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RESEARCH PLANNING FRAMEWORK

I. INTRODUCTION

The ConsortIUm for Apphed Research on Market Access (CARMA), wIth the Land Tenure
Center at the Umversity ofWIsconsm-Madison as Its Management EntIty, has been
Implementmg USAID's Broademng Access and Strengthenmg Input Market Systems (BASIS)
program Tms CollaboratIve Research Support Program (CRSP) strengthens US and host
country research capaCIty through collaboratIve programs ofresearch and trammg on the
mteractIons ofland, water, labor, and financial markets and theIr Impact on poverty and resource
conservatIOn Central Amenca IS one ofthe regIons where a research program IS bemg
Implemented, and El Salvador IS the ImtIal country m that regIOn where research actIVItIes are
focused

A reconnaIssance mISSIon to El Salvador m January 1997 by Dr ClaudIO Gonzalez-Vega,
BASIS Research Program Leader for Central Amenca, confirmed the Importance oftrns country
as a SIte for BASIS research 1 Strong support for BASIS from the Government ofEI Salvador,
the USAID/El Salvador MiSSIOn, and the Salvadorean research commumty was mobIhzed at that
tIme The Fundaclon Salvadoreiia para el Desarrollo Economico y SOCIal (FUSADES), a pnvate,
non-profit, non-partIsan orgamzatIOn created m 1983, was selected as the local research
counterpart

El Salvador IS an attractIve SIte for a BASIS research program for several reasons

1) It IS a polItIcally cntIcal task for El Salvador to meet the challenges ofrapId economIC
growth, share the fiultS ofgrowth WIdely, and protect the enVIronment WIthout
compromIsmg macroeconomIC stabIlIty, SOCIal reconCIlIatIon, and democratIc mstltutlons
The urgency ofthis task proVIdes a receptIve mIlIeu for the ImmedIate use ofresearch results
m pohcymakmg

2) The Government ofEI Salvador has been Implementmg major economIC and polItical
reforms to respond to accumulated faIlures ofpolICIes, markets, and mstltutlons and to
achIeve broadly-based, envlronmentally-sustamable economIC growth, alleViate poverty, and
enhance food secunty There are numerous opportumtles m thIS enVIronment to momtor the
consequences ofpohcy reforms, to test hypotheses about the Impact ofalternatIve
mterventIOns, and to adVIse the authontles on potential reVISIons ofpolIcy deSIgn and
ImplementatIon

3) £1 Salvador IS a small temtory where the costs offield research are reasonable and where
most lOgistical obstacles to field research should be surmountable Indeed, applIed research
has already been undertaken on key problems ofagncultural productlOn, poverty, rural
development, finanCial deepemng, and environmental degradatlOn In El Salvador by both

I See the Central Amenca Reconnalssance MiSSIOn Report, BASIS, May 1997, avaIlable from the
BASIS Management Entity and at the BASIS webSite http //wwwwlse edu/lte/basls html



domestIc and foreIgn scholars These InVestIgatIOns offer baselIne data and tentatIve
hypotheses for future BASIS research

The reconnaIssance mISSIon concluded that the economIC hIstory ofEl Salvador offers unusual
opportumtles to study InteractIOns ofland, labor, and financIal markets, and the Impact oftheIr
performance on poverty and on resource-use deCISIons The collaboratmg host-country
orgamzatIOns IdentIfied dunng thIs first mISSIon were enthUSIastIc about BASIS, and they were
wIllIng to partICIpate WIth a strong VOIce and a capable research capaCIty In determmIng and
ImplementIng the research agenda Some ofthe organIzatIons were wIllmg to contnbute
resources to the BASIS research program SubstantIal levels offundmg were expected from
sources such as the USAID MISSIOn mEl Salvador, the MImstry ofAgnculture, the Central
Bank ofEI Salvador, and pOSSibly the Banco de Fomento Agropecuano (BFA), as long as the
research agenda funded was found to be relevant for Salvadorean pohcymakmg A dIalogue With
representatIves ofthese orgamzatIOns to promote and obtam a comcldence ofmterests on the
BASIS research agenda IS ongomg

To consolIdate thIS progress, two addItIonal VISItS to El Salvador were undertaken before the
completIOn ofthe plannmg phase and pnor to the November 1997 meetmg ofthe BASIS
TechnIcal CommIttee (TC) FIrst, a two-week plannmg mISSIon was conducted m the second
halfofJune 1997, mcludmg Dr Gonzalez-Vega, three other researchers m the areas ofnatural
resources, gender, and InstItutIons, and a representatIve ofthe Management EntIty 2 The purpose
was to deSIgn the research agenda for El Salvador, define an ImplementatlOn schedule, confirm
the selectIon ofFUSADES as the collaboratmg research orgaruzatIOn, IdentIfy other research and
Impact orgamzatlons m El Salvador, chose research teams, ascertam the levels ofaddItIonal
fundmg avaIlable, prepare budgets, and complete memoranda ofunderstandmg WhIle most of
these ObjectIves were accomplIshed, addItIonal detaIls needed further conSIderatIOn dunng a
follow-up VISIt

Second, Drs Douglas Southgate and Gonzalez-Vega VISIted El Salvador m October 1997 m
order to ratIfy and consolIdate the proposal prepared by the June plannmg mISSIon 3 TheIr VISIt
was preceded by an evaluatIon by Sarah Gammage ofthe avaI1abIltty ofhousehold data sets The
purpose ofthese VISItS was to complete a well-deSIgned agenda that would allow the InItIatIon of
research ImmedIately after the November meetmg ofthe TC and to further confirm the offers of
addItIOnal resources from local orgamzatIOns

The present report documents the results from the first plannIng mISSIon m June and subsequent
VISItS, and It outlmes the research agenda offered to the TC m November 1997

II. PLANNING PROCESS

The five-person plannmg mISSIon to El Salvador from 16-30 June 1997 mcluded the followmg
persons

2 See Annex A for the schedule of VISIts

3 See Annex B for the schedule ofViSIts
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• Dr ClaudIO Gonzalez-Vega, DIrector ofthe Rural Fmance Program at the Orno State
Urnversity and BASIS Research Program Leader for Central Amenca,

• Dr MIchael Roth, representmg the Land Tenure Center at the Urnverslty ofWlsconsm
MadIson and BASIS Research Coordmator,

• Dr Ned McMullen, representmg InstItutIonal Reform and the Informal Sector (IRIS) at the
Umverslty ofMaryland,

• Dr Douglas Southgate, Professor ofAgncultural EconomIcs and DIrector ofInternatIOnal
Programs at the OhlO State Uruverslty, and,

• M Sc Sarah Gammage, representmg the InternatIOnal Center for Research on Women
(ICRW)

Members ofthe plannmg mISSIon

• held several seSSIOns among themselves to agree on the scope and perspectIve for the
research agenda from the pomt ofVIew ofthe US researchers,

• particIpated m several meetmgs With FUSADES researchers and offiCIals to dISCUSS the
nature and extent ofthe expected collaboration,

• VISIted several NGOs and urnversities to dISCUSS the relevance ofresearch tOpICS, collect
results from earher research, and IdentIfy non-FUSADES research collaborators (these
orgamzatIOns mc1uded PRISMA, FUNDE, FUNDAUNGO, PROPEMI, Fmanciera Calpta,
and the urnversltles DCA and ESEN),

• met WIth representatIves ofthe USAID MISSIOn and the Government ofEI Salvador to
dISCUSS levels ofsupport to the BASIS research agenda VISItS to the USAID MISSIOn,
CRECER, Mlrnstry ofAgnculture, and the Agncultural Pohcy Urnt, the Central Bank,
MIrnstry ofNatural Resources and the EnVIronment, Green Project, and BFA were mc1uded
m thIS effort, and,

• orgaruzed, Jomtly WIth FUSADES, a one-day workshop on the BASIS research agenda
Gonzalez-Vega, Southgate, and McMullen made presentatIOns at trns workshop and
dIscussed research frameworks With theIr Salvadorean counterparts 4

III. RESEARCH FRAMEWORK

A The BasIc Issues

The pomt ofdeparture for the plannmg mISSIon was the IdentIficatIon ofkey features ofthe
Salvadorean economIC and politIcal system that offer fruItful opporturutles for BASIS research
Several stnkmg Inltial condItIons and some recent rnstoncal events m EI Salvador were

4 See Annex C for the workshop agenda and lIst ofpartICIpants
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Identified as slgmficant Influences on land, labor, and financial market performance, rural
poverty, and resource conservation m this country These key initial conditions Include

• high density ofpopulatIOn (mtense human pressure on land),

• a shallow stock ofhuman capItal, as a result ofundennvestment In health, educatIOn, and
other types ofhuman capital formation,

• low productIvIty oflabor In agnculture and Widespread rural poverty,

• a war-damaged Infrastructure and non-neutral wealth constramts on access to capital,

• weak instItutIOns, outdated legal systems, and shortcommgs ofthe state's orgamzatIonal
framework (a potentially shallow stock ofSOCial capItal),

• lImited avaIlabilIty ofnatural resources, and,

• a degraded natural resource base and heavIly polluted enVIronment

Recent economIC and polItIcal changes have been rapId In EI Salvador The country's
remarkable recent econOffilC and polItical evolution has resulted from transItions from

• the economic dechne and social conflIcts associated With the CIvIl war to the economIC
reconstructIOn, SOCIal reconcIhatIon, and democratIc processes that have emerged from the
Peace Accords, and,

• the mterventlOmst, fiscally-unsustamable, protectlOrust regIme assocIated With Import
substitutIOn IndustnalIzatlOn withm the framework ofthe Central Amencan Common Market
to a growing and stable outward-onented economy, through the ImplementatIOn ofan
ambItiOUS program of macroeconomIC stabilIzatIOn and structural adjustment pohcles

In thIs context, the most baSIC research questIOn for the BASIS agenda IS whether EI Salvador's
recent economic and pohtlcal success Will be sustamable beyond these tranSItIonal stages That
IS, the question IS whether the new pohcles and institutIOns WIll be capable of mamtammg rapId
economIC growth, SOCIal development, and envIronmental Improvements as the country
contInues along ItS path ofstable macroeconomic management, mcreasIng mtegration mto the
world economy, and development ofdemocratic mstitutlOns The basIC assumptIon IS that the
effiCient and eqUItable performance ofland, labor, and financIal markets IS central to the success
ofthese efforts

The speCific research questions are, therefore, the extent to which eXIstmg degrees ofaccess to
Input markets by different sectors ofthe population and the performance of labor, land, and
financial markets can contnbute to the achievement ofsustamed and eqUItable economIC growth
OperatIOnally-relevant answers to these questions Will reqUIre an exammatlOn ofstructural
features ofthese markets and ofthe consequences ofthe poltcy reforms adopted as well as an
evaluation ofthe additIOnal mterventlOns that may be required to consohdate the process of
structural transformatIOn
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B. Consensus on the DiagnosIs

As a preamble to the design ofthe research agenda, the plannmg mission attempted to Identify
fundamental weaknesses m the performance of land, labor, and finanCial markets m El Salvador
and m the InstltutlOnal framework that supports the smooth operation ofthese markets ThIs
effort Involved a review ofthe hterature and diScussions With mformed Salvadorean
counterparts The plannmg mission was able to arrIve at a consensus on the diagnOSIs, whIch was
expected to guide the deSign ofthe BASIS research agenda and which revealed four prominent
features ofthe Salvadorean rural economy These features represent the mltIal conditions
relevant for the BASIS research agenda

1 Land market dlsequllibnum

The plannmg mission observed a clear and Important dlseqUlhbnum In the land market, which
results m a sub-optImal use ofthIS scarce resource and sharply reduces the productiVity of
agnculture Tills diseqUlhbnum IS reflected m a qUite eVIdent fragmentatIon ofthe market for
land

On the one hand, there are lands whIch appear to be grossly underutllIzed That IS, there appears
to be an Imphclt excess supply ofthIS resource, given present uses ofland at these locations
These explOItatlOns occupy some ofthe best lands m the country m terms ofthe qualIty ofSOIls,
access to water, gradient, and access to mfrastructure A large proportIon ofthese explOItatIOns
are owned by agranan reform cooperatives The plannmg miSSIOn was able to observe eVident
symptoms ofthis underutlhzatlOn ofland dunng field tnps around key portlOns ofthe country In
some places there IS urban-agricultural competitIOn for these lands, reflectIng the demand for real
estate resultmg from the remIttances from Salvadoreans abroad

On the other hand, there are lands whIch appear to be grossly overutIlIzed That IS, there appears
to be an ImplICit excess demand for land, given present uses of thIs resource at these
explOItatIons Most ofthese explOItations are m economIcally margmal and environmentally
fragIle lands, where the productIVIty ofland IS low but the potentIal for environmental damage IS
hIgh Most ofthese overutilIzed explOItatIons are associated With small SubSIstence (corn and
beans) agnculture In poor sods on illllsides Many ofthese explOItatIOns are owned by the
poorest and least-educated mdIvldual farm-household owners Low prodUctIVity, poverty, and
resource degradatIOn go hand In hand at these locatIons

In pnncIple, well-functlOmng markets should proVIde arbItratlOn opportumtles to reduce these
divergences among rates ofreturn at different explOItatIOns across the economy Through
effiCient markets, resources would be reallocated from (overutIhzed) lands earnmg poor returns
to (underutdIzed) lands offenng high returns The allocatIOn ofresources m the economy would
Improve as a result That thIs seems not to be happemng m El Salvador reveals major
weaknesses m the market for land In that country

BASIS research Will Identify the sources ofthese IneffiCienCies In the market for land (IncludIng
Instances ofmarket failure, polIcy failure, or Incomplete InstItutIOnal frameworks), It Wlll explore
the ways In which IneffiCienCies In other markets and lImitations ofthe eXIstmg mstltutlOnal
framework for other markets contnbute to tills result, and It Wlll suggest recommendatIOns about
actIOns to reduce the degree offragmentatlOn In the market for land and lessen the negative
consequences from thiS fragmentation
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2 Shallow rural financial markets

