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MEMORANDUM 

TO: Director, USAID/EI Salvador, )-enry Bassford 

FROM: RTG/A/T, nagN.td1 d 

SUBJECr: Audit of USAMD/El Salvador Balance of Payments Program 

The Office 
of the Regional Inspector General for Audit/Tegucigalpa
completed its 
 audit of the USAID/El Salvador Balance 
has
 

of Payments
Program. 
 Five copies of the audit report art- enclosed for action.
 

The draft audit report was submitted to 
you for comment and your comments
are attached to this 
report as appendix 
1. The report contains fourrecommendations. Recommendation number four 
is closed upon issuance of
the report. Recommendations one, two, 
 and three remain open and
unresolved on report issuance. Please advise me within 30 days of anyactions taken to implement these recommendations. 

I appreciate the cooperation and courtesy extended to my staff during the
 
audit.
 



EXEC T[VE SUMARY
 

In 1979, El Salvador experienced a sharp decline in economic activitymainly because of an armed insurgency. The United States Governmentresponded with increasing levels economic
of assistance. From 1979
through 1987, A.I.D. provided almost $1.2 
billion for balance of paymentssupport under four separate programs. The Government of El Salvador usedthese funds to 
finance imports, thereby reducing Lhe country's balance of
 
payments deficit.
 

The Regional Inspector 
General for Audit, Tegucigalpa performed a
program results and compliance audit of 
the USAID/E1 Salvador Balance of
Payments Program 
from January 1, 1985, through December 31, 1987.
objectives of audit to 
The


the were assess (1) progress in achieving the
objectives of the Economic Support Fund and the Public Law 480 Title I
 programs, (2) if actions completed on eight prior Inspector General audit
recommendations 
were adequate 
to allow the recommendations 
to remain
closed, and (3) USAID/El Salvador and 
 Government 
 of El Salvador
compliance with selected terms of the balance of payments' agreements.
 

IJS;\ID/El Salvador has 
made some 
progress in helping the Government of El
Salvador 
achieve the economic objectives of the Economic 
Support Fund
 program. However, progress could be better measured and more might be
made by improving program design. 
 The accomplishment of 
the Public Law
480 Title I program self-help measures and objectives could not 
be
determined because 
 indicators to measure results 
 and impact were
lacking. USAID/El Salvador had 
not implemented two 
of the eight audit
recommendations 
 made in the Regional Inspector General for
udit/Tequcigalpa audit 
 report on improving Central of
the Bank El
Salvador's 
 systems for price-checking and attribution 
 of import
transactions to Economic Support 
Fund dollar assistance. Contrary 
to
 program agreements, the Central Bank did not 
assume full responsibility
for preparing lists of eligible Economic Support Fund import
transactions, 
and JSkID/E1 Salvador had not taken all 
steps to complete

the Title I loan agreements.
 

ISID/E1 Salvador has made 
some improvements during the 
last three years
in its Economic 
Support Fund policy dialogue process. Because of
political sensitivity in the Government 
 of El Salvador to linking
Economic Support Fund dollar assistance to specific economic policy
reforms, [JSAID/El 
Salvador shifted, from using explicit conditionality in
the Economic 
Support Fund grant agreements in 1985 
and 1986, to the
acceptance of an annual Government of El Salvador economic plan before

signing the 
1987 Economic Support Fund agreement. To monitor performance
against the economic targets established in the Government of El Salvador
plan, USXID/EI Salvador met with
quarterly Government of El Salvador

officials to 
assess progress and policy adjustments.
 

!JSAID/El Salvador and the Central Bank have made significant improvements
in their systems to attribute import transactions to Economic Support
Fund dollar assistance since the last Inspector General audit. Among
other things, the 
Central Bank had established a separate 
Economic

Support Fund dollar assistance 
 account and USAID/El Salvador had
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contracted a consultant 
to review the eligibility of the transactions.
We tested import transactions accepted by USAID/El Salvador
attribution and no for
found significant ineligible transactions. Also, the
Central Bank has continued 
 to improve the ecfectiveness of its
price-checking system prevent
to the overpricing of imports and the
underpricing of exports in order to deter capital flight.
 
Although USAID/El Salvador 'ad 
 made some progress in helping the
Governmient of El 
Salvador achieve the overall economic sLabilization and
recovery objectives of the Economic Support Fund program, USAI/E1
Salvador could reduce costly reliance by the Government of El Salvador on
,.I.D. assistance by designing effective
a more 
 program and convincing
the Government 
of El Salvador to 
adopt kcy economic policy reformss.
Public Law 
180 Title I self-help measures 
did not have adequate targets
or indicators to qauge implementation progress or 
to measure their impact
on improving the conditions of 
the rural poor. The Central Bank did not
prepare the required lists of eligible import transactions financel with
Economic Support Fund dollar assistance. USAID/E1 Salvador had not taken
all steps to complete the Title I loan agreements.
 

The overall objectives of the Economic Support Fund program
assist were to
the Government of El Salvador in achieving economic stabilization
and recovery; however, USAID/1 Salvador has only partly accomplished the
proiram ob-ectives. USAID/El Salvador has 
had difficulty in convincing
policy makers of the governments of El Salvador and the United States of
the importance of establishing 
certain economic reforms because 
it had
not alequately defined the overall program objectives in measurable terms
and hal not determined the economic costs of not adopting key economic
policy reforms as 
required by the Foreign Assistance Act and a 1985 audit
report. Unless UJSAID/El Salvador designs more
a effective Economic
Support Fund program and uses a tool
it as 
 to convince the Government of
El Salvador to adopt important economic reforms, A.I.D. could have
materially increase funding achieve 
to
 

to the overall program objectives.
The report recommends that USMID/El 
Salvador design a more effective
Economic Support 
Fund program. US.AID/El Salvador suggested 
that the
recommendation 
 or
be deleted redirected to A. .D./Washington and other

agencies.
 

The Public Law 480 Title 
I program requires that the recipient country
undertake self-help measures to 
improve specific conditions of the rural
poor including expanding the agricultural food production of 
the small
farmer as a condition to receiving agricultural commodities
concessional terms. 
 The audit found that 
at
 

most of the self-help measures
did not have adequate targets or indicators to gauge implementation
progress or measure impact
to their 
 on improving specific conditions.
This situation existed, 
in part, because USAID/El Salvador had not
developed appropriate procedures 
for ensuring that self-help measures
were described 
in clear and measurable terms. 
 As a result, neither
USAID/E[ Salvador the
nor Government of El Salvador knew exactly what
progress had been made in implementing the measures 
or what effect these
measures 
 have had on expanding agricultural food production or on
improving otlhr specific 
conditions of rural
the poor. The report
recommends that !JSAID/EI Salvador adopt 
appropriate self-help 
measure
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procedures. The Mission 
did not believe the 
 finding, as originally
written, accurately or fairly thepresentel situation. However, theMission did not provide any new evidence to refute the need for specific
and measurable indicators.
 

Procedures for 
the Economic Support Fund agreements require the Central
Bank to submit to IJSAID/El Salvador lists of 
import transactions financed
with dollar grant resources. SAID/El Sal,-dor or 'its designee isrequired to conduct an eligibility review of each transaction containedin the lists. The audit found that the Central Bank did not submit therequire] list because () A.I.D. did not require the Central Bank to doit, and (2) the Central Bank had no incentive to do it since A.I.D.contractors appeared 
willing to prepare the lists
eligibility reviews. as part of their
As a result, the A.I.D. contractors performed 
more
work than would have been necessary if the Central Bank had providedimport transaction lists. This may have increased the costs of theA.I.D. contracts. The report recommend. that USNID/El Salvador require
the Central Bank to perform its reporting responsibilities. 
 USAID/El
Salvador indicated that the Central 
Bink has submitted the required

reports.
 

Public Law 
180 ritle I loan apreements between 
the Governments of the
Unite] States "-nd El Salvador were not valid because certainprereqisites were not satisfied. The agreements for 1985, 1986, and1987 were to become effective when an exchange of diplomatic notesindicated that 
 both countries completed internal
the procedures of
ratification. 
 There was no evidence that these specific notes had everbeen exchanged because some USAID/EI Salvador staff were confused as towhat actually constituted the notes in question. Without validaqgreements, USMD/El Salvador does hav,;
not legal recourse Lo enforce
compliance with 
the agreements' provisions. The Mission agreed with the
finding and recommendation 
 and took prompt action to correct the
 
situation.
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AUDIT OF
 
USAID/EL SALVADOR


BALANCE OF PAYMENTS PROGRAM
 

PART I - INTRODUCTION
 

A. Background
 

El Salvador experienced a sharp 
decline in economic activity in 1979
mainly because of an armed 
insurgency. The United 
States Government
responded with increased levels of 
annual economic assistance increasing
from $10 million in 1979 to $495 million in 1987. During this period,k.I.D. direct economic assistance totaled about $2.1 billion of which 56percent (or almost $1.2 billion) was for balance of payments support (see
exhibit 1). A.I.D. provided balance of payments support under four 
separate cash and commodity programs as follows:
 

Amount

Program 
 ($000)
 

- Economic Support Fund $ 893,900

- Public Law 480 Title I 263,014

-
Public Law 480 Title II (section 206) 16,680- Agricultural Act of 1949 (sec. 416[b]) 4,100 

$1,177,694
 

The Government of El Salvador (GOES) used these resources to financeimports, thereby reducing the country's balance of payments deficit. TheGOES used the remaining $900 million of direct A.I.D. assistance tosupport development assistance and other projects which had less of animmediate 
 impact on the country's balance of payments 
 deficit. A
description of the four separate balance of payments programs follows:
 

Economic Support Fund (ESF) -- ESF resources, made available under theForeign Assistance Act, 
 promote economic and political stability in
countries of strategic interest to 
the United States. A.I.D. uses
ESF program as 
 leverage to encourage improvements in host 
its
 

country
economic policies. The ESF program in El Salvador began in 1980. Theoverall objectives of the program were to support GOES efforts for thestahilization and recove!ry of the Salvadoran economy by financingessential imports for 
 the private sector, promoting economic
diversification, consolidating the agrarian 
 reform, and engaging the
private sector in reactivating the economy. By December 31, 1987, A.I.D.
had obligated and disbursed $893.9 million for the ESF program under sixES: agreements I/ (see exhibit 2 for details). The ESF agreements 

1/ The first two ESF agreements were 
known as the Private Sector Support
Program. The 
other four agreements 
were known as the Balance of
 
Payments Support Program.
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provided that the GOES would 
deposit the local currency equivalent of
each dollar disbursement into a separate account. The GOES would thenuse these funds for purposes mutually agreed to by the two governments.
 

Public Law 480 Title I (Title I) -- The Title I program, authorized bythe Agricultural Trade Development 
and Assistance Act of 1954, sells
agricultural commodities using long-term low interest loans. In effect,
the U.S. Government provides credit 
to the host government to import
needed agricultural commodities. 
 Since the initiation of the Title I
 program in El Salvador in 1980, the U.S. Government has loaned $263million to the GOES for the importation of agricultural products (seeexhibit 2 for details). A.I.D.'s purpose in providing Title I resourcesin El Salvador was to help provide balance of payments support, supply
essential food 
imports, and keep essential social services 
and private
sector activities operating. 
 The GOES agreed in the Title i agreements

to establish 
 and undertake self-help measures improve
to the
socioeconomic conditions of rural The
the poor. Title I agreements

requirel the andGOBS k.I.D. to jointly program the local currencygenerated from the sale of Title I commodities for developmental
activities.
 

Public Law 480 Title I (section 206) -- This program, contrastin to theTitle I program, provides agricultural commodities without cost to therecipient country. On June 
3, 1983 the U.S. Government donated 12,500

metric tons of dried milk to GOES.the The purpose of the grant was torespond to of
a shortage consumer milk because of a sharp decline 
in

local production and a foreign exchange 
 constraint limiting GOES
imports. The GOES was to use 
the local currency proceeds to be generated
from the sale of the milk (estimated at $16.7 million) for developmental 
purposes agreed upon by the two governments. 

gricultural Act of 1949 (section 416[b]) -- This program also providesagricultural comnmodities without cost to the GOES. On February 13, 1987the U.S. government donated 31,864 metric tons of corn theto GOES undersection 116(b). grant to the
The was offset adverse effect on GOES
exports from a cut in their U.S. sugar quota. The GOES was to thelocal currency to be generated ($4.1 million) for 
use 

agricultural

development projects agreed to by both governments.
 

US\ID/EI Salvador managed the 
balance of payments program with a Balance
of Payments Program Implementation Committee which reported to

Associate Mission Director for Operations. 

the
 
Within the USAID, the Pr-.vate
Enterprise Office was responsible for ensuring that the GOES used ESFdollars for eligible purposes and properly accounted for them. The


USAID's Economic Office assisted in the 
planning and monitoring e-f the
economic objectives of the ESF program. The USNID's Office of 
Project
Planning and Development was responsible for managing the other programs.
 

B. Audit Objectives and Scope
 

The Regional 
Inspector General for Audit, Tegucigalpa (RIG/A/T) performed

program results and compliance audit of the USAID/Ela Salvador Balanceof Payments Program from January 1, 1985, 
through December 31, 1987. The
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objectives of the audit were to assess (1) progress in achieving theobjectives of the Economic Support Fund and the Public Law 480 Title I programs, (2) if actions completed on eight prior Inspector General audit
recommendations 2/ were adequate to allow the recommendations to remainclosed, and ( - USAID/El SalvwAor and Government of El Salvador
compliance with selected terms of the balance of payments' agreements. 
To accomplish these objectives, RIG/A/T reviewed records from andinterviewed officials of the Central Bank and Technical Secretariat forExternal Financing of El Salvador and 
USAID/El Salvador, an A.I.D.
contractor, and the United States Department of Agriculture. We selected

statistical samples Government El
of of Salvador import transactions
financed from separate
the ESF dollar accounts to verify that the
transacticns 
complied with the established eligibility criteria. We

conducted audit field work from May 2 to September 1, 1988.
 

The total resources audited 
were $622.5 million consisting of $494
million provided under the ESF program and $128.5 under the Title I programs. This audit report does not include the results of a review onmanaement's use of the local currency made available from the dollars orcommodities provided under the balance of payments program. The resultsof that review is covered in a separate audit report. RIG/A/T limitedits review of internal controls atni complian,-e to the findings in thisreport and perforiiied the audit in accordance with generally accepted
government auditing standards. 

