive potential of these countries.
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TABLE li.l VALUE OF MAIN SALVADORAN AGRtCIJL1URAL ExPoRTS AND TOTAL
ExPoRTS TO CENTRAL AMERICA, 1992 (1BOVSAND DOLLARS)

GUlJlemalD Costa Rica Flonduras Nicaragua

Live chicks 1027.2 179.2 359.3 301.8

White ~orn 114.2 182.1

Pasta 684.6 137.6 66.6

Fresh or dried froit 406.3 102.2 0.9 3.0

Froit juice 157.0 1.2 185.3

Confections 2621.6 1424.0 109.9 729.6

Pastries 2294.2 387.3 79.3 506.4

Soft drinks 1233.2 1590.6 32.5 1138.9

Coffee 246.0 216.2

Spices and sauces 190.8 123.2 482.4 643.6

Raw sugar 2414.8 7773.0

Industrial fat solids 12879.4 368.2 14.9 2399.7

Total Ag. F.xports 23591 5981 5457 18050

Total Exports 135949 59863 30577 30836

Ag. as Percent of Total 17.35 9.99 17.85 58.54
Exports

'"Source: Banco Central de Reserva; Revista Trimestral, Jan-Mar 1993

6.3 NAn.\. and EI Salvador

In December 1992, Canada, Mexico, and thr United States signed the North American
Free Trade Agreement (NAFfA). The agreement is still awaiting approval by the U.S.
Congress at the time of this writing. NAFfA includes provisions dealing with selVices,
inteUectual property rights, communications, and manufactured and agricultural goods. Side
agreements were also completed in labor relations anli. environmental regulation.

Agricultural trade between the United States and Mexico is mostly complementary, due
particularly to the differences in growing seasons for most h'Jrticultural products and to
differences in cropping patterns. However, some products are competitive, and NAFTA will
lead to some changes in the agricultural structures in both countries.
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6.3.1 Effects of NAF.TA on the United States and Mexico

Previous studies of the effects of NAFTA on the United States and Mexico have
concluded that each country will have its share of gainers and losers in the agricultural sector.
Generally, most Mexican fmit and vegetable producers, and possibly cotton producers would
benefit due to more exports to the Unit.ed States. On the other side of the border, U.S.
producers of grains, especially sorghum, wheat, and soybeans, should benefit, as well as beef,
poultry, and dairy producers.

As fror specific fmit and vegetable commodities, Cook et aI. (1991) postulated that
Mexican exports to the United States of onions, lettuce, tomatoes, and possibly avocados would
grow under NAFTA, ifMexico resolves its insect problems. The authors did not expect large
increases in other fmits mid vegetable exports due to Mexican deficiencies in inputs,
infrastmcture, and technology.

However, it is the project team's opinion that the marketing infrastrocture is rapidly
improving in Mexico, as is the level of technical skill. IfMexico solves these problems, other
crops such as table grapes, broccoli and caulif1ower, processing tomatoes, peaches, apples,
strawberries, melons, and eggplant could easily see export increases to the United States.

Spreen, Muraro, and Fairchild (1991) concluded that Mexico has the potential to become
an increasingly important producer of citnls products despite institutional barriers to the
contrary. If a large enough capital investment were made for not only groves and packing and
plants, but also for infrastnlctural projects such as roads and port facilities, Mexico could
become much more competitive in the international citnls market.

Krissoff, Neff, and Sharples (1992) used a static trade model to simulate the effects of
NAFI'A on a range of disaggregated agricultural commodities. They estim:lted, for example,
that U.S. imports of melons from Mexico would rise 10.8 percent, impor:s of frozen
concentrated orange juice 32.1 percent, cucumbers 10.8 percent, onions 13.7 percent, green
peppers 10.2 percent, and tomatoes 10.2 percent. Each increase would signify a slight increase
in the Mexican share of U.S. imports for each product. They also estimated that U.S. imports
of horticultural products from the rest of the world would decline 16 percent.

An important consideration in this discussion is the overall effect of NAFrA, beyond just
horticultural products, and beyond agriculture. Perhaps the most ~ignificant gains for Mexico
will come in light manufacturing. These gains shoulci entail increases in income for Mexican
workers. With larger incomes, Mexicans would not necessarily consume more food by volume,
but would substitute higher value food products for staple foods. These income increases would
make the Mexican market much more attmctive for Central Am~ri.can exporters of value-added
food products.

6-10

I



6.3.:1 EI Salvador's Trade Relatlonsblp with Mexico

Bl Salvador's trade relationship with Mexico is similar to that of the rest of Central
America; Mexico is a small export market, but imports from Mexico far outpace these exports.
Also, as it is with the rest of Central America, Mexico is keenly interested in liberalizing its
trade with BI Salvador.

Salvadoran exports to Mexico in 1992 were valued at US510.1 million, while imports
were valued at U8$106.'3 million, over ten times the value of exports. Of 1992 imports from
Mexico, approximately 40 percent were petroleum prod~cts. In 1991, agricultural eXI="vts to
Mexico, including processed agriCUltural products, comprised approximately 40 percent of E1
Salvador's exports to that country (Table 6.2).

In August 1992, the presidents of Mexico and of the Central American countries signed
documents establishing the framework for negotiations for'- free trade area among the countries
to begin no larer than December 31, 1996. The mcin nf,gotiating areas are the elimination of
tariff and nontariff trade barriers, joint investment projects, disagreement resolution processes,
protection of intellectual property, mles of origin, technical cooperation, and exclusions of
certain sensitive products from the agreement (Alas de Franco 1992)..

An interesting observation about this agreement is the concern of some analysts about the
different levels of economic and technological development between Mexico and Central
America, precisely the same concern that was voiced by others about the differences between
the United States and Mexico in NAFrA.

It is likely that the trade deficit that El Salvador and the rest of Central America have
with Mexico will continue at current levels, if not increase. However, Central American
negotiators should coordinate their efforts to ensure the most advantageous agreement possible
for their countries. Fractured negotiations will only lead to continued trade dominance by
Mexico in the region, to the detriment of Central American industry.

Furthennore, given the disparate levels of development between Central America and
Mexico, asymmetry in the periods and percentage declines for tariff barriers is appropriate and
necessary to offer temporary, transitional protection to Central American industries that will face
stiff competition from Mexico. Also, road transportation throughout Mexico should be opened
to trucks from other Central American countries to allow exports to both Mexico and the United
States to move mOle freely. At present, a strong Mexican trucking union restricts movement.
Only Mexican-owned trucks and drivers are pennittfAi to transport trailers and containers over
land. Thus, at the Mexican frontier, Central American drivers must transfer their cargo to
Mexican-owned companies, increase the costs and creating scheduling difficulties.
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TABLE 6.2 VALUE AND VOLUME OF SALVADORAN AORICULTURAL 1'RADE WITH MEXICO,
1992 (THOUSAND DOLLARS)

Commodity Value Volume

Main Mexican Imports
Fresh fish 802.1
Shellfish 167.4
Eggs 101.8
Sesame/mustard seed 425.9
Raw sugar 220.3
Ethyl alcohol 1004.0
Animal feed 399.7

Total Ag. Imports from Bl Salvador 3292.5

Total Imports from Bl Salvador
8109.0

Ag. as a Percent of Total Imports
from mSalvador

40.6

Main Salvadoran Imports
Food emulsifiers 694.3
Com syrup 1073.3
Breakfast cereal 204.4
Froitjuice 148.5
Yeast 350.0
Modified mille powder 234.4
Soft drink syrop 166~6

Vegetable proteins 343.4
Beer 181.5

Total Ag. Imports from Mexico 4021.8

Totallmpons from Mexico
118198.0

Ag. as a Percent of Total Imports
from El Salvador 3.4

195.0
42.7

141.8
546.0
782.5

3936.0
269.8

2057.6
3239.4

137.2
278.7
147.4
90.2

2.9
99.3

341.2

Source: Banco Central de Reserva; Revista Trimestral, Jan.-Mar. 1993
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6.3.3 EI Salvador's Trade Relationship with the United States

El Salvador's export relationship with the United States resembles that of the rest of
Central America, with a balance between different types of exports, but with agricultural
commodities playillg an important part (Figure 6.4 and Appendix C-2). Costa Rica outdistances
the rest of Central America in terms of its exports to the United States; in fact, in 1992, its
exports were greater than tbose of El Salvador and Honduras combined.

The United States is, by far, Bl Salvador's most important trading partner. In 1992,
exports to the United States comprised 33.S percent ofBl Salvador's total exports, while imports
from the United States were 39.9 percent of its total imports. Figure 6.5 depicts the strong
growth in all categories of Bl Salvador's exports to the United States since 1989. Agricultural
commodities remain an important part of exports; given the decline in coffee revenues, this trend
suggests the emergence of nontraditional export crops. Table 6.3 shows the value and volume
of some of these exports, including processed agricultural products, in addition to major
agricultural imports from the United States. '

El Salvador is a member of the Caribbean Basin Initiative (CBI), a program of the U.S.
government established in 1984, which extends trade preferences to most of the Caribbean island
nations and Central American countries. The Caribbean Basin Economic Recovery Act of 1990
made the CBI a permanent program. The CDI allows duty-free entry to the U.S. market for all
goods except some textiles and apparel, leather goods, footwear petroleum, rom, processed tuna,
and watche:s. All agricultural goods except those mentioned previously enter the United States
duty-free (FoX'Sythe and Neff 1993).

El Salvador is also eligible for special treatment under the U.S. Generalized System of
Preferences (GSP), which provides eligible developing countries with lower tariffbaniers when
exporting to the United States. When developing' countries reach high enough levels of
development, they are "graduated" from the program. The program provides minor benefits to
Salvadoran agriculture because most agricultural products are exempt from tariffs under the CBI.
The United States has extended the membership ofE Salvador in GSP until 1994, and is likely
to "xtend it for another five to ten years.

6.3.4 Effects of NAFI'A on Salvadoran Agricultural Exports

Given the importance of the United States as an export market for Salvadoran agriculture,
there is a great deal of concern over the possible loss of substantial portions of this market to
Mexico under NAFI'A. 1bis section analyzes some important crops and discusses more general
effects of NAFTA on Salvadoran agriculture.
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Figure 6.4 Composition of Central
American Exports to the U.S. by Country,

1992
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TABLE 6.3 VALUE AND VOLUME OF SALVADORAN AGRIClTL.'rvRAL 'l'RADE WITH THE
UNITED STATES, 1992 (1BOUSAND DOLLARS, FOB)

Value Volume

Main U.S. Imports

Animals for slaughter
Fish and shellfish
Eggs
Plants
Frozen vegetables
Beans
Fruit
Coffee
Com flour
Sesame/mustard seeds
Balsam resin
Loofa
Palm/coconut oil
Sugar
Molasses
Beer
Ethyl alcohol
Tobacco extract

Total Ag. Imports from Bl
Salvador

Total Imports from El Salvador

Ag. as a % of Total Imports from
El Salvador

6-15

707.7
21487.7

564.7
183.6

1711.2
269.9

2283.3
91840.4

271.6
5174.7
949.4

1197.6
191.8

21561.8
2081.0
271.1

1846.9
363.4

154108.7

196431.0

78.5

13.9
4328.1
1073.2
154.9

3028.8
300.1

9478.7
80181.2

475.7
5287.5

98.5
123.9
117.0

67623.0
28986.6

628.3
5081.5

74.5



Table (j.3 Value and Volume of Salvadoran AgrIcultural Trade with the United
States, 1992 (continued)

Value

Main Salvadoran Imports

Volume

Live chicks
Whole milk powder
Skim milk powder
Beans
Grapes/raisins
Apples and pears
Yellow com
Rice
Tallow
Cottonseedlsoybean oil
Food starches
Soybean meal

Total Ag. Imports from U.S.

Total Imports from U.S.

Ag. as a % of Total Imports from
U.S.

1277.0
9622.1
1260.6
635.8

1826.6
1046.9
8259.4
3356.8

14417.2
19811.3
2312.3

17052.3

121711.3

557065.0

21.8

29.3
5996.7

812.3
663.0

2178.3
1924.2

58131.4
89S5.SJ

39476.7
38214.3

329.7
71443.7

SOl',rce: Banco Central de Reserva; Revista Trimestral, Jan.-Mar. 1993

First, however, an important comment should be made. This analysis is purely
qualitative. The actual magnitude of changes in Mexican exports to the United States (or vice
versa) is not estimated, only the direction. Furthennore, it is not known whether these changes
in exports will be the result of trade creation, where the increased exports replace U.S.
production, or from trade diversion, where they replace exports from a third country, or a
combination of both. Therefore, the analysis given here is purely speculative. A simulated
modelling exercise is needed to better address this question. The data requirements are high and
this contract does not allocate sufficient time or resources for the undertaking of such a task.

Another important note is that total demand for horticultural crops in the United States
is relatively inelastic. Substantial growth in consumption of froits and vegetables is not expected
to occur, with some exceptions; therefore, most gains by Mexico in the sector will logically
come at the expense of either U.S. or third country producers.
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As a point of reference, Table 6.4 lists important agricultural exports from both HI
Salvador and Mexico to the United States. Mexico is quite often the major supplier to the
United States. While Salvadoran exports are only a small percentage of total U.S. ;mports of
these products, they are a significant share of total Salvadonw exports.