The planmng mISSIon confirmed earlIer obselVatlons oflIttle financIal deepemng In the rural
areas ofEI Salvador LImIted access to formal credIt for poor but potentIally credItworthy
borrowers reflects wealth bIases embodIed In financIal polICIes and lendIng technologIes CredIt
constraInts reduce rural Investment and opportumtles to use land better The authontles have
been concerned WIth expandIng the frontIer ofrural finance, but the state-owned formal rural
lenders have not been sustaInable and theIr effectIve presence In rural finanCIal markets has been
declImng Rural deposIt mobIlIzatIon has receIved httle attentIon, despIte the Importance of
remIttances from abroad In the rural areas

The InteractIOns among markets are eVIdent In thiS enVIronment Hlstoncally, access to formal
rural credit has been lImIted by lack ofclear title to land and by hIgh transactions costs for all
market partiCIpants LimIted access to finanCIal selVlces has mfluenced, In turn, both household
labor supplIes and land-use deCISIons Moreover, the polItlzatlon ofthe state-owned financIal
mstitutlons has resulted In hIgh default rates and theIr decapltalIzatlon, thereby elImmatIng the
possIbIlIty ofpermanent access to finanCIal selVlces even for estabhshed chents Informal
finanCIal markets have been generally actIve, but there are many perceptIOns ofmonopsony
power assocIated WIth mterlmks between credIt and marketmg transactIOns

These trends perSIst WhIle pnvate commercIal banks proVIde about three-quarters ofall formal
credIt to agnculture, they have fewer than 2,000 chents, compared to about 20,000 borrowers
from the state-owned BFA AddIng to these numbers the clIents ofother formal Intermedlanes,
for a grand total ofabout 25,000 borrowers, thIs total represents less than 10 percent ofall
agncultural enterpnses In the country The share ofagncultural producers WIth access to formal
credIt was close to 10 percent already In the early 1970s

Major financIal pohcy reforms have not ImmedIately resulted In greater formal finanCIal
deepemng In the rural areas ofEI Salvador WhIle these pohcy reforms are a necessary condItIon
for rural financIal market deepemng, they are not suffiCIent gIven the dIfficultIes and hIgh costs
mvolved m developmg finanCIal markets For thIS, both sustamable orgamzatIOns and cost
effectIve finanCIal technologIes are reqUIred

After years ofheavy dependence on donor and government funds, the state-owned finanCIal
orgamzatlons that selVe the rural areas (BFA and FEDECREDITO) have been told to mobIlIze
theIr own funds and to make efforts to achIeve finanCIal vIablhty Recent restructunng efforts
have not been suffiCIent, however, to transform them Into sustaInable rural financIal
mtermedlanes

In contrast, new mlcrofinance lendmg technologIes for the dehvery ofagncultural credIt have
been adapted, WIth technIcal aSSIstance from the German firm Internatlonale ProJekt Consult, by
Fmancler Calpla, which has developed mnovative mechamsms for reachIng small farmers mEl
Salvador

Fmanclera Calpla has been able to overcome fractures In the culture ofcredit repayment
resultmg from paternalIstiC NGO mterventlons and government debt pardomng A few other
NGO have also made Important contnbutlons to the development ofnew lendmg technologies
and are reachmg Important segments ofthe rural populatIOn For thIS reason, the most promIsmg
research Issues on rural finanCIal markets mEl Salvador appear to be related to an understandmg
these new lendIng technologIes, the speCIfic ways In whIch they resolve InfOrmatIOn, mcentIve,
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and contract enforcement problems m financIal markets, and the condItIons for theIr replIcatlOn
by other mtermedIanes

3 Crossborder labor markets and persistent rural poverty

Rural poverty contmues to be pervasIve mEl Salvador Ofthe total rural populatlOn surveyed m
early 1996 by FUSADES, 45 percent are poor and 19 percent are extremely poor Poverty IS
mostly associated With low levels ofhuman capital formatton and With the low productiVIty of
labor m agnculture, as documented by the FUSADES-World Bank study ofagncultural polICIes
and rural poverty m El Salvador 5

Understandmg trends m rural poverty IS ofconsIderable mterest to the Salvadorean authontIes
Measurements ofpoverty and controverSIes about trends m poverty are key components of
debates about the consequences ofmacroeconomIC stabIlIzatIon and structural adjustment
polICIes on vulnerable sectors ofthe populatlOn Measurements ofpoverty and of ItS geographIC
and demographIC concentratlOn are Important m momtonng the effects ofspecIfic (educatlOn,
health, mfrastructure) mterventions Donors are mterested m geographIC patterns ofpoverty as an
mstrument m targetmg aSSIstance

The gender dImenSIons ofpoverty are also relevant, and key questlOns about the best way to
approach gender-related dIfferences m wealth, occupatlOn, access to Inputs, and educatIon are
concerns for the authontIes Because ofthe CIvIl war, gender roles In El Salvador have changed,
but It remams Important to assess dIfferences m degrees ofaccess to markets and InstitutIons
based on gender

Poorly-educated and landless households employed maInly In agrIculture are the poorest
segment ofthe rural populatIon Poverty and human capItal formatlOn are closely lInked The
rural households In the FUSADES survey reported extremely low levels ofeducatlOn for the
adult populatlOn Agncultural Incomes Increased lIttle, however, With additional levels of
educatlOn This suggests that the productIVIty oflabor m agrIculture IS both low and stagnant
ThIS Issue deserves further analySIS

Moreover, rather than bemg assOCiated WIth hIgher Income from on-farm actIVItIes, hIgher levels
of educatIon were assOCiated WIth hIgher salaned mcome from non-farm occupatIons The
greatest returns to educatlOn for the rural populatlOn seem to result, therefore, from eqUlppmg
tlus populatIOn With skills that enable them to take lugher-payIng non-farmmg Jobs Indeed, the
rural non-farm sector prOVIdes a slgmficant share of employment and ofhousehold mcome
Smce non-farm employment appears to be a route out ofpoverty, the challenge IS to mcrease
access ofthe poor to labor markets where these opportumtles eXist

The InteractIons across markets are eVident here as well Labor markets mEl Salvador reach
beyond the country's borders, given maSSIve migratlOn abroad RemIttances from abroad are
received largely by the mlddle- and higher-mcome households, however, not by the extremely
poor Actually, households who are close to the poverty hne and who have benefited from
remIttances have shIfted out ofthe populatlOn ofthe poor Moreover, due to lack of savmgs and

5 See The World Bank, El Salvador Rural Development Study, Report No 16253 ES, Sector
LeadershIp Group, Central Amenca Department, Latm Amenca and the Canbbean Region,
Washmgton, DC, Apnl, 1997 Mam Report and Techmcal Annexes
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marketable slalls, the poor are less hkely to mIgrate, and theIr famlhes are less hkely to receIve
remIttances These facts underscore the Importance ofan actIve, well-functlomng rural labor
market and ofImprovements m the prOVISIon ofrural financIal servIces to enhance the level of
savmgs and mvestment out ofremittances

4 Human capital, social capital, and natural resources tradeoffs

The planmng mISSIOn was able to observe symptoms of severe envIronmental degradatIon In El
Salvador These symptoms Include erosIOn, loss ofthe plant cover, threats to aqUIfers, and the
sedImentatIon ofnvers and lakes TradItIonal responses supported by some Salvadorean
professIOnals are the proposal ofgovernment InCentIves for the adoptIOn ofconservatIon
practIces, such as tree plantIng, the erectIOn ofnatural barrIers, and mInImUm tillage by farmers
located m envIronmentally fragIle lands Green taxes, fees, and subSIdies have been
recommended by some

While these measures are useful, however, they do not provide a long-term solutIOn to many
envIronmental problems GlVen market forces and the poverty ofthe farm-households Involved,
these IncentIves are frequently IneffectIve, behaVIor IS difficult to momtor, and the proposed
SubSIdIes levy heavy fiscal burdens that are Incompatible WIth macroeconomic stabIlIzatIon
Rather, the central problem IS the exceSSIve human pressure on land In El Salvador, and the key
research questIon would concern why these farm-households are located In envIronmentally
fragIle lands In the first place

The Importance ofmarket InteractIons IS eVIdent m thIS SItuatIOn as well Some ofthe deCISIons
to locate In margmallands are related to the ImperfectIOns ofthe market for land IdentIfied
earlIer Other locatIOn deCISIons are related to constraInts on access to finanCIal markets, wruch
are correlated to wealth through features ofthe eXlstmg lendmg technologies Other deCISIons are
related to constramts on access to labor markets, given low levels ofeducatIon Opportumtles to
mIgrate abroad are also constramed by finanCial and human capItal endowments

Processes ofhuman capital formatIOn are thus central to the alleVIatIon ofpoverty, to the
envIronmentally sound productIon ofagncultural and forestry goods, and for partiCIpatIOn In
labor markets through more remuneratIve off-farm occupatIons SOCial capital formatIOn (SOCIal
trust, defimtIon ofproperty nghts, mechamsms for contract deSIgn and enforcement, InstItutIons
that support the operatIon ofmarkets or collective actIOn), IS cntlcal for the effiCIent performance
offactor markets and for resource conservation HIstoncally, human capital formatIOn has been
shallow m El Salvador, and the CIvIl war detenorated the stock ofSOCIal capital Recent poltcles
are attemptmg to buIld up both human and SOCial capItal 6

IV. RESEARCH AGENDA: KEY QUESTIONS ABOUT INSTITUTIONS AND

MARKET PERFORMANCE

The IdentIficatIon ofkey features ofthe rural economy ofEl Salvador by the planmng mISSIon
was shared WIth Salvadorean researchers and was confronted WIth their hypotheses dunng the

6 See Annexes D and E for diSCUSSions of human capItal, poverty and resource conservatIOn and of the
Importance of SOCial capItal formatIOn for a country such as El Salvador
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BASIS workshop held on 25 June 1997 at FUSADES The potentIal research tOPICS that
emerged from the dIagnosIs were then matched WIth the research mterests and capacItIes ofthe
US and Salvadorean researchers attendmg the workshop to ascertam the feasIbIhty ofthe
research agenda to be proposed The actual research actIvItIes to be developed dunng the first
year ofthe project were contmgent on the aval1abllIty offunds and the conditlOnahtles ansmg
from the sources offundmg

The research agenda emerged, therefore, from an mtense process ofconsultatlOn and from the
development ofa consensus among a dIverse pool of researchers The vIews ofrepresentatIves of
host-country orgamzatlons and theIr pnontles wIth respect to research results relevant for
pohcymakmg were also consIdered The outcome ofthIs process has been a research agenda that
focuses on key problems m land, labor, and financIal markets and that mcorporates crosscuttmg
concerns wIth gender, envIronmental degradatlOll, poverty, and socIal capItal formatlOn The
central questIons to be addressed by thIs research agenda are dIscussed next

A Land Markets and Factor Market Constraints to Productivity
Enhancement

ExplanatIon ofthe sharp land market dIseqUlhbnum mEl Salvador that was IdentIfied by the
plannmg mISSIon reqUIres research on three potentIal sources ofproblems

1) mstitutIOnal framework for land market operatIons and other dImenSIOns ofsocIal capItal
formatIon,

2) decISIon-makmg processes affectmg the supply ofland, and,

3) factor-market restnctlons that constram the demand for land

1 Institutional framework and social capital

Despite Important Improvements m the legal framework that regulates transactIOns m the market
for land and the exerCIse ofproperty nghts on land, mcludmg the possibilIty to transfer those
nghts (sell and buy) or to offer land as collateral for loans (mortgage), there are stlll Important
legal bamers to land market transactIons mEl Salvador Moreover, cntical mstitutIOns that
support the smooth operatlOn ofland markets (cadastre, land regIstry) also reqUIre further
Improvements to faclhtate aglle market transactIOns

This component ofthe research agenda WIll Identify remammg obstacles to land market
transactIOns that may explam the land market diseqUllIbnum IdentIfied by the planmng mISSIon
Research results WIll allow recommendatIons to the authontles about ways to overcome these
obstacles ThIs component ofthe research agenda WIll also explore Ifthere are ImphcIt or exphcIt
SubSIdies that artifiCIally promote speculatIOn In real estate and Ifthe adoptIOn ofwell-desIgned
land taxes (lmpuesto predial) may promote the transfer ofunderutIhzed land to other owners
WIth better opportumtles to cultivate It profitably The role ofthe mumcIpalItIes In land-use
deCISions and m land taxes WIll also be dIscussed

In addItIOn, thiS component ofthe research agenda WIll address hmitatIOns ofthe eXlstmg SOCial
capItal that may restnct the abIhty of land markets to operate effiCIently These restnctions may
mclude polItIcal attItudes WIth respect to the threat ofconcentratIon of landholdmgs, POlItICal
attItudes WIth respect to the transferabIhty ofagrarIan reform benefits, regulatIOns (or the lack of
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them) wIth respect to patterns ofurbamzatlon, the pohtlcal feaslblhty to foreclose on the land
mortgaged by defaultmg borrowers and the lIke Research results WIll suggest spheres for specIal
attention m processes ofsocIal capItal formatlOn

2 Agranan reform cooperatives and land-use decIsions

Some ofthe most stnkIng Instances ofunderutdlzatlOn ofsome ofthe country's best lands are
assocIated WIth the behavlOr ofthe agranan reform cooperatIves It IS WIdely beheved that willIe
these cooperatives own at least 30 percent ofthe (most productive) land m the country, they
contnbute less than 8 percent ofthe agncultural output

This IS surpnsmg, Since the agranan reform cooperatIves have had better access than other
farmers to subsIdies and to credIt and other Input markets The productIVIty ofthe Salvadorean
agncultural sector IS heaVIly dependent, therefore, on land-use deCISIons by these cooperatIves
These land-use deCISIons are mostly dependent on the governance structure ofthe cooperatives
An addItIonal determinant ofthese deCISIons may have been the process ofdebt pardomng that
has taken several years

The basIC research questIons, therefore, are

1) Why are the best lands In the country not being used better?