2/ From the audit report entitled "Nudit of Private Sector SupportProgram and PL 480 Local Currency Generations USAID/El Salvador,
Audit Report No. 1-519-85-13" dated September 26, 1985.
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AUDIT OF
 
USAI D/EL SALVA\DOR
 

BALANCE OF PAYMENTS PROGRAM
 

PART 11 - RESULTS OF AUDIT 

USAID/EI Salvador has made some progress in helping the Government of ElSalvador 

Fund 

(GOES) achieve the economic objectives of the Economic Support
(ESF) program. However, progress could be 
better measured and more
might be male by improving program design. The 
accomplishment of the
Public Law 480 
 Title I (Title I) program self-help measures and
objectives could not 
be determined because indicators to 
measure results
and impact were lacking. USAID/El Salvador not
had implemented two of
the eight audit recommendations 
made in the RIG/k/T audit report on
improving the Central 
Bank of El Salvador's systems for price-checking
and attribution of import transactions to ESF dollar 
 assistance.
Contrary to program agreements, the Central Bank did not assume

responsibility for preparing 

full
 
lists of eligible ESF import transactions,


and USA[D/El Salvador had 
net taken all steps to complete the Title I
 
loan agreements.
 

USAID/El Salvador has made 
some improvements during the last 
three years
in its ESF policy dialogue process. 
 Because of political sensitivity in
the GOES to linking ESF dollar assistance to specific economic policy
reforms, USAID/EI Salvador shifted, 
from using explicit conditionality in
the ESF grant agreements in 1985 and 1986, to the acceptance of an annualGOES economic plan before signing the 1987 ESF agreement. To monitorperformance aoainst the economic 
targets established in the GOES 
plan,
USAID/El Salvador met quarterly with GOES officials to assess progress

and policy adjustments.
 

USAID/EI Salvador and the Central Bank have made significant improvements

in their systems to attribute import transactions to ESF dollar
assistance 
since the last Inspector General 
audit. Among other things,
the Central Bank had established a separate ESF dollar assistance account

and USNID/El had
Salvador contracted a consultant review
to the
eligibility of the transactions. 
 We tested import transactions accepted
by 'JSID/El Salvador for attribution and found no significant ineligible
transactions (see appendix 2). Also, the Central 
Bank has continued to
improve the effectiveness of its price-checking 
system to prevent the
overpricing of 
imports and the underpricing of exports in order to deter
 
capital flight (see appendix 3).
 

Notwithstanding the improvements already made, USAID/El 
Salvador had not
implemented audit recommendations Nos. 4(b) and 6 in the 
last Inspector

General 
audit report to establish a computerized system for selecting
import transactions to be financed with ESF 
dollar assistance. The
RIG/A/T follow-up review of these recommendations is contained in audit
 
report No. 1-519-89-08.
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Although USNI)/El Salvador had made some progress in helping the GOESachieve the overall economic stabilization and recovery objectives ofESF program, IJSALID/El Salvador 
the 

could reduce costly reliance by the GOESon A.T.D. assistance by designing a more effective program and convincing
the GOES to adopt key economic policy reforms 
(see finding No. 1). PL
180 Title I self-help measures 
 did not have adequate targets or
indicators to gauge implementation progress or to neasure their impactimproving the conditions onof the rural poor (see finding No. 2). TheCentral Bank lid not prepare the required lists of eligible importtransactions 
 financed with ESF dollar assistance (see finding No. 3).ISAID/El Salvador had not taken all steps to complete the Title I loan 
agreements (see finding No. 4).
 

The report recommends that USAID/El Salvador develop more effectiveprograms to rchieve the 
overall objectives of 
 the ESF and Title I
programs, have 
the Central Bank assume full 
responsibility for preparing
lists of eligible import transactions, and take all steps to complete the
Title I agreements by an exchange of diplomatic notes as 
required by the
agreements.
 



A. 
Findings and Recommendations
 

1. USAID/El Salvador 
Needed to Establish a More Effective 
Economic
 
Support Fund Program
 

The overall objectives the
of Economic Support Fund program were to
assist the Government of El Salvador 
in achieving economic stabilization
and 
recovery; however, USAID/El Salvador has only partly accomplished the
program objectives. USAID/El 
Salvador has had difficulty in convincing
policy makers theof governments of El Salvador and the United States ofthe importance of establishing certain 
not economic reforms because it hadadequately defined the overall program objectives in measurable termsand had not determined the economic costs adopting key economic
policy reforms as 

of not

required by the Foreign Assistance Act and 
a 1985 audit
report. Unless 
USNI/EI Salvador designs more
a effective Economic
Support Fund program and uses it as a to convince the Government of
El Salvador to adopt important 

tool 
economic reforms, 
A.I.D. could 
have to
materially increase funding to achieve the overall program objectives.
 

Recommendation No. I
 

We recommend that USAID/El Salvador define the stabilization and recovery
objectives of 
the program in measurable terms 
and determine the economic
costs of not adopting key economic policy reforms 
in its Progam Approval
Assistance Documents for the program.
 

Discussion
 

From 1951 through 1978 the real 
Gross Domestic Product (GDP) 
of El
Salvador grew at an 
average annual 

per GDP 

rate of about five percent and
capita increased at 2.2 
real
about percent per year (assuming a
natural population growth 
rate of about 2.8 percent a year). However,
starting in 1979 El Salvador experienced aactivity mainly because of an armed 

sharp decline in economic 
insurgency. This caused a reductionof investor confidence and significant damage to 
 the economic
infrastructure. 
 As the real GDP 


responded in the with 
began to fall, the U.S. Government
1980s increasing levels of economic assistance.
Several uncontrollable 
factors have adversely affected
economy during the 1980s. the Salvadoran


The principal external factors were 
the armed
conflict, the worldwide recession from 1981 
to 1982, the breakdown of the
Central American Common 
Market, unfavorable 
terms of trade, adverse
climatic conditions, and the 1986 earthquake.
 

The overall objectives of the Economic Support Fund (ESF) program were to
assist the Government of El Salvador (GOES) 
 in achieving economic
stabilization 
 and recovery. To achieve 
 these objectives, USAID/El
Salvador used 
its ESF program to 
provide balance of payments support and
as leverage to encourage economic policy reforms.
 

Even though A.I.D. has provided about $1.2 
billion in balance of payments
support since 
1980, USAID/El Salvador has 
only partly accomplished the
overall objectives of 
 the ESF program. According to one USAID/El
Salvador official, 
 economic stabilization 
 and recovery could mean
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achieving real per capita GDP growth for at least three years withoutcompensatory balance payments
of financing. However, El Salvador has
been unable to achieve 
this growth without compensatory financing.
During the last 
three years, real 
per capita GDP growth has fallen by an
average of about 1.1 percent 3/ per year with
even A.I.D. balance of
payments support of about $220-million per year. Without A.I.D. balanceof payment financing, real per capita GDP would have fallen by a much 
greater percentage.
 

Nevertheless, according 
to USNDI.El Salvador officials, A.I.D. had made
some progress in helping the GOES to improve the performance of itseconomy through its balance 
of payments program. A.I.D. helped 
to
reverse the decline in real (absolute) 
GDP in 1983 by substantially
increasing the size of its program to an annual average of 4.9 percent of
GDP. 
 From 1983 through 1987, real GDP has increased at an average annual
rate of 1.7 percent (the reai absolute growth in the GDP was less thanthe population growth rate during this period which meant that per capita
GDP has continued to fall but at a slower rate than prior to 1983).
 

For the Salvadoran economy maketo constant improvement, the GOES mustimplement the IJS.%ID/El Salvador proposed economic reforms. To improvethe chances of getting the GOES to adopt economic reforms, USAID/EISalvador has changesmade during the last three years in how it managedthe policy dialogue process. Because of GOES political sensitivity tolinking ESF dollar assistance to specific policy
economic reforms,
SAID/EI 
Salvador shifted from using explicit conditionality in the grantagreements in 1985 to
and 1986 the acceptance of 
an annual GOES economic
 
agreement 1987.plan before signing the ESF in To monitor performanceagainst the economic targets established in the GOES plan, USAID/ElSalvador met 
quarterly with GOES officials to assess progress and policy


adjustments.
 

However, the GOES did not adopt, many of the [JSAID/E1 Salvador policyreform objectives or benchmarks 
 because USAID/El Salvador did
convnce policymakers in both governments of the 
not 

importance of suchreforms in relation to political, 
security, and social objectives (see
appendices 4, 5, and 
6). USAID/El Salvador could 
have made more
effective arguments 
 if the program design had the
objectives in measurable terms 
defined overalland determined the economic costs of notadopting key policy reforms as required by the Foreign Assistance Act of1961, 
as amended and a 1985 General Accounting Office (GAO) audit report.
 

3/ The percentage decline in real per capita GDP of 1.1 percent assumed a natural population growth rate of 
2.8 percent per year. This
decline in real per capital 
GDP would only be about 0.1 percent
assuming a population growth rate of 
1.8 percent that considers
 
outward migration.
 

-7
 

http:USNDI.El


Section 621A of 
the Foreign Assistance Act 
requires a program design to
include:
 

...the definition 
of objectives 
and programs
foreign assistance; for United States
the development 
of quantitative
progress indicators of
toward 
 these objectives;

alternative means 

the orderly consideration of
for accomplishing such objectives; and the adoption
of methods for comparing actual results of programs and projects with
those anticipated when they were undertaken....
 
A 1985 
GAO audit report entitled "Providing Effective Economic Assistance
to El Salvador and 
londuras: 

determine 

A Formidable Task" recommended
the estimated costs to 
that A.I.D.


finance
deficits future balance-of-payments
in El Salvador 
in the absence
reforms, particularly exchange 
of additional macroeconomic
 

rate adjustments.
this USAID/El Salvador
in its 1986 Program Assistance Approval 
did
 

Document (PAAD).
estimated The PAAD
that had 
 the GOES elected 
 to continue
(instead of using a competitive exchange 
its 1985 policies


rate and controlling
demand and inflation) domestic
it would have required an additional $365 
million
in balance of payments support (in 1984 dollars) 
over a three-year period
to offset the negative effects _f bad policy on economic growth.
 
Although partially effected 
 for the
Salvador 1986 program design, USAID/El
did not incorporate required design 
elements
1988 PAADs. These ESF in its 1987 and
program designs 
did
economic stabilization not define the overall
 recovery objectives
generally did 

and in measurable terms
not determine and
the economic 
cost of alternatives
changes in (such as
A.I.D. funding levels, 
 GOES economic
timeframes, 
and assumptions policies, program
about external conditions). 4/
fully consistent This is notwith the Foreign Assistance Act and a-1985 GAO auditreport.
 
Unless USNID/EI Salvador includes the required design elements in its ESFprograms, it has less chance of convincing theof the importance of GOES or U.S. policymakersits proposed economic reforms,
make economic reforms, USAID/EI 

If the GOES does not
Salvador probably cannot
overall objectives achieve the
of its ESF program without 
a material 
increase 
in
funding.
 

USAID/El Salvador must 
include the 
required elements
design to be in full in its ESF program
compliance with

1985 the Foreign Assistance Act and the
GAO audit report. This will 
also provide more convincing arguments
for needed economic reforms and enable measurement of progress toward the
overall ESF objectives.
 

4/ USAID/EI Salvador's 1987-1988 Action 
Plan prepared
the short, medium and 
in 1986 defined


long-term objectives of economic stabilization

in measurable terms.
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Management Comments
 

USNID/Et Salvador stated 
that recommendation 
No. 1 reflected a lack of
understanding by the auditors of the process 
 of program design,
development and negotiation. According to USAID/El Salvador this process
involved preparing preliminary and final proposals (PAADs) for review by
A.I.D./WashingLton and other agencies before final negotiation instruction
 are issued to USAID/El Salvador. The A.I.D. review of 
program proposals

and negotiations with the GOES hFd 
to be responsive to the objectives of
both governments. These objectives centered
have around social
political stability in recent years. For these 

and
 
reasons, negotiations


with GOES officials have 
been taxing, time consuming and fraught with
controversial 
issues and sometimes required the participation of A.I.D./W

officials.
 

USAID/El Salvador maintained that the objectives of 
its 1987 and 1988 ESF
 programs have been 
stated 
very clearly. The objectives were to enable
the GOES to 
arrest the sharp decline in incomes while consolidating the
democratic process and pursuing 
 programs of social reform. El
In
Salvador this has 
meant: 1) arresting and reversing the fall 
in real
GDP, and 2) reducing inflationary pressures 
-- both within the context of
the Mission's long term goal of helping bring about 
an equilibrium in the
balance of payments 
that is sustainable without recourse to extraordinary

levels of external assistance.
 

IJSAID/El Salvador also stated that the balance 
of payments program

objectives have been 
met because the fall in real GDP was 
arrested and
reversed and the rate of inflation was lowered after 1986.
 

According 
to USAID/EI Salvador, the implication that progress towards
stabilization and recovery was 
compromised because objectives
its weie
not defined in a more quantitative fashion ignores the long and tortuous
policy dialogue that took place 
in 1986 and 1987. the 1986 PAAD and the
GOES Economic Program included a well quantified set of objectives along
with a discussion of economic
the costs of not taking this proposed
adjustment measures 
but success was not achieved because social
of and
 
political factors.
 

!SAID/El 
Slvador stated that the 1987 PAAD was a well balanced document,

and was so recognized in a recent GAO report. It quoted the GAO report
as stating that "the 
program document for the fiscal 1987 cash 
transfer
 program in El Salvador contained criteria that the 
government of El
Salvador has adopted in its calendar year 1987 economic plan.... The

criteria 
in the El Salvador economic plan appeared to be sufficiently

detailed to enable AID to measure 
reform progress."
 

USAID/EI Salvador stated that fact
the that it did not achieve all the
objectives laid out in its 
annual action plan as mentioned in the audit
 
does not weaken the conclusion that progress has been achieved.
 

USAID/EI Salvador concluded its r:omments by requesting that
recommendation No. 
1 be deleted 
from the final report or redirected to a
combination of k.T.D./W 
and other agencies involved in the decision
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making process 
 with regard to negotiating instructions. USAID/El
Salvador also questioned and rejected the appropriateness of having the
RIC,evaluate economic program policy given its lack of expertise in this 
area.
 

See appendix 1, page 2 for the Mission's full comments on 
this finding.
 

Office of Inspector General Comments
 

We do not agree that the recommendation should be directed to A.I.D./Wand other agencies. Good management dictates that the program proposalsprepared by USAID/El Salvador should define the 
 stabilization 
 and
 recovery objectives of the program 
in measurable terms 
and estimate the
potential costs to both the U.S. Government and the GOES of not achieving
key policy reform objectives. 
 In this way, U.S. policymakers will have a
better basis for making decisions during the program design and
development process. 
 This in turn could influence the negotiating

instructions issued to USAID/EI Salvador.
 

USAID/El Salvador defined what appeai- to be the economic stabilizationobjective of the program in its formal comments to the draft report. It
stated that the Mission's long term goal is 
to help bring about an
equilibrium in the 
balance of payments that is sustainable without
 
recourse to extraordinary 
levels of external assistance. One USAID/El
Salvador official 
made similar statements 
 to us during the audit.
However, the overall stabilization objective was not defined in the ESFPAADs. We are recommending, among other things, that USkID/El Salvador 
do this.
 