PcSrez (1992) used a similar style of qualitative analysis for the Central American region
as a whole and concluded that exports of such products as cucumbers, pineapples, and
cantaloupe would likely be most affected by NAFI'A. Other nonquantitative gains for Mexico
come in the ability to more easily hannonize sanitary and phytosanitary regulations and
procedures with the United States, ensuring better market access.

Several facton" hliwever, could dampen estimates of increases in Mexican exports. First,
there is only so Dlu(;h land in Mexico that can produce these horticultural crops. Without
substantial i- ..rease in yields, production growth is limited. Second, income growth in Mexico
will lead 1'" improved diets for its citizens, including more fruits and vegetables. Therefore,
some growth in production would go toward supplying domestic demand. Third, as mentioned
previously, substantial technological and infrastnlctural gaps exist between the United States and
Mexico for certain crops, which may slow the increase in production.

The harvest seasons for most horticultural crops for Mexico and the United States are
mostly complementary (Appendix C-4). Although Mexico's harvest competes with Florida's
harvest, most Mexican exports go to the western and midwestern United States while Florida
production supplies the Bast Coast. Therefore, neither country has a substantial impact on the
market during the harvest season of the !'Jther. The United States even exports some fruits and
vegetables to Mexico from CaJifornia during that courtry's offseason.

BI Salvador typically b.as the same harvest seasons as Mexico; there is some potential,
however, to exploit small differences by using <l1temative planting times for row crops and
exporting to the United States during the offseason for both countries.

The list of horticultural crops that BI Salvador is eligible to export to the United States
is much larger than the list of actual exports (Appendix C-5). So, further development,
especially in niche or ethnic markets or markets for less mainstream tropical fruits, is possible.

WatenneloD, Honeydew, and Canteloupe. U.S. imports of melons will be subject to
new seasonal tariffs that allow the maximum trelnsition period for the benefit of U.S. producers
but also grants Mexico improved access during its main shipping seasons. Current duties
for canteloupe imports from Mexico range from 20 to 35 percent from May 16 to December 31,
with no tariff applied during January 1 to May 15. Under NAFI'A, cantaloupe imports from
Mexico will be subject to tariffs of varying levels from May 16 throughNovember 30. These
tariffs will be phasPd out over 10 to 15 years. The duty-free entry period will immediately be
expanded to December 1 through May 15.
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TABLE 6.4 COMPARISON OF MEXICAN AND SALVADORAN COMPETITIVE ExPoRTS TO THE UNITED STATES, 1991

Mexican Expons Salvadoran Exports

% ofU.S. % of U.S. % ofES
Commodity Value Volume Imports Value Volume Imports Exports

bananas 56741 217390 6.4 0 0 0.0 0

citrus 33133 103264 57.1 65 107 0.1 45.1

melons 99279 339447 66.3 3239 10316 2.0 93.3

cashews 0 0 0.0 0 0 0.0 0.0

broccolil 92734 143753 89.7 220 405 0.3 46.3
cauliflower

cucumbers 72725 159962 92.1 70 67 0.0

okra 4918 13004 65.6 1731 2605 13.1 78.3

peas 9327 5821 16.9 37 41 0.1

dried beans 8601 12388 26.8 258 157 0.3

sugar 3463 7805 0.5 26847 55165 3.4 68.0

molasses 14580 1677285 17.9 2603 287570 3.1

sesameseed 26116 22226 61.0 5636 5878 16.1 30.0

sesame oil 1166 601 10.3 88 45 0.8

nursery stock 7146 - - 111

Source: USDA FATUS, 1991; MAG Anuario Estadistico Agropecuario, 1992.
Note:-- vatues are m thousand U.S. douars. Volumes are in metric tons, except molaSSeS which is HL. Percentages ShOwn are

percentages of total volume.
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Watennclon imports from Mexico are currently subject to a 20-percent tariff year round.
Under NAFTA, one import period will be covered by a special safeguard, a seasonal tariff-rate
quota. From May through September, Mexican watennelon exports up to the quota limit entcr
without duty. Those above the limit are assessed an initial tariff of 20 percent that will be
phased out over ten years, and the quota limit will also increase 3 percent compounded annually.
During the rest of the year, Mexican watennelons will enter the United States without a duty.

Other melons from Mexico, including honeydew, are currently subject to an 8.S-percent
tariff from December I through May 31, and a 3S-percent tariff from June I to Novemoor 30.
NAFI'A provides for a S to IS-year phase-out period for these tariffs.

Salvadoran exports of melons, especially cantaloupe, are threatened by NAFI'A due to
the close proximity of Mexican production to the United States, compared with that of Bl
Salvador. Land transportation routes are improving in Mexico, and customs procedures will he
streamlined under NAFTA, both of which will reduce shipping costs. Therefore, some
displacement of Salvadoran melon exports to the United States is expected.

Citros. Currently, U.S. imports of limes and lemons from Mexico are subject to tariffs
of 2.2 cents/kg and 2.7S cents/kg, respectively. Under NAFl'A, these tariffs will be phased out
over a ten-year period. Orange imports from Mexico are currently subject to a tariff of 2.2
cents/kg year round. Under NAFI'A, the tariff on oranges will be removed immediately for
June I-November 30 shipments, while the tariff during the rest of the year will be phased out
over five years.

Mango imports from Mexico are currently subject to an 8.S-percent tariff, which would
be eliminated immediately, except during June I through August 3J.~ where the tariff would be
phased out ove.' five years under NAl--rA. Fresh or dried pineapple exports from Mexico are
currently subject to seasonal tariffs up to 3.7 percent, which would be phased out immediately
under NAFI'A.

Currently, Bl Salvador exports some citrus to the United States, mainly limes, but no
mangoes. It is difficult to export mangoes due to sanitary regulations. Most Mexican citrus
shipments are oranges, and very little export of limes occurs. Therefore, Salvadoran lime
shipments are not seriously threatened, at !east in the short ron.

Although Bl Salvador does not currently export pineapples to the United States, there has
been some interest in doing so. However, Mexico and Costa Rica already have a strong
presence in the market, and with tariffs toward Me)'j~o being eliminated, its presence will
strengthen further. Entrance into the U.S. pineapple market for Bl Salvador will be difficult.

Fresh and Processed Vegetables.. Current tariffs on fresh cauliflower imports from
Mexico into the United States are 12.5 percent year round, except from June 5 to October 15,
when the tariff is S.S percent. Under NAFrA, the tariff from June S to October IS and from
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December I to Det'..embcr 31 will be cUminated immediately, while the duty during the rest of
the year will be phased out over five to ten years.

U.S. f."sh b~.coU Imports from Mexico arc cUl'R'ntly subject to a tariff of 2S percent
year round. NAFTA provides for the phase-out of these tariffs over a ,- to IS-year period.

Fresh or chilled okra imports from Mexico aI'" currently subject to a 2S-percent tariff
year round. Bnactment of NAFI'A would immediately eliminate that duty. Frozen okra is
subject to a 17.S percent tariff, which would also be eUminated immediately.

Broccoli, cauliflower, and okra destined for the UnJted States aI'" important exports for
Salvadoran agricultu.". Due to the long phase-out period of U.S. tariffs toward Mexico
provided by NAFTA, Salvadoran industry will have adequate time to invest more in
infrastroctural improvements, especially packing houses, to be better able to compete with
Mexican exports. If, however, these changes are not made, Mexico could easily overtake BI
Salvador's market share.

Fresh squash from Mexico is currently subject to a 2.4-cents/kg import tariff. Under
NAFfA, the July I through September 30 tariff would be phased out over five years. During
the rest of the year, a tariff-rate quota would be established, where imports up to 120,800 metric
tons would enter duty free, and aoove-quota imports would be subject to the tariff, which would
be phased out over ten years. The quota amount would grow by 3 percent compounded
annually. Chayote squash, fresh or chilled, is subject to a 12.S-percent tariff, which would be
eliminated upon enactment of NAFI'A.

Currently, Salvadoran exports of squash are small to none. However, the chayote squash
market in the United States does have strong potential for growth, especially in the ethnic
market. Under NAFI'A, though, Mexico's competitive position, especially given its proximity
to the United States, Oiay be hard to overcome.

Processed vegetables are currently subject to a myriad of tariff levels, ranging from 13.6
percent for tomato paste and 17.S-percent for frozen broccoli and cauliflower to 3S percent for
dried onions and garlic. The tariffs for frozen broccoli, frozen cauliflower, and tomato paste
would be lowered immediately under NAFI'A to is-percent, IS-percent, and n.S-percent,
respectively, and phased out over ten years. The tariffs for dried onions and garlic would be
phased out over IS years.

As U.S. tariffs decline, horticultural products with longer storage capability or that can
be processed or frozen and subsequently exported year round have great potential for export
growth.

Processed vegetable exports from Bl Salvador to the United States are small, but this is
precisely the type of value-added Pl"Oduct that would overcome time-to-market barriers for fresh
vegetables. Mexico's sole advantage is its closeness, in addition to whatever cost differences
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may exist. With lower labor costs, BI Salvador could gain market share in the United States,
although the marketing and processing infmstmcture investments required are great.

Presti Flowers and Ornamental Plants. Current U.S. barriers on fresh flowers and live
plants from Mex~co consist of tariffs up to ten percent. NAFTA provides for the immediate
elimination of all these baniers. As an emerging industry in Bl Salvador, a decline ill these
exports woold be damaging, but, unfortunately, it is likely to occur.

Nuts. All U.S. tariffs on fresh or dried Yluts imported from Mexico will be eliminated
upon enactment of NAFI'A. Cashew imports are not currently subject to a duty under Most
Favored Nation (MFN) treatment. Mexico does not currently export macadamia nuts to the
United States. The main export nut crop in Mexico is pecans.

Cashew nuts are the main nut export from Bl Salvador, with most exports going to the
United States. Although the sector is not dependent upon these exports, cashews have excellent
export potential.

SUlar. The United States is currently a net exporter of sugar to Mexico; however,
speculation has risen as to the potential for Mexico to become a net exporter of sugar. Both
countries have agreed to lower barriers to sugar imports. For U.S. imports, NAFTA limits
additional duty-free access to no more than Mexico's projected net production surplus of sugar,
or domestic production minus total consumption. This provision should prohibit Mexico from
importing sugar to satisfy its domestic needs and subsequently selling its own production to the
United States where prices are significantly higher. The U.S. over-quota tariff will be reduced
over 15 years, and the quota limit will increase by ten percent annually in years 7-15 of the
agreement.

Mexico currently applies a variable levy on sugar imports from the United States and
elsewhere. Under NAFTA, Mexico will align its tariff regime with that of the United States by
year seven of the agreement (Buzzanell and Lord 1993).

Although it is possible that Mexico could begin to export more sugar to the United States,
it is unlikely that production could rise high enough to surpass its own domestic demand in the
near to medium tenn. Therefore, Salvadoran sugar exports are not directly threatened, unless
other international events lead to a decrease in its U.S. sugat quota allocation.

Coffee. Mexican coffee exports are not currently su~iect to import tariffs in the United
States due to Mexico's MFN status. This status will not change under NAFTA. lberefore, it
is expected that NAFTA will have no effect on Mexico's or El Salvador's c.offee exports to the
United States.

Fish aod SheIJrlSh. Fish and shellfish from Mexico currently enter with little restriction
by means of tariffs. Also, Mexico supplies a very small portion of the U.S. fish import market,
as does E1 Salvador. Therefore, NAFTA is not expected to greatly affect these exports to the
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United States. HOWfWer, for both Mexico and BI Salvador, sanitary and phytosanitary standards
are a concern. Progress in transportation and packing facilities would give an advantage to one
country over the other. Therefore, if Mexico continues to improve its infrastmcture, it could
displace some Salvadoran fish and shellf1sh exports.

Cotton and TextU•• Under NAFI'A, U.S. import restrictions on Mexican cotton will
be replaced by a tariff-rate quota for the ten-year transition period. In-quota shipments will
enter the United States duty-fl'efl. Above-quota imports will face a tariff equivalent of 29
pexcent, phased out over ten years. The quota level will increase by 3 pexcent compounded
annually.

Strict rules of origin for the textile exports from Mexico to the United States are stated
in the agreemerai., allowing only NAFI'A-origin apparel. However, another tariff-rate quota may
be established for textiles with less than 7 percent by weight of fibers and yams from non
NAFTA origins.

The cotton industry in El Salvador is in a precipitous decline. Growth in domestic
de ~and by its own textile industry, coupled with barely noticeable production levels due to high
costs and low world prices, has left the country with excess demand for cotton. Although cotton
produdion is unlikely to revive, if it did, El Salvador could again export cotton, but this time
perhaps to Mexico to take advantage of the non-NAFI'A origin provisions for textiles.

