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PREFACE 

Th is  r e p o r t  i s  t h e  work o f  many minds and hands. A1 though t h e  bu l k  o f  t h e  

m a t e r i a l  was developed and w r i t t e n  by t he  Development Assoc ia tes team, i m p o r t a n t  

c o n t r i b u t i o n s  were made by o f f i c i a l s  o f  t h e  USAID/E1 Salvador.  

F i r s t ,  we w ish  t o  thank t h e  M i s s i o n  D i r e c t o r ,  M a r t i n  Dagata, f o r  h i s  counsel  and 

guidance as we were deve lop ing  t h i s  document. H i s  c l o s e  a t t e n t i o n  t o  ou r  work 

was much apprec ia ted .  I n  a d d i t i o n ,  we must s i n g l e  o u t  f o r  g r a t i t u d e  P a t r i c i a  K. 

Buckles,  Ch ie f ,  P r i v a t e  E n t e r p r i s e  D i v i s i o n  (PRE), f o r  he r  suppo r t  and d i l i g e n c e  

i n  p r o v i d i n g  us w i t h  t h e  m a t e r i a l s  and c o n t a c t s  needed i n  c o ~ l l p l e t i n g  t h e  f i r s t  

s tages o f  t h e  work and l a t e r  f o r  her  guidance and e d i t i n g  ass i s tance  i n  p u t t i n g  

t oge the r  t h e  f i n a l  d r a f t  p r o j e c t  document. Ernes to  A1 t s c h u l  and Bal t a z a r  

F e r r e i r o  o f  t h e  PRE D i v i s i o n  a l s o  p rov ided  i n f o r m a t i o n ,  c o n t a c t s ,  and adv ice .  

For t h e i r  pa t i ence  and u n t i r i n g  ass is tance ,  we a r e  most a p p r e c i a t i v e .  

We a1 so w i sh  t o  thank Don Boyd o f  t h e  O f f i c e  o f  P r o j e c t s  f o r  h i s  c o o r d i n a t i o n ,  i n  

!!s. Buckles absence, i n  he1 p i n g  a r range  t h e  team's w r i t t e n  m a t e r i a l s  acco rd ing  t o  

t h e  format d e s i r e d  by t h e  b l i s s i on  and f o r  a s s i s t i n g  i n  w r i t i n g  some o f  t h e  

i n t r o d u c t o r y  p i eces  t o  severa l  sec t i ons  o f  t h e  paper. 

Our a p p r e c i a t i o n  a l s o  goes t o  Cam Wickham, M i s s i o n  economist ,  f o r  h i s  e d i t o r i a l  

work on t h e  economic analyses done a t  t h e  o u t s e t  o f  t h e  c o n t r a c t  by t h e  team's 

i n d u s t r i a l  economist. M r .  Wickham's w r i t t e n  c o n t r i b u t i o n s  a r e  in termeshed w i t h  

t h e  analyses o f  t h e  team economist  and a r e  found  i n  t he  Background and Economic 

Ana l ys i s  sec t i ons  o f  t h e  P r o j e c t  Document. H i s  overv iew o f  t h e  Salvadoran 

economy, d isaggrega t ions  o f  some o f  t h e  data,  pa r t i c111  a r l y  t h e  DRC c a l c u l a t i o n s ,  

by f i r m  s i z e ,  and h i s  c o n t r i b u t i o n s  t o  t h e  d i s c u s s i o n  o f  comparat ive advantages 

were he1 p f u l  and i m p o r t a n t  i n p u t s .  

To R0dne.y Ga l lagher ,  economist  and P r o j e c t  Team Leader f o r  t h e  P r o j e c t  

Development Ass is tance  Program (PDAP) , USAID Barbados, and an en~pl oyee o f  Coopers 

& Lybrand I n t e r n a t i o n a l  Management-Consult ing Serv ices ,  we express our  

a p p r e c i a t i o n  f o r  h i s  w r i t t e n  and ve rba l  c o n t r i b u t i o n s  t o  t h e  d i scuss ions  o f  

e x p o r t  and inves tment  p o l i c y  c o n s i d e r a t i o n s  and demand fo r  f o r e i g n  exchange. 
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We wish a l s o  t o  thank the  P r i v a t e  E n t e r p r i s e  D i v i s i o n ' s  s e c r e t a r i a l  s t a f f  f o r  

t h e i r  i n v a l u a b l e  c o n t r i b ~ ~ t i o n s  i n  p repa r ing  a1 1  t h e  many n a r r a t i v e  pieces, c h a r t s  

and t a b l e s  which make up t h i s  p r o j e c t  document. P a r t i c u l a r l y ,  we express ou r  

a p p r e c i a t i o n  t o  Mar ia  Teresa de C l  a i rmont ,  Mar ta  Bolanos, and Kay Bebout. 

And f i n a l l y ,  we wish t o  thank Dave Carter ,  A d m i n i s t r a t i v e  O f f i c e r ,  and h i s  s t a f f  

f o r  t h e i r  l o g i s t i c a l  suppor t  t o  us i n  terms o f  housing, t r a n s p o r t a t i o n ,  and, very  

i m p o r t a n t l y ,  t h e  use o f  t he  computer. 

As can be c l e a r l y  seen, our  f i n a l  p roduc t  i s  t h e  r e s u l t  o f  a  broad c o l l a b o r a t i v e  

e f f o r t  on t h e  p a r t  o f  many d i f f e r e n t  USAID people. We a r e  g r a t e f u l  t o  have had 

t h i s  i npu t .  
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I. INTRODUCTION 

On November 9, 1983, t h e  Development Assoc ia tes  team t r a v e l e d  t o  E l  Salvador  t o  

a s s i s t  t h e  USAID M i s s i o n  i n  t h e  development o f  t h e  I n d u s t r i a l  S t a b i l i z a t i o n  and 

Recovery P r o j e c t .  The task  was t o  p r o v i d e  AID w i t h  t h e  background i n f o r m a t i o n  

needed i n  t he  development o f  v a r i o u s  p r o j e c t - r e l a t e d  documents. The team p re -  

pared  q u a n t i t a t i v e  and q u a l i t a t i v e  d e s c r i p t i o n s  o f  E l  Sa l vado r ' s  n o n - t r a d i t i o n a l  

i n d u s t r i a l  sec to r ,  assessments o f  t h e  c o n s t r a i n t s  o f  manufac tu r ing  f i r m s  t o  

i n c r e a s i n g  p roduc t i on  and p r o d u c t i v i t y ,  i n c l  ud ing  t h e i r  t e c h n i c a l  /managerial  and 

c r e d i t  needs, and rev iewed t h e  f i n a n c i a l  and s e r v i c e  i n s t i t u t i o n s  a s s i s t i n g  

businesses o f  a l l  s i z e s  w i t h  p a r t i c u l a r  concern f o r  t h e i r  c a p a b i l i t i e s  t o  p r o v i d e  

needed se rv i ces .  An i n t e g r a l  p a r t  o f  t h e  assignment was t o  ga ther ,  compute, and 

ana lyze  economic i n f o r m a t i o n  on t he  s t a t u s  o f  t h e  Salvadoran economy and 

i n d u s t r i a l  a c t i v i t y  i n c l u d i n g  m ic ro ,  smal l  , medium, and 1  a rge  f i r m s .  

1. Contex t  

These macro and micro-economic analyses by t h e  Development Assoc ia tes  team were 

c a l  l e d  f o r  s p e c i f i c a l l y  i n  t h e  c o n t r a c t  agreement w i t h  USAID/ES. However, g i ven  

t h e  ili s s i o n ' s  i n t e r e s t  i n  deve lop ing  a  P r o j e c t  I d e n t i f i c a t i o n  Document (PIO)  f o r  

t h e  I n d u s t r i a l  S t a b i  1  i z a t i o n  and Recovery Program by  mi d-December 1983, t h e  f i n a l  

ou?put o f  t h e  work s h i f t e d  f rom a  d r a f t  r e p o r t  t o  t h e  M i s s i o n  c o n t a i n i n g  t h e  

d e s c r i p t i o n s  and analyses c a l l e d  f o r ,  t o  an enhanced p r o j e c t  document. The 

document was designed t o  cover  t h e  i n f o r m a t i o n  requ i rements  o f  a  PID, b u t  would 

c o n t a i n  a  cons ide rab l y  l a r g e r  amount of  t h e  s p e c i f i c  i n f o r m a t i o n  and analyses 

r e q u i r e d  a t  t h e  l a t e r  formal P r o j e c t  Paper s tage  as a  means o f  g i v i n g  t h e  M i s s i o n  

a  head -s ta r t  i n  program development. When the  Development Assoc ia tes team 

a r r i v e d ,  t h e  ;.l ission a l r e a d y  had prepared a  "PID o u t l  i n e "  as t h e  gu ide  t o  t h e  

p r e p a r a t i o n  o f  t h e  des ign  document. The o u t l  i n e  was d iscussed a t  t h e  f i r s t  

weekly "PID team" meet ing  on Saturday, November 12, a t  which t ime i t  was agreed 

t h a t  t h e  AID and Development Assoc ia tes  s t a f f s  would i n t e g r a t e  e f f o r t s  i n  

p r e p a r a t i o n  o f  t h e  p r o j e c t  document accord ing  t o  t h e  proposed o u t l i n e .  



I n  r e v i e w i n g  t h e  s p e c i f i c  elements o f  t he  c o n t r a c t  and t h e  PID o u t l i n e ,  t h e r e  i s  

a lmos t  ve rba t im  c o r r e l a t i o n  between t h e  two th roughout  t h e  d e s c r i p t i v e  and 

a n a l y s i s  sec t ions .  The d i f f e r e n c e  i s  t h a t  i n  deve lop ing  t h e  f i n a l  p roduc t  w i t h  

AID, p r o p o r t i o n a t e l y  more e f f o r t  was p laced  on t h e  s p e c i f i c s  o f  program des ign,  

s t r a t e g y ,  and o t h e r  s p e c i f i c  PID requ i rements  than  o r i g i n a l  l y  was contemplated. 

Du r i ng  t h e  e n t i r e  course  of  t h e  work, t he  Development Assoc ia tes  team worked i n  

c l o s e  and cons tan t  c o l l a b o r a t i o n  w i t h  ; l i s s i o n  s t a f f ,  r e c e i v i n g  exce l  l e n t  

1  o g i  s t i c a l  suppor t .  

2. Methodology 

The Development Assoc ia tes  team i n i t i a l  l y  was composed o f  f i v e  s p e c i a l  i s t s  w i t h  

v a r y i n g  e x p e r t i s e  i n  p o l i c y  and l e g i s l a t i o n ,  t r a d e  development, f i n a n c i a l  

management, i n d u s t r i a l  economics and smal l  bus iness  development. The p o l i c y  and 

l e g i s l a t i o n  s p e c i a l  i s t  and i n d u s t r i a l  economist  were ass igned  t o  t he  p r o j e c t  f o r  

a  week and a h a l f  and t h r e e  weeks r e s p e c t i v e l y .  The rema in ing  t h r e e  team members 

worked w i t h  t h e  H i s s i o n  f o r  t he  f u l l  f i v e  weeks. 

The f i r s t  major  task  was f o r  t he  team t o  become f a m i l i a r  w i t h  t he  g r e a t  amount o f  

w r i t t e n  m a t e r i a l  on Salvadoran bus iness and economy t o  p r o v i d e  background and 

data sources f o r  t h e  ensuing work. For  t h i s  a  l i t e r a t u r e  c o o r d i n a t o r  was 

ass igned from t h e  team t o  screen t h e  hundreds o f  documents con ta ined  i n  t h e  

P r i v a t e  E n t e r p r i s e  D i v i s i o n  (PRE) and develop r e a d i n g  1 i s t s  d i v i d e d  i n t o  f o u r  

p r i n c i p a l  areas. They were: genera l  r ead ings ,  sma l l  e n t e r p r i s e ,  t r a d e  

development and ag r i bus iness ,  and misce l laneous  memos, a i rgrams,  documents and 

f i l e s .  I n  a l l  , 113 documents were s e l e c t e d  f o r  rev iew.  The m a j o r i t y  o f  these 

were used by  t he  team i n  an i n i t i a l  e f f o r t  t o  l e a r n  as much as p o s s i b l e  f rom 

secondary sources. 

Simul taneous ly  , t h e  Development Assoc ia tes  I n d u s t r i a l  Economist began devel o p i n g  

t h e  data base f o r  t he  macro-economic analyses.  The da ta  e n t r y  was a i d e d  by USAID 

s t a f f ,  and by Cen t ra l  Bank computer f a c i l i t i e s  and s t a f f  t h a t  were made a v a i l a b l e  

f o r  computat ion work. 
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Meanwhile, t h e  r e s t  o f  t h e  team con t i nued  t o  work t oge the r  deve lop ing  i t s  genera l  

knowledge ahout  t h e  Salvadoran economic, business, and p o l i t i c a l  scene. Du r i ng  

t h i s  i n i t i a l  phase o f  t h e  work, t h e  beg inn ings  o f  t h e  p r o j e c t  concept  were formed 

based on t h e  M i s s i o n ' s  p e r c e p t i o n  o f  t h e  p r o j e c t  goal ,  as w e l l  as t h e  team's 

i n i t i a l  assessments o f  t h e  c o n s t r a i n t s  f a c i n g  i n d u s t r i a l  s t a b i  1  i z a t i o n  and 

recovery .  

A week and one-ha l f  i n t o  t h e  c o n t r a c t ,  t h e  team began c o n c e n t r a t i n g  i t s  e f f o r t s  

on t h e  s p e c i f i c  areas o f  r e s p o n s i b i l i t y  o f  t h e  i n d i v i d u a l  members. Meet ings w i t h  

Salvadoran government o f f i c i a l s  and p r i v a t e  s e c t o r  r e p r e s e n t a t i v e s  were c a r r i e d  

o u t  t o  supplement t h e  r e p o r t s ,  b r i e f s  and o t h e r  secondary i n f o r m a t i o n  ga thered  

d u r i n g  t h e  f i r s t  days. The b u l k  o f  these meet ings took p l a c e  d u r i n g  t h e  second 

and t h i r d  weeks o f  work, a l t hough  a d d i t i o n a l  meet ings w i t h  commercial banks and 

p r i v a t e  companies, p a r t i c u l a r l y ,  were h e l d  d u r i n g  t h e  rema in ing  t i m e  so as t o  

con t i nue  t o  ga ther  supplemental i n f o rma t i on .  

The dea r th  o f  c u r r e n t  and r e l i a b l e  data i n  many areas of  i n q u i r y  made a n a l y s i s  

d i f f i c u l t .  However, th rough  meet ings, t he  team was a b l e  t o  update some 

i n f o r m a t i o n  and add new i n f o r m a t i o n  t o  a l l e v i a t e  t h e  most obv ious  d e f i c i e n c i e s .  

The l a s t  two weeks were spen t  p r i n c i p a l l y  i n  w r i t i n g  t h e  p r o j e c t  document and 

making a d d i t i o n s ,  changes and do ing  genera l  e d i t i n g  as requ i red .  The AID 

p roduc t i on  c o o r d i n a t o r  f o r  t h e  PID document d i d  a  s u b s t a n t i a l  amount o f  t h e  

e d i t i n g  and c o o r d i n a t i o n  w i t h  t h e  word p rocess ing  u n i t .  A1 so, an AID economist  

supplemented t h e  i n i t i a l  economic analyses done by t h e  team i n d u s t r i a l  economist .  

The Development Assoc ia tes  team met on a  weekly b a s i s  w i t h  t h e  ~ l i s s i o n  p r o j e c t  

committee t o  d iscuss  progress i n  p r o j e c t  development and i n  d i s c u s s i n g  t h e  rnajor 

i s sues  r a i s e d  i n  t h e  course  o f  t h e  work. We d iscussed such ma t te r s  as t h e  

op t ima l  t.ype o f  f i n a n c i a l  i n t e r m e d i a r y  t o  f i nance  e x p o r t  development, t h e  

mechanism most a p p r o p r i a t e  f o r  deve lop ing  e x p o r t  t r ade ,  t h e  demand f o r  c r e d i t  and 

f o r e i g n  exchange, t he  p o t e n t i a l  f o r  ag r i bus iness  development and e x p o r t ,  t h e  

r e l a t i o n s h i p  t o  t h e  Caribbean Bas in  I n i t i a t i v e ,  t h e  p o t e n t i a l  f o r  con t i nued  

suppo r t  o f  smal l  and micro-bus iness a c t i v i t i e s ,  t h e  impor tance o f  these 

sub-sectors  t o  employment, and t h e  r o l e  o f  t h e  p r i v a t e  s e c t o r  r e p r e s e n t a t i v e  
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o r g a n i z a t i o n s  i n  p r o j e c t  imp lementa t ion  v i s - a - v i s  government o r g a n i z a t i o n s  were 

some o f  t he  i ssues  covered. These meet ings were designed t o  keep o t h e r  

i n t e r e s t e d  sec t i ons  o f  t h e  M i s s i o n  app r i sed  o f  t h e  d i r e c t i o n s  o f  t h e  p r o j e c t  and 

t o  make adjustments  and m o d i f i c a t i o n s  i n  p r o j e c t  des ign as needed. 

Upon comple t ion  o f  t h e  f i n a l  d r a f t  document, t h e  M i s s i o n  p rov ided  t h e  team w i t h  

d i s k e t t e s  c o n t a i n i n g  a l l  m a t e r i a l s  which had been en te red  i n t o  t h e  i 4 i s s i o n 1 s  word 

processor .  Th is  was done t o  f a c i l i t a t e  t h e  f i n a l  w r i t i n g  and e d i t i n g  by t h e  

Development Assoc ia tes  team a t  t he  f i r m ' s  headquar ters  i n  A r l i n g t o n ,  V i r g i n i a .  

3. Summary o f  P r o j e c t  Thrus ts  

E l  Salvador  has been i n  t h e  t h r o e s  o f  a  d e v a s t a t i n g  economic d e c l i n e  over  t h e  

l a s t  f o u r  years .  Real o u t p u t  i n  t h e  manu fac tu r i ng  s e c t o r  has d e c l i n e d  by 39% 

s i n c e  1978, u n d e r u t i l i z a t i o n  o f  i n s t a l  l e d  c a p a c i t y  i s  abou t  40-50% on t h e  

average, unemployment i s  r u n n i n g  a t  between 40 and 48%, e x p o r t s  have d e c l i n e d  i n  

p a r t  as a  r e s u l t  o f  s t a g n a t i n g  Cen t ra l  h e r i c a n  Common Marke t  a c t i v i t y .  There i s  

a  r e d u c t i o n  i n  i n d u s t r i a l  a c t i v i t y  and, as a  r e s u l t ,  f o r e i g n  exchange ea rn ings  

a r e  down. Desp i te  reduced f o r e i g n  exchange earn ings ,  impo r ted  i n p u t s  f o r  

i n d u s t r i a l  p r o d u c t i o n  as a  percentage of  o u t p u t  a r e  on t h e  r i s e  i n  v a r i o u s  

sec to r s .  Th i s  r e q u i r e s  a  g r e a t e r  p r o p o r t i o n  o f  a v a i l a b l e  f o r e i g n  exchange t o  be 

earmarked f o r  i n d u s t r i a l  purposes i n  o rde r  t o  m a i n t a i n  i n d u s t r i a l  o u t p u t  a t  

cons tan t  1  eve1 s. D i f f i c u l t  p o l  i c y  dec i s i ons ,  t h e r e f o r e ,  need t o  be made w i t h  

r e s p e c t  t o  f o r e i g n  exchange a l l o c a t i o n s  and exchange r a t e s .  Small and 

micro-bus inesses i n  manu fac tu r i ng  con t i nue  t o  ope ra te  by t h e  thousands 

s u s t a i n i n g ,  i t  i s  c a l c u l a t e d ,  approx imate ly  140,000 jobs .  There i s  reason t o  

b e l i e v e  t h a t  these f i r m s  may be an i m p o r t a n t  absorber  o f  workers  1  a i d  o f f  f rom 

l a r g e  f i r m s .  These sma l l e r  f i r m s  a r e  v e r y  f r e q u e n t l y  n o t  e l i g i b l e  f o r  l o a n s  

th rough t h e  t r a d i t i o n a l  c r e d i t  system and those o r g a n i z a t i o n s  t h a t  do l e n d  t o  

smal l  f i r m s  a r e  o f t e n  i l l i q u i d .  

The demand f o r  c r e d i t  g r e a t l y  o u t s t r i p s  the  supp ly  a v a i l a b l e  th rough smal l  

bus iness f i n a n c i a l  i n t e r m e d i a r i e s .  The commercial banks do n o t  g e n e r a l l y  l e n d  t o  



t h i s  l e v e l  o f  business. U n s a t i s f i e d  demand f o r  c r e d i t  i n  t h e  m i c r o  and smal l  

bus iness subsec to rs  i s  c a l c u l a t e d  f o r  1984 and 1985 a t  U.S. $18.4 m i l l i o n .  Th i s  

i s  a s e r i o u s  problem f o r  these  bus inesses and t h e i r  a b i l i t y  t o  save employment 

and c r e a t e  n e t  new j obs .  

The essence o f  i n d u s t r i a l  s t a b i l i z a t i o n  and recove ry  i n  El Salvador,  then, 1 i e s  

i n  address ing  t h e  f o l  l o w i n g  i ssues :  

1 . Empl oyment sav ing  and c r e a t i o n  

2. Revi t a l  i z a t i o n  o f  t h e  e x i s t i n g  i n d u s t r i a l  base 

3. D i v e r s i f i c a t i o n  i n t o  new, p r o f i t a b l e  i n d u s t r i a l  areas, and; 

4. Generat ion o f  a d d i t i o n a l  sources o f  f o r e i g n  exchange 
th rough n o n - t r a d i  t i o n a l  expor ts .  

4. P r o j e c t  Components 

I n  o rde r  t o  address t h e  ma jo r  issues,  a two-pronged program approach has been 

proposed. F i r s t  t h e  program w i l l  emphasize i n d u s t r i a l  d i v e r s i f i c a t i o n  i n t o  

p r o d u c t i o n  o f  n o n - t r a d i t i o n a l  p roduc t s  p r i m a r i l y  f o r  expo r t ,  t a k i n g  p a r t i c u l a r  

i n t e r e s t  i n ,  b u t  n o t  l i m i t e d  t o ,  Car ibbean Bas in  I n i t i a t i v e  (CBI)  i n c e n t i v e s  f o r  

e n t r y  i n t o  t h e  U.S. market. I n i t i a l  focus w i l l  be p l a c e d  on a g r o - i n d u s t r i a l  

e x p o r t  p roduc ts  w i t h  l ow  domest ic r esou rce  c o s t s  (DRCs) (e.g., an i n d i c a t o r  o f  

compara t i ve  advantage v i s - a - v i s  w o r l d  p r i c e s ) .  

The mechanism f o r  c a r r y i n g  t h i s  o u t  would be through t r a d i n g  companies 

e s t a b l i s h e d  a long  genera l  p r o d u c t  1 i nes .  I n  o rde r  t o  f a c i l i t a t e  t h e  process,  

however, t h i  s p r o j e c t  r ecogn i zes  t h e  need f o r  a f 1 e x i  b l  e f i n a n c i a l  i n t e r m e d i a r y  

mechanism. Wi thou t  t h i s  e s s e n t i a l  component, which would channel b o t h  1 oca l  

cu r rency  and f o r e i g n  exchange loans  t o  e x p o r t  o r i e n t e d  f i r m s ,  g e a r i n g  up 

p r o d u c t i o n  f o r  e x p o r t  and a c t u a l  l y  c a r r y i n g  o u t  t h e  e f f o r t  w ' i l l  be jeopard ized .  

The second prong o f  t h e  program i s  aimed p r i m a r i l y  a t  r e v i t a l i z a t i o n  and 

s t i m u l a t i o n  o f  smal l  and m i c r o  businesses which produce p r i n c i p a l l y  f o r  t he  

domest ic market, b u t  which w i l l  a l s o  be encouraged t o  e x p o r t  p roduc ts  w i t h  

comparat ive advantages acco rd ing  t o  t h e  team's DRC c a l c u l a t i o n s  f o r  smal l  f i r m s .  
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11. PROJECT DOCLMENT 

1.1 Prohlem 

The predominant problem t o  be addressed by t h e  proposed p r o j e c t  i s  the  dec l i ne  i n  

E l  Salvador 's  i n d u s t r i a l  product ion,  and how t o  reverse it. 

Three e s s e n t i a l l y  unre la ted phenomena have v i c t i m i z e d  the  Salvadoran economy over 

the  pas t  f i v e  years:  t e r ro r i sm,  co l lapse o f  t h e  Central  American Common Market 

(CACM), and wor ld  recession.  Hardest h i t  has been the  c o u n t r y ' s  i n d u s t r i a l  

sector.  However, there  i s  i nc reas ing  evidence t h a t  t h e  l ong  economic s l i d e  i s  

bottoming out,  and t h a t  c a p i t a l  f l i g h t  has become l e s s  of a problem. The 

percept ion  i s  growing i n  El  Salvador t h a t  t h e  business community i s  seeking a new 

modus v ivend i  w i t h  Government as the  p o s t - n a t i o n a l i z a t i o n  trauma recedes w i t h  the  

passing o f  t ime. 

Furthermore, a major new element of optimism has r e c e n t l y  been i n j e c t e d  i n t o  the  

compl i c a t e d  Sal vadoran p i c t u r e :  The Caribbean Basin I n i t i a t i v e  (CBI 1. Perhaps 

more in tense ly  than t h e i r  counterpar ts  i n  o ther  Caribbean Basin coun t r i es ,  

Salvadoran o f f i c i a l s  and businessmen a re  grasping a t  the  CBI promise as drowning 

persons might  grasp a 1 i f eboa t .  Yet once aboard, E l  Sal vador--wi t h o u t  

subs tan t ia l  ou ts ide  support--coul d f i n d  t h a t  pene t ra t i ng  ex t ra- reg iona l  markets 

may be w e l l  beyond i t s  reach. The coun t ry ' s  c u r r e n t  expor t  s t ruc tu res ,  f i n a n c i a l  

and commercial instruments, s k i l l s ,  i n c e n t i v e  and product l i n e  c u r r e n t l y  f a l l  

s u b s t a n t i a l l y  below wor ld  c lass .  

What had been a problem o f  a s s i s t i n g  the  Salvadoran economy t o  s t a b i l i z e  and t o  

begin the  process o f  regenerat ion has suddenly become-a mat ter  o f  he lp ing  t o  

ensure t h a t  t h i s  country i s  n o t  l e f t  behind i n  t h e  dash t o  e x p l o i t  t h e  newly 

opened USA market. I n  t h i s  e f f o r t ,  t he  problem w i  11 be twofo ld :  how t o  hasten 

i n d u s t r i a l  recovery and d i v e r s i f i c a t i o n ,  and how t o  develop e f f e c t i v e  s t a t e  o f  

t he  a r t  market ing s t r a t e g i e s  and systems i n  a reg ion  and wor ld  o f  r a p i d l y  growing 

compet i t ion.  



Some a n a l y s t s  make t h e  case t h a t  t h e  same e n t r e p r e n e u r i a l  s k i l l s  t h a t  p r o p e l l e d  

E l  Salvador t o  t h e  f o r e f r o n t  o f  CACN e x p o r t e r s  d u r i n g  t he  s i x t i e s  and sevent ies  

w i l l  prove equal l y  advantageous i n  CBI compe t i t i on .  Bu t  a  c l o s e r  l ook  a t  what 

has l a t e l y  h e f a l  l e n  t h e  n a t i o n ' s  p r o d u c t i v e  f a c i l i t i e s  and c a p a c i t i e s ,  combined 

w i t h  t he  h ighe r  e x p o r t  performance mandatory f o r  success i n  t h e  CBI arena (as 

compared t o  CACM ) , r e v e a l  s  major  d e f i c i e n c i e s  and gaps i n  Sal vadoran p r o d u c t i v e  

sec to rs  . 

The f i n a n c i a l  resources r e q u i r e d  t o  r e h a b i l i t a t e  Salvadoran i n d u s t r y  have been 

c a l c u l a t e d  i n  va r i ous  ways. A t  each success ive measuring, t h e  c o s t  seems t o  

r i s e .  Schwartz, i n  an IDB r e p o r t  prepared e a r l y  i n  1983, wro te  "It i s  es t ima ted  

t h a t  i t  would r e q u i r e  an inves tment  o f  $250 m i l l  i o n  mere ly  t o  b r i n g  p l a n t  and 

equipment t o  a  s tandard  which would enable p roduc t i on  a t  80% o f  t h e  l e v e l  o f  

1978. " 

B u t  a  more r e a l  i s t i c  way o f  f i g u r i n g  t h e  c o s t  o f  Salvadoran i n d u s t r i a l  

r e h a b i l i t a t i o n  may be by  l o o k i n g  ahead t o  new o p p o r t u n i t i e s  i n s t e a d  o f  backwards 

a t  o l d  p l a n t s  i n  need o f  r e p a i r .  The problem w i l l  be t o  f i n d  E l  Sa l vado r ' s  

c o m p e t i t i v e  edges and r e l a t i v e  advantage i n  t h e  1980s; and n o t  t o  be m i s l e d  by  

what may have been t h e  c o u n t r y ' s  comparat ive advantages w i t h i n  CALT1 d u r i n g  t h e  

1960s. 

A f l l r t h e r  problem w i l l  be t o  determine which o f  t h e  01 d  p l a n t s  a re  wo r th  

r e h a b i l i t a t i n g ,  n o t  as n a t i o n a l  i s t i c  symbols b u t  as p r o f i  t -making ventures. It 

i s  impo r tan t  f o r  t h e  p r i v a t e  i n d u s t r i a l  sec to r  t o  know what t h e  r u l e s  of t h e  game 

w i l l  be under t h e  new inves tment  law. I t  i s  even more impo r tan t  t h a t  b o t h  p u b l i c  

and p r i v a t e  s e c t o r  l eade rsh ip  l e t  market  f o r c e s  gu ide  them i n  t h e  e x p o r t  

expansion process. 

A c u r r e n t  f a c t ,  and f u t r ~ r e  t h r e a t ,  i s  t h a t  Government o f  E l  Salvador (GOES) 

agencies a r e  n o t  equipped t o  f a c i l i t a t e  o r  accommodate a  ma jo r  e x p o r t  push. 

Exchange r a t e  po l  i c y  i s  a  n e t  h indrance t o  f o r e i g n  t r a d e  and conf idence.  

Long-term c r e d i t  i s  scarce. The r e c e n t l y  c rea ted  b l i n i s t r y  o f  Fo re ign  Trade 

(MICE), a1 though symbol ica l  l y  a  p lus ,  r e a l  i s t i c a l  l y  i s  u n l  i k e l y  t o  accompl i s h  

much f o r  t h e  p r i v a t e  s e c t o r  i n  t e r n s  o f  comparat ive advantages. 



Perhaps t h e  most s e r i o u s  problem l y i n g  ahead w i l l  be t h e  f i n a n c i a l  and c r e d i t  

s t r u c t u r i n g  o f  E l  Sa l vado r ' s  recovery  and e x p o r t  e f f o r t s .  To quote f rom a  

J u l y  1  , 1983, r e p o r t  by t he  Worl d  Bank concern ing  i t s  Expo r t  and I n d u s t r i a l  

C r e d i t  P r o j e c t ,  "Wi th  t h e  d e c l i n e  o f  t h e  INSAFI ( I n s t i t u t e  f o r  I n d u s t r i a l  

Promot ion)  and FIGAPE (Smal l  Business Fund), t he  need t o  have an e f f i c i e n t  

i n s t i t u t i o n a l  mechanism f o r  inves tment  ' f i n a n c i n g  i n  t h e  p r o d u c t i v e  s e c t o r  w i  11 

become more c r u c i a l  as t h e  i t i c a l  c l i m a t e  s t a b i  1  i zes .  " Bu t  t he  problem i s  n o t  

l i m i t e d  t o  t h e  f o rma t i on  o f  a  c r e d i t  i n s t i t u t i o n  which can e f f e c t i v e l y  unde rp in  

t he  e x p o r t  r ecove ry  and d i v e r s i f i c a t i o n  program needed by El  Salvador .  O f  

e q u a l l y  t a l l  p r i o r i t y  as t h e  e x p o r t  c r e d i t  mechanism would be one o r  more c l o s e l y  

assoc ia ted  p r i v a t e  t r a d i n g  companies t o  do what n e i t h e r  government no r  t h e  sma l l  

e x p o r t e r  can do a lone :  e x p o r t  a t  a  p r o f i t .  

It i s  t h e  b e l i e f  t h a t  t h e  p o l i t i c a l  c l i m a t e  has s t a b i l i z e d  t o  t h e  p o i n t  where t h e  

chances o f  c r e a t i n g  e f f i c i e n t  i n s t i t u t i o n a l  mechanisms f o r  inves tment  f i n a n c i n g  

and e x p o r t  promot ion and marke t i ng  i n  t h e  p r o d u c t i v e  sec to r  a r e  now b e t t e r  than  

t hey  have been any t ime  s i n c e  t h e  r e v o l u t i o n .  The problem 1  i e s  i n  p o s i t i o n i n g  

these mechanisms i n  a  f l e x i b l e  and respons i ve  way t o  meet E l  Sa l vado r ' s  obv ious 

and u r g e n t  need t o  expo r t .  

1.2 P r o j e c t  D e s c r i p t i o n  

The P r o j e c t  goal  i s  t o  s t a b i l i z e  t h e  Salvadoran ec0nom.y by i n c r e a s i n g  t h e  p resen t  

l e v e l s  o f  employment, p roduc t i on ,  and f o r e i g n  exchange earn ings.  The P r o j e c t  

purpose i s  t o  a s s i s t  e x i s t i n g  f i r m s  i n  t h e  n o n - t r a d i  t i o n a l  i n d u s t r i a l  sec to r  t o  

r e h a b i l i t a t e  and r e a c t i v a t e  t h e i r  p r o d u c t i v i t y  c a p a c i t y  and t o  i nc rease  t h e  

p a r t i c i p a t i o n  o f  smal l  bus iness i n  t he  economy. The sub-purpose i s  t o  i nc rease  

f o r e i g n  exchange, generate employment, and promote t he  use of  i n s t a l l e d  c a p a c i t y  

l i n k e d  t o  t h e  CBI. To ach ieve  t h e  p r o j e c t  goal and purpose, p r o j e c t  resources  

w i l l  be used t o  e s t a b l i s h  and suppo r t  n o n - t r a d i t i o n a l  e x p o r t s  t o  e x t r a - r e g i o n a l  

markets.  P r o j e c t  a c t i v i t i e s  a r e  grouped i n t o  s i x  ma jo r  components, as f o l l ows :  
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i . Credi  t t o  Expor t  F i rms 

The P r o j e c t  w i l l  p r o v i d e  $35 m i l l  i o n  i n  f o r e i g n  exchange c r e d i t s  f o r  t h e  

purchase o f  raw m a t e r i a l  s, machinery,  equipment, and r e l a t e d  i n p u t s  f o r  e x p o r t  

p roduc t i on ,  e s p e c i a l l y  i n  t h e  a g r o - i n d u s t r i a l  and f ood  p rocess ing  sec to r s .  

i i . C r e d i t  t o  Small and Micro-Businesses 

The P r o j e c t  w i l l  p r o v i d e  $10 m i l l i o n  i n  P r o j e c t  funds f o r  c r e d i t  ass i s tance  t o  

smal l  and m i c r o - e n t e r p r i s e s  which produce p r i n c i p a l  l y  f o r  t h e  domest ic market ,  

a1 though e x p o r t  a c t i v i t i e s  w i l l  be encouraged. 

ii i. I n t e g r a t e d  Expor t  Se rv i ces  

The P r o j e c t  w i l l  p r o v i d e  t e c h n i c a l  ass i s tance  and some g r a n t  funds t o  suppor t  

t h e  es tab l i shmen t  o f  one o r  more v i a b l e  commercial t r a d i n g  companies whose 

purpose i s  t o  p r o v i d e  i n t e r n a t i o n a l  ma rke t i ng  and e x p o r t  management se rv i ces  

f o r  sma l l ,  medium, and l a r g e  businesses. P r i o r i t y  w i l l  , a t  f i r s t ,  be g i v e n  t o  

t h e  food p rocess ing  sec to r .  A t  a  l a t e r  s tage,  s e r v i c e s  w i l l  be expanded t o  

some o t h e r  s e c t o r s  demons t ra t ing  p a r t i c u l  a r  comparat ive advantages and 1  a rge  

employment gene ra t i on  c a p a c i t y .  The t r a d i n g  companies w i l l  be l a r g e l y  funded 

by member f i r m s ,  w i t h  each f i r m ' s  c o n t r i b u t i o n  based on a  fo rmu la  t h a t  t akes  

i n t o  c o n s i d e r a t i o n  i t s  s i ze ,  sa les  volume, and e x p o r t  bus iness p o t e n t i a l .  The 

ba lance o f  t h e  f i r s t  two y e a r s '  o p e r a t i n g  c o s t s  w i l l  be funded by t h e  p r o j e c t ,  

which w i l l  a1 so pay f o r  t h e  needed t e c h n i c a l  ass i s tance  t o  b u i l d  t h e  f i r m s '  

c a p a c i t i e s  l e a v i n g  i n  p l a c e  v i a b l e  p r i v a t e  e x p o r t  t r a d i n g  ope ra t i ons .  

i v .  I n s t i t u t i o n a l  Development 

The P r o j e c t  w i l l  f i n a n c e  t e c h n i c a l  ass i s tance  and t r a i n i n g  requ i rements  o f  

f i n a n c i a l  i n t e r m e d i a r i e s  and bus iness s e r v i c e  agencies which w i l l  be r e l i e d  

upon as d e l i v e r y  mechanisms f o r  p r o j e c t  a c t i v i t i e s .  F i n a n c i a l  i n t e r m e d i a r i e s  

f o r  e x p o r t e r s  w i l l  b e n e f i t  f r o m  t e c h n i c a l  ass i s tance  and t r a i n i n g  i n  c r e d i t  

a n a l y s i s ,  p r o j e c t  a n a l y s i s ,  l o a n  supe rv i s i on ,  and expo r t - impo r t  banking. 