USAID/EI Salvador also commented on 
the clarity and accomplishment of its
short-term or annual 
 program objectives. However, this did
explicitly address our finding which deals 
not
 

with the overall program
objectives. For example, USAID/El Salvador cited 
a recent GAO audit
report that stated that "The criteria in the El Salvador economic planappeared to be sufficiently detailed to enable AID to measure reformprogress." We agree 
with the GAO report. However, our finding

concerned with the overall ESF program 

is
 
objectives not short-term 
or
 

annual objectives.
 

We take exception to USAID/El Salvador's statement that the RIG evaluated

economic program policy. 
We did not evaluate economic program policy but
rather performed a program audit; something we are very qualified to do.U.S. Government auditing standards for program 
audits provide that
 
government auditors may:
 

- assess whether the objectives of a proposed, new, or ongoing program
are proper, suitable, or relevant, 

- determine the extent to which a program achieves a desired level of 
program results, 

- assess the effectiveness of the program and/or of individual program
 
components,
 

- 10 



-
 identify factors inhibiting satisfactory performance,
 

- determine whether management has considered alternatives for carrying

out the program that might yield 
desired results more effectively or
 
at a lower cost, and
 

- assess 
the adequacy of management's system for measuring and reporting
 
effectiveness.
 

The implementation of our recommendation would several
have positive

benefits. First, 
 it will provide a better basis to 
 measure the
accomplishment of overall
the economic stabilization and recovery

objectives of the ESF 
program as opposed to short-term or annual
objectives and targets. The 
USAID/EI Salvador PAADs an
ESF provide

excellent progress evaluation 
of short-term or annual objectives and
targets because these objectives and 
targets have been clearly defined in

measurable terms. However, if 
 management only analyzes the

accomplishment of short-term objectives, 
this can give a misleading

impression of long-term program 
success. For example, in evaluating

short-term objectives USAID/El 
Salvador stated in its comments, and 
agree, that it has been instrumental 

we
 
in significa!itlv lowering inflation
 

after 1986, which has contributed to economic stabilization. However one
could question whether the 
 ESF program has actually contributed to
stabilization of the economy over 
the long term, if one looks at what has
 
happened since the beginning of the ESF program. Inflation has increased

significantly from an average annual rate of 14.6 percent 
 between

1980-1982 to 26.4 percent between 
1985-1987 (see Consumer Price Index in
 
Exhibit 1).
 

Second, the recommendation would provide a better basis for United States
and El Salvador policymakers to evaluate economic strategies. 
This could

increase support to economic policy and
reform substantially reduce

k.I.D. funds needed by El Salvador for balance of payments 
support.

Finally, USAID/El Salvador 
would be in compliance with the Foreign

Assistance Act and the recommendation of the 1985 GAO audit report.
 

The A.I.D. Nonproject Assistance handbook, like the USAID/El Salvador ESF
PAADs, did not adequately address 
 the planning requirements of the
Foreign Assistance Act. 
 A June 1988 GAO audit report entitled "Improving

the Impact and Control of Economic Support Funds" also commented on
deficiencies 
in A.I.D.'s Nonproject Assistance handbook. 
 These handbook

deficiencies may have contributed 
to the shortcomings of the USAID/El

Salvador ESF PAADs.
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2. IJSAID/El Salvador Needed 
to Establish Effective Title I Self-Itelp

Procedures
 

rhe Piblic Law 480 
Title I program requires that the recipient country
undertake self-help measures to 
improve specific conditions of the rural
 poor including expanding 
the agricultural food production of 
the small
farmer as a condition to receiving agricultural commodities at
concessional terms. 
 The audit found that most 
of the self-help measures
(lid not have 
adequate targets or indicators to gauge implementation
progress or to measure their impact 
on improving specific conditions.
This situation existed, 
in part, because USAID/EI Salvador had not
developed appropriate procedures ensuring
for that self-help measures
were described in clear and 
measurable 
terms. As a result, neither
IJSAID/El Salvador nor the Government of El Salvador knew exactly what
 progress had been made in implementing the measures or what effect these
measures have had on expanding agricultural food production or 
 on
improving other specific conditions of the rural poor.
 

Recommendation No. 2
 

We recommend that USMD/EI Salvador develop and 
implement procedures to
ensure 
that self-help measures are described 
in specific and measurable
 
terms.
 

Discussion
 

An important 
objective of the United States assistance program in El
Salvador is 
to have El Salvador achieve a level, of economic stability and
recovery which 
would negate the need for continued external economic
support. Consistent with this objective is that El 
Salvador become more
self-reliant 
in meeting its food production needs by improving its own
production, storage, and distribution of agricultural food products.
Congress intended that the 
Public Law 480 Title I (Title I) program of
the Agricultural Trade Development and Assistance 
Act of 1954, as
amended, act as 
the impetus for effecting such agricultural improvements,
among other things. 
 As a condition to receiving agricultural commodities
at concessional terms, the Title I program requires the recipient country
to undertake specific measures 
 primarily aimed expanding
at the
agricultural production efforts 
of small rural farmers and at improving
the country's agricultural food storage 
and distribution systems. In
addition to direct agricultural activities, the Title I program has been
amended to recognize as eligible self-help 
measures the reduction of
illiteracy and the improvement of health among the rural poor.
 

The Title I program requires that specific commitments or targets be
established as 
a means of measuring the extent to which the 
self-help
measures have been implemented. A.I.D. guidance 
also specifies that
USAID/Missions set these commitments or targets so that achieving them
will not be automatic but will require special effort and woI!ld not havebeen undertaken not the Iif for Title agreement. Finally, the Title Iprogram emphasizes compliance with self-help measures, as underscored bythe agreement's provisions which state that the 
 United States may
terminate the agreement if it determines that the recipient government
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-- 

has not adequately developed the self-help program. 
 In this regard, the
 program requires that the recipient country annually report its 
progress

in achieving self-help measures.
 

The audit found that the Government of El Salvador (GOES) had agreed 
to
undertake certain self-help 
measures. However, most of the self-help
measures 
did not have adequate targets or indicators to gauge the extent
to which the measures had been implemented and their effect on 
improving
the conditions of the rural 
poor (see appendix 7 for information on

1987 Title I self-help measures). 

the
 

This situation existed, in part, because USAID/El 
Salvador had not
established effective procedures to 
ensure that the Public Law 480 Title
I self-help measures were described in clear and measurable terms.
 

As a result, the audit could generally not determine what progress hadbeen made in implementing specific self-help measures and what effect, ifany, the measures have had on expanding agricultural food production or on improving other conditions of the rural poor.
 

4 clear objective of the Title I program was to get recipient countries
to undertake self-help measures that would, among other things, expand
their 
agricultural food production capabilities. It is unclear what
effect the self-help measures had on 
improving specific conditions of the
rural poor because USAID/El Salvador had not ensured 
that the GOES had
established appropriate targets or indicators for measuring progress in
implementing the measures and for measuring their impact.
 

Management Comments
 

The Mission did not believe 
the discussion 
in the draft report provided
an accurate and fair 
 impression of its performance in regard
developing and implementing Title I self-help 
to
 

measures. The Mission
identified four overall 
areas of concern. The Mission claimed that 
the
 
report unfairly:
 

-- evaluated the self-heln measures in isolation from political, social,

and other factors,
 

-- insinuated that only self-help measures related to food production
 
were valid,
 

insisted that existing self-help measures did not contain methods for
measuring progress in implemention and achievement 
 of their
 
objectives, and
 

-- made statements that self-help measures did not require a special

effort on the part of the GOES.
 

The Mission provided detailed information including examples under each
of the four areas to support its position. Based on its response
Mission 
requested that the recommendation be deleted. 
the
 

See appendix 1,
paLge 6 for the Mission's full comments on this finding.
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Office of Inspector General Comments
 

The RIG disagrees with 
the Mission's contention 
that the draft Finding
was niot accurately or Fairly presented. 
 The discussion clearly describes
 
the Title I legislative requirements pertaining 
to self-help measures.
The underlying legislation and A.I.D. guidance clearly require Missions
to ensure that specific commitments or 
targets be established as a means
for measuring 
 the extent to which self-help measures have been
implemented an] their 
impact on improving conditions for the rural poor.
The Mission's conments and descriptions of the six 1987 Title I self-help

measures 
 support our statement that specific self-help targets or
indicators have not fully been established. The RIG/A/T revised portions
of the finding and the recommendation 
as a result of the Mission's
comments. 
 In addition, parts of the discussion that did not specifically
relate to establishing specific and measurable indicators were deleted.
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3. 
The Central Bank Should Assume Full Responsibility for Compiling 
the
 
Required Lists of Import Transactions
 

Procedures for the 
Economic Support Fund agreements require the Central
Bank to 
submit to USAID/El Salvador lists of import transactions financed
with dollar grant resources. USAID/El Salvador its
or designee is
required to an
conduct eligibility review of each 
transaction contained
in the lists. The audit that
found the Central Bank did not submit the
required lists because (1) A.I.D. did 
not require the Central Bank to do
it, and (2) the Central Bank had no incentive to do it since A.I.D.
 contractors appeared willing prepare
to the lists as part of their
eligibility reviews. 
 As a result, the A.I.D. contractors performed 
more
work than would have been necessary if the 
Central Bank had provided
import transaction lists. 
 This may have increased the costs 
of the
 
k.I.D. contracts.
 

Recommendation No. 3
 

We iecOIIf lmmldthaL USAID/El Salvador obtain evidence that the Central Bank 
has agreed to: 

a. 
submit lists of transactions as required 
in the Separate Account
Operating Procedures, for the 
current and successive Economic Support

Fund agreements; and
 

1. prepare such lists using 
its own resources.
 

Discussion
 

The Economic Support Fund grant
(ESF) agreements state that the
Government of El Salvador (GOES) is to deposit the dollar grant resourcesprovided under the agreement into a separate United States dollar accountand to use these resources to finance certain types of imports. The
Central Bank developed and USAID/EI Salvador 
 approved procedures
governing the use of the ESF resources in the separate dollar account
(Separate Account Operating 
Procedures). Among other things, 
 these
procedures (1) specify the oftype imports 
that can be financed with
funds from the separate dollar account, (2) require the Central Banksubmit to USAID/El Salvador 
to 

a list of imports financed from the account,
and (3) require USkID/EI Salvador its
or designee to review the
eligibility of each transaction 
reported on list to
the and take
appropriate actions based itson review findings. 
 From July 1, 1985 to
May 31, 1988, USAID/El Salvador employed two successive contractors toperform the eligibility review at a total cost of $1,652,194. Under thetwo contracts, the contractors were required review allto transactions
 on the Central Bank's list of 
import transactions and to determine their
eligibility in accordance with program criteria. 
 After this review, the
contractors 
 were required to submit reports 
 to USAID/El Salvador
indicating or certifying the eligibility of import transactions.
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The ,qu]lit found that te Central Bank Aid not compiletransactions lists of importFor JSNlID/EI Salvador's or its desigpnee's review asrequird. Instead the Bank submitted to the contractors actualdocumentation supporting import, transactions which the contractors usedto perform their oligibility review.
 

The Central Bank did not compi e its own lists of import transactionsbecause (1) 'JSAID/EI Salvador did not require the bank to do it, and (2)the Central bank had no incentive toappeared willing compile 
do it since \.1.1). contractorsto the lists of transactions needed for the!Iaink's eligibiliLy review. factor\ that affected the Central Bank's
capa 1i I it y to prepare computorize(d, but manualnot reports, wasIctoher 1986 earthquake that adversely the 

affected the Central Bank's 
computer oper tiions until July 1988.
 

The lank's fail!are to present lists of import transactions restli tedthe contractors preparing in
the lists to facilitate their eligibilityreview ind the preparation of final reports submitted to Thepreparat ion of the list required the contractors to enter data fromsupport in11 import documnentati on into their computer systems. This
appear-ed to abe labor intensive task thesince operating proceduresrequired that 19 
categories of information for each import transaction beconsidered as part of the eligibitity review. From October 1985 throughJanuary 
1983 the contrActor reviewed 7,407 import transactions whichorle'qp~l,.l 10IF ;Iileemlntl ; 19-031, m19-032r, at:I I9-.01.m-0he
L011t V I-, I Mt<, ilI ' ('(i , )lotroriiel lloI, w(4lk I 1h;i woII Id have hoot.i1II,('t SilV IlhoiF l IP ' t Ia I ilk !Jad Irov i le,I nI i ill)O rttriilsact iloil Iist.This iav have incre;ed the cost 
of the A.[.!). contracts.
 

lana per 'en t Common ts 

USAII)/tEl Salvador stated that the Central Bank has complied with thereporting 
 requ ireients contained in the Separate ,Account OperatingProcedures by citing niumerous Central Bank letters transmitting the f:inalreports to IJS,\lID/lI Salvador and JS,[ID)/FlI lettersSalvador accepting the 
reports.
 
1S\ID/EI Salvador also stated that 
the ,\.I.D. contractor was not 
employed
to prepare eligibility 
 reports nor were they ever prepared by the
contractor. 
 JSID/IEI Salvador described in detail the contractor's scope
of work and reporting requirements.
 

UISID/El Salvador concluded that there should be no related report
finding and the reco;nmendation should be deleted. See appendix 1, page13 for IJSAID/E Salvador full comments on 
this finding. 

Wffice ofInspectorGeneral Comments 

Parts of the finding and recommendation were modified to improve clarity
based on [SI/ 
Salvador comments.
 

- 16 



We :tis'iree that the Central Bank has submitted the final reports asrequired by the Separate Account Operating Procedures. The audit foundthat alfthough the Central Bank had submitted reporLs, they were not therequired reports becau;se they listed transactions after, rather thanbefore, the A.1.T). contractors' eligibility reviews. 
We agr, e it 1J5:\I ),[F. Salvalor that the contractors were not employe.] toprepare eli,2ihi1it)' reports for the Central Bank. However,discleseA that the contractors comrlpiled the 

our review
require(] list of transactionsin their dalta bcases from source documents provided by the Central Bank.Our conclusion is supported by a statement in the sole sourcejustification prepared in June [988 by IJSID/BI Salvador to contracttechnical assistance for the Central Bank. This justification stated: 

.The report ini by the Central Bank is theresponsibility of that institution, altiough the Bankhas relied heavily on the reports, and sinceOctober 1986 earthquake, the data 
the 

processing system,
of the technical. assistance team. There had been norequi rementL of the technical assistance team toprovide the Central Bank with the capability toconduct reviews of transactions and at this time theBank does trAt have the capability to do so without theassistance of the technical assistance team. 

- 17 



4. IJS.\l/ Salvador Neede-1 to Validate Its Public Law 480 Title I Loan 
Agreements
 

Public Law 480 Title 1 loan agreements between the Governments of theUni ted States and Fl S lvador were not valid because certa inprerequisites were not satisfied. agreements forThe 1985, 1986, and1987 were to become effective when an exchange of diplomatic notesindicated that both countries completed the internal procedures
ratification. There was no evidence that 
of 

these specific notes had everbeen exchanged because some USMI/Et Salvador staff were confused as towhat actua ly constituted the notes in question. iVi thout validagreements, IJS\ID/E1 Salvador does not have legal recourse to enforcecompliance with the agreements' provisions.
 