Com and Beans. Mexico imports some corn from the United States. Under NAFrA,
these imports should increase over time. The agreement imposes a tariff-rate quota on imports
of U.S. corn, where below-quota imports enter duty free, and above-quota imports would be
assessed a 2!S-percent tariff initially. This tariff will be reduced by 24 percent the fust six
years, then be phased out over nine years. The quota level will increase by 3 percent Qach year
for IS years.

For dry beans, Mexico currently requires import licenses that restrkt entry, but no tariff.
Under NAFTA, Mexico would eliminate the license requirement immediately, and a tariff-rate
quota would be established. Again, below-quota imports from the United States would enter
duty free, while above-quota imports would be assessed a tariff of $480 per ton. The tariff
would be reduced 24 percent the first six years, with the remaining tariff phased out over nine
years. The quota will increase 3 percent per year for IS years. U.S. dry bean exports to
Mexico are expected to increase slightly.

Both com and beans are staple foods in the Mexican diet and are also very important
traditional crops for small fanners. Because of these factors, the tariff levels allowed under
NAFrA start out at high levels to provide transitional protection for these producers. The
change in trade of these commodities between the United States and Mexico, by itself, should
not affect Salvadoran imports.
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ti.3.! Forelln Investment Concerns

One of the greatest fears of Salvadoran business about the effects of NAFTA is the loss
of potential foreign investment. At the end of the civil war, hopes were high that Bl Salvador
could gain significant quantities of foreign investment and grow tremendously in tenns of
industrial capacity and renovation, which has occurred to some extent, particularly in the free
trade zones.

However, some foreign investment, not just from the United States but also from Asia
and Europe, which would have otherwise gone to Bl Salvador may go to Mexico for several
reasons. First, laws and regulationa concerning foreign investment in Mexico have been revised
and liberalized tremendously, creating many more opportunities for foreign capital in Mexico.
Second, NAFTA is expected to compel growth in light manufactures in Mexico, especially in
maquila (assembly) type operations, leading to substantial interest by foreign investors.

Third, although Bl Salvador today is much more politically stable than it was two years
ago, Mexico is probably perceived as more stable. NAFTA specifically protects U.S. investors
against expropriation.

Fourth, Mexico has a larger pool'of well-trained managers and technicians to offer
support to these enterprises. However, even if foreign investment is diverted to Mexico, as
Mexico experiences greater economic growth, wages will rise, perhaps raising laoor costs
enough to redirect some of this foreign investment to other countries, in general, and El
Salvador, in particular.

Some analysts have speculated that freer trade with Mexico by El Salvador will draw
more funds from Mexican investors into the country (Navarrete 1993). While this is possible,
it is unlikely to surpass, much Jess approach, the diversion of foreign investment by third party
countries from Bl Salvador to Mexico.

An additional concern is that some Salvadoran investors may elect to send their
investment funds to Mexico to take advantage of opportunities there instead of investing at home.

This foreign investment that otherwise would have gone to Bl Salvador would probably
have gone into light manufactures, not into agricultural industries or production. However, this
investment diversion could increase credit demand in an already credit-scarce market, causing
further upward pressure on interest rates. Higher interest rates, or in other words, a higher cost
of borrowing, make speculative ventures such as nontraditional agricultural exports less likely
to secure fmancing and also make other more traditional agricultural ventures more expensive
to operate. In a time when agricultural production has not recovered from war-related declines,
such credit problems would make recovery much more difficult.
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6.3.6 Aa:essloD to NAFTA

The question of whether to accede to NAFl'A or not, or to do 80 ag a Central American
bloc or individually, is of great interest to poHcymakers. The president of FEDEPRICAP has
suggested that Central America should seek to be admitted to NAFl'A under the same treatment
as Mexico and Canada ("Centroam6rica • . . II 1993). The region is very concerned about
having its CDI benefits neturaUzed.

Different scenarios for the expansion ofNAFTA include the hub-and-spoke model, where
the United States would have different agreements with different countries; overlapping regional
free trade areas, such as NAFI'A and Mercosur; and plurilateral regionalism, where the
provisions of NAFI'A would be extended to other countries (Lipsey 1991).

Some quantitative studies on the effect of preferential trading agreements in the Western
hemisphere indicate that when additional countries are added to an agreement such as NAFrA,
countries already in the agreement could lose some exports (Krissoff and Sharples 1993).

Another study argues that the simplest route is to invite other Latin American countries
to sign NAFrA as it stands, the plurilateral regionalism model. However, the incentives are
minimal because many exports to the Uitited States from these countries, especially CSI
members, are free of trade barriers. The study further estimated the benefits for accession to
NAFI'A and found that sequential entry of other countries into NAFrA dilutes the !lenefits
received by previous entrants.

It is the project team's opinion that El Salvador r,hould pursue ~ccession to NAFTA as
a coordinated effort with the other countries of Central America. Pursuit as individual countries
is likely to be seen as a low priority by the U.S. government and its negotiators compared with
negotiations with such countries as Venezuela or Chile. These economies are much larger than
those in Central America (Figure 6.6), but when the Central American economies are combined,
they appear much larger and important, and would generate more interest in the United States
and wield more negotiating power.

The largest benefits of joining for EI Salvador would likely come from a higher degree
of security of access to the U.S. and Mexican markets and greater discipline over domestic
policy refonns as dictated by a trade agreement. El Salvador's potential losses in agricultural
exports due to Mexico joining NAFI'A may not be recouped in the short tenn if EI Salvador
joins NAFI'A. Howevel', as El Salvador's own infrastructure improves, it may become
competitive enough to regain whatever market share it loses.

An important conr.em ifEI Salvador were to join NAFTA is for its agricultural imports,
especially com and beans. Although NAFI'A provisions give a significant transitional time for
Mexico to adjust its production structure, El Salvador's agricultural structure seems likely to
evolve more slowly. U.S. farmers could see the opportunities to produce white com for human
consumption or to produce bean varieties in line with Salvadoran preferences, export these
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Figure 6,6 Central Amer!can GOP
Compared to Chile and Venezuela, 1991
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products to El Salvador if prices were high enough, and displace higher-cost Salvadoran
production.

Given the large number of Salvadoran fanners who rely on these commodities as an
important or sole source of income, such potential losses have important implications for
negotiations and agricultural policy. First, El Salvador should seek special treatment for these
products, with the longest and slowest tariff reductions possible. Second, policymakers should
continue and expand efforts to diversify the cropping mix of small farmers through increased
extension programs and marketing assistance.

Although it is in Central America's best interest to negotiate jointly, the reality of the
process is that Costa Rica is openly pushing for singular treatment with the United States, and
its proposal is being received with great interest in the United States. Whether El Salvador and
the other Central American countries can coordinate their efforts well enough and convince
Costa Rica to join together for negotiations with the United States is feasible but doubtful.
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'.4 EI Salvador and GA1T

On December 13, 1990, Bl Salvador agreed to the protocol for its accession to OATI',
the international organization that oversees multilateral trade negotiations. J.n this agreement,
EI Salvador agreed to lower its maximum import tariff to SO percent immediately and to 40
percent by December 31, 1993, with some exceptions. As shown previously in Table 2.4, since
1989 mSalvador bas aggressively reduced tariffs, often far beyond the GATI' requirements.
By joining OATI', Bl Salvador can enjoy most-favored-nation status for exports to all GATT
signatories, which includes nearly all destinations for Salvadoran exports.

The move was in keeping with Bl Salvador's plan for a more open economy; however,
the agreement is not without criticism. For example, MAG was not included in the negotiations
for the accession agt"Cment, even though the agricultural sector is particularly sensitive to
imports, especially of com, rice, and beans. Second, the list of exceptions to the maximum
tariff is without clear reasoning. Some commodities that are very sensitive to imports, such as
beans, were not exempted, while others, such as live beef cattle, were exempt from immediate
tariff reduction. Overall, however, the agreement was an important step in bringing El Salvador
into the more liberalized regime of world trade.

'.5 Opportunities and Challenges for EI Salvador under Liberalized Trade

Although the transition to a more open economy provides Bl Salvador with many ntiw
opportunities for export growth, it also raises many challenges for better re[;ional coordination,
a willingness to change and adapt, and the necessity to increase competitiveness.

6.5.1 Harmonization of Sanitary and Pbytosanitary Regulations

Efforts toward hannonization of sanitary and phytosanitary regulations in the Central
American region have been quite successful and are expanding. The regional organization
coordinating these efforts (Organismo Internacional Regional de Sanidad Agropecuaria, or
OIRSA) has designed a framework to eliminate border checks or quarantine measures for
agricultural pests, and to protect against the influx of such pests by monirotu"1g of imports from
non-OIRSA countries. Members of OIRSA include the Central Americ.m countries, Mexico,
and the Dominican Republic.

OIRSA's short-term goals include a unified agrochemica1 registry system, where registry
with one country in the group would allow a particular chemical to be used throughout the
region and would also give governments the opportunity to revise their list of permitted
chemicals.

A regional program has begun, the Programa de Apoyo Regional de Sanidad
Agropecuaria (PARSA), directed by OIRSA and funded by the European Community. PARSA's
goal is to improve quarantine monitoring services and control pests by establishing regional
laboratories, training personnel, and establishing a database to record laboratory results. The
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future of the project seems uncertain because there have been no funding commitments from
member governments once Buropean support has ron out, and with the number of governments
changing leaders in the next few years, moral support for the projea is also uncertain. The
continuation of these efforts to hannonize regional sanitary and phytosanitary regulations is
critical for reducing trade barriers between Central American countries.

An important problem for El Salvador and the rest of Centml America is the number of
products they are not allowed to export to the United States for sanitary or phytosanitary
reasons. Coordinated efforts to train agricultural industry workers as to safe practices and to
improve minimum government standards may someday lead to removal of these U.S. import
bans.

6.5.2 Cooperation and Coordination of Monetary and Fiscal PoUcles

While the elimination of tariffs within Central America and the renovation of the common
external tariff is a notable achievement, cooperation in the field of monetary and fiscal policy
will lead to greater benefits from economic integration. Such coordination may be difficult
because it requires member countries to humble themselves to the needs of the region as a whole
and requires them to shift some of their sovereignty to a regional quasi-government. One need
only look at the history of the Maastricht Treaty in the European Community to realize how
difficult it can be for countries to give up these powers.

The initial years of CACM Jed to many attempts at coordination of these monetary and
fiscal policies. Monetary policies, in particular, seemed well-coordinated, at least on the
surface. Exchange rates were pegged to a nontraded common currency unit, which was itself
pegged to the dollar. These exchange rates of individual countries did not fluctuate, however,
leading to significant over- and undervaluations of some currencies with respect to the dollar and
to other regional currencies, which artificially penalized or subsidized exports. Also, no
transactions were made in this regional currency unit, making its existence less significant.

Also, a clearinghouse of currencies was set up to correct for monetary imbalances among
countries in the region. However, titis institution did not actually coordinate activities between
the individual countries' central banks nor did it regulate flows of capital. The various regional
bodies concemed with trade and fmance did not fonn a cohesive group when attempting to
coordinate monetary policies (Fitzgerald and Croes 1989).

For CACM to be truly successful, the next step is some degree of monetary and fiscal
coordination. Differences in real and equilibrium exchange rates will lead to volatile shifts in
imports and exports. Inflation and interest rate differences will lead to significant influxes of
capital from one country to another. Some, sort of regional funding mechanism is necessary for
industrial projects that will benefit all member countries.

Expression of the intent to institutionalize coordination of monetary and fiscal policies
in CACM was included in the Declaration of Antigua in 1990. The main decisions included the
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intent to establish a new regional system of payments, begin a program of construction and
renovation of physical infrastructure to support regional trade, promote the coordination of
macroeconomic adjustment policies, establish a compensation program for those injured by the
economic adjustment, and elaborate a coordinated agricultural policy (Orellana Merlos 1993).

6.!.3 Restnacturlnl Alrlculture and Apoolndustry

The liberalization of Salvadoran trade has important implications for both agriculture and
agroindustry. Both must expand their perspectiV'.l concerning who is their competition.
Salvadoran exports will increase, but so will import6. Both changes imply the need for
agricultural producers and processors to adapt to d~anging markets and improve their
competitiveness.

The renovation of CACM also provides the opportunity to develop more agroprocessing
facilities to serve producers on a regional rather than on a country level. Increased production
of value-added agricultural goods, especially those destined for export, is an important step in
the modernization of agriculture. Value..added exports provide more employment and earn
greater foreign exchange.

The development of these facilities and the restructuring of agroindustry requires capital,
and high interest rates do not make such activities more attractive. If interest rates do not
become more favorable for borrowers, then another possibility is the strengthening of capital
markets and the encouragement of use of equity fmancing.

6.6 Policy ImpUcations and Recommendations

Agriculture will remain an important sector in the economy, but growth in manufacturing
and services will continue to provide most new employment opportunities for the Salvadoran
work force. However, the agricultural work force is still essential for feeding the Salvadoran
population. Furthennore, El Salvador's cities are not equipped to absorb even larger influxes
of displaced rural residents. Therefore, maintenance of a stable, growing income base for El
Salvador's farmers is important.

l3conomic integration will lead to many changes in agricultural structure in El Salvador.
To fully enjoy the benefits of integration and to minimize its costs, the following actions are
recommended:

• Begin quantitative research on the effects of NAFI'A and CACM on the
agricultural sector to provide policymakers with reliable information in production
and export trends with which to make policy decisions.