2) Why, Ifthey are not being cultIvated profitably, are they not being transferred to others,
gIven the acute scarCIty of land In the country?

The central hypotheses are that the processes ofdeCISIon-making at the cooperatIves may lead to
non-productIve uses ofthe land that they control and that power structures WIthin the
cooperatIves create barrIers to the transfer of land ExpectatIons created about the rents to be
earned from the pardomng ofdebt may also Influence these deCISIons

The democratIC structure ofthe cooperatIves (one person, one vote) has resulted In generalIzed
free-ndIng by the membershIp at large In the deCISIon-makIng processes ofthe cooperatIve The
resulting VOId has allowed the boards ofdIrectors, elected for two-year penods, to exercIse
substantIal power WIthin the cooperatIves and to sIgmficantly Influence the land-use and land
transfer deCISIons ofthe cooperatIve The ObjectIve functIons ofthese polItically-actIve officers
ofthe cooperatIve may not necessarIly COinCIde WIth the most effiCIent deCISIons on land use and
resource conservatIon

QuaSI-rents have also resulted from the substantIal subSIdIes (including credIt subSIdIes and loan
forgIveness) targeted for the cooperatIves Tllis has created inCentIves to erect barrIers to entry by
new members and, as a result, members ofthe cooperatIve typIcally represent a small proportIon
ofthose cultIvating the cooperatIve's land Tills has forced potentIal members not allowed to
enter the cooperatIve to rent land from the cooperatIve ThIS has allowed cooperatIve members to
earn rents from the land WIthout engaging In dIrect cultlVatlOn These arrangements may not lead
to the best use ofthese lands

Moreover, the Government ofEI Salvador recently offered opportumtles for the cooperatIves to
adopt one ofseveral orgamzatlOnal modalItIes

• fragmentatlOn mto pnvate plots,

• a mIxed structure ofpnvate plots and collective lands,

10



• the secuntizatIOn ofland nghts Into transferable certIficates ofactual partIcIpatIon (shares),
or,

• collectIve management and cultIvatIon

The first two modahties were preferred by a large margm by the boards ofdIrectors entrusted
With the decIsIon It would be Important to understand the ObjectIve functIOns ofthese
decisIOnmakers and the ImplIcatIons ofthe resultmg chOices on the effiCIency ofland use

The research agenda wtll address mcentive structures for the deCISIons to buy and sell
cooperatIve land, eIther by the cooperatIve or mdividual members, for the deCISIOns to rent
cooperatIve land to others, and for the deCISIons to cultIvate cooperatIve land m partIcular ways
ThIS component ofthe research agenda WIll use concepts ofthe new mstitutional economIcs (m
partIcular pnncipal/agent and rent-seekmg theory) to study the governance structures and the
processes ofdeCISIOn-makIng by the agranan reform cooperatIves and the ImplIcatIOns ofthese
elements oforganIzatIonal behaVIor on land productIvIty

Results from thIs research WIll lead to recommendatIOns about how to restructure the agranan
reform cooperatIves m order to faCIlItate productIVIty enhancement at theIr lands To the extent
that elements ofSOCIal capItal formatIon may contnbute m thIs process, the condItIons for theIr
development Will be explored

3 Factor market constramts on land purchases and productiVity enhancement

The sub-utIlIzatIon of land may be corrected by land sales to other farmers WIllIng to cultIvate
more profitable crops, by rentmg the land to those who have better opporturuties to cultIvate It
profitably, or by modIfymg the cooperatIve's deCISIons on land use LImIted access to other
factor markets may constram each one ofthese deCISIons ThIS component ofthe research agenda
WIll attempt to IdentIfy cntIcal constramts emergmg from non-umform access to factor markets
Key constramts may emerge from lack ofaccess to credIt and from the terms and condItIons of
land rentmg contracts Research WIll explore the ImplIcatIons ofthese constramts on land use and
land conservation, and It Will attempt to IdentIfy relevant gender dIfferences m how bIndmg these
constramts are

A generalIzed dismcentive to acqUire land and mtensify cultIVatIon may be the low profitabIlIty
ofagnculture m general The FUSADESlWorld Bank set ofstudIes has IdentIfied several
macroeconomIC and microeconomiC sources of the low profitabIlIty and slow rate ofgrowth of
the agncultural sector

The potentIal real overvaluatIOn ofthe colon (at least compared to purchasmg power panty
mdexes ofa decade or so ago) seems to be a key macroeconomIC mfluence, whIle lack of
adequate marketmg channels and the slow adoptIOn oftechnologIcal Improvements are
promInent among microeconomic determmants ofthe low profitabIlIty ofagnculture The
BASIS research agenda wIll use results from the FUSADESlWorld Bank studIes, but It wIll
address these questIons only as they are dIrectly related to the performance of factor markets

ThIS component ofthe research agenda wIll focus on two potential sources ofmarket constramts,
namely dIfferentIal degrees of access to credIt and the condItIons ofrental contracts

On the one hand, It WIll examme the determmants ofaccess to formal credIt and other sources of
funds, such as household savmgs and flows ofremIttances, for financmg land purchases and
mtensificatlOn practIces through adoptIon ofnon-tradItIOnal crops and new cultIvatIon
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technologies Recommendations about how to overcome credit market constramts and about how
to promote channehng remittances to productive mvestment wdl emerge from this tOpiC

On the other hand, this research component WIll attempt to Identify how the terms and conditions
ofrentmg contracts and mterhnked market transactions may constrain mvestment m rented land,
the adoptIOn ofnew technologies or the sillft to non-traditional crops, and the adoption of
conservatIOn practices Tills component ofthe research agenda will use concepts ofthe new
mformatIon, mcentlves, and contract theones to organize the empmcal mvestigatlOn

8. Innovations In Technologies to Broaden Access of the Poor to
Fmanclal Services

This component ofthe research agenda will examme optIons to lessen the credit constramts that
may be assOCiated With less effiCient land uses and labor market participatIOn by rural household
deCISIons Both access to credIt and to deposit faclhtles will be conSidered AnalysIs ofthe role
ofdeposit faclhtles wl1l be lInked to the allocatIOn of funds from remittances from abroad

Constramts on access to financial services by the rural poor emerge from mcorrect pohcIes, non
Viable orgamzatlOns, and mappropnate finanCIal technologies Earher research on rural finanCial
markets mEl Salvador has focused on pohcles (the consequences offinancial repressIOn and of
financial hberahzatlOn) and on orgamzatlOns (the mstitutional weaknesses ofthe state-owned
rural financial mtermedlanes and on proposals to restructure them or to revise their
orgaruzatlOnal design)

By postpomng a debate withm BASIS on pohcy and orgamzatlonal design Issues to a second
stage ofthe proJect, this research component attempts to focus on the appropnateness ofeXlstmg
financial technologies for the supply offinanclal services to the rural populatIOn ofEI Salvador
To approach this Issue, the research agenda wdl attempt to address questIOns related to the
supply and demand for rural credit and the role of SOCIal capital m facdltatmg finanCial market
transactIons

Supply-Side Issues WIll be related to the development of cost-effective lendmg technologies to
reach the rural poor InnovatIOn m lendmg technologIes IS the most Important research questIOn
m finanCIal markets because, unless costs and nsks are reduced, the effective cost ofloans for
small rural producers WIll remam proillbitive or the sustamablhty ofthe finanCial orgamzatlons
Will not be guaranteed

Demand-SIde Issues Will refer to the profile ofthe rural borrowers bemg presently reached by
different formal finanCIal mtermedlarIes, m particular by the mnovatlve organIzatIons SOCial
capital Issues WIll ask to what extent both the legal framework and the stock of SOCial capital
faclhtate or prevent rural finanCial deepemng

1 Innovations m lendmg technologies

Lendmg technologies are developed to address mformatlOn, mcentlve, and contract enforcement
problems that create uncertamty about the probabilIty of loan repayment and that constram the
emergence offinanclal transactIOns or lead to credit ratlOnmg

These mformatlOn (adverse selectIon) and mcentlve (moral hazard) problems are particularly
acute m the rural areas ofEI Salvador, and the resultmg nsks and transactIOns costs are
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frequently prohIbItIvely hIgh EXIstmg lendmg technologIes have attempted to overcome these
dIfficultIes by requmng (real estate) collateral Collateral-based lendmg, however, mtroduces a
wealth bIas m access to credIt and on capItal formatIon, as only those With pnor wealth gam
access to loans for further wealth accumulatIon Many credItworthy but asset-constramed farm
households cannot take full advantage oftheir productIve opporturutIes because ofthe credIt
constraInt

In the past decade, however, mIcrofinance organIzatIons m several countnes have developed new
mformatlOn-and-mcentIve-based lendmg technologies that have allowed them to expenence
sIgnIficant gams m outreach and sustaInabIhty In lendmg to the urban poor In recent years, a few
ofthese orgaruzatlOns have begun to adapt these technologIes to lendmg m the rural areas, m
general, and for agnculture, m partIcular These expenments offer new avenues for supplymg
finanCIal servIces to the rural poor Fmanclera Calpia In El Salvador IS a world-renowned pIOneer
In developmg these finanCIal InnOvatIons

ThIS component ofthe research agenda WIll examme In detaIl the lendmg technology of
FInanCIera CalpIa, 1 e, It Will descnbe the lender's productlOn functIon, In order to understand
how the new technologIes resolve the mformatlOn and InCentIve problems typIcal ofrural
financIal markets The solutions developed by thIS mtermediary m the supply of agncultural
loans Will be contrasted With those developed m other parts ofthe world, and the conditlOns for
the rephcabIhty and dIssemmatlOn ofthese technologIcal mnovatlOns WIll be explored

The elements ofthe lendmg technology ofthe state-owned BFA WIll then be IdentIfied and
contrasted wIth those ofthe technology developed by Fmanclera Caipia m order to extract
recommendatlOns about technologIcal Improvements that could Improve the performance ofthe
BFA The mteractlOns between lendmg technology and orgamzatlOnal desIgn that allow the
lendmg technology to be successful and recommendatlOns on orgaruzatlOnal desIgn for the BFA
wIll allow BASIS researchers to engage m debates about the future ofthIs mtermedlary

Contract enforcement IS one ofthe dIfficultIes that a lendmg technology must overcome
Elements of SOCIal capItal (trust, respect for contracts, legal resolutIon ofCOnflICts, lack of
arbItranness) are cntIcal to reduce the transactlOns costs that emerge In contract enforcement
ThIS component ofthe research agenda Will explore ways m whIch SOCIal capItal formatIon IS
needed mEl Salvador to remforce the operatIon ofrural financIal markets

2 Borrower profiles

It IS Important to understand the comparatIve advantages ofthe new lendmg technolOgies With
respect to servmg partIcular market nIches To danf)r thIS Issue, thIs component ofthe research
agenda wIll construct a profile ofthe borrowers ofFmanCIera Calpla and the BFA, and It WIll
contrast theIr SOCIOeconomIC features With those ofthe rural populatIOn at large, as they are
captured by the rural poverty survey undertaken by FUSADES In early 1996 and by the
proposed new survey to be Implemented In early 1998 ThIs wIll allow a determmatIOn ofthe
segments ofthe populatIOn that may benefit from dissemmatIOn ofthe new lendmg technolOgies,
and It Will suggest new challenges for mnovatIOns m lendmg technologIes so as to move the
frontIer toward clIentele not yet reached by these organIZatIOns

ThIS component ofthe research effort wIll also establIsh the extent to whIch the dIfferent terms
and condItIOns ofloans from these mtermedianes mfluence mvestment, productIOn, labor supply,
and other key deCISIons ofthe borrowmg farm-households An understandmg ofthe behaVIor of
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borrowers facmg dIfferent contract structures IS Important 10 policy decIsIons The analysIs WIll
also IdentIfy alternatives sources offinanCIal servIces for the clientele ofthese orgarnzatIOns

C Determinants and DynamiCs of Poverty

Most dIScussIons about rural poverty m El Salvador result from statIc, cross-sectIon
measurements ofpoverty at a partIcular pomt 10 tIme and from comparIsons about the proportIon
ofthe populatIOn under a gIven poverty lme at VarIOUS pomts m tIme Cross-sectIOn analyses
allow the researchers to Identify correlations among poverty levels and potentIal determmants of
poverty, but they do not take mto account specIfic unusual household CIrcumstances (shocks) at
the time ofthe measurement and the evolutIOn ofpoverty for partIcular households

A dynamIc VISIon ofpoverty IS essentIal, however, to understand the CIrcumstances that push a
household out ofor mto poverty In partIcular, It IS Important to IdentIfy factors that contnbute to
the reproductIon ofpoverty across generatIOns Thts understandmg can be obtamed only from a
panel ofobservatIOns, where the same households are reVISIted at penOdIC mtervals Tllis wIll be
attempted by the development ofa panel ofthree observatIons (1996, 1998,2000) for a sample
ofrural households The InItIal observatIOn ofthe panel WIll come from the FIrst NatIonal Rural
Household Survey Implemented by FUSADES m 1996

1 DynamiCs of poverty

The mam purpose ofthts component ofthe research agenda IS to generate a panel ofobservatIOns
for Salvadorean rural households and to denve ImplicatIons about the dynamICS ofpoverty
QuestIOns about the reasons for changes 10 household poverty status, the role ofdIfferent types
ofshocks, and varIatIOns 10 the Importance ofseveral determmants ofpoverty can then be
exammed

The performance of land, labor, and finanCIal markets IS cntical In the determmatIOn ofpoverty
and In changes 10 poverty status Factors such as the avaIlabIlity ofemployment opportunItIes,
access to finanCIal servIces, access to product and 10put markets and public servIces and
10frastructure may predIspose a household to poverty and affect deCISIons about the use of
natural resources The panel ofhousehold observatIOns can show light on how pohcy and
InstItutIOnal changes 10fluence the patters ofpoverty