Small and micro-hus iness i n t e r m e d i a r i e s  ( b o t h  f i n a n c i a l  and s e r v i c e  



o r g a n i z a t i o n s )  i n  b o t h  t h e  p u b l i c  and p r i v a t e  s e c t o r s  w i l l  be p rov ided  w i t h  

a p p r o p r i a t e  t e c h n i c a l  ass i s tance  and t r a i n i n g  t o  improve s e r v i c e  d e l i v e r y  

capabi  1  i t i e s .  

v. I n v e s t o r  Search 

The P r o j e c t  w i l l  f i n a n c e  a 2-3 person c o n t r a c t  I n v e s t o r  Search Team which w i l l  

r e s i d e  i n  E l  Salvador .  These i n d i v i d u a l s  w i l l  l i a i s e  w i t h  a l l  r e l e v a n t  

. p r i v a t e  and publ  i c  s e c t o r  agencies,  work d i r e c t l y  w i t h  l o c a l  f i r m s ,  and be 

respons i  b l  e  t o  USAID1s O f f i c e  o f  P r i v a t e  En te rp r i se .  T h e i r  f u n c t i o n s  w i l l  be 

t o :  a )  i d e n t i f y  and f a c i l i t a t e  inves tment  p rospec ts  from U.S. and o t h e r  

i n t e r n a t i o n a l  p r i v a t e  s e c t o r s  ; b )  a s s i s t  i n  deve lop ing  terms o f  r e f e r e n c e  and 

a c q u i r i n g  t e c h n i c a l  i n p u t s  f o r  s p e c i f i c  aspects  o f  inves tment  p r o j e c t  des ign 

and implementat ion;  and c )  i d e n t i f y  and c o o r d i n a t e  personnel ass i s tance  f rom 

o t h e r  U.S. o r g a n i z a t i o n s  (IESC, VITA, e t c . )  t o  a l l e v i a t e  b o t t l e n e c k s  t o  

e x t e r n a l  inves tment  i n  l o c a l  f i rms .  To assure  c l o s e  and more success fu l  

f o l l ow -up  w i t h  p o t e n t i a l  i n v e s t o r s ,  t h e  l o c a l  I n v e s t o r  Search Team w i l l  be 

l i n k e d  w i t h  a  U.S.-based o r g a n i z a t i o n  h e l p i n g  t o  f o l l ow -up  on o p p o r t u n i t i e s .  

v i .  Expo r t  Promot ion 

The P r o j e c t  w i l l  p r o v i d e  f und ing  f o r  a  t r a d e  e x p e r t  w i t h  exper ience  i n  b o t h  

t h e  publ i c  and p r i v a t e  sec to r s  f o r  one t o  two y e a r s  t o  a s s i s t  t h e  i d i n i s t r y  o f  

Fo re ign  Trade i n  t h e  f o l l o w i n g :  a )  development o f  an e x p o r t  po l  i c y  fo rmu la -  

t i o n  and a n a l y s i s  s e c t i o n  i n  MICE, and a s s i s t  i n  t h e  r e c r u i t m e n t  o f  q u a l i f i e d  

p r o f e s s i o n a l s  t o  s t a f f  t h e  sec t i on ;  b )  development o f  p l a n n i n g  and a n a l y s i s  

c a p a b i l i t i e s  th rough des ign and imp lementa t ion  o f  a p p r o p r i a t e  t r a i n i n g  

programs and p r o v i s i o n  o f  t e c h n i c a l  ass is tance ;  and c )  a s s i s t  MICE and t h e  

p r i v a t e  sec to r  i n  i d e n t i f y i n g  sho r t - t e rm  t e c h n i c a l  e x p e r t i s e  f o r  i n-count ry  

t echn i ca l .  ass i s tance  i n  p roduc t i on ,  e x p o r t  marke t ing ,  and q u a l i t y  c o n t r o l .  I n  

a d d i t i o n ,  s e l e c t e d  mi d - l eve l  p r o f e s s i o n a l  s  w i  11 be g i v e n  t r a i n i n g  t o  up-grade 

t h e i r  s k i 1  1  s  i n  inves tment  promot ion,  development o f  promot ional  m a t e r i a l s ,  

t r a d e  f a i r s ,  and t r a d e  communication. 
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2. BACKGROUND AND PROBLEM DESCRIPTION 

2.1 . Macro-Economic S i t u a t i o n  

The Salvadoran economy has been b a d l y  shaken by a  v a r i e t y  o f  i n t e r n a l  and 

e x t e r n a l  p o l i t i c a l  and economic f a c t o r s  d u r i n g  t h e  p a s t  f o u r  years .  Armed 

c o n f l i c t ,  a c t s  o f  t e r r o r i s m ,  t h e  wor ld-wide economic recess ion ,  c o n t r a c t i o n  o f  

t h e  demand f o r  e x p o r t s  w i t h i n  t h e  Cent ra l  American Common Market ,  t h e  i nc reased  

p r i c e  o f  impo r t s  and h i g h  i n t e r e s t  r a t e s  a r e  among t h e  p r i n c i p a l  reasons f o r  t h e  

dec l i ne .  Together,  these  f o r c e s  have d r a i n e d  i n t e r n a t i o n a l  reserves ,  reduced 

f i s c a l  revenues, c o n s t r a i n e d  bank c r e d i t  and devas ta ted  t h e  p r o d u c t i v e  sec to r s .  

I n  a d d i t i o n ,  they  have generated r e i n f o r c i n g  c o n t r a c t i o n s  i n  o t h e r  i m p o r t a n t  

economic a c t i v i t i e s  such as p r i v a t e  investment ,  t h e  massive f l i g h t  o f  c a p i t a l  and 

t h e  d r y i n g  up o f  e x t e r n a l  c r e d i t .  

These elements have b rough t  t h e  economy t o  t h e  b r i n k  o f  co l l apse .  The e x t e n t  o f  

t h e  c r i s i s ,  as w e l l  as t h e  requ i rements  f o r  s u c c e s s f u l l y  c o n f r o n t i n g  i t , a r e  

measured by t h e  f o l  1  owing key i n d i c a t o r s :  

2.1.1. The Ex te rna l  Sec to r  - E l  Salvador  exper ienced  a  s i g n i f i c a n t  d e t e r i o r a t i o n  

i n  b o t h  i t s  c u r r e n t  account and o v e r a l l  ba lance o f  payments p o s i t i o n  a f t e r  1978. 

As no ted  i n  Table 1, t h e r e  were modest c u r r e n t  account  su rp luses  i n  1979 and 

1980. They were due bo th  t o  r e c o r d  ea rn ings  f rom c o f f e e  e x p o r t s  and t o  

t i g h t e n i n g  i m p o r t  r e s t r i c t i o n s  on t he  p a r t  o f  t h e  Cen t ra l  Bank. Due t o  h i g h  

l e v e l s  o f  c a p i t a l  f l i g h t ,  however, t h e r e  were s u b s t a n t i a l  d e f i c i t s  i n  t h e  o v e r a l l  

ba lance o f  payments i n  b o t h  1979 and 1980. Net  c a p i t a l  f l ows  t u rned  p o s i t i v e  i n  

1981 , owing t o  l o a n  disbursements t o  t h e  pub1 i c  sec to r .  The c u r r e n t  account  

ba lance s h i f t e d  t o  d e f i c i t ,  however, l e a v i n g  an o v e r a l l  s h o r t - f a l l  o f  $132 

m i l l  i on .  Reduct ions i n  b o t h  t h e  c u r r e n t  account  d e f i c i t  and i n  t h e  n e t  o u t f l o w s  

o f  c a p i t a l  i n  1982 combined t o  produce a  smal l  s u r p l u s  t h a t  yea r .  A  c o n t i n u a t i o n  

o f  t h e  t r e n d  i s  expected t o  r e s u l t  i n  a  s i m i l a r  smal l  su rp lus  d u r i n g  1983. 

Whi le dismal,  these f i g u r e s  s i g n i f i c a n t l y  unde rs ta te  t h e  s e v e r i t y  of  t h e  c r i s i s .  

Far  more severe ba lance o f  payments gaps were avo ided  o n l y  th rough  t h e  i m p o s i t i o n  

o f  t i g h t  f o r e i g n  exchange c o n t r o l s .  These, i n  t u r n ,  l e d  t o  p r e c i p i t o u s  d e c l i n e s  

i n  t h e  l e v e l s  o f  r e a l  impor ts .  Between 1979 and 1982 impo r t s  d e c l i n e d  by about  
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25 percent.  These ac t i ons ,  i n  t u r n ,  r e s u l t e d  i n  t h e  f u r t h e r  c o n t r a c t i o n  o f  

income and employment. 

The p r i n c i p a l  f a c t o r s  t h a t  have c o n t r i b u t e d  t o  t h e  d e f i c i t s  a r e  t h e  f o l l o w i n g :  

The impact o f  armed c o n f l i c t  and t e r r o r i s m  and t h e  r e s u l t i n g  d e t e r i o r a t i o n  
o f  c a p i t a l  f lows,  expo r t s  and tour ism. The l a t t e r ,  an impor tan t  source o f  
f o r e i g n  exchange earn ings  i n  t h e  1960's  and 19701s, has ceased t o  e x i s t .  
The f l i g h t  o f  c a p i t a l  between 1979 and 1983 i s  es t imated  a t  approx imate ly  $1 
b i l l i o n .  

The severe d e t e r i o r a t i o n  i n  t he  c o u n t r y ' s  terms o f  t rade.  Between 1979 and 
1981, t he  p r i c e  o f  o i l  a lmost  doubled, w h i l e  t he  c o s t  o f  o t h e r  e s s e n t i a l  
impor ts  a l s o  jumped s i g n i f i c a n t l y .  A t  t he  same t ime, t h e  p r i c e  o f  t h e  
t r a d i t i o n a l  expo r t s  n o t  o n l y  d i d  n o t  keep pace b u t  a c t u a l l y  f e l l  p r e c i p i -  
t ous l y .  For example, c o f f e e  p r i c e s  dec l i ned  by about 30 percent ,  c o t t o n  5 
t o  10 percent ,  w h i l e  sugar p r i c e s  remained rough l y  a t  t h e  1979 l e v e l .  

Con t rac t i on  o f  bo th  r e g i o n a l  and ex t ra - reg iona l  markets. The Cent ra l  
American Common Market (CAQI1) has dec l i ned  s u b s t a n t i a l l y  as a  r e s u l t  o f  
c u r r e n t  account d e f i c i t s ,  c a p i t a l  f l i g h t  and t h e  sharp r e d u c t i o n  i n  p r i v a t e  
investment  ( i n  1982, i n t r a r e g i o n a l  t r a d e  dec l i ned  by about 15%, i n  c u r r e n t  
p r i c e s ) .  The c o n t r a c t i o n  o f  t he  ex t ra - reg iona l  market has a f f e c t e d  p r i c e s  
f o r  t r a d i t i o n a l  expo r t s  as w e l l  as t h e  demand f o r  manufactured goods. 

A  n e a r l y  complete c u t - o f f  o f  f o r e i g n  sources o f  c r e d i t  i n  response t o  t h e  
v io lence and payments a r rea rs .  The coun t r y  has been p a r t i c u l a r l y  h u r t  by 
t h e  c a n c e l l a t i o n  o f  f o r e i g n  l i n e s  of c r e d i t  t o  f i nance  purchases of raw 
m a t e r i a l s  and i n te rmed ia te  goods. This,  i n  t u r n ,  has r e s u l t e d  i n  a  lower 
l e v e l  o f  manufactured expo r t s  and a  drop i n  f o r e i g n  exchange earn ings.  

The cont inued presence o f  these f a c t o r s  makes the  ou t look  gr im f o r  shor t - te rm i m -  

provements i n  t he  s i t u a t i o n .  The o n l y  b r i g h t  spo t  on t h e  ho r i zon  i s  t h e  p o s s i b i -  

l i t y  t h a t  t h e  Caribbean Basin I n i t i a t i v e  w i l l  p rov ide  bad l y  needed balance o f  pay- 

ments suppor t  and f a c i l i t a t e  t h e  s a l e  o f  manufactured expo r t s  i n  t h e  U.S. market. 

TABLE 1  

DEFICIT OR SURPLUS ON OVERALL BALANCE OF 
CURRENT ACCOUNT - ( $  MILLIONS) PAYMENTS DEFICIT OR SURPLUS 

21.4 30.6 -250.4 -169.8 -91.4 -101.0 -325.4 -131.6 22.3 N.A. 

I/ BCR P r o j e c t i o n  - N.A. = Not a v a i l a b l e  
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2.1.2.  Net International Reserves - As the nation has  experienced balance of 

payments def ic i t s  recently international reserves have declined sharply. Table 2 

shows t h a t  between the end of 1979 a n d  the end of 1982 net international reserves 

have dropped from a positive $151 million t o  a negative $240 million. 

TABLE 2 

NET OFFICIAL INTERNATIONAL RESERVES I$ blILLIONS I 

252.8 151.4 m -240.1 -222.4 

Source: IMF 

2.1.3. Fiscal Deficits - As noted in Table 3, the GOES'S f iscal  de f i c i t s  have 

increased markedly in recent years. After experiencing small def ic i t s  in the 

early t o  mid 1970ts, de f i c i t  spending for the consolidated publ ic  sector rose t o  
a354.3 mil lion i n  1979 and then nearly t r ipled again by 1981. The service 

payments on the debt, nearly a l l  of which was financed by the Central Bank, have 

grown apace. In 1982 debt service reached $201.6 mil 1 ion, or about 6 percent of 

the consolidated publ i c  sec tor ' s  budget, as compared to  3 percent in 1970 and 

1980. Factors contributing to  the rapid growth of the de f i c i t s  include the 

following: 

a Increased expenditures for employment generation in response t o  r i s ing  
unemployment, social unrest and  pol i  t ical  pressures; 

e Substantial increases in the wages of publ i c  employees in 1980; 

a Stepped-up security expenditures to  cope with increasing civi l  unrest; 

a Reduced t a x  collections as economic act ivi ty , and especially foreign trade 
decl i  nes ; a n d  

a Financing of the agrarian reform program, plus nationalization of the 
commercial banks ,  a n d  marketing ins t i tu t ions  for coffee and sugar. 
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TABLE 3  

CONSOLIDATED PUBLIC SECTOR BUDGETARY BALANCE 
( $  M i l l i o n s )  

Source: IMF 

2.1.4. GDP Growth - As noted i n  Table 4, r e a l  GDP con t rac ted  by 1-1/2 percent  i n  

1979, by an est imated 9  percent  per yea r  i n  1980 and 1981, by 5 percent  i n  1982 

and by a  p r o j e c t e d  2  t o  3  percent  i n  1983. A t  t h e  moment, t h e  r e a l  GDP i s  o f  

approx imate ly  t he  same magnitude as i t  was i n  1972-1973. The popu la t ion ,  

however, has increased by an es t imated  1.2 m i l l i o n  i n  t he  i n t e r i m .  Th is  i m p l i e s  

t h a t  i n  terms o f  t h e  r e a l  per  c a p i t a  GDP, t h e  present  l e v e l  would be comparable 

t o  t h a t  o f  t h e  mid t o  l a t e  1960's .  

TABLE 4 

REAL GDP GROWTH RATE 

Source: IMF 
71 Estimated - 

2.2. The Role o f  I n t r a -  and Extra-Reqional Trade i n  t h e  Economic Deve lo~ment  o f  

El Salvador 

The es tab l i shment  o f  t h e  Cent ra l  American Common Market  (CACM) i n  1960 prov ided 

an -important s t imu lus  t o  t h e  n a t i o n ' s  development by c r e a t i n g  a  reg ion-w ide  

market, promoting economies o f  sca le  and encouraging investment  by f o r e i g n  f i r m s  

i n t e r e s t e d  i n  t a k i n g  advantage of  t he  broader market p r o t e c t e d  from o u t s i d e  

compe t i t i on  by t h e  Common Externa l  T a r i f f .  



Between 1960 and 1968, t o t a l  i n t r a - r e g i o n a l  t rade  grew a t  an average annual 

compound r a t e  o f  29%, w h i l e  value added by the  c o u n t r y ' s  manufactur ing sec tor  

increased a t  an annual r a t e  o f  9% i n  r e a l  terms and p r i v a t e  investment  spending 

i ncreased by 8.9%. 

The c l o s e  i n t e r r e l a t i o n s h i p  between El  Sal vador ' s  i n t r a - r e g i o n a l  t r a d e  and the  

growth o f  i t s  manufactur ing sec to r  i s  f u r t h e r  demonstrated by t h e  f a c t  t h a t  

approximate ly  87% o f  t o t a l  i n t r a - r e g i o n a l  t r a d e  c o n s i s t s  o f  manufactured goods. 

This  represents  78% o f  t o t a l  expo r t s  o f  t he  c o u n t r y ' s  manufactured products. 

A1 though t h e  CACM has made a  s i g n i f i c a n t  c o n t r i b u t i o n  t o  t h e  c o u n t r y ' s  

development, c e r t a i n  s t r u c t u r a l  weaknesses have become i n c r e a s i n g l y  ev ident .  

These i n c l u d e  the  promotion o f  i n d u s t r i e s  w i t h  h i g h  irr lport c o e f f i c i e n t s  t h a t  a re  

n o t  w e l l  s u i t e d  t o  compete i n  wor ld  markets, t h e  encouragement g iven by t h e  

t a r i f f  s t r u c t u r e  t o  assembly-type operat ions,  and t h e  promotion o f  impor t  

s u b s t i t u t i o n  a c t i v i t i e s  i n  preference t o  those o r i e n t e d  toward t h e  w o r l d  market. 

A f t e r  two decades o f  development based, i n  p a r t  on t h e  p r o t e c t i o n  prov ided by the  

t a r i f f  s t r u c t u r e ,  t he  count ry  now con f ron ts  a  s i t u a t i o n  i n  which most o f  t he  easy 

p o s s i b i l i t i e s  f o r  impor t  s u b s t i t u t i o n  have been exhausted and some i n d u s t r i e s  

dependent on t h e  t a r i f f  s t r u c t u r e  a re  i n e f f i c i e n t  and c o s t l y  t o  support.  

Another consequence o f  the  c o u n t r y ' s  r a p i d  i n d u s t r i a l i z a t i o n  has been the  

increased dependence o f  the  manufactur ing sec to r  on the  i m p o r t a t i o n  o f  raw 

ma te r ia l  s  and i n te rmed ia te  goods. The 1  a t t e r  category a1 one almost q u i n t ~ r p l  ed 

between 1970 and 1980. As a  p r o p o r t i o n  of  t o t a l  GDP, t o t a l  impor ts  increased 

f rom 15% i n  1960 t o  33% i n  1980. 

Because o f  i t s  i nc reas ing  r e l i a n c e  on impor ts  as a  p r o p o r t i o n  o f  t o t a l  ou tpu t ,  

t he  manufactur ing sec to r  has been p a r t i c u l a r l y  a f f e c t e d  by t h e  balance o f  

payments c r i s i s .  The l a c k  o f  f o r e i g n  exchange has l i m i t e d  i t s  a b i l i t y  t o  f inance 

needed imports ,  thereby c r e a t i n g  a  c o n s t r a i n t  t o  p roduc t i on  and e x p o r t  expansion 

which can he lp  reduce balance o f  payments pressures. 

Based on r e c e n t  experience and a  c l e a r e r  understanding o f  t he  i n h e r e n t  weaknesses 

o f  t he  CAm, consensus i s  t h a t  El Salvador must develop a  growth s t r a t e g y  

o r i e n t e d  i n c r e a s i n g l y  toward expor ts  o f  n o n - t r a d i t i o n a l  goods i f  t h e  
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manufactur ing sec tor  i s  t o  f u l f i l l  i t s  r o l e  i n  t he  long- term economic development 

o f  t h e  reg ion .  Such a  s t r a t e g y  i s  impor tan t  because increased emphasis on the  

expo r t  o f  n o n - t r a d i t i o n a l  goods can he lp  reduce the  impact on the  economy o f  

ex te rna l  shocks r e s u l  t i  ng from f l u c t u a t i o n s  i n  wor l  d  commodity p r i c e s  f o r  t he  

r e g i o n ' s  t r a d i t i o n a l  expor ts ,  encourage renewed f o r e i g n  investment,  and c o n t r i  - 
bute  s i g n i f i c a n t l y  t o  s o l v i n g  El Sa lvador 's  balance o f  payments d i f f i c u l  t i e s .  

The Caribbean Basin I n i t i a t i v e  (CBI), by e s t a b l i s h i n g  a  f ree - t rade  zone f o r  

Caribbean Basin products, t he re fo re ,  i s  a t i m e l y  measure, and represents  a  major 

1  ong-range oppor tun i t y  f o r  El Sal vador t o  overcome i t s  development problems and 

s e t  t he  stage f o r  i t s  susta ined growth as p a r t  o f  t he  w o r l d  economy. A success- 

f u l  expo r t  d r i v e  du r ing  the  twel ve-year du ty - f ree  p e r i o d  o f  t he  CBI would a s s i s t  

i n  implementing a  s t r a t e g y  o f  decreased dependence on the  expor ts  o f  t r a d i t i o n a l  

commodities, as we l l  as he lp ing  t o  t u r n  t h e  i n d u s t r i a l  sec tor  from i t s  narrow 

re1  iance on t h e  CACM toward t h e  U.S. and w o r l d  markets. Such r e s t r u c t u r i n g ,  

however, can o n l y  be achieved over the  long-term. 

The most u rgent  and immediate need i s  t o  p rov ide  emergency f o r e i g n  exchange 

c r e d i t  t o  f inance t h e  i m p o r t a t i o n  of  raw m a t e r i a l s  and i n te rmed ia te  goods, w i t h  

p r i o r i t y  t o  be g iven t o  t h e  ex t ra - reg iona l  expo r t  manufactur ing sec tor ,  

e s p e c i a l l y  i n  agro- indus t r ies .  The c u r r e n t  backlog o f  u n s a t i s f i e d  demand f o r  

t h i s  l a t t e r  purpose a lone i s  es t imated a t  $150 t o  $250 m i l  l i o n ,  w h i l e  t he  t o t a l  

annual demand f o r  raw m a t e r i a l s  and i n te rmed ia te  goods (a1 so f o r  t h e  e x t r a -  

reg iona l  expo r t  manufactur ing sec tor  a lone)  o r i g i n a t i n g  i n  e l i g i b l e  Free World 

c o u n t r i e s  i s  es t imated a t  n e a r l y  $100 m i l l i o n .  

2.3. Current  S ta tus  o f  El Sa lvador 's  P r i v a t e  Sector 

The p r i v a t e  sec tor  has t r a d i t i o n a l l y  p layed a  dominant r o l e  i n  the  Salvadoran 

economy. Since 1979, however, i t  has performed i t s  f u n c t i o n s  under much more 

d i f f i c u l t  circumstances. Among the  many problems which adverse wor ld  markets and 

h o s t i l i t i e s  have l e f t  i n  t h e i r  wake, t h e  f o l l o w i n g  have proven p a r t i c u l a r l y  

bothersome f o r  businessmen: 

- -  An acute shortage o f  f o r e i g n  exchange w i t h  which t o  purchase raw m a t e r i a l s  and 

in te rmed ia te  inputs .  This has r e s u l t e d  i n  increased paperwork, 1  ong del ays 
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and u n c e r t a i n t y  as t o  whether o r  n o t  s p e c i f i c  t r a n s a c t i o n s  w i l l  be approved by 

a u t h o r i t i e s .  

-- The c a n c e l l a t i o n  o f  f o r e i g n  l i n e s  o f  c r e d i t  because o f  de lays  i n  repayment and 

an inc rease i n  t h e  amount o f  r i s k  perceived.  

-- A  severe c o n t r a c t i o n  i n  domestic c r e d i t  supp l ies ,  produced b o t h  by t h e  

downward t r e n d  i n  economic a c t i v i t y  and by the  f i n a n c i n g  from the  monetary 

system of l a r g e  p u b l i c  sec to r  d e f i c i t s .  

-- Rebel a t t a c k s  upon pub1 i c  u t i l  i t i e s  and t r a n s p o r a t i o n  i n f r a s t r u c t u r e  have 

rendered more d i f f i c c u l  t, more u n c e r t a i n  and more c o s t l y  t h e  produc t ion ,  

s to rage and d i s t r i b u t i o n  o f  commodities. 

-- At tacks  upon business establ ishments,  e i t h e r  openly  o r  c o v e r t l y  by means o f  

sabotage, and t h e  t a r g e t i n g  o f  businessmen and t h e i r  f a m i l i e s  f o r  

assass ina t ion ,  execu t i on  o r  k idnapping. 

-- Unce r ta in t y  about t h e  f u t u r e  r o l e  o f  p r i v a t e  e n t e r p r i s e  owing t o  t h e  sweeping 

a g r a r i a n  reform; the  n a t i o n a l i z a t i o n  o f  t h e  commercial banks and t h e  c o f f e e  

and sugar marke t ing  f a c i l  i t i e s ;  and the  l a c k  o f  a  n a t i o n a l  p l a n  s e t t i n g  f o r t h  

pub1 i c  i n t e n t i o n s  and p r i o r i t i e s .  

-- Con t rac t i on  i n  t h e  market, bo th  w i t h i n  Cent ra l  America and abroad. I n  t h e  

case o f  t he  l a t t e r ,  t h e  depressed p r i c e s  o f  c o f f e e  and sugar a re  a  major  

c o n t r i b u t i n g  f a c t o r .  

2.3.1. The Manufac tur ina  Sub-sector 

As i l l u s t r a t e d  i n  Table 5, t h e  manufactur ing s e c t o r ' s  performance has been 

s i g n i f i c a n t l y  i n f l u e n c e d  by the  f a c t o r s  mentioned above. Indeed, w i t h  a  39 

percent  r e d u c t i o n  i n  r e a l  o u t p u t  s ince  1978, i t  has been w i t h  t h e  s i n g l e  

except ion  o f  cons t ruc t i on ,  more adversely  a f f e c t e d  than any o the r  sec to r  o f  t h e  

n a t i o n a l  economy. Even so, manufactur ing remains an impor tan t  c o n t r i b u t o r  t o  the  

GDP. I t s  p resent  share o f  15 percent  i s  surpassed o n l y  by those o f  a g r i c u l t u r e  

w i t h  27 percent ,  and commerce w i t h  19 percent .  
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TABLE 5 

EL SALVADOR TOTAL SUPPLY AND DEMAND 
(Constant 1962 p r i ces ,  m i l l i o n s  o f  colones) 

ITAL SUPPLY 2,953.2 3,892.3 4,156.7 4,632.2 4,885.0 4,727.3 4,172.7 3,777.0 3,495.6 3,358.4 
Imports o f  Goods & Services 559.6 769.4 909.8 1,188.4 1,220.7 1,125.7 893.7 804.0 677.7 627.6 

ROSS DOMESTIC PRODUCT 2,393.6 3,122.9 3,246.9 3,443.8 3,664.3 3,601.6 
A g r i c u l t u r e  627.2 787.3 725.2 751.3 856.6 887.4 
Mines and Qua r r i es  3.6 4.5 4 .O 3.7 3.7 3.8 
Manufacturing 438.3 578.0 628.6 661.5 691.5 663.8 
Const ruc t ion 63.8 128.0 115.9 157.1 165.1 141.5 
E l e c t r i c i t y ,  Water and L i g h t  45.0 70.5 77.9 87.8 96.6 103.7 
Transports & Comnunications 127.9 172.9 195.6 214.3 223.3 203.8 
Commerce 565.6 709.2 770.9 803.4 819.3 779.0 
F inanc ia l  51 .O 77.7 88.3 101.5 103.9 106.1 
Government 182.9 243.9 274.3 288.2 310.9 322.7 
Other Services 288.3 350.9 367.1 375.0 393.3 384.8 
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The dec l i ne  i n  i n d u s t r i a l  ou tpu t  adversely  af fected employment i n  t he  sec to r  as 

we1 1  , a1 though n o t  t o  the same ex ten t .  As noted i n  Tab1 e  6, between 1978 and 

1982 employment i n  t he  main a c t i v i t i e s  o f  the nlanufactur ing sec tor  f e l l  by about 

7,500, o r  by 12.9 percent.  Whi le t he  dec l i ne  i s  f a r  more moderate than t h e  

dec l i ne  i n  output ,  ca re  should be taken i n  i n t e r p r e t i n g  the  data. A t  best ,  t h i s  

subsector inc ludes  o n l y  about 30 percent  o f  t h e  es t imated 194,000 workers 

employed by the  manufactur ing sec tor  as a  whole. It i s  poss ib le  t h a t  t h e  d e c l i n e  

i n  employment f o r  the  e n t i r e  sec tor  would present  a  fa r  d i f f e r e n t ,  l e s s  favorable 

p i c t u r e .  

W i th in  t h i s  " fo rmal "  subsector o f  smal l ,  medium and l a r g e  s i z e  f i r m s ,  t he re  a re  

two a c t i v i t i e s - - t e x t i l e s  and food, beverages and tobacco--which, taken together ,  

account f o r  nea r l y  60 percent  o f  t o t a l  employment. Another a c t i v i t y ,  chemicals, 

c o n s i s t e n t l y  has accounted f o r  an a d d i t i o n a l  12 t o  14 percent .  By s i ze ,  

approximate ly  80 percent  o f  t he  s e c t o r ' s  n e a r l y  200,000 employees work f o r  f i r m s  

w i t h  fewer than 200 workers. 

As noted i n  Table 7, t h e  1  arger  f i r m s  s ince  1978 have s t e a d i l y  increased the  

p ropo r t i on  o f  t h e i r  p roduct ion  o r i e n t e d  toward t h e  domestic market. The movement 

s imply r e f l e c t s  t he  impact o f  t he  r e d u c t i o n  o f  expor ts  w i t h i n  t h e  CAGV and t o  

o the r  count r ies .  I t  should n o t  be i n t e r p r e t e d  t o  mean any abso lu te  increase.  i n  

t he  s i z e  o f  the  domestic market. Rather, i t  means o n l y  t h a t  domestic markets 

have cont rac ted  more s l o w l y  than f o r e i g n  markets. 

While the  domestic market has increased i n  re1  a t i v e  importance s ince  1978, so has 

the  share o f  imported i n p u t s  i n  the  c o s t  o f  t o t a l  inputs .  As noted i n  Table 8, 

the  l a r g e s t  user o f  f o r e i g n  input- -48 percent  o f  t o t a l  impor t s - - i s  t h e  petro leum 

and chemical products i ndus t r y ,  which purchases more than 90 percent  o f  i t s  

requirements abroad. Other impor tan t  producers, such as t e x t i l e s  and 

agro- indus t r ies ,  on the  o the r  hand, o b t a i n  more than one h a l f  o f  a1 1  o f  t h e i r  

i n p u t s  from domestic sources. 

I n  summary, i n  t h e  face of decl i n i n g  economic a c t i v i t y  and expo r t  markets, 

especia l  l y  t h e  CACM, the  manufactur ing sec tor  has s i g n i f i c a n t l y  reduced bo th  

ou tpu t  and employment. I t  has tu rned inward, s e l l i n g  main ly  i n  a  s h r i n k i n g  

domestic market. It has a l s o  increased the  r e l a t i v e  use o f  imported i npu ts .  
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TABLE 6 

I n d u s t r i a l  Employment 
Main Sectors 

CI IU ACTIVITY 1978 % 1980 % 1982 % 

Food Products,  Beverages & Tobacco 12,492 21.4 13,228 23.5 11,827 23.3 1 
T e x t i l e s  and Leather Ind. 21.23/ 36.6 19.81 / 35.2 18.1 /6 35.8 

3 5  Chemical Products /,013 12.1 6,995 12.4 6,809 13.4 
Others 10,358 29.9 16,195 28.9 13,940 27.5 

58. USU 1 UU Sb .ZJS 100 SU.S/Z l (XT 

Source: I n d u s t r i a l  Survey 1982 MINPLAN 

TABLE 7 

Percentage o f  Product ion So ld  t o  Domestic Markets 

MAIN INDUSTRIAL SECTORS 

ACTIVITY 

-- 
31 Food Products,  Beverages & Tobacco 
93.8 92.4 94.8 
32 T e x t i l e s  & Leather I n s u s t r i e s  
73.8 78.7 85.3 
35 Chemical Products 
79.9 83.2 83.7 

Source - I n d u s t r i a l  Survey 1982 i4IPLAN 

This  r e f l e c t s  t he  impact of t h e  r e d u c t i o n  of expor ts  due t o  t he  wor l  d recess ion  i n 
t h i s  per iod ,  e s p e c i a l l y  t h e  l o s s  o f  t he  CACM. 
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TABLE 8 -- 

% Imported and Domestic Inputs  

1978 1980 1 982 
C I  I U  ACTIVITY Domestic Imported Domestic Imported Domestic Imported 

31 Food Products, Beverages & Tobacco 60.0 
32 T e x t i l e s  & Leather I n d u s t r i e s  48.9 
33 Wood and Wood Products 51.3 
34 Paper, Paper Products & P r i n t i n g  14.3 
35 Chemical Products 6.5 
36 Non Metal Mineral  Products 58.1 
37 Basic Metals 22.0 
38 Metal  Products, Mach. & Equip. 28.4 
39 Other Indus t r i es  16.9 
TOTAL 32.8 

Source: I n d u s t r i a l  Survey MIPLAN 
B a s e d o n  Tables A1 1 , A1 3 and A1 5 i n  Annex. 



2.3.2 D e f i n i t i o n  o f  F i rm Size Parameters 

As i n  many coun t r i es ,  E l  Salvador does n o t  have a u n i f i e d  d e f i n i t i o n  o f  f i r m  s i z e  

o r  agreed upon c r i t e r i a  f o r  making these des ignat ions .  

Each i n s t i t u t i o n  o r  a s s o c i a t i o n  work ing w i t h  the  d i f f e r e n t  e n t e r p r i s e  1 eve1 s has 

d i f f e r i n g  ways o f  d e f i n i n g  i t s  t a r g e t  group(s) .  Some d e f i n e  f i r m  s i z e  by numbers 

o f  employees; o the rs  by t o t a l  assets.  And when " t o t a l  asse ts"  i s  used as a 

measure, t he re  i s  n o t  u n i f o r m i t y  i n  how t h i s  i s  de f i ned  e i t h e r .  

Thus, t h e  Cent ra l  Bank, t h e  p r i v a t e  assoc ia t i ons  rep resen t i ng  business, f i n a n c i a l  

i n te rmed ia ry  i n s t i t u t i o n s ,  and the  t r a i n i n g  and techn i ca l  ass is tance groups may 

speak of  t h e  problems of ass is tance t o  t h e  mic ro ,  smal l ,  medium and 1 arge 

businesses, b u t  each may be e n v i s i o n i n g  t h e i r  se rv i ces  and t h e  t a r g e t  groups i n  

very d i f f e r e n t  ways. Th is  can c r e a t e  con fus ion  and misguided program designs 

because o f  d i f f e r e n t  i n t e r p r e t a t i o n s  o f  t he  c o n s t r a i n t s  and needs o f  each l e v e l  

o f  business. 

For t h i s  reason and t o  h e l p  c l a r i f y  ensuing d iscussions,  p a r t i c u l a r l y  a t  t he  

smal le r  business end o f  t h e  spectrum, we present  a s e r i e s  o f  parameters f o r  what 

i s  meant i n  t h i s  p r o j e c t  by mic ro ,  smal l ,  medium, and l a r g e  businesses. The 

proposed d e f i n i t i o n s  a re  based on combinat ions o f  c r i t e r i a  c u r r e n t l y  be ing  used 

by var ious  o rgan i za t i ons  p r e v i o u s l y  mentioned. This  e f f o r t ,  we hope, w i l l  s e t  

t h e  stage f o r  u n i f y i n g  t h e  d e f i n i t i o n s  a t  t h e  n a t i o n a l  l e v e l .  This  common 

understanding may he1 p p rov ide  the  bas i s  f o r  i n i t i a t i v e s  t o  improve the  po l  i c y  

environment f o r  small and m ic ro  businesses p a r t i c u l a r l y  a f f e c t i n g  the  var ious  

forms o f  ass is tance they r e c e i v e  as t h e i r  importance t o  t he  o v e r a l l  economy i s  

more c l e a r l y  recognized by po l  i c y  makers. 

O f f i c i a l  i n f o r m a t i o n  i n  El Salvador on the  s i z e  o r  importance o f  t he  small and 

m i c r o  business i n d u s t r i a l  subsectors i s  sparse and o f  ques t ionab le  accuracy. 

Wi thout  c l e a r l y  d e f i n i n g  t h i s  subsector,  programs f o r  i t s  increased involvement  

i n  t h e  na t i ona l  economy w i l l  be d i f f i c u l t  t o  design proper ly .  

Because l a r g e  and medium-size businesses a re  r e l a t i v e l y  more conspicuous i n  the  

economy and, there fo re ,  more e a s i l y  r e q u i r e d  t o  r e g i s t e r  w i t h  t h e  Reg is t ro  de 
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Comercio, they  a r e  b e t t e r  known i n  terms o f  t h e i r  numbers, employment c r e a t i o n  

p o t e n t i a l  and va lue  added c o n t r i b u t i o n s .  They have r e c e i v e d  more i n c e n t i v e s  and 

access t o  resources,  b o t h  human and c a p i t a l ,  e n a b l i n g  them t o  do bus iness more 

e f f i c i e n t l y .  

We propose u s i n g  b o t h  number o f  employees and t o t a l  asse ts  i n  our  d e f i n i t i o n s .  