• Based upon these modeling results, distribute the information to agricultural
producers and other agents in the agricultural sector so that they too can be
prepared for changes in prices and demand.
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• Develop a clear vision of the goal for renewed Central American economic
integration and understand its implications for agriculture.

• Coordinate negotiating efforts ronceming CACM and the United States or
NAFI'A with the other Central American governments.

• Continue agricultural policy refonns to "l~. the markets work" and allow fanners
to base production decisions on unregulated, non-artificial incentives and to let
success be based on true comparative advantage and competitiveness. I

• Emphasize agricultural diversification projects targeted for export. and facilitate
fanancing of such projects.

• Emphasize and facilitate the increased production of value-added products,
especially for export, to provide more employment and gain more foreign
exchange.

• Organize retraining and compensation programs for industries and their
employees who may be harmed by trade liberalization, but do not protect them
indefmitely from this change.
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'.MEASURING EXPORT COMPETlTIVENESS

'.1 introduction

Bl Salvador exports a modest range of tradJtional (coffee, sugar) and nontmditional
(shrimp, sesame, melons, omamental plants, okra) products. If the Govemment of Bl Salvador
adopts an export diversification program it will need to rank the export potential of various
commodities in order to best utilize S(,.aI'Ce resources, for example, in deciding where to focus
agricultural research and extension efforts. A clear, and well-conceived trade and export
promotion program stems from a long-teno vision and continuing assessment of constraints,
opportunities, and competitiveness. The sectors and commodities with the greatest potential need
to be identified, an inventory of trade and production constraints as well as market opportunities
made, market studies conducted, and a plan of action developed and implemented to minimize
the constraints and maximize the exploitation of market opportunities.

In other words, a series of simple questions must be asked:

• What high-valued commodities can EI Salvador produce on a commercial scm~?

• What is the market demand in destination markets, taking into ac.:ount
seasonality, qUilJity, and packaging factors?

• What are the import requirements?

• Given the state of the technology, prices, and demand level, can BI Salvador
compete effectively with existing suppliers of the commodity?

At the moment, the Carana Corporation has produced a document for FOMEX that
identifyies a list of agronomically suitable and commonly believed to high potential commodities.
However, no thorough marketing and competitiveness studies have been conducted. The team
proposes such a study(ies). The specific methodology we are recommending be used is called
Policy Analysis Matrix (PAM) which yields all of the standard measures of comparative
advantage and efficiency as well as permitting the easy incorporatation of non-price and
qualitative factors in one general framework.

7.2 Conceptual Approaches to Determining Comparative/Competitive Advantage

Several approaches exist and are listed below, moving from the simplest to the most
comprehensive.



7.:!.1 CommocUty Approadl

This approach is primarily descriptive in nature, although it also involves price
forecasting. Basically, it consJ!ts of an examination of the world market situation for a
commodity or a group of related products (e.g., oUseeds, mt1als, and oils). Both the supply and
demand situation are described-i.e., who are the main producers, consumers, and what are the
main factors influencing world prices, trends, market shares, costs of production, marketing
costs, etc. 1bis leads to an evaluation of the price outlook, given the current market condition"
and some expectations for the future (usually using a pessimistic, "best gue!!s scenario", and an
optimistic outlook).

7.2.2 Export Parity PrIces

Export parity prices are derived by adjusting the intemational market price to give the
equivalent price at the border or export position of the countries being studied. This approach
assumes that the international border price of a commodity represents the efficiency benchmark
against which the country of interest's production costs should be measured. Thus, the choice
of international reference price is very important and raises issues as to which market is the
correct geographic tenn of reference, whether a long-ron "trend" price is the most appropriate
price to use, how one estimates that price, and which quality of commodity to base the price on.

The export parity price can be decomposed into its major parts: international price
(f.o.b.) in the ~xport market under study minus the freight cost of transporting it to the domestic
market of interest minus any tariffs in the market under study minus insurance costs for the
commodity in transit to the market. Then it is possible to move backwards from the export
location to the farm-level to derive the domestic price equivalent at the border. This domestic
price equivalent can be disaggregated into its major cost components; the price received by the
fanner + processing costs + domestic transport and handling costs (including interest charges)
for the period the crop is in transit from farm to port + marketing margin + any taxes paid in
production, processing and transport.

By decomposing the domestic price at the border and the export parity price, it is
possible to focus on distortions, i.e., policies, that result in differences in these prices. In this
manner, marketing margins-I.e., transportation, processing, etc., costs that make up the
difference between the fann-Ievel price and the export parity price are examined. In most
developing countries, the competitiveness of these commodities will be a function of these costs,
to a large extent, so many inefficiencies in the marketing channels (e.g., high transportation
costs due to lack of good roads) exist.

7.2.3 Nominal Protection Coemcients and Effective Protection Coemcients

The ratio of domestic border price to export parity price is called the nominal protection
coefficient (NPC). Thus, the NPC is the difference between the price individuals face and the
country's opportunity cost of producing the commodity in question. The NPC measure, in
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contrasting th" observed (private) commodity price with a comparable world (socl.al) price, can
be used to indicate the Impact of polley (and of any market laUures) causing a divergence
between the two kinds of pri"es. For example, a NPC-.90 shows that policies arc driving down
the actual market price producers are receiving to a level 10% l~wer than the world price (the
true domestic price In the absence of policy).

NRCs arc also used to assess the degree to which producer incentives are encouraged or
discouraged with respect to intemational markets. For example, an NPC > 1 indicates that
positive protection is given to the domestic output price, i.e., a positive production Incentive
exists. An NPC < 1 implies that producers are facing an implicit tax, since they are receiving
an output price lower than the world market price. NRCs can also be calculated for input
prices, such as fertilizer.

Effective Protection Coefficients (BPCs) take into account the impact of government
pricing policies on inputs, capturing the incentive impact of policy on the production structure.
The BPC is the ratio of the value added in domestic prices to the value added in border prices.
Since the BPC includes inputs, it is potentially a more encompassing assessment of the

protective structure of intervention. Like the NPC, the BPC can assume a range of numerical
values. Policy interpretation is similar to that for NPC. IfBPC > 1, then domestic producers
are receiving a greater return on their resources given intervention than they would without
intervention. They are enjoying positive protection. IfBPC < 1, the opposite interpretation
can be made. BPCs, however, denote potential incentives or disincentives, not actual ones.
The fact that producers, for example, face price levels higher than those they would have faced
without intervention (a potential disincentive) does not ensure that these levels are translated into
concrete resource allocation decisions. Producing the particular commodity, may still be the
most profitable altemative for the individual.

7.2.4 Cost of ProdudioD

A fanner's profits from growing a given crop depend upon the level of output he is able
to produce, the price he receives for his output, cu1d the costs he incurs in producing it. One
way ofjudging competitiveness is to compare thoar.. production costs across countries. However,
caution must be used in these comparisons. Few national agencies collect fann account-based
cost data. As a result, cost estimates are derived from either parastatal agency cost estimates,
often based on recommended practices, or empirical work conducted by researchers.

Methods for measuring cost of production vary considerably across both countries and
commodities. In some countries, costs of production are reported in tenns of specific input
categories. In others, co.sts are reported in tenns of a mix of inputs and activities, where the
latter might be described as land preparation or harvesting using a combination nf inputs.
Typically, costs of production are calculated on a per hectare basis. They are then converted
to a per unit of output basis by dividing per hectare costs by yield. Yield variations due to
weather, insects, and diseases can cause costs per unit of output to vary considerably from one
crop season to the next. Good yields reduce per unit output costs mid poor yields increase them.
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It is important, therefore, to have some notion of "nonnal" yields In judging the
representativeness of production costs per unit of output in any particular ,rowln. season.
Given the variability of yields, production costs are likely to vary significantly acros8 seasons.

Costs also vary among fanns and over time as a result of different intensities of input
usc, effectiveness in usc of inputs, changes in prices of inputs, and cultural and management
practice'S. Variation in input prices affects profits to the extent that these fluctuations are not
fully offset by compensating changes In output prices. In practice, production cost data do not
always distinguish the price and quantity of each Input, which makes CDmparisons impossible.

It is common in many developing countries to subsidize the prices of some inputs,
especially fertill.zers and agrochcmicals. Sometimes the subsidies are reflected in the market
price of these inputs. In cases where parastlltaJs control the marketing processing of crops, the
cost of inputs is deducted from the prices paid to producers. Stroetural adjustment programs in
most countries include major reductions in input subsidies. Thus, large differences in input
prices occur as subsidies are reduced. For purposes of examining international competitiveness,
it is often desirable to adjust production costs for these subsidies and add them to variable costs.

In most cases, variable cash costs are the only aVailable'infonnation, since fIXed costs
have not been allocated to each commodity. In general, data on depreciation and imputed
capital, land, and labor costs are also not available. Nonetheless, these data are important since
they affect long-tenn profitability of the fann. Accordingly, estimates must be used.

7.2.5 Domestic Resource Costs

A comparative advantage analysis essentially seeks to answer the following question: for
a given country, which alternative production activity is reliltively most efficient, ignoring the
effects of distortions in the economy resulting from government policies and market failures.
Relative efficiency in production (i,e., comparative advantage) depends on three factors: 1)
technology which detennines production possibilities and influences rates of product
transformation; 2) resource endowment which determines the value of land, labor, capital; and
3) international prices which detennine the value of all other inputs and outputs. (Morris, 1989)

DRCs are calculated to measure the degree of comparative advantage that a particular
production activity gives a country. The DRC ratio is calculated as the ratio between the value
added to primary or non-tradable factors of production and the value added to tradable factors. I

Primary factors include those inputs that are not usually traded internationally, such as land,
labor, water, and capital. Tradables are goods that are or could be traded internationally,
including fuel, machinery, chemical fertilizers and pesticides, and spare parts.

1 ORC = net cost (value) of non-tradable factors/value of production (revenues)-cost of tradable
inputs.
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DRC. > 1 indicate an inefftcient use of resources, since the value of domestic fCsources
used in production exceeds the value of foreign exchange earned (in the case at export crops)
or saved (in the case of Import-substitution crops). In such cases, the country docs not have a
comparative advantage in production.

DRC analysis begins with the development of a crop budget for each production
alternative being compared (and where relevant, includes production systems using different
techniques, e.g., hand-tool vs. animal traction). The detcnnination of profit actually received
by fanners (I.e., financial profitability) is a straightforward and important initial result of the
analysis. It clearly demonstrates which fanners are competitive currently and how their profits
might change if price poUcies were changed.

Beyond fanancial profitability is the issue of economic efficiency or comparative
advantage of the commodity system. One of the advantages of DRC methodology is that it
requires opportunity costing of primary factors of production-land, labor, and capital. The
tlpportunity cost of inputs and outputs in the production process are represented by economic or
shadow prices (also called "social prices"). These prices are intended to reflect the tl1le
economic value of goods and services in the absence of government policies such as taxes,
subsidies, import tariffs, quotas, and price controlli. When output, inputs, and factors of
production are valued at their shadow prices, the profitability figure which is calculated is said
to be that of economic profitability, reflecting the returns of the economy of a given production
activity.

7.2.6 The PoUcy Analysis Matrix

Although the coefficients described above meet the criteria of computational simplicity
and minimal data requirements, they present a piece-meal picture of the extent of government
policy intervention and lack intuitive expository appeal. An improved fonnat for presenting
budgetary data, proposed by Monke and Pearson, has been dubbed the "policy analysis matrix"
or PAM.2 The fonnat of the PAM is shown in Box 7.1. Budget calculations based on physical
input-output data and private prices are presented in the top row. Gross revenues and variable
costs (e.g. l fertilizers, seeds) are obtained by multiplying physical input-output coefficients per
unit of land or water multiplied by private prices. Factor costs (labor, capital) are obtained by
making similar computations.

The second row reflects the same physical data used in the private profits calculations,
howevert computations are done using international prices for tradables and opportunity costs
("shadow prices") for domestic resources. In PAM studies, the latter are usually obtained by
adjusting domestic prices of factors for observed imperfections in factor markets such as
extensive unemployment or capital rationing.

2 Eric Monlce and Scott Pearson, 1989.
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BOX 7.1 Tbe Policy Analysis Matrix

Revenues Cost!ll

Tradable InpUtIl Dom.lile
Facto...

Profits

.......... .]. .••.. < ..'

Private prices

Social prices

Divergence

B.··.