2 Gender and female-maintained households

Any dISCUSSIon ofpoverty and dIfferentIal access to land, labor, and finanCIal markets must
10clude a gender perspectIve Markets may be absent or fall In dIfferent ways for men and
women Men and women are dIfferently poor and dIfferently dependent on natural resources
There are quahtatlve and quantitatIve dIfferences 10 the extent oftheIr poverty, theIr access to
productIve opportunItIes, theIr mobIlity, and theIr relatIOnshIps to the resource base ThIS
component ofthe research agenda WIll InVestIgate these dIfferences

A speCIfic gender questIOn would be whether female-mamtamed and male-mamtaIned
households face dIfferent constramts In accessmg factor markets, In allocatmg labor to
productIve actIVItIes, 10 undertakmg productIVIty-enhancement mvestments, and In transform1Og
human capItal Female-mamtaIned households are those where women generate or receIve (VIa
extra-household transfers) 10 excess of 50 percent ofhousehold mcome Determ10mg the gender
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compOSItIon ofthe portfolIo ofmcome earners m the household may prove cntical In predIctIng
the transitIOn ofthat household from poor to non-poor

Demographic mdlcators reflect the constramts faced by dIfferent types ofhouseholds In bemg
absorbed Into the labor market Female-maIntaIned households may face labor constraInts that
lImIt theIr agncultural productIVIty, their expenses In human capItal formatIOn, theIr abIlIty to
bear nsk, and the conservatIon offarm soIl A ngorous analySIS ofthe portfolIo offemale and
male maIntaIned households may be cntical In IdentifyIng pol1cIes that Will support the tranSItion
from agnculture to non-agncultural occupatIOns among the rural poor

Vanous probabIlIstIc models could be estimated to compare the Impact ofdifferent degrees of
access to factor markets on rural poverty A multlvanate analySIS ofthe determmants ofpoverty
prOVIdes several mSIghts Into hypotheses about the ImplIcatIons ofdifferent defimtIOns of
female-headed or female-maIntaIned households Logistical models can be used to test these
hypotheses

3 Remittances

RemIttances from abroad Increase household mcome WhIle remIttances may thus be a cntIcal
factor lIftIng households out ofpoverty, remIttances may be lumpy and mtermittent RemIttances
may thus have Important effects on the household's labor supply, by raISIng reservatIon wages
RemIttances Will also affect the supply oflabor from the household by changIng the strategIes for
dIverSIfyIng Incomes and dealIng WIth nsk

Uses ofremIttances for consumptIOn or for Investment wIll also Influence the household's future
wealth If a large proportIon ofthe remIttances IS devoted to consumption, trus may reveal that
the household expects the remIttances to be permanent rather than transitory Income Trus has
Important ImplIcatIons for savmgs rates In the rural areas

The proportion ofhouseholds that receIve remIttances IS very uneven across the country
DIfferences In the demograpruc charactenstlcs ofhouseholds receivIng remittances are IndIcative
ofconstraInts that these households face In generatIng Income, InvestIng In migratIOn, and
partICipatIng In labor markets ThiS component ofthe research agenda WIll I1nk remIttances to
partiCipatIOn In labor, land, and finanCIal markets

D Locational DeciSions and Resource Degradation

Damage to soIl, natural habItats, and other renewable natural resources arouses Widespread
concern In El Salvador Reduced access to clean water and related declInes In enVIronmental
qualIty depress lIVIng standards In the countrySide, where halfthe country's POpulatIOn reSIdes
and where poverty rates are very high In addItIOn, depletion ofthe environmental base for crop
and lIvestock productIOn Impedes development ofthe agncultural sector, wruch employs nearly a
trurd ofthe natIOnal work force

Detenoratlon ofrenewable resources cannot be blamed exclUSively on farmIng, ranchIng, and
other lInes ofrural work The flow ofuntreated sewage from San Salvador, for example,
contnbutes substantIally to pollutIOn problems In the Lempa nver, which IS the country's maIn
waterway LIkeWise, the Impacts ofsoIl eroSIOn and the loss ofwater resources and natural
habitats are by no means confined to the countrySide DeforestatIOn and SOlI loss In upper
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watersheds, m particular, reduce the avaIlabIlity ofhydroelectncity and clean water everywhere,
m urban and rural areas ahke

Investigation ofthe extent, consequences, and causes ofrenewable resource depletion IS at an
mClplent stage mEl Salvador World Bank researchers lamented the scarcity ofrehabIe eVidence
concernmg erosion rates and the agnculturallmpacts ofsoIl loss m vanous parts ofthe country
In their View, some accounts ofthe threat to farmland-that 75 percent ofthe national temtory IS
undergomg degradation, for example-may be exaggerated

Data collected m the FUSADES's 1996 survey mdicated that a sizable maJonty of Salvadorean
farmers do not expenence soIl erosion ofthe sort that results m severe or even moderate
productiVity Impacts Those data also reveal that qUlte a few farmers apply conservation
measures Cultural practices (e g, mmlmum tillage and leavmg crop residues m place) are used,
and stone walls, ditches, and other modlficatlOns have been made on more than halfthe fields
With moderate or steep slopes

Most ofthe few researchers examme factors relatmg to the adoption of soIl conservation
measures Explanations based on farmer Ignorance and a lack ofappropnate conservation
alternatives, they find, are not very convmcmg

Also, hmlted access to formal credit does not seem to have much ofan mfluence, smce formal
credit IS used mamly to finance production and real estate purchases but never to pay for erosion
control measures Pnvately-owned fields, which compnse the vast maJonty ofthe FUSADES
survey sample, appear to be managed better than rented parcels, although the differences are not
dramatic Lmkages between poverty and SOlI conservation appear to be important and ment
further mvestigation

Under thiS component of the research agenda, Imkages between factor market mefficlencles and
SOlI management practices Will be exammed Adoption deCiSions, though, should not be the
exclUSive, or even the pnmary, focus ofresearch addressmg the causes ofland degradation m El
Salvador As Heath and Bmswanger emphaSize, renewable resource detenoratIon mLatm
Amenca has at least as much to do With the agricultural coloruzatlOn offragile environments as it
does With the chOIces among land use and SOlI management options made by the residents of
those areas

Furthermore, exceSSive occupatlOn IS mduced by a pubhc pohcy regime that, m vanous ways,
prevents small farmers, who compnse Virtually all fragile-land colorusts, from competmg for
land that IS better sUlted to crop and hvestock productlOn Agnculture's de facto tax exoneratiOn,
wmch augments what wealthy mdlvlduals are wilhng to pay for farmland, IS one element ofthe
distortlOnary pohcy regime LikeWise, credit subSidies tIlt the competitive playmg field agamst
small farmers smce they are unhkely to use their holdmgs to extract loans that carry a low rate of
mterest, are hkely to be forgiven, or both

These observations are directly apphcable to El Salvador Even if conservation ditches,
mmimum tillage, and other measures were Widely accepted by those who explOIt the country's
steeply-sloped upper watersheds, sOIl loss and water run-off m those areas would contmue to be
excessive Furthermore, the famlhes and mdlviduals who occupy El Salvador's fragile lands
constitute the most depnved and poverty-stncken segment of the country's rural population For
them, avenues of escape are foreclosed not Just by a lack of skills needed to compete for more
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remunerative employment but also by pohcy-mduced distortions m factor markets that allow
others to bid away land and other productive assets

The fundamental hnkage between rural poverty, which results from madequate human capItal
formatIOn and related productIvlty-enhancmg mvestment, and colomzatlOn ofhIllsIdes and other
fragile environments needs to be estabhshed clearly, through empmcal research

ThIS WIll allow a Viable strategy to be deVIsed for Improved standards ofhvmg and renewable
resource conservatIon m the countrysIde Needless to say, accelerated human capItal formation
must be a centerpIece ofsuch a strategy But because many years are reqUired for Improved
educatlOn and publIc health to yIeld economIC and envIronmental benefits, mvestments m human
capItal must be complemented by ImmedIate pohcy reform aimed pnmanly at Improvmg factor
market effiCiency ThiS component ofthe research agenda addresses both long- and short-term
measures for rehevmg the pressure that the rural poor exert on El Salvador's fragIle lands

1 Economic mobility and the rural poor

Research on factor market performance m the Salvadorean countrysIde will shed lIght on
environmental Issues mamly by clanfymg Impediments to the economic mobIhty ofthe rural
poor MobIlIty bemg defined m sectoral as well as spatIal terms, the specific concern of
envIronmentally-related analySIS w111 be to IdentIfy factors mfluencmg a rural household's
deCISion to practIce agnculture m remote and steeply sloped areas, whIch lend themselves poorly
to crop productlOn

One general hypotheSIs has to do WIth the lInkage between rural poverty and human capital
endowments, on the one hand, and chOIces regardmg phySical location and economic actIVities,
on the other The null hypotheSIS would be that poor mdIvIduals and famIlIes that lack skl1ls are
Just as hkely as more affluent households to raise crops m margmal areas

Another set ofnull hypotheses relates to the Impacts offactor market distortlOns One such
hypotheSIS would be that households With access to formal credit are Just as hkely as those
lackmg access to practIce agnculture m remote and fragl1e enVIronments Adoption oferosIOn
control measures will also be exammed, With hypotheses relatmg to the mfluence ofcausal
factors WIdely belIeved to be Important

All data used m the first year ofthe study WIll have been collected durmg the two FUSADES
rural household surveys, both the one conducted m 1996 and the other to be carned out m early
1998 Those data mdIcate household chOIces among occupations, m agriculture as well as other
sectors They also reveal how survey respondents have fared m the competltlOn for land, dIstance
from passable roads and slope (whIch IS a satIsfactory mdIcator oferoslOn rIsks) bemg reported
In addItIOn, respondents were questlOned about the adoption ofconservatlOn measures and also
the nature oftheir partiCipatIon m labor, capital, land, and other markets

At most, minor modification ofthe questIOnnaires to be used in the 1998 survey Will be needed
to faCIlitate research With an environmental focus Careful attention to the development ofa
conceptual framework IS reqUIred Since causal relatIOnshIps among human capital endowments,
factor market partiCipatIOn, occupatIOnal and locatlOnal chOIces, and resource management are
vaned and complex Once a sound framework has been developed, hypotheSIS testmg Will
proceed usmg the 1996 and 1998 data sets
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The possIbllity ofusmg alternatIve data sources mthe study of settlement ofEl Salvador's
fragIle lands Will also be mvestIgated m 1998 One optiOn mIght be to IdentIfy those lands wIth
the aId ofan eXIstmg geographIc mformatIon system (GIS), If one wIth sUltable natIonal
coverage eXists, and then to use FUSADES survey data to analyze settlement ofthose areas If
no such GIS IS avallable, the possIbl1Ity ofdevelopmg one, WIth partIal support from BASIS,
could be pursued

v. SUMMARY OF RESEARCH AGENDA

The proposed research agenda focuses on the maSSIve dlseqUllIbna and mstitutiOnal faIlures that
charaetenze the market for land m El Salvador Proposed research WIll establIsh the extent to
wruch fallures ofdecision-makmg processes at the agranan reform cooperatIves lead to
underutIhzation ofthe best land, whIle the constramed deCISIons ofpoor farm-households lead to
overutIhzatiOn ofenvIronmentally fragIle lands

ThIS research tOPIC WIll mvestIgate dImensiOns of the legal and mstitutional framework
(mcludmg SOCial capItal) for land markets, the orgaruzatIonal deSIgn and power structures at the
land reform cooperatIves, and constramts on land transfers and land use emergmg from fallure m
financial and other factor markets Proposed research wlll also IdentIfy elements ofnew lendmg
technologIes developed by Salvadorean financIal mtermedianes that faCIlItate access to financIal
servIces for the rural poor and may Improve land uses

A profile ofpoverty and human capItal formatiOn w111 emerge from the Second NatIonal Rural
Household Survey These data WIll allow analysIs ofthe dynamICS ofpoverty, the IdentIfication
ofthe market ruches served by alternatIve financIal mtermedianes, and a diSCUSSion ofthe
geographtc locatIOn and labor market deCISIons ofpoor farm-households whIch cause pressures
on fraglle lands A gender perspective WIll be added to all dImensIons oftrus analySIS

VI. STRATEGY

FUSADES has been confirmed as the key Salvadorean research orgamzation Sub-agreements
Will be developed by FUSADES WIth FUNDAUNGO, FUNDE, and UCA to engage them as
addItIonal research orgamzatlons The Mmistry of Agnculture, the Central Bank, BFA, ESEN,
and Fmanciera Caipia Will be key Impact organIzatiOns Several of these WIll contnbute funds to
a common pool, to be added to the fundmg from the USAID MISSIon CARMA researchers from
the Rural Fmance Program at the OhIO State UmversIty, IRIS, and ICRW are most hkely to be
the US mvestigators

Research ImplementatiOn Will begm ImmedIately after authonzation ofthe research plan by the
BASIS TC at the November 1997 meetmg The Management EntIty WIll formalIze sub
agreements WIth FUSADES and the Rural Fmance Program at the OhIO State Umverslty, and
WIth other CARMA orgamzatiOns that may be Involved m the research effort FUSADES WIll, m
turn, SIgn sub-agreements With FUNDAUNGO, FUNDE, and DCA

The USAID MISSIon has already transferred $35,000 to FUSADES and has appropnated
$50,000 for an add-on through DSAID/Washmgton for the ImplementatIon ofthe Second
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NatIOnal Rural Household Survey The MInIstry ofAgnculture, the Central Bank, and pOSSIbly
BFA WIll dIsburse theIr contnbutIOns dIrectly to FUSADES no later than m early 1998

The resources mobIlIzed dIrectly from Salvadorean sources will be added to the funds from the
BASIS core and the USAID MIssIon to buIld up a common pool offunds for ImplementatIOn of
the research agenda

DesIgn ofthe Second NatIonal Rural Household Survey will take place dunng December 1997
January 1998 US and Salvadorean inVestIgators from the vanous research orgamzations
Involved In the program WIll meet to desIgn questIonnaIres, agree on samplIng, and contnbute to
other preparatory actIVItIes for the survey The research methodology WIll be further dIscussed In
January 1998