Th is  a l l o w s  us t o  c o n t r o l  f o r  cases, f o r  examp16, i n  which a  r e l a t i v e l y  sma l l  

f i r m  i n  terms of  numbers o f  employees may be h i g h l y  c a p i t a l  i n t e n s i v e  and should 

n o t  be cons idered  i n  t h e  same ca tegory  as most sma l l  l a b o r  i n t e n s i v e  f i rms .  We 

a r e  assuming i n  our  d e f i n i t i o n  o f  "smal l  " a  r e 1  a t i v e l y  h i ghe r  degree o f  l a b o r  

i n t e n s i t y  than  i n  medium and l a r g e  f i r m s .  

I n  terms o f  t o t a l  asse t s  f o r  s o l e  p r o p r i e t o r s h i p ,  sma l l ,  and micro-bus inesses,  

these woul d  i n c l u d e  a1 l t h e  e n t r e p r e n e u r ' s  asse ts  i n c l  u d i  ng h i s  housing, s i n c e  i t  

o f t e n  serves as t h e  p l a n t  a l so .  For medium and l a r g e  f i r m s ,  asse t s  would i n c l u d e  

o n l y  those  asse ts  s p e c i f i c a l l y  used i n  t h e  b l ~ s i n e s s  ope ra t i ons .  

Other d e f i n i t i o n s  have i n v o l v e d  f i r m  ownership, management and c o n t r o l ,  use o f  

domest ic o r  impor ted  m a t e r i a l s  i n  t h e  p r o d u c t i o n  process, o r  p r o d u c t i o n  o r  s a l e s  

volume. However, we b e l i e v e  t h a t  i n  t r y i n g  t o  develop a  u n i f i e d  d e f i n i t i o n  t o  be 

used by severa l  d i f f e r e n t  o rgan i za t i ons ,  i t  shou ld  be k e p t  as s imp le  as p o s s i b l e  

so as t o  be a p p l i e d  a c c u r a t e l y  and u n i f o r m l y .  For t h i s  reason, we a r e  p ropos ing  

t h e  two v a r i a b l  e  formula d e s p i t e  i t s  poss-i b l  e  d e f i c i e n c i e s .  

F i r m  s i z e  i s  d e f i n e d  i n  t h e  f o l l o w i n g  way ( a l l  asse ts  parameters w o ~ ~ l d  be 

rev iewed h i -annual  l y ) :  

H ic ro -bus iness :  Number o f  employees 1 -4  and asse ts  up t o  l?50,000. 
Maximum asse ts  per  employee lZ12,500. 

Smal l  bus iness:  Number o f  employees 5-39 and Assets between a30,000 and 
~500,000.  
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Average 
Assets Der 
Worker 

9,000 Level I Number o f  employees 5-9 and Assets between (130,000 and 
(175,000. 

12,000 Level I I Number o f  employees 10-1 9 and Assets between k?75,000 and 
(2200,000. 

14,000 Level I 1 1  Number o f  employees 20-29 and Assets between 11200,000 and 
k?400,000. 

15,000 Level I V  Number o f  employees 30-39 and Assets between 11400,000 and 
k?600,000. 

Medium business: Number o f  employees 40-199 and Assets between (2500,000 
and lZ2,000,000 

16,000 Level I Number o f  employees 40-99 and Assets between lZ600,OOO and 
g1 ,000,000. 

16,000 Level I 1  Number o f  employees 100-199 and Assets between k?1,000,000 
and (22,500,000. 

Large Business: Number o f  employees 200 + and Assets over 112,500,000. 

2.3.3. P r o f i l e  o f  t he  Manufactur ing Sector  by F i rm S ize  

A concer ted e f f o r t  was made t o  g e t  up-to-date accurate i n f o r m a t i o n  which would 

g i v e  a r e l i a b l e  p i c t u r e  o f  the  r e l a t i v e  importance o f  micro,  smal l ,  medium, and 

l a r g e  f i rms  t o  the  Salvadoran economy i n  terms o f  t h e i r  numbers and c o n t r i b u t i o n s  

t o  empl oyment. Un fo r tuna te l y  t he  most c u r r e n t  i n f o r m a t i o n  g i v i n g  a breakdown by 

s i z e  o f  f i r m  was from the  Economic Census o f  1979. S t a t i s t i c a l  i n f o r m a t i o n  was 

compiled i n  1978. 

I n  t he  1 a s t  f ou r  yea rs  the re  has been a g r e a t  decl i n e  i n  formal manufactur ing 

operat ions.  Medium and l a r g e  companies have c losed o r  decreased product ion  t o  an 

es t imated 60% capac i ty .  U n d e r u t i l i z a t i o n  o f  capac i t y  i s  even g rea te r  i n  some 

i n d u s t r i e s .  Therefore, employment as expressed i n  the  1979 f i g u r e s  i s  h igh  f o r  

these companies. Furthermore, small and m ic ro  f i rms by a1 1 accounts have 

absorbed a t  a minimum a smal l  amount o f  t h i s  d isp laced l abo r .  One would con- 

c lude,  then, t h a t  f i g u r e s  f o r  these f i rms are  low. Any use o f  t h i s  i n f o r m a t i o n  

(see Table 9), t he re fo re ,  can o n l y  be i l l u s t r a t i v e  o f  general r e l a t i o n s h i p s .  
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TABLE 9 

BREAKDOWN OF SALVADORAN FORMAL MANUFACTURING SECTOR 
BY I N D U S T R I A L  A C T I V I T Y  AYD NUMBER OF EMPLOYEES 

SOURCE: CENSOS ECONOMICOS 1979 TABLES 3 and 1 4 , V o l .  I 

nlcro W l l m  
50-99 100- 199 

t F l W  t lbtal t Flrns t lbtal 
t Ibtal i -1. f -1. a W 1  

17 4 11 .3 
1,172 6.6 1,449 8.2 

23 -6 27 .0 
1,543 5.5 3,520 12.5 

3 .4 1 .l 
183 6.1 128 4.2 

4 2.1 10 5.1 
271 5.2 1,488 28.3 

23 13.2 10 5.7 
1,599 24.9 1,440 22.5 

5 1.0 6 1.1 
400 9.1 793 17.9 

1 12.5 3 37.5 
53 9.4 492 80.0 

15 2.4 7 1.2 
1,017 12.7 1,029 12.8 

7 4.9 2 1.4 
487 33.6 280 19.3 

large 
m +  

t PI- 8 lbtal 
f -1. 8 lbtal 

12 .3 
5,596 31.5 

. - - -  
CIIU IE(IXLSIRIN, Wt'IVITY - t -laye00 1-4 
!&!!E t Plrrs t mta1 

1 W l .  t mtal - 

32 Textiles, garroents, leethu pralucls 3,309 92.1 
(en alcto garaets 2,665/4186) 5,672 20.2 

!5 Chmlcal srhatances, pruClcte# klvatives 72 41.4 
of ~ctroleurl coal, r*. a d  plastic 145 2.3 

36 Mineral Products, e q t  Petroletn and 409 79.3 
Coal derlvatlves 1,122 25.4 

37 tlasic Metals 
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Recognizing these problems w i t h  the  data, and t h a t  the  numbers r e f l e c t  o n l y  t he  

formal manufactur ing sec tor ,  we s t i l l  can g e t  some i n t e r e s t i n g  perspect ives.  

Overal l  , 88.5% o f  a1 1 Sal vadoran f i r m s  were i n  the  m ic ro  sec tor  o f  1-4 employees 

represent ing  22.4% o f  t o t a l  employment. Another 9% were considered smal l  (5-49 

employees) w i t h  17% o f  the  t o t a l  number of  employees. Medium f i r m s  (50-199 

employees) represented 1.8% o f  a1 1 f i r m s  and 23.1 % o f  employment and o n l y  0.7% 

were considered l a r g e  f i r m s  (over  200 employees) rep resen t i ng  37.5% o f  a1 1 

empl oyees . 

TABLE 10 

Percent o f  
A1 1 Manufactur ing Percent 

F i rm Size* F i  rms o f  Employment 

Mic ro  (1-4) 
Small (5-49) 
Medium (10-199) 
Large (200 +) 
Total  

Source: Breakdown o f  Salvadoran formal manufactur ing sec tor  by 
i n d u s t r i a l  a c t i v i t y  and f i r m  s i z e  (Table 9 ) .  

*Note: F i rm s i z e  as designated i n  Census Data. 

W i th in  var ious  ca tegor ies  o f  manufactur ing, i t  i s  i n t e r e s t i n g  t o  note t h a t  

micro-businesses lowest  representa t ions  i n  terms o f  t o t a l  f i r m s  a re  i n  CIIU 

category 34 (paper, paper products, p r i n t i n g ,  and pub1 i s h i n g  - 46.7%) and 

category 35 (chemical substances, products, petroleum d e r i v a t i v e s ,  coal  , rubber 

and p l a s t i c  - 41.4%). C o n t r i b u t i o n  t o  employment genera t ion  i s  even lower f o r  

the  mic ro  businesses i n  these categor ies;  category 34-4.9% and category 35-2.3%. 

Medium and l a r g e  f i rms ,  on the  o the r  hand, rep resen t  18.9% and 3.5% o f  t he  t o t a l  

number o f  es tah l  ishments r e s p e c t i v e l y ,  and 77.4% o f  a1 1 employment i n  these 

ca tegor ies  . 
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Medium-size f i r m s  rep resen t  t h e  b i g g e s t  employment generator  i n  t he  bas i c  me ta l s  

area, C I I U  ca tegory  37. 

Cateqor ies 34, 35, and 37 together  rep resen t  12,277, o r  16.3%, o f  t o t a l  employ- 

ment. It i s  expected t h a t  these ca tego r ies  a r e  r e l a t i v e l y  c a p i t a l  i n t e n s i v e  when 

compared t o  t h e  r e s t .  

On t h e  o t h e r  hand, r e l a t i v e l y  l a b o r  i n t e n s i v e  p roduc t i on  i n  C I I U  ca tego r ies  31 

( f ood  products,  beverages, and tobacco) and 32 ( t e x t i  1  es, garments, and 1 ea ther  

p roduc ts )  a r e  the  heav ies t  employment genera tors  by f a r .  Together they  rep resen t  

45,911 of  t h e  75,107 t o t a l  manufactur ing employment recorded, o r  61 .I%. The 35 

l a r g e s t  t e x t i l e  companies ( i n  t he  50 and over employee range - e.g. medium and 

l a r g e  f i r m s )  rep resen t  10,174 o f  t he  28,133 employees i n  ca tegory  32. The r e s t  

o f  employment generated i n  t h i s  impor tan t  sec to r  i s  r a t h e r  even ly  d i s t r i b u t e d  

over  medium, smal l  and micro-businesses. I n  ca tego r ies  31 and 32, smal l  and 

micro-businesses rep resen t  99% and 97.8% o f  a l l  f i r m s  r e s p e c t i v e l y ,  and 53.8 and 

49.4% o f  employment r e s p e c t i v e l y ,  t a k i n g  away t h e  1 arge t e x t i l e  f i r m s .  

Category 38, metal  products,  machinery, and equipment, i s  another  impor tan t  

employment generator  which c o n t r i b u t e d  8,029 jobs.  The 10 l a r g e  f i rms ,  

rep resen t i ng  1.5% o f  t h e  t o t a l ,  c o n t r i b u t e d  40.6% o f  t h e  employment generated. 

Medium and l a r g e  f i r m s  i n  t h i s  ca tegory  together  represented  5.1% o f  t he  f i r m s  

and 66.1% of  t he  employment generated. 

Small and micro-businesses i n  ca tegory  33 (1 umber and wood products,  i n c l  u d i  ng 

f u r n i t u r e )  a r e  predominate. O f  t he  f i rms ,  99.4 a r e  smal l  and micro-businesses 

and generate 80.6% o f  t h e  employment i n  t h i s  category.  

Many o t h e r  c ross  re fe rences  and r e l a t i o n s h i p s  can be drawn from t h e  tab les .  I n  

sum, however, c e r t a i n  expec ta t i ons  a r e  conf i rmed f rom t h e  breakdowns. They are: 

1. R e l a t i v e l y  few l a r g e  businesses c r e a t e  a s u b s t a n t i a l  amount o f  employment. 

2. Large and medium-sized businesses p r o p o r t i o n a l l y  a re  more h e a v i l y  i n v o l v e d  i n  

and generate h igher  amounts o f  employment than smal l  and micro-businesses i n  

more c a p i t a l  i n t e n s i v e  p roduc t i on  a c t i v i t i e s .  
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' 3. Small and micro-businesses o f  t he  formal sec to r  represent  very h igh  percent-  

ages o f  t o t a l  manufactur ing establ ishments and almost 40% o f  t o t a l  manufac- 

t u r i  ng employment. ( If informal  sec tor  were i n c l  uded, the  f i g u r e s  woul d be 

much g r e a t e r ) .  

4. Small and micro-businesses c rea ted  p r o p o r t i o n a t e l y  h igher  t o t a l  amounts o f  

empl oyment i n  a c t i v i  t e s  which l end  themsel ves t o  l a b o r  i n t e n s i v e  product ion,  

and which a r e  c l o s e r  t o  Salvadoran pr imary product ion.  

I n  terms o f  t h i s  p r o j e c t ,  t h e  i n fo rma t ion  he lps  t o  suppor t  t he  need t o  address 

several l e v e l  s o f  i n d u s t r i a l  and manufactur ing a c t i v i t y ,  and w i l l  he1 p focus the  

p r o j e c t  p roper ly ,  g iven t h e  s t rengths  and p o t e n t i a l  o f  each type of business. 

Using the  DRC c a l c u l a t i o n s  done f o r  t h i s  p r o j e c t  and c o r r e l a t i n g  these w i t h  t h e  

breakdown in fo rmat ion  described, b e t t e r  t a r g e t i n g  o f  products and f i r m  l e v e l s  f o r  

expo r t  o r  domestic p roduc t i on  and ana lys i s  o f  r e l a t i v e  p r o j e c t e d  employment 

impacts cou ld  be c a r r i e d  ou t .  

2.4. The Importance o f  Small and M i c r o  Businesses t o  t h e  Salvadoran Economy and 

Soc ie ty  

The small and micro-business subsectors o f  the Salvadoran economy a re  i n -  

c reas ing l y  being recognized as c r i t i c a l  t o  the  c o u n t r y ' s  economic s t a b i l i z a t i o n  

and recovery. It i s  c l e a r l y  understood t h a t  these smal l ,  o f t e n  unreg is te red,  

businesses account f o r  a g rea t  deal o f  the  employment generated, p r i m a r i l y  i n  the  

low income groups t h a t  encompass t h e  vas t  m a j o r i t y  o f  t h e  Salvadoran popu la t ion .  

According t o  1980 f i g u r e s ,  the  economical ly  a c t i v e  popu la t i on  ( E A P )  of E l  

Salvador cons is ted  o f  1,553,786 people which represents  33.8% o f  t h e  t o t a l  

popu la t i on  o f  4,539,500 (see Tab1 e 11 1. Current  unemployment f i g u r e s  range from 

40-48% depending on which one t a l k s .  Given these f i gu res  as a backdrop i n  

a t tempt ing  t o  determine the  importance of ind iv idua l ly -owned smal l  and mic ro  

businesses t o  the  Salvadoran economy, r e l i a b l e  data on the numbers o f  en te r -  

p r i s e s l '  and the  amount o f  employment they c r e a t e  a l s o  i s  needed. 

I/ Throughout t h i s  work we are  speaking o f  n o n - a g r i c u l t u r a l  product ion.  - 
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TAI3I.E 11  

EL SALVAWIt: OCCUPATIONAL SI TUAT I O N  
1978-1980 

1978 1980 . . - -. -. . - .~ ~ . ~. . - ~ - . .- ~ D i f ference 78-80 - 

1 Percentages Percentaqes Percentages 
Occupational S i tua t ion  People 

(1 (2 (1)  (2 )  ( 3 )  
People 

. -~ .- - - - 
(4) (5)  

Tota l  Populat ion 1 4.279.268 1 0 . 0  - - -- 14.539.500 100.0 -- -- 1 260.232 6.08 3 .O 

Working Age Populat ion 1 2.955.347 - - 100.0 - -  1 3.011.244 - - 100 .O -- 1 55.897 1.89 0.9 

t u l l y  G~~p loyed  

Undere~npl oyed 

Economically Act ive Populat ion 

Tota l  bnpl oyrl~ent 

Unen~pl oyed I 53.019 1.2 1 .8 3.7 1 250.846 5.5 8.3 16.3 1 197.827 373.12 117.5 

1,426,389 - - -- 100.0 1,533.786 - - - - 100.0 I 1,373,370 32.1 46.5 96.3 1,282,940 28.3 42.6 83.6 

( I )  Figures as a percentage o f  t o t a l  populat ion.  

107.397 7.53 3.7 

-90,430 -6.58 -3.3 

F i  r s t  Time Unerl~ployed 1 8,219 0.2 0.3 0.6 
.. - - - -. -. -- - - -- 

(2)  Figures as a percentage o f  working age populat ion. 

' 25.851 0.6 0.8 1.6 1 17.632 214.52 77.3 
- 

( 3 )  Figures as a percentage o f  economically act ive populat ion.  

(4) Percentage change between 1978 and 1980. 

(5)  Average annual r a t e  o f  growth. 

S o u r c e :  Adapted from f igures contained i n  IPROS: subsist en^ l lon i to r  del Empleo en E l  Salvador, Cuadro 15, Septe~nber 23, 1983. 
F inal  Version; SIECA/ECID/ IPROS-1~1-3110-6080,  Guatemala: Source o f  t h i s  f o n ~ ~ t  unavai lable. 



Unfortunately there i s  no trustworthy d a t a  available. One only has t o  review the 

numbers t o  realize t h a t  most calculations which do exist are n o t  realist ic.  On 

the basis of one estimate, there were only 2,836 small businesses defined as 

having 5-49 workers, representing 5% of the t o t a l  number of medium, small and 

micro businesses in the country. Assuming an average of 30 employees per firm, 

which i s  probably high, these companies would have employed together 85,080 

people. The same d a t a  shows t h a t  there were 56,454 micro-businesses of 1-4 
2 / employees representing 94% of the t o t a l  number of establishments in E l  Salvador - . 

Assuming an average of 2.5  workers per shop, this gives a t o t a l  of 141,135 people 

employed by micro businesses. According t o  these s ta t is t ics ,  therefore, small 

and  micro firms of less t h a n  50 employees created work for 226,215 people or 

approximately 14.5% of the EAP. These figures include commerce and services. 

Given general agreement t h a t  small enterprises are a major employment generator, 

the figures presented above simply are no t  realist ic.  The team also attempted t o  
use the 1 atest Encuesta Industrial s ta t is t ics .  However, these figures a1 so were 

not  reliable. A major reason for the distortion i s  t h a t  the universe upon which 

the calculations are made i s  based on the Registro del Comercio. Very few small 

or micro businesses register and  are thus excluded from the s tat is t ics .  

The private associations of small business and artisans as we1 1 as FIGAPE and 

FEDECCREDITO believe, with reason, t h a t  there are many thousands of additional 

people employed in small a n d  micro-business t h a n  the censuses would show. 

FIGAPE's General Manager calculates from his experience (he i s  a director of 

FENAPES as we1 1 ) t h a t  there are approximately 80,000 micro-busi nesses ( 1  -4 

employees) , and 37,000 small businesses (5-20 employees) in the country. 

Assuming again an average of 2.5 employees per micro-business and 8 employees per 

small business, the t o t a l  of employment generated by this strata would be 496,000 

j o b d l  which i s  equal t o  approximately 3 8  of the EAP. This calculation seems 

more accurate. If we assume t h a t  only one third of these jobs are in 

2/ Estadistica y Censos: :dinisterio de Economia, 1980; Breakdown by ATD/ES/PRE - 
staff. 

3/ These figures do n o t  include artesans, which CONAES (Consejo Nacional de - 
Empresarios Sal vadorenos) calculates informal l y  t o  be some 300,000 people. 
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manufactur ing, t he  o the rs  be ing  i n  serv ices  o r  commerce, we s t i l l  a r r i v e  a t  

163,000 people employed by mic ro  and small manufactur ing businesses. 

I f  we consider  t h a t  perhaps 20% o f  micro-businesses and 25% o f  small manufac- 

t u r i n g  businesses a re  r e g i s t e r e d  w i t h  the  Reg is t ro  de Comercio, t h e  b a s i s  f o r  
4 / the  Census in fo rmat ion ,  we can c a l  cu l  a t e  the  f o l  1 owing:- 

1. That t he re  are some 43,700 m ic ro  businesses i n  manufactur ing i n  E l  

Sal vador, and; 

2. That t he re  a re  about 3,560 smal l  nianufacturers i n  the  count ry .  

Once again assuming an average o f  2.5 employees per micro-business and 8 

employees average per small f i rm,  us ing  FIGAPES's d e f i n i t i o n  o f  5-20 employees as 

small business, we c a l c u l a t e  the  f o l  lowing:  

1. That mic ro  manufactur ing businesses employ 87,460 people, and; 

2. That small manufactur ing businesses employ 28,480. 

That i s  a t o t a l  o f  115,940 o r  about 71% o f  t h e  prev ious  c a l c u l a t i o n .  

No ma t te r  which numbers a re  used, however, i t  i s  abundant ly  c l e a r  t h a t  the  smal l  

and mic ro  businesses i n  manufactur ing a re  respons ib le  f o r  employing we1 1 over a 

hundred thousand and perhaps c l o s e r  t o  two hundred thousand people i n  a war - to rn  

s o c i e t y  w i t h  a huge unemployment problem. 

These businesses t o  a l a r g e  degree have n o t  shut  down, have cont inued t o  employ 

people, and have he1 ped keep the  economy going. They have c o n t r i b u t e d  t o  

ma in ta in ing  t h e  supply o f  goods and serv ices  and-have helped keep i n f l a t i o n  under 

c o n t r o l .  

4/ See Table 9 - Breakdown o f  Salvadoran Formal Manufactur ing by I n d u s t r i a l  - 
A c t i v i t y  and Number o f  Employees. 



Therefore, a major component o f  t h i s  p r o j e c t  i s  d i r e c t e d  toward i n c r e a s i n g  

product ion  and p r o d u c t i v i t y  o f  these f i r m s  through f i n a n c i a l  , techn ica l  and 

managerial ass is tance i n c l u d i n g  expo r t  market ing. 

3. CONSTRAINTS AND NEEDS 

3.1 . F i rm Level 

Capi t a l  Resources 

M i  cro-Busi ness : 

M i c r o  businesses a r e  c o n s t a n t l y  i n  a working c a p i t a l  b ind.  They do n o t  g e n e r a l l y  

have access t o  formal c r e d i t  i n s t i t u t i o n s  and are  thus fo rced  t o  borrow i n  t h e  

in fo rmal  c a p i t a l  market,  e. g. , from money 1 enders , who f r e q u e n t l y  charge many 

t imes t h e  go ing  market r a t e  of  i n t e r e s t .  P r o f i t ,  whether i t  be f o r  savings, 

re investment ,  o r  consumption i s  absorbed by the  lender ,  meaning t h a t  small 

entrepreneurs cannot improve very much t h e i r  p roduct ion ,  p r o d u c t i v i t y ,  o r  q u a l i t y  

o f  l i f e  standards, s ince  they a re  probably be ing  d e c a p i t a l i z e d  by the  e x h o r b i t a n t  

c r e d i t  terms of  the  in formal  c r e d i t  market. Depending on t h e  l oan  purpose, most 

in formal  c r e d i t  i s  f o r  very  s h o r t  per iods ,  days o r  weeks, a t  very h i g h  i n t e r e s t .  

I f  the  entrepreneur does n o t  have access t o  c r e d i t  f rom any source, i n c l u d i n g  

supp l i e rs  o r  advances from buyers, chances are  t h e r e  w i l l  be d i s c o n t i n u i t i e s  i n  

h i s  p roduct ion  process due t o  bo t t l enecks  c rea ted  by l a c k  o f  m a t e r i a l s .  He must 

w a i t  f o r  payment on prev ious  product ion  i n  o rder  t o  buy m a t e r i a l s  i n  o rde r  t o  

produce more. Much t ime i s  1 o s t  by these businesses on mu1 t i  p l  e and redundant 

c o l l e c t i o n  t r i p s  t o  t h e i r  o u t l e t s - - o f t e n  o the r  smal l  commercial establ ishments 

which, because o f  t h e i r  own cash f l o w  problems, a1 so a r e  unable t o  pay the  

producers up f ron t .  This  v i c i o u s  c y c l e  c rea tes  pronounced i n e f f i c i e n c i e s  

reduc ing  p r o d u c t i v i t y ,  income, and employment oppor tun i t i es .  

Despi te the  obstac les,  however, these mic ro  businesses e x i s t  by t h e  thousands and 

p rov ide  a 1 i v e l  ihood f o r  1 i t e r a l  l y  hundreds o f  thousands o f  people i n  E l  Salvador. 
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Small Businesses : 

As w i t h  micro-businesses, small businesses a1 so need c r e d i t .  Yet desp i te  

i nc reas ing  assets bases, p r o d u c t i v i t y  and p r o f i t  p o t e n t i a l  i n  comparison t o  

micro-businesses, small businesses i n  El Salvador a l s o  have h i s t o r i c a l l y  lacked 

access t o  commercial bank f inancing.  As w i t h  smal l  business the  wor ld  over,  

g i ven  t h a t  banks' t r a n s a c t i o n  cos ts  v i r t u a l l y  a r e  as h i g h  f o r  smal l  as f o r  l a r g e  

loans and g iven t h a t  t he re  i s  a g rea te r  perceived r i s k  (a l though i t  may n o t  be 

r e a l  ) in l e n d i n g  t o  smal l  borrowers, if given a choice,  banks w i l l  l e n d  t o  

l a r g e r ,  t r i e d  and proven borrowers. Furthermore, t h e  banks r e l y  p r i n c i p a l l y  on 

guarantees t o  q u a l i f y  loans which smal l  businesses can o f t e n  n o t  prov ide.  Small 

businesses a re  very 1 i m i  t e d  i n  t h e i r  guaranteeing c a p a b i l i t i e s ,  and banks w i l l  

f r e q u e n t l y  take 2 o r  3 t imes the  1 oan amount i n  c o l  1 a t e r a l  , thus reduc ing  t h e  

small en te rp r i ses  c r e d i t  "worth iness"  t o  a f r a c t i o n  o f  i t s  ac tua l  worth.  

Level I small  businesses, as we have def ined them, represent  t he  nex t  s tep  up 

from m ic ro  businesses. They p r i m a r i l y  need work ing c a p i t a l  and some a l l o c a t i o n  

f o r  f i x e d  assets. As f i r m s  grow, these requi rements l i k e l y  w i l l  change as they 

e l e c t  t o  increase product ion  and p r o d u c t i v i t y  l e v e l  s and, thus, p r o f i t s  through 

the  use o f  more automated product ion  methods. As t h i s  t rend  progresses, more 

c r e d i t  needs t o  be earmarked f o r  f i x e d  assets i n  r e l a t i o n  t o  work ing c a p i t a l  f o r  

Level I V  small f i r m s - - j u s t  t h e  oppos i te  o f  Level I small  businesses. But  such 

c r e d i t  i n t e r v e n t i o n s  should n o t  l o s e  s i g h t  o f  r e l a t i v e  f a c t o r  cos ts  and t h e  

importance o f  employment c r e a t i o n  i n  developing nat ions .  

C r e d i t  Demand: M ic ro  and Small Business 

There i s  no o f f i c i a l  c r e d i t  demand in fo rma t ion  f o r  these sub-sectors. Obta in ing  

an accurate es t imate  had t o  be done p r i n c i p a l l y  on the  bas i s  o f  c u r r e n t  p o r t f o l i o  

i n f o r m a t i o n  from the  th ree  most impor tan t  i n s t i t u t i o n s  l end ing  t o  these bus i  - 
nesses as w e l l  as assumptions about r e l a t i o n s h i p s  between c u r r e n t  p o r t f o l i o  

ha1 ances, u n s a t i s f i e d  demand and r e f 1  ows. 

I n  the  case o f  FIGAPE (Fondo de Financiamiento y Garant ia  para l a  Pequena 

Empresa),the base used was t h e i r  u n s a t i s f i e d  demand f i g u r e s  from an A p r i l  1983 



r e p o r t  d e l i v e r e d  t o  IDB.* For  FEDECCREDITO, we assumed t h a t  50% o f  c u r r e n t  

p o r t f o l i o  balances rep resen ted  u n s a t i s f i e d  demand which i n  t u r n  was based on 

FIGAPE's 42% f i g u r e  a d j u s t i n g  f o r  FEDECCREDITO1s 1  i q u i d i  ty c r i s i s .  Second y e a r  

(1 985) demand was c a l c u l a t e d  a t  33% of 1984 demand, assuming t h a t  a  l a r g e  p o r t i o n  

o f  u n s a t i s f i e d  demand would be covered i n  1984 th rough AID and o t h e r  donor 

f i n a n c i n g  and f rom r e f l o w s  f rom sho r t - t e rm  loans .  

The c a l c u l a t i o n s  have a l s o  been based on those  l i n e s  which a r e  p r i m a r i l y  geared 

t o  non-agr icu l  t u r a l  p r o d u c t i o n  and micro-empresas. Thus, we have es t ima ted  a  two 

year  1984-85 c r e d i t  demand as f o l l o w s :  

M i l l i o n s  of  i2 
1984 1985 

I FIGAPE (1 7.6 (1 3.8 I 
FEDECCREDITO 

Cred i  t o  Popul a r  
Rur a1 Community Devel opment 
Urban Communi ty Devel opment 

Sub-Total 17.3 6.5 

Banco de Fomento Agropecuario 
Micro-Empresas Rura l  es  

Subp ro jec t  
A g r o i n d u s t r i a l  

(207 b e n e f i c i a r i e s  m i n i -  
f und ia  f o r  non - t r ad i  t i o n a l  
p roduc t ion .  Geared toward  
newly  formed a s s o c i a t i o n s  
f o r  ag r i - p rocess ing  
f a c i l i t i e s  and equipment 
(woul d  i n c l u d e  f o r e i g n  
exchange 1  oans) 

Sub-To t a l  (1 6.7 g  4.2 

To ta l  (131 .6 g l4 .5  

To ta l  Est imated Demand f o r  1984-85 
( M i l l i o n s  o f  US d o l l a r s )  

* In forme Basico P r e l i m i n a r  para  ser  presentado a  l a  M i s i o n  de l  BID - 
FIGAPE A p r i l  1983. 
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FEDECACES (Federat ion o f  Savings and Loan Cooperat ives o f  El Salvador)  i s  another 

p o t e n t i a l  lender ,  however, h i s t o r i c a l l y  i t  has tended t o  o r i e n t  i t s  l end ing  t o  

consumer, housing, and a g r i c u l t u r a l  loans. I t s  impact on demand p r o j e c t i o n s  f o r  

t he  type o f  p roduc t i ve  c r e d i t  i n  manufactur ing t h a t  i s  o f  most importance here 

would be n e g l i g i b l e .  Also, i n  c o n t r a s t  t o  t he  o the r  i n s t i t u t i o n s  which have 

ser ious  1 i q u i d i  t y  problems as o f  9130183, FEDECACES had US $1.9 m i l l  i o n  i n  i t s  

p i p e l i n e  t h a t  had n o t  been moved. 

Medium and Large Business: 

Major  c o n s t r a i n t s  f o r  medium and l a r g e  f i r m s '  access t o  needed c a p i t a l  i n c l u d e  

shortage o f  exchange, reduced c r e d i t  wor th iness due t o  the  d e c l i n i n g  economy and 

general d e t e r i o r a t i o n  o f  i n d i v i d u a l  bank p o r t f o l i o s .  Ref inancing has increased, 

r e s u l t i n g  i n  a decrease i n  new c r e d i t  supply. A n t i - i n f l a t i o n a r y  measures by t h e  

Centra l  Bank a l s o  have a f f e c t e d  l o c a l  c r e d i t  a v a i l a b i l i t y  t o  t he  medium and 

l a r g e r  f i rms.  Another major c o n s t r a i n t  t o  medium-sized f i r m s  i s  t h e  l a c k  o f  

t echn ica l  ass is tance i n  p r o j e c t  and l o a n  prepara t ion .  This  i s  e s p e c i a l l y  t r u e  

f o r  a p p l i c a t i o n s  f o r  funds supp l i ed  by i n t e r n a t i o n a l  c r e d i t  o rgan iza t i ons  where 

c r e d i t  ana l ys i s  i s  more s t r i n g e n t .  Some banks have admi t ted  t h a t  they,  too,  

cou ld  use a d d i t i o n a l  t r a i n i n g  i n  c r e d i t  ana l ys i s  and l o a n  processing i n  o rder  t o  

handle more e f f i c i e n t l y  loans t o  medium and l a r g e  businesses, e s p e c i a l l y  those 

engaged i n  fo re ign  t rade.  

The problems and needs o f  t he  medium and l a r g e  f i r m s  which a re  e x p o r t i n g  r e v o l v e  

p r i n c i p a l l y  around f o r e i g n  exchange. The balance o f  t rade  i s  i n  d e f i c i t  

approximate ly  US $130 m i l l i o n  and, unless expor ts  a re  s t imu la ted ,  wf 11 no doubt 

cont inue unfavorable. Assuming expor ts  can be increased enough over t h e  nex t  

t h ree  years  t o  e l i m i n a t e  the  un favorab le  balance o f  t rade,  a d d i t i o n a l  f o r e i g n  

exchange requirements f o r  these medium11 arge f i r m s  w i l l  average US $45 m i  11 i o n  

per  yea r  o f  which approximate ly  US $13 m i l l  i o n  per  year  would be prov ided by a 

proposed World Bank loan. The e l  i m i n a t i o n  o f  t h e  un favorab le  balance o f  t rade  

would b r i n g  c a p i t a l  resources back t o  1979 l e v e l s .  

As f o r  l o c a l  c r e d i t  needs, t he re  probably w i l l  be no increased demand over t h e  

nex t  t h ree  years f o r  medium t o  l a r g e  f i r m s  i n  t h e  i n d u s t r i a l  and commercial 

sec tors  unless expor ts  a re  s t imu la ted .  Firms i n  t h e  i n d u s t r i a l  sec tor  a re  
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s u f f e r i n g  from ser ious u n d e r u t i l  i z a t i o n  o f  capac i t y  and need the  s t i m u l a t i o n  o f  

expor ts  i n  order  t o  increase t h e i r  product ion r e l a t e d  expenditures and, 

therefore,  r a i s e  l o c a l  c r e d i t  needs. It i s  n o t  poss ib le  t o  est imate the  increase 

i n  l o c a l  c r e d i t  demand t h a t  would r e s u l t  from increased expor ts  dur ing  the  next  

th ree years s ince the  i n t e r n a l  s i t u a t i o n  i n  El Salvador and f o r e i g n  compet i t ion  

w i l l  h e a v i l y  i n f l uence  the  a b i l i t y  t o  generate demand f o r  expor t  p roduct ion  and 

t o  a t t r a c t  f o r e i g n  investments. 

3.1 -2. Human Resources 

Micro-Business : 

Micro-businesses i n  manufactur ing genera l l y  a re  very bas ic  k inds  o f  opera t ions  

w i t h  rudimentary l e v e l s  o f  technology and management. They a r e  s o l e  p r o p r i e t o r -  

sh ips  whose owners/managers a re  f r e q u e n t l y  workers who decided t o  s t a r t  t h e i r  own 

businesses due t o  1 ack of a1 t e r n a t i v e  employment oppor tun i t i es ,  a1 though many 

a1 so a re  t r u e  entrepreneurs . 

They do n o t  o f t e n  have t r a i n i n g  i n  good a d m i n i s t r a t i v e  procedures. Thus, they 

i n f r e q u e n t l y  have any form o f  bookkeeping o r  o ther  c o n t r o l s  genera l l y  accepted as 

impor tant  t o  business. What i n fo rma t ion  they do compile i s  o f t e n  tucked away i n  

t h e i r  heads o r  sca t te red  among pieces o f  paper and invo ices  s t u f f e d  i n  drawers i n  

smal l ,  u s u a l l y  one-room shops adjacent  t o  the f a m i l y ' s  l i v i n g  quar ters .  Cost 

ana lys i s  i s  n o t  f o rma l l y  done--although entrepreneurs f r e q u e n t l y  have not ions  o f  

earnings measured by whether income has been s u f f i c i e n t  t o  cover m a t e r i a l s  and 

househol d expenditures. Often no d i v i s i o n  i s made between busi  ness and househol d 

expenses. 

Very simp1 e general observat ions about management, admin i s t ra t i on  and not ions  

about what makes a product ion  shop a r e a l  business a r e  useful a t  t he  

micro-business l e v e l .  But e s s e n t i a l l y  these are  consciousness r a i s i n g  tasks 

which l a y  the  foundat ion f o r  more soph is t i ca ted  steps when the  entrepreneur i s  

ready f o r  them. And by t h e i r  nature, these tasks are  o f t e n  as s o c i a l l y  o r i e n t e d  

as they are  techn ica l .  
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Small Business: 

Small business owners are  often sk i l led  workers who have not had  formal t raining 
in business management s k i l l s .  In th i s  respect they are similar to  micro- 
entrepreneurs in the manufacturing industry; however, as the i r  businesses have 
grown and become more complex, they have been forced to adopt more sophisticated 
management, administration and production methods. 

These systems have often been implemented i n  a haphazard way. B u t  despite 
inadequate formal management, because of the entrepreneurs ' i ngenui ty , businesses 

continue to be able to  function and compete. W i t h  small, appropriate injections 
of training and technical assistance, some rudimentary and straight-forward 

changes could make a big difference to  business efficiency and productivity, as 
well as  p u t  entrepreneurs in bet ter  positions to  expand and create  more 

empl oyment . 

?dedium and Large Business: 

The principal constraints in large and medium industries that  retard the 
ef f ic ient  use of human resources, particularly for export production, are  as 

f  01 1 ows : 

- Lack of ski l led technical expertise necessary to carry out export 
marketing and pl  anni ng analysis which woul d a1 1 ow these corr~panies to  
enter or expand the i r  export markets. 