Recommendation No. 4 

We recommend that USAID/EI Salvador:
 

a. identify all Public 
Law 480 Title 1 agreements which have not beenlegally consummated by the required exchange of diplomatic notes with
the (overnment of El Salvador, and
 
b. provide evidence that the 
required diplomatic notes for each of 
these
 

agreements have been exchanged.
 

V)i i stI s i o 

Ihe Title I agreements between the Governments of the 'Jnited States andEl Salvador (GOES) contain 40-year loan provisions covering $128.5
million in comnodities. In addition, these agreements contain other
provisions which the GOES wIs to follow or imple-nent. For example, theOES was to undertake self-help measures to itsimpro,'e production,storage, and distribution 
 of agricul ural co:nnodites, to use thecommodity sales proceeds to 
 finance 
jointly programed developmentalactivities, anl to furnish certain reports on the co,nodity program to 

The :igree'nents for 1985, 1986, and 1987 were not valid because certain
prerequisites were not satisfied. The agreements were to becomeefMective when an exchange

countries complete] 

of diplomatic notes indicated that boththeir internal procedures. 

Neither the agreements nor the related guidance defined the term"internal procedures", but some .1.,. and United States Depart~nent of,gricultMOe staff interpreted it to mean that the agreement had beenproperly ratified theby GOES and that the signatories were properlyauthorized to bind the government to 
the loan agreement.
 

1JSA[I)/l Salvador staff stated that they may have mistakenly interpreted
other notes related to the agreements as the notes in question. Certainemployees stated that notes had been exchanged to amend the agreementsand that these notes constitlited the notes in question. However, these 
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amendments generally dealt with changes in the commodity mixes or amountscovered by the ag.reements and not with internal procedures of either 
gove rnmen t. 

As a result of not exchanging the notes in question, the agreements arenot legally binding documents. To date, this legal technicality
apparently has had no serious effect on program imple.mentation;
nevertheless, 
 it has left US.\ID/El Salvador in a tenuous situation.Without valid agreements, JSAID/El Salvador notdoes have legal recourseto enforce compliance with the agreements' many provisions. The
agreements stipulated that their effective dates would be determined byan exchange of diplomatic notes. These notes needed to be exchanged to 
valilate the agreerments.
 

Then this issue was brought to Mission management's attention, it
promptly initiated a search for the subject ith thenotes. assistanceof the ,OES and A.I.D.!/Washington, the Mission located all the requested
notes, except fur those relating to the 1987 agreement. The Mission andthe :;[ES cxchaneA the required notes and completed this requirement inSepteml,,r 198-8. On September 30, 1988, the Mlission providedi the auditteam with a Co1pictoe p)ckaqe of Ill the subject notes. Mission officialsstate t thaL the IC)tobe" 1986 earthquake contributed partially to the
problemnand that in the future the Mission would maintain such notes in 
its Main files. 

Management ColeAnts 

USAID/EI Salvador generally agreel thewith finding and recommendation,
and has taken prompt corrective action. See appendix 1, page 17 for the
Mission's full comments on this finding. 

Office of Inspector General Comments
 

Based on management actions, the recommendation was considered closed on 
the date the 
fi nol report was issued. 
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HI. C]om1pliance and Inlternal Control 

1. Compliance 

We limited review of compliance to the findings presented in this
 
report. 
The audit disclosed the following compliance deficiencies.
 

First, USID/EI Salvador lid not fully comply with the Foreign Assistance 
,ct in designing its hSF program. USUxID/E.t Salvador did not clearlydefine the overall program objectives to measure progress towards theobjectives (see Finling No. 1). 

Second, 'JS;\lD/EI Salvd:or ]lid not adequately develop and implement PublicLw 180 Hile I self-help procedures as intended by Title I legislation
(see finding No. 2). 

Third, the CenLrir:l ank never submitted the required lists of eligible
import transactions financed by Economic Support Fund dollars (see
Finding No. 3). 

Fourth, IISAID/El Salvad.tor and the GOES did not fully comply with thePublic Law 180 Title I agreements' provision requiring the exchange ofdiplomatic notes (see Finding No. 4). 

2. Interna I Control 

Wo IounlI not h 11J i l con rol -wrIJ iw i Os in th1e ,iro'l; covered by lis 
aiil i0. 
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C. Other Pertinent atters 

)uring the the uigAiti t, foIl OWl other per Linen t .at te rs came to ouratention. FirsL, while the Central Bank has continued to improve theeffectiveness of its price-checking system, partly by implementing prioraudit recomnendLtioas, it can make further improvements. It shouldexpanil the numiber of export tran,'-ictions reviewed ani the reviewpetroleumn imports shoul A inclMle not only 
of 

the proposed prices but also
-he actual p>rices paid (see appendtix 3). 

S?cond, USAI )/hLI Salvador accepted some import transactions forattrihliton to EF financing under project 519-0345 even though theCentral iank autAorized the transactions beEore the eligibitity dateOctober 1, 1936. According to an 
of 

A.1.0. financed consultant responsibleflor auditing the transactions, the LJSAID/El Salvador Lipaty )irectorawt'ori:e-I the acceptance of these transactions although they wereiWitiated prior to October 1, t986, )ecaiuse they were paid by the CentralBank after October 1, 1986. JSA[ID/EI Salvador never modiliel the writtenoperting procelures that established the eligibility criteria forproject 519-0315 to reflect the Deputy Director's change in theeligibility date definition (see appendix 2). 

Ti rdi. Public Laiw 480 Tile I legislation intended to improve theconditions of the rural poor by requiring recipient countriesundertake self-help aimed 
to measures at (1) expanding the agriculturalpromuction efforts of small rural farmers, (2) reducing illiteracy amongthe rural poor, and (3) improving the health of the rural poor. In ouropinion, good management practices dictate that USAID/issions selectself-help measures that will, to the ,naximum extent possible, have the 

greatest impact on achieving the developmental objectives of the Title Iprogram. The selection of self-help measures should be based on acomprehe.sive analysis which, among other things, identifies the (1)major obstacles or disincentives to achieving the Title I objectives, (2)actions required to eliminate, or at least mitigate, these constraints,(3) process for implementing these corrective actions, and (4) method for
measuring both the progress in implementing corrective actions and theimpact of these actions on achieving the Title I objectives. A USA[ID/ElSalvador official stated that they did not select self-help measuresbased on this type of analysis. In our opinion, this could be becausesuch an analysis is not specifically required 
 by A.I.D. guidance.
Instead of a comprehensive analysis, UISAID/E1 Salvador selected measu:resnainly baso, on achieving the same or unaccomnpliished objectives ofexisting or terminated k.I.D. projects. As a result, there was lessassurance that the most appropriate and effective measures had been
selecte- to achieve the Title I objectives.
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AUDIT OF
 
USAID/EL SALVADOR
BALANCE OF PAYMENTS PROGRAM
 

PART III - EXHIBITS AND APPENDICES 



----------------------------------------------------------------------------------------------

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

SELECIED ECONOMIC T rIiCS
 
FOR EL SALVADOR FROM 197 i0 19E7
 

.......................................................................................................................................................
 

. E A A S 

DESCRIPTION 1979 1980 
 1981 1982 1963 1984 985 19 b 
 1987 Total
 
- - - - - - - . . .. . . .. ..-
 - - - -. . . ... . .. .
 

1. in Millions of U.S. Dollars
 

Total U.S. Government Economic and
 
Security Assistance 1/ 
 34 91 168 245 373 481 684 3ob 
 739 3,381


A.i.D. Direct Economic Assistance 2/ 10 59 116 185 262 223 429 
 317 495 2,096
 
A.I.D. Balance oi Payments Support 3/  3 69 120 16 149 273 i0 198 
 1,17i
 
Gross Domestic Product (current
 

value) 3,443 3,567 3,459 
 3,462 3,623 3,845 4,056 4,250 4,404 NR 51
 
Exports 1,132 1,075 798 7:0 75 726 695 
 755 591 NR
 
Imports 1,041 962 
 985 857 977
M3 961 975 hR
 
Balance of Trade 
 91 113 1187) (157) 1351 (2511 (2661 (180i i384) NR

Non-Traditional Exports .35 35: 261 218 n, 227 175 o9 209 hR
 
Balance of Payments Before U.S.
 

Assistance NA 4; NA NA NA NA 
 (1391) (121) tb2i 165) NR
 
Consolidated Central GovernMent
 

Deficit Before Grants tcurrent (46) (275i 1381) (295 K1: 
 k22t j 152i 1i i217;i1 
value)
 

2. Annual Percentage Change
 

Domest FrcuC:t
Reai 5~ss i (1.71 ., .3) '5.b i.2 2.0 0.6 2.6 NR 
C1nEr ;r c e Y. 12.1 !7,4 14.7 11.7 NR13.1 11.7 22.3 31.9 24.9 

Money Supply 
 8.9 5.5 9.9 10,2 0.1 20.0 28.1 29.5 7.5 NR
 
Credit to Private Sector NA (7.5) 5.9 12.9 
 9.7 10.1 26.2 21.8 8.2 NR
 
Credit to Public Sector NA 145.0 37.5 9.8 (9.3) 21.0 10.4 
 3,8 8.5 NR
 

1) Consists of U.S. Government direct economic assistance, economic credits and guarantees, and security assistance,
 
Consists of balance of payments support provided under ESF, PL 480 Title I,Section 20b of PL 480 Title II,Section 416(b) of the Agricultural Act
 
of 1949, and other direct A.I.D. assistance.
 

3) Only includes ESF, PL 480 Title I,Section 206 of PL 480 Title Iiand Section 416(b) of the Agricultural Act of 1949.
 
4) NA means data not available.
 

5) NR means data not relevant.
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Exhibit 2 
FINANCING PROVIDE) UNDER US\I1)/EL SALVAMD'R 

BNLANCE OF PAYMENTS PROGRAM AS OF DECEMBER 31, 1987 

tpreement Effective Amount 
No. Date 	 ($000)
 

1. 	 Economic Support Find 

Loans
 

5L9--030 07/21/81 	 $ 24,900 

Grants 

S19-0267 12/17/80 4
405,000
.59-0319 05/30/8 
 190,000

519-0328 06/16/86 
 117,000

519-0315 07/03/87 30,000

519-0319 08/28/87 
 127,000
 

Total (;rants .13 869, 000 

Tol.. ESF1 	 893,00 

2. 	 Puhlic Law 480 Title I 

No'ne 1980 	 .13 2,911
None 1981 24,350
None 
 1982 
 19,785

None 
 1983 
 38,621
None 1984 48,827

None 1985 18,47 2
None 
 1986 
 43,210

None 
 1987 
 36,808
 

Total Title I 263,014 

3. 	 Public Law 480 Title 11 
(Section 206) 

None 6/3/83 	 1 16,680 

1. Aqricultiral\ct of 1949 
(Section116) 

None 2/13/87 	 1 1,100 

Total Proprmn $l1,177,694
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SAN SALVADOR, EL SALVADOR, C. A. 

MEMORANDUM 27 FEB. 

TO: Mr. Coinage Go RIG/A/T 

F'ROM: Henry H. lRas R, USAID/ES 

SUBJECT: 1,ission Response to the Draft Audit Report on the 
Balance of Payments Program 

DATE: FebruaLv 27, 1989 

The subject draft audit report presents four recommendations.

Tlhe Mission's detailed response to the recommendations is
elaborated below.
 

Before cominq to specific treatment of the recommendationsWC111d I ike to comment on the manner in which 
I 

this audit wascenOuctei and how ission observations were treated before andat the time of the exit conference. 

L'irst, as will be 
has 

seen in the detailed response, the Missionample evidence and documentation 
to refute all of 
the
recommendations and most of the observations presentedthroughout the report. All of this was pre:sented to theauditors at the time of the exit conference and discussed withthem informally on numerous occasions throughout the process.
Mission evidence and arguments, however, were 
 consistently andsystemiatically ignored. To have to repeat all of this materialLll over again at this time, and haveto not had any impact onthe draft report as a product of earlier meetings, is
particularly disturbing to a Mission staff which has beencontinues to be stretched to the limit by the crisis 

and 
environment 
in which 
we must operate in El Salvador.
 

Secondly, as will 
be noted in detail below, I am also disturbed
by the implication presented in the report in the case of boththe 1ESF and Title I programs, that somehow we must conform theformula.tion of our development strately and programminginterpretation toby the RIG. It is the business of the RIG toaudit AID compliance with existing agreements and statutory,
regulatory and policy requirements. 
It is not appropriate, in
our judgement, for the auditors to assume the rcle of judge andjury over Mission planning and decisions taken in concert
AID/W and other agencies such 

with 
as the USDA, OMB, Treasury, andthe Department of State as to how resources will either beprogrammed or conditioned as 1og as we are in compliance withexisting policy. Taken to its 
logical extreme, acceptance and
implementation of this concept would have us submit projects, 
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strategies, and negotiating positions to 
the RIG prior to
moving forward, a notion we 
find untenable for obvious
 reasons. 
 The auditors 
are exports in financial analysis,
controls and compliance, not 
in economic development policy,
planning or administration. 
This area, we believe, should be
reserved to AID and to other agencies charged in one fashion or
annther 
 with this responsibility. 

We have 
a staff of hichly dedicated professionals here who have
consistently gone the extra mile in 
one of 
the most difficult
and complex programs in the world under conditions of extreme
stress. 
 At the moment, we are probably one 
of the most heavily
audited programs in the world. 
 We have bent over backward to
facilitate the work 
of th' auditors and to respond as rapidly
and as completely as possible to every question and request for
assistance. 
With this in mind, to have our 
views and arguments
ignored as completely as they have been in this report, isdifficult to understand and very frustrating. We simply do not
have time for what we 
believe can only be described as 
an

exercise in futility.
 

DTA I ,ED TRI.A'PMEN'T OP FINDINGS AND RECOMMENDATIONS 

FLNING N6.O. [': 

USAID/E] Salvador needed 
to Establish 
a More Effective

Economic Support Fund Program
 

RECOMMPNI)ATION NO. 1: 

We recommend that TJSAID/EI Salvador design a more effectiveEconomic Support Fund Program that defines
stabilization and recovery objective of 

the 
the program in
measurable 
terms and determines the economic costs 
of not
adopting key economic policy reforms.
 

This recommendation reflects 
an unfortunate lack of
understanding of 
the officially sanctioned design, developm'nt
and negotiating process related 
to ESF balance of payments
programs. 
 The way the process is supposed to be carried out,
and consistently has been in 
the case of El Salvador, is that
the Mission, first through concept papers 
(equivalent to 
a PID
for such 
programs) and subsequently throlgh Project Assistance
Approval Documents 
(PAADs), presents preliminary and final
proposals for 
structure and conditionality of the program

AID/Washington. to
 

Then, in inter-agency reviews normally
involving the State Department, Treasury, OMB and sometimes the
National Security Council, 
the program is examined and modified
as warranted, given U.S. goals and objectives in 
the country
and policy considerations. Only then are final negotiating
instructions issued to the Mission. 