I

B

.•••.. p ..... .

c D

H

L

Private profits:

Social profits:

Output transfers:

Input transfers:

Factor transfers:

Net transfers:

D=A-B-C

H=E-F-G

I = A-B

J =B - F

K = C-G

L=I-J-K

NPC = AlB

EPC = (A-B)/(B-F)

DRC = G/(E-F)

The analysis of the matrix focuses on two accounting identities: the first defmes private
and social profitability as noted above; the second identify measures divergences that are
interpreted as either policy effects or market failures. Private and social profits, shown by D
and H in the right hand column, are calculated by subtracting costs from revenues for each row.
The calculation of private profitability provides infonnation on incentives to producers and on
the competitiveness of commodity systems at actual market prices. The same computations
using social prices provide infonnation on comparative advantage. 3

Policy effects and market failures, shown in the bottom row, are the difference between
privat~ and social values of outputs, inputs, and resources. These divergences provide insights
into the extent of policy interventions such as taxes, subsidies, trade restrictions and exchange

3 A positive social profit means that costs are less than value-added when all estimates are valued at
their opportunity cost to the economy, i.e., the DRe is less than 1.
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mte distortions. They also point to imperfections in the functioning of commodity and factor
markets. The sum of the pollcy effects constitutes net transfers for R psll'ticular Crop.4

As Box 7.1 illustrates, the actual data required to compute PAMs do not differ from the
data needed to compute older measures such as private costs of production, NPCs, BPCs and
DRCs. However, arranging the Infonnation in the fonn of a matrix has seveml important
benefits. First, it synthesizes all aspects of the budget-based approach in a coherent form rather
than presenting them in the fonn of a seemingly unconnected table of ratios. Secondly, the
analogy between private profits, a historical focal point of policy makers, and social profit as
a measure of f:ompaTBtive advantage, has immediate intuitive appeal to policy makers
unaccustomed to considering efficiency in their decisions.

The disaggregation of divergences that make up th" bottom row of the PAM is also
helpful to policy makers in assessing the difficulty of implementing the reforms that would be
needed to insure ~fficient resource use. The institutional problem of correcting a divergence due
to an intervention in a single commodity output market, for example, is generally an order of
magnitude smaller than mobilizing the investments that would be needed to correct divergences
rooted in fundamental imperfections in the land, labor and capital markets. Removing tariffs
Ofi a commodity requires only a government directive. Improving the functioning of a labor
market, however, may involve complex investments in infrastructure that facilitate the flow of
people and infcrmation in the economy. Assessment of these implementation issues may
ultimately play a decisive role in determining what changes are feasible in an existing policy
regime.

The Policy Analysis Matrix (PAM) allows analysts to incorporate all information on
fmancial and economic prices, costs, and profitability into a relatively simple framework (in a
spreadsheet such as LOTUS 123) for each agricultural commodity system being analyzed. The
PAM methodology is described in detail in Pearson and Monke, 1987. The matrix includes data
from budgets that reflect farming entelprises, fann-to-processor marketing, processing and
processor-to-wholesaler transportation, which are organized to present a comprehensive picture
of the policy environment.

PAM can be used to answer the following questions:

• Does Country Xcurrently have acomparative advantage in producing Commodity
Y?

• Given expected future world maiket prices (in increasingly competitive world
markets), should Country X be expected to have a comparative advantage in
producing Commodity Y in the future?

"Net transfers are also reflected in the difference between private and social profits for the commodity
system.
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• IfCountry X does not have a comparative advantage in producing Commodity Y,
what would costs and prices have to be to make it competitive?

• How would the removal of a particular polley \. 'tortion effect competitiveness?

One of the advantages of PAM framework is that it allows sensitive analysis of the
effects on comparative advantage of changes in output prices, input costs, pollcy distortions, and
other factors. Simulating changes in underlying assumptions and observing the efftcts on the
commodity's competitiveness leadr; to a more dynamic assessment of competitiveness.

Some disadvantages of DRC analysis or PAM include the following:

1) Extensive data requirements.

• All production alternatives should be identified and detailed budgets developed for
each. This requires extensive farm-level information.

• Actual levels of inputs and outputs are difficult to detennine because of the high
degree of agrocllmatic variation and diverse cropping patterns practices (I.e., it
is difficult to derme a "representative" crop budget).

• DRC is a marginal concept, but average value'II are often used due to difficulty
in measuring marginal values.

• Data on costs of cultivation may be scarce.

2) Static measure of comparative advantage

• This analysis is done at one point in time, so there are no input price adjustments
made to changes in output price, i.e., there are no elasticities included which
would indicate the sensitivity of quantity demanded of an input to a change in its
own price or in the price of another input. The results of this type of analysis
should not be used for projections over a long time period. (Note: sensitivity
analysis can be used to overcome this disadvantage to some extent).

• In comparing DRCs across regions or countries, productivity differences across
countries may be more important than producer price differences in explaining the
relative profitability. Relative profitability at the farm level changes, for
example, if the value and timeliness of different input subsidies are factored into
the analysis and net returns to cultivation are calculated.
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3) Difficulty in measuring the social opportunity cost of resources

• The true seasonal opportunity cost of labor or of capital where markets do not
operate smoothly, are very difficult to estimate.

• Variations in assumed shadow prices of domestic factors and exchange rates will
strongly influence DRC estimates, and make it risky to dmw inferences about
comparative advantage across countries.

4) Non-price Factors

• In some developing countries, non-price factors, in such investments as R&D,
extension, infrastnlcture, and quality ofmanagement (includingwhether payments
are made on time), may have a more significant impact on production, yields, and
shifts between export and food crops than prices alone. This methodology does
not analyze the institutional arrangements which shape the markets around the
system.

• Risk aversion is not accounted for; for example, extremely low levels of fertilizer
usage are often due to the high levels of risk involved and lack of available credit
(due to lack of collateral). Finding a lack of comparative advantage in this case
does not indicate the source of that lack of competitiveness, nor does it
necessarily lead to logical policy implications.

5) Lack of Alternatives

• While DRC analysis facilitates comparisons across commodities, across
techniques, and across regions, there may not be any real technical alternatives
in a given region, or on a given soil. If there is not a choice between alternative
crops, then the opportunity cost of fIxed resources will be zero.

In summary, a commodity approach to the issue of competitiveness allows an examination
of the relative position and perfonnance of both the export crop and the producers with respect
to world markets and producers elsewhere. An understanding of marketing margins and the
costs (transportation, processing, etc.) that make up the difference between the price the
producer receives and the equivalent world market price, is obtained in the derivation of the
export parity price. NRCs are calculated to focus on the government policies and market
failures which serve to encourage or discourage production.

At the micro-economic level, costs of production derived from fann-Ievel data or (DRCs
which incorporate cost ofproduction information) can be used to compare competitiveness across
countries (or techniques). Calculating DRCs within the PAM framework takes the above
measures a step further and essentially compares the resources used to the foreign exchange
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earned in producing a particular commodity in a country. DRCs thus measure the degree of
comparative advantage which the production activity affords the country.

7.3 Implications for Competitiveness Study for EI Salvador

Ideally, several of the above approaches are taken in a comprehensive
competitiveness study (see Kristjanson et aI., 1990). The starting point should be the demand
side, with a commodity approach. If feasibility studies identifying high potential export
commodities exist, the study can start with an examination of the international market situation
for these high potential commodities (sometimes these market studies have already been
undertaken as well). Second, the extent of existing costs of production and marketing data
should be detennined. Because cost of production data include fmancial prices but not economic
prices, it is possible to detennine whether comparative advantage exists if present poUcy
distortions continue, but it is not possible to detennine if a comparative advantage exists if those
policy distortions were removed. Thus, if policy distortions are considered to be minimal
(which may be the case for horticultural crops in Bl Salvador), calculating DRCs may not be
necessary. In some caSt:.s, DRC or PAM analyses may be available (usually from research
organizations such as CIMMYT for crops such as com and wheat).

7.4 Conclusions

A complete analysis of export potential contemplates a hierarchy of issues: agnomonic
feasibility, growing domestic and/or external market demand, and economic as well as non
economic competitiveness. Any oversight of one the components or faulty projections can spell
disaster in an export promotion campaign. Thus, while the undertaking of a PAM is time and
resource intensive, it is a crucial step in rational economic planning. In the case of E1 Salvador,
particular attention should be paid to the non-economic factors in a export potential study.
Nearby states (Guatemala, Mexico, Costa Rica, Dominican Republic) generally have the same
agroclimatic endowment and low cost labor stmcture and they have had some success in
horticultural exports. Whether E1 Salvador can join their ranks will probably hinge more on the
land constraint issue and non-economic factors such as management and marketing talent,
infrastructural factors (availability and cost of cold storage, transportation costs, frequency of
air and sea links to destination markets) and the technical characteristics of the crops (degree of
knowledge intensiveness, water and chemical needs, degree of perishability, availability of
required specialized packaging materials, and ease of meeting photosanitary requirements in
destination mal'kets).
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·8. CONCLUSIONS,RECOMMENDATIONS, AND FUTURE ANALYSIS

El Salvador bas liberalized its trade regime and is now more vulnerable to the effects
of changes in world markets. In the near tenn, prospects are not good for a strong recovel'Y of
the international economy. Prices of El Salvador's primary exports are likely to remain
relatively low, and demand for these exports will remain sluggish. In addition, Bl Salvador is
likely to encounter increasing difficulty in marketing its nontmditional goods. Thus,
policymakers cannot anticipate an exogenous boost from the trade account to moderate the
consequences of domestic economic problems.

With respect to world agriculture, sluggish economic growth and large supplies have
created low commodity prices for the past four years, especially in dollar tenns. Barring an
unanticipated, severe production short-fall or a large monetary disturbance, prices of agricultural
commodities are likely to remain low for some time.

The economic implications of this situation for El Salva!!QT ~re threefold. First, revenue
from coffee, cotton, and sugar will probably continue to be depre&sed. Second, the costs of
com, wheat, and other agricultural imports are also likely to remain low, so the drain on
government fmances will be lessened. Third, an improved macroeconomic environment will
make it easier to adopt policies that are conducive to development of the agricultural sector.

8.1 Conclusions

In the coming years, the vitality of the agricultural sectur depends on maintenance of
macroeconomic stability, higher export growth, and improvement ofpublic sector administrative
efficiency. Particularly difficult will be reconciling cuts in public expenditures with the need
for key public goods and services.

The principal problem in developing much ofSalvadoran agriculture is how to deal with
a small resource base in an economic environment where agricultural production costs, especially
in terms of the opportunity costs of labor, are being constantly pushed upward by factors outside
the agricultural sector. The immediate policy implication is that growth in production will be
dependent upon technological innovation that cuts per unit costs, especially labor costs.

Salvadoran agricultural income was most adversely affected by low coffee prices, an
overvalued exchange rate, and tight credit policies. Curbing the fiscal deficit can help
agricultural producers invest in improved technology because of lower interest ntes. Investment
in domestic infnstructure will lower the cost of exporting. Other actions to better coordinate
export support services, especially assistance in rmding f~reign buyers and timely information
on foreign markets, would also be a boost to the agm-export sector.

Cost components of the fann-retail price spread have climbed steadily since 1986. The
present lack of reliable market information hampers farmers in optimizing production decisions.



Traders are relatively better infonned. Greater market transparency through more regular
infonnation on basic grains, other products, prices, and anticipated regional supply and demand
needs would help reduce these market price differences.

The price band mechanism for staple crops was implemented in Bl Salvador and appears
to be well administered. Price variability of these crops has decreased at all levels of the
marketing chain, and production of basic grains has increased since 1990, due in part to
increased price stabUity.

Salvadoran public authorities havepursued various export promotion polil~ies; however,
some of these actions have lacked consistency and effectiveness. The limited number of fmns
applying for the duty drawback and the long delays in disbursement indicate that the export
incentive of this program has declined drastically. Without long-teno perspective and support
from the public sector in diminishing the risks involved in nontraditional exports through
guarantee funds and export credit insurance, the initial drive toward export diversification may
sputter and die. More innovative and sophisticated trade fInancial instruments are needed to
reduce the risks for both exporters and bankers.

As in the rest of Centml America, Bl Salvador will benefit from participation in a
renewed CACM, especially in gains of efficiency from specialization. Value-added agricultural
exports to the region, given El Salvador's current agro-industrial base, should also continue to
grow. However, market potential is limited, especially for agriculture. Rescue of CACM is
an important fIrSt step for the region, but the greatest potential for Bl Salvador and the rest of
Central America, especially in agriculture, lies in trade liberalization beyond the region, on a
continental, hemispheric, or even larger scale, to provide an export market large enough to fully
exploit the productive potential of these countries. Accession to NAFfA would be an important
fIrSt step in this process.

8.2 Recommendations

The policy recommendations emerging from this study fall into three general categories:
policy strategy, institutional needs, and suggestions for additional research.

8.2.1 Policy Strategy

• Fonoulate a clear conception of the role that agriculture is expected to play in the
economy's development and integrate agricultural policy with policies for the rest
of the economy to avoid conflicting policy goals.

• Continue the current price band policy mechanism. Its removal at such an early
juncture will only discredit other attempts at price stability because farmers will
not place their trust in programs that they are unsure will exist the next day.
Furthennore, the reduction of stability caused by removal of the price band
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system may lead to lower incomes for fanners, mising concerns about nnat
conflict.

• Improve the market infonnation Rn.:1 data service, which is cUlTently fragmented
among different entities and inaccessible to many agricultural producers. This
would greatly aid producers and exporters in planting and marketing decisions.
The service should include infonnation on domestic and international production
and prices and specific foreign market infonnation, could be electronically linked
to similar databases in other countries, and should be widely available throughout
the country.