- Lack of  trained personnel to  carry out inventory procedures for  the 

importation of raw materials and equipment. This causes a skewing 
of the firms' demand for foreign exchange, w i t h  the r e su l t  tha t  

there i s  oftentimes a shortfal l  , resul t ing in the loss  of export 

orders . 

- Lack of trained personnel in these firms to identify overseas 

non-traditional markets and link th i s  information back i n t o  the 

qua1 i ty control a t  the product production 1 eve1 . 



3.1.3. Technology and In fo rma t ion  

Micro-Busi ness: 

Entrepreneurs o f ten  l ack  s t rong  c o n t r o l s  on m a t e r i a l s  use and q u a l i t y  c o n t r o l  

w i t h  r e s u l t a n t  loses  of p r o f i t s  and income. A1 so, micro-businesses use very l ow  

l e v e l s  o f  technology i n  t h e i r  p roduct ion  processes. Employees tend t o  be novices 

having 1  ow s k i  11 1  eve1 s. With improved t o o l  s  and b e t t e r  s k i  11 s, human resources 

cou ld  be more p r o d u c t i v e l y  used. 

Technical and managerial ass is tance programs t o  these businesses a r e  needed. But 

unless the re  i s  a  c l e a r ,  pragmatic (as opposed t o  conceptual ) understanding by 

t h e  entrepreneurs t h a t  improved management w i l l  make t h e i r  businesses prosper, 

technical/managerial  ass is tance may be l a r g e l y  a  waste o f  t ime and resources. 

For these businessmen and women, admin i s t ra t i on ,  such as bookkeeping, i s  viewed 

as "down-time". Because i t  i s  n o t  d i r e c t l y  r e l a t e d  t o  t u r n i n g  o u t  something t o  

he s o l d  which i n  t u r n  c rea tes  a  b e t t e r  cash f low,  micro-entrepreneurs genera l l y  

a re  n o t  l i k e l y  t o  keep books c o n s i s t e n t l y .  

Programs, there fore ,  should concentrate f i r s t  on those bas ic  areas which w i l l  

show d i r e c t  and immediate impacts on p r o f i t s .  E l i m i n a t i o n  o f  waste through 

b e t t e r  ways o f  c u t t i n g  lumber, c l o t h ,  o r  l e a t h e r  s tock (a  p a r t  o f  s k i l l s  

t r a i n i n g )  i s  one example. This  t r a i n i n g  can be done q u i c k l y  by low l e v e l  

promoters and techn ica l  ass is tance p rov ide rs  and the  r e s u l t s  may have a  d i r e c t  

impact almost immediately on the  en t repreneur 's  earnings. This  makes him o r  her  

a b e l i e v e r  i n  ass is tance.  Once t h i s  k i n d  o f  c r e d i  b i l  i t y  i s  c rea ted  by the  

program, the re  i s  more l i k e l i h o o d  t h a t  a t t e n t i o n  w i l l  be p a i d  t o  l e a r n i n g  

bookkeeping and o ther  management p r i n c i p l e s .  

Small Business: 

There w i l l  be d i f f e r e n c e s  i n  c o n s t r a i n t s  between Level I and Level I V  smal l  f i r m s  

i n  management i n fo rma t ion ,  admin i s t ra t i on ,  and technology. As business 

opera t ions  become more complex w i t h  more raw-mater ia ls  be ing  purchased, as 

product ion  increases and more employees a r e  h i r e d ,  and as the  f i r m  seeks new and 
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b igger  markets, t he re  w i l l  be needs f o r  more and b e t t e r  i n f o r m a t i o n  upon which t o  

make managerial decis ions and more h i g h l y  t echn ica l  p roduc t i on  processes. 

The Level I small entrepreneur may o f t e n  have e s s e n t i a l l y  t h e  same business 

a t t i t u d e s  as t h e  micro-entrepreneur. Bu t  f o r  him, good account ing i n f o r m a t i o n  

c o l l e c t e d  through a s imple bookkeeping system, b e t t e r  c o s t  and income 

in fo rma t ion ,  and b e t t e r  personnel and p roduc t i on  systems a re  needed as the  

business becomes more complex. When new markets a r e  sought, q u a l i t y  and 

product ion  schedules a l s o  become more important .  

As we move through the  typo logy  from Level I t o  Level I V  small businesses, t h e i r  

complex i ty  increases and w i t h i n  each f i r m  t he re  i s  more s p e c i a l i z e d  d i v i s i o n  o f  

l abo r .  Most small businesses need some form of  t echn ica l  and managerial 

ass is tance t o  he1 p them increase product ion ,  p r o d u c t i v i t y ,  f i r m  income and 

employment. If proper t a r g e t i n g  i s  done, us ing  t h e  d e f i n i t i o n  o f  f i r m  s i z e  as a 

guide, t h e  r i g h t  k i n d  and l e v e l  o f  ass is tance should be prov ided t o  meet these 

needs and have an economic impact on the  f i r m .  

The k i n d s  of  ass is tance t h a t  w i l l  be used by the  smal l  businessman o r  woman must 

be based on an i nven to ry  of  needs according t o  the  s p e c i f i c  l e v e l  o f  business. 

There w i l l  be over laps between, cont inuous l e v e l s ,  b u t  i t  w i l l  be very r a r e  t h a t  a 

Level I and Level I V  smal l  business, f o r  example, would r e q u i r e  e x a c t l y  t he  same 

type o f  ass is tance.  A t  Level I bookkeeping would p rov ide  the  k i n d  o f  i n f o r m a t i o n  

needed f o r  t h i s  s i z e  and complex i ty  o f  business. Anything more w i l l  t r a n s l a t e  

i n t o  wasted e f f o r t  and resources which might  be spent more e f f e c t i v e l y  elsewhere. 

Level I11 and Level I V  smal l  businesses w i l l  a l s o  r e q u i r e  more techn ica l  

ass is tance i n  terms o f  s k i l l s  t r a i n i n g  f o r  machine operators,  p l a n t  l ayou t ,  and 

improved product ion  processes. 

Medium and Larae Business: 

Large and medium f i r m s  s u f f e r  from many o f  the  same c o n s t r a i n t s  as smal le r  

f i rms.  That i s ,  they are  hampered i n  t h e i r  search f o r  new overseas markets, 

e s p e c i a l l y  U.S. markets under the  new CBI i n i t i a t i v e ,  by a l a c k  o f  exper ience i n  

market pene t ra t i on  and development ou ts ide  o f  t he  CAGM; an expensive and 
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inadequate t r a n s p o r t a t i o n  system f o r  t h e i r  merchandise, e s p e c i a l l y  t o  Western 

U.S. and As ian markets ;  l a c k  o f  modern and more e f f i c i e n t  machinery (due t o  l a c k  

o f  f o r e i g n  exchange) which i n  t h e  case of t h e  food p rocess ing  i n d u s t r y ,  would 

a l l o w  them t o  compete i n  t h e  i n t e r n a t i o n a l  markets w h i l e  s t i l l  m a i n t a i n i n g  t h e i r  

p o s i t i o n  as l a r g e  users  o f  l a b o r .  

3.2. Suppor t ing  I n s t i t u t i o n s  Level  

3.2.1 . Cap i t a l  Resorlrces Ass is tance  

Micro-Business and Small Business: 

Several  semi-autonomous i n t e r m e d i a r i e s ,  FIGAPE, FEDECCREDITO, and t h e  

A g r i c u l t u r a l  Development Bank (BFA) c u r r e n t l y  l e n d  t o  smal l  and m i c r o -  

e n t e r p r i s e s .  FEDECACES, t h e  Savings and Loan A s s o c i a t i o n  Federation, a1 so makes 

loans  a v a i l  ab le  f o r  smal l  bus iness a c t i v i t y .  

Desp i t e  i n t e r n a l  management problems which have been amply desc r i bed  i n  o t h e r  

r e p o r t s  and eva lua t i ons ,  these  i n s t i t u t i o n s  a r e  capab le  o f  l end ing ,  and have 

l e n t ,  s u b s t a n t i a l  amounts t o  smal l  and micro-bus inesses.  Some o f  t h e i r  c r e d i t  

l i n e s  f o r  micro-bus inesses r e q u i r e  o n l y  moral  o r  s o l i d a r i t y  guarantees. 

Repayment i n  these 1 i n e s  has h i s t o r i c a l l y  been exce l  l e n t .  

Having t h i s  k i n d  o f  c r e d i t  access i s  c r i t i c a l  t o  smal l  and micro-bus inesses.  I n  

t h i s  r espec t ,  E l  Salvador i s  f a r  ahead o f  o t h e r  c o u n t r i e s  i n  L a t i n  America and 

t h e  Caribheav. 

Th is  p r o j e c t  o f f e r s  an o p p o r t u n i t y  t o  improve t h e  smal l  and m i c r o - e n t e r p r i s e  

c r e d i t  systems as w e l l  as t o  a t t emp t  t o  expand l e n d i n g  t o  these  sub-sectors  

through t h e  commercial bank ing system. I n c e n t i v e s  such as a guarantee fund  and 

o t h e r  ent icements c o u l d  be made a v a i l a b l e .  A p r i n c i p a l  o b j e c t i v e  would be t o  

i n t e r e s t  comnerc ia l  banks i n  t e s t i n g  a w ide r  c r e d i t  market, i n c l u d i n g  l e n d i n g  t o  

sma l l e r  f i r m s .  D e t a i l s  o f  t h e  system w i l l  be developed a t  t h e  n e x t  s tage  o f  

p r o j e c t  p lann ing .  
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Small and mic ro -hus i  ness f i nance  s e r v i c e  i n s t i  t u t i o n s  unques t ionab ly  need 

improvements i n  t h e i r  i n t e r n a l  management. FEDECCREDITO has had s e r i o u s  problems 

i n  i n t e r n a l  management o f  i t s  l o a n  funds and repayment r a t e s  i n  t h e  p a s t  severa l  

yea rs .  FIGAPE has a l s o  had a  r e c e n t  change o f  management a f t e r  severa l  yea rs  o f  

poor performance. And t h e  BFA which has r e l i e d  on CEMTA promot ion and t e c h n i c a l  

ass i s tance  f o r  i t s  m i c r o - e n t e r p r i s e  c r e d i t  l i n e  has had, as a  consequence, some 

problems i n  i d e n t i f y i n g  s u f f i c i e n t  manufac tu r ing  p r o j e c t s .  Too many 1  oans have 

been made f o r  commercial a c t i v i t i e s  because t h e  o r g a n i z a t i o n s  f i n d  i t  e a s i e r  t o  

reach  and promote these businesses. 

Steps a r e  be ing  taken t o  improve t h e  i n t e r m e d i a r i e s '  o r g a n i z a t i o n  and management, 

t o  improve l o a n  repayment, and t o  promote e f f e c t i v e l y  c r e d i t  programs. I n  t h e  

l a s t  seve ra l  yea rs ,  h i s t o r i c a l l y  e x c e l l e n t  repayment r eco rds  have slumped i n  

l a r g e  p a r t  due t o  t h e  economic and p o l i t i c a l  problems o f  t h e  coun t r y ,  b u t  a l s o  

due t o  poor i n t e r n a l  management o f  t h e  i n s t i t u t i o n s .  O v e r a l l ,  t h e  i n t e r m e d i a r i e s  

need c r e d i t  a n a l y s i s  t r a i n i n g  f o r  smal l  s c a l e  bus iness c r e d i t  a n a l y s t s  w i  t n i n  t h e  

s.vstem. Th i s  p o s s i b l y  c o u l d  be coo rd ina ted  n a t i o n a l  l y  by t h e  Na t i ona l  

P r o d u c t i v i t y  Center (CENAP). The i n s t i t u t i o n s  a1 so shou ld  have i n t e r n a l  mon i t o r s  

f i nanced  by AID t o  p r o v i d e  s u p e r v i s i o n  over  i n s t i t ~ l t i o n a l  re fo rms and a  move 

toward improved o rgan i za t i on ,  management, and e f f i c i e n c y .  

r4edium and Large Business: 

The monetary and c r e d i t  p o l i c i e s  of  t he  El  Salvador aim a t  c r e a t i n g  c o n d i t i o n s  

f a v o r a b l e  f o r  r e a l  growth o f  t h e  economy,including inc reased  p r o d u c t i o n  and an 

e q u a l i z e d  ba lance o f  t rade .  I n  s p i t e  of  p a s t  e f f o r t s , t h e  economy d e t e r i o r a t e d  

s e r i o u s l y  a f t e r  1979, a l t hough  a  tendency toward improvement has been seen s i nce  

l a t e  1982. 

A  key f a c t o r  i n  t he  planned economic recove ry  i s  t he  commercial bank ing system 

which bears t h e  b r u n t  o f  r e s p o n s i b i l i t y  f o r  f i n a n c i n g  p r o d u c t i o n  and f o r e i g n  

commerce, as w e l l  as f o r  t h e  supply  o f  f o r e i g n  exchange necessary t o  c a r r y  o u t  

p roduc t i on  and commerce. 

P r i o r  t o  t h e  bank ing r e f o r m  o f  March 1980 which n a t i o n a l i z e d  t he  commercial 

banks, banks were i n  t h e  hands of a  few wea l thy  f a m i l i e s  who r e s t r i c t e d  t h e  use 
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o f  l oanab le  funds made up p r i n c i p a l l y  o f  demand depos i t s  t o  t h e i r  own groups and 

l a r g e l y  i n  t h e  areas o f  l a r g e  a g r i c u l t u r e  and commerce. The r e f o r m  was b rought  

ahout  t o  g i v e  c r e d i t  and f i n a n c e  f a c i l i t i e s  t o  a  l a r g e r  segment o f  t h e  economy, 

t o  c a r r y  o u t  f i n a n c i n g  f o r  t h e  a g r a r i a n  re fo rm program, and t o  channel resources  

toward a  more p r o d u c t i v e  economy. 

V i s i t s  t o  a  number o f  commercial banks (more than t h r e e  yea rs  a f t e r  t h e  

n a t i o n a l  i z a t i o n )  has l e f t  t h e  s t r o n g  impress ion  t h a t  t h e  banks a r e  o p e r a t i n g  

b e t t e r  and more e f f i c i e n t l y  now than  b e f o r e  t h e  Reform. A l though p r o f i t s  o f  t h e  

banks have n o t  improved, c r e d i t  has been extended t o  a  much l a r g e r  segment o f  t he  

economy and demand depos i t s  have inc reased  cons iderab ly .  I t  appears t h a t  t h e  

s o c i a l  , po l  i t i c a l  and macro-economic goa l s  o f  t h e  Reform a r e  be ing  met. 

Under t h e  Reform, t h e  government became a lmost  t h e  s o l e  shareho lder  o f  t he  

commercial banks and thereby  s e t  up t h e i r  Boards o f  D i r e c t o r s .  There i s  a  

p r o v i s i o n  f o r  s e l l i n g  49% o f  bank shares t o  t h e  p u b l i c  and t o  bank employees, b u t  

t h i s  procedure has had 1  i ttl e  movement s i n c e  t h e  Reform. Accord ing t o  t h e  

bankers, t h e  banks have con t i nued  h a n d l i n g  f i n a n c i a l  ma t te r s  as be fo re ,  though 

they  have gone from severa l  s t ockno lde rs  t o  one s tockho lde r  -- t h e  government. 

The pat r imony o f  t h e  banks has been ma in ta ined  r e s p e c t i n g  t h e  f u n c t i o n s  o f  

p r i v a t e  e n t e r p r i s e .  Each bank has i t s  independent p o l i c y  and t h e  necessary 

element o f  c o m p e t i t i o n  i s  f o s t e r e d  among banking e n t e r p r i s e s .  Banks a r e  

encouraged t o  m a i n t a i n  l o a n  p o r t f o l i o  s t r u c t u r e s ,  w i t h  t h e i r  own resources,  t h a t  

w i l l  emphasize p r o d u c t i v e  a c t i v i t i e s .  

P r i o r  t o  t h e  Reform, many e x p o r t e r s  ob ta i ned  ex tens ions  on sho r t - t e rm  e x p o r t  

c r e d i t s  so t h a t  i t  would appear t h e r e  were no a r r e a r s  and a t  t h e  same t ime  

rnediumllong-term deb t  was unders ta ted .  C r e d i t  d e l i v e r y  has been cons ide rab l y  

improved by t he  imp lementa t ion  o f  a  c r e d i t  a p p l i c a t i o n  procedure ( f o r  r e d i s c o u n t  

th rough  t h e  BCR) whereby t h e  commercial bank does a1 1  of  t he  e l a b o r a t e  c r e d i t  

a n a l y s i s ,  s i nce  i t  knows t h e  c l i e n t ,  and t h e  BCR accepts  t h e  a n a l y s i s  and 

recommendation w i t h o u t  de lay.  

A t  p r e s e n t  t h e r e  i s  no problem i n  d e l i v e r i n g  c r e d i t  t o  customers. I f  they  a re  i n  

a r r e a r s  t hey  have been t o l d  t hey  can r e f i n a n c e  under t h e  new " r e f i n a n c i n g  scheme" 

e f f e c t i v e  May 1983. I f  the-y do n o t  t ake  advantage o f  t h e  r e f i n a n c i n g  p r o v i s i o n ,  

i DEVELOPMENT ASSOCIATES, INC.  - 



which comes from the  bank 's  own resolJrces and o f f e r s  a t t r a c t i v e  terms, they may 

n o t  be a1 1  owed new c r e d i t .  

For commercial banks' c r e d i t  t o  small e n t e r p r i s e s  and s t a r t  up opera t ions ,  t he  

banks w i l l  always r e q u i r e  c o l l a t e r a l  o r  proven ea rn ing  power t o  suppor t  loans  

s ince  the  banks a r e  p r o f i t  mot iva ted  and o b l i g a t e d  t o  p r o t e c t  deposi tors.  A  

communal guarantee fund cou ld  be s e t  up ( p o s s i b l y  by AID) t o  guarantee loans  f o r  

small o r  new operators a f t e r  they a re  examined as t o  f e a s i b i l i t y ,  c a p a b i l i t y  and 

d i r e c t i o n  o f  e f f o r t  toward improving the  economy. The amount o f  the  guarantee 

fund a l l o c a t e d  t o  a  p a r t i c u l a r  entrepreneur cou ld  be freed up as soon as the  l oan  

i s  repa id .  

As f o r  t he  f o r e i g n  exchange p i c t u r e ,  i t  i s  g e n e r a l l y  known t h a t  a shortage o f  

f o r e i g n  exchange e x i s t s  which a f fec ts  expo r te rs  o f  n o n - t r a d i t i o n a l  products and 

impor te rs  o f  raw m a t e r i a l s  f o r  domestic p roduct ion  (Table 12).  The shor tage i s  

caused i n  p a r t  by f o r e i g n  exchange be ing  h e l d  ou ts ide  the  count ry  ( th rough 

increased i nvo i ces ,  e t c .  ) as we1 1  as f l i g h t  o f  c a p i t a l .  However, t he  p r i n c i p a l  

reason f o r  the  shortage i s  a  s u b s t a n t i a l  d e c l i n e  i n  t h e  value and volume o f  

expor ts  (Table 13).  The unfavorable balance o f  t r a d e  (Table 14)  i s  approximate ly  

US $130 m i l  1  i o n  fo r  1983 as compared t o  US $1 06 m i  11 i o n  f o r  1982. It i s  expected 

t h a t  t he  1984 unfavorable balance w i l l  be a t  the  1983 l e v e l  and the  1985 

unfavorabl  e  balance shoul d  decrease cons i  derably  i f expor t s  a r e  s t imu l  ated. The 

key t o  the  genera t ion  of fo re ign  exchange i s  the  increase o f  t he  expo r t  o f  

non- t rad i  t i o n a l  products which, i n  t u r n ,  depends upon market ing  ou ts ide  the  CAGY 

f o r  demand generat ion.  The o v e r a l l  o b j e c t i v e  i s  t o  e l i m i n a t e  the  un favorab le  

balance o f  t rade.  

S i  nce non- t rad i  t i o n a l  expo r t  t r ansac t i ons  are  c a r r i e d  o u t  i n the  para1 1  e l  

exchange market, t he  commercial banks are  respons ib le  fo r  the  r e c e i p t  and 

disbursement o f  f o r e i g n  exchange. The banks have been doing as much as p o s s i b l e  

t o  exped i te  the  a1 l o c a t i o n  o f  exchange t o  the  non- t rad i  t i o n a l  t a r g e t  groups. 

There i s  always a  slow down when f o r e i g n  exchange i s  scarce and s ince  the  

a p p l i c a t i o n s  must be c a r e f u l l y  checked f o r  i n v o i c e  fraud, a  bo t t l eneck  i s  c rea ted 

Sy personnel shortages i n  t he  BCR. However, the  BCR i s  p repa r ing  a  standard 

p r i c e  l i s t  on some 400 i tems so t h a t  i n v o i c e  p r i c i n g  can be checked more 

r a p i d l y .  The commercial banks f e e l  t h a t  they are  hand l ing  t h e i r  p o r t i o n  o f  the  



TABLE 12 

EL SALVADOR 
FOREIGN EXCHANGE FORECAST 

Ac tua  1 
**I983 - 1983 - 1982 

Beginning Balance 11.5 11.5 2.3 

I n f l o w :  I 
T r a d i t i o n a l  Products 414.6 359.7 380.4 
Loans 234.2 239.7 307.3 
Other (depos i t ,  donat ions)  247.7 11 6.8 166.5 

To ta l  In f low 

Outflow: 

Imports  494.2 508.0 476.2 
Debt s e r v i c e  Cent ra l  Bank 231.1 236.5 205.3 
Debt s e r v i c e  p u b l i c  sec to r  53.5 73.5 43.8 
Regional debt  - CACM 25.3 36.8 33.6 
Others 102.9 46.2 86.1 
La te  Payments - - 73.8 - - 

To ta l  Ou t f  1 ow 

Bal ance Forecast  

*Jan/Mar Actual  
**Jan/Oct Actual 
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TABLE 13 

EXPORTAC I ONES E I MPORT,4C I ONES EE E I EYES 
(MILLONES DE COLONES) 

El EXPORTACION DE BIENES 

I IMPORTACION DE BIENES 

Source: BCR Annual Report 1982 



TABLE 14 

EL SALVADOR, Balance o f  Payments 

( M i l l i o n s  o f  US s)L/ 

I. Trade Balance 
t x p o r t s .  FOB 
Imports,  FOB 

Net Serv ices 
F r e i g h t  and Insurance 
Travel  Abroad 
M i s c e l l  aneous Transpor t  
Insurance 
Investment Income 
Government Operat ions 
Other Serv ices 

I. Net Transfers  

V. Balance on Cur ren t  
Account (1, 11. 111)  

V. C a p i t a l  Account 6.1 131.2 74.6 1.4 314.4 -129.5 -226.8 171.4 239.8 
I .  O f f i c i a l  and Bank 

& p i t a 1  (1 ,  2. 31 5.3 75.8 32.8 -16.2 128.7 103.3 186.6 262.6 269.0 
~ o a n s  8.2 138.5 70.5 72.3 149.0 116.8 232.4 344.6 366.7 
Repayments -6.2 -59.3 -38.1 -86.0 -20.3 -20.4 -51 .O -82.0 -97.6 
Other -0.9 -3.4 0.4 -2.5 - - - 
SDR A1 1 o c a t i  on 

2. P r i v a t e  C a p i t a l  
Of r e c t  Investment 
Long-Term Loans 
Long-Term Payments 
Other Long-Term 
Short-Term C a p i t a l  

F1 ow 

3. Undetermined C a p i t a l  

11. Change i n  Net I n t e r n a t i o n a l  
Reserves (V - I V I  

[ I .  Level o f  ,Met I n t e r n a t i o n a l  
Reserves 

- - - - 

O r i g i n a l  f i g u r e s  i n  colones conver ted t o  d o l l a r s  a t  exchange r a t e  o f  2.50 colones a USA $1. 

P r e l i m i n a r y  f igures.  
/ Cent ra l  Reserve Bank P r o j e c t i o n .  

3urce: Cent ra l  Reserve Bank a t  El  Salvador. - 
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impor t /expor t  process very e f f i c i e n t l y  and are  i n  a  p o s i t i o n  t o  handle increased 

a c t i v i t y  brought about by ex te rna l  market s t i m u l a t i o n  and increased c r e d i t s  from 

i n t e r n a t i o n a l  fund ing  organ iza t ions .  

L i m i t a t i o n s  on c r e d i t  no doubt p resent  a  major problem i n  the  r e v i t a l i z a t i o n  o f  

t h e  Salvadoran economy. The demand f o r  c r e d i t  has dec l i ned  as a  r e s u l t  o f  

decreased product ion,  f o r e i g n  exchange shortage and l o s s  o f  investments. As 

noted e a r l i e r ,  t h i s  i s  due t o  d e c l i n i n g  o l d  markets and l a c k  o f  new ones. 

O f f s e t t i n g  the  d e c l i n e  i s  t h e  shortage o f  bank depos i ts  and t h e  increase o f  

c r e d i t  demand o f  the  pub1 i c  sector .  As the  demand f o r  new c r e d i t  went down, 

r e f i n a n c i n g  went up, demonstrat ing t h e  s l i d e  i n  p roduct ion  and t h e  d e t e r i o r a t i o n  

o f  t he  bank p o r t f o l i o s .  I n  a d d i t i o n ,  f o re ign  p r i v a t e  c r e d i t s  a re  no longer  

ava i l ab le .  Once p roduc t i on  f o r  expo r t  begins t o  increase apprec iab ly  and, as a  

r e s u l t ,  domestic demand increases,  c r e d i t  w i l l  no doubt become a  ser ious  problem 

f o r  producers. 

C r e d i t  demand may be d i v i d e d  i n t o  expo r t  c r e d i t  and o the r  c r e d i t .  As f o r  f o r e i g n  

exchange, we w i l l  assume t h a t  expo r t  demand w i l l  be s t imu la ted  t o  the  p o i n t  o f  

e l  i m i n a t i n g  t h e  un favorab le  balance of t rade,  and t h a t  a  cons iderab le  c r e d i t  

demand w i l l  be c rea ted t o  purchase f o r e i g n  exchange and f inance expo r t  p roduc t i on  

as w e l l  as purchase c a p i t a l  equipment (Table 15) .  It i s  t h e  o p i n i o n  o f  

commercial bankers and o f f i c i a l s  o f  t he  BCR t h a t  enough demand f o r  c r e d i t  w i l l  be 

c rea ted t o  more than o f f s e t  t he  supply o f  e x p o r t  c r e d i t  c u r r e n t l y  be ing  

contemplated by the  Worl d  Bank and AID. 

To demonstrate t h i s ,  we c o u l d  increase market ing ou tpu t  by an amount s u f f i c i e n t  

t o  add about US $250 m i l l i o n  t o  expor ts  and c rea te  c r e d i t  demand as fo l lows:  

Increase i n  Product ion  Costs US $250 m i  11 i o n  
Increase i n  Imports 100 m i l l i o n  

US $350 m i l l i o n  

Foreign exchange t r a d e  c r e d i t  
requirements (on 120 days) US $110 m i l l i o n .  

Fore ign exchange f o r  c a p i t a l  goods 1  inked t o  a d d i t i o n a l  p roduct ion  and capac i t y  

expansion i s  essen t i a l .  10 1978, c a p i t a l  equipment impor ts  amounted t o  US $87 
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TABLE 15 

DEMANDA DE CREDITO DE EXPORTAC ION (NO TRADITIONAL) 
LINEAS DEL BCR 

-Sal dos en m i l e s  de Colones- 

Ac t i  v i  dad Economi ca 30/ IV/83 31 / V  11/83 30/IX/83 31 / X I  I /83*  

I n d u s t r i a  Manufacturera 3,971 3,378 2,963 2,833 

Comerci o de Expor t a c i 6 n  12,884 11,477 15,724 15,037 

Transporte 160 152 136 130 

Tur i smo 20 - - - 
TOTAL 

Tota l  Programmed 
by BCR 

DEMANDA DE CREDITO DE EXPORTACION 
POR TAYANO DE LA EMPRESA 

LINEAS DEL BCR 
-Saldos en m i l  l ones  de Colones- 

Tamano 30/VI/83 31 / V I  1/83 30/IX/83 31 / X I  1/83 

Pequena empresa 31 7 208 139 133 

(Medi 3na empresa 
( 
(Gran empresa 16,718 14,799 18,684 17,867) 

TOTAL 

To ta l  Programmed 
by BCR 

*Datos estimados. 

Source: BCR Credi  t Department 
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million, which a t  current prices would be US $135 million. I n  1981, imports of 

capi tal  goods were US $39 mil 1 ion (per the IBRD). Based on these f igures ,  
additional capital  goods investment to  sustain additional exports i s  estimated a t  

US $25 million. Therefore, the proposed total  foreign exchange to  stimulate 
exports i s  US $135 mil 1 ion or roughly equal to  the unfavorable balance of trade 

of US $130 million. 
1 

However, indications a re  tha t  i n  order to  ju s t i fy  t h i s  conclusion, a formal 

c red i t  demand survey among industries must be made as a requirement for project 
preparation. The Worl d Bank has re1 ied heavily on macro-analysi s ,  the Ministry 

of Planning Industrial Survey and the BCR Research Department to  sa t i s fy  

themselves tha t  the demand for c red i t  will be more than enough to u t i l i z e  the 

availabil  i t y .  The Worl d Bank contemplates US $1 5 mil 1 ion i n  immediate short-term 

pre-export c red i t s  and only US $8 million per year over three years for medium/ 
long-term credi t s  to  be administered by the Economic Development Fund of the 

BCR. These c redi t s ,  i n  1 arge par t ,  will be used for medium/long-term 1 oans to  

non-agricultural industry. 

To insure economic recovery, a non-traditional export oriented production program 
i s  v i t a l ly  needed. Such a program would create  employment by taking advantage of 

id l e  or underutilized plant capacity. The new BCR "Refinancing Scheme" i s  making 

more medium-term money available so t h a t  the industrial  sector can obtain be t te r  

terms for i t s  short-term 1 iabi 1 i t i e s .  The current plans for medium/l ong-term 
financing by international development organizations wi 11 permit rehabi l i ta t ion  

of exis t ing equipment and replacement with be t te r  c red i t  conditions. The 
comercial  banks are  presently reluctant  to  grant medium/long-term c red i t  and BCR 

records indicate slack demand for long-term c r e d i t ,  i n  sp i t e  of the lack of 
foreign credi t s ,  except for refinancing, because of the decreased exports and 

be1 ow capacity factory operations. 

Major constraints  to  access to  needed capital  include shortage of foreign 

exchange, reduced bank lending ava i lab i l i ty  (due to  declining economy), lack of 

foreign credi t s  and increased refinancing on a more l iberal  basis. Restrictions 

on money supply by the IMF a1 so has an e f fec t  on access to  capital . Constraints 

on capital  for small businesses principally come about because of lack of access 

to  c red i t  i n  the absence of guarantees. 



On an i n s t i t u t i o n a l  l e v e l ,  c a p i t a l  resources  f o r  medium and l a r g e  f i r m s  a r e  

commercial and mortgage banks, t h e  BCR, t h e  Cen t ra l  Government and P r i v a t e  and 

Pub1 i c  F i n a n c i a l  I n s t i t u t i o n s .  

The p r i n c i p a l  c o n s t r a i n t s  t o  the  d e l i v e r y  o f  c r e d i t  a t  t h e  s u p p o r t i n g  i n s t i t u t  

l e v e l  a r e  as f o l l o w s :  

- D e t e r i o r a t i n g  economy caus ing  c a p i t a l  shor tages 

- Lack o f  c r e d i t  a n a l y s i s  

- Lack o f  c o l l a t e r a l  

- Lack o f  l o a n i n g  power 

- Poor a d m i n i s t r a t i o n  and f a v o r i t i s m  

- Fo re ign  exchange shor tage 

The most d i f f i c u l t  p a r t  about  t h e  f o r e i g n  exchange, c r e d i t  demand and o t h e r  

f i n a n c i a l  and bank ing  a c t i v i t i e s  i n  e s t i m a t i n g  f u t u r e  p r o j e c t i o n s  i s  t h e  

d i f f i c u l t  and t u r b u l e n t  s i t u a t i o n  t h a t  El Salvador now f i n d s  i t s e l f  i n .  The 

n a t i o n a l i z e d  bank ing system i s  presumed t o  be work ing  b e t t e r  t han  t h e  o l d  s y s t  

b u t  t h a t  may n o t  be obv ious under t h e  p resen t  p o l i t i c a l  and economic s i t u a t i o n  

one which would p u t  p ressure  on any bank ing system. I n  a d d i t i o n ,  f e a r  e x i s t s  

o f  a  change i n  t h e  management o f  t h e  bank ing system a f t e r  t h e  idarch 1984 

e l e c t i o n s  which c o u l d  s e r i o u s l y  d i s r u p t  t h e  success fu l  o p e r a t i o n  o f  t h e  banks 

i n d i v i d u a l l y  and t h e  system as a  whole. To summarize, t h e  f o l l o w i n g  a r e  f a c t o  

which c o u l d  we1 1  a f f e c t  t h e  f i n a n c i a l  system as we1 1  as o t h e r  a c t i v i t i e s :  

V o l a t i l e  p o l i t i c a l  s i t u a t i o n  

E l e c t i o n s  i n  March 1984 

S e c u r i t y  - access t o  domest ic raw m a t e r i a l s  and l a b o r  

F l  i g h t  o f  C a p i t a l  ( p o s s i b l y  i n c r e a s i n g )  

C o n s t r a i n t s  t o  access and e f f i c i e n c y  o f  c a p i t a l  resources  have i n d i c a t e d  a  nee 

f o r  t e c h n i c a l  ass i s tance  and t r a i n i n g  i n  t h e  area o f  f i n a n c i a l  systems on an 

i n s t i t u t i o n  b u i l d i n g  and ou t reach  bas is .  Some o f  t h e  t e c h n i c a l  ass i s tance  and 

t r a i n i n g  recommended f o r  t h e  commercial banks a r e  t h e  f o l  1  owi ng: 
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C r e d i t  Analys is  - A c r e d i t  exper t  coul d  be sent  t o  p rov ide  thorough 

b r i e f i n g s  i n  c r e d i t  procedures. 

@ Loan Superv is ion - The c r e d i t  exper t  cou ld  a l s o  g i v e  a  s h o r t  course i n  t h i s  

area. 
0 Import-Export Procedures - A seminar cou ld  be h e l d  f o r  t he  attendance o f  a l l  

f i n a n c i a l  i n s t i t u t i o n s  r e l a t e d  t o  expor t / impor t  a c t i v i t y .  

@ P r o j e c t  and Loan Prepara t ion  - This cou ld  he taught  by the  c r e d i t  exper t  as 

a  pass-through t o  prospect i  ve borrowers. 

I f  a  l o a n  guarantee fund i s  s e t  up, some business techn ica l  ass is tance and 

t r a i n i n g  f o r  borrowers must be made ava i l ab le .  This may be done through the  

Nat ional  P r o d u c t i v i t y  Center (CENAP) and w i l l  g i v e  the  smal ler  borrowers a  b e t t e r  

chance t o  be successful  and repay t h e  loans. 

A t  t he  i n s t i t u t i o n a l  l e v e l  t h e  World Bank, as p rev ious l y  mentioned, i s  c u r r e n t l y  

p repar ing  an I r d u s t r i a l  C r e d i t  P r o j e c t  fo r  p r o v i d i n g  f o r e i g n  exchange t o  

r e h a h i l  i t a t e  e x i s t i n g  f i n a n c i a l l y  v i a b l e  i n d u s t r i e s .  The P r o j e c t  was o r i g i n a l l y  

considered i n  1979 and was subsequently mod i f i ed  t o  adapt t o  changing economic 

cond i t ions .  I t  i s  expected t h a t  the  P r o j e c t  w i l l  be presented t o  the  World Bank 

Board du r ing  the  f i r s t  h a l f  o f  1984 and t h a t  disbursements w i l l  commence i n  t h e  

second h a l f  o f  1984. The loan  w i l l  be f o r  US $40 m i l l  i on ,  $15 m i l l i o n  f o r  s h o r t  

term expor t  c r e d i t s  and $25 m i l l  i o n  f o r  l ong  term f i n a n c i n g  f o r  c a p i t a l  equipment 

and permanent working c a p i t a l  t o  bo th  expor t i ng  f i r m s  and se lec ted impor t  

subst i  t u t i  ng f i rms.  

3.2.2. Technical and Managerial Assistance 

A number o f  p u b l i c  and p r i v a t e  organ iza t ions  a re  e i t h e r  c u r r e n t l y  p r o v i d i n g  

assistance t o  micro-businesses and small f i r m s  o r  would be i n t e r e s t e d  i n  doing so. 

The pub1 i c  i n s t i t u t i o n s  a re  Centro Nacional de 1  a  Tecnol og ia  Agropecuaria 

(CENTA) , and Centro Nacional de 1  a  Product iv idad (CENAP). 

P r i va te  I n s t i t u t i o n s  inc lude:  Fundacion Salvadorena para e l  Desar ro l l  o  

(FUSADES) ; Federacion Nacional de Pequenas Empresas Sal vadorenas (FENAPES ; Union 
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de D i r i g e n t e s  de Empresas Sal vadorenas (UDES ) ; and Consejo Nacional  de 

Empresari os Sal vadorenos (CONAES 1. 

A  smal l  amount o f  techn ica l /manager ia l  ass i s tance  i s  be ing  g i v e n  t o  t h e  sma l l /  

m ic ro -bus i  ness sub-sectors  by CENTA, b u t  by a1 1 accounts  i t s  e f f e c t i v e n e s s  has 

n o t  been ve ry  h igh.  For t h i s  reason, AID has f inanced  severa l  t r a i n i n g  seminars 

f o r  CENTA micro-bus iness ex tens ion  workers  i n  hopes o f  imp rov ing  t he  

i n s t i t u t i o n ' s  micro-bus iness ass i s tance  c a p a b i l i t i e s .  