The FUSADES survey team that Implemented the FIrst NatIOnal Rural Household Survey Will
undertake the field work dunng February, VIsItmg the same households, and taking advantage of
favorable clImatIc condItIOns prevaIlmg that tIme ofthe year The earlIer survey was also
Implemented m February (1996), JUst before the plantmg penod In March

Research on the legal and mstitutIonal framework under the leadershIp ofFUNDAUNGO WIll
begm m January 1998, and research on the organIzatIOnal deSIgn ofthe agrarIan reform
cooperatIves WIll begm later m the year, accordmg to the avaIlabIlIty ofUS collaborators for the
local researchers The analySIS ofthe new lendmg technolOgIes wIll be conducted m March
Apnl, at the peak ofthe demand for loans before the plantmg ofthe next crop QuestIOnnaireS for
the borrower surveys Will be deSIgned at thIs tIme and the surveys wIll be Implemented In Apnl
May

In tum, the data set from the rural household survey WIll be avaIlable for analysIs three months
after the completIon ofthe field work (late May) and the data set from the borrower survey WIll
be avaIlable m early July Poverty, human capItal, locatIOn deCISIOns, access to credIt, and other
analyses from the survey data wIll be Implemented m June-August A FIrst NatIOnal SemInar on
BASIS Research Results WIll be orgamzed m October, for presentatIon ofprelImmary results
from each one ofthe mvestigatIOns

At the tIme ofthe NatIonal Semmar, a more detaIled research agenda WIll be dIscussed for the
actIVItIes for the follOWing year ThIs wIll tentatIvely mclude further analysIs ofthe
consequences of failure m finanCIal and other factor markets on land use and actIVIty locatIon
deCISIons The dISCUSSIon offinanCIal markets wIll move from charactenzatIon ofIendmg
technologIes to an analysIs ofthe organIzatIOnal deSIgn ofrural lenders Further analysIs ofIabor
markets wIll be lInked to longer-term strategIes for rural poverty alleVIatIon

Because the rural household survey WIll not be repeated m 1999, a larger volume offundmg for
addItIonal analySIS ofthe eXIstmg database wIll be expected for that year The hope IS that the
rural household survey wIll be repeated m early 2000, however, m order to complete a panel of
three observatIons per household The repetItIon ofthe borrower survey m the year 2000 Will
also allow an exammation ofImpacts ofaccess to credIt

VII. SCHEDULE

Early December, 1997 Rural household survey preparatIon mISSIon
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January, 1998

February, 1998

March-May, 1998

March-Apnl,1998

Apnl-May, 1998

June-July, 1998

June-August, 1998

September, 1998

October, 1998

VIII. FUNDING

Final discussion of survey desIgn

ImttatlOn ofland market mStItutIonal study

Implementation ofrural household survey

Settmg up the rural household panel database

Field work for the analysIs oflendmg technologies

Design ofborrower surveys

Implementation ofborrower surveys

Settmg up the borrower database

Field work for the analySIS ofagranan reform
cooperatives

First-round of analySIS ofthe data

PreparatIOn of draft reports on research results

First BASIS Seminar In San Salvador

Design ofResearch Agenda for the follOWing year

Completion of set ofpapers from the first round of
analYSIS, With comments from FIrst Semmar

ImtlatlOn ofthe second-round of analySIS ofthe data

Several sources Will contnbute funds for the development ofthe research agenda Certain
condltIonahtles are assOCiated With some ofthe fundmg, but the approach adopted here m
pnnclple IS to conSider the total level of fundmg as a general pool and then to Implement
research In such a way that the outputs required by the contnbutors are delIvered as agreed

The fundmg available for 1998 Will be allocated to two different tasks

1) productIon ofthe data sets from the surveys as a pubhc good that IS generally avaIlable for
vanous research tasks and which results from a number ofJomt contnbutlOns to their design,
and,

2) a senes of speCific analyses that buIld on the data from the surveys and on other sources of
mformatIon

The budget as presented here makes exphclt separatIOn ofthese two parts, given the Jomt and
multilateral productIOn-multiple use ofthe data sets In contrast to the bilateral collaborations that
Will typically produce the speCific analyses Thus, although Implementation ofthe logistics ofthe
survey Will be the responslblhty mostly ofFUSADES, given their earher undertakmg ofthe First
Nattonal Rural Household Survey, these data sets are a common enterpnse, while the speCific
analySIS Will be produced by smaller teams wlthm the framework ofthe overall research agenda
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IX. TENTATIVE BUDGET NOVEMBER 1997-0CTOBER 1998

A Uses of Funds
Nov-Apr May-Oct Total

1 Data sets 158,000 15,000 173,000

a 1Rural Household Survey 110,000 10,000 120,000

DesIgn 28,000

FIeld work 82,000

Data mampulatlOn 10,000

a 2 Calpia Borrower Survey 48,000 5,000 53,000

DesIgn 16,000

FIeld work 32,000

Data mampulatIOn 5,000

2 Analyses 262,000

b 1 Land markets 44,000 65,000 109,000

InstitutlOnal analysIs 10,000 25,000

Agranan refonn cooperatives 34,000 40,000

b 2 FInanCIal markets 19,000 40,000 59,000

Lendmg technologIes 7,000 20,000

Borrower profiles 12,000 20,000

b 3 PovertY 34,000 60,000 94,000

Dynanucs ofpoverty 24,000 35,000

LocatIOn deCISIons 10,000 25,000

3 LOgIStiCS 15,000 40,000 55,000

C1 AdJmmstration 15,000 15,000

c2 Semmar 25,000

TOTAL 270,000 220,000 490,000
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B Sources of Funds
OSU carryover 55,000 55,000

BASIS core 150,000 150,000 300,000

USAID MIssIon 35,000 50,000 85,000

Mnustry ofAgnculture 5,000 5,000 10,000

Central Bank 20,000 20,000 40,000

TOTAL 265,000 225,000 490,000

The total budget for the November 1997-0ctober 1998 penod IS $490,000, under prevaIling
assumptIons concermng the sources offunds The amount budgeted for the constructIOn ofthe
data sets IS $173,000, whIch IS eqUivalent to 35 percent ofthe total AnalySiS ofthe performance
of different markets Will cost $262,000 (53 percent), while the adminIstratIve support and
semmar expenses amount to $55,000 (11 percent)

Ofthe amounts that are expected, 72 percent or $355,000 would come from the BASIS core,
Includmg $55,000 that have been saved from the budget for project development activities The
contnbutlOn ofthe USAID MiSSion amounts to $85,000, eqUivalent to 17 percent ofthe total Of
tills, $35,000 had already been committed to FUSADES at the end ofthe earher fiscal year,
willIe $50,000 WIll be transferred through BASIS VIa Washmgton Salvadorean sources have
contnbuted $50,000, eqUivalent to 10 percent ofthe total

22



ANNEX A: SCHEDULE OF VISITS, 1997 PLANNING MISSION

16 June.

100pm

300pm

700pm

17 June

800am

100pm

130pm

300pm

500pm

730pm

18 June

800am

1000am

1130 am

100pm

130p m

300pm

430pm

700pm

730pm

Dr ClaudIo Gonzalez-Vega arrIves In El Salvador

OrgamzatlOnal meetmg at FUSADES (JaIme Acosta, DIrector ofDepartment of
EconomIC and SocIal StudIes)

Dr Douglas Southgate arrIves m El Salvador

MeetIng at FUSADES to dISCUSS results from earher research and rural
household survey (JaIme Acosta, Marganta de Sanfehu, Anabella de Palomo,
Marla Cnstma Euchner, MaunclO Gonzalez Orellana)

Sarah Gammage arrIves m EI Salvador

BASIS team meetIng

The BASIS team and Maunclo Gonzalez VISIt PRISMA (Herman Rosa, Nelson
Cuellar, Donbel Herrador, Clemente San SebastIan, phone (503)-298-6852)

The BASIS team and Maunclo Gonzalez VISIt FUNDAUNGO (RIcardo
Cordoba, ExecutIve DIrector)

BASIS team meetIng

The BASIS team and JaIme Acosta VISIt the MImstry ofAgnculture (VIlma de
Calderon, Vice-MImster and staff)

MeetIng at FUSADES to dISCUSS survey research methodology (Marganta de
Sanfehu, Anabella de Palomo, Maunclo Sm)

Dr ClaudIO Gonzalez-Vega and JaIme Acosta VISIt the graduate school ESEN to
dISCUSS dIssemInatIOn actIVItIes (MIrna Llevano de Marquez, Rector)

Dr Nell McMullen arrIves mEl Salvador

BASIS team meetmg

The BASIS team and JaIme Acosta VISIt PRISMA (Deborah Barry, PreSident,
Herman Rosa, Clemente San Sebastian)

VISIt by USAID officers (Dr Mary Ott, Sandra Lorena Duarte, Roxana Blanca)
to the BASIS team at FUSADES headquarters

Dr MIchael Roth arrIves m El Salvador

BASIS team meetmg
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19 June

730am

830am

1030am

11 00 am

200pm

300pm

800pm

20 June

630am

730am

930am

10 00 am

1130 am

100pm

130pm

230pm

430pm

730pm

The BASIS team meets with Dr Juan Belt, USAID/GloballEconomic Growth
Center to discuss pohcymakmg processes m EI Salvador

The BASIS team and Anabella de Palomo ViSit the USAID Mission (Ken ElliS,
Mission Director, Dr Mary Ott, Economic Growth Team Leader, Dr Nolvia
Saca, Dr Peter Gore, Ana Luz de Mena and others)

Dr ClaudiO Gonzalez-Vega, Dr Neil McMullen and Jaime Acosta ViSit the
Central Bank (Francisco Lopez, Fmancial IntermedIatIon Manager, Gladys
Carmona)

Dr Douglas Southgate and Sarah Gammage VISit the Green Project (Dr Carlos
AgUIlar)

A BASIS team (Southgate, McMullen, Gammage) VISItS the Agncultural PolICIes
Umt (UAPA) at the Mmistry ofAgriculture (Edgar Cruz PalencIa, Hugo Ramos,
Edwm Aragon and team members, phone (503)-279-1942)

Dr ClaudIO Gonzalez-Vega and Dr MIchael Roth meet wIth FUSADES staff on
logistical arrangements and to plan the workshop (Jmme Acosta, Anabella de
Palomo)

BASIS team meetmg

Dr ClaudiO Gonzalez-Vega meets with Sarah Gammage and Dr Neil McMullen
on research deSign

Dr ClaudIO Gonzalez-Vega VISItS Fmanciera Caipia (Sllke Muffelman, phone
(503)-260-6856)

A BASIS team (Gonzalez-Vega, McMullen, Southgate) VISItS FUNDE (Alfonso
GOltIa, ExecutIve Director)

Dr Michael Roth and Sarah Gammage ViSIt the Green Project to ask about data
sets

Dr ClaudIo Gonzalez-Vega and JaIme Acosta VISIt the Central Bank (Gmo
Bettagho, Deputy Governor, phone (503)-271-0011)

Sarah Gammage leaves

BASIS team meetmg

The BASIS team VISitS the MmIstry ofNatural Resources and the EnVironment
(Dr MIguel ArauJo, Mmister)

The BASIS team VISitS UCA (Rafael PleItez)

Dr ClaudIO Gonzalez-Vega and Dr Douglas Southgate meet with Dr Hugo
Ramos and Richard Clark from the CRECER project
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21 June

730am

930am

22 June.

1030 am

23 June

830am

400pm

24 June

830am

200pm

25 June

800am

26 June

800am

100pm

200pm

400pm

700pm

Dr Claudio Gonzalez-Vega meets With Dr Juan Belt and Jose Siman to discuss
polIcy reforms m El Salvador

The BASIS team makes a one-day field tnp along the Eastern coastal lands

Dr Claudio Gonzalez-Vega meets with Dr Juan Belt, Dr Carlos Lovo, and
Evelyn de Lovo to diSCUSS Salvadorean pohcymakmg

The BASIS team makes a one-day field tnp along coffee plantatlOns mthe San
Miguel area and the Lempa RIver dam

The BASIS team ViSitS a CENTA technical assistance center (Juan Santos Garay,
Adan TurclOs, Carlos Humberto GarCIa and other staffmembers)

The BASIS team and the FUSADES team meet to diSCUSS elements ofthe
research agenda and methodology and plan the workshop

The BASIS team meets With Dr Eduardo Nunez, FUSADES Executlve DIrector

One-day BASIS workshop at FUSADES

BASIS team meetmg

Dr McMullen, Dr Southgate, and Dr Roth leave

Dr Claudio Gonzalez-Vega meets with FUSADES researchers to summanze
results ofthe workshop

Dr ClaudIo Gonzalez-Vega, Marganta de Sanfehu and Anabella de Palomo VISIt
the USAID MIssIon to report on the results ofthe workshop (Dr Mary Ott)

Dr ClaudIo Gonzalez-Vega meets With Dr RIcardo Cordoba (FUNDAUNGO)
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27 June

800am

1200 am

230pm

800pm

Dr ClaudIo Gonzalez-Vega meets wIth FUSADES researchers to examme
research budgets

Dr ClaudIo Gonzalez-Vega makes a presentatIon to FUSADES' EconomIC and
SocIal Research CouncIl on the BASIS agenda (Jorge Zablah, PresIdent of
FUSADES Board ofDIreetors, Juan Jose GutIerrez, ClaudIo Cohen, Leonel
MeJIa, Mano LUIS Velasco, Branneto PaggI, Eduardo Nunez, Marlon Perez)

Dr ClaudIo Gonzalez-Vega meets With JaIme Acosta and Anabella de Palomo to
dISCUSS final detaIls on the mlsslOn's results

Dr Gonzalez-Vega leaves
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ANNEX B: SCHEDULE OF VISITS, 1997 SECOND PLANNING MISSION