In the case of El Salvador, complicated by an eight year oldcivil war 
and being a pivotal, high profile country involving
U.S. Na'Ttional Interest in the ongoing Central American conflict 
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situation, reviews have been conducted and instructions issued
which per force have had to 
take into account a full gamut of
economic, social, and political 
realities. Under these
circumstances, negotiations held with GOES officials have
consistently been taxing, time 
consuming, and fraught with
controversial 
issues. 
 For the 1987 program, singled out
criticism by the report for

for not incorporating "required design
elements", 
due to inability to come 
to agreement with 
the GOES
at the Mission level, final 
negotiations with 
the Salvadorans
 

wcre Ic,lL -i 
-. icy 1vc.l (Assistant Administrator ofother Senior Execu]tiVe LAC andpersonnel) in Wash.ington, D.C. TheAgeicy, witli participation and concurrence by State, the NSC,Treisury, and the DOD, negotiated what consideredit anacceptable economic program, given the 
to be 

military, political and
economic coinstraints faced by the GOES at the time with fullrecognition of competing political and development interests
and forces at play. The final package represented a well
cons i dered and vetted judgement call concerning what could becarried out under the existing environment. In this case, asin others, the negotiation process had 
to be responsive to the
objectives of 
the GOES, as 
well as those of the U.S. 
 In recent
years these objectives have had 
to center around social and
political stability. ESF programs cannot, nor should they, be
expected to operate in a vacuum 
outside the framework of
limiting factors imposed by war, 
politics, and U.S. national

interest. 

Wiile the draft report concedes that USAID/El Salvadorprogr0ss had madein a very difficult environment, it nonetheless chidesthe rlission for not designing a more effective ESF balancepayments support program that leads to key economic policy 
of 

reform. Specifically, the discussion argues that the Mission 
did not: 

1.) adequately define the overall program objective, referring
it is 
assumed to the 1987 program and beyond, in measurable
 
terms;
 

2) determine the economic costs 
of not adopting key economic
policies as 
required by the Foreign Assistance Act and 
a
 
1985 GAO report; 

3) use these analyses to persuade the GOES to adopt important
economic reforms.
 

In other words, the conclusion was drawn that neither the GOESnor the U.S.G. was convinced of the importance of establishingcertain economic reforms because 
the Mission had not adequately
defined the 
overall program objective in measurable terms 
and
had not determined the economic costs not adopting keyof
economic policy reforms. Accordingly, the report recommends
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that 
the Mission design a more effective program that defines
the stabilization and recovery objective in measurable terms
and determines the economic costs of not adopting key economic
 
policy keforms.
 

Coming to specifics with respect

assertions, the objectives of 

to the merits of report's

the Mission's 1987 and 1988 ESF
programs have been stated very clearly. 
These were 
to enable
the GOES to arrest the sharp decline in incomesconsolidating whilethe democratic process 
and pursuing programs of
social reform. 
 In El Salvador 
this has meant: 1) arresting and
reversing the fall in real GDP and 
2) reducing inflationary
pressures 

goal 
both within the context of the Mission's long term
of helping bring about an 
equilibrium in 
the balance of
payments that 
is sustainable without 
recourse to extraordinary
levels of 
external assistance. 
To these ends ESF balance of
payments programs have included monetary and relatedmacroeconomic measures and targets, as well as structural 

reform objectives.
 

The lwIi l1 1 11  

'let 'Ill t 
f fI 'i : ; Ion, l j] t i v(':;, inI .wf , hl.IVe- ,lven. (Iejli the roejr;m tl,e Mission bas been illst-umellt- 1. i nlrresting and reversing the downward course of economicactivity and significantly lowering inflation after 1986.
108 5 the was Ineconomy growing at a real rate of 2%, but
inflation 
was climbing steadily as 
more and 
more foreign
transactions were passed to the parallel Larket. In 1986, as
the economy absorbedi time full shcck of the devaluation andLUncontrolled money growtl, the rate of growth dropped to 0.6%and inflation continued its 
rise to 32%. 
 But in the following
year firm stabilization 
measures 
were enacted, and
dropped to 25% inflation
while growth rebounded 


to realize that 
to 2.7%. It is important
this was achieved in spite of the war, 
a major
earthquake, a devaluation process during 1985-1986,
international a weak
economy and an extraordinarily difficult domestic
political situation.
 

The implication that progress 
towards stabilization and
recovery was compromised because our 
objectives were not
programmed in 
a more quantitative fashion 
ignores the long and
tortuous policy dialogue that took place in and1986 1987.There was never 
any question with respect to 
our objectives or
the costs of not achieving them. 
 In 1986 and 1987, there were
extensive and comprehensive discussions within the US Mission
to El Salvador, between the Mission and the GOES, and in
Washington between the GOES and USG principals that evaluated
the 
trade-off between economic reform and the political and
social costs of 
such reform. 
The 1986 PAAD and the GOES
Economic Program certainly included 
a well quantified set
objectives, along with of
 a discussion of 
the economic costs 
of
nct 
taking proposed adjustment measures, but success 
was not
 

/
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achieved because of social 
and political factors. 
 The exercise
could not and did not capture the overriding importance of
social and political realities. Consequently the
program was 1986 economic
not possible to 
implement. 
 The decisions
1987 reflected this taken in
reality, as 
did the negotiation process,
which was exhaustive and held 
at the highest levels.
 

The 1987 PAAD was 
a well 

supported by the GAO in 

balanced document, a contention

its recent review of 
ESF programs e.g.,
"the program document for the 
fiscal 1987 
cash transfer program
in El 
Salvador contained criteria that the government of El
Salvador has adopted 
in its calendar year 1987 
economic plan.
... The criteria in the El 
Salvador economic plan appeared to
be sufficiently det.iled to 
enable AID to measure reform
 

progress.''
 

The RIG's statement in one of 
the appendices
report that, to the draft
"the 
change in policy dialogue strategy [in 1987]
was 
a tacit admission by the Mission 
that the GOES was
and able to willing
forego and circumvent conditions precedent and
special covenants designed 
to force 
the GOES into desirable
macro reforms because of 
the feared consequences of the
reforms", could not he further from the mark.strategy was The shift in
motivated by the conviction that more could be
accomplished by convincing the GOES to 
include such 
reforms in
their economic plan rather 
than confronting it with
conditions and deadlines with which it 
a set of
 

could not and would not
comply given conditions prevailing at 
the time, i.e., 
war,
increasing unrest and a highly charged and contentious
political environment. 
This is a strategy that
1987 we pursued in
and continuad 
in 1988 and beyond, a strategy which has
proved to be effective not only in El 
Salvador but in Jamaica
and other countries as documented by the GAO, a strategy which
has now been accepted at 
the highest levels 
of the U.S.
Government. 
Nations 
will accept and 
implement conditions when
they are their own, a time-tested concept that works.
reform When the
is internalized 
and the implementer 
assumes ownership of
the action, it will happen. 
Artificially or 
arbitrarily
imposed conditions rarely work 
in today's environment, 
if they

ever did.
 

Lastly, achieving economic stabilization and,
sustained economic growth is 
from that point,


a process, normally a very long
one depending on 
the political, 
social and economic
circumstances facing the country in question.
out clearly in the This was brought
recent GAO report, where the authors stated
that economic objectives will be delayed depending on 
the
intensity of the political objectives 
in the country.
 
The fact that 
this Mission did 
not
laid out in 

achieve all *the objectives
the annual Action Plan mentioned in 
the audit does
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not weaken the conclusion that progress has been achieved.
have only to cite the We

institution of 
the special dollar
accounts in 1987, the adjustment of 
the tariffs and rates of
the utility companies in 1987, 
the adoption of comprehensive
stabilization programs in 1.987 and 1988, the reduction of theinflation rate 
from 32% in 1986 to less than 20% 
in 1988, and a
reduction of import prohibitions as evidence of gradual
progress towards stabilization and recovery.
 

Based upon the 
comments presented above the Mission requests
that this recommendation be deleted from the final report 
or
redirected 
to a combination of AID/W and the other agencies
involved in the decision making process with regard tonegotiating instructions. 
 The Mission also questions and
rejects the appropriateness of having the RIG evaluate economicprogram policy given 
its lack of expertise in this 
area.
 

FINDING NO. 2:
 

1JSATD./E Salvador needed to establish an effective Public 
Iciw ,1fl( Ti t 1 ! 'oi f '1 1Hre(t-am.1f , 

RI:COMMINI)AT [(N 1NO. -2: 

We recommend that [JSAID/E] Salvador develop and implementPublic Law 480 Title I self-help procedures for selectingeligible self-help measures, as intended by the Title Ilegislation, and 
a system encompassing the elements
discussed in 
this report to measure implementation progress
and impact of selected self-help measures.
 

The thrust of Recommendation No. 2, and the supporting
discussion that the Mission had not developed self-helpmeasures 
that 

in a manner consistent with Title I legislation or an adequate system to measure 
the program had been
undertaken is specious. 
 This inaccurate and unfair 
impression

implied by the report is 
conveyed by:
 

- Tie draft report's persistence in evaluating the self-help
measures 
(and their impacts) in isolation from economic,
political, social, military and agricultural realities.
 

- The draft report's frequent referral to the singular, but
inaccurate, validity of self-help measures 
which are "aimed
at expFanding the agricultural production efforts of small
rural farmers and at 
improving the country's food storage

and distrioution systems." 

- The draft report's insistence that self-help measures which
were undertaken by the Mission 
" ...lacked a method formeasuring both the progress in implementing corrective measures and their impact upon achieving the objectives." 
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The draft report's statements that the self-help measures
"...did not require 
a special effort on the part of 
the
GOES...were basically existing objectives or 
requirements
of other projects." 
 and that, 
"USAID hindered its
self-help program by not. negotiating the mneasures 
with the
appropriate GOES officials."
 

Regarding the 
first point, that of evaluating self-help
moasures in isolation, 
the draft report found "no clear
evidence that El 
Salvador had made progress 
in increasing per
capita agricultural 
food production." 
 Neither did the reportfind any significant decrease in per capita agricultural
production despite adverse weather, 
a guerrilla insurgency,
poor agricultural prices and reduced GOES budget expenditures

for agriculture. 
To wit:
 

- Weather: During three of 
the last five years El Salvador
has experienced crop damaging drought 
or flood;
 

- War: 
 A guerrilla insurgency has inflicted 
an estimated
$1.5 billion in damages 
to productive infrastructure (with
agriculture particularly targeted) and has displaced
thousands of farmers who have been forced to leave their
 
land;
 

- Prices: Real producer prices for food commodities have
decreased 6% per year since their 1977-79 average;
 

- Decreased agricultural spending: 
 Because of the need
divert scarce Government resources 
to
 

to finance the war
effort, the Ministry of Agriculture's budget dropped from
11.26% 
of total GOES spending in 1976 
to 6.72% in 1986.
 

Despite these factors which would have forced agricultural
production in most countries into a steep decline, if 
not a
free fall, El Salvador's agriculturaliss have turned in a
remarkably good performance in maintaining food production at
acceptable levels 
as illustrated by the following data:
 

The USDA 
index of per capita food production (1976-78
100) indicates that Central America, as a region, has
fallen to 88 while El 
Salvador has fallen to 96 
(Costa Rica

has fallen to 84); 

During 1978-80 
(the "golden years" of agriculture in El
Salvador), 
the country's ratio of 
imported to domestically
produced food 
was 30.3% 
while from 1985-87 the country's

imported food 
ratio was 31.8%;
 

The USDA index of total 
food production (1976-78 
= 100) indicates 
that while Nicaragua (which has also been affected
by war) has fallen to 88, El Salvador has risen to 109;
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CIMMYT reports average 
corn yields in El 
Salvador (1983-85)
of 2.1 tons/hectare while the yields of Costa Rica,
Guatemala, Honduras and Mexico are 
1.7, 1.4, 1.5, 
and 1.7
tons/hectare respectively;
 

During the 1987/88 crop year, El 
Salvador produced 628.7
thousand tons 
of corn, the largest crop on record.
 

Regarding the second point, the draft report's frequent
insinuation that only self-help measures 
related to food
production are somehow valid, 
the Mission (in addition to
reiterating the above litany of data which demonstrate the
productive ability of Salvadoran 
food producers) again refers
the draft's authors to 
"PL-480 Concessional Sales and Food for
Development Programs: 
 Terms, Conditions and Implementation
Procedures" which still states, 
"The term self-help refers
measures to
that countries undertake to help develop their 
own
economies. 
 The 
current law emphasizes self-help m-asures aimed
at 
improving agricultural production, health 
care (particularly

in rural areas), and literacy."
 

There 1!; m"thll I ill Hl d 'l'IlojI i,1t i' ,d 1 Jm.tlst i ry lo.lh.jLhJel'lwilt , (If i z.l'f "lul'y ha.sed on 
dIrofre i.,s t-o " ... speci fic
measures primarily aimed 
at 
agricultural production...", 
"the
Title I program's primary objective of 
increasing agricultural
food production", 
and "the important objective of producing
more of its agricultural 
food.*." -underinesadded
emphasis). Indeed, for
the draft audit 
itself states, "In addition
to direct agricultural activities, 
the Title I program has been
amended to recognize as 


goes 
eligible self-help measures..." and
on to repeat from the aforementioned source regarding
valid, non-production oriented self-help measures. 
Moreover,
the draft finds that five of 
six self-help measures were
"...related to agricultural activities and
improving the health of 

one was aimed at
the rural poor." 
 Given the overriding
need to stabilize the economy, provide 
a safety net, finance
agrarian reform, and provide time for democracy to take hold,
direct increases in romestic food production 
were not the
specific objective of USAID's self-help measures 
for El

Salvador.
 

Finally, at 
the time 
of the exit conference, we 
were given to
understand that the conclusion drawn about lack of progress
improved 
 on
food production was 
based on a comparison of
production statistics 
from 1979/80 to 1986/87, or one of the
best years on recorO 
to one of the worst, 1987, when the
country was plagued by 
a zvere drought. Almost any other
comparable time 
frame would have yielded entirely different
results 
as was 
argued forcefully at the time of the exit
conference by 
our Rural Development Office, a point which has
been ignored 
in the draft report.
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Regarding the third issue on the question of targetsmeasurement, the and measures undertaken, 
their established targets
and the means to measure 
their progress 
are summarized below
(documentation on 
the measures 
and their measurement 
is

copious). 
 For example: 

1. Ag Reform
 

Self-Help Measure-
 Complete Phase I and Phase III of the 
agrarian reform, compensate former
 
owners, and present an 
action plan for
self-management of the cooperatives. 

Target: 
 Titles 
to all 
 lie Phase I cooperatives

(317) and all 
Phase III beneficiaries
 
(56,RP) and compensation paid 
to the

former owners as determined by the due
process of law. A plan for selfmanagelment to qualified cooperatives. 