CENAP i s  p r o v i d i n g  t e c h n i c a l  ass i s tance  p r i m a r i l y  t o  l a r g e  and medium-sized 

businesses. I t s  t h r u s t  i s  p r i m a r i l y  t e c h n o l o g i c a l  and i n  q u a l i t y  c o n t r o l  and 

management techniques.  CENAP does n o t  work c u r r e n t l y  w i t h  smal l  and 

micro-businesses. However, i t  would be an i n s t i t u t i o n  t o  cons ide r  f o r  

c o o r d i n a t i n g  some p o r t i o n s  of  t e c h n i c a l  ass i s tance  t o  Level  I 1 1  and I V  sma l l  

businesses. I t  would a l s o  be a  p o s s i b l e  s i t e  f o r  c o o r d i n a t i o n  o f  ass i s tance  t o  

f i n a n c i  a1 i n t e r m e d i a r i e s  i n  c r e d i t  a n a l y s i s  t r a i n i n g ,  f o r  example. CENAP cou l  d  

p o t e n t i a l  l y  c o o r d i n a t e  p r o v i s i o n  o f  a1 1  t e c h n i c a l  ( i n  i t s  pure  sense--e.g., 

t e c h n o l o g i c a l  ) i n f o r m a t i o n  and t r a i n i n g  t o  a1 1  1  eve l  s  o f  bus iness.  

As f o r  genera l  bus iness management concepts,  e l  ementary bookkeeping , and sa l  es 

and p roduc t i on  ass i s tance  needed by  m i c r o  and smal l  businesses, ( Leve l s  I and 

111, FUSADES, FENAPES, and CONAES seem most i n t e r e s t e d  i n ,  o r  a p p r o p r i a t e  fo r ,  

g i v i n g  t h i s  k i n d  o f  a i d .  FUSADES i s  c u r r e n t l y  viewed as a  very  i m p o r t a n t  

o r g a n i z a t i o n  t o  c o o r d i n a t e  ass i s tance  t o  these 1  eve l  s  o f  bus iness.  Tne ma jo r  

problem i s  t h a t  none o f  these o r g a n i z a t i o n s  c u r r e n t l y  has an i n s t i t u t i o n a l  

capabi  1  i ty of a c t u a l  l y  becoming a  t e c h n i c a l  /managerial  ass i s tance  resou rce  

immediate ly .  

Th i s  does n o t  mean, however,that each o r g a n i z a t i o n  c o u l d  n o t  develop t h e  

i n s t i t u t i o n a l  capab i l  i ty  r e 1  a t i v e l y  q u i c k l y  t o  become a  t e c h n i c a l  /managerial  

ass i s tance  resource.  

Each o r g a n i z a t i o n  has a  w e a l t h  o f  e n t r e p r e n e u r i a l  exper ience  and e x p e r t i s e  among 

i t s  membership which c o u l d  be formed i n t o  one o r  more t a l e n t  banks which c o u l d  be 

tapped t o  p rov ide  a s s i s t a n c e  t o  t h e  a p p r o p r i a t e  bus iness  l e v e l  and t o  t r a i n  

permanent promot ion and ex tens ion  s ta f f s .  Th is  in-house t a l e n t  cou l  d  be 
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s ~ p p l e m e n t e d  w i t h  sho r t - t e rm  s p e c i a l i s t s  t o  o r i e n t  t h e  o r g a n i z a t i o n s  about  

devel op ing  ind igenous  e x p e r t i s e  i n  p r o v i d i n g  t h i s  t ype  o f  ass i s tance .  

S u b s t a n t i a l  e x p e r t i s e  a1 ready  e x i s t s  t h a t  o n l y  needs sho r t - t e rm  k i n d s  o f  e x t e r n a l  

i n p u t s  t o  o r i e n t  t h e  system--not t o  r u n  it. 

For l a r g e r  f i rms ,  Level  I 1 1  and I V  sma l l  bus inesses,  and medium-sized f i r m s ,  LlDES 

appears t o  be i m p o r t a n t  i n  terms of i t s  i n t e r e s t  i n  e x p o r t  p romot ion  and i t s  

genera l  i n s t i t u t i o n a l  p r e s e n t a t i o n  as an o r g a n i z a t i o n  most f a m i l i a r  w i t h  t h i s  

t y p e  and 1  eve1 o f  bus iness  a c t i v i t y  i n  E l  Salvador.  

3.3. Macro-pol i c y  Level 

3.3.1. P o l i c y  Environment and I d e n t i f i e d  C o n s t r a i n t s  t o  Increased P roduc t i on  

I n  common w i t h  most o t h e r  c o u n t r i e s ,  El  Sa l vado r ' s  t r a d e  po l  i c y  i s  implemented 

th rough a  v a r i e t y  o f  means, i n c l u d i n g  a1 l o c a t i o n  o f  c r e d i t ,  t h e  a p p l i c a t i o n  o f  

exchange i n t o  p o l i c i e s ,  f i s c a l  i n c e n t i v e s ,  many o f  wh ich  a r e  a p p l i e d  by a  number 

o f  d i f f e r e n t  government agencies such as, Cen t ra l  Bank, M i n , i s t r y  o f  F inance and 

t h e  M i n i s t r y  o f  Ex te rna l  Economy. Not  s u r p r i s i n g l y ,  dec is ion-mak ing  i s  s low and 

o f t e n  d e c i s i o n s  appear c o n t r a d i c t o r y  w i t h  s t a t e  p o l i c y .  I n  o rde r  t o  overcome 

these d i f f i c u l t i e s ,  t h e r e  has t o  be a  g r e a t e r  commitment by a l l  agencies o f  

government, and e s p e c i a l l y  those  which p a r t i c i p a t e  i n  t r a d e - r e l a t e d  p o l i c y  

i ssues ,  t o  i n c r e a s i n g  e x p o r t s  and d i v e r s i f y i n g  El  Sal vador ' s  economic base. 

The p r i n c i p a l  c o n s t r a i n t s  a t  t h e  pub1 i c  p o l  i c y  l e v e l  a t  t h e  p resen t  t i m e  i n c l u d e :  

a )  t h e  a v a i l a b i l  i ty  and c o s t  o f  f i nance  

b )  exchange r a t e  po l  i c y  

c )  o f f i c i a l  e x p o r t  promot ion ass i s tance  

d )  Expor t  Development Law 

e )  F i s c a l  I n c e n t i v e s  Law 

A1 though c r e d i t  f a c i l  i t i e s  a r e  r e s t r i c t e d  i n  E l  Sa lvador  a t  t h e  p resen t  t ime,  

they appear t o  be e s p e c i a l l y  t i g h t  f o r  e x p o r t s  o f  n o n - t r a d i  t i o n a l  e x p o r t  p roduc ts  

t o  n o n - t r a d i t i o n a l  markets.  Th i s  s i t u a t i o n  e x i s t s  d e s p i t e  t h e  f a c t  t h a t  t h e  

Cent ra l  Bank has ma in ta i ned  an e x p o r t  c r e d i t  f a c i l i t y ,  p rov ided  a t  a  p r e f e r e n t i a l  
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i n t e r e s t  r a t e  and access t o  l o c a l  cur rency  due t o  poor p o r t f o l i o s  and c r e d i t  

qua1 i f i c a t i o n  r e s t r i c t i o n s .  These funds have been prov ided by IDB, p r i v a t e  

f i n a n c i a l  i n s t i t u t i o n s  and AID through BLADEX i n  Panama. 

Because o f  f o r e i g n  exchange shortages, GOES has i n t roduced  s t r i c t  c o n t r o l s  on t h e  

a v a i l a b i l i t y  o f  f o r e i g n  exchange and a  dual exchange r a t e .  Requests fo r  f o re ign  

exchange from expor te rs  o f  n o n - t r a d i t i o n a l  expor ts  do n o t  r a t e  as f i r s t  

p r i o r i t y .  Delays o f t e n  occur i n  t r a n s f e r r i n g  funds a f t e r  t h e  l o c a l  cur rency  has 

been deposi ted i n  the  l o c a l  bank. I n  general,  companies are  r e q u i r e d  t o  expo r t  

more than 25 percent  o f  t h e i r  p roduct ion  if they a r e  t o  be a l lowed access t o  

f o r e i g n  currency a t  t he  p a r a l l e l  market r a t e .  Both t h e  a v a i l a b i l i t y  o f  c r e d i t  

and t h e  a v a i l a b i l i t y  o f  f o r e i g n  currency appear, i n  t h e  eyes o f  t he  p r i v a t e  

sec tor ,  t o  have decreased s ince  t h e  banks were na t i ona l i zed ,  w i t h  l o n g  delays i n  

t h e  processing o f  a p p l i c a t i o n s  and i n j u s t i c e s  i n  f o re ign  exchange a l l o c a t i o n .  

The coo rd ina t i on  of  o f f i c i a l l y  sponsored expo r t  ass is tance i s  now i n  t h e  hands o f  

t h e  M i n i s t r y  o f  Fore ign  Trade. This i ' l l i n is t ry  has t h e  r e s p o n s i b i l i t y  f o r  

promoting expor ts ,  b u t  does no t  have a  c e n t r a l  r o l e  i n  t h e  f i s c a l ,  monetary o r  

f i n a n c i a l  aspects o f  t he  economy which have a  key impact on the  a b i l i t y  o f  t h e  

p r i v a t e  sec tor  increased exports .  I n  general , i t  i s  agreed t h a t  ;lICE has 1  i t t l e  

o r  no e x p e r t i s e  i n  t h e  area o f  e x p o r t  promotion. 

Both the  Export  Development Law and the  F i s c a l  I ncen t i ves  Law, w h i l e  con ta in ing  

many usefu l  and essen t i a l  fea tures ,  bo th  s u f f e r  from having been devised when the  

Centra l  American Common !4arket was t h e  most s i g n i f i c a n t  element i n  El  Sa lvador 's  

t rade  f lows. I n  a d d i t i o n ,  a  number of impor tan t  f ea tu res  o f  t he  expo r t  law, f o r  

example: expo r t  insurance and a  t a x  reba te  system, have never been implemented. 

I n  general,  the expo r t  law does n o t  encourage El Salvador companies which 

t r a d i t i o n a l l y  serve e i t h e r  t h e  l o c a l  market o r  t he  CACvl t o  beg in  e x p o r t i n g  t o  

non- t rad i  t i o n a l  expo r t  markets. 

3 . 3 . 2 .  Necessary M o d i f i c a t i o n s  t o  the  Pol i c y  Environment 

I n  response t o  these c o n s t r a i n t s  i d e n t i f i e d  i n  t h e  pub1 i c  pol  i c y  environment, i t  

i s  obvious t h a t  a  number o f  s p e c i f i c  areas o f  p u b l i c  p o l i c y  must be m o d i f i e d  i f  



an i n d u s t r i a l  s t a b i l  i z a t i o n  and recovery program i s  t o  be e f f e c t i v e .  The main 

changes i n  t he  po l  i c y  environment are:  

a )  'The Centra l  Bank should a t t a c h  greater  p r i o r i t y  t o  p r o v i d i n g  the  

hard-currency requirements o f  n o n - t r a d i t i o n a l  expor ters.  

b )  P rov i s ion  should be made f o r  t he  es tab l ishment  o f  an expo r t  c r e d i t  

insurance program. 

c )  Changes should be made t o  t h e  Export  I n c e n t i v e  Law i n  order  t o  extend 

i ncen t i ves  t o  those l o c a l  companies who p r e s e n t l y  do n o t  expo r t  a  l a r g e  

p r o p o r t i o n  o f  t h e i r  ou tpu t ,  b u t  who should be encouraged t o  make a  s t a r t  i n  

expo r t i ng  t o  n o n - t r a d i t i o n a l  expo r t  markets. 

d )  The Investment I ncen t i ves  Law should be r e - d r a f t e d  t o  encourage f o r e i g n  

investment,  e s p e c i a l l y  those companies which b r i n g  c a p i t a l ,  technology and 

access t o  f o r e i g n  markets. 

e )  Improved government coo rd ina t i on  i s  necessary if the  o f t e n  c o n f l  i c t i n g  

p o l i c i e s  adopted by d i f f e r e n t  government departments and m i n i s t r i e s  a re  t o  

he overcome. Establ ishment  o f  an in ter-agency group f o r  Centra l  Bank, 

M i n i s t r y  o f  Finance, i d i n i s t r y  o f  External  Economy and the  Mixed Nat ional  

C o m i t t e e  on the  CBI i s  recommended. 

Few o f  these p o l i c y  m o d i f i c a t i o n s  a re  s i g n i f i c a n t  changes o f  t he  s t a t u s  quo 

a l though some techn ica l  ass is tance may be r e q u i r e d  t o  implement them (eg.: b, c  

and d  above). 

The San B a r t o l o  Duty Free Zone was es tab l i shed  and cont inues  t o  be operated by 

the p u b l i c  sector .  Due t o  economic and p o l i t i c a l  development over the  p e r i o d  

s ince  1980, t he  Free Zone has seen a  steady r e d u c t i o n  i n  t he  number o f  f i r m s  

us ing  the  f a c i l i t y  u n t i l  a t  the present  t ime o n l y  th ree  f u l l y  ope ra t i ona l  u n i t s  

remain. Due t o  the  p r o x i m i t y  o f  t he  Free Zone t o  the  munic ipal  a i r p o r t ,  the  

vacant i n d u s t r i a l  b u i l d i n g s  have i n  l a r g e  p a r t  been taken over  by the  m i l  i t a r y .  
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The p r i o r i t y  as t h e  s e c u r i t y  s i t u a t i o n  r e t u r n s  t o  normal must be f o r  t h e  m i l i t a r y  

t o  vacate t h e  Free Zone and f o r  e f f o r t s  t o  be devoted t o  marke t i ng  t h e  f a c i l i t y  

which e x i s t s .  It i s  recommended t h a t  t h i s  marke t i ng  shou ld  fo rm p a r t  o f  a  more 

genera l  i n i t i a t i v e  which would i n c l u d e  p r i v a t i z a t i o n  of t h e  Free Zone, if poss ib l e ,  

by i n v o l v i n g  an i n t e r n a t i o n a l  c o r p o r a t i o n  which, i n  j o i n t  ven tu re  w i t h  l o c a l  

bus iness i n t e r e s t s w o u l d  improve and upgrade t h e  p resen t  San B a r t o l o  o p e r a t i o n  

and l a y  t h e  b a s i s  f o r  o t h e r  p r i v a t e  sec to r  Free Zone o p e r a t i o n s  elsewhere i n  E l  

Salvador.  Such a  development would e s t a b l  i s h  t h e  base from which t h e  l o c a l  and 

t h e  f o r e i g n  p r i v a t e  s e c t o r  would be a b l e  t o  work i n  response t o  t h e  r i s e  i n  t h e  

r a t e  o f  economic a c t i v i t y  which i t  i s  expected w i l l  f o l l o w  t h e  d r i v e  f o r  new, 

non - t r ad i  t i o n a l  e x p o r t  markets.  

4. PROJECT DESCRIPTION AND RATIONALE 

4.1. Goal and Purpose 

The goal  o f  t h e  p r o j e c t  i s  t o  s t a b i l i z e  t h e  Salvadoran economy by  i n c r e a s i n g  t h e  

p resen t  1  eve l  s -  o f  empl oyment, p roduc t i on  and ba l  ance o f  payments. The P r o j e c t  

purpose i s  t o  a s s i s t  e x i s t i n g  f i r m s  i n  t h e  n o n - t r a d i t i o n a l  i n d u s t r i a l  s e c t o r  t o  

r e h a b i l  i t a t e  and r e a c t i v a t e  t h e i r  p r o d u c t i v e  c a p a c i t y  and t o  i nc rease  t h e  

p a r t i c i p a t i o n  o f  smal l  bus iness i n  t h e  economy. The sub-purpose i s  t o  i nc rease  

f o r e i g n  exchange, genera te  employment and promote t h e  use o f  i n s t a l l e d  c a p a c i t y  

l i n k e d  t o  t h e  CBI. 

4.2. S t ra tegy  

Based upon t h e  f o rego ing  analys is ,  i t  i s  c l e a r  t h a t  t h e  b a s i c  t h r u s t  o f  t h e  

proposed AID P r o j e c t  shou ld  be t o  s t a b i l i z e  t h e  Salvadoran economy by i n c r e a s i n g  

c r e d i t  ava i ' l ab i  1  i ty, i n c r e a s i n g  t h e  1  evel  o f  employment, improv ing  t h e  ba lance o f  

payments and suppo r t i ng  t h e  p r i v a t e  sec to r  by e s t a b l i s h i n g  new e x p o r t  i n d u s t r i e s  

t o  n o n - t r a d i t i o n a l  markets i n  n o n - t r a d i t i o n a l  products .  The s t i m u l a t i o n  o f  

expo r t s  w i l l  i n c rease  t h e  use o f  p r e s e n t l y  u n d e r - u t i l i z e d  i n d u s t r i a l  c a p a c i t y ,  

c a p i t a l i z e  on t h e  p o t e n t i a l  t r a d e  b e n e f i t s  o f  t h e  CBI, generate a d d i t i o n a l  

f o r e i g n  exchange and p u t  t h e  economy on an e x p o r t - l e d  growth path.  
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To c a r r y  o u t  t h i s  s t ra tegy ,  t he  p r o j e c t  should: 

- Provide a  f low of c r e d i t  f o r  t h e  e x p o r t  sec to r  which w i l l  f i nance  expor ts  
and essen t i a l  in lpor ts  of  new mate r ia l s ,  p rov ide  t h e  funds f o r  new machinery 
and c a p i t a l  equipment and y e t  ensure t h a t  t h e  money i s  - n o t  used f o r  
r e - f i n a n c i n g  of  01 d  debt; 

- a s s i s t  Salvadoran businessmen w i t h  the  i d e n t i f i c a t i o n  o f  expo r t  
o p p o r t u n i t i e s  and ensure t h a t  t he  f u l l  range o f  expo r t  se rv i ces  a r e  
a v a i l a b l e ,  i n c l u d i n g  expo r t  promotion; 

- a s s i s t  t he  Salvadoran smal l  business sec tor  through the  p r o v i s i o n  o f  l o c a l  
currency,  small loans  and e s s e n t i a l  t echn ica l  ass is tance t o  b e t t e r  enable 
the  smal l  businessman t o  penet ra te  l o c a l  markets and wherever p o s s i b l e  the  
e x p o r t  market; and 

- improve t h e  n a t i o n a l  p o l i c y  environment t o  assure g rea te r  i n c e n t i v e s  t o  
i nvestmen t. 

4.3. P r o j e c t  Components 

4.3.1. C r e d i t  t o  Expor t  Firms 

A  major element o f  t he  p r o j e c t  w i l l  be the  p r o v i s i o n  o f  $35 m i  11 i o n  i n  f o r e i g n  

exchange c r e d i t s  t o  be used f o r  t he  purchase o f  raw m a t e r i a l ,  machinery, 

equipment and r e l a t e d  i n p u t s  i n t o  expo r t  p roduct ion ,  e s p e c i a l l y  agro- i  ndus t r i es ,  

USAID has considered a  number of poss ib le  s t r u c t u r e s  f o r  implementing the  expo r t  

c r e d i  t component, i nc l  u d i  ng t h e  c r e a t i o n  o f  a  new f i nanci era- type organi  za ti on. 

However, g iven t h e  s t rong  cons idera t ions  f o r  r a p i d  d e l i v e r y  and s i m p l i c i t y  o f  

design, s t rongest  cons ide ra t i on  i s  be ing  g iven t o  two a1 t e r n a t i v e s .  

a )  Cooperation w i t h  IBRD through t h e  Centra l  Bank. 

The IBRD plans t o  p rov ide  $40 m i l  1  i o n  t o  the  Cent ra l  Bank i n  1984. 

Approximately $15 m i l  1  i o n  i n  s h o r t  term loans would be prov ided t o  expor te rs  f o r  

f i n a n c i n g  i n p u t s  r e q u i r e d  f o r  expo r t  p roduct ion .  Loans would be 90-360 days 

cover ing  up t o  80% o f  expor ts  t o  t h i r d  c o u n t r i e s  and 50% o f  expo r t s  t o  o the r  CACll 

members. Loans would be r e p a i d  i n  f o r e i g n  exchange a f t e r  complet ion o f  t h e  

expo r t  t ransac t ion .  I n  t h e  case loans a re  made t o  expor te rs  earn ing  s o f t  

cur renc ies ,  BCR would undertake t o  exchange t h e  s o f t  cur renc ies  i n t o  d o l l a r s .  
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Approx imate ly  $25 m i l  l i o n  i n  1  ong term f i n a n c i n g  f o r  f i x e d  asse t s  inves tment  and 

permanent work ing  c a p i t a l  w i l l  a l s o  be p rov ided  t o  b o t h  e x p o r t i n g  f i r m s  and 

s e l e c t e d  i m p o r t  s u b s t i t u t i n g  f i rms ,  p rov ided  they  have a  p o s i t i v e  n e t  impact  on 

t h e  f o r e i g n  exchange ba lance  o f  t h e  economy. Th is  long- te rm fund  would be 

d isbursed  a t  t h e  r a t e  o f  some $8 m i l  1  i o n  a n n u a l l y  f o r  3 years .  

The funds would be channel 1  ed th rough a  permanent second - t i e r  i n s t i  t u t i o ;  w i t h  

i t s  own s t a f f i n g ,  f i n a n c i a l  resources  and separa te  account ing.  Th is  i n s t i t u t i o n  

would be r e s p o n s i b l e  f o r  r e v i e w i n g  and approv ing  inves tment  p r o j e c t s  subm i t t ed  

f o r  f i n a n c i n g  th rough t h e  bank ing system. The World Bank and t h e  Cen t ra l  Bank 

have aqreed t o  t h e  r e o r g a n i z a t i o n  o f  t h e  Fondo de Desar ro l  l o  Economico (FDE) ( a  

development f und  c u r r e n t l y  o p e r a t i n g  w i t h i n  t h e  Cent ra l  Bank), t o  become t h e  

e n t i t y  descr ibed  above. The f und  would be t rans fo rmed i n t o  a  separa te  e n t i t y  

w i t h  a  d i r e c t o r  who would he r e s p o n s i b l e  d i r e c t l y  t o  t h e  p r e s i d e n t  o f  t h e  Cent ra l  

Bank. The degree o f  autonomy o f  t h i s  new e n t i t y  i s  s t i l l  under d i scuss ion ,  as 

w e l l  as t h e  i n t e r e s t  r a t e  s t r u c t u r e  which would e l i m i n a t e  subs id i zed  i n t e r e s t  

r a t e s  f o r  p r o d u c t i v e  loans .  

S ince  t h e  IBRD funds a r e  g e n e r a l l y  d i r e c t e d  a t  t h e  medium and l a r g e r  i n d u s t r i a l  

e n t e r p r i s e s ,  t h e  AID funds c o u l d  serve as a  complement by t a r g e t i n g  t h e  medium t o  

sma l l e r  f i r m s  and ag ro - i  ndus t ry .  However, w h i l e  i t  may be reasonab ly  assumed 

t h a t  bo th  t h e  IBRD and AID l i n e s  w i l l  be s u c c e s s f u l l y  drawn down over  t h e  

p r o j e c t e d  t i m e  pe r i od ,  i t  i s  n o t  c e r t a i n  t h a t  moving t h e  e x p o r t  o r i e n t e d  funds 

from AID through t h i s  mechanism would be t h e  b e s t  approach. F u r t h e r  under-  

s t and ing  w i l l  have t o  be ga ined o f  t h e  o p e r a t i n g  procedures, e f f i c i e n c y  and 

independence o f  t h e  r e s t r u c t u r e d  FDE before such a  d e c i s i o n  can be made. There 

i s ,  i n  a d d i t i o n ,  a  s t r o n g  sen t iment  w i t h i n  t h e  p r i v a t e  s e c t o r  t h a t  e x p o r t  c r e d i t  

c o u l d  and should be channeled th rough a  p r i v a t e  i n s t i t u t i o n .  

b )  BLADEX 

Dur i ng  t h e  course o f  p r o j e c t  p repa ra t i on ,  AID has d iscussed  t h e  p o s s i b l e  r o l e  o f  

t h e  Banco Lat inoamer icano de Expor tac iones (BLADEX) i n  p r o v i d i n g  t h e  A I D  e x p o r t  

c r e d i t  funds h o t h  w i t h  BLADEX r e p r e s e n t a t i v e s  as w e l l  as w i t h  USAID/ROCAP o f f i c e s  

i n  Guatemala. 



BLADEX's p r i n c i p a l  o b j e c t i v e  i s  t o  promote L a t i n  American exports ,  p r i m a r i l y  o f  

non- t rad i  t i o n a l  products by del i v e r i n g  s h o r t  and some medium hard  currency c r e d i t  

t o  p r i v a t e  expo r t  sectors.  I t  conducts i t s  t ransac t i ons  through p a r t i c i p a t i n g ,  

sharehold ing commercial banks based upon pre-es tab l ished l end ing  c r i t e r i a  and 

terms and cond i t i ons  mu tua l l y  agreed t o  by BLADEX and t h e  c o u n t r y ' s  c e n t r a l  

bank. To date, t h e r e  have been seven t ransac t i ons  i n v o l v i n g  f o u r  Salvadoran 

banks under the  ROCAP program. 

A t y p i c a l  t r a n s a c t i o n  may be summarized as f o l l o w s :  

- a  l e t t e r  o f  c r e d i t ,  confirmed by t h e  fo re ign  bank, i s  opened i n  favo r  o f  t h e  
s u p p l i e r  a t  the  request  o f  the  manufacturer.  

- the  raw m a t e r i a l s  o r  i n te rmed ia te  goods are  then shipped t o  t h e  manufacturer 
aga ins t  t he  l e t t e r  o f  c r e d i t .  BLADEX then pays the  f o r e i g n  bank, i n  e f f e c t  
c r e a t i n g  a  l oan  t o  t h e  domestic bank. 

- a t  such p o i n t  as the  goods are  manufactured and ready f o r  shipment, t he  l i n e  
o f  c r e d i t  cou ld  be extended i n t o  the  post-shipment phase. 

- p r i o r  t o  shipment, t he  f o r e i g n  customer would open a l e t t e r  o f  c r e d i t  
through a  f o r e i g n  bank conf i rmed i n  favor  o f  t he  manufacturer by t h e  
domestic bank. Upon p resen ta t i on  o f  sh ipp ing  documents, t he  f o r e i g n  bank i s  
i n s t r u c t e d  t o  c o l l e c t  payment from the  customer and forward i t  t o  t h e  BLADEX. 

- as  t he  funds a re  received,  BLADEX deducts the  amount due i t  and forwards the  
n e t  amo~lnt t o  t he  Centra l  Bank which then forwards the  equ iva len t  i n  l o c a l  
currency t o  the  domestic bank. The domestic bank, i n  t u r n ,  c r e d i t s  t he  
manufacturer. 

- t h e  manufacturer i s  p a i d  i n  1  ocal currency and the  f o r e i g n  exchange 
equ iva len t  accrues t o  t h e  Centra l  Bank. 

The BLADEX a l t e r n a t i v e  appears t o  o f f e r  a  means o f  e f f e c t i n g  t r a n s f e r s  o f  c r e d i t  

r a p i d l y ,  w i t h  a minimum o f  bu reauc ra t i c  involvement.  Since i t  rece i ves  payment 

back i n  d o l l a r s ,  t he re  i s  a l s o  t h e  oppor tun i t y  t o  extend t h e  b e n e f i t s  o f  t he  

i n i t i a l  i n f l o w  o f  d o l l a r s  through c r e a t i o n  o f  a  permanent rev01 v i n g  fund w i t h i n  

BLADEX. Moreover, t he re  i s  t he  p o t e n t i a l  t o  secure agreement from BLADEX t o  

prov ide,  du r ing  the  disbursement p e r i o d  o f  t he  AID funds, a d d i t i v e  co- f inanc ing .  

That BLADEX i s  a p r i v a t e  i n s t i t u t i o n  which has n o t  f i g u r e d  i n  t he  r e c e n t  s t r i d e n t  

debate over  na t i ona l  economic p o l i c y  may be a  f u r t h e r  advantage. 
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USAID w i l l  con t inue i t s  d ia logue w i t h  GOES government o f f i c i a l s ,  p r i v a t e  sec to r  

rep resen ta t i ves  and t h e  I B R D  du r ing  the  coming months i n  o rder  t o  determine the  

bes t  mechanism f o r  expo r t  c r e d i t  d e l i v e r y .  

4.3.2. C r e d i t  t o  Small and Hicro-Businesses 

The b e n e f i c i a r i e s  o f  t h i s  component of the  A I D  p r o j e c t  would be small and 

mic roenterpr ises  which produce p r i n c i p a l  l y  f o r  t he  domestic market, a1 though 

o p p o r t u n i t i e s  t o  d i r e c t  p roduct ion  towards expo r t  w i l l  be encouraged whenever 

poss ib le .  The en te rp r i ses  i n  t h i s  group span v i r t u a l l y  a l l  the  major p roduc t i ve  

sectors,  urban and r u r a l ,  and form a c r i t i c a l  element o f  the  na t i ona l  economy 

whose c r e d i t  needs must be addressed. The uses o f  c r e d i t  w i l l  be p r i m a r i l y  f o r  

work ing c a p i t a l  f o r  very smal l ,  l a b o r  i n t e n s i v e  f i rms .  Larger f i r m s  w i l l  need 

more f o r  f i x e d  assets. 

It i s  proposed t h a t  $10 m i l l i o n  i n  p r o j e c t  funds be made a v a i l a b l e  f o r  c r e d i t  

ass is tance through the  FDE o f  t he  Centra l  Bank f o r  pass-through t o  f i n a n c i a l  

i n te rmed ia r i es .  However, s i nce  the  A I D  funds would be g ran ts  and n o t  loans  i n  

the  f i r s t  instance,  i t  i s  n o t  necessary t o  f o l l o w  the  normal red i scoun t  process 

as i s  u s u a l l y  done w i t h  the  FDE. 

The C r e d i t  De l i ve ry  System 

As a  r e s u l t  o f  the  a d m i n i s t a t i v e  and management problems encountered among many 

f i n a n c i a l  i n te rmed ia r i es  working w i t h  t h i s  s t ra tum o f  business, i t  i s  deemed 

prudent a t  t h i s  stage o o t  t o  earmark automat ic  fund ing  f o r  any one on- lending 

i n s t i t u t i o n .  Rather, such i n s t i t u t i o n s  would "compete" f o r  the  money on a  

c o n t i n u i n g  basis .  The f o l l o w i n g  m o d i f i e d  " red iscount "  system w i  11 n o t  1  i m i  t 

access t o  the  funds t o  a  pre-determined group o f  f i n a n c i a l  i n te rmed ia r i es .  The 

FDE c o n t r o l l e d  passthrough funds wotlld be open t o  any and a1 1  qua1 i f i e d  f i n a n c i a l  

i n te rmed ia r i es ,  i n c l u d i n g  the  commercial banks, should they be i n t e r e s t e d  and i n  

a  p o s i t i o n  t o  e n t e r  t he  type o f  l end ing  market contemplated i n  t h i s  program. 

This system would n o t  even prec lude the  possi  b i l  i t y  o f  c o n s o r t i a  o f  p r i v a t e  small 

business assoc ia t ions  forming small business f inance arms as l o n g  as they c o u l d  

q u a l i f y  f o r  t he  program as f i n a n c i a l  in te rmed iar ies .  Each f i n a n c i a l  in te rmed iary  

would rece i ve  p r i o r  A I D  approval as a  r e c i p i e n t .  
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The system as p resen t l y  env is ioned woul d func t i on  e s s e n t i a l  l y  as f o l  1 ows: AID 

would g r a n t  a sum o f  money t o  the  GOES t o  be used f o r  s p e c i f i c  smal l  business/  

mic ro- lend ing  p r o j e c t s  on the  bas i s  o f  app rop r ia te  c r i t e r i a .  The FDE w o ~ ~ l  d g r a n t  

p r i m a r i l y  co lon  denominated 1 oan money t o  approved i n s t i t u t i o n s  which woul d, i n  

t u r n ,  be on- len t  t o  f i n a l  bene f i c i a r i es .  The r e f l o w s  from t h i s  money would then 

be channeled back i n t o  the  i n s t i t u t i o n s '  r e v o l v i n g  l o a n  funds f o r  cont inued use 

i n  i t s  own system. The Centra l  Bank would g r a n t  up- f ron t  funding t o  the  

i n s t i t u t i o n  which would then r o l l  t h i s  money i n t o  p r e v i o u s l y  designated c r e d i t  

1 ines  f o r  on-lending. 

Loan appl i c a t i o n s  o f  f i n a l  b e n e f i c i a r i e s  waul d be rev iewed and analyzed by the  

f i n a n c i a l  i n s t i t u t i o n .  The degree o f  rev iew and a n a l y s i s  needed would be decided 

by t h e  i n s t i t u t i o n  on the  bas i s  o f  l o a n  s i z e  and purpose and o the r  p r e v i o u s l y  

determined va r iab les  i t  be l i eves  t o  be important .  (AID w i l l  be i n v o l v e d  i n  

de termin ing  these v a r i a b l e s ) .  I f  approved, t h e  l oan  w i l l  be d isbursed by  the  

i n s t i t u t i o n  from the  u p - f r o n t  funds which i t  rece i ved  from the  FDE. 

A l l  loans would then be acctimulated i n  a " j u s t i f i c a t i o n "  f i l e  whSch would be 

reviewed by  a l o a n  committee assigned t o  the  p a r t i c u l a r  l i n e  i n  quest ion.  

Reviews o f  loans and funds movement would be c a r r i e d  o u t  a t  l e a s t  every t h r e e  

months, o r  as needed be fo re  t h i s ,  as the  i n t e r m e d i a r y ' s  f i r s t  disbursement begins 

t o  r u n  low. 

The committee would be composed o f  FDE, AID, and f i n a n c i a l  i n te rmed ia ry  

personnel . The comni t t e e '  s pr imary func t i on  woul d be as a moni t o r  o f  t he  c r e d i  t 

a c t i v i t y  u t i l i z i n g  AID funds. It would rev iew t h e  p o r t f o l i o  t o  be sure t h a t  a l l  

l oan  terms o r  any o the r  g r a n t  c o n d i t i o n s  o r  i n t e n t s  were be ing  met. Once t h e  

committee i s  s a t i s f i e d  t h a t  loans  were p r o p e r l y  made then the  committee would 

au tho r i ze  a subsequent disbursement t o  the  i n s t i t u t i o n  which would enable the  

process t o  cont inue as usual w i t h o u t  having t o  s top  o r  slow down disbursements. 

The i n t e n t  i s  t o  leave the  i n s t i t u t i o n s  w i t h  a h i g h  degree o f  ope ra t i ona l  

autonomy w h i l e  a t  t he  same mon i to r i ng  progress toward improving operat ions.  It 

i s  envis ioned t h a t  the  a b i l i t y  o f  f i n a l  b e n e f i c i a r i e s  t o  r e c e i v e  t h e i r  loans 

would o n l y  be d i s rup ted  by the  rev iew  process i f  the  i n te rmed ia ry  was n o t  
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per fo rming  w e l l .  The proposed system would n o t  i n t e r f e r e  w i t h  t he  day-to-day 

l e n d i n g  process. 

Care must be taken n o t  t o  overburden t h e  i n s t i t u t i o n a l  c a p a b i l i t i e s  o f  t h e  

i n t e r m e d i a r i e s  nor t o  s t i f l e  t h e i r  enthusiasm and i n i t i a t i v e .  To achieve t h i s  

ba l  ance, a d d i t i o n a l  disbursements t o  t h e  i ntermed iar ies  from t h e  FDE wi  11 be 

based on the  e f f e c t i v e n e s s  and hdrd  work of t he  i n s t i t u t i o n ,  b u t  a t  the  same t ime  

should be seen by i t  as an a t t r a c t i v e  way t o  b u i l d  t h e  asse ts  o f  t h e  o r g a n i z a t i o n  

on t h e  bas i s  o f  m e r i t .  

4.3.3. I n t e q r a t e d  Exuor t  Serv ices  

A  necessary complement t o  i n f u s i o n  o f  e x p o r t  c r e d i t  w i l l  be ass is tance t o  key 

sec to rs  i n  a  broad range o f  management and marke t ing  serv ices .  The p r o j e c t ,  

t he re fo re ,  w i l l  suppor t  t h e  es tab l i shment  o f  up t o  two commercial t r a d i n g  

companies whose purpose i s  t o  p rov ide  i n t e r n a t i o n a l  marke t ing  and e x p o r t  

management se rv i ces  f o r  smal l ,  medium and l a r g e  businesses, f i r s t  i n  t h e  food 

process ing  sec to r  and a t  a  l a t e r  stage, f o r  sec to rs  which a l s o  show p a r t i c u l a r  

comparat ive advantages and 1  arge employment genera t ion  capac i ty .  

A  r e c e n t  U.S. Embassy Economic Branch s tudy  shows t h e  food process ing  and 

packaging i n d u s t r y  has cont inued t o  be the  s t ronges t  manufac tur ing  subsector.  