20 October

130pm

330pm

21 October"

800am

11 00 am

230pm

22 October

800am

200pm

400pm

800pm

23 October

800am

10 30am

11 00 am

500pm

Dr Claudio Gonzalez-Vega and Dr Douglas Southgate arrIve mEl Salvador

Planmng meetmg (Jaime Acosta, Director ofDepartment ofEconomic and Social
Studies)

Meeting at FUSADES to diSCUSS current economic events m EI Salvador and
theIr relevance for the prelImmary research agenda (JaIme Acosta, MargarIta de
Sanfehu, Anabella de Palomo, Edgar Cruz PalencIa)

Meetmg at FUNDE to dISCUSS agranan reform and gender Issues (Alfonso GOltla,
Alberto Ennquez)

Meeting at FUSADES on the research agenda continues (JaIme Acosta,
MargarIta de Sanfehu, Anabella de Palomo, Edgar Cruz PalencIa)

Meetmg at FUSADES to dISCUSS the deSIgn of the household survey (JaIme
Acosta, Marganta de Sanfehu, Anabella de Palomo, Mauncio Sm)

VISit to the MInIStry ofAgnculture to dISCUSS theIr mterest m the research agenda
(VIlma de Calderon, Vice-MImster and staff) Funding offered confirmed

VISIt to the Central Bank to dISCUSS mterest m the financIal component of the
research agenda (Gmo Betagho, Deputy Governor, and Gladys Carmona)
Fundmg offer confirmed

Meetmg With FmanCIera Calpla representatIves to secure the collaboratIOn of tms
orgaruzatIOn (SIlke Muffelmann, SIgfndo Anstoteles Esperanza, WIlham
Bomlla) Ample cooperatIOn expected

The BASIS researchers and Anabella de Palomo VISIt the USAID MISSIon (Dr
Mary Ott, EconomIC Growth Team Leader, Tully CornICk, Dr Nolvia Saca)
Fundmg for the rural household survey IS dIscussed

ClaudIO Gonzalez-Vega meets WIth FUSADES staff to dISCUSS admmistrative
Issues for BASIS (JaIme Acosta, Anabela de Palomo)

Dr Douglas Southgate VISItS Peter Gore at the USAID MISSIon

ClaudIO Gonzalez-Vega makes a presentatIon to the Board of DIrectors of the
Banco de Fomento Agropecuario to seek theIr collaboratIon
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800pm

24 October

800am

11 00 am

200pm

430pm

25 October

1130 am

Meetmg wIth Dr Hugo Ramos to dISCUSS cooperatIOn between BASIS and the
USAID-sponsored project CRECER

Meetmg at FUSADES on the research plan (JaIme Acosta, Anabela de Palomo,
MargarIta de Sanfellu)

DIScussIon at FLACSO on research proposal on rural poverty (Dr Carlos
Bnones)

DIScussIon at FUNDAUNGO ofresearch proposal on the mstitutIOnal framework
for land markets (Dr Ricardo Cordoba, Evelyn Martmez)

DIScussIon at UCA on the deSIgn ofthe financIal market studIes (Rafael Pleltez)

Dr ClaudIO Gonzalez-Vega and Dr Douglas Southgate leave EI Salvador
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ANNEX C: PLANNING WORKSHOP, 25 JUNE 1997

A Agenda

8 00 am.

830 am.

10 00 am

11 00 am

1200pm

200pm.

300pm

400pm

430pm

530pm

Claucho Gonzalez-Vega, "The BASIS Research Agenda 1D El Salvador Components and Modus
Operanch "

laune Acosta, ''The Rural Sector ill El Salvador An OveCVlew and Results from the FUSADES
World Bank Study"

General chSCUSSlOn on the lIOplIcatIons for the research agenda

Douglas Southgate "Resource ConservatIon Issues ill EI Salvador"

General dISCUSSIon

ClaudIo Gonzalez-Vega, "Rural FmanClal Markets and Factor Market InteractIons m EI Salvador"

General dISCUSSIOn

Nell McMullen, "SOClal CaPltal FonnatIon m EI Salvador '

General dISCUSSIon

SelectIon ofresearch pnontIes

8 list of PartiCipants

laune Acosta, FUSADES

Max Anaya, UAPA-Muustry ofAgnctI1ture

Amy Angels, UAPA-CRECER

AIda Arguello, FUSADES

Carlos Bnones, FLACSO

Gladys Cannona, Central Bank

Gilberta Casanova, FUSADES

RIcardo Cordoba, FUNDAUNGO

Anstoteles Esperanza, FmanClera Calpla

CarolIna de Franco, FUSADES

ClaudIo Gonzalez-Vega Orno State Umverslty

MaunCl Gonzalez, FUSADES

Susan Kandell, FUNDE

Mercedes LIort, Chamber ofAgnculture

Evelyn de Lobo Cobsultores AsoCiados

Carlos Lobo Consultores AsoClados

Gladys Martmez, Central Bank

JulIa Evelyn MartInez, FUNDAUNGO

Guadalupe Mazzuu, roSAI

Nell McMullen, IRIS

Abraham Mena, UAPA-MmIstry of AgnctI1ture

Raul Moreno, FUNDE

Anabela de Palomo, FUSADES

Rafael Pleltez, UCA

Jorge Pleltez, UAPA-Mtmstry of AgnctI1ture

Juan Carlos RIvas, FUSADES

Rennan Rosa, PRISMA

Michael Roth, UmveI'Slty ofWlsconsm

Marganta de Sanfelm, FUSADES

Clemente San Sebastian, PRISMA

Douglas Southgate Oluo State Ul1lveI'Slty

29



ANNEX D: ECONOMETRIC ANALYSIS OF THE CAUSES OF FARMLAND

DEGRADATION IN EL SALVADOR

by

Douglas Southgate and Jeffrey Hopkms, Department of Agncultural, EnvIronmental, and
Development EconomIcs, the OhIo State UmverSlty

A. Farmland Degradation In the Salvadoran CountrySide Research
Issues

In El Salvador, as m many parts ofthe developIng world, waste and mIsallocatIOn ofscarce
renewable resources take a severe toll Reduced access to clean water and fuelwood depress
hVIng standards In the countrySIde, where half the populatIon reSIdes and where poverty rates
are very hIgh In addItIon, depletIOn ofthe envIronmental base for crop and lIvestock
productIOn Impedes development ofthe agncultural sector, whIch employs nearly a thIrd of
the natIOnal workforce By no means are the Impacts of renewable resource depletIon
confined to rural areas DeforestatIOn and soIl loss In upper watersheds, for example, reduce
the avallablhty ofhydroelectncIty and clean water everywhere, In urban and rural areas ahke

InvestIgatIOn ofthe extent, consequences, and causes ofrenewable resource depletIOn, In
general, and offarmland degradatIOn, In partIcular, IS at an InCIpIent stage In El Salvador In
an annex to a recently completed study of rural poverty m the country, PagIOla and DIxon
(1997) lament the scarCIty of rehabIe eVIdence concernIng eroSIOn rates and the agncultural
Impacts of sOlI loss They also examIne some ofthe factors mfluencIng farmers' adoptIon of
soIl conservatIOn measures

ExplanatIOns of exceSSIve eroSIOn based on farmer Ignorance and a lack ofappropnate
conservatIOn alternatIves, the two InVestIgators find, are not very conVInCIng Also, lImIted
access to formal credIt does not have much of an mfluence, SInce formal credIt IS used mamly
to finance productIOn and real estate purchases but never to pay for eroSIOn control measures
Pnvately owned fields, whIch constItute the vast maJonty of the survey sample, appear to be
managed better than rented parcels, although the dIfferences are not dramatIc Fmally, DIxon
and PagIOla (1997) POInt out that lmkages between poverty and SOlI conservatIon also appear
to be Important

These findIngs, lIke those ofMcReynolds, Johnson, and GeIsler (1994), Sam and Barreto
(1996), and other researchers, should be regarded as prelImmary, and DIxon and PagIOla
(1997) strongly recommend that addItional research be conducted The study we propose to
carry out IS a response to theIr call for m-depth mvestigatIOn of the dnvIng forces behInd
farmland degradatIOn

Our study WIll be dIStInCt from preVIOUS research In methodologIcal terms For example, Sam
and Barreto (1996) merely tned to determIne where on a SIgmOId (1 e , S-shaped) lOgIStICS
curve descnbIng the adoption of conservatIOn measures groups of farmers In three parts ofEI
Salvador could be placed, no true causal analySIS, hnkmg adoptIOn to vanous factors, was
undertaken DIxon and PagIOla (1997) had the data needed to analyze how vanous factors
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mfluenced mdlvldual households' adoptlOn decIsions, but they chose to take an aggregative
approach As IS mdlcated below, we Will use rural household survey data to undertake
precisely the sort of analySIS that Dixon and PaglOla (Ibid) chose to forego

We also mtend to address another shortcommg of prevIous research, m £1 Salvador and other
places, which IS ItS pnmary, even exclUSive focus on farmers' deCISions to adopt or not adopt
conservatlOn measures As Heath and Bmswanger (1996) emphaSize m a paper focused on
Colombia, renewable resource detenoratlOn m Latm Amenca has at least as much to do With
the agncultural colonIzatlOn of fragile environments as It does With the chOices among land
use and soll management options made by residents of those areas Furthermore, excessive
occupation IS mduced by a publIc polIcy regime that, m vanous ways, prevents small farmers,
who compnse Virtually all fragIle-land colOnIsts, from competmg for land that IS better sUited
to crop and hvestock productlOn Agnculture's de facto tax exoneratlOn, whIch augments
what wealthy mdlvlduals are wIllmg to pay for farmland, IS one element of the distorted
polIcy regime LIkeWise, credit SubSidIes tilt the competitive playmg field agamst small
farmers smce they are unlIkely to use theIr holdmgs to extract loans that carry a low rate of
mterest, are hkely to be forgiven, or both

Heath and Bmswanger's (1996) observatIons apply throughout Latm Amenca, not to mention
many other parts of the developmg ""orld Even If conservatlOn ditches, mmlmum tillage, and
other measures were WIdely accepted by those who explOIt steeply-sloped upper watersheds,
sOli loss and water runoff m those areas would contmue to be excessive Furthermore, the
famihes and mdlvlduals who occupy fragile lands m places lIke £1 Salvador constitute the
most depnved and poverty-stncken segment of the country's rural populatlOn For them,
avenues of escape are foreclosed not Just by a lack of skills needed to compete for more
remunerative employment but also by polIcy-mduced dlstortlOns m factor markets that allow
others to bid away land and other productive assets

The fundamentallmkage between rural poverty, whIch results from madequate human capital
formatlOn and related productivity-enhancmg mvestment, and colonIzatlOn of hIllSIdes and
other fragile enVIronments needs to be estabhshed clearly, through empmcal research ThIS
WIll allow for a VIable strategy to be deVised for Improved standards ofhvmg and renewable
resource conservatIOn m the countrySIde

B Research Objectives and Hypotheses

A thorough understandmg farmland degradatIOn problems m EI Salvador reqUIres an
mtegrated analySIS ofvanous causal factors Impacts both on small farmers settlement of areas
where erosIOn nsks are hIgh and on theIr adoptIon of conservatIOn measures The study we
propose mvolves preCIsely thIS sort of analySIS

One general hypotheSIS has to do WIth hnkages between rural poverty and human capItal
endowments, on the one hand, and chOIces regardmg phySical locatIOn and economic
actiVitIes, on the other The null hypotheSIS would be that poor mdividuais and famlhes that
lack skIlls are Just as hkely as more affluent households to raIse crops m margmal areas By
the same token, the former group would be Just as hkely as other groups, no more and no less,
to adopt conservatIOn measures
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Another set ofnull hypotheses relates to the Impacts of factor market dIstortIons One such
hypotheSIS would be that households wIth access to formal credIt are Just as lIkely as those
lackIng access to practIce agnculture In remote and fragIle enVIronments SImIlarly, we wIll
test null hypotheses that specIfic polIcIes, Includmg but not hmlted to those IdentIfied by
PaglOla and DIxon (1997), have no effect on the adoptIon ofconservatIon measures

C Research Approach

To undertake hypothesIs testIng, an econometnc model wIll be developed, whIch relates to
sorts ofdependent vanables-a household's locatIon In margmallocatlons prone to erOSIon as
well as ItS deCISIons about land use and soIl management-to an Interrelated set of
mdependent vanables Among the latter would be the household's endowments of human
capItal, ItS access to formal credIt, and so forth

The econometnc model WIll be estImated usmg data collected by FUSADES and cooperatmg
orgarnzatlOns m a parr ofrural household surveys, one conducted m 1996 and the other
carrIed out In early 1998 Those data mdlcate households' chOIces among occupatIOns, m
agnculture as well as other sectors They also reveal how survey respondents have fared m the
competItIOn for land, dIstance from passable roads and slope (whIch IS a satisfactory mdIcator
oferosIOn nsks) bemg reported In addItion, respondents were questIOned about the adoptIOn
of conservation measures and also the nature of theIr partICIpatIOn m labor, capItal, land, and
other markets

To guarantee the collectIon ofdata needed for econometnc analysIs of the causes of land
degradatIOn, the questIOnnaIres used m the 1998 survey were revIewed by Douglas Southgate,
a faculty member at the OhIO State Umversity and natural resource economIst WIth
conSIderable expenence m Latm Amenca The questlOnnaires used In 1998 were modIfied m
November 1997, before surveymg began, m response to hIS comments

The avaIlabIlIty ofIongltudmal household-level data from the survey wIll allow us to test
whether resource management deCISIons, whIch are affected by 10catIonal deCISIons, are
heterogeneous among dIfferent groups offarmers WIth panel data, the problems ofusmg
claSSIcal ordmary least squares (OLS) estlmatlOn procedures IS that all observatlOns are
pooled, ImplyIng a homogenous sample However, groups from WIthIn the sample,
dlstmgUlshed from one another by the quahty of land they farm, the amount ofhuman capItal
they possess, and theIr 10catlOn relative to servIces and Infrastructure may have group-specIfic
"fixed effects" on the adoptlOn declslOn Ignormg the effect when It IS present, such as WIth
claSSIcal OLS models, results m bIased coeffiCIent estImates AlternatIvely, a "random effect"
model, In whIch vanatlOns WIthIn groups and among groups are dlstmgUlshed, can be
formulated to test whether groupmgs are appropnate