Measure of Progress: Number of titles 
issued and reported bythe land registry. (This information 
has been reported to Rep. Obey's
Sub-Com..i ttee monthly since thereform's inception.) Te Mission's 
action plan reports 53 ccoper-itives are 
now se] f-managing. 

2. BFA Banking Operations: 

Self-Help Measure: 
 Improve BFA banking operations and
 
reduce the 
BFA's non-banking activities.
 

Target: 
 Increase BFA's capacity to analyze its
 
loan portfolio, increase recuperation

rates, reduce administrative costs,

diversify its portfolio, capture

savings, decrease non-banking activities.
 

Measure of Progress: 
 Monthly portfolio analyses and 
rate of
 
recuperation reports. 
 Weekly statements
 
of savings/deposits and budgeted versus
actual expenditures. 
Non-banking

activity reports.
 

3. 
 Private Investment
 

Self-Help Measure: 
 Encourage private agribusiness investment
 

Target: 
 GOES agricultural 
export and 
investment
 
promotion regulations.
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Measure of Progress: Legislation was 
passed and reported in
 

the Mission's 1988 Action Plan.
 

4. Pests
 

Self-Help Measure: 
 Determine existence of 
fruit and
 
vegetable pests.
 

Target: 
 Number of MAG/Centa (Ministry of
 
Agricultural and Extension Service)
l' r':' €' 
I ~ ;l : it l 
 l to, (',Il l y (nit JIilit 

USDA/(OES aqr ee; tnt.
 
Measure of Progress: MAG/CENTA Action Plan and Quarterly
 

Reports.
 

5. Livestock Diseases
 

Self-llep Measure: Stop introduction and spread of exotic
 
livestock diseases.
 

Target: 
 Number of MAG/CENTA personnel assigned
 
to carry out 
joint USDA/GOES agreement.
 

Measure of Progress: MAG/CENTA Action Plan and Quarterly
 
Reports.
 

6. PublicHealth
 

Self-Help Measure: 
 Improve immunization services through
 
public health facilities.
 

Target: 
 Design, implement and evaluate
 
immunization services provided through

its public health facilities, a)
increase coverage and protection of

children under age one 
and b) ensure

efficient cost-effective use of health
 
sector resources.
 

Measure of Progress: Periodic Ministry of Health reports,
 
evaluations, 
and statistics.
 

Moreover, the draft 
audit states that, 
" ... USAID/El Salvador
had not 
...established an adequate system...to assess 
the impact
on 
achieving program objectives." This 
is not true.
 

The impacts of 
the self-help requirements have been amply
documented. 
 For instance, seven evaluations of the agrarian
reform and five profiles of its beneficiaries have been
conducted by just 
one GOES office 
(PERA). The published
results show--among other things--the size of landholdings,
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family size and composition (by age and sex), the construction
materials used 
in housing (differentiating between floor, wallsand roofs ), faro i ly i ncomes, elucat ion levels, incomes fromfarming and 
non-farming activities, access to water and
electricity, number of medical 
visits per year, the 
area
planted and 
yields by crop, the number of livestock owned
(including fowl), 
sources of 
technical assistance (including
that on 
pests and diseases), sources 

the 

of credit (mostly through
RF'A's banking activities), marketing channels, the
improvemen 
ts in landholdings (including environmental and
 
resource conservation measures), and 
to what agricultural
organizations benef-iciaries belong. 

And each of the variahles above can be correlated tobeneficiary received his/her 
when the 

land title (a self-help measure),
the source and amount of credit and/or technical assistancereceived (se] f-help measures related to the BFA andpest/(isease cont[ rol ) , and whrether they market
or a private ag r ib usiness to a GOES entity(encouraged by anotiher 
of the

sol f-help measures). 

With respect to 
the health measure, during the period 
1987-1988
thu Minin.-'ry of Heal th evaluated their system of immunization
coverage. A meting was hold in November 198 
in whichi ther:egional MONI directors and the major donors participated. The
fo] lowing crinclusions 
were reached: 

- I mmun i zatinon coverage for the major immuno-preven tablediseases increase] from 1985 to 1988 as follows: 

Less than 5 years of age (El Salvador)
 

85 88
 

BCG 71. 
 72
 
Polio 64 74
 
DPT 63 
 72
 
Measles 73 
 78
 

- Rates for children under one also increased during the
period according to MOH statistics.
 

- It was found that community based approaches to
immunization 
are more cost effective and reach 
a
higher percentage of 
the 
target group than vaccination
 
day campaigns.
 

Last, but very significant, through the lealth Systems Supportproject, a dIialogue with 
the MOIH has come 
to fruition.
increasingly cost The
effective utilization of 
resources 
to expand
rural and urban coverage of immuno-preventable diseasesmanifested hy is
two recent MOH[ immunization initiatives.
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"P1oqueo" and "Rastroe" 
are two new community-based techniqueswhich have expanded immunization coverage. Both techniques
involve house houseto vaccination programs which beenhavecarried out 
in high health risk areas of the 5 MOHl regions.
Thie improved coverage has also stimulated utilization ofregular MOlH 
health car.e? facilities. 

Final ly, a nationiwide household survey of ruralthe poorcondn ctel 
ir 1978 by Ohio State University was replicated
1 87 , speciical1y in 
.n assess the 
impact of tihe agrarian reform,the agr icul tural credit progiram, programs of technical
,V;;i;ti tri'o -iilori; anul the iie'inra l iO-eeerinm ic lwel beingof riral families after almost a decade of ciange and USGass istance. The resu1.ts speak directly to the impact of theself-help measures, and 
they have been widely disseminated.
 

Given what we have toseen be the facts so far, it is simplyinaccurate 
to say that 
" ... SAID/El Salvador had not 
strictly
app] lied 
the Title I criteria 
in estab] ishing self-help measures
nor hiad i t os1:abl ished an adequate system to measure progress
in iinpementing se].f-help incasu'res and to assess the iinpact onacii :i v nrg program ob ject i yes." 

Tie 
targets, measturements an] impacts of the 
various se]f-help
measures of the USArD/El Salvador program are probably the
we] mostdocume nted], researched an(d reported 
(by USAID/El Salvador,
the popl1air media, Congressional comm ittees, advocacy groups,rel igions and interta tional. huima 
 rights organizations,academia, and the AID/W and RIG offices) of any in 
the world.
 

Regarding the Mission's fourth point of 
contention on
audit's findings, the draft
i.e. that the ". ..self-help measures 
(which
dup .cated the project objective's) did 
not appear to require a
special effort on the part of were the GOES" and that negotiationsnot held with "...the 
appropriate GOES officials." 
 It
seems self-evident, but must be said here, that any significant
change in El Salvador (especially regarding the involuntary
transfer of personal property and 
access 
to scarce resources
from powerful, traditional 
interests to formerly
disenfranchised citizens) requires "special 
effort". 
 It is
simply a fact of 
life in 
this war-torn, politically charged

envi ronlient.
 

If difficult, but desirable, changes are not 
adequately
achieved through 
one 
means--a project, for instance--that does
not lessen 
tihe need to continue to pursue the process of
change, nor (lees it diminish the vaLid ity of 
us ig additional
means--such P1,-480 
so f-help measures--to achieve them.
 

The Agrarian Reform Support Project (0265) did not accomplish
its objective of transferring all property titles. 
 The two
agrarian reform credit projects (0263 and 
0307) did not (or
 

Lj~ 

http:resu1.ts


1 Appendix 
have not, yet) Page 13 of 18
totally achieve(d) their objectives, although
say that removing BFlA tothe from non-banking activities was
objective of either anproject is inaccurate. Encouragement forthe private sector under the current GOES has been lessen t:husiastic. The need for comba tti ng pests 

than 
in crops which areonly beginning to be produced i El Salvador may not be wellreccmi zed at every level of te GOES. Preventing the spreadof exotic an imal diseases may seem abstract to a fledglingdemocracy harassed by Marxist-Leninist terrorists and abudgetary crisis. Rut each of these objectivesdeve]opmentallI y sound, and none of them 

is 
are excluded by letteror iatent from the P,-480 Title I legislation. And eachoh jective was agr.eed to by the Technical Secretariat for

Extrnal FVi nance (Si 'EE ).
 

Pt-4,() Title 
 I funds fall within the extraordinary budget of ElSalvador. SETEFE is the GOES office within the MinistryPlanning responsible offor the negotiation and management of the.xtraordinary budget. SETEFE negotiates on behalf of theMinister of Planning as tie designated representativePresident of the Republic 
of the

of El Salvador. Agreementsnegotiated by SETE'E are signed by the Minister of Planning.In El Salvador, many decisions, including those regardinguse of PL-480 Title theI funds, are cleared (and sometimes laterchanged) personally by President Duarte. In the case ofBflA's agreement to decrease its non-banking 
the 

activities,Pro sident Duarte, in his personal directive to thePresident, declined to pursue the 
BFA 

issue of the RPA'snon-banking activities. A )olitical necessity...a breach offaith? [t may be either, but: it is not a failure of USAID/ElSalvador to negotiate with "tha appropriate GOES officials." 

Given the above facts, circumstances, and arguments, theMission requests that the recommendation be deleted. 

FINDING NO. 3:
 

The Central Rank 
Should Assume Full 
Responsibility for
Preparing Reports on Eligible Import Transactions
 

RECOMMNIDATION NO. 3:
 

We recommend that 
USAID/El Sal.vador: 

a) have the Central Bank prepare and submit eligibilityreports to fJSAII)/El Salvador as required by theSeparate Account Operating Procedures, and
 
b) phase out the responsibility 
of any A.f.D. contractor

employed 
to prepare eligibility reports.
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The recommendations are 
totally unsupported by the facts of the
case. Regarding a), 
as 
will be shown in detail below, the BCR
has in 
fact been complying with the reporting requirements
contained in 
the Separate Account Procedures 
(see Attachment
 
It). 

Following are th. specific Reporting Reuirements for all
Grant Agreements BOPS - by Project Agreement Number anti Page andSeparate Account Pr ecedLtres 

Sectijon 5.3 of HOPS Kr:ant Agreements Nos. 519-032, 
(on page 6),519-0310 (w ) 51q-0345pao tand (on page 5), entitled
tepot] i.; , {sBe'e I,Inspections, Aud it state "''Th Grantee will:(,a) furnih;hi L" A. t .1. such'l i niormat ion ind reports rel at ing tothis Aqreomej it .ID. mayas A. r-easonably request ." Tihe specific
and goverilng report ing requirements for the Balance of
Payments Support Program (BOPS) Grant Agreements are specified
in the Separate Account Procedures and are attached 
to and form
part of a 1 BOBS GranI Agreilie.s. Th e Procedures differ
s 1.i gh t ly [rom one 3OP S Agr menmit to aenother. Hiowever, the key
words, as underlinod below, are the same for all of the
 
Agreements. 

The reporting requirements for all BOPS Grant Agreements 
are
found in Article IX. of 
the Separate Account Procedures,
entitl.ed 13CR 
REPORTING. 
 The reporting requirement for the
Final Report Listing states quote 
 "For the final attribution,
the BCR will provide USAII)/El Salvador, Private Enterprise
Office, with 
a listing of completed and p}aid 
transactions
which full documentation resides in 
for
 

the files 
of the Exterior
Department. Such 
listing will 
have a total value for
attribution equivalent 
to all pertinent (SAID deposits 
to the
Separate Account plus any interest 
earned thereon."
 
The above statement is clear 
in intent and spirit. "The BCR
 
will 
provide USAID/El Salvador, Private Enterprise Office, with
a listing of 
completed and paid transactions..." 
 The BCR has
complied in full 
with the requirement as demonstrated by the
following list of documents which may be found 
in the BOPS
Program files 
located in tie TISAID/El Salvador Private
 
Enterprise Office:
 

A letter from the 1CR, dated January 19, 1987, signed by
Alberto Benitez Bonilla, President, transmits 
the "informe
final" 
for HOPS ProjecL No. 519-0267 and its 10 Amendments.
AID PIL No. 36, dated March 3, 1987, and signed by Mission
Director, 
Robin Gomez ackniowledges receipt of 
the Final Report
and accepts the Rpeprt as in "complete fulfillment of the citedGrant Agreement" 
(see attached referenced correspondence).
 

BCR letter No. 1939, dated April 1987,
22, transmits tihe final,
report listing for 
Project 519-0310. 
 /'D PI, No. 13, dated
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1 
the Deputy Director, Bastiaan Schouten
acknowledges receipt and AID acceptance of 
the final report


lich n, as complying with the 
terms and conditions for complete
fulfillment of 
the Agreement and 
its Amendments.
 

BCR Letter No. 100263, dated March 28, 
1988, signed by M.
Choussy R., transmits the final detailed report for paid
transactions 
for Project No. 519-0328. The report hadadditionally been verified and approved as 
eligible by the AID
iOedpethdelt reviewer. 
AID Pi, No. 4, dated May 9, 1988, signed
by the Depauty 
 D i re ctor BastLian Schouten acknowledges and
occepts 
te f inal report as in full compliance.
 

R'. Lett r No. 100451, dated May 27, 
 1988, signed by M. ChoussyR., trarlsmits the attarhed 
final report 
for Project 519-0345.
Al I)P.L dateo, ,rnun 14, 1988, signed by Mission Director 1.Bassford, acknowl]edges 
receipt and acceptance of the 
final
report 
listing (See Attachiment Il 
 which contains copies of all
the aforementionei c'orrespondence and Attachment IV, the BCR's
final report listing for Project No. 519-0345).
 

Withr respect to recommendation 
(b): The A.1.D. contractor wasnot employed 
to prepare eligibility reports, 
nor were they ever
prepared by the con!tractor. 
 The Arthur Young and Tucker and
Associates Contracts 
were entered into for 
the purpose of
carrying out 
the A.[.D. "Independent Review, Price Verification
and Certification of 
eligibility." 
 The contractor's reports
related to eligibi lity onl y as it pertained to 
the independent
eligibility review and price verification. The following is
quoted directly from 
the Tucker and Associates Technical
 
Assistance Contract, 
dated June 
1, 1987.
 
Quote from: 
 Section C - Description/specifications/work
 
statement:
 

C.1 General Objectives
 

The Private Enterprise Office of USAID/El Salvador requires
technical services 
to assist in the 
review and analysis of
paid import documents 
submitted for attribution against 
the
Private Sector Balance of Payments Program. The contractor
is require(d to analyze and 
review representative

transactions 
for compLiance with the criteria specified ineach Agreement that pertain. The purpose of the contract is
to assure oversight personnel and USAID principals that theBalance of Payments Support Program funding 
is currently
and wi11 continue 
to be used for 
the purpose specified in
the Grant Agreements. 

There were 
five specific reports required by the 
terms of the
SBA contract with 
Tucker and Associates, two of 
which make
reference to "eligibility" follows:
as 
 c) "interim reports of
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el igibi Ii ty review for each amendment and/or disbursement underthe Program; and di) "final report of eligibility review andprice verification review for: Balance of Payment SupportPrograms analyzed u nder this P1O,/T' ." See Attachment I whichcontains a copy of all reportinig requirements of the AID
Contract (S7-.o Attachment V, Copy 
 of the Contract-or's
iti i ization Report anld Cert if ication).
 