Food processing accounted f o r  approx imate ly  one-quar ter  o f  t he  i n d u s t r i a l  

employment i n  1981. I n d u s t r y  sources i n d i c a t e  t h d t  they  a re  u t i l i z i n g  l e s s  than 

50% o f  t h e i r  i n s t a l  l e d  capac i ty .  The GOES has c o n s i s t e n t l y  supported d i v e r s i  - 
f i c a t i o n  i n  t he  a g r o - i n d u s t r i a l  sec to r .  The i n h e r e n t  s t r e n g t h  o f  the  food 

processing/packaging i n d u s t r y  i s  based on a  s t r o n g  i n t e r n a l  demand f o r  b a s i c  

d i e t a r y  i tems and h i g h  e x p o r t  p o t e n t i a l  f o r  o t h e r  processed foods. Th is  sub- 

sec to r  has p a r t i c u l a r l y  h i g h  p o t e n t i a l  f o r  c r e a t i n g  employment. Ag ro - i ndus t r i es  

and i n  p a r t i c u l a r  food processors a re  h i g h  users o f  d i r e c t  l a b o r  as w e l l  as 

b e n e f i t i n g  i n d i r e c t  1  abor through backward 1  inkages t o  a g r i c u l  t u r a l  producers o f  

non - t rad i  t i o n a l  crops, many o f  whom a re  smal l  producers. 

Each t r a d i n g  company w i l l  be developed and l a r g e l y  funded by and w i t h i n  t h e  

business sec to r  group u t i l i z i n g  t e c h n i c a l  ass is tance,  w i t h  some g r a n t  funds 

prov ided by the  p r o j e c t .  P r e l i m i n a r y  a n a l y s i s  has shown t h a t  f i rms i n  t h i s  
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s e c t o r  have a  comparat ive advantage on t h e  Domestic Resource Cost (DHC) and t h e  

E f f e c t i v e  Rate o f  P r o t e c t i o n  (ERP) c h a r t  (see  Table 1 0 ) .  Many f i r m s  i n  t h i s  

s e c t o r  a r e  l a b o r  i n t e n s i v e  and have a  backward l i n k a g e  i n t o  n o n - t r a d i t i o n a l  

a g r i c u l t u r a l  p roduc t i on .  Some o f  t h e  f i r m s  a r e  now e x p o r t i n g ,  b u t  w i sh  t o  

i nc rease  t h e  i n t e r n a t i o n a l  p o r t i o n  o f  t h e i r  bus iness by e n t e r i n g  new markets .  

These f i r m s  have a  number o f  problems i n  common, i n c l u d i n g  l a c k  o f  f o r e i g n  

exchange, l a c k  o f  knowledge o f  n o n - t r a d i  t i o n a l  markets  o u t s i d e  o f  t h e  CACM, and 

t r a n s p o r t a t i o n  cos t s .  Fo l  l o w i n g  a r e  ill u s t r a t i v e  examples o f  t h e  s i z e  and t y p e  

o f  f i r m s  t h a t  would fo rm and u t i l  i z e  a  t r a d i n g  company. 

F i r m  A 

Th is  smal l  cann ing  p l a n t  produces products f o r  b o t h  t h e  domest ic and e x p o r t  

markets.  Founded i n  1981 , i t  now employs 50 workers  d i r e c t l y  and p rov ides  

j o b s  t o  another  50 i n d i v i d u a l s  who work f o r  smal l  j obbe rs  who supp ly  i n p u t s  

and s e r v i c e s  t o  t h e  p l a n t .  Located i n  t h e  Zapot i  t a n  Val l e y ,  app rox ima te l y  23 

m i l e s  nor thwes t  o f  San Salvador ,  t h e  p l a n t  buys i t s  vegetables f rom a p p r o x i -  

ma te l y  twenty  smal l  produce farmers who be long  t o  coope ra t i ves  i n  t h e  area. 

The p l a n t  produces tomato ketchup,  h o t  sauce, f r u i t  c o c k t a i l ,  canned beans and 

c o r n  f o r  t h e  domest ic market.  They e x p o r t ,  p r i n c i p a l l y  t o  t h e  U.S. market ,  

canned baby co rn ,  c h i l i  j a lapenos ,  and palm hea r t s .  T h e i r  sa les  volume has 

r i s e n  each y e a r ;  ( i n  co lones )  1981 - 460,000; 1982 g1.2 m i ' l l i o n ;  1983 g2.3 

m i l l i o n .  Expor ts  r e p r e s e n t  10% o f  sa les.  Problem areas f o r  t h i s  fo rm rev01 ve 

around: 

a )  Personnel l a c k  t e c h n i c a l  and bus iness exper ience  

b )  M a r k e t i n g  - t h e  i d e n t i f i c a t i o n  o f  new overseas markets  
and e x p o r t  marke t  con tac t s  

c )  Long-term c r e d i t  and f o r e i g n  exchange 

F i r m  B 

Th i s  f r ozen  vege tab le  p l a n t  produces e x c l u s i v e l y  f o r  expo r t .  Located i n  t h e  

Zapot i  t a n  Val 1  ey, t h e  p l  a n t  buys t h e i r  p r o d u c t  f rom approx imate ly  t w e n t y - f i  ve 

vege tab le  f a r n e r s  d i v i d e d  among 65% coope ra t i ves  and 35% p r i v a t e  producers.  
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The p l a n t  employs 160 d i r e c t l y  and prov ides jobs  i n d i r e c t l y  t o  approximate ly  

50 more people who make the  c ra tes ,  wooden pa l  l e t s ,  p r i n t  the  l a b e l  s, t r u c k  

the  product  t o  t h e  p o r t ,  r e p a i r  the  machinery, e t c .  The f i r m  processes and 

f reezes okra, b r o c c o l i ,  snow peas f o r  t h e  U.S. market. I t s  volume has been 

i nc reas ing  each year .  Exports,  expressed i n  pounds,have been as f o l l o w s :  

1981 - 4.0 m i l l i o n ;  1982 - 5.0 m i l l i o n ;  1983 8 .0 -m i l l i on ;  1984 ( e s t . )  - 10.0 

m i l l i o n .  

Problems i n c l  ude t r a n s p o r t a t i o n  cos ts ,  f o r e i g n  exchange and 1  ong- and sho r t -  

term c r e d i  t. 

Fi rm C 

This i s  a  food processor o f  candy and s a l t e d  snacks such as po ta to  ch ips ,  corn  

products, peanuts and cashews. Located i n  San Salvador, t h i s  p l a n t  uses bo th  

imported and domestic raw m a t e r i a l s  f o r  t he  f i n i s h e d  product .  Employing 

d i r e c t l y  1,600 people, t h e  f i r m  prov ides jobs  i n d i r e c t l y  t o  another app rox i -  

. mate ly  2-3 hundred. It p resen t l y  expor ts  25% o f  i t s  p roduct ion  t o  t h e  CACM, 

b u t  i s  a c t i v e l y  a t tempt ing  t o  penet ra te  t h e  C a l i f o r n i a  snack food market. 

Problems center  around f o r e i g n  exchange and t r a n s p o r t a t i o n  t o  t h e  U.S. wes t  

coast.  Fore ign exchange i s  needed t o  impor t  such t h i n g s  as cel lophane f o r  . 

bags, cheese powder and powdered m i l k .  

The t r a d i n g  company woul d  work w i t h  and f o r  the above member f i r m s  and o the r  

small and medi urn processors. Other expo r t -o r i en ted  manufacturers woul d  have a  

s i m i l a r  t r a d i n g  company. Each t r a d i n g  company might  i n i t i a l l y  handle approxi  - 
o a t e l y  f i f t e e n  f i r m s  rang ing  from small ,  medium t o  perhaps one l a r g e  en te rp r i se .  

The purpose o f  t h i s  would be t o  p rov ide  economies of  sca le  t o  the  smal le r  f i r m s  

i n  t he  area o f  t r a n s p o r t a t i o n  and the  i m p o r t a t i o n  o f  i npu ts .  

The t r a d i n g  company w i l l  be funded p a r t i a l l y  by i t s  member f i rms,  w i t h  each 

f i r m ' s  c o n t r i b u t i o n  based on a  formula t h a t  takes i n t o  cons ide ra t i on  i t s  s ize ,  

sa les volume and e x p o r t  business p o t e n t i a l .  The balance o f  t he  f i r s t  two years1 

opera t ing  cos ts  w i l l  be funded o u t  o f  t h e  p r o j e c t  a long w i t h  the  f i r s t  two years1 

techn ica l  ass is tance.  
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The t r a d i n g  company w i  11 perform the  f o l  1  owing expo r t  management se rv i ces  f o r  i t s  

members: 

- Broker ing  o f  goods moving t o  and from El  Salvador. 

- Market ana lys i  s  t o  i d e n t i  fy fo re ign  markets, qua1 i f i e d  d i  s t r i  bu to rs  and 
agents abroad, f o r e i g n  compet i t ion ,  p roduct  and techn ica l  ass is tance.  

- Promotional serv ices  such as product  promotion, brochure and l i t e r a t u r e  
adapta t ion  and t r a n s l a t i o n ,  t r a i n i n g  o f  f o r e i g n  sales agents, d i s t r i b u t o r s  
and techn ica l  personnel.  

- Trade documentation, impor t -expor t  permi ts ,  and re1  a ted  paperwork. 

- Transpor ta t ion ,  i n  o rder  t o  i d e n t i f y  and access most app rop r ia te  methods o f  
a i r ,  sea o r  ground shipments, i n c l u d i n g  b e s t  r a t e s  and most app rop r ia te  
conta iners .  

- Warehousing t o  l o c a t e  and access the  most app rop r ia te  f a c i l i t i e s  i n  o r  near 
Free Trade Zones, po r t s ,  o r  p roduct ion  f a c i l  i t i e s .  

- Legal rev iew o f  purchase and sales agreements; assess l e g a l  s t a t u s  o f  f i r m s  
under i n t e r n a t i o n a l  law o r  laws of t a r g e t  count ry ;  rev iew and adv ise  on 
r e g u l a t o r y  problems such as taxes, impor t  d u t i e s  and o the r  impor t  
r e g u l a t i o n s ;  and f a c i l i t a t e  t h i r d  p a r t y  undertak ings such as payments from 
overseas customers, management con t rac ts ,  agent agreements and agreements 
r e l a t i n g  t o  raw m a t e r i a l s  o r  suppl ies.  

- Taking t i t l e  t o  goods, under s p e c i f i e d  cond i t i ons .  

- Prov id ing  small and medium-sized producers and manufacturers o f  expo r t  
products w i t h  lower c o s t  imported raw m a t e r i a l s  and c a p i t a l  goods. 

- In fo rmat i  on t o  p rov ide  smal l  and medi urn-si zed businessmen w i t h  b e t t e r  
knowledge o f  t echn ica l  op t ions .  

- Provide a  U.S. based purchasing and market ing  subs id ia ry .  

To f u r t h e r  design the  t r a d i n g  company s t r u c t u r e ,  p r o j e c t  f inanced techn ica l  

ass iqtance from t rade  economists w i l l  need t o  be prov ided f o r :  

- D e t a i l e d  i n v e s t i g a t i o n  o f  types and background o f  food processing companies 
who w i l l  form t h e  t r a d i n g  company, g i v i n g  s ize ,  scope, and s p e c i a l i t y ;  

- D e t a i l e d  i n v e s t i g a t i o n  o f  o p p o r t u n i t i e s  f o r  increased expo r t  t rade among the  
f i r m s  determined t o  be e l i g i b l e  f o r  membership; 

- Assessment of f i r s t  year  budget and source and s i z e  o f  investment  needed t o  
c a r r y  o u t  the  func t i ons  o f  each t r a d i n g  company; 
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- Estimates of t o t a l  requirements a n d  availability of ski1 1 ed managerial staff 
a n d  plans for needed trading; 

- Schedule for setting u p  trading company, incl uding funding, staffing, market 
survey, training, leasing of equipment for f i r s t  years' operation; 

- Cost estimates; 

- Specifications of products t o  be exported; and 

- Working capital needs. 

Technical assistance and training will also be needed once the trading companies 

are establ i shed. 

4.3.4,Agro-industrial Approach 

Introduction 

As agricultural o u t p u t  increases, new opportunities develop for providing goods, 
services, a n d  markets. Farmers require additional farm inputs. Consumers 

require additional processing and marketing facil i  t ies for outputs. By providing 
a supportive environment for agro-industries, the GOES a n d  the USAID Mission can 

improve the welfare of b o t h  the rural and urban populations and further stimulate 
non-tradi t ional  agricultural production and  processing. Unfortunately, the 

country's agro-i ndus t r i  a1 sector has been severely weakened. The agrarian reform 
has temporarily disrupted the traditional network of producers, processors a n d  

marketers. This factor, combined with the continuing violence in the rural 
production areas, foreign exchange scarcities, depressed commodity prices a n d  

uncertain world economic conditions, has weakened the relationship between 
agricultural suppl iers and buyers. The resul t ,  as shown by Tab1 es 16-21 , has 
been an increase in the importation of  fruits and vegetables normally produced in 
El Salvador and a decrease in exports. However, opportunities do exist. 

Producers s t i l l  need t o  purchase inputs and  sell their production; processors 
s t i l l  need the raw material of  their trade. Following i s  a discussion of the 

mechani sms t o  accompl i sh thi s. 

The Mission has in the planning phase a Rural Enterprise Development Office 
( R E D O )  project. Thi s proposed project shoul d be enfol ded into the Industrial 
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VEGETABLES 
Onion 
Caul i f l o w e r  
Lettuce 
Pota toe 
Cabbage 
Torna t o  
Carrot 

FRUITS 
m c a  do 

Banana 
Orange 
P lanta in  

DAIRY 
M i l k  
Butter  
Cheese 

TABLE 16 -- 
EL SALVADOR: VOLUME OF SELECTED IMPORT PRODUCTS 

(METRIC TONS) 

Source: MAG, Anuario de Estadist icas Agropecuarias 



PRODUCT 

Avocado 
Anona 
Banana 
P l  urns 
Coconut 
Peaches 
Strawberr ies 
Passion F r u i t  
F igs 
Spanish Plums 
Sweet Limas 
Lemon s 
Majoncho 
Tangerine 
Mango 
Appl es 
Ap r i co t  
B lackberr ies  
Oranges 
N i  spero 
Papaya 
Platano 
Pears 
Perote 
Tamari nd 
G rape f ru i t  
Grape 
Za po t e  
Me1 on 
Watene l  on 

TABLE 1 7  

EL SALVADOR - IMPORTS OF RAW FRUIT 1981 
(AMOUNT IN COLONES; $1 = 2.5 COLONES) 

AMOUNT 

3,055,019 
1 ,126 

7,020,113 
737,522 

41,667 
1,666,565 

354,358 
2,897,842 

25,409 
490,417 

20,862 
245,837 
373,859 
193,725 

5,328 
9,487,523 

276,843 
156,255 

5,697 ,I 51 
93,826 
85,297 

13,939,154 
50,809 

42,068,115 Colones o r  $16,827,246 



TABLE 18 

EL SALVADOR - IMPORTS OF RAW VEGETABLES 1981 
(AMOUNT I N  COLONES; $1 = 2.5 COLONES) 

PRODUCT 

Chard 
Gar1 i c  
A l v e r j a  
Eggpl a n t  
Watercress 
B r o c o l l  i 
Sweet Potatoes 
Onions 
Caul i f l o w e r  
Chi1 i c a y o t e  
Sweet Peppers 
J a l  ape50 
Hot Peppers 
S t r i n g  Beans 
Asparagus 
Gu i s coy 
Broad Beans 
Le t tuce  
Pa caya 
Potatoes 
Cucumber 
Pars1 ey 
Leeks 
Radi shes 
Beets 
Cabbage 
Toma toes  
Yucca 
Car ro ts  

TOTAL 

AM0 UNT 

3,588 
1,435,391 

231,234 
11,965 

2 5 
2,166 

33,625 
7,568,612 
I ,264 ,I 34 

39,137 
308,390 
155,077 

55,001 
688,890 

1,500 
15,696 

525 
1,919,871 

362,067 
11,918,131 

162,236 
11 ,512 
6,839 

244,967 
900,680 

1 2,365,501 
4,027,793 

40,369 
4,409,113 

49,168,568 Colones o r  $79,667, 
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TABLE 20 

EL SALVADOR - IMPORTS OF: FOOD PROCESSING AND PACKAGING EQUIPMENT 1978, 1981, 1982 

1 PRODUCT DESCRIPTION VALUE ($) US SHARE VALUE ($)  US SHARE VALUE ($ )  US SHARE 

FOOD PROCESSING 
I n d u s t r i a l  r e f r i g e r a t i o n  and c o o l i n g  
equipment 1,191,780 74.3% 351,316 31.9% 297,144 20.1% 

Related c o o l i n g  equipment 598,579 76.4% 104,999 47.3 1,632,202 6.9% 

I c e  and i c e  cream making equipment 151,197 98.3% 233,216 98.4% 89,444 89.4% 

1 Coffee, meat, and sp ice  g r i n d e r s  23,921 87.8% 23,945 94.5% 4,312 75.5% 

Pumps f o r  l i q u i d s  3,217,712 82.8% 2,173,943 79.4% 1,560,757 89.1% 

Related apparatus f o r  movement of 1 i q u i d s  11,258 72.9% 6,193 96.5% 1,232 91.3% 
1 Vaccum/pneunatic pumps 3,644,882 59.2% 2,027,310 59.3% 1,774,684 50.6% 

I Grain, ce rea l  and vegetable g r i n d e r s  172,551 38.1% 104,711 16.7% 43,212 9.0% 

I Machinery f o r  baking, candy-making , 
meat -cut t ing ,  jam-making 1,472,623 61.9% 393,196 56.8% 476,960 51.5% 

I Sugar r e f i n i n g  equipment 208,931 94.3% 41 ,331 94.2% 6,136 100.0% 

U Related sugar r e f i n i n g  equipment 2,874,687 41.9% 369,133 68.8% 448,968 75.7% 
M ' O i l  e x t r a c t i o n  and processing equipment !! 527,597 76.4% 127,869 49.6% 348,602 90.4% 
b 
2 I n d u s t r i a l  ovens, t o a s t e r s  and d r i e r s  424,149 44.3% 213,300 83.5% 90,593 85.8% 
R M i  s c e l l  aneous o t h e r  

SUB-TOTAL 



TABLE 2 1  

EL SALVADOR - IMPORTS OF FOOD PROCESSING AND PACKAGING EQUIPMEHT 1978, 1981, 1982 
(Continued) 

I PRODUCT DESCRIPTION VALUE ($1 US SHARE VALUE ($ )  US SHARE VALUE ($ )  US SHARE 

I FOOD PACKAGING 
Machines t o  wash, d ry ,  f i l l ,  l a b e l ,  and 
cap lsea l  b o t t l e s ,  cans, boxes, bags, 
snacks and o t h e r  conta iners ;  packaging 
equipment 2,392,694 49.7% 778,241 62.8% 698,898 52.6% 

RELATED INDUSTRY EQUIPMENT 
A i r  c o n d i t i o n e r s / p u r i f i e r s  

I Labora tory  ins t ruments  

I Weighing equipment 819,189 97.7% 71,243 88.3% 14,709 100.01 

I Related weighing equipment 405,310 55.6% 161,303 63.9% 189,276 63.5% I Lo-boys, f o r k 1  i f t s ,  hand-trucks 334,922 41 .2% 76,844 12.7% 536,221 6.6% 

I Panel t r u c k s  2,655,833 15.0% 499,755 48.1% 162,554 24.0% 

I Pickups (under 2 T.) 24,539,824 11.6% 1,632,276 19 .O% 543,748 61.2% 



S t a b i l  i z a t i o n  and Recovery p r o j e c t .  The REDO p r o j e c t  i t s e l  f might  be es tab l  i shed  

w i t h  the  l e n d i n g  i n s t i  t ~ r t i o n  and would e s s e n t i a l l y  perform two tasks:  

1 )  Serve as an i n t e r f a c e  and l i a i s o n  between t h e  p r i v a t e  a g r o i n d u s t r i a l  and 

ag ra r i an  re fo rm sec tors ,  i d e n t i f y i n g  and promoting mutual l y  b e n e f i c i a l  

p ro jec ts .  

2 )  E s t a 3 l i s h  and admin is te r  a  spec ia l  fund t o  c o n t r a c t  f o r  pre- investment  

s tud ies  o f  q u a l i f i e d  p ro jec ts .  

Essen t i a l  t o  the  success o f  t h e  REDO i s  t h a t  i t  has the conf idence o f  t he  p r i v a t e  

sector .  P r i v a t e  entrepreneurs, mot iva ted  by p r o f i t ,  a re  expected t o  be t h e  

source o f  ideas and p r o j e c t s  presented t o  REDO. REDO w i l l  c o n s i s t  o f  two 

p ro fess iona ls  supported by l o c a l l y  cont rac ted  techn ica l  ass is tance.  It w i l l  be 

housed i n  Bladex, FDE o r  t he  Financiera.  Which i n s t i t u t i o n  w i l l  depend on which 

one i s  se lec ted  by the  GOES and the  b l iss ion t o  become the  c r e d i t  v e h i c l e  under 

t h e  p r o j e c t .  

4.3.5. I n s t i t u t i o n a l  Improvement 

As noted i n  t h e  a n a l y s i s  o f  c o n s t r a i n t s  and needs, t h e  f i n a n c i a l  i n te rmed ia r i es  

and business s e r v i c e  agencies which w i l l  be r e l i e d  upon as d e l i v e r y  mechanisms 

f o r  p r o j e c t  a c t i v i t i e s  possess va ry ing  l e v e l s  o f  capac i t y  t o  suppor t  p r o j e c t  

ob jec t i ves .  

A .  F inanc ia l  I n te rmed ia r i es  f o r  Export  

Wi th rega rd  t o  the  commercial banks, which w i l l  be the  p r i n c i p a l  condu i ts  f o r  

expo r t  c r e d i t ,  t he re  i s  a  recognized l ack  o f  r e q u i r e d  e f f i c i e n c y  and expe r t i se .  

C r e d i t  ana l ys i s  procedures a re  d e f i c i e n t  and unsoph is t i ca ted  and f o r  t h i s  reason 

c r e d i t  tends t o  be extended t o  o n l y  t he  bes t  r i s k s .  I n  add i t i on ,  t he  commercial 

banks o f t e n  l a c k  a b i l i t y  t o  a s s i s t  c l i e n t s  i n  the  p repa ra t i on  o f  t h e i r  l oan  

a p p l i c a t i o n s  as w e l l  as the  paperwork r e q u i r e d  f o r  expo r t / impor t  p repa ra t i on  and 

f o r e i g n  exchange procedures. P r o j e c t  a n a l y s i s  f o r  long- te rm i n d u s t r i a l  l e n d i n g  
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i s  e s p e c i a l l y  inadequate. Banks have had no funds nor t ime f o r  app rop r ia te  

t r a i n i n g .  To remedy these d e f i c i e n c i e s ,  t h e  f o l l  owing areas should be i n c l  uded 

i n  the  techn ica l  ass is tance and t r a i n i n g  t o  be prov ided under t h e  A I D  P r o j e c t :  

i )  C r e d i t  Analys is  - This area w i l l  cover t i lorough i n d o c t r i n a t i o n  i n  c r e d i t  

procedures and a  course i n  t h e  i n t e r p r e t a t i o n  o f  f i n a n c i a l  statements,' 

e s p e c i a l l y  balance sheet, income statement, and cash f l o w  as h e l l  as 

f i n a n c i a l  r a t i o s .  The pas t  f i n a n c i a l  h i s t o r y  o f  each a p p l i c a n t  must be 

s tud ied  and a  reasonable de terminat ion  made of earn ing  power over t h e  

1  i f e  o f  t he  prospect ive  loan.  Modern business techniques i n  f o r e c a s t i n g  

w i l l  be made a v a i l a b l e  t o  the  l oan  departments. A t  app rop r ia te  

i n t e r v a l s  du r ing  the  t r a i n i n g  p e r i o d  t h e  performance o f  t h e  c r e d i t  

ana lys ts  w i l l  be reviewed by a c t i v e  c h e c k l i s t i n g  and d e f i c i e n c i e s  w i l l  

be co r rec ted  a t  once. A c r e d i t  a n a l y s t  expe r t  a long w i t h  app rop r ia te  

t r a i n i n g  a i d s  w i l l  be made a v a i l a b l e  f o r  t h i s  undertak ing.  Appropr ia te  

recommendation i n  t h i s  rega rd  can be made by the  USAID a t  t h e  t ime  o f  

i n t e n s i v e  rev iew  o f  t h e  P r o j e c t  Paper. 

ii ) P r o j e c t  Ana lys is  - Medium and long- term l o a n  a p p l i c a t i o n s  wi 11 be 

processed on the  bas i s  o f  p r o j e c t  study. These loans  u s u a l l y  cover  t h e  

purchase o f  equipment and would r e q u i r e  t h e  f o l  low ing f e a s i  b l l  i ty back 

up: 

- P r o f i t a b i l i t y  s tudy showing the  c o n t r i b u t i o n  the new f i x e d  
asset  w i l l  make t o  the  f i rms 'ea rn ings ;  

- Cost a n a l y s i s  o f  i n - s e r v i c e  opera t ion ,  i n c l u d i n g  usefu l  1  i f e  
and dep rec ia t i on  methods; 

- Ana lys is  o f  f i n a n c i a l  statements p r o j e c t e d  before and a f t e r  
the  proposed purchase of  equipment; 

- C o r r e l a t i o n  study o f  poss ib le  l o a n  repayment schedules r e 1  a ted  
t o  use fu l  1  i f e  o f  t h e  asset;  and 

- I n d ~ r s t r y  s tudy o f  t he  same type o f  equipment i n  o t h e r  en te r -  
p r i s e s  i n  the  same indus t r y .  ( E f f i c i e n c y  f a c t o r s  and 
product ion  c o e f f i c i e n t s  should be 1  ooked a t  i n  connect ion w i t h  
f i r m  s i z e . )  
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i i i )  Loan Superv is ion  - The area o f  l oan  superv i s ion  would n o t  r e q u i r e  as 

much formal t r a i n i n g  as the  o the r  areas mentioned above s ince  i t  i s  more 

a  mat te r  o f  d i s c i p l i n e  than formal t r a i n i n g .  The most impor tan t  

elements o f  t h e  t r a i n i n g  are:  

- Guidel ines must be es tab l  ished t o  i n d i c a t e  when ou ts tand ing  
1  oans need a t t e n t i o n .  

- In te rv iews  have t o  be s e t  up w i t h  borrowers as soon as a  l o a n  
becomes an a r rea r .  Based on experience and knowledge o f  t h e  
i n t e r v i e w e r ,  a l t e r n a t i v e  f i n a n c i n g  techniques can be found 
( i n c l u d i n g  r e f i n a n c i n g ) .  

- I f  the  l oan  superv isor  i s  n o t  a  c r e d i t  ana l ys t ,  he o r  she 
should be t r a i n e d  i n  t h e  use o f  t o o l s  such as f i n a n c i a l  r a t i o s  
which serve t o  g i v e  warning t o  p o s s i b l e  coming problems. 

i v )  Export - Import  Banking - The f o r e i g n  t r a d e  f i n a n c i n g  process i s  r a t h e r  

compl icated and, t o  be c a r r i e d  o u t  p rope r l y ,  r e q u i r e s  i n t e n s i v e  t r a i n i n g  

which, when prov ided fo r  t h e  f i n a n c i a l  i n s t i t u t i o n s ,  needs t o  be passed 

through t o  the  e x p o r t i n g  and impor t i ng  f i rms .  A complete standardiza-  

t i o n  i s  r e q u i r e d  f o r  t h e  process t o  f u n c t i o n  p r o p e r l y  s ince  several  

i n s t i t u t i o n s  and c l i e n t s  may be i nvo l ved  i n  a  s i n g l e  t ransac t i on .  The 

t r a i n i n g  a1 so must i n c l u d e  the  segment o f  t h e  process r e l a t e d  t o  fo re ign  

exchange whether through the  commercial bank o r  d i r e c t l y  w i t h  the  

Centra l  Bank. 

B. Small and M ic ro  Businesses and Support ing I n s t i t u t i o n s  

Any at tempt t o  a1 1  e v i a t e  t h e  c r e d i t ,  managerial and p roduc t i on  c o n s t r a i n t s  o f  

smal l  business and micro-enterpr ises  must take i n t o  account d i f f e r i n g  1  eve1 s  o f  

f i r m  capac i ty .  Some o f  these f a c t o r s  a re  p e c u l i a r  t o  f i r m  s i z e  and o the rs  a r e  

in f luenced by the  type o f  economic a c t i v i t y  i n  quest ion. However, t he  f o l l o w i n g  

general i t i e s  can be made rega rd ing  techn ica l  /managerial ass is tance needs both  a t  

t h e  f i r m  and suppor t ing  i n s t i t u t i o n s  l e v e l .  

1. F i rm Level 

A t  t h e  f i r m  l e v e l ,  t he  p r i n c i p a l  needs are: 

DEVELOPMENT ASSOCIATES, INC. - 



a. Admin i s t ra t i on  and Management: 

i) Basic o r i e n t a t i o n  t o  t h i n k i n g  o f  p roduc t i ve  a c t i v i t y  as business and 
consciousness r a i s i n g ;  

i i )  Rudimentary account ing and bookkeeping; 

i i i ) Fundamental s  o f  c o s t  ana lys i s  ; 

i v)  Human r e 1  a t i o n s  and personnel management; and 

v )  Basic market ing. 

b. Product ion and Qua1 i ty Contro l  : 

i ) Rudimentary ma te r i a l  s  use; 

i i ) Work f l o w  and s imple p l a n t  l ayou ts ;  and 

i i i )  Method t o  assure cons tant  q u a l i t y .  

c .  Ski1 1s t r a i n i n g  and vocat iona l  educat ion (most ly  f o r  l a r g e r  small 
business) : 

i )  Improved product ion  techniques; 

i i )  Other t echn ica l / t echno log i ca l  areas; and 

i i i ) Admin i s t ra t i on  and management f o r  employees. 

2. Serv ice I n s t i t u t i o n s  Level 

The c u r r e n t  m ic ro -en te rp r i se  programs have r e l i e d  on DIDECO and CENTA f o r  

outreach and techn ica l  ass is tance serv ices.  However, p u b l i c  sec tor  i n s t i t u t i o n s  

have n o t  appeared t o  be very  e f f e c t i v e  i n  l oan  promotion o r  t echn ica l  ass is tance 

according t o  people c l o s e  t o  the  programs. P a r t  o f  t h e  problem has been due t o  

the unsafe c o n d i t i o n s  i n  c e r t a i n  p a r t s  o f  t h e  count ry ,  b u t  t o  a l a r g e  degree i t  

has t o  do w i t h  the  i n s t i t u t i o n a l  c a p a b i l i t i e s  t o  p rov ide  these serv ices .  The 

problem has been recognized and personnel from these.agencies a r e  r e c e i v i n g  

t r a i n i n g .  This  t r a i n i n g  shoul d  be mainta ined and expanded t o  o the r  o rgan iza t i ons  

t h a t  have an i n t e r e s t  and c a p a b i l i t y  i n  a i d i n g  small entrepreneurs.  

a. Pub l i c  Sector s e r v i c e  i n s t i t u t i o n s  such as CENTA, DIDECO, and CENAP 

genera l l y  need t o  r e c e i v e  assis tance i n  the  f o l l o w i n g  areas: 
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i )  T r a i n i n g  a l l  s t a f f  i n  t h e  c h a r a c t e r i s t i c s  o f  t he  v a r i o u s  l e v e l s  o f  
sma l l  and m ic ro -en te rp r i ses ;  

i i )  T r a i n i n g  promoters,  p r o j e c t  ana l ys t s ,  and t e c h n i c a l  a s s i s t a n c e  
p r o v i d e r s  i n  t h e i r  f u n c t i o n  as "change agents;" 

i i i ) Des ign ing  t e c h n i c a l  /managerial ass i s tance  method01 og ies  f o r  smal l  and 
micro-businesses; 

i v )  T r a i n i n g  a1 1  personnel i n  bas i c  account ing,  c o s t  a n a l y s i s ,  f i n a n c i a l  
a n a l y s i s ,  marke t ing ,  and q u a l i t y  c o n t r o l  and p roduc t i on ;  and 

v )  Develop ing t r a i n i n g  modules i n  t h e  areas desc r i bed  i n  number i v  above. 

b. The p r i v a t e  a s s o c i a t i o n s  r e p r e s e n t i n g  smal l  and micro-bus inesses such as 

FUSADES, UDES, FENAPES, and CONAES c u r r e n t l y  do n o t  have t he  i n s t i t u t i o n a l  

c a p a b i l i t y  t o  c a r r y  o u t  t h e i r  own formal  t e c h n i c a l  o r  manager ia l  ass i s tance  

se rv i ces .  Wi th  e x t e r n a l  ass i s tance  as app rop r i a te ,  t h e i r  members and s t a f f  

c o u l d  develop s e r v i c e  c a p a b i l  i t i e s  and t e c h n i c a l  e x p e r t i s e  i n  sma l l  and 

micro-bus iness ass is tance .  It i s  l i k e l y  t h a t  each o r g a n i z a t i o n ,  by i t s  

na tu re ,  would over  time t a r g e t  a  s p e c i f i c  segment of  t h e  sma l l  / 
micro-bus iness sub-sector  as we1 1  as s p e c i a l  i z e  i n  p a r t i c u l a r  t ypes  o f  

se rv ices .  P r i n c i p a l  areas o f  need i n c l u d e  a l l  t h e  f i v e  areas des igna ted  

f o r  p u b l i c  sec to r  i n s t i t u t i o n s  as w e l l  as  t h e  f o l l o w i n g :  

i ) More s o p h i s t i c a t e d  t r a i n i n g  i n  domest ic and e x p o r t  marke t ing ;  

ii ) T r a i n i n g  and ass i s tance  i n  fo r -p roducer  a s s o c i a t i o n s ,  i n c l u d i n g  t h e i r  
admini  s t r a t i o n  and management; and 

i i i )  T r a i n i n g  and a s s i s t a n c e  i n  t h e  es tab l i shmen t  and o p e r a t i o n  o f  va r i ous  
k i n d s  o f  marke t  i n t e r m e d i a r y  o rgan i za t i ons .  

3. The F i  nanc ia l  I n te rmed ia r y  Level  

Technical /managerial  ass i s tance  i s  needed by mid  and l o w  l e v e l  ou t reach  and 

a n a l y s i s  personnel o f  f i n a n c i a l  i n t e r m e d i a r i e s  such as FEDECCREDITO, FIGAPE, and 

BFA i n  l o a n  a n a l y s i s ,  promotion, and general  p o r t f o l i o  management i n  an e f f o r t  t o  

s t r eno then  f i e l d  s t a f f  c a p a b i l  t i e s  t o  do e f f e c t i v e  and e f f i c i e n t  work. Th is  

suppo r t  w i l l  he1 p t o  p r o v i d e  a  f i r m e r  f ounda t i on  f o r  i nc reased  decen t ra l  i z e d  1  oan 

p rocess ing  and s t i m u l a t i o n  o f  a  respons ive  c r e d i t  system t o  reach  more peop le  i n  

remote p a r t s  o f  E l  Salvador.  
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A t  h igher  l e v e l  s  w i t h i n  the  f i n a n c i a l  system and i n  cases where employees w i  11 

deal w i t h  more s o p h i s t i c a t e d  and l a r g e r  loans,  personnel need s p e c i f i c  t r a i n i n g  

as descr ibed p rev ious l y  i n  s e c t i o n  4.3.4.A. 

P r i n c i p a l  areas o f  need are :  

i )  T r a i n i n g  i n  app ra i sa l  based a n a l y s i s  o f  small p r o j e c t s ;  

i i )  T r a i n i n g  i n  low l e v e l  f i n a n c i a l  a n a l y s i s  t o  back up a  r e d u c t i o n  i n  
guarantee requirements; 

iii) O r i e n t a t i o n  t o  the  c h a r a c t e r i s t i c s  o f  t h e  va r ious  l e v e l s  o f  mic ro  and 
small business, t h e i r  general problems and needs; and 

i v )  O r i e n t a t i o n  t o  promotion and techn ica l  ass is tance and management 
t r a i n i n g  techniques used by t h e  p u b l i c  and p r i v a t e  s e r v i c e  and t r a i n i n g  
i n s t i t u t i o n s .  

Fur ther  Analys i  s  Needed Dur ing  P r o j e c t  Prepara t ion  

C l e a r l y ,  f u r t h e r  assessment i s  r e q u i r e d  t o  determine accu ra te l y  t h e  types and 

l e v e l  s  of  ass is tance r e q u i r e d  and the  app rop r ia te  i n s t i t u t i o n s  t o  implement t h e  

proposed ass is tance program success fu l l y .  This  work w i l l  be accomplished a t  the  

P r o j e c t  Paper development stage. 

A t  t he  present  t ime, i t  appears t h a t  a s i g n i f i c a n t  p o r t i o n  o f  expo r t  r e l a t e d  

t r a i n i n g  cou ld  be prov ided by 1  ocal p r i v a t e  u n i v e r s i t i e s  and i n s t i t u t i o n s  which 

o f f e r  o r  cou ld  o f f e r  s p e c i a l i z e d  courses. For example, the School o f  

I n t e r n a t i o n a l  Market ing  i n  the  U n i v e r s i t y  D r .  Jos6 Mat ias  Del gad0 prov ides  

spec ia l  i z e d  s h o r t  courses i n  e x p o r t  market ing and promotion, economic ana lys i s ,  

expo r t  documentation and o t h e r  i n t e r n a t i o n a l  business courses f o r  those f i r m s  and 

i n d i v i d u a l s  i n t e r e s t e d  i n  expor t ing .  Other educat ional  i n s t i t u t i o n s  w i l l  be 

i d e n t i f i e d  which have the  c a p a b i l i t i e s  on which t o  b u i l d .  Once the  schools have 

been se lec ted , the i r  r o l e  w i l l  be t o  a c t  as the  f o c a l  p o i n t  f o r  business seminars 

as w e l l  as the  p rov ide r  o f  t r a i n i n g  f o r  t h e  p r i v a t e  sec to r  f i rms .  Course 

c u r r i c u l  um should i n c l  ude: accounting, business management, i n t e r n a t i o n a l  

market ing, i nven to ry  c o n t r o l s ,  f i n a n c i a l  ana lys i s ,  economics, economic a n a l y s i s  

o f  expo r t  processes, p roduct ion  economics, c r e d i t ,  t r a n s p o r t a t i o n  and r i s k  



insurance,  e x p o r t  documentat ion, t e c h n i c a l  E n g l i s h  as used i n  i n t e r n a t i o n a l  

commerce. A I D  t e c h n i c a l  ass i s tance  cou ld :  

a )  Up-grade f a c u l t y  th rough  l o n g  and s h o r t  te rm t r a i n i n g  i n  t h i r d  c o u n t r y ,  

i . e .  INCAE. 

b )  Finance l o n g  and s h o r t  t e rm  bus iness teachers  t o  p r o v i d e  course work and 

c u r r i c u l u m  s t r e n g t h i n g .  The l o n g  te rm i n d i v i d u a l  w i l l  a s s i s t  t h e  school 

d i r e c t o r  i n  s e l e c t i n g  t r a i n i n g  s i t e s  as w e l l  as develop p r a c t i c a l  e x p o r t  

o r i e n t e d  courses t h a t  w i l l  be t a r g e t e d  f o r  t h e  smal l  and medium s i z e d  

businesses. 

c )  Finance seminars and workshops f e a t u r i n g  success fu l  businessmen exper ienced  

i n  e x p o r t i n g ,  e x p o r t  bankers,  f r e i g h t  fo rwarders ,  t r a n s p o r t a t i o n  expe r t s ,  

e t c .  