Econometncally, fixed effects models can be constructed usmg the dummy vanable
techmque The random effect model IS more complicated, but can result 10 more powerful
hypotheSIS tests as degrees of freedom are not exhausted as 10 the fixed effect model A
Hausman test can be used to weigh whether the fixed or random effects model IS more
appropnate
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o Timetable

One year WIll be needed to carry out the proposed study, whIch wIll begm on or about 1 July
1998 and conclude on 30 June 1999

The first three months WIll be devoted to developmg the general structure ofthe econometnc
model ofrural households 10catlOn and adoption decIsions, m consultatlOn wIth FUSADES
and other Salvadoran mstitutlOns mvolved m BASIS

Actual estImatlOn of the model Will take place dunng the second three months, from October
through December 1998, wIth results to be avaIlable and hypothesIs testmg to be concluded at
the end ofthe year

From January through March 1999, a draft report offindmgs WIll be prepared, WhICh WIll be
presented m San Salvador at a meetmg attended by representatives ofBASIS partner
mstitutIons In response to comments on the report receIved before, dunng, and after that
meetmg, It Will be reVIsed m May and June of 1999

SImultaneously, proposals for complementary and follow-up research Will be prepared and
submItted m 1999 For example, the pOSSIbilIty ofusmg alternatIve data sources m a study of
settlement ofEI Salvador's fragile lands needs to be mvestIgated One optlOn mIght be to
Identify those lands WIth the aId of an eXIstmg geographIc mformatlOn system (GIS), If one
WIth SUItable natlOnal coverage eXIsts, and then to use FUSADES survey data to analyze
settlement of those areas Ifno such GIS IS avaIlable, the pOSSIbilIty ofdevelopmg one, With
partIal support from BASIS, could be pursued

E Personnel

A natural resource economist, Douglas Southgate has been a professor ofagncultural
economICS and natural resources at the OhIO State Umverslty smce 1980, which was the same
year he receIved a Ph D from the Umversity OfWIsconsm He has wntten more than a dozen
book chapters and seventeen refereed Journal artIcles addressmg watershed detenoratlOn,
deforestatlOn, and other envIronmental problems m the developmg world HIS second book
publIshed by Oxford Umverslty Press, Tropical Forest ConservatiOn-An Economic
Assessment ofthe Alternatives m Latm America, WIll be released m May 1998 HIS first book,
Economic Progress and the EnVironment (coauthored by Morns Whitaker and publIshed m
1994), drew heaVIly on hIS Jomt Career Corps aSSIgnment WIth USAID m Ecuador from 1990
to 1993 ASIde from Ecuador, Dr Southgate has worked m twelve Latm Amencan and
Canbbean countnes, conductmg research and consultmg for USAID, the World Bank, the
Inter-Amencan Development Bank, the Ford FoundatIon, and the InternatIOnal InstItute for
EnVIronment and Development He has also dIrected OhIO State's Latm Amencan Studies
Program and ItS International Studies Center

Jeffrey Hopkms IS a doctoral candIdate m the OhIO State Umverslty' s Department of
Agncultural EconomICS whose dIssertatIOn, WhICh WIll be fimshed around the mIddle of 1998,
addresses lInkages between US commodIty exports and the use and management of the
country's land resources In additIOn to bemg a graduate research aSSIstant, he has held a
ForeIgn Language and Area StudIes (FLAS) fellowship, whIch enabled hIm to achIeve
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advanced fluency m Spamsh Between undergraduate studIes at MIamI Umversity ofOhIO
and graduate school, Mr Hopkms worked m Guatemala as a Peace Corps Volunteer
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ANNEX E: NATURAL RESOURCE CONSERVATION AND THE FORMATION OF
HUMAN AND SOCIAL CAPITAL. THE LINKAGES IN EL SALVADOR

by

Douglas Southgate, Department of Agncultural, EnVIronmental, and Development Econorrncs,
the OhlO State Umverslty7

A. Introduction

Although the number of books and articles addressmg sustamable econorrnc development IS
growmg large, the reasons why destructlOn of forests and other natural resources occurs on a
grand scale m poor countnes remam the subject of active debate One explanation, winch IS
stressed m the enVIronmental economIcs hterature, IS that standard mdlcators of
macroeconorrnc performance, winch are used routmely by declSlon-makers m and out of
government, are flawed

As a number ofeconomIsts have observed, one of the most commonly used macroeconomIC
mdlcators, net natIOnal product (NNP), does not treat phySIcal capItal even-handedly (Solow
1992) To amve at NNP, deductIons are made for the depreCiatIOn ofeqUlpment, bUIldmgs,
and other assets made by human bemgs However, depletIOn of oIl deposIts, standmg timber,
and other lands of envIronmental wealth IS neglected entIrely ThIS means that a country can
raIse NNP, conventIOnally defined, m the short run by exhaustmg ItS natural resources, even
though ItS long-term economIC prospects mIght be severely ImpaIred m the process

To Illustrate the bIas of standard macroeconomIC measures, Repetto et al (1989) have
demonstrated that much of the IndoneSIan economy's apparent expanSIOn through the mIddle
1980s resulted from deforestatIOn, SOlI erosIOn, and above all else the depletIOn of fossIl fuel
deposIts, when natural resource accountmg IS done, actual rates of growth turn out to have
been much lower

There have been other refinements In the conceptuahzatIOn and measurement of economIC
progress Although the role ofnatural resources IS not stressed m many of the recent
contnbutIOns to the lIterature on economIC development, those contnbutlons proVIde a
framework for understandmg why envIronmental degradatIon, generally, and habItat loss,
specIfically, are often exceSSIve

7 Interchange With other members of the BASIS team-ClaudIO Gonzalez-Vega (team leader), Sarah
Gammage, Neal McMullen, and MIchael Roth-was hIghly enlIghtemng Also very helpful were
mterviews and dISCUSSIOns WIth USAID personnel and Salvadoran researchers, who are too numerous
to lIst here I am partIcularly grateful, though, for the aSSIstance provIded by JaIme Acosta, Anabella
Larde de Palomo, and theIr colleagues at the FUSADES Of course, I take exclUSIve responslbIhty for
all the paper's errors and omISSIOns, and the VIews expressed are mme alone and are not necessanly
supported by USAID, BASIS, the OhIO State UmverSIty, or FUSADES
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For example, Romer (1986) has exammed the shortcommgs of neoclassIcal growth models,
ongmally developed dunng the 1950s Underlymg the neoclassIcal approach IS the Idea that
Improvements over tIme m hvmg standards are lInked to the accumulatIOn ofproductIve
assets, WhICh IS reasonable enough

Moreover, capItal usually has been treated as a homogenous quantity, somethmg that IS
manufactured and physical more often than not However, the empmcal models denved from
theonsts' work lack explanatory power That IS, attempts to estImate Imkages between
different natlOns' growth rates and their respective endowments ofmachmery and other
manufactured capital have not met With much success Romer (1986) contends that poor
empmcal results often can be traced to the neglect ofless tangIble assets, hke human capital

No cause ofpoor economIC performance m Latm Amenca and other parts ofthe developmg
world IS more Important than madequate human capItal formatIOn More often than not,
provldmg too httle support for educatIOn and health and SanItatIOn servIces, WhICh are all
especIally defiCient m rural areas, has resulted from a fundamental mIsallocatIOn of pubhc
sector resources Over the years, enormous sums have been spent m Latm Amenca on non
targeted consumption subSIdies (most of which are captured by relatively affluent
households), the mIlItary, parastatal corporatIOns, and so forth IneVItably, education, health,
and SanItatIOn expenditures have suffered Consequently, there are now large numbers of
people m the regIon who do not have the skIlls reqUIred for more remunerative and productIve
employment

ASIde from poverty and lost opportunItIes for economIC growth, there IS an environmental
pnce to be paId where education and related human capItal mvestments are not what they
should be EnVIronmentally sound production of agncultural commodIties and timber, It must
be remembered, often reqUIres sophisticated understandmg and management ofbiologIcal
processes ObVIously, adoption of Improved systems IS discouraged If knowledge IS lackmg
In particular, human capItal formatIOn IS essential to achieve the sustamable yield mcreases
needed to forestall the agncultural economy's expanSIOn onto land now covered With natural
vegetatIon

Environmental Impacts also anse because madequate support for educatIon and health and
SanItatIon servIces m rural areas Impedes the movement of labor out of agrIculture and mto
other sectors of the economy, typically mto lInes ofwork that mvolve less explOitatIon of
natural resources In particular, many rural people whose meager skIlls clrcumscnbe their
non-farm employment pOSSibilIties find that their best option IS to resort to ralsmg crops and
perhaps some lIvestock along hillSides, m ram forests, and m other fragIle environments

As Schneider (1995) documents m a study of the BrazIlIan Amazon, mmmg nutnents m areas
where forests are glvmg way to cropland and pasture IS a relatively attractive optIon for Latm
Amenca's rural poor By no means does thiS Imply that the returns they denve from
agncultural colOnIZatIOn are high Except m advantageously located settlement projects,
colOnIsts' household mcomes m the BrazilIan Amazon only exceed the mmlmum wage,
which m rural areas amounts to less than $100 per month, by a factor oftwo or three
(FAOIUNDP/MARA 1992)

The returns captured by agents of deforestatIOn m northwestern Ecuador are SimIlarly
margmal In a survey of approXimately 165 colOnIsts carned out m 1991, Southgate et al
(1992) found that annual net cash flows m the region averaged Just $25 per hectare Of those
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settlers wilhng to name a pnce, the vast maJonty mdicated that they would part wIth theIr
holdmgs If offered Just $300 per hectare

That colonIsts 10deed find It worth theIr whIle to mIgrate to remote frontIers because they lack
the human capItal requIred for more lucratIve employment IS revealed by surveys carned out
10 Ecuador In the northeastern part ofthe country, average educatIOnal attamment for rural
adults IS less than three years (pIchon, forthcom1Og) ThIS IS comparable to what Southgate et
al (1992) have found among colonIsts' households 10 northwestern Ecuador

Although It IS of paramount Importance, human capItal scarcIty IS neIther the only cause of
rural poverty nor the only reason why overexplOltatIOn of renewable resources IS a pnmary
feature of economIC actIvIty 10 the Lat10 Amencan countrysIde Resource degradatIon also
results from the underdevelopment ofwhat economIsts refer to as socIal capItal, whIch IS
defined to 10clude the rule of law, courts, and related 1Ostitutions that eXIst to make sure that
contracts and property nghts are respected WIthout those 1Ostitutions, ofcourse, markets
functIOn anemlcally or not at all

The role of socIal capItal has receIved a lot ofattentIOn m the recent lIterature on growth and
development For example, Olson (1996) has observed that dIscrepancIes between the
economIC performance of poor and nch countnes cannot be explamed only m terms of
average educatIOnal levels, access to technology, the avaIlabIlIty ofmachmery, and other
kmds of human and phySIcal capItal Slow growth and low hv10g standards m places hke the
former SovIet Umon, he argues, IS caused mamly by the waste and mIsallocatIOn of eXIst10g
assets, whIch m turn have to do wIth the feebleness of capItalIsm's undergIrd10g mstitutions

Although Olson (1996) does not focus speCIfically on natural resources, hIS work furnIshes an
mtngumg perspectIve on why there IS not enough envIronmentally sustamable economIc
progress m the Lat10 Amencan countrysIde There IS no denymg that the resource
endowments ofBrazIl, Venezuela, and many other countnes m the Western HemIsphere are
supenor to what one finds m many parts ofASia and Afnca, and Europe for that matter
However, SOCIal capItal remams poorly artIculated, WhICh mevitably has envIronmental
consequences

The contnbutIOn that weak mstItutions make to tropIcal deforestatIon has been exammed by
Deacon (1994) He pomts out that governments of poor countnes are often unstable, as
reflected by frequent coups d'etat and constItutIonal change, and tend to do a poorJob of
enforc1Og property nghts Furthermore, lawlessness plus a general lack ofgovernmental
accountabIlIty leads to exceSSIve habItat loss, as an econometnc analysIs of land cleanng 10
120 countnes demonstrates Deacon's (IbId) results corroborate the find10gs ofa more
narrowly focused study, m WhICh settlers m the Ecuadonan Amazon were found to respond to
the government's slowness 10 processmg applIcatIOns for formal land tenure by claImmg land
m the tIme-honored way cleanng away natural vegetatIOn m order to exerCIse agrIcultural use
nghts (Southgate, SIerra, and Brown 1991)

By contrast, strong mstitutIOns make sustamable resource management pOSSIble For example,
the success that ethnIc Japanese commumtIes have enjoyed wIth agroforestry m the BrazIlIan
Amazon IS related m part to the cooperatIve organIZatIOns they have establIshed, whIch
proVIde technIcal assIstance, credIt, market mformatIOn, and other servIces (Subler and UhI
1990)
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The factors dnvmg habitat loss and other forms of environmental degradation m poor
countnes are highly complex and reqUIre much more mvestIgatlOn No simple explanation
(e g, that poverty causes resource depletion or vice versa) comes close to bemg universally
applIcable It IS obvIous, though, that there IS a common set ofcauses leadmg both to poor
economic performance (and rural poverty, m partIcular) and to the detenoratlOn of renewable
natural resources AssIgnmg specIfic weights to madequate human capital and
underdeveloped SOCial capital may not be pOSSible Suffice It to say that the two are
mterrelated and that they lead Jomtly to the excessive depletion of natural resources Just as
surely as they combme to mduce the waste and misallocatIOn of physIcal capital made by
human hands

B Lessons To Be Learned In EI Salvador about EnVironmental
Depletion and Conservation