• Continue investment in infrastructural improvements such as roads, ports, and
electrical service. Privatize the telephone service to force increased efficiency
and availability of telecommunications services in El Salvador.

• Refonn the legislation and enforcement procedures for contract enforcement.
These actions would greatly reduce the risk of producing for export for smaller
or less experienced agricultural producers.

• Evaluate the structure and leadership of the Customs Service, reduce the
bureaucratic procedures involved, and begin an intensive anticorruption campaign.

• Increase investment in the rehabilitation of irrigation as a least cost alternative in
order to increase exports of nontraditional products.

• Increase investment to strengthen the Ministries of Agriculture, Economy, and
Finance; especially in the areas of policy analysis and implementation, data
management, dissemination of infonnation, tax management, and promotion of
transfer of capital and foreign investment.

• Increase investment to support an institutional coordination arrangement or plan
that promotes diversification in agriculture and agroprocessing. This plan would
include FUSADES, COEXPORT, FOMEX, and the Ministries ofAgriculture and
Economy.

• Establish a "one-stop shop" for foreign investors to facilitate the flow of foreign
investment into EI Salvador.

• Develop a clear vision of the goal for renewed Central American economic
integration and understand its implications for Salvadoran agriculture.

• Coordinate negotiating efforts concerning CACM and NAFfA with other Central
American governments and pursue these efforts strongly.
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• Continue agricultural polley tefonus to allow marJret forces to wark and allow
fanners to base production decisions OD un.regulated, nonartificial incentives,
This will let success be based on tnJe comparative advantage.

8.2.2 institutional Needs

• The Ministry of Agriculture, with the help of USAID, should greatly strengthen
its Agriculture Policy Analysis Group. Such a policy analysis group will
strengthen the hand of the minister as helshe participates in the inter-agency
bargaining within the government and in international negotiations for trade
agreements. It will also increase the effe.ctiveness of agricultural policy. It is
especially important that the members of this group have experience and training
in policy analysis, international trade, macroeconomic policy, and quantitative
economic methods.

• Creation of an international commodity market analysis group is a high priority.
Such a group could be located in the Direcci6n de Economfa Agropecuaria or in
the Agricultural Policy Analysis Group, or it could be a separate unit. Its task
should be to study international commodity markets of direct interest to
Salvadomn agriculture. This group very likely could benefit from collaboration
with the International Economic Division of the USDA's Economic Research
Service.

• To support the above two groups and the Ministry of Agriculture as a whole, an
improved statistical service group is needed. This group would maintain data
banks of interest to both policy analysts and policymakers. It would also generate
data on issues that are not commonly recognized in agricultural policy analysis,
including tariff structures, identification of trade interventions in both Bl Salvador
and abroad, and equilibrium exchange rates.

• A market infonnation system is badly needed to assist exporters in learning about
the international market for their goods and the marketing regulations and
practices for particular export markets.

8.3 Suggestions for Additional Research

• Knowledge of the major commodity sectors of Salvadomn agriculture needs to be
generated on a continuing basis. These diagnostic studies should identify the
major economic forces that affect the sector, trends in resource use and
productivity, and the returns to families.

• Specific studies, quantitative ifpossible, on the linkages between macroeconomic
policies and commodity markets are also important.

8-4



• Knowledge of specific commodity markets is necessary in order to carry out
policy analysis of supply response and both domestic and export demand. Such
knowledge is needed for the ml\lor agricultural commodities and commodity
groups. The study by Ramos and others can be the departing point.

• Analytical research is needed on marketing arrangements in B1 Salvador. If
markets are not performing efficiently, the causes of these market failures must
be identified and new institutional arrangements need to be designed. The design
of an improved marketing and distribution sector should be a high priority.

• Connecting Salvadoran agriculture to the international economy through border
price equivalents for domestic prices will have important income distribution
consequences. For the proposed policies are to be viable means must be found
to deal with the pricing problem.

• Quantitative studies should be performed to inform policymakers of the potential
effects of various trade agreements, CACM and NAFrA in particular, on specific
Salvadoran agricultural exports and imports. Policymakers would then be better
prepr.red to dampen or enhance these effects as necessary..

• More knowledge is needed on the nutrient status of low-income families. There
is also a need to fonn new institutional arrangements that would enable their
nutritional status to be improved. Research is needed to detennine appropriate
food policy targets and the trade-offs among them.
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Appendb: Atl:
Selected Macroeconomic Indicators, EI Salvador, 1980-92

1 Uolta I 1980-B$ 1 1986 I 1987 I 1988 I 1989 -119901 1991 I 1992

Oro.1 Domutlo Product (I) MlIllOIII of
USS

P.r Capita Incom. US 1988
Doilir.

Mlrch.ndl.. EXpON MllllolII
USS (FOB)

Merch.ndln ImpoN MlIllolII
USS (FOB

M.rchandl.. Salanco MIIUolII
USS (FOB)

Remlttancea Milliolll
USS

Official Aid Mllliolll
US$

Oulltandil1i External Debt at Million.
end of year US$

Tolil Export/ODP Percent

Real ODP Growth Rate Pereenl
(COlllt.tnt 1962 Colonea)

Infl.tion Orowth Rale Pereent

Oro" Domenic Pereent
Inve.lment/ODP

FilC.1 Deficit/ODP (exc!uding Percenl
dORiliona)

FillCll Deficit/GOP (including Percenl
dOllllion.)

Average Annu.1 Lending Pereenl
Inlereal R.le (b)

Tenn. of Trade (1980 ... 100) Index

Nominal Exchange Rate Colon.. per
US$

3,915.0

1,051

699

748

-49

103

203

1,181.2

19.0

-12.9

13.1

14.1

11

9.2

13

181.2

2.S

4,160.9

1,046

778

902

·124

134.5

22S.5

1,254.5

18.1

0.6

30,4

13.3

3.9

2.3

IS

177.6

5

4,432.2

1,054

590

939

·349

168.7

380.1

1,312.1

13.3

2.7

19.6

12.4

4.4

1.8

IS

131.9

5

4,683.2

1,051

611

967

194.4

289.4

1,860.2

13.0

1.6

18.2

12.8

4.S

2.S

17

144.7

S

4,956.1 5,414

1,04a 1,059

498 582

1,090 1,180

203.7 322.1

284.2 225

2,115.4 2,131

10.0 10.8

1.1 3.4

23.5 19.3

15.3 11.8

6.8 2.7

5.2 0.8

20 16

125.7 117.2

5.6 7.6

5,970

1,077

588

1,294

-706

517.9

180.3

2,221.3

9.8

3.5

9.8

13.8

4.4

2.5

18.3

119.9

a.03

6,447

1,108

597

1,426

·a39

6£0

228.3

2,382.3

9.1

4.S

19.9

IS

4.8

2.7

18.38

10B.3

a.s

Source.: B.nco Cenlnl de Reaerva, EI Salv.dor, Revilla Trime.lral, IIVlral i••uI.; IMF FiDlncial SlIli.tic. and InterAmerican Devllopmenl Bank EI
S.lv.dor Socioeconomic Report.

Nole: Intere.t rat.. were Iibenlized in M.rch of 1992. (.) doll.r GOP call:ulaled u.ing CODlllnt purcha.ing power parity. (b) lit prefeiential int",re.', nle for
I year production lOin by lmall coffee, bllic gnin., microentltpri.e, .nd IXPOrti oUliide Central Americi.
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Appendix A.Z Chanle In Alriculture Value Added In
Constant 1962 Colones (Percent)

Item 1987 1988 1989 1990 1991 1992 Ava· Ave.
(b) '86·89 '90-92

Aariculture 2 -1 0.5 7.4 0.0 6.7 0.4 3.2

Exports: S -19 -1 19 -1 5 -4.99 7.99

Coffee 7 -19 1 21 -2 3 -3.43 7.19

Cotton ·9 -16 ·29 ·29 ·24 0 ·18.01 -17.67

Sugar Cane ·7 -20 -s 24 19 20 -10.5S 20.86

Grains: ·2 29 -3 5 -8 22 8.02 6,67

Com 32 3 ·1 2 ·16 25 11.39 3,81

Beans -51 133 ·22 30 16 12 20.26 19.'.5

Rice -21 36 11 -9 6 12 8.81 2.89

Sorghum -81 496 -2 11 -2 34 137.54 14,35

Other: ·2 -1 1 2 7 2 ~.62 3.73

Cinnamon 2 0 -2 0 0 0 -0.15 0.00

Tobacco ·11 5 ·12 -3 4 0 -6.02 0.04

Cottonseed ·13 -17 -28 -33 -13 -14 -19.36 -20.04

Hemp 9 -16 14 2 15 0 2.43 5.56

Kenaf 30 2 38 0 15 0 23.09 5.13

Others (a) -2 1 2 4 6 3 0.14 4.37

Uvestock 6 4 4 1 I 1 4.51 1.12

FOli'eStry 0 -1 I 1 1 1 O.OD 1.02

Fisheries -8 4 -14 -17 0 3 -6.01 -4.56

Apiculture 13 -4 -9 3 6 3 0.42 4.27

Poultry 2 6 5 2 4 3 4.7;7 3.20

Source: Banco Central de Reserva, EI Salvador, Revisla Trimestral. Several Issues.

Noles: (a) Included Sesame, balsam, coconut, fruits and vegetables; (b) Preliminary figures.
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Appendix A.3 Gross Domestic Product by Sectors,
EI Salvador, 1980-92 (Constant 1962 colones)

Year Aarlcul- Manurae- Commerce Government Others Total
ture turllll (a)

1980 841.1 ~86.2 625.0 341.9 895.1 3,289.3

1985 742.8 ~15.4 489.5 411.6 834.3 2,993.6

1986 719.7 528.3 491.0 430.1 843.4 3,012.5

1987 734.7 544.1 497.9 447.4 869.4 3,093.5

1988 727.7 560.5 500.1 462.6 892.9 3,143.8

1989 731.1 574.4 516.9 457.7 896.9 3,177.0.
1990 785.5 591.6 533.0 464.8 910.0 3,285.0

1991 785.1 620.4 555.5 479.2 960.8 3,401.0

1992 837.5 657.6 579.0 471.5 1,011.4 3,557.0

PERCENTAGE

RGb,90/92 3.2 5.3 4.1 0.7 5.3 4.0

RG,85/90 0.9 2.8 1.7 2.4 1.8 1.8

CV·,90/92 3.8 5.3 4.1 1.5 5.3 4.0

CV,8S/90 3.2 5.2 3.4 4.7 3.5 3.5

Source: BCR, Revista Trimestral, various issues.

Notes: a.

b.
c.

Including: mining, construction, public utilities, transport, fmancial sector,
housing, selVices.
RG = annual rate of growth
CV = coefficient of variation
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Appendix A.4a: Struoture of Central Government Revenue,
EI Salvador, 1970""92

1970 1980 1986 1990 1992

"
. NON. TAXES

!0 DIRECT. TAXES

:::Ij OONATIONS

_ INDIREC. TAXES

80"'01' BOR Ind Mlnllll,lo dl Haollnda. 0111111 d.1 ",.."puulo
d. Funolonaml.nlo, I.v.,a' II'u.,

Appendix A.4b: Structure of Central Government
Total Expenditure, EI Salvador. 1970-92

100% -
, ,

75%-

= -=

0% ---1:==:l-~_.-.i_===--=:'===1--=====-
1970 1980 1985 1990 1992

m AGRICULTURE

~ PUBLIC WORKS

EDUCATION

OTHERS

R HEALTH

Sourc.: SCR and Mlnl,lerio de Haclenda, Delalle del
"'.'Upullto de Funclonamlento, leveral ..,ue,

NOTE: Olh... Includ.: Trab.,o Y orev,"on SOCial. ramo de relaclone. 8xllrI0'8', InI8,10,. D.'8n••
S.gurldad Publica, etc
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Appendix A.! Legal TarlfT Rates tor Aarlcultural Products 88 of January 1992

Commodity Group Pmloal (") New (")

Qn1lw Whlll 20 Prioe band

y.llow com ~ 20 Prio. band.
While com 20 10

So...hum 20 Pric. band

PoIIL'J1d Rloe 20 PrIce band

Mu1I.i Rid meat 25 20

FIlii 25 W

Poultry 25 20

Off.1 25 20

Mull...food preparation. 30 20

Whol.m1lk oS 10
J21ml

Low fal milk 5 10
w

Other milk prodUCIi 25 20

Boverue!j Ol'Hn coffee 30 20-
Prep.red coffee produCIi 30 20

Tu 30 20

Malt 30 20

F.II .nd Oil.: Lard 2S 20

Other .nimal f.1I 2S 20

MI",lrin. 2S 20

Veg.llble oil. 2S 20

Flours .nd b.kery Roocll; Rye, 0.1, wheal tlOUfi 25 20

Bread. 25 20

P.lln•• 2S 20

BilC:uili 2S 20

Em;tl Ind V.gellble.: Poliloel for pl.nling 2S 20

TOIIIIIOli 2S 20

Muahroonu 25 20

Edible tiuill 30 20

Legume! 2S 20

c....v. 25 20
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Appendix At' (Coni.)