Given t h e  l a c k  o f  accu ra te  census da ta  on smal l  and micro-bus inesses,  AID shou ld  

cons ider  a s s i s t i n g  FENAPES i n  comp le t i ng  and t a b u l a t i n g  a  survey which t h e  Comite 

de Expor tac iones has commenced on mic ro ,  smal l  and medium-sized businesses. 

The survey w i l l  g i v e  a  more accu ra te  sense o f  t h e  number o f  f i rms  i n  these  

sub-sectors ,  t h e  amount o f  employment c rea ted ,  t ypes  o f  p roduc ts  produced, 

p roduc t ion ,  f a c t o r  cos t s ,  and va lue  added i n f o r m a t i o n ,  as w e l l  as more 

spec i  f i c a l  1  y t a r g e t e d  i nfo rma t i on  on c a p i t a l  , human resources,  and techno1 ogy 

c o n s t r a i n t s  t o  improved e f f i c i e n c y  and p r o d u c t i v i t y .  

A d d i t i o n a l  work shou ld  a l s o  be done w i t h  t h e  p r i v a t e  a s s o c i a t i o n s  t h a t  r e p r e s e n t  

businessmen and women i n  t h e  mic ro ,  smal l  and medium-sized bus iness sub-sectors  

i n  o rde r  t o  more c l o s e l y  d e f i n e  each o r g a n i z a t i o n ' s  o b j e c t i v e s  and c a p a b i l i t i e s .  

Th i s  w i l l  be necessary i n  de te rm in ing  more p r e c i s e l y  what t h e  va r i ous  r o l e s  o f  

these o r g a n i z a t i o n s  would be i n  t h e  program and t he  k i n d  o f  suppor t  AID m i g h t  be 

a b l e  t o  o f f e r  them i n  terms o f  t h e  s e r v i c e s  t hey  hope t o  p r o v i d e  o r  h e l p i n g  them 

t o  s t reng then  t h e i r  own i n s t i t u t i o n a l  capabi 1  i t i e s .  
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4.3.6. I n v e s t o r  Search 

Desp i te  t h e  c u r r e n t  p e r c e p t i o n  hy  many f o r e i g n  businessmen o f  t he  d i f f i c u l t i e s  o f  

i n v e s t i n g  i n  E l  Sal vador,  t h e r e  a r e  exce l  1  e n t  poss i  b i l  i t i e s  f o r  j o i n t  ven tu re ,  

p r o d u c t i o n  s h a r i n g  and o t h e r  inves tment  arrangements w i t h  f o r e i g n  f i rms .  These 

p o s s i b i l  i t i e s  a r e  expected t o  i n c r e a s e  s i g n i f i c a n t l y  w i t h  t h e  a v a i l a b i l  i ty o f  t h e  

I B R D  and AID ass i s tance  programs and t h e  formal  q u a l i f i c a t i o n  o f  E l  Salvador  

under t h e  CBI. 

What i s  r e q u i r e d  t o  t a k e  maximum advantage o f  such o p p o r t ~ ~ n i  t i e s  i s  a  f a c i l i t y  

which can 1  i n k  l o c a l  and f o r e i g n  en t repreneurs  a t  t h e  f i r m  l e v e l  so t h a t  mutual  

i n t e r e s t s  can be exp lo red ,  problems d e f i n e d  and f e a s i b i l  i ty determined. No 

publ  i c  o r  p r i v a t e  o r g a n i z a t i o n  i n  t h e  c o u n t r y  i s  so c o n s t i t u t e d  t h a t ,  even w i t h  

a d d i t i o n a l  ass is tance ,  i t  c o u l d  c a r r y  o u t  t h e  t ype  o f  sus ta ined ,  t e c h n i c a l  

suppo r t  demanded by t h i s  task .  Consequently, USAID b e l i e v e s  i t  i m p e r a t i v e  t h a t  

t h e  p r o j e c t  suppo r t  t h e  c r e a t i o n  o f  an i n v e s t o r  search f a c i l i t y .  

One means o f  p r o v i d i n g  t h i s  s e r v i c e  would be t o  u t i l i z e  t h e  I Q C  c o n t r a c t i n g  

c a p a b i l  i ty r e c e n t l y  made a v a i l  a b l e  th rough AID/Washingtonl s  o f f i c e  o f  P r i v a t e  

E n t e r p r i s e  w i t h  two U.S. f i r m s .  Under t h i s  arrangement, t he  U.S. and 

i n t e r n a t i o n a l  c o n s u l t i n g  e x p e r t i s e  o f  these f i r m s  can be made t o  respond t o .  

s p e c i f i c  r eques t s  f o r  inves tment  c l  imate  a n a l y s i s ,  f i n a n c i a l  / cap i  t a l  / c r e d i  t 

a n a l y s i s ,  f e a s i b i l  i ty s tudy  a n a l y s i s  o r  p r e p a r a t i o n ,  i n d u s t r i a l  /commercial s e c t o r  

a n a l y s i s ,  inves tment  promot ion p l a n n i n g  and imp1 ementat ion,  d i v e s t i t u r e /  

p r i v a t i z a t i o n  p l ann ing  and implementat ion,  o r  U.S. bus iness 1  inkages. 

Whi le  t h i s  i s  a  s i g n i f i c a n t  c a p a b i l i t y ,  i t  would s t i l l  be necessary t o  i d e n t i f y  

t h e  s p e c i f i c  ass i s tance  sought and t o  s e t  f o r t h  i t s  scope before an I Q C  work 

o rde r  c o u l d  be issued.  What i s  r e q u i r e d  i s  t h e  presence o f  q u a l i f i e d  i n d i v i d u a l s  

i n  t h e  c o u n t r y  i t s e l f  t o  i n i t i a t e  c o n t a c t s  w i t h  f i r m s ,  i d e n t i f y  inves tment  

p rospec ts  and determine how b e s t  t h e  l i n k a g e  w i t h  e x t e r n a l  ass i s tance  and 

i n v e s t o r s  can be made. The AID p r o j e c t ,  t h e r e f o r e ,  w i l l  f i nance  a  2-3 person 

c o n t r a c t  I n v e s t o r  Search Team which w i l l  r e s i d e  i n  E l  Salvador.  These 

i n d i v i d u a l s  w i l l  1  i a i s e  w i t h  a1 1  re1  evan t  p r i v a t e  and publ  i c  s e c t o r  agencies,  

work d i r e c t l y  w i t h  l o c a l  f i r m s  and be r e s p o n s i b l e  t o  USAID's O f f i c e  o f  P r i v a t e  

E n t e r p r i s e .  T h e i r  f u n c t i o n  w i l l  be t o :  



- i d e n t i f y  and f a c i l i t a t e  inves tment  p rospec ts  f rom U.S. and o t h e r  
i n t e r n a t i o n a l  p r i v a t e  sec to r s ;  

- a s s i s t  i n  deve lop ing  terms o f  r e fe rence  and a c q u i r i n g  t e c h n i c a l  i n p u t s  f o r  
s p e c i f i c  aspects  o f  inves tment  p r o j e c t  des ign  and implementat ion;  and 

- i d e n t i f y  and c o o r d i n a t e  personnel ass i s tance  from o t h e r  U.S. o r g a n i z a t i o n s  
( IESC, VITA, e t c .  t o  a1 l e v i a t e  b o t t l e n e c k s  t o  e x t e r n a l  inves tment  i n  f i r m s .  

These se rv i ces  shou ld  be backed up by a  U.S.-based f o l l ow - th rough  group e i t h e r  as 

p a r t  o f  t h e  I n v e s t o r  Search Team o r  r e t a i n e d  i n t e r m i t t e n t l y  th rough  t h e  I Q C  

mechanism. Th is  1  a t t e r  f u n c t i o n  woul d assure c l o s e  and more success fu l  f o l  low-up 

w i t h  p o t e n t i a l  i n v e s t o r s  as w e l l  as o t h e r  U.S. o r g a n i z a t i o n s  which may be 

i n v o l v e d  i n  t h e  investment ,  such as OPIC o r  FCIA. 

The e x a c t  na tu re  o f  t h e  I n v e s t o r  Search F a c i l i t y  w i l l  be developed a t  t h e  t i m e  o f  

i n t e n s i v e  rev iew,  b u t  i t  shou ld  be no ted  t h a t  t h e  e x i s t e n c e  o f  t h i s  mechanism can 

be o f  cons ide rab le  va lue  t o  USAID i t s e l f ,  th rough  i t s  f l e x i b i l  i t y  i n  respond ing  

t o  changing inves tment  c o n d i t i o n s ,  w i t h o u t  be ing  c o n s t r a i n e d  by any one 

p a r t i c u l a r  i n s t i t u t i o n  o r  agency 's  agenda. 

4 . 3 . 7 .  E x ~ o r t  Promotion 

A1 though i t  i s  t he  d e s i r e  o f  t h e  USAID t o  r e l y  t o  t h e  maximum e x t e n t  p o s s i b l e  

upon t h e  p r i v a t e  s e c t o r  and p r i v a t e  agencies f o r  imp lementa t ion  of  p r o j e c t  

a c t i v i t i e s ,  t h e r e  i s  a  d e f i n i t e  j u s t i f i c a t i o n  f o r  a s s i s t i n g  t h e  : d i n i s t r y  o f  

Fo re ign  Trade i n  i t s  r o l e  as t h e  p r i n c i p a l  GOES e n t i t y  r e s p o n s i b l e  f o r  e x p o r t  

promotion. Among t h e  d u t i e s  t o  be c a r r i e d  o u t  by iAICE i s  t h a t  o f  oversee ing  t h e  

implementat ion o f  t h e  new Expor t  Development Law. This  law, which has r e c e n t l y  

been m o d i f i e d  t o  improve t h e  i n c e n t i v e s  f o r  Salvadoran f i r m s  t o  t ake  an a c t i v e  

p a r t  i n  t h e  CBI, i s  p a r t  o f  t h e  GOES program f o r  n a t i o n a l  economic recovery .  

Th is  program emphasizes: 

- Expor t  p roduc t i on  o f  n o n - t r a d i t i o n a l  goods; - Stream1 i n i n g  o f  c r e d i t  a d m i n i s t r a t i o n  system; 
- R e h a b i l i t a t i n g  e n t e r p r i s e s  i n  d i f f i c u l t i e s ;  and 
- I n c r e a s i n g  t h e  use o f  i n s t a l l e d  capac i t y .  
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The proposed AID p r o j e c t  i s  c o n s i s t e n t  w i t h  t h e  new r e v i s e d  e x p o r t  development 

l e g i s l a t i o n  and b u i l  ds d i r e c t l y  on many o f  i t s  recommendations: 

- Es tab l i shment  o f  a  program t o  t r a i n  l o c a l  businessmen and a s s o c i a t i o n  
o f f i c i a l s  i n  e x p o r t i n g ;  

- B e t t e r  government c o o r d i n a t i o n  o f  i t s  e x p o r t  r e 1  a t i o n s  a c t i v i t i e s  
between MICE, M i n i s t r y  o f  Finance, Cen t ra l  Bank and t h e  v a r i o u s  n a t i o n a l  
concerns f o r  t h e  CBI; 

- P r o v i s i o n  o f  t r a i n i n g  i n  e x p o r t  promot ion t o  t h e  p r i v a t e  s e c t o r ;  and 

- P r o v i s i o n  o f  e x p o r t  promot ion resources  t o  b o t h  MICE and t h e  p r i v a t e  
sec to r ,  b u t  w i t h  g r e a t e r  emphasis on t h e  l i n k s  w i t h  t h e  p r i v a t e  sec to r .  

Under t h e  p r o j e c t ,  t h e  r o l e  o f  MICE can be re - focused  and s t reng thened t h rough  

t h e  j u d i c i o u s  use o f  t e c h n i c a l  ass i s tance  and t r a i n i n g .  A l though MICE now has 

t h e  main GOES r o l e  i n  t h e  promot ion o f  expo r t s ,  i t  must be encouraged t o  work 

more c l o s e l y  w i t h  t h e  p r i v a t e  s e c t o r  and earn  i t s  conf idence. 

MICE'S r e s p o n s i b i l i t i e s  would c o n s i s t  o f :  

- Y o n i t o r i n g  t h e  imp lementa t ion  o f  t h e  Expo r t  Development Law; 

- Expo r t  p o l i c y  f o r m u l a t i o n  and a n a l y s i s ;  

- Promotion and invo lvement  o f  El  Salvadoran p r i v a t e  s e c t o r  i n  t h e  CBI; 

- Investment  promot ion g e n e r a l l y  and encouragement and promot ion o f  j o i n t  
ven tu res  i n  El  Salvador  w i t h  U.S., European, and Japanese f i r m s ;  

- I d e n t i f y i n g  p a r t i c i p a t i o n  and/or o r g a n i z i n g  t r a d e  f a i r s  t o  promote El  
Salvadoran goods and se rv i ces ;  and 

- Working w i t h  p r i v a t e  s e c t o r  t o  s i m p l i f y  GOES e x p o r t  and i m p o r t  
procedures. 

;4ICE, however, l a c k s  t h e  s k i l l e d ,  exper ienced and t e c t ~ n i c a l l y  t r a i n e d  personnel 

t o  c a r r y  o u t  these  f u n c t i o n s .  Consequently, AID w i l l  p r o v i d e  f und ing  f o r :  

a )  A  t r a d e  e x p e r t  w i t h  exper ience  i n  b o t h  t h e  p u b l i c  and p r i v a t e  s e c t o r s  f o r  

one t o  two yea rs  t o  a s s i s t  MICE i n  t h e  f o l l o w i n g  areas: 
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i )  Develop an expo r t  pol i c y  fo rmula t ion  and ana lys i s  sec t i on  and a s s i s t  
i n  t h e  r e c r u i t m e n t  o f  qual i f i e d  p ro fess iona ls  f o r  i t ; 

i i ) I d e n t i f y  qual i f i e d  candidates f o r  1  ong- and shor t - te rm t r a i n i n g  i n  
appropr ia te  U.S. i n s t i t u t i o n s  i n  o rder  t o  c a r r y  o u t  d u t i e s  i n  i t e m  a ) ;  

i i i ) Develop p l  anni  ng and ana lys i s  capabi 1  i ty and i d e n t i  fy candidates 
w i t h i n  and w i thout i4 ICE f o r  f u r t h e r  t r a i n i n g  i n  order  t o  f i l l  these 
p o s i t i o n s ;  and 

i v )  A s s i s t  MICE and the  p r i v a t e  sec tor  i n  i d e n t i f y i n g  shor t - te rm 
techn ica l  exper ts  f o r  i n-country techn ica l  ass is tance i n  product ion,  
expo r t  market ing , and qual i ty c o n t r o l  ; 

b )  Long- and shor t - te rm t r a i n i n g  

Selected mid-1 eve1 pro fess iona l  personnel w i  11 be g iven t r a i n i n g  t o  

up-grade t h e i r  s k i l l s  i n :  

i ) Planning and a n a l y t i c a l  c a p a b i l i t i e s  i n  the  expo r t  f i e 1  d; 

i i )  Investment promotion; 

i i i ) Pub1 i c a t i o n s  and o ther  promotional m a t e r i a l  ; 

i v )  Trade f a i r s ;  and 

v )  Communications. 

5. SUMMARY PROJECT BUDGET 

See Table 26. 

6. SOCIAL & ECONOMIC ANALYSES 

6.1 Socia l  Ana lys is  

This  p r o j e c t  i nc ludes  p a r t i c i p a n t s  and b e n e f i c i a r i e s  from the  p r i v a t e  sec tor ,  

from entrepreneurs and owners o f  small and medium s i z e  f i r m s  t o  workers i n  these 

same f i rms.  B e n e f i c i a r i e s  a1 so i nc lude  small farmers who produce the  

a g r i c u l t u r a l  product  t h a t  i s  t he  raw ma te r ia l  f o r  processing p lan ts .  

DEVELOPMENT ASSOCIATES, INC . 1 



a)  Soc ia l  Context 

The s o c i a l  con tex t  w i t h i n  which t h i s  p r o j e c t  w i l l  be implemented i s  one which i s  

cha rac te r i zed  by a  v igorous p r i v a t e  en t rep renu r ia l  c l a s s  dedicated t o  i n d u s t r i a l  

development and an i n d u s t r i o u s  work ing c lass .  The c i v i l  d is tu rbance i n  the  

count ry  has caused a  number o f  businesses t o  c lose  down. The economic downturn 

has caused many f i rms t o  operate a t  l e s s  than f u l l  capac i ty .  

I n  s p i t e  of  t h e  c o n s t r a i n t s ,  i n d u s t r i e s  remain determined t o  r e g a i n  t h e i r  1978 

l e v e l s .  Salvadorans h i s t o r i c a l l y  have p laced g r e a t  emphasis on educat ion, formal 

o r  i n fo rma l ,  as a  means of  s o c i a l  m o b i l i t y .  Both the  l abo r  and the  e n t r e -  

p r e n u r i a l  f o r c e  p lace an emphasis on hard work and advancement by means o f  

l e a r n i n g  new s k i l l s  i n  o rder  t o  r a i s e  the  l e v e l  o f  t h e  j o b  they a re  doing. It i s  

a  t r a d i t i o n  o f  t he  Salvadoran p r i v a t e  sec tor  t o  be viewed as the  "Taiwanese" of 

t he  CACM. This business agressiveness w i l l  be harnessed under t h i s  p r o j e c t  i n  

o rder  t o  expand exports .  

h ) B e n e f i c i a r i e s  

The p r o j e c t  a c t i v i t i e s  w i l l  have an impact on workers i n  t he  f a c t o r i e s  and 

e n t e r p r i s e s  t h a t  w i l l  i nc rease t h e i r  capac i t y  due t o  expo r t s  o f  t h e i r  product ,  

e s p e c i a l l y  i n  food processing. Many o f  the  workers i n  t h i s  i n d u s t r y  t r a d i -  

t i o n a l l y  have been women. Small producers, who e i t h e r  a re  members o f  coopera- 

t i v e s  o r  p r i v a t e  owners, w i l l  a l s o  be b e n e f i c i a r i e s  o f  the  program. These 

producers, as s u p p l i e r s  of  t he  raw m a t e r i a l s  f o r  food processing p l a n t s ,  w i l l  be 

d i r e c t  b e n e f i c i a r i e s  because they  w i l l  have a l t e r n a t i v e  markets f o r  t h e i r  

products. I n d i r e c t  employees o f  the  a f f e c t e d  i n d u s t r i e s  w i l l  a1 so be benef i- 

c i a r i e s  o f  t h i s  p r o j e c t .  Those small f i r m s  and jobbers  t h a t  p rov ide  goods and 

serv ices  t o  the  pr imary f i r m s  w i l l  be o b l i g a t e d  t o  expand t h e i r  work f o r c e  t o  

meet t h i s  new demand. 

I t  i s  c a l c u l a t e d  t h a t  small and mic ro  manufactur ing businesses i n  El Salvador 

c r e a t e  between 120,000 and 160,000 jobs. I n d i r e c t l y  these businesses t h e r e f o r e  

( n o t  i n c l u d i n g  commerce o r  serv ices  which abound i n  these sub-sectors) have an 

impact on the  w e l l  -being o f  approximate ly  700,000 people based on 140,000 j obs  

c rea ted and 5 people per f a m i l y  u n i t .  

I DEVELOPMERT ASSOCIATES, INC. 2 



Th i s  p r o j e c t  w i l l  h e l p  t o  assure t h a t  smal l  and micro-bus inesses r e c e i v e  t h e  

techn ica l /manager ia l  and c r e d i t  ass i s tance  which t hey  need t o  c o n t i n u e  t o  

operate.  The p r o j e c t  w i l l  p r o v i d e  t h e  resources  ( b o t h  human and c a p i t a l  ) f o r  

these  businesses t o  expand p r o d u c t i o n  and p r o d u c t i v i t y  r e s u l t i n g  i n  reduced 

underemployment and u n d e r l ~ t i l  i z a t i o n  o f  p h y s i c a l  capac i t y .  It w i l l  a1 so p r o v i d e  

t h e  resources  needed t o  save e x i s t i n g  j o b s  and t o  c r e a t e  n e t  new j obs .  The 

s o c i a l  i m p l i c a t i o n s  o f  t h e  employment and income impacts  on b e n e f i c i a r i e s  and 

t h e i r  f a m i l i e s  a r e  h i g h  i n  a  c o u n t r y  expe r i enc ing  48% unemployment and i n t e r n a l  

v io lence .  The impor tance o f  a  p r o j e c t  thus  b e n e f i t t i n g ,  i n  l a r g e  p a r t ,  t h e  

s o c i a l  c l a s s  r e p r e s e n t i n g  some 90% o f  t h e  p o p u l a t i o n  (US 120/monthly o r  l e s s ) ,  

cannot  be ove rs ta ted .  

The p r o j e c t  i s  b o t h  f e a s i b l e  and c o n s i s t e n t  w i t h  t h e  s o c i a l  env i ronment  i n  which 

i t  w i l l  operate.  The p r o j e c t  p rov ides  needed s e r v i c e s  t o  severa l  groups w i t h i n  

t h e  p r i v a t e  s e c t o r ,  such as m i c r o  and smal l  bus inesses p roduc ing  f o r  domest ic 

consumption and f o r  those sma l l ,  medium and l a r g e  bus inesses i n v o l v e d  i n  

expo r t i ng .  The i nc reased  e x p o r t  o p p o r t u n i t i e s  and s e r v i c e s  p rov ided  under t h i s  

p r o j e c t  w i l l  a1 l ow  these  i n d u s t r i e s  t o  expand t h e i r  expor ts .  

Funds p rov ided  by t h e  p r o j e c t  t o  f i n a n c i a l  i n t e r m e d i a r i e s  f o r  l e n d i n g  t o  smal l  

and microbus inesses w i l l  h e l p  meet u n s a t i s f i e d  c r e d i t  demands by these  bus inesses 

and reduce t h e i r  need t o  borrow i n  t h e  i n fo rma l  c r e d i t  market.  By a s s i s t i n g  

en t repreneurs  t o  improve t h e i r  bus iness e f f i c i e n c y  and p r o d u c t i v i t y  th rough  

i nc reased  c r e d i t  access and techn ica l /manager ia l  ass i s tance ,  t h e  p r o j e c t  w i l l  

c o n t r i b u t e  t o  i n c r e a s i n g  t o t a l  income (bus iness  and personal  combined). Some o f  

t h i s  i nc rease  w i l l  be r e i n v e s t e d  i n  t he  bus iness;  some w i l l  be taken i n  t h e  form 

o f  a  " s a l a r y "  inc rease .  I t  i s  expected t h a t  a  p o r t i o n  o f  inc reased  bus iness  

income w i l l  be passed on t o  employees i n  t h e  form of wage i nc reases  as 

p r o d u c t i v i t y  increases,  (e.g., t h e  case o f  piecework:  more work ing  c a p i t a l ,  more 

m a t e r i a l  s, more p roduc t i on ,  inc reased  wages/uni t s  o f  p r o d u c t i o n ) .  

Bo th  f o r  t h e  en t repreneur  and f o r  t h e  employee,increased income i nc reases  t h e  

a b i l i t y  t o  save and a t  some p o i n t  i n v e s t  i n  imp rov ing  t h e  b a s i c  c o n d i t i o n s  o f  

1  i f e  through improved housing, n u t r i t i o n ,  c l o t h i n g  and educa t ion .  
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6.2. Economic Analys is  

I t  i s  normal f o r  PID l e v e l  economic analyses t o  s e t  f o r t h  no th ing  more than t h e  

methodology and data requi rements necessary fo r  t he  analyses i n  depth t h a t  i s  

undertaken du r ing  the  l a t e r  stages of p r o j e c t  development. I n  t he  case o f  t he  

proposed p r o j e c t ,  however, i t  i s  poss ib le  t o  i n c l u d e  the  i n i t i a l  stages o f  t he  

economic ana lys i s  i n  t he  PID document. Not o n l y  w i l l  t h i s  ma te r i a l  l a y  the  

foundat ion  f o r  t he  economic r a t i o n a l e  f o r  the  p r o j e c t ,  b u t  i t  w i l l  a1 so present  a 

c l e a r e r  idea o f  what t h e  l a t e r ,  more con~p le te  a n a l y s i s  w i l l  e n t a i l .  

The ana lys i s  begins w i t h  the  assumption t h a t  t he  r e a c t i v a t i o n  o f  t h e  i n d u s t r i a l  

sec tor  by means o f  e x p o r t  promotion i s  an e f f i c i e n t  use o f  f i n a n c i a l  resources. 

This  assumption i s  based upon the  s e c t o r ' s  p rev ious  l e v e l s  o f  performance as we1 1 

as the  f a c t  t h a t  post-1 979 performance i s overwhelmingly the  r e s u l  t o f  f a c t o r s  

t h a t  a re  exogenous t o  the  sec to r  i t s e l f .  Assuming t h e  p o l i t i c a l  s i t u a t i o n  

s t a b i l i z e s  and Salvadoran f i r m s  i n  t h e  e x p o r t  sec tor  can ga in  access t o  t h e  U.S. 

market by means o f  t he  Caribbean Basin I n i t i a t i v e ,  t he re  i s  every reason t o  

b e l i e v e  t h a t  p rev ious  l e v e l s  o f  performance can n o t  o n l y  be a t t a i n e d  b u t  

surpassed. 

I f  the  above l i n e  o f  reasoning i s  accepted, t he  quest ion  o f  which markets can be 

reached a r i s e s  immediately. Expressed somewhat d i f f e r e n t l y ,  i t  i s  a ma t te r  o f  

which i n d u s t r i a l  a c t i v i t i e s  can reasonably be expected t o  per form w e l l  i n  t he  

U.S. and o the r  t h i r d  count ry  markets. An a d d i t i o n a l  cons ide ra t i on  o f  g r e a t  

importance i s  de termin ing  a standard f o r  measuring p o t e n t i a l  performance. Sha l l  

i t  be, f o r  example, p o t e n t i a l  f o r  growth, o r  f o r  employment c r e a t i o n  o r  f o r  

f o r e i g n  exchange genera t ion? 

Concerning t h e  f i r s t  o f  these, i.e., the  p o t e n t i a l  f o r  growth, t he  de terminat ion  

o f  i d l e  capac i t y  by a c t i v i t y ,  appearing i n  Table 22, prov ides a p r e l i m i n a r y  

i n d i c a t i o n  o f  t he  e x t e n t  t o  which each a c t i v i t y  can be r a p i d l y  expanded. The 

importance o f  Sectors 31 , 32 and 35 - food, beverages, tobacco, t e x t i l e s ,  1 ea ther  

and chemical products - i n  t o t a l  p roduct ion  i s  i ~np ress i ve .  The i r  growth counted 

f o r  f a r  more i n  terms o f  abso lu te  numbers than o the r  q u a n t i t a t i v e l y  l e s s  

impor tan t  a c t i v i t i e s  t h a t  have lower r a t e s  o f  capac i t y  u t i l i z a t i o n ,  and thus  have 

the  p o t e n t i a l  f o r  r e g i s t e r i n g  h igher  r e l a t i v e ,  o r  percentage r a t e s  o f  growth. 
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I TABLE 22 

Potent i  a1 Increase  i n  Production, Employment 
and Imported Inputs  

G i  ven Id1 e Capaci ty  - Assuming Fixed Coef f i c i en t s  
(Thousands of  1982 colones)  

CI IU ACTIVITY 

% Potent i  a1 Potent i  a1 
Capital  Inc. In Inc. In Imported 

Uti 1 i z. Prod. Prod. Emp. Emp. Inputs  

31 Food Products ,  Beverages & Tobacco .67 693,768 339,946 
32 T e x t i l e s  & Leather Indus t r i e s  .82 390,901 85,998 
33 Wood and Wood Products .90 17,411 1,915 
34 Paper,  Paper Products & P r i n t i n g  .63 242,849 1 43,280 
35 Chemical Prodllcts .79 989,456 267,153 
36 Non Metal Mineral Products .78 11 3,057 31,655 
37 Basic Metals  .44 49,312 62,626 
38 Metal Products ,  Mach. & Equip. .50 100,314 100,314 
39 Other I n d u s t r i e s  .78 19,638 5,499 

u TOTAL .70 2,616,707 1,038,386 
2 

8 Source: Our own c a l c u l a t i o n s  from MIPLAN data.  
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I f  operated a t  100 percent  o f  capac i ty ,  the  manufactur ing sec to r  has the  

p o t e n t i a l  o f  producing an o u t p u t  which a t  c u r r e n t  market p r i c e s  amounts t o  

approximate ly  3.6 b i l l i o n  colones. This  f i g u r e  i s  a lmost  e x a c t l y  1  b i l l  i o n  

colones h igher  than the  value o f  c u r r e n t  output .  Given the  p r e v a i l i n g  system o f  

m u l t i p l e  exchange ra tes ,  t he  f i g u r e  amounts t o  between $250 and $400 m i l l i o n .  It 

should be stressed, however, t h a t  these f i g u r e s  rep resen t  t h e  es t imated value o f  

a d d i t i o n a l  manufactured products t h a t  c o u l d  be supp l i ed  by El Salvador. It does 

n o t  necessa r i l y  f o l l o w  t h a t  f o r e i g n  demand would be equal t o  o r  g rea te r  than t h i s  

p o t e n t i a l  supply. Indeed, i t  must be emphasized t h a t  t he  i d l e  c a p a c i t y  r e f l e c t s ,  

i n  s i  gni  f i c a n t  p a r t ,  an i n d u s t r i  a1 s t r u c t u r e  speci  f i c a l  l y  adapted t o  consumer and 

producer demand w i t h i n  the  CACM. For reasons a l ready  discussed, t he re  i s  no 

reason t o  b e l i e v e  t h a t  t h i s  reg iona l  market w i l l  be capable o f  p r o v i d i n g  any th ing  

l i k e  the  s t imu lus  i n  t he  f u t u r e  t h a t  i t  has fu rn i shed  i n  the  past .  Given t h e  

coun t r y '  s  1  i m i  t e d  1  and area and n a t u r a l  resources, together  w i  t h  i t s  r e 1  a t i  v e l y  

l a r g e  and growing popu la t ion ,  i t  would appear t h a t  new expor t  markets must be 

found i f  the  economic achievements o f  t he  1960's and 1970's  a re  t o  be sus ta ined 

i n  the  1980's and beyond. 

Table 22 a l s o  prov ides  use fu l  i n f o r m a t i o n  about t he  sho r t -  t o  medium-term pros-  

pects f o r  employment c r e a t i o n  i n  t h e  va r ious  major i n d u s t r i a l  a c t i v i  t i e s .  Once 

again, t h e  same a c t i v i t i e s  t h a t  were preponderant i n  importance f o r  growth 

p o s s i b i l  i t i e s  a r e  a1 so those t h a t  have the  g r e a t e s t  p o t e n t i a l  f o r  employment 

generat ion.  Overa l l ,  t he  major f i r m s  represented i n  the  var ious  a c t i v i t i e s  have 

the  es t imated c a p a b i l i t y  o f  c r e a t i n g  20,629 jobs. It i s  impor tan t  t o  note t h a t  

many o f  the  smal le r  and mic ro  e n t e r p r i s e s  a r e  n o t  i n c l u d e d  among those f i r m s  

which prov ided the  data f o r  Table 22, b u t  y e t  have a  r e l a t i v e l y  h igh  p o t e n t i a l  

f o r  c r e a t i n g  a d d i t i o n a l  employment. As s h a l l  be noted s h o r t l y ,  however, small 

and mic ro  en te rp r i ses  i n  general do n o t  appear t o  have much p o t e n t i a l  f o r  

expor t ing .  

Es t imat ion  o f  the  f o r e i g n  exchange genera t ing  p o t e n t i a l  o f  the  va r ious  

manufactur ing a c t i v i t i e s  i s  a  f a r  more d i f f i c u l t  under tak ing  than t h a t  o f  t he  

measurement o f  e i t h e r  growth p o t e n t i a l  o r  employment c rea t i on .  It invo lves ,  i n  

t he  f i r s t  instance,  the  measurement o f  the  domestic cos ts  o f  p o t e n t i a l  expor ts .  

The costs,  however, depend i n  t u r n  upon the  i n t e r a c t i o n  between the  demand f o r  

and the  supply o f  p roduc t i ve  resources, as w e l l  as upon the  e f f i c i e n c y  o f  t he  

markets which a l l o c a t e  them. Once derived, these domestic cos ts  must then be 
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compared w i t h  those f o r  s i m i l a r  p roduc ts  appear ing on i n t e r n a t i o n a l  markets.  I f  

t h e  markets a r e  reasonably  open and compe t i t i ve ,  comparison o f  domest ic and 

i n t e r n a t i o n a l  p r i c e s  wi 11 d i s c l o s e  t h e  c o u n t r y ' s  comparat i  ve advantage, o r  t h e  

l a c k  t he reo f ,  i n  t h e  p roduc t i on  o f  any g i ven  commodity. 

There a r e  two ve ry  s i m i l a r  means f o r  measuring t h e  c o u n t r y ' s  a b i l i t y  t o  e x p o r t  

p roduc ts  i n  d i f f e r e n t  a c t i v i t i e s  w i t h  economic e f f i c i e n c y .  They a r e  t h e  domest ic 

r esou rce  c o s t ,  o r  DRC, and t h e  E f f e c t i v e  Rate o f  P r o t e c t i o n ,  o r  ERP. The f i r s t  

o f  these, t he  DRC, measures t he  s o c i a l  c o s t  i n  terms o f  domestic resources  o f  

gene ra t i ng  one n e t  u n i t  o f  f o r e i g n  exchange. C a l c u l a t i o n  o f  t h e  DRC r e s u l t s  i n  a  

r a t i o  hetween t h e  s o c i a l  c o s t  o f  t h e  domestic resources,  and t h e  s o c i a l  c o s t  o f  

t h e  i n t e r n a t i o n a l  resources  used i n  p roduc ing  any g i v e n  p roduc t ,  b o t h  b e i n g  

measured i n  w o r l d  market  p r i c e s .  When t h e  two va lues  a r e  e x a c t l y  equal - t h e  

breakeven p o i n t  i n  t h e  j a r g o n  o f  economists - i t  i s  j u s t  as cheap t o  produce t h e  

p roduc t  domes t i ca l l y  as i t  i s  t o  produce i t  abroad. Inasmuch as domest ic p r i c e s  

a r e  t h e  numerator, any va lue  between zero  and 1  i m p l i e s  t h a t  t h e  p roduc t  can be 

produced domest ica l  1.y a t  a l owe r  s o c i a l  cos t ,  o r  s a c r i f i c e ,  t han  i t  can be 

~ r o d u c e d  abroad. Any DRC g r e a t e r  t han  1,on t h e  o t h e r  hand, i m p l i e s  j u s t  t h e  

oppos i te .  It i s  cheaper f o r  o t h e r  c o u n t r i e s  t o  produce t h e  commodity t han  i t  i s  

f o r  E l  Salvador  t o  produce i t .  

C a l c ~ ~ l a t i o n  o f  t h e  DRC u s u a l l y  i n v o l v e s  t h e  use o f  an i n p u t / o u t p u t  m a t r i x .  The 

m a t r i x  pe rm i t s  r e l a t i v e l y  easy measurement o f  b o t h  t h e  d i r e c t  and t h e  i n d i r e c t  

c o s t s  o f  p roduc t i on  o f  products .  S ince none was a v a i l a b l e  f o r  t h e  p resen t  

exce rc i se ,  t h e  i n d i r e c t  s o c i a l  c o s t s  l i n k a g e s  were es t ima ted  a t  a  v e r y  aggregate 

l e v e l .  The r e s u l t s  ob ta i ned  p r o v i d e  a  v e r y  r o ~ l g h  i n d i c a t o r  o f  t h e  e x p o r t  

poss i  b i l  i t i e s  f o r  t h e  d i f f e r e n t  i n d u s t r i a l  a c t i v i t i e s  under taken i n  E l  Salvador .  

The e f f e c t i v e  r a t e  o f  p r o t e c t i o n ,  o r  ERP, on t h e  o t h e r  hand, r ep resen ts  t h e  

percentage i nc rease  i n  va lue  added per  u n i t  i n  an economic a c t i v i t y  t h a t  i s  made 

p o s s i b l e  by t h e  t a r i f f  and t r a d e  p o l i c y  s t r u c t u r e  as opposed t o  t h e  s i t u a t i o n  i n  

which, w i t h  t h e  same exchange r a t e ,  no t a r i f f s  e x i s t .  