No less tlhan seven lies 
 in t-he Draft Audit Report does therepo,)rt c' fl is c Ht eI rms of the Grant Agreements, the Separate,Al t' +n'l ' ', t l- , iliid Hilt, A l;) l r- l t l ' -'~i tJl,,. 1I eMi :; ion (,xl.,ct: a I hat( U~ ~~ .in Hi-e it I *i'lliuieni.; wilIi erve I, id ,,; (--r V fA eI () ,iiiIelyjl '] 1)m(I(,qr111 1 
!einlo I; t I-, I t t! t i error , co t :i ti ette,iedin t1le RIG 's Second DraftAild it ,rt of tLe Balance of Payments Support Programregird inq te t eris aiind con.di Lions of the reportingreqcJu ir emenats Of tie Al) Con tr,ict versuis the BOPS GrantAgqroeme ats .fnd ev idence that the BCR complied fully with theteorims and coridit ions of the reporting PRequireme nts of the Grant
 

Ag r L r n t .
C'i 


e M i ss i on req(ue ts that the Dra ft 
 Report be corrected on 
s , iii, v ( t wice ) of tl :xecu ti. i Ve Summary and pages 6,8 and 21, 22, 23, 24 an0d page 2S of the body of the Draft'por't to) reflOct -ila t tlH., [IP lid prepare and provide (submit,fLirnii ( o- oerwise turn over to AID), the required Final.I istirlg i(f pd id mpert t ransactions, thereby strictly complyingwithI thIe terms aId conditions of th. Grant Agreements'r oper rtJe LIui 3 Asrme ats. neither the Miss ion nor theAUI itrs caI reqt i re more tLiari is stipulated in the GrantAgr eemon t s, there shLAou1d be no report related finding arid therecomienlation shiold, be deleted. 

Undr Compliance and Other Pertinent MatLt :L; 

Mission acknowledges that some (13 in number) importtransactior were accepted by the Mission for reimbursementfrom the Separate Account under Project No. 519-0345[touigh the Central even
Bank had authorized the transactions beforethe eligibility date of October 1, 1986. The transactions1iot reimbursed werefrom the Separate Account until after theeligibility date, however. qle Mission will take measures toensure that this does not recur in the future. Subsequentcontracts for the Independent Review and Price Verificationwill stipulate tlat the contractor review the dlate eochselected transaction was authorized by the CR, to ensurecomp] ianice witi the eligibility date criteria. 

On piage: -ii- of t]e ~xciitLtive summary, the Report states'"Contra ry to pingr.:ii agreements, the Central Bank did riotprep,-r r,por,. on ,1 i gi ble E'conlol i c Support Fund importLtraris,,ct ions, and.......".On page -iii- of the Executivesumma ry tiise words appear "The Central Bank did not prepare 
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transactions 
financed

with Economic Support Fund Dollar assistance. 

The statements are not accurate on two counts: first, the BCRwas not r-(.juired by the terms of the Agreements to prepare the
final listing. 
 Thie word used in every Separate Account

Operating Procedures 
 Annex states that the BCR will provideJC"AlD/El Salvador, Private Enterprise Office with a listing ofcompleted and paid transactions etc.; and second, even if theaulditors bad he( correct in st iz ing that the RCR was obligedby the terls of the Agreement to "prepare," the ATl) reports,tie HCR w(o Ill 1 ave been in comlliance with the terms, as ther ports were prepa -ed and provided by the BCR, as demonstrated
by the att dcheldocumentation from the BOPS files. 

Propai-trt ii)H of it, reports was carried out at tile Exterior and
F I Ct rolli (' ita Process i119 departments of the [ICR and
Vise d ori t1e BCR's sel ect ion of eligible transactions. IIIereports were pr in ted on RCP Letterhead and hard covered in theRCP 's Book Rinding Depart1, nt. The only element which was 
from
external 

d(riv ed from 

an 1 source was thel isting sheet which, al, -oug-I

thie AT.) contractor's comput-er and printer,

contaiine.] the complete transact ion 
 listing as sel octed by thePC R's personntel . However, the 3CR's dependence on thecntractor's computer- for the transaction listing does notriegate the fact that the RCP accepted full responsibility for

the prepara tion an,l provision of the 
 report. 

The All) contractor did an excellent job of providing advice andconsultation 
to the 1CR. If, during the contractor's
independen t review, an ineligible transaction was discovered tohave escaped the Bank's notice, the contractor called thetransaction to theiBanks attention. The BCR could thensubstitute another, eligible transaction in place of tileineligible one. The All) contractor also furnished varioustypes of reports upon request, either 
from the BCR or AID. The
contractor as-,isted the 13CR to develop systems and procedureswhich the Bank uses to date. The contractor was also required
to furnish A.I.D. with 
a final report for each Project. The
contractor's 
report contained the results of 
the independent
review and price verification and a statement certifying tileresults of 
the review. However, the auditors should not
confuse what the 
contractor did with what the 
BCR did, or try
to convey the impression that 
the AID contractor was carrying
out the BCR's responsibilit-for eithe: 
selecting eligible

transactions 
or for fulfiilingthe BCR's 
reporting

obl-gations. This was never the case. 

FINDING NO. 4: 

USAID/EI Salvador Needed to Validate Tts Public Law 480
Title I Loan Agreements. 
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We recommend that USAID/EI Salvador: 

a. Identify all Public Law 480 Title I agreements which
have not been legally consummated by the required
exchange oF diplomatic notes with the Covernment of El 
Salvador, and 

b. provide evidence that the required diplomatic notes for
each of these agrenents have been exchanged. 

'li ('(Hit il it" i'I o.f Ihisa.; j.)l o r-commelidation in tLhe iraftreport is most surprising. As the last paragraph on page 27states the Mission found or exchanged all the required notesand furnished the RIG with all the related documentation at theExit Conference. This recommendation should have been deletedfrom this draft report. The Mission requests that it not appear in the final audit report. 

cc:Fred Schieck:A/AA
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II,T;[131, ITY OF IMPORT TRXNSACTIONS 
FINANCEI) WI 1 -SF D)IlARS UNI)ER

PROJECFS 519-0311, 519-0328, \N) 519-0315 

Dollars proviled hy the Economiic Support Fund (.qSF) program are depositedin speci.fl :ccoints i Fotr U.S. banks and used for financing imports forIe SalvTitor'.ln private sector. I,iports financed with ESF dollirs have toIeet cri ter ia1jointl' CS tablished by USAID/El Salvador arl the Government 
:)F allw,.orI re!arlhlq
benlefit, source, product category, ecorloinic sector toa1,1 eligibilit dates. 

The current procedure for attributing import transactions to be financedwith LSF dollars is as follows: the Central Bank of -l Salvador selectsthe completed import transactions that meet the eligibility criter ia,reiliqhirses itself From the special bank accounts for the eligible amount,mnd re)orts these t rans:ct ions to i ,lission contractor. This contractorreviets the tras.t ions anl determines if they meet 2lijibiliiy cri erii.[he conit rIctor -Aso pr!'pa re S aLtlribution reports 1/ for US.\[I)/t I Salvador 
We revi ewed sa ili te of the t ransc:Ct i OS at t r i bu tel to F'SF Projects')19- 3)1l0, '19-0328 and 519-0315 to determine if they meet eligibilitycri ter i . D to the fart that more than haIlf of the FSF resources-1l[or weretl to petrole imports, we reviewed petroleum and non-pe troleumtransact ions separatelv. The selection Ibasis for the transactions reviewed
,;Lals as foIlIowsi; 

PetrolemI transactions: 'We reviewed all petroleum transactionsprojects -19-0310 and 319-03-5 
for 

50, 
because the population size was under(17 and 13 transactions, respectively), and for project 519-0328 wese!]ected 53 o'ut of 69 traisactions.
 

Non-petroleum transactions: 
 We selected i sa!nple size appropriate fora 95) pCen,:et coF iTlelce level, an expected error rate not over fivepercen I, ind a precision percelit-ge of plus or .11ilus Four percent.T'ies1 [iifle t.'er :lsowere ils.d for rinin ingdet the sample s ize forpetrol em i:ltransactions aItributed to project 519-0328. 'rhe individualtransacrI ions reviewed were selected usina statistically vilid random
selection techniques. 

1/ iist of import transactions desicnated for Financing with ESF dollars. 

http:allw,.or
http:SalvTitor'.ln
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The [o1l ng sche,lule Shows Le Lo11 11nu-1ber 1-1d dollar va.lue of thetrais::tions attnributed to each project and tle transacLions reviewed by us. 

Petroloi Non-Petro letuml
1) t )i o.- No. N Iuloer"- ttL NunberI lOU nL
 

I I( : () 

Uni verse 17 $1,12,022 2,257 $ 50,482Rev iewed 47 $142,022 10 $ 3,060 

S19-0328 

Universe 69 $ 61,623 3,713 $ 56,383Reviewed 53 $ 16,855 110 $ 1,640 

t9-03,15 

Universe 13 $ 23,222 118 $ 6,797
Reviewed 13 $ 23,222 51 . 2,671 

The review showed that all but one. of the 396 transactions in our auditsample were eligible. The review also showe,l that while there werein someerrors the calculation of the eligible amotts or in the informationpresented in the final attriltition reports, such errors had no significantimpact in the proper allocation of IuSF resources. The issioo contractorin charee of reviewing -liqibil ity sqtisfactorily responled to ourinqui ries regarding el ighibility of certain transact ions and errors found
dlring- oLr revieow. 

Ilowever, our review mcovered a condition that could affect the eligibilityof trans:actions .ttr ibu ted to Project :519-0345. We found1 that theel ii hi Ii v late requi r:lmnent was chamed to include transactions initiatedprior to 9Otober 1, 1986, as opposed to only transactions initiated on orafter OcLober 1, 1986 (as stated in the operating procedures that governthe attribn tion process for Project 319-0315). This change was made by theA.I .1).con tractor wi thotit the Nlission's written approval. l'his changesupposediy had USAID/li Salvador Depifty l)irector's verb.ll approval, but the',tission never ij iplileented the changqe through an imptlementat ion letter or all.mendinent to the operLing proceduI ros as bcV Iieve shoIldwe ii hive. 
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ImPmOVEMENTS IN MIE OPtlER' ION 
oF ttl, CENTRAL BANK'S 
PRICE, CICKTNG SYSFE 

[I the ,conoilic Su port 1.Mnl (ESF) loan agreement 519-K-030 dated July 21,1981, 1.3.0. requested Le Central Bank of El[ Salvador to establish aprice-check in sy'stem preventto the overpr icing of importstji.lerpricing of exports and thus leter 
an.: the

capital flight. TheI/ effectivenessof the Centra I l;vik's price-checking system his impiroved since it wasin 1982. Our First audit report of the ESF program, dated January 
estihlish:d 
2), 1)82, 'lisclosel that the Central Bank had not implemented the plannedprice-checking system. Our second audit report, dated April 20, 1983,liscloset tht syste m beenthe had establlished but tht it wasOf Fectiyely. not operatingOur thirdl audit report, dated Septenber 26, 1985, reported
eve.1I I leF iciencies iLht were impairing the effectiveness of1price-c!eickim, systen. This thecurrent :udit :Iisclose~l that the prior auditreport reco.imed; t ions rel at ing to price-checking were sitisfactorilyinplenented, bhut that Further improvemoents coull be made theto systen. 

Tb is is our Fourth audit reportS\II)U Salvador and the Central
on the ESP program. Since first report,ourBank have been therefining price-checking 

syste:n, sometimes in response to our audit recommendations or Mission-fundedtechnical assistance, and other times on their own initiative. 

Some of the most important actions taken thatduring period were: 

- The price-checking unit was upgraded to a full 'department (Department ofInternational Prices) and transferred to morea appropriate organizational
location, 

- The stafFing, of the Department of International Prices was increased, Firstfron three to eiht and later to the current level of 13 professionals,- The ntniher of price verifications has generally increased for imports,
exports, andt brter trade (see exhibit '1),- The scope or the selection criteria has been expanded to currently includealmost all import transactions, and work is currently being done on theselection criteria for export transactions,- Price verification procedures have been improved and an operating manual 
prepared, and 

1/ Accorling to the Mission's economist, cr"-ital Flight is the short-termn:lovenent of money (capital) From one financial system to another inresponse to perceived political risks instead of such movement being inresponse to interest rates or profit diffyrential s (i .e., variois market 
phenomena . 
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Price analysts have gaine. a lot 
of expertise in their respective areas due 
to slow stLff turn-over. 

',ith the improve:lents since1a..e 1982, the Department of International Prices')is been increisingly affective in deterring capital fight. For example, in1)86 and I )87 , the Department of International Prices reviewed 89 and 79per cent, respective ly, of the dollar value of all imports to El Sallvador,co, tiare i to onl y four percent in 1t984. In contrast, overpriced importreqi les I have .1roppe I to less than one percent of the ainoun t reviewed in 198 
An 198. Olpt',,,,l to ihoirt Iour porient in 118I (see exhibiLs 3 and .1). 
Data suhimit ted by the Dopartment .RF International Prices to EISAID)/EI Salvadorhas qe ne ral v shown A constannL inocrease in the ntber or the value oftttra lsactions ML15were price-veriFied. The same data also shows a reductionin the valtn of ovcrpriced inpo rL reqtests and the .tnber of underpricedexport requests (se exhibit .1).

International Prices 

These resu ts suggest that the Depirtment of
Nis been increasin ly effective in deterring capitalFli ,ht. [he r'sullts of price veritfications done by an independent auditoraILthough limited in scope) tend to support this conclusion. Last year,'JSAIt)Fl S,lvadar ai,!ain contracted a company review theto eligibilityimport transactions proposed ofby the Central Bank for attribution to ESF(1dollars. lhis contractor price-verified about 66 percent o the value ofthose transactions. Lxcept For seven petroleum transactions, the contractor
foundl no overpriced transactions
 

While sianiFicant progress has been male, we believe that further improvements 
are possible; for exa'mple: 

- The r,:wiev oF export transactions should be further expanded to includemost of the exports 'lot rhlated to coffee, cotton or sugar (which areprice-controlle by the overnnent of El Salvador). According to exhibits3 and 1, only 1.1 percent by value of all Salvadoran exports are currentlyprice-verif ied comrpared to percent for79 imports. We believe theDepartment Kf International Prices should continue to expand its review of 
exports. 