COIIISodlt1 Group 'mlou (~) Ntw (")

SWNlIOira end Olbm! Cottonlllll 30 20

TOO.ceo 30 20

Su.trb.... 25 20

l'unlUcro.. 0 ~

Cboooltk 30 20

Cutnowlrt 30 20

SOURCB: USDA, Foreign Agricultural Service, "B1 Salvador Tariff Redution
Report, II January 20, 1992.
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Appendix A.6 Direction of NontradJtlonal Exports,
EI Salvador, 1980-92

(MiUloD US Current DoDars, FOB)

Total Bxports Exports
Year Non- to % to Other %

Traditional CACM Markets

1980 349.3 295.8 84.5 53.5 15.5

1985 169.4 95.7 56.5 73.7 43.5
,

1986 161.3 91.0 56.4 70.3 43.5

1987 204.5 119.6 58.5 84.9 41.5

1988 215.3 139.8 64.9 75.5 35.1

1989 244.7 160.6 65.6 84.1 34.4

1990 285.3 175.0 61.3 110.3 38.7

1991 315.9 193.7 61.3 122.2 38.7

1992 373.1 248.0 66.5 125.1 33.5

RG(80/90)%1 - 1.5 - 5.0 --- 7.0 ---
RG(90/92)% 13.4 17.4 --- 6.3 ---

Note: a. RG = annual rate of growth
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Appendix A.7 Non· traditional EXp6rt Groupg,
£1 Salvador, 1987·92

•
1989·92

Product Group 1987 1988 1989 1990 1991 1992 Rato of
(a) Growth %

VS$ MIllion

Animal·Rclatod 6.0 5.2 6.4 6.3 6,5 6.7 1.7

PllUlt-relatcd 14.8 13.9 12.6 21.6 19,9 23.5 16.0

Processed food. 9.2 13.9 14.7 17.1 21.6 26.2 19.7

Othol'll 174.5 182.3 211.0 240.0 267.9 323.9 11.0

Total 204.5 215.3 244.7 285.3 :US,9 380.3 14.2

Source: Banco Central de Reserva, Revista TrimestIal, various issues.

Note: a. Preliminary figures
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APPENDIXB

CHAPTER 3 SUPPLEMENTAl, TABLES J(t;J) FIGURES

Appendb B.l: Merchandise Exports Value by Groups,
£1 Sal,ador, 1980-91

(MIllion US Current Donars, FOB)

,

Other Non-
Year Coffee Tmditional Tmdi- Total

Products tional

J980 615.2 110.8 349.3 1,075.3

1985 463.7 62.0 169.4 695.1

1986 546.8 46.8 161.3 754.9

1987 351.5 -34.9 204.5 590.9

1988 358.0 35.5 215.3 608.8

1989 228.6 24.3 244.7 497.6

1990 259.0 31.3 285.3 582.0

1991 219.5 52.6 315.9 588.0

1992 160.0 57.2 380.3 597.5

RG%(80/90) -7.0 -14.7 -1.5 -5.4

RG%(85i90) -IS.7 -IS.3 11.2 -6.2

RG%(90/92) -22.0 36.3 13.4 ,\.3
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Appendix B.2: Value Added In the Aar;cultural Sector, £1 Salvador, 1970-92 (Constant
1!M2 prices)

Item 1980 1985 1989 1990 1991 1992
(e)

Million 1962 Colones

A. Major Crops (a) 509.4 411.4 360.6 410.5 397.6 441.9

1. Coffee 292.4 231.3 189.3 228.6 223.2 230.3

2. Grains (b) 128.3 122.7 141.6 149.0 137.7 169.5

B. Livestock and 219.3 218.6 255.1 263.8 267.3 272.9
Poultry (e)

C. Others (d) 112.3 112.8 115.4 111.2 120.2 122.7

D. Total 841.1 742.8 731.1 785.5 785.1 837.5

Source: BCR, EI Salvador, Revista Trimestra.l, several issues.

Notes: (a) Coffee, cotton, sugar cane and grailJS
(b) Com, sorghum, rice and beans
(e) Beef, pork, milk, and poultry
(d) Other crops, forestry and fisheries
(e) Preliminary
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Appendix 0.3: Production, AreA and Yield of Coffee,
£1 Salvador, 1970-93

Year Production Area Yield

('OOO/qq) ('OOO/Mz) (qq/Mz)

1970-71 2973,0 207.0 14.4

1971·72 3144.0 209.0 IS.0

1972-73 3206.0 212.0 15.1

1973-74 2750.0 217.0 12.7

1974-75 3466.0 217.0 16.0

1975-76 3587.0 220.0 16.3

1976-77 3082.0 224.0 13.8

1977-78 3187.0 239.0 13.3

1978-79 3522.0 265.8 13.3

1979-80 4125.0 265.8 15.5

1980·81 4094.0 265.8 15.4

1981-82 3825.0 265.8 14.4

1982·83 3796.0 265.8 14.3

1983·84 3360.0 251.0 13.4

1984-85 3246.0 246.1 13.2

1985-86 3235.0 239.1 13.5

1986-87 3004.0 234.2 12.'1

1987·88 3250.0 240.7 13.5

1988·89 2043.0 245.7 8.3

1989-90 3570.0 250.0 14.3

1990·91 3300.0 250.0 13.2

1991-92 3248.0 266.0 12.2

1992-93 (a) 3300.0 257.0 12.8

RG170-93 ($) -0.1 0.8 -0.9

Source: Ministerio de Agricultura y Gaoadena; Unidad de AnaIisis de Pollticas Agropecuarias. EI Sector Agropecuario
Pon Cifras y Gnificas, junio 1992, y Memoria Agropecuaria Estadfstica, Unidad de Economfa Agropecuaria,
several issues.

Notes: a. estimates
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Appendix 8.4: Production, Area and Yield or Cotton
In £1 SaI,ador, 1976-93

Year Production Area Yield

('OOO/qq) ('OOO/Mz) (qq/Mz)

1970·71 3281.6 89.3 36.7

1971·72 4118.0 103.8 39.7

1972·73 4163.9 121.8 34.2

1973·74 4861.0 135.8 35.8

1974·75 4701.4 125.9 37.3

1975·76 3650.0 105.7 34.5

1976·77 3965.5 113.3 35.0

1977·78 4705.9 142.1 33.1

1918·79 4407.8 146.1 30.2

1919·80 4046.8 120.8 33.5

1980·81 2542.0 83.2 30.6

1981·82 2464.6 75.0 32.9

1982-83 2370.0 69.8 34.0

1983-84 1680.0 52.5 32.0

1984·85 1737.0 53.3 32.6 •
1985·86 1200.0 38.9 30.8

19~6·87 661.1 18.8 35.1

1987·88 575.1 19.9 28.9

1988·89 626.0 18.3 34.2

1989·90 346.1 14.4 24.0

1990·91 261.3 8.::f 31.4

1991-92 232.1 6.2 37.7

1992-93 (a> 259.3 7.0 37.0

RG170-93 (~) -14.8 -13.8 -1.0

Source: Mini~terio de Agricultun y GlIDaderfa; Unidad de AnaIisis de PoJ{ticu Agropecuarias. EI Sector
Agropecuario en Cifns y Graficas, junio 1992, y Memoria Agropecuaria Estadfstica, Unidad de EconomIa
Agropecuaria, several issues.

Notes: a. estimates
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Appendix 8.!: Produetlon, Afta lUId Ylcld or S"l&1',
EI S.IY.dor, 1970-'3

Vear ProdU(1f'''D Area Vleld

COOO/ST) ('OOO/Mz) (ST/Mz)

1970-71 1671.9 28.0 59.7

1971-72 2010.0 32.4 62.0

1972-73 2058.6 33.7 61.1

1973-74 2606.5 43.3 60.2

1974-75 2843.5 47.4 60.0

1975-76 2814.6 48.0 58.6

1976-77 3188.6 49.6 64.3

1977-78 3143.7 49.1 64.0

1978-79 2984.0 47.7 62.6

1979-80 2194.8 39.0 56.3

1980·81 1982.7 38.0 52.2

1981-82 2117.5 39.2 54.0

1982-83 2711.4 45.0 60.3

1983·34 3119.1 48.6 64.2

19840 85 3212.7 52.0 61.8

1985·86 3429.2 .55.2 62.1

1986-87 3184.6 58.8 54.2

1987·88 2526.9 48.3 52.3

1988-89 2290.3 41.3 55.5

1989-90 2939.6 45.6 64.5

1990-91 3582.6 54.7 65.5

1991-92 4065.2 68.5 59.3

1992-93 (a) 4420.0 68.0 65.0

RG170-93 (%) 2.3 2.4 -0.5

Source: Ministerio de Agricultura y Ganaderfa; Unidad de AoaUisis de Po1(ticas Agropecuarias. EI Sector
Agropecuario on Cifras y Gnificas, junio 1992, y Memoria Agropecuaria Estadfstica, Unidad de Economfa
Agropecuaria, several issues.

Notes: a. estimates
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Appendix 0.6: ProductJon, Area and Yield 0' Com,
£1 Sa),ador, 1970-93

Year Production Area Yield

('OOO/qq) ('OOO/Mz) (qq/Mz)

1970·71 7,884.6 294.2 26.8

1971·72 8,198.2 300.3 27.3

1972·73 5,153.3 292.8 17.6

1973·74 8,820.1 287.3 30.7

1974·75 7,673.3 302.1 25.4

1975·76 !I,566.2 351.7 27.2

1976·77 7,459.4 334.~ 22.3

1977·78 8,255.3 349.8 23.6

1978·79 H,02S.9 377.6 29.2

1979-80 11,355.8 394.3 28.8

1980·81 11,467.5 417.0 27.5

1981-82 10,862.5 395.0 27.5

1982-83 ;},OO2.4 341.0 26.4

1983-84 9,633.0 345.0 27.9

1984-85 11,461.5 347.7 33.0

1985-86 10,769.2 362.1 29.7

1986-87 9,501.3 368.1 25.8

1987-88 12,592.6 398.5 31.6

1988-89 12,970.2 402.8 32.2

1989-90 12,788.3 394.7 32.4

1990-91 13,084.5 402.6 32.5

1991-92 10,962.8 438.0 25.0

1992-93 (8) 13,716.8 446.8 30.7

R0170-93 (%) 2.7 1.62 1.05

Source: Ministerio de Agricultura y Ganaderf'll; Unidad de Anlllisis de Pol(ticas Agropecuarias. El ~tor
Agropecuario en Cifras y Graficas, JUDio 1992, y Memoria Agropecuaria Estadfstica, Unidad de EcoDomia
Agropecuaria.

Noles: a. estimates
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Appendix D.7: Production, Area and Yield of Sorghum,
£1 SaI,ador, 1970-93

Year Production Area Yield

('OOO/qq) ('OOO/Mz) (qq/M:z)

1970·71 3,199.7 177.4 18.0

1971·12 3,400.0 lBO.O 18.9

1972·73 3,170.0 186.4 17.0

1973·74 3,400.0 170.0 20.0

1974·75 2,850.0 182.0 15.7
=.

1975·76 3,800.0 189.1 20.1

1976·77 3,399.2 178.5 19.0

1977·78 3,285.0 188.8 17.4

1978·79 3,517.7 195.4 18.0

1979-80 3,485.0 205.0 17.0

1980·81 3,040.9 170.7 11.8

1981·82 2,950.3 165.0 17.9

1982-83 2,700.0 J70.0 15.9

1983-84 2,677.1 158.0 16.9

1984·85 3,053.9 166.0 18.4

1985·86 2,882.8 163.4 17.6

1986·87 3,206.8 171.5 18.7

1987·88 564.2 178.7 3.2

1988·89 3,332.7 174.2 19.1

1989·90 3,249.7 170.9 19.0

1990-91 3,491.8 184.7 18.9

1991-92 3,540.9 175.9 20.1

1992-93 <a) 3,573.0 176.9 20.2

RG170-93 (%) -0.9 -0.2 -0.7

Source: Ministerio de Agricultura y Gmsdena; Unidad de An81isis de PolitiC8ll Agropecuarias. El Sector
Agropecuario en Cifras y Gnticas, junio 1992, y Memoria Agropecuaria Estadistica, Unidad de Economia
AgropeclllU'ia.

Note: a. estimates
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Appealdlx B.8: Production, Ana and Yield of Rice,
itl Sal,ador, 1970-93

Year Production Area Ylold

('OOO/qq) ('OOO/MJ) (qq/Mz)

1970·71 961.6 17.0 56.6

1911·72 1192.3 20.9 57.0

1972·73 774.6 15.7 49.3

1973·74 809.5 13.6 59.S

1974·75 697.7 15.9 43.9

1975·76 1320.0 24.2 54.S

1976·77 776.1 19.7 39.4

1977·78 712.6 17.@. 40.0

1978·79 1104.5 19.9 55.6

1979·80 1266.2 21.1 60.0

1980·81 1320.0 24.0 55.0

1981·82 1089.8 19.8 55.0

1982-83 770.0 16.0 48.1

1983-84 940.0 18.0 52.2

1984·85 1376.0 21.9 62.8

1985-86 1497.6 24.7 60.6

1986-87 1020.4 17.2 59.3

1987·88 914.6 16.7 54.8

1988-89 1245.9 19.7 63.2

1989-90 1385.2 22.2 62.4

1990-91 1341.1 20.4 65.7

1991·92 1335.6 23.3 57.3

1992-93 (a) 1440.0 24.0 60.0

RGnO·93 (%) 1.1 2.2 1.0

SOURCE: Ministerio de Agricultura y Ganaderia; Unidad de Anilisis de Poltticas Agropecuarias. EI Sector
Agropecuario en CifraB y Gnifbas. junio 1992, y Memoril. Agropecuaria Estad(stica, Unidad de
Econom(a Agropecuaria, several issues.