I n  a  t h e o r e t i c a l  sense, t h e  DRC has been demonstrated t o  be equal t o  t h e  ERP 

minus one. The l a t t e r  measure i s  more f r e q u e n t l y  compared w i t h  t h e  nominal r a t e  

o f  t a r i f f  p r o t e c t i o n ,  o r  NRP, which s imp ly  1  i s t s  t h e  d i r e c t  t a r i f f s  a p p l i e d  upon 

I DEVELOPMENT ASSOCIATES, I S C .  - 



g iven commodities imports .  The comparison enables one t o  observe the  e x t e n t  t o  

which comnodit ies a r e  p ro tec ted  n o t  on l y  by d i r e c t  t a r i f f s ,  b u t  i n d i r e c t l y  

through t a r i f f s  app l i ed  t o  the  raw ma te ia l s  and i n te rmed ia te  i n p u t s  imported f o r  

t h e i r  product ion. The most impor tan t  d i s t i n c t i o n  between t h e  two f o r  p resent  

purposes i s  t h a t  t he  ERP i s  measured a t  market p r i c e s  w h i l e  the  DRC i s  eva lua ted 

through the  use o f  shadow p r i ces .  

Inasmuch as shadow p r i c e s  r e f l e c t i n g  s o c i a l  c o s t s  were n o t  a v a i l a b l e ,  they  a l s o  

had t o  be estimated. For the  impor tan t  shadow p r i c e  o f  f o r e i g n  exchange, a 

c o e f f i c i e n t  o f  1.5 was employed. Th is  was t o  a d j u s t  f o r  t he  est imated e f f e c t s  o f  

the  t a r i f f s  on marginal impor ts  and f o r  the  impact o f  m u l t i p l e  exchange r a t e s  on 

imports.  With t h i s  c o e f f i c i e n t ,  the  shadow p r i c e  o f  f o r e i g n  exchange would be 

c l o s e r  t o  4: 1 than t o  2.5:1. As a r e s u l  t o f  t h e  c a l c u l a t i o n ,  a1 1 DRC values 

between 0 and 1.5 r a t h e r  than 1.0, as discussed before ,  now represent  s o c i a l  

cos ts  o f  p roduct ion  t h a t  a re  beneath those r e f l e c t e d  i n  i n t e r n a t i o n a l  market  

p lace  f o r  t h e  cormodi t ies  produced by t h a t  p a r t i c u l a r  manufactur ing a c t i v i t y .  

Concerning the  r e s u l t s  which appear i n  Table 23, t h e  DRCs and ERPs provide,  as 

one would expect, a  s i m i l a r  ranking.  The f a c t  t h a t  the  DRCs a re  i n  f a c t  r a r e l y  

equal t o  p r e c i s e l y  t he  respec t i ve  ERPs minus one s imp ly  r e f l e c t s  e r r o r s  o f  

e s t i m a t i o n  o r  o f  r e p o r t i n g  w i t h i n  the  data a v a i l a b l e .  There were f o u r  a c t i v i t i e s  

f o r  which data were i n s u f f i c i e n t  t o  pe rm i t  c a l c u l a t i o n  o f  t he  DRC and ERP. They 

were c l o t h i n g ,  petroleum products, e l e c t r i c a l  machinery and o the r  i n d u s t r i e s .  

Two o f  these a c t i v i t i e s ,  c l  o t h i n g  and petroleum be1 ong t o  impor tan t  subsectors; 

32 and 35. W i th in  a c t i v i t y  32, however, t e x t i l e s  and l e a t h e r  account f o r  more 

than h a l f  o f  t o t a l  a c t i v i t y  and both  appear t o  have f a i r l y  s t rong  comparat ive 

advantages. Petroleum products, on the  o the r  hand, account f o r  most o f  t h e  

ou tpu t  i n  a c t i v i t y  35, s ince  most petroleum i s  imported, i t  i s  h i g h l y  doub t fu l  

t h a t  the  count ry  enjoys any comparat ive advantage i n  i t s  product ion.  It i s ,  i n  

o the r  words, reasonably sa fe  t o  assume a DRC va lue  f o r  petro leum i n  excess of 

1.5, even though t h e r e  a re  n o t  s u f f i c i e n t  data t o  a r r i v e  t o  a p r e c i s e  f i g u r e .  

The a c t i v i t i e s  which appear t o  have the  most pronounced comparat ive advantages 

a re  those t h a t  can be grouped under the  general heading o f  ag ro - i ndus t r i es ,  i .e., 

food, beverages and tobacco paper products, metal  s  and chemical s. A c t i v i t i e s  31 

and 32 a re  among those t h a t  a re  c l o s e s t  t o  what cou ld  be c l a s s i f i e d  as pr imary 
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TABLE 23 

DRC and ERP Ca lcu la t i ons  

ACTIVITY DRC NRP ERP 

Food Products 
Other - foods tu f f  
B ~ v e r a g e  
Tobacco 
T e x t i  1  es 
C l  o t h i  ng 
Leather Products 
Shoes 
Wood Products ( F u r n i t u r e )  
Wood F u r n i t u r e  
Paper & Paper Products 
P r i n t i n g ,  E d i t o r i a l  s  
Chemical Products 
Other Chemical s  
P e t r o l  errm Products 
Rubber Products 
P l a s t i c  
G l  ass Products 
Other non-metal H ine ra l  s  
Basic Meta ls  
Other Meta ls  
Veta l  Products (Mac h/Equi p  ) 
Machinery ( E l e c t r i c )  
E l e c t r i c  Machinery 
Transport  M a t e r i a l  
Pro fess iona l  Equipment 
Other I n d u s t r i e s  

Source: Our own es t imat ions  from MIPLAN data. 

DEVELOPMENT ASSOCIATES. INC.  - 



product ion  and a re  a l s o  the  most impor tan t  i n  terms o f  l a b o r  absorpt ion,  n o t  o n l y  

d i r e c t l y  b u t  a1 so i n d i r e c t l y  through backward 1  inkages t o  mic ro  e n t e r p r i s e s  and 

o the r  a c t i v i t i e s .  They a re  a1 so the  1  a r g e s t  c o n t r i b u t o r s  t o  i n d u s t r i a l  produc- 

t i o n ,  w i t h  impressive p o s s i b i l i t i e s  fo r  i n c r e a s i n g  ou tpu t  and employment. 

I n  a  f i n a l  step, t he  i n d u s t r y  wide r e s u l t s  were disaggregated by the  s i z e  o f  t he  

f i r m .  This  ope ra t i on  pe rm i t t ed  t h e  de terminat ion  o f  comparat ive advantage n o t  

o n l y  by a c t i v i t y ,  b u t  by  the  s i z e  o f  the  f i r m  as we l l .  Table 24 presents the  

r e s u l t s  f o r  those f i r m s  t h a t  have 200 o r  more employees. Table 25, on the  o the r  

hand, con ta ins  the  same f i gu res  fo r  f i r m s  employing between 5  and 199 workers. 

The absence o f  s t rong  comparat ive advantage fo r  t he  small and medium-si ze f i r m s  

i n  a l l  b u t  a  few a c t i v i t i e s  i s  s t r i k i n g .  The l a r g e r  f i rms ,  on the  o the r  hand, do 

have pronounced comparat ive advantages i n agro- i  ndus t r  i e s ,  metal  s  , paper and 

chemicals. The evidence serves t o  r e i n f o r c e  t h e  widespread percept ion  t h a t  t he  

smal le r  and i n te rmed ia te  s i z e  f i rms w i l l ,  i n  general,  f i n d  i t  d i f f i c u l t  t o  break 

i n t o  t h i r d  count ry  markets. Th is  does n o t  mean, o f  course, t h a t  they  should n o t  

be considered an i n t e g r a l  p a r t  o f  any s t r a t e g y  f o r  t he  promotion o f  expor ts .  

Rather, i t  imp1 i e s  t h a t  w i t h o u t  access t o  new technology and market ing  

f a c i l i t i e s ,  they w i l l  be r e s t r i c t e d  t o  a  narrower range o f  a c t i v i t i e s .  

The c a l c u l a t i o n s  he1 p  t o  e x p l a i n  why El Salvador has b e n e f i t e d  l e s s  than any 

o the r  count ry  from the  C B I  i n i t i a t i v e  thus far.  The count ry  was a l ready  

expo r t i ng  some products t o  the  Un i ted  Sta tes  under du ty  f r e e  cond i t i ons ,  e.g., 

co f fee ,  and had a l s o  had spec ia l  r e s t r i c t i o n s  imposed i n  the  CBI l e g i s l a t i o n ,  

e.g., sugar. The k i n d  o f  products t h a t  o the r  Centra l  American c o u n t r i e s  were 

ab le  t o  s e l l  i n  the  US market w i t h  the  CBI, on the  o the r  hand, d i d  n o t  belong t o  

the  groups i d e n t i f i e d  as having comparat ive advantages i n  El Sal vador. 

However, as t h e  f i g u r e s  demonstrate, t he  a g r o - i n d u s t r i a l  subsector has p o t e n t i a l  

t o  compete successful  l y  a t  wo r ld  market p r ices .  Inasmuch as the  p o t e n t i a l  has 

n o t  been rea l i zed ,  however, t he  quest ion  i n e v i t a b l y  a r i s e s  as t o  p r e c i s e l y  what 

has precluded these and o t h e r  p o t e n t i a l  n o n - t r a d i t i o n a l  expor te rs  from break ing  

i n t o  the  US market up t o  now. P a r t  o f  the  reason may w e l l  be exp la ined by t h e  

f a c t  t h a t  t he  comparisons a r e  merely based upon costs,  w i t h o u t  t a k i n g  i n t o  

consf de ra t i on  such fac to rs  as product  qua1 i ty, t h e  a t t r a c t i v e n e s s  o f  packaging 

and the  e f f i c a c y  o f  the  market ing  s k i l l s  of  t h e i r  producers. Then, too,  t h e  
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TABLE 24 

DRC and ERP Ca lcu la t i ons  f o r  Large Fi rms 

C I I U  ACTIVITY D RC NRP ERP 

Food Products 
Other - foods tu f f  
Beverage 
Tobacco 
Tex t i  1 es 
C l  o t h i  ng 
Leather Products 
Shoes 
Wood Products ( F u r n i t u r e )  
Wood F u r n i t u r e  
Paper & Paper Products 
P r i n t i n g ,  E d i t o r i a l s  
Chemical Products 
Other Chemical s 
P e t r o l  eum Products 
Rubber Products 
P l a s t i c  
G l  ass Products 
Other non-metal Minera l  s 
Basic Meta ls  
Other Meta l  s 
Metal  Products (Hach/Equi p )  
i4achi nery ( El ec tr i c ) 
E l e c t r i c  Machinery 
Transport  i da te r i a l  
Pro fess iona l  Equipment 
Other I n d u s t r i e s  
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TABLE 25 

DRC and ERP Ca lcu la t i ons  f o r  Small and idedium S ize  Fi rms 

CI IU ACTIVITY 

Food Products 
Other - foods tu f f  
Beverage 
Tobacco 
T e x t i l e s  
C lo th ing  
Leather Products 
Shoes 
Wood Products (Fu rn i  t u r e  ) 
Wood Furn i  t u r e  
Paper & Paper Products 
P r i n t i n g ,  E d i t o r i a l s  
Chemical Products 
Other Chemicals 
Petroleum Products 
Rubber Products 
PI as t i c  
G l  ass Products 
Other non-metal Minera l  s 
Basic Metal  s 
Other Meta ls  
Metal  Products (Mac h/Equi p ) 
Nachinery (El e c t r i c  ) 
El ec t r i c  Machinery 
Transport  Ma te r i  a1 
Pro fess iona l  Equipment 
Other I n d u s t r i e s  

DRC 

2.32 
7.59 
1.41 - - 

22: 20 
1.19 

.21 
1.53 
2.63 
1.32 
1.31 
1.26 
4.13 

.82 -. 25 
1.39 

-1 .06 
1.70 
1.68 

-5.32 
s - 
1.98 
1.06 
-. 41 
1.14 

.78 -. 03 

NRP ERP 

1.26 2.52 
1.27 10.37 
1.26 2.26 - - - - 
1.16 20: 45 
1 .OO 1.90 
1.16 1.20 
1 . I 5  2.40 
1.04 4.92 
1.04 2.09 
1 . I 6  2.82 
1.13 2.91 
1 . I 3  6.79 
1.12 1.77 
1.13 .72 
1.13 3.44 

-98  -. 43 
1.04 4.26 
1.04 3.01 
1 . I 6  -6.76 - - - - 
1.14 3.27 
1.15 3.21 
1.13 .39 
1 . I 5  2.53 
1 , I5  1.59 
1.19 .96 
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c a l c u l a t i o n s  a re  based upon c u r r e n t  cos ts ,  w h i l e  comparative advantages may 

change through time, depending upon new circumstances, e s p e c i a l l y  du r ing  and 

a f t e r  c r i s e s  such as the  one now being experienced by El  Salvador. It i s  always 

d i f f i c u l t  t o  foresee which new n o n - t r a d i t i o n a l  l i n e s  of exports  may be successfu l .  

The preceding ana lys i s  demonstrates t h a t  an i n d u s t r i a l  s t a b i l  i z a t i o n  s t r a t e g y  

based upon expor t  promotion i s  a v i a b l e  a1 t e r n a t i v e  t o  pursue i n  the  case o f  El 

Salvador. Indeed, g i  ven the  manufacturing sector  ' s  p r i o r  performance i n  the  CAC4 

and the  new o p p o r t ~ ~ n i t i e s  present  i n  the  C B I ,  the  proposed p r o j e c t  appears t o  be 

a  p a r t i c u l a r l y  promising one. The economic ana lys i s  t h a t  w i l l  be developed f o r  

t he  p r o j e c t  paper w i l l  use the  preceding ana lys i s  as a  p o i n t  o f  departure. Given 

the  present  s ta tus  o f  the  Salvadoran economy, i t  w i l l  con ta in  both macro and 

micro-economic components. The macro-economic component w i l l  analyze the  e f f e c t  

o f  the  p r o j e c t  upon the  resource gap, i n c l u d i n g  cons ide ra t i on  of the  requirements 

f o r  imported raw and in termedia te  products f o r  processing by expor t  o r i e n t e d  

a c t i v i t i e s  and e f f e c t s  upon investment, the  GDP and employment. The micro-  

economic component w i l l  present  a  b e n e f i t / c o s t  ana lys i s  o f  rep resen ta t i ve  

prospect ive investments o f  p r o j e c t  resources a t  t he  f i r m  l e v e l .  I t  w i l l  a l s o  

analyze the  a b i l i t y  o f  the  U.S. market f o r  manufactured products t o  absorb the  

p o t e n t i a l  increase i n  exports r e s u l t i n g  from the proposed p r o j e c t .  

7. PROJECT PAPER DEVELOPMENT STRATEGY 

Dur ing P r o j e c t  I d e n t i f i c a t i o n  Document (PID) prepara t ion ,  i t  was determined t h a t  

a d d i t i o n a l  i n fo rma t ion  c o l l e c t i o n  and ana lys i s  needs t o  be completed f o r  

i n c l u s i o n  i n  the  P r o j e c t  Paper. There w i l l ,  t he re fo re ,  be a  need f o r  TDY 

assistance i n  var ious areas du r ing  the  p r o j e c t  paper prepara t ion  stage. The 

sec tors  t o  be covered and the  TDY i n p u t s  needed a re  o u t l i n e d  below: 

7.1 De ta i l ed  P r i v a t e  Sector Analys is  

A two-person team c o n s i s t i n g  o f  a  Product ion Economist and a  C r e d i t  and F inanc ia l  

Analyst  should come t o  El Salvador f o r  a  one-month TDY. Their  scope o f  work 

woul d  be as f o l  l ows : 
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a)  In-depth survey 30-40 agr ibus iness  f i r m s  ( i n c l u d i n g  food processing i n p u t  

i n d u s t r i e s ,  e t c .  ) ;  a t  l e a s t  10 each o f  smal l ,  medium and l a r g e  t o  asce r ta in :  

- C r e d i t  needs and a v a i l a b i l i t y  -- long -  and shor t - term; f i n a n c i n g  sources 
of  c r e d i t ;  

- Foreign exchange needs and f inanc ing ;  
t - P r o d u c t i v i t y  -- r e a l  p roduct ion  cos ts  and l a b o r  supply; 

- Comparative advantage i n  wor ld  markets and among CBI na t ions ;  

- Guarantee and c o l l a t e r a l  requirements; 

- Problems i n h i b i t i n g  I n d u s t r i a l  Recovery; and 

- GOES P o l i c y  c o n s t r a i n t s  and p o l i c y  changes needed. 

7.2. D e t a i l e d  C r e d i t  Demand Ana lys is  

A f t e r  t he  survey i n f o r m a t i o n  r e s u l t s  from the  prev ious  ana lys i s  i n  I above a r e  

ava i l ab le ,  two c r e d i t  a n a l y s t  exper ts  should be employed f o r  approximate ly  t h ree  

weeks t o  per form the  fo l l ow ing :  

- Evaluate i n d u s t r i a l  c r e d i t  demand; 

- Est imate c r e d i t  demand i n  o ther  a c t i v i t i e s  based on sampl i n g  ( a g r i c u l t u r e ,  
commerce, cons t ruc t i on ,  t r a n s p o r t a t i o n ,  e tc .  ; and 

- Survey the  commercial banks regard ing  c r e d i t  supply. (Hay f o l l o w  the  survey 
format o f  t he  3/9/83 Checchi C r e d i t  Report ) .  

7.3 . I n s t i t u t i o n a l  Analyses and System Designs 

Concurrent ly  w i t h  t h e  above P r i v a t e  Sector and C r e d i t  Demand Analyses, the  

f o l l o w i n g  work w i l l  be c a r r i e d  o u t  a t  the  lower end o f  the  business spectrum: 

A. C r e d i t  Del i v e r y  System - Small and Micro-business Component 

One small business c r e d i t  spec ia l  i s t  w i l l  be needed fo r  t h ree  weeks t o  a s s i s t  i n  

the  f o l  1  owing areas : 

DEVELOPMENT ASSOCIATES, INC. 



- Design o f  t h e  FDE passthrough system, i n c l u d i n g :  

-- des ign o f  t h e  FDEhntermed ia ry  g r a n t  r ev i ew  process. 
-- compos i t ion  and f u n c t i o n s  o f  t h e  rev iew  committee. 
- - c r i t e r i a  f o r  de te rm in ing  t h e  s i z e  o f  " up - f r on t "  g r a n t  disbursements.  

- Development o f  d e f i n i t i o n  o f  f i n a l  b e n e f i c i a r i e s  and l o a n  terms; 

- Review o f  i n s t i t u t i o n a l  c a p a b i l i t i e s  o f  p o t e n t i a l  f i n a n c i a l  i n t e r m e d i a r i e s ;  

- Determina t ion  o f  c o n d i t i o n s  precedent ;  and 

- Determi n a t i o n  o f  o t h e r  s e l e c t i o n  c r i t e r i a  f o r  i n t e r m e d i a r i e s .  

B. Technica l  and blanaaerial  Ass is tance  and Promotion 

One smal l  bus iness s p e c i a l i s t  w i l l  be needed f o r  two weeks t o  a s s i s t  i n  f o l l ow -up  

on work begun i n  t h e  PID s tage  i n  t h e  f o l l o w i n g  areas:  

- Determine e x i s t i n g  and p o t e n t i a l  c a p a b i l i t i e s  o f  pub1 i c  i n s t i t u t i o n s  and 
p r i v a t e  groups and t h e i r  p o t e n t i a l  r e s p e c t i v e  r o l e s .  

- Determine s p e c i f i c  i n s t i t u t i o n  b u i l d i n g  needs o f  these  groups and 
o rgan i za t i ons .  

- Determine s p e c i f i c  t e c h n i c a l  ass i s tance  i n p u t s  necessary d u r i n g  p r o j e c t  
implementat ion.  

- Design and i n i t i a t e  smal l  and micro-bus iness surveys t o  fill i n f o r m a t i o n  
gaps f o r  these  sub-sectors .  

Th is  conc l  udes t h e  r e p o r t  i n  t h e  E l  Sal vador I n d u s t r i  a1 S t a b i l  i z a t i  on/Recover 

P r o j e c t .  F o l l o w i n g  i s  a  proposed Summary P r o j e c t  Budget t h a t  g i v e s  a  breakdown 

o f  t h e  GOES and AID fund ing  f o r  t h e  va r i ous  components. 
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TABLE 26 

SU4i4ARY PROJECT BUDGET 
( i n  thousands o f  do1 l a r s )  

C(P.IPONEI4TS 8 SUBCOMPONENTS 

A. F inanc ing  f o r  Sub-Loans FX LC Tota l  GOES TOTAL 

1. Export  Loans 
2. Micro/Small Business Loans 

Sub-Total 

B. Technical Assistance & T ra in inq  

1. I n teg ra ted  Export  Serv ice  (Trading Company) 
2. I n s t i t u t i o n a l  Improvement: 

a )  C r e d i t  
-T ra in ing  - c r e d i t  ana l ys i s  
-T ra in ing  - F i n a n c i a l  support  se rv i ces  f o r  

Small & Micro Businesses 

3. Small Business R e v i t a l i z a t i o n  
-1ns t i  t u t i o n  Improvement 
-T ra in ing  

4. Business T ra in ing  
-Business Schoo l - In te rnat iona l  Business Cur r icu lum 

5. Investment Search 

6. MICE 
-Investment Promotion 

SUB-TOTALS 

Cont ingency / In f l  a t i o n  

TOTAL 

GRAND TOTAL ( i n c l u d e s  Loan F inanc ing)  

*P r i va te  Sector Equ i t y  



111. LIST OF REFERENCES 

1. General 

E l  Salvador  - P r o j e c t  Paper - P r i v a t e  Sec to r  Suppor t  I 1  - Loan N~~mber  
519-K-030 - 
E l  Salvador  - P r o j e c t  Paper - P r i v a t e  Sec to r  Suppor t  I Supplement - Grant  
51 9-K-603 - 51 9-0267 

Costa Rica - P r o j e c t  Paper - Economic S t a b i l i z a t i o n  and Recovery Program I 1  

Costa Rica - P r o j e c t  Paper - Economic S t a b i l i z a t i o n  and Recovery - P r o j e c t  No. 
51 4-K-037 

E l  Salvador  - P r o j e c t  Paper - Bas ic  and Occupat ional  S k i l l s  T r a i n i n g  - 
The Paraguayan P roduc t i ve  C r e d i t  Guaranty Program: Operat ions Review 

A i d  Eval  u a t i o n  Spec ia l  Study No. 9  - P r i v a t e  Sec to r :  Costa R ica  - March 1983 

A i d  Program E v a l u a t i o n  D iscuss ion  Paper No. 14 P r i v a t e  Sec to r :  Ideas and 
O p p o r t u n i t i e s  - A Review o f  Bas ic  Concepts and Se lec ted  Exper ience June 1982 

AID E v a l u a t i o n  Spec ia l  Study No. 16 - The P r i v a t e  Sec to r :  The Dominican 
Repub l i c  - June/83 

Annual Budget Submission - FY 1985 - El Salvador  June 1983 

The Caribbean Bas in  I n i t i a t i v e  i n  E l  Salvador  - A P lan  f o r  P r i v a t e  Sec to r  
Development - USAID/El Salvador  - FY 82  

M i n i s t e r i o  de ~ l a n i f i c a c i g n :  Eval uac ion  de Ac t i v i dades  Real i zadas  y 
Resul tados Obtenidos en 1 os Sectores Prod. 1982 

(PID)  Employment P lann ing  & Generat ion I 

COLAC - ~ i a g n 6 s t i c o  d e l  Sistema Cooperat ivo Federado de Ahorro y ~ r 6 d i  t o  de E l  
Salvador  - In formes Tecnicos I.T. -1 1.T.-2 - I .T.  -3 Correspondientes a l a  
Pr imera Fase. Ref. S-0495-82 - Feb/82 

L i  neamientos para D e f i n i r  1  a  ~ s t r a t g g i  a  para  Reac t i va r  1  a   cono om fa Sal vadorena 
- Roberto Ore1 l a n a  - San Salvador - Mayo/83 

El  Salvador:  C r e d i t  Supply and Demand - Checchi and Company - March/83 

Manual de Operaciones - Fondo de D e s a r r o l l o  Econ6mico - Banco Cen t ra l  de 
Reserva - J u l  i o / 8 0  

Tak ing Advantage o f  t h e  Caribbean Bas in  I n i t i a t i v e  i n  Cent ra l  America and 
Panama - Repor t  t o  ROCAP and LAC/DR - J u l y  12/83 - I n t e r n a t i o n a l  Parks, Inc .  



Main ta in ing  El  Sal vador ' s P r i v a t e  Sector:  I n d u s t r i a l  Recovery - by Checchi 
and Company - December/81 

Encuesta I n d u s t r i a l  1982 - Vol umen I: Metodologia y Desa r ro l l o  de 1 a 
Encuensta - Vol umen I I: Cuadros de Resul tados - HIPLAN - Uni dad de 
Inves t igac iones 31uestrales (UIM ) S.S. Junio/83 

Primera Par te  del  Informe sobre Problemas y Recommendaciones para React ivar  l a  
I n d u s t r i a  - Memo a: Eduardo Menendez, ANEP; de: Eduardo Castaneda - Sept. 
30/82 

Inter-Pmerican Development Bank - Economic Report - E l  Salvador - August 1983 

Foreign Exchange - P o l i c y  and Management w i t h i n  t h e  Centra l  Reserve Bank o f  El  
Salvador - Vol~rmne I and I 1  - June 1983/Arthur Young 

Centra l  American Common Market  Economi c Study (1 983) 

PDAP Eva1 u a t i o n  

Subsystem bloni t o r s :  Income, Employment, Pro fess iona l  T ra in ing  i n  E l  Salvador 

Carta In fo rmat iva :  Sieca 6/83 

MIPLAN: Programa de Acciones para 1 a ~ e a c t i v a c i 6 n  I n d u s t r i a l  1982-1 983 

2. Small Enterpr ises  

El Salvador - P r o j e c t  Paper Small Producer Development P r o j e c t  No. 519-0229 

El Sal vador - P r o j e c t  Paper: - +519-0251 Margi na l  Communi ty Improvement 
(Suppl ement ) 

Dominican Republ ic - P r o j e c t  Paper - Small I n d u s t r y  Development - P r o j e c t  No. 
51 9-0265 

AID Eva lua t ion  Specia l  Study - +12: Ventures i n  t he  Informal Sector - B r a z i l  

H a i t i  - P r o j e c t  Paper: Development Finance Corpora t ion  - +521-0154 

Peru - P r o j e c t  Paper: - +527-W-078 Urban Small En te rp r i se  Development 

Peru - P r o j e c t  Paper: Rural Enterpr ises  I 1  

Eva lua t ion  o f  Small En te rp r i se  Programs and P r o j e c t s :  Issues I n  Business and 
Comnuni ty Development June 1983 

Computer P r i n t o u t s  - Micro,  Small and Medium Producers 

Tuna P ro jec t :  Meeting L i c .  Bicard. 

P r o j e c t  Desc r ip t i on :  FEDECCREDITO/PRIDECO, El Salvador Peter  H. Fraser,  Hay 
1380 
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COLAC: An51 i s i  s del Mercado F inanc ier0  de El Sal vador: 4/82 

Fomento a 1 a Pegue8a I n d u s t r i a :  Diagnbst ico y Encuesta I n d u s t r i a l  Phase A - 
A p r i l / 8 0  - Ar thur  D. L i t t l e  I n t e r n a t i o n a l ,  Inc. 

Admin i s t ra t i ve  Assessment (Execut ive Summary Centra l  Reserve Bank o f  El  
Salvador - Federat ion o f  C r e d i t  Agencies (FEDECCREDITO) by Car los Dextre - 
Consul tant  - San Salvador - August 26/83 

The U t i l i z a t i o n  o f  t h e  Concept of  Small Scale Cottage I n d u s t r i e s  o f  E.O. t o  
Promote Employment and Raise the  Level o f  t he  Rural Poor 

Promotion o f  Small and Medium Sized Firms i n  Developing Countr ies through 
C o l l e c t i v e  A c t i o n 4 1  969 

Seminario de ~ d m i n i s t r a c i 6 n  para Micro-Empresas Rural es: 8/83 

P e r f i l  es de Proyectos para Hicro-Empresas Rural es 7/81 

Proposal f o r  a F e a s i b i l i t y  Study f o r  a P r o j e c t  f o r  t he  Manufacture o f  Paper 
Pulp from Kenaf and a Kenaf Development Program i n  El  Salvador. 1/82 

Development Finance Companies: S ta te  and P r i v a t e l y  Owned: World Bank Working 
Paper 578 

Reporte de Observaciones y Recomendaciones sobre e l  Contro l  del  Programa de 
Micro-Empresas Rurales: 1982 

Aspectos Admin is t ra t i vos ,  Credi t i 'c ios y F i  nancieros de FIGAPE y sus 
Necesidades de Corto Plazo para ser  Presentado a l a  A I D  - FIGAPE - Agosto/83 

Programa C r e d i t f c i o  de l a  Peque'lla Empresa para 1983 - FIGAPE - Febrero/83 

Pol f t i c a s  ~ r e d i  t f c i a s  de Recuperaci6n I n s t i  t uc iona l  - FIGAPE Marzo/82 

FEDECCREDITO - Micro-Empresas (PL-480) P r o j e c t  +519-0229 (B ) - 
CONAES: Consejo Nacional de Empresgrios Sal vadorefios 

~ n i 6 n  de D i  r i g e n t e s  de Empresas ~ a l  vadorefias (1 983) 

FUSADES: Agrar ian Reform Bonds Proposal 

3. Agr i bus i  ness/Trade 

Jamaica - P r o j e c t  Paper - Agro - Indus t r i a l  Development P r o j e c t  - P r o j e c t  No. 
532-0081 

El Salvador - P r o j e c t  Paper: Agrar ian  Reform Sector Support - P r o j e c t  Paper 
51 9-0265 

Peru - P r o j e c t  Paper - P r i v a t e  Sector A g r i c u l t u r a l  Investment Promotion 
P r o j e c t  No. 527-0265 
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Caribbean Regional - P r o j e c t  Paper - Caribbean Agr i cu l  t u r a l  Trading Company 
"Catco" - P r o j e c t  Paper No. 538-0080 

Agr i  - I ndus t r y  Devel opment Loan - USAID Uruguay P r o j e c t  528-01 03 

P r o j e c t  Paper - Proposal and Recommendations f o r  the  Review o f  Guatemala Ru 
Enterpr ises  Development - July /78 - A I D  

Trading Companies - Report w r i t t e n  by W i l  1  iam Phelps - A p r i l  1983 - ( t o  s t u  
B r a z i l i a n  Foreign Commerce/Trading Company 

P o l i t i c a  Economica Nacional en e l  marco del  Fomento de l a s  Exportaciones no 
Traditional es 

El  Salvador - Agro-i n d u s t r i a l  p r o f i l e  1977:s. Daines 

Agribusiness and Rural En te rp r i se  P r o j e c t  Ana lys is  Manual - Ju ly /80  - Prepa~ 
by Samuel R. Dairies, Senior Economist & P r i n c i p a l  Author, W.L. Rodgers, e t  , 

Agr icu l  t u r a l  D i v e r s i f i c a t i o n  i n  El Salvador 

Summary o f  P r o j e c t  Proposal f o r  El  Salvador Vegetable Product ion - Co. Ref. 
Code: E l  Salv203 by Agro- In te rnat iona l  

CENPRO: En e l  Contexto de una E s t r a t e g i a  para e l  Desa r ro l l o  de l a s  
Exportaciones de Costa Rica - Ar thur  0. L i t t l e  I n t e r n a t i o n a l ,  Inc .  Oct/82 

Small Farmer C r e d i t  i n  El  Sal vador - Development Studies Program - Case 
Studies i n  Development No. 3 by L. Upton Hatch - Glenn C.W. h e s  - L. Harlar 
Davis 

Desa r ro l l  o  A g r o i n d u s t r i a l  In tegrado (documento de proyecto 1 Programa de 1 as 
Naciones Unidas para e l  Desarrol  l o  - Junio/83 

Estudio:  I d e n t i f i c a c i o n  de Empresas Yanufactureras y Agro indus t r i as  en Cen' 
America con Capacidad para Exportar  a Paises Fuera del Area - P r o j e c t  No. 
596-000.6 

Review o f  Export  P o l i c y  and L e g i s l a t i o n  o f  El Salvador: idanchester 
Associates: S. Lande and J. Greenwald 

Agrar ian  Reform i n  El Salvador - Checchi 

4. Memos/Airgrams/Other Pamphlets and M i  scel  1 aneous Documents and F i  1 es 

Contactos Sugeridos, Proyecto E s t a b i l  i z a c i c h / ~ e c u ~ e r a c i &  I n d u s t r i  a1 11 /8/1! 

I n i c i a t i v a  de l a  Cuenca del  Caribe: 0 .  L inco ln  - Economic Trends/El Salvadc 
1982 - 7/25/83 

A g r i c u l  t u r a l  D i  v e r s i  f i c a t i o n  i n  El Sal vador - 6/8/83 

Assessment o f  Post Reform Banking System - Update of  Investment Cl imate 
Sta tevent  - El  Salvador 1982 - 9/9/83 



Imp1 i c a t i o n s  o f  I n t e r r u p t i o n s  o f  Commercial A c t i v i t y  1979-82 - Survey o f  Local 
Businesses 8/9/83 

El Salvador - P r o f i l e  o f  t h e  Country 

L i s t  of ANEP Members 5/10/83 

A P r a c t i c a l  D i r e c t o r y  f o r  t he  V i s i t o r  t o  El Salvador:  ( D i r e c t o r y  o f  
I n d u s t r i a l  and Economic Development Business Organizat ions f o r  t h e  Fore ign  
Inves to r  

Proyecto GOES-BIRF (Banco Mundial ) de ~ e c u p e r a c i c h  y ~ x ~ o r t a c i h  

Promotion o f  San B a r t o l o  Free Trade Zone 

L e t t e r :  "ARRAYOT" I n t e r n a t i o n a l  Trade Company - I s r a e l  

Memo: 10 Sept. 83 - MICE D e s c r i p t i o n  o f  P o t e n t i a l  T.A. A c t i v i t i e s  

AMEP/Charnber o f  Commerce: P o s i t i o n s  on C o n s t i t u t i o n a l  Devel opment 

En t rep rene r ia l  Formation i n  E l  Salvador: A r t i c l e  by Robert  T. Aubey 

Pub l i c -P r i va te  Sector Yechanism t o  Address t h e  Cent ra l  American Economic C r i s i s  

Documento J u s t i f i c a t i v o :  F o r t a l  ec imien to  F inanc ie r0  para e l  Subprograma 
Especia l  de Micro-Empresas Rural  es, GOES, BID, Fedeccredi to ,  BFA 

Segundo Documento J u s t i  f i  c a t i  vo: Refuerzo F i  nanc ie ro  GOES-AID/Fedeccredi t o :  
Prograrna Especia l  de Micro-Empresas Rurales 

Documento J u s t i f i c a t i v o :  Fondo Especial  para l a  ~ e c o n s t r u c c i h  Nacional (FERN) 

FIGAPE: Informe B i s i c o  Pre l i rn inar  para ser Presentado a l a  M i s i o n  del  BID 

Informe de Labores: Jul io-Sept iernbre 1983: Banco de Fornento Agropecuario; 
Prograrna de Micro-Empresas Rural  es 

Proposal t o  form a Cooperat ive Educat ion I n s t i  t u t e :  CONAES 

;demo: E. A1 t schu l  , AID/ES/PRE t o  T. Stukel  , AID/DDIR - BCR' Proposed Norms 
f o r  t h e  "Rural M ic ro -En te rp r i  ses Speci a  1 C r e d i t  L ine"  

i4emo: E. A1 t schu l  , AID/ES/PRE t o  C. Joe l ,  AID/ES/ADPEA - Mic ro-Enterpr ises ,  
7/28/83 Meet ing w i t h  L i  c. Gal 1  ardo, A s s i s t a n t  C r e d i t  Manager (BCR) . 
Expor t  Development Law and Commercial Code o f  E l  Salvador, Centra l  America 

IBRD B r i e f :  El  Sal vador : Expor t  and I n d u s t r i a l  Recovery C r e d i t  P r o j e c t ,  J u l y  
1, 1983 

World Bank - Memo t o :  David A. Cook, from: G. F a i l  l a c e  - Subject :  E l  
Salvador: I n d u s t r i a l  C r e d i t  P r o j e c t  Prepara t ion  b l iss ion:  Back t o  Of f ice 
Report  
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Memo: B. L i  ncol  n, AID/ES/ECON/COMM t o  P. Buck1 es , AID/ES/PRE He1 p i n g  Small 
Business (Subject :  Impor t  Problems: O f f i c i a l  vs. P a r a l l e l  Rate 

Airgram: Post I n i t i a t e d  i t larket Survey - Food Processing/Packaging Machinery 
and Equipment 

MICE: Programa de ~ r o m o c i i n  de Ex?or tac iones 

MICE: Plan de A c t i v i t i e s :  E l  Salvador,  Resumen de l  Programa de ~ o o p e r a c i o n  
Tgcnica Reguerida para e l  Fomento de l  Comercio E x t e r i o r :  1984 - 1988 I 

Pamphlet: Escuela de Comercial i z a c i 6 n  I n t e r n a c i o n a l  - Un ivers idad Jose Ma t i as  
Del gad0 

Manual de Operaciones - Fondo de D e s a r r o l l o  Economico 

BCR 1982 Annual Report  

BCR Month ly  S t a t i s t i c a l  Review - August 1983 

~ t i l  i z a c i g n  de 10s Bonos de Reforma Agrar ia  para React ivac ion  ~con6mica  - 
FUSADES 

Ley de Cont ro l  de T r a n s f e r h c i a s  In te rnac iona les  - BCR 

Esquema de Ref inanciamiento para Usuarios de Credi t o  en Mora 
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