Nowhere are the consequences of meager human and SOCial capital more clearly on display
than mEl Salvador, which With a national temtory of only 21,041 square kIlometers IS the
smallest country on the Amencan mamland Well mto the 1980s, human fertilIty, which IS
closely hnked to female IllIteracy, was very high mEl Salvador But because of emigratIOn,
population growth was not that htgh, averagmg Just 1 8 percent per annum between the 1971
and 1992 censuses (DGEC 1977, DGEC 1995) Now that the CIVil war has ended, fewer
people are leavmg the country and demographic expansion has accelerated From 1992
through 1997, the annual growth rate has been a lIttle less than 3 percent (DGEC 1996) Even
though one out of every SIX or seven Salvadorans now lIves m the Umted States, the country
IS more densely populated, With 250 people per square kIlometer, than any other mdependent
state m the Western Hemisphere aSide from a few small Canbbean Islands (panayotou, FariS,
and Restrepo 1997)

Economic performance has been positive m recent years Structural adjustment began m
earnest around 1990 Respondmg to the commercial opportumtles created by freer markets,
the Salvadoran economy grew by 6 percent per annum through 1995 Peak rates of annual
expansIOn of more than 7 percent were achieved after the 1992 Peace Accords, which brought
an end to a war that had lasted for more than a decade (panayotou, Fans, and Restrepo 1997)

However, economic growth IS showmg signs of flaggmg, the rate for 1996 only amountmg to
3 percent Some ofthe blame can be aSSigned to the exchange rate distortIOns resultmg from
remittances sent home by emigrants Those remittances exceed what the country earns from
overseas sales of coffee, which IS the leadmg national export (other than people), and
accordmg to local bankers have caused the Salvadoran colon to be over-valued by
approXimately 30 percent As a result, mcentlves to compete m mternatlonal markets have
been weakened and Imported substitutes for locally produced commodities are artIfiCially
cheap

But emigratIOn, remittances, and exchange rate distortIOns do not fully explam why El
Salvador's domestic economy IS not growmg much more rapidly than IS the country's
population EspeCially m rural areas, major mefficlencles result because misgUIded publIc
polICies and a dearth of SOCial capital cause markets for vanous factors of production to be
unduly ngld Human capital scarcity takes a severe toll as well
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One publIc polIcy that has turned out to have adverse consequences IS agranan reform
Undertaken to allevIate SOCIal ferment m the countrysIde, It has had the effect ofkeepmg
pnme farmland tied up m relatIvely large, unproductIve holdmgs About 30 percent of the
country's agncultural real estate IS controlled by agranan reform cooperatIves establIshed
dunng the 1980s (Shaw 1997) Nevertheless, an agncultural pohcy expert who works for
USAID m El Salvador confirms the wIdely CIrculated claIm that less than 10 percent of the
country's crop and lIvestock output IS produced by cooperatIves (Hugo Ramos, personal
commumcatIOn, 1997) Shaw (1997) reports that 20 percent ofEI Salvador's very best
farmland IS cooperatIvely owned, and that three-tenths of that real estate currently SitS Idle

Left to theIr own deVIces, members ofat least some cooperatIves could be counted on to sell
off theIr holdmgs, thereby allowmg land to be transferred to firms and mdIVIduals able to use
rural real estate more productIvely However, thts sort of exchange IS preempted by vanous
laws and regulatIOns Only dunng the last couple of years have sales of cooperatIve land been
permitted, but only to payoff debts mcurred durmg the course ofland acqUiSItion (Shaw
1997)

Another optIOn would be for cooperatIves to begm functIOmng more hke regular busmess
enterpnses-eorporatlOns for example But thIS would reqUire major Improvements m SOCIal
capItal As they currently stand, contract and property law m the Salvadoran countrysIde
would not prOVIde much "assurance" to shareholders m a corporatIOn that had evolved from a
cooperatIve That IS, owners could not count on theIr best mterests to be respected
conSIstently by managers and workers, gIven the weakness of courts and related mstitutIOns

Currently, cooperative members appear to be respondmg to the SOCIal capital vacuum by
refusmg to mvest and by seIling whatever the law says IS marketable (1 e , machmery but not
land) When dnvmg through the flat, fertIle valleys east of the natIOnal capItal, one IS struck
by the SIght of pnmary lITIgatIOn canals leadmg up to the borders of extenSIve cooperatives,
whtch have not orgamzed theIr members to dIg the secondary and tertIary canals needed to
dlstnbute water to mdlvldual fields LIkeWise, farm eqUipment seems to have become
extremely scarce on the coastal plams, where nch volcamc SOlis once supported a thnvmg
cotton mdustry but where cooperatIves now dommate and the land IS severely underutlhzed

A lack of social capital also appears to explam some of the mefficlencle3 and nglditIes that
characterIze finanCial mtermediatIon mEl Salvador PartICIpatIOn m rural credIt markets IS
very thm m the country, With only 31 percent of farmers and rural households surveyed m
early 1996 reportmg havmg taken out a loan dunng the precedmg five years (Lopez 1997)
Government regulation IS not the problem, now that mterest rate controls are a thmg ofthe
past Instead, lImited lendmg m rural areas has a lot to do With poor busmess prospects In the
agncultural sector, whIch m tum are related to an overvalued currency, mflexlble real estate
markets, and other distortIOns

Furthermore, restncted finanCial intermedIatIOn seems to reflect a lack of confidence on the
part of credIt sources, both formal and Informal, that borrowers can be obhged to repay ThIS
IS perhaps mevltable In a country that has gone through the sort of conflict and SOCIal
dIslocatIOn that EI Salvador recently expenenced (Of course, the fact that a recalCItrant
borrower mIght own a weapon or can easily get hold of one also has to cross a lender's mmd
from tIme to tIme)
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UndertakIng the polIcy reforms and makIng the social capital Improvements needed to make
factor markets work better would reduce rural poverty and also ease pressure on the natural
resources on which poor people have come to depend If land and capItal markets were more
efficient, real estate would end up m the hands of Its hIghest and best users, IncludIng
productive small farmers, and more mvestment would take place Employment would
mcrease, both on commercial farms and m the agnbusmesses that serve them ThiS would
benefit the rural poor dIrectly and would cause at least a few ofthem to retire from the hillSide
plots where they now raise com, beans, and a few other crops

NotWlthstandmg Its Importance, however, ImprOVIng factor market effiCiency IS not a
suffiCIent condItIOn for rural development that IS SOCially broadly based as well as
envIronmentally sustamable Accelerated human capItal formatIOn also has to take place

EI Salvador's record m thiS area IS poor In 1990-91, health expendItures only amounted to
1 5 percent of gross domestic product (GDP) At 1 8 percent ofGDP, spendmg on educatlOn
was slIghtly higher, but still compared poorly With the support bemg proVided mother
countnes For example, schoolIng expenditures as a portion ofGDP were 3 7 percent m ChIle,
3 8 percent m Thailand, and 69 percent m MalaySia m 1990-91 Indeed, those three countnes
supported human capital formatlOn better m 1960, when their standards of lIvmg were lIttle
better than what El Salvador's IS now, educatlOn expenditures as a portion of GDP at that time
were 27 percent m Chl1e, 2 3 percent m Thailand, and 29 percent m MalaySia (panayotou,
Fans, and Restrepo 1997)

El Salvador's poor showmg m 1990-91 probably had somethmg to do With elevated mlhtary
expendItures Smce then, human capital formatIOn has claimed a greater share ofgovernment
funds, and local control of schools has been mcreased so that teacher absenteeism can be
reduced and other measures for enhancmg educatlOnal quahty can be apphed However, the
legacy ofundennvestment endures The country's human development mdex, which the
Umted NatIOns calculates usmg data on average educatlOnal attamment, lIfe expectancy and
nutntlOnal status, and related factors, IS mdlstmgUlshable from the mdex for Honduras, WhICh
IS the poorest country m Central and South Amenca Only m Haiti are condltlOns appreciably
worse (panayotou, Fans, and Restrepo 1997)

EducatIOn and health and samtatlOn services are espeCially defiCient outSide of San Salvador
and other major Cities, and the mCldence ofpoverty m rural areas IS well above the natlOnal
rate, which IS 50 percent (Lopez 1997) Econometnc analySIS suggests that meager human
capital does not greatly affect the mcome receIved either by small farmers or landless
agnculturallaborers (Ibid 1997)

In additIOn, PaglOla and Dixon (1997) contend that the shortage of skills m rural areas does
not greatly Impede the adoptIOn of conservatlOn tillage and other SOlI conservatIOn measures
Offar greater Importance are the Impacts on mter-sectorallabor movements as well as small
farmers' 10catlOnal deCISions Lopez's (1997) econometnc study reveals that the chances of
findmg non-agncultural work, which pays better, are pOSitIvely related to educatIOnal
attamment

Rural familIes With lImited employment prospects are partIcularly lIkely to make a go of
farmm~ on a small hIllSIde plot More of them are now domg exactly that m northern El
Salvador, which was the scene of some of the worst fightmg dunng the war and IS also where
the steepest land m the country IS found Smce the 1992 Peace Accords were Signed, small
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farmers have been dnftIng back to the area, whIch had expenenced a certaIn amount ofland
abandonment and forest regeneratlOn

InformatlOn about demographIc trends In El Salvador IS spotty EspecIally outsIde ofcItIes
and towns, carryIng out a census In 1992, just as the CIVl1 war was endIng, was dIfficult In
additlOn, several rural admInIstratIve dIstncts, called mumclpIOs, have been recategonzed as
urban Thus, census results IndIcatIng a contractIon In the rural populatIons ofEI Salvador's
three northern departments between the last two censuses are almost certaInly exaggerated
(Table 1) Regardless, It IS clear that there has been a reversal dunng the past five years
Although separate projectlOns are not avaIlable for urban and rural areas (DGEC 1996), It IS
reasonable to conclude that some ofthe populatIon growth that has taken place In Cabaiias,
Chalatenango, and Morazan reflects an Increase In the farmIng populatIon The Increase may
not be as great as rural demographIc expansIon In other parts of the country, but It IS taking
place nonetheless (Table 1)

Resettlement of the countrysIde IS allOWIng El Salvador to contmue holding the distInctlOn of
beIng the Western HemIsphere's second most denuded country, after HaItI ASIde from the
coffee plantatlOns where shade trees have been planted, only 2 percent ofthe natlOnal temtory
IS forested (panayotou, Fans, and Restrepo 1997)

Table 1 Annual populatlOn growth In EI Salvador's three northern departments

1971 to 1992 1992 to 1997

Urban Rural Total Total

Cabaiias 324% -054% 033% 164%

Chalatenango 1 15 -031 013 166

Morazan 1 86 -035 014 130

entIre natIon 297 080 1 77 291

Sources DGEC, 1977, DGEC, 1995, DGEC, 1996

C The Inextricable Ties Bmdmg Habitat Protection to Economic
Improvement m the Countryside

Envlronmentaltsts can learn a pOSItIve lesson ofgreat Importance In El Salvador, WhICh IS that
ImproVing the economIC prospects of the rural poor can contnbute substantially to the
conservatlOn ofLatIn Amenca's natural habItats That IS, InvestIng In human and SOCIal
capItal In rural areas should enable more IndIVIduals to find more remuneratIve jobs, usually
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outsIde ofagnculture Fewer people should find themselves relegated to SubsIstmg on a small
hIllSIde holdmg, migratmg to an urban slum In the hope of findmg some sort ofemployment
(Informal more often than not), or settlIng on an agncultural frontIer

By the same token, one cannot be optImIstIc about economIC progress and habItat
conservatIon m the Latm Amencan countrysIde Ifhuman and SOCIal capItal remam scarce In
general, poverty wIll contmue to be WIdespread In the countryside and the rural poor WIll take
advantage ofeach and every opportumty that comes theIr way to explOIt renewable resources
Even where It IS made available, full advantage WIll not be taken of technology reqUIred for
the sustamable mtenslficatlon ofcrop and hvestock productIon

NeIther WIll It be pOSSIble to deal WIth the market fatlure of deforestatIon If the phght of the
rural poor IS not addressed more effecttvely Efforts to pay for carbon sequestratIon and other
envIronmental servIces prOVIded by forests WIll be severely hampered by the costs of
preventIng encroachment by agncultural colomsts LIkeWIse, ImtiatIves to pohce park
boundanes and to promote nature-based tOUrIsm and the sustaInable development of forest
resources WIll not WIthstand the human onslaught unleashed If poverty contInues to gnp the
countrysIde (Southgate, forthcomIng)

Those who suppose that habitats can be protected merely by estabhshmg nature reserves
should keep m mInd the geographiC lengths to whIch poverty has dnven the Salvadoran
peasantry m recent decades Duong the 1960s, tens of thousands pushed their way mto
Honduras m order to carve farms out of the neighbonng country's forests, ml1Itary actIon was
reqUIred to expel them Twenty years later, a much larger migratIOn to the Umted States
occurred Ifrural people desperate to support themselves and theIr famIlIes pay httle heed to
natIonal frontIers, how much respect are they ever hkely to show for park boundanes?

Puttmg a halt to deforestatIOn reqUIres the applIcatIOn ofa broad array of remedIes Under
certaIn CIrcumstances, nature-based tounsm and the sustamable harvestmg oftImber and other
forest products have a role to play Also, those who have mIgrated to agncultural frontIers
should be encouraged to adopt agroforestry and other actIVIties charactenzed more by
resource management than by resource mmIng At a more general level, agncultural
mtensIficatIon needs to take place, so that Increasmg demands for crops and hvestock can be
accommodated With mImmal encroachment on natural habItats In addItIOn, ways should be
found to reward those who protect tropical forests and the envIronmental services they
proVIde

But for all these measures to succeed, capItalIsm's underpmnIng mstttutIOns must be
strengthened and support for educatIOn and health and samtation services has to be mcreased,
espeCIally m rural areas Indeed, accelerated formatIOn of SOCial and human capItal, whIch IS
the key to broad-based economIC progress, w111 have to be the cornerstone of strategIes to
conserve habItats and other renewable resources mEl Salvador and other parts of the
developmg world
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