Note: a) estimates
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Appendix 0.91 Production, "rei and Yield of Beanl,
EI Salvador, 1970-93

Year Productlan Aroa Yield

('OOO/qq) ('OOO/Mz) (qq/Mz)

1970·71 649.5 51.6 12.6

197]·72 750.0 ".0 13.2

1972·73 595.7 56.9 10.5

1973·74 814.7 64.4 12.6

1974·75 732.2 73.5 10.0

1975·76 861.8 79.8 10.8

1976·77 870.1 75.5 11.5

1977·78 733.5 75.1 9.8

1978·79 933.0 74.0 12.6

1979·80 1011.3 78.7 12.9

1980·81 866.5 75.0 11.6

1981·82 831.8 71.0 11.7

1982·83 830.0 79.4 10.5

1983·84 918.3 80.S 11.4

1984·85 1056.0 82.5 12.8

1985·86 751.2 83.3 9.0

1986·87 1093.9 ~7.1 12.6

1987·88 5;:'1.0 89.3 5.9

1988·89 1240.0 96.1 12.9

1989·90 968.9 91.6 10.6

1990-91 1145.4 89.5 12.8

1991·92 1461.6 110.6 13.2

1992·93 (a) 1481.0 113.9 13.0

R0170·93 (%) 2.5 2.60 -0.1

Source: Ministerio do Agricultura y Ganaderia; Unidad de Anilisis de PolCticas Agropecuarlas. El Sector
Agropecuarlo en Cifras y Gnifieas, junio 1992. y Memoria Agropecuaria Estadfstiea. Unidad de EcoDomfa
Agropecuaria, several issues.

Notes: a. estimates
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Appendix 8.10a: Nominal and Real Coffee Producer Prices,
lEI Salvador, 1970-92

199119881985198219791976
or-------------------
1970 1973

- REAL PRICES - NOMINAL PFlICES I
Souroe: Ministry of Agrloulture

Appendix 8.10b: Nominal and Real Sugar Producer Prices,
EI Salvador, 1970-92
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Appendix B. 11a: Nominal and Re&1 Corn Produoer Prices,
EI SalvadorI 1970-92
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Appendix B.11b: Nominal and Real Rice Producer Prices.
EI Salvador, 1970-92
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Appendix B.12a: Nominal and Real Bean Producer Prices,
EI Salvador, 1970-92
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Appendix B.12b:
Linear Trend of Real Producer Prices

for Corn, EI Salvador 1980-93.
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Appendix B.13a:
Linear Trend of Real Produoer

Prices for Sorghum, EI Salvador 1980-93
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Appendix B.13b:
Linear Trend of Real Producer Prices

for Rice, EI Salvador, 1980-93
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APPENDIX 8.14:
I.lnear Trend of Real Produoer Prloss

tor Beans, EI Salvador, 1980-93
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APPENDIXC

CHAPTER 6 SUPPLEMENTAL TABLES

APPBNDIX C.1 BKPORTS AMONO CSN1'RAL AMBRICAN RBOION, 1989·1992

1989 1990 1991 1992
.....-

Guatemala to:
C~8ta Rica "70.7 73.7 75.3 81(.4
Bl Salvador 129.8 144.2 154.7 173.2
Honduras 35.8 38.0 43.9 48.2
Nicaragua 12.6 32.3 50.1 55.2
Total 248.9 288.2 324.0 361.0

Costa Rica to:
Bl Salvador 46.6 35.9 43.8 48.1
Guatemala 60.1 52.3 58.6 64.S
Honduras 15.2 18.3 18.7 20.6
Nicaragua 22.2 27.2 56.8 62.4
Total 144.13 133.7 1;7.8 195.6

E1 Salvador to:
Costa Rica 45.0 47.6 46.9 52.5
Guat~ma1a 114.9 103.1 88.6 97.4
Honduras 17.0 16.8 13.8 15.2
Nicaragua 3.0 9.3 10.3 11.3
Total 179.9 176.8 159.6 176.4

Honduras to:
Costa Rica 2.0 0.8 1.2 3.0
HI Salvador 11.0 13.4 14.0 15.4
Guatemala 14.2 12.0 12.5 13.8
Nicaragua 1.7 0.6 0.8 0.9
Total 28.9 26.8 28.S 33.1

Nicaragua to:
Costa Rica 15.4 11 ,5 10.1 10.7
EI Salvador 9.9 10.2 11.2 12.3
Guatemala 7.4 5.6
Honduras 4.5 8.3 7.6 8.4
Total 37.3 35.6 28.9 31.5

Total 639.J 661.! 718.9 797.5

IMF, Direction of Trade Statistics
ues are m m Oll U.S. dollars. -
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APPENDIX C.2 COMPOSITION OF U.S. IMPORTS FROM CSNTRAL AMERICA OY COUN1'RY,
1989·1992

1989 1990 1991 1992

Commodities
BeU2c 43.0 44.0 35.6 58.5
Costa Rica 967.9 l006.S 1144.0 1402.0
Bl Salvador 943.9 237.5 302.4 383.2
Guatemala 608.3 790.9 892.3 1072.7
Honduras 456.8 486.3 552.2 780.6
Nicaragua 0.0 15.3 59.5 68.6
Panama 258.3 226.6 242.6 218.2
Total 2578.3 2807.0 3228.7 3984.0

PrImary Products
Belize 26.5 34.S 14.4 36.6
Costa Rica 448.8 444.2 505.2 563.0
El Salvador 145.1 121.4 145.6 151.1
Guatemala 426.8 542.9 503.9 539.0
Honduras 336.8 331.1 310.2 358.7
Nicaragua 0.0 14.7 57.4 63.0
Panama 162.9 121.8 115.1 108.8
Total 1546.9 1610.5 1651.9 1820.2

Apparel
Belize 13.9 7.1 17.4 17.7
Costa Rica 327.3 383.5 440.5 590.3
El Salvador 42.3 54.1 90.4 165.9
Guatemala 131.0 192.4 335.2 457.3
HOl'lduras 86.7 112.6 196.6 367.8
Nicaragua 0.0 0.0 1.2 3.4
Panama 52.7 61.6 65.3 50.0
Total 653.8 811.2 1146.6 lu52.4

Consumer/Capibal
Goods

Beli7.e 14.6 7.5 18.0 17.3
Costa Rica 457.4 497.4 567.8 748.9
Bt Sa,Yad,?f 74.2 89.4 126.8 202.9
Guaten,;'~la 142.1 202.4 347.4 474.0
Honduras 100.2 i28.1 217.3 395.2
Nicaragua 0.0 0.5 1.5 4.6
Panama 63.1 66.6 69.4 55.2
Total 851.5 991.8 1348.3 1898.7
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Appendix C.3 Compositlc'O of U.S. Imports from Central America by Country, 1989
1992 (Continued)

1989 1990 1991 1992

Manufactures
Bellze 1S.3 8.4 18.7 18.8
Costa Rica 499.8 550.6 625.7 813.9
Bl Salvador 96.9 112.5 153.9 228.8
Guatemala 174.0 231.4 379.1 520.0
Honduras 116.8 149.9 236.6 416.5
Nicaragua 0.0 0.5 1.7 4.7
Panama 74.7 79.0 79.4 65.2
Total 977.4 1132.5 1495.1 2068.0

Total 6607.9 7353.0 8870.6 11423.2

ISource: U.S. Department of Commerce

Note: Values are in million U.S. dollars
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APPENDIX C-4 PEAK HARVBST SSASONS FOR SSLSCTSD U.S. AND MSXICAN FRUITS AND
VBGBTABLES

Commodity United Stales

broccoli Dec.-May

cantaloupe Jun-Aug.

cauUflower Oct.-May

cucumbers Mar.-Nov.

lemons/limes Mar.-Aug.

mangoes May-Sep.

okra Jun. -Aug.

onions year round

pineapple Mar.-Jul.

squash Dec.-May

watennelon May-Aug.

Mexico

Dec.-Mar.

Nov.-May

Nov.-Apr.

Dec.-Mar.

N/A

Apr.-Aug.

N/A

Nov.-Jun.

N/A

Nov.-Jun.

Jan.-May

ISource: Brown and Suarez 1991, GAO 1991. ]
,---~-----

Note: N/A indicates the data were not available.
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Appendix C.S List of FruIts and Veaetables Admissible In the
United States from EI Salvador

A" Admissible without USPA import permission
dried beans raw peanuts
cannonball f~it St. Johnsb~
coconuts tamarind
henequen fresh truffles
lily bulbs waterchestnuts

B... Admissible with USDA import pennissioo
acrocomia limes
arrowroot malanga
asparagus mulberries
astrocaryum okra
bananas onions
beets oyster plant
broccoli pabnetto
carrots pineapple
cassava rutabagas
cauliflower spinach
celery strawberries

fresh mushrooms
dried nuts
watemuts

chestnuts
chickpeas
garlic
ginger

lettuce
sweet potatoes
Swiss chard
thyme
turnip
watercress

~ Admissible in North Atlantic ports. in addition to parts A and B
artichoke lemons papaya
cocoa mandarin oranges pigeon peas
citronella mangoes sorrel
grapefruit oranges tomatoes

I!.. Admissible in North and South Atlantic ports and Gulf of Mexico ports. in addition to
parts A and B
artichokes chayote squash

Ii.. Admissible in Pacific ports. excejJt California. in addition to parts A and B
artichokes tomatoes

Source: USDA 1984.

C-5



A.PPENDIX D

LIST OF PERSONS INTERVIEWED

Mrgpgma
Javier Ayala, General Manager
Ivan Navarro, Director

Banco Central de Reserva de HI Salvador
M. Rebeca Flor, Jefa Centro de Tramites de Exportaci6n
Jos6 Edilberto Martinez Giro, Credit Manager

Banco Cuscatlan
Lorena Rubio de Lozano, Subdirector, Export Finance
Maria Elena SibrUin de Casco,Corporate Executive, Export Finance

COQJXmltjye Leaoe Qf the United States of America CCLUSA)
James Evans, Sub-Director
Samuel Salazar Genovez, Gerente Agro Negocios

COQ)Oraci6n de Exponadores de El Salvador (COEXPORD
Silvia Cuellar, Director

Del Tumic Food CompanY
Ron Amthor, President

FUDdacj6n Salyadoreiia para el Desarrollo Econ6mjco YSociallFQSAPESl
Vilma de Calderol'i, Analista Estudios Microecon6micos
Ana Ruth Hidalgo, Analista Estudios Microecon6micos
Jose Mario Magana, AnaJista Secci6n Macroecon6mica
Agustin Martinez, DIVAGRO
A1essandra Origi, Intern
Jorp.e Ramos, Chief, Aquaculture Section, DIYARGO
Maria Teresa de Rendon, Analyst, PRIDEX
Roberto Vidales

Ministerio de Amcultura YGanaderia
Lurs Rafael Arevalo
Ricardo Guevara, Unidad de Analit;is Politica
Mercedes LloIt, Unidad de A..-wisis PQUtica
Francisco Vanegas, Director, Estadisticas Agropecuarias
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MJolatedo do Economla
Janet Herrera, Office Technology Tra~lsfer and Investment Promotion
Ren6 Ledn
Willlarn Pleitez

MJolstedo do Hacienda
Mauricio AguUuz, Jefe del Departamento de Bstadisticas
Oscar Edmundo Anaya S., Director General (Je Impuestos Intemos
Jo~ Salvador Sandbria, Director de Aduana
Miguel Angel Zometa

Mioisterio de Planiflcacj6n y Coordinacj60 del Desarrollo Bcon6mico y Rggal
Gerardo Peraza, Grupo Asesor Bcon6mico y Social

Moore Comercial
Ramsey Moore, Chief Executive

Nayieros Inter-Americanos. S.A.. Inc.
Pedro Andres Iraheta, Gerente General

Omanismo Intemacional Reejooal de Sanjdad Aero.pecuaria (OIRSAl
Ing. Guillenno Otero Medal, Director Teenico

TACA Airlines
Jose Emesto Vides, Freight Sales
Arturo Melendez, Chief of Freight Dept.

Uni6n de Coo.peratjvas de Cafetateros de EI Salvador roCAfBS.,
Ing. Alfonso Hernandez Herrera, Gerente General

USAlD/Sau Salvador
Ana Aguilar
Juan Belt
Deborah Kennedy-Iraheta
Alfonso Escobar Chevez, USDA representative
Mike Wise, Agricnlture and Natural Resources
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