- The Price Verification of petroleum imports should be expanded to include areview of the actual amounts paid in the transactions. Currently,price-chocking of petroleum imports is done before the import takes place.Despite I'iis being a correct practice for iost imports, it is not a goodpractice For )etroleum iiports because of rapid changes in :riarket prices.The end result is siini!i'r to not having, done a price-check at all, becausethe prices acl'iilly pai I nay vary substant ially fro.n proposedthe pricesverified. To uvercome this deficiency, the Department of Ilnternationa lPrices Shoi ldlo "i Lwo-step revIow for petro:le, tralisuctions: 

1. The first step shtMild be to ]etermine whether proposed prices being
usel f r p1lcin g the im1po1rt .oder and opening the letter of credit irereasonable ( this is culrrently being done ); and, 

Id
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2. The second step shoupIt he to determine whether prices actually paid forthe petroleui were reisonable and consistent with market rates.rCeutral Bank Theshould,/ then refuse ,isburseent of the amoumt Ietermined 
excess ive or should seek reimbursenent from the importer. 

The !_Ohove t "reasa,' were discusse- with the management and selected staff ofthe InternAtional Prices Departwent, who agreed with our position. Thertmentt ii.ut. ,er told u; that, in Fact, the Central 9ank had strted to workon incre sinq the level of review of export transactions, and possiblyearly 19-Q.) the DppartMIn t would he reviewing most 
by

of the non price-controlledexnor ts. The "aiulyt in cTharge of reviewing petroleu imports stated he wasvey concerins about the lack of review of prices actually pai], and hex pecl tIhe Central fHank to esL blish such a requirenent in the future. 
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1985 .CONO\11 C SUPPORT 0-IND 
CONI)I'TIONALITY STI'EGY AND PE.RFOR.MtNCE 

The agreement for the Balance of Payments Support Program for 1985, A.I.D.project No. 5)10-0310 was sipned %,ay30, 1985. The Economic Support Fund (ESF)ntratey set forth in the 1985 Project Assistance Approval Document 
(PAND) atl
nue, this Ir:intcont I in agreement was to be used as balance of paymentsassistance to the
support stabilization 
 and recovery of the Salvadoran
economy. The subobjectives were: (1) reattain economic growth and financial 
oquilihrium, (2) con structively Olnagethe private sector in reactiv:-ting theeconlomy, And] ert igi ian(3 ) acce l the ar reform. 
COIm lit ionalitv ,iina e nmt I/ to he att ined through successful implementationof policy issues thedialogue in action plan, was to be accomplished throughsection 2.1 the Balance
(d) of 1985 of Payments Support Program grant
agreement which was a condition precedent (CP) to first disbursement. This CIIrequired cvi dence that the GOBS had reached agreement on those measuresnecssi ry to th!reIhice balaonce of payments and fiscal deficits, reactivateth, priv Ie s c tor, streng then the Inacroeconolu ic management of the economy,in: place thu Fiiancing of the agrarian eformTl on a sound basis. 

The init ia CP lplrmitted $b100 mil lion dollars to be released upon subnission 
of a plan inlic-atin, thatAtttain Ii.laogmie issues actionstabiliz.ation, would be implemented. in the plan, necessary to 

rhe 
rest of these orant monies (090 million) was governed by CP 2.2(a) whichrequired COliS to furnish A.I.D. With evidence 
 that it had "attainedsubstantial progress" i implementing the agreed upon measures submitted incompliance with Section 2.1(d). Substantial progress measures were laid outin a series Of dated benchmark actions in the 1987-1988 Action Plan.
 

Section 3.2 
 of the grant agreement and section 
1.1 of amendment No. Iestablished the following schelule of disbursea.-nts:
 

'liions

,lay 1085 $ ()
June 1985 25
 
July 1985 
 25
 
"uust 198S 30
 
Octo;er 1985 30
 
Amenment No. I Nov/Dec 1985 30
 

Total 

1/ The term cond it i ona Ii ty management, as used in this appendi K, reters tor'eqlir iI'ig I i rel p I icy reform merasut.res to be undertaken as a condi tion
For receiving tie !U.S.dollar grant disbursements.
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Nctual lishursements di'1 not occur as planned. Actual disbursements for
519-0310 occurred as follows:
 

MiI ions 
 Cumulative 
,June 20, 1985 -- 50
August 2, 1985 25 $ 75September 24, 1985 25 $100November 22, 1985 30 $130January 28, 1986 30
arch 10, 186 $160 

30 $190 

The Mission lelayed the last three disbursements because of a lack of progress
in reachinq the agreed upon goals contained in a Central Bank letter datedJune 13, 1985, submitte. as a condition receiving thisfor grant. 
The CP to initial disbursement was satisfied and accepted by A..I.). underProject IMplementation Letter (PIt) 2 datedNo. June 18, 1985. The release ofthe last $90 million was Lied to progress in this GOES plan which had been
tailored to the calendar benchmharks establishel in the 
 policy dialogue section

of the action plan for 1987-1988.
 

This letter ,established a plan for reducing balance of payments and fiscaldeficits anl strengthening the macroeconomic management theof economy, as,ell as measures to strenqtheq agrarian reform and proper management of ESFforeign exchange. (It was a promise of future action for which substantialprogress was not male as measured by calendar year benchmarks in the 1987-1988 
aition plan). 

This submission permitted A.[.D. to release $,90 million of the $160 millionwriinal grint aqreement monies (519-0310) by September 24, 1985. Amendment 1tL the agreement increased the total to $190,090,000 date] January 29, 1986.
 

!isbursements were male on the final $90 mil[ion of this grant after theA.I.D. \l'ministrator waived this 7P. This waiver was obtained as a result ofnagAt i at i ; ct ioqs occuirring between September and November 1995. 

As a rsullt. :f not i'1)lenenting these policy dialogue issues, contained in the
\ction Plan, the G0IKS fell fir short of targets and overall economicconditions were not improve] and the continued need and reliance on highlevels of U1.S. economic assistance for economic stabilization occurred. 
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1986 ECONOMI[C SUPPORT FUND
 
COND'[TIONL[TY STRATEGY AND PERFORMANCE
 

. I.D. Project No. 519-0328 (the ESF grant agreement for 1936) was signed16, 1985. The ESF strategy set Forth in the 1986 PAAD 
June 

and contained in thisgrant agreement indicated that funds would be used to support the efforts ofthe Grantee for the stabilization and recovery of the Salvadoran economy. Thesubobjectives were: 
 I) reattain economic ,rowth and financial equilibriun, 2)
promote diversification of the economy, and 3) consolidate the agrarian 
reform. 
Conditiona ily mnana enent 1/, related to policy lialogue issues to re'attaineconomic grokwth, ' -'s establ-ished as special covenant in articlea 1.1 of the1986 FSF grant agreement. This special covenant required the GOE.S and XI.) toreview progiess achieved by the GOES in its efforts to achieve the objectivesin article I (is state:1 in paragraph one above), prior to 'disbursementfunds under ofthis rant exceedling a level of $70 million. On July 31, 1986,Amendment No. I of the a.rca:ment increased the grant total to $117 ,nillion
from the original $113 million.
 

This special covenant 
allowed AI) to disburse $70 million of the $117 millionon September 9, 1996, via 
 Project Implementation Letter No. I
September 1, 1986 based on dated
the Technical Secretariat

(SETEFE) For External Financing
letter 910/86 (legal 
opinion), Ministry 
of Planning letter SEiFEFFI
895/86 (designating official 
representatives) and Ministry of 
Planning letter
SETEFE 911/86 (evidence of separate account).
 
The remainder 
of the 
grant nonies ($17 million) was governed by Article No.4.5 "Fillfillment 
 of Covenants and Achievement of 
Agreement Objectives". It
states: "The Grantee and 
A.1.0. agree that 
if substLnt ial progress 
has not
been ach ieved in the atttainvient of the objectives of Article I or of the at herarticles of the 
 greemen t [as elaborated 
in policy dialogue objectives of
Action Plan] .T.D. may, at its option, suspend 

the 
further disbursement 
under
this agreenent, or within a reasonable time, terminate this agreement."
 

1/ The term conditionality management, 
as 
used in this appendix, refers to
requiring satisfactory progress 
in achieving desirable 
economic reform
measures 
as a condition for receiving 
U.S. dollar grant disbursements

above the $70 million level.
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The GOES monetary program approved by the Monetary Boar] on January 21, 1986,establ ishel the agreed 
 upon performance targets for the 1986 I-SF"conditionality program. Five sets of targets were established for fivedifferent d'ttes from December 31, 1985, to Iecember 31, 1986. AI) acceptedthese t 'itt-ets as We]l :Is economic economicplicy, diversification, andagrarian reform consoli'Lation measulrements in Annex IV of the 1986 PAAD. 
Sect ion 3.2 of the agreenent as amended set out a planned disbursement 
schedule for milliou Follows:17 as 

Mli ll ions 

lmme]tiate disbursement $ 40
 
May 1986 
 30 
August 1986 25 
September 1986 22
 

Tota I 
 $17 

Actual disbursements were as follows: 

September 9, 1986 $ 70 
April 28, 1987 
 47
 

Total 
 $117 

\s can he seen above, the last Lwo planned disbursements were delayet 8 and 7months respectively because of non-performance in achieving targets set inJIn tI 'lonetaria Publication of January 21, 1986. 

In A1inlistr, of Planning letter (S~iFEFE 323/86) dated M4arch 10, 1985, the GOES
proposeJ a system for monitoring and 
 follow-up of the targets they establishedinl a Januat-y 21, 1986 Junta Mlonetaria Resolution and the other activities 
a;Bree. to in \nnx I to the 1986 PXAD. Pages 17 and 18 of the 1988-1989Action Plan list 15 policy dialogue objectives k.I.TJ. believed necessary toaccomplish the targets established in the above document. 

The 'Missimi P. layed the final .tisbutsenent of $17 million for up to 8 monthsbecause of fail lre of GOESthe the to approach monetary targets establishedJunta \Monetaria Resol itton dated January 21, 1986, 
in 

which Mission officialsatt.ribuited to the non-performance of mnany of 15 dialogue objectives. 

Of the IS benchmark measures contained in the Action Plaa that needed to beimpleneutel to reach dialogue objectives, only wereeight accomplished or 
partly accomplishel. 
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Benchmarks: 
 Planned Actual 
Calendar 

Quarter Year 

-I-	 ntroduce higher reserve requirements

for 	bank 'leposi LS 1 86 Done 

April 1, 1986 
-- \dopt consistent Financial program for 

CY 198b includ ing,quar'terly targ.et For 
Net Intern:ational Reserves, Net Domest ic 
Assets of the BCR, Net Credit to the
Public Sector and Internationa I Payment 1 86 DoneArrears in 1987
 

--	 Adopt tax package that raises coffee and
 
selective consumption taxes, and rescinds
 
the tax-exempt st:lttis of autonolous 
 1 86 Not fullyJKStiLLions lone
 

Comply with the April 30, 1986, targets
 
for Net International Reserves, Net
 
Domestic Assets of the BCR, Net Credit to
 
the Public Sector and International

Payment Arrears 
 2 86 Not done
 

A--
ccomplish devaluation of not less than
 
y210.30 for each U.S. $1.00 
by April 30,

1986, anrian additional j0.30 by June 30,

1986 
 2 86 Not done
 

--	 Complete a tax reform plan, which would 2 86 Not fully

serve as 
the basis for the CY 1987 budget 	 Jone 

.Accomplish accumulated deviluat.ion(s) of
.1.05 for 'J.S. $1.00 by September 30, 1986 3 86 Not done 

--	 \dopt a comprehensive 1987 Economic
 
Program prior to submritting its CY 1987 
 3 86 Done
budget to the National Assembly 
 May 	1987
 

.ccomplish accumulated devaluation(s) of
 
el.50 for IJ.S. $1.00 by December 30, 1986 4 86 Not done
 

2/ 	 The symbol e is for El. Satvador colon; since January 1986 the exchange
rate has been 5 colones to 1 IJ.S. dollar. 
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Benchmarks: 
 Planned Actual
 
Calendar
 

Quarter Year
 

Fliminate import prohibitions
E-- 4 86 Not fully
 

done
 

*--
Adjust utility rate structures upward in

orler to reflect higher operating and 2 
 86 Done 4Q
financial costs 
 CY87
 

*-- Adjust int-rest rates 
in 	light of expected

inflation 
 1 87 Not done
 

' Phase out administered foreign exhange 
 1 87 Not fully

allocations on 
the bisis of non-market 
 done IQ
priorities 
 CY87
 

--	 NegotiAte an International Monetary Fund
sponsore:l adjistnent program 
 1 87 Not done
 

Obtain resumption of the InterAmerican
 
Development Bank lending operations 
 2 87 Not done
 

* - Considerel key policy ,tirlogue matters.
 

ro 	break the impasse related to the halt in planned 1.986 grant disbursements,
the AID \dmirlistrator visited El 
Salvador inearly September 1986. During his
visit, GOES and AID agreed that disbursements could proceed on the basis offiscal ani monetary adjustnents. This interim arrangement was superseded bythe events of October 10, 1986, when a massive earthquake struck San
Salvador. The MIission subsequently received AID Washington authorization todisburse the remaining $17 million. Page 33 
of the 1987 ESF PMAD discusses 
this authorization.
 

The effect of the above actions was that the Government of El Salvador did notadopt the tough 
economic measures contained in the policy dialogue agenda
wihich was a special covenant to receiving more than $70 million in grant:ssistance aid 1986. actions
in These made it less likely that overalleconomic conditions would improve in the foreseeable future likely causing
continued reliance 
on high levels of U1.S. economic assistance for a longerperiod of time. The 1986 PAD estimated the cost of current bad economic GOESpolicies (in 198.4 
dollars) to be about $365 million dollars for the three-year
period 1986-1988. 
 This means that to attain the same level 
of economic
growth, the U.S. Government would need to give the GOES an additional $365
million in the absence of these reforms.
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1987 ECONOMIC SUPPORT FUND 
CONDITIONALITY STR&TEGY AND PERFORMANCE 

The strategy set forth in the 1987 Economic Support Fund (ESF) Balance ofP:iyment Program aIgreements reads follows:as to support the efforts of the';ran tee for 10h st.Laii I izaLion a:ud recovery W, the economy. The- S-ilvadoransYhhjecLives were as fol 	 ows: I) reatLain economic growth and f'iiiancial
'.l.iilihriumi, 	 2) promlot liversiFication or the economy, and 3) consolid:awe 	 theirar ian reformi. To ;iccomplish this strategy the UISAI)/El Salvador ActionPlin for Fiscal Year (FY) 1988-1989 enumerated twenty- three policy dlialogueissues, anl the GOES slbmitted an Economic Plan to address these issues. 

l'his ,OES lcononic Plin was supposed to 	 satis factorily address 23 policyIi 	 oiIep!i oli.i)ttiyes co)nLti n ., iri the ip)lical)le "ct ion Pl;in. The Lime fralonsfor 'iccomplishing thMse policy objecLives as measured by benchmarks in mostcases is still in the future. Below is a lis' of key policy dialogue actions
followed by their supportirig benchmarks: 

!ench Marks Planned 1/ 	 Actual 

---	 Put in place a 1987 economic Late IQ 	 Done program with 	 targets CY 87 June 1987
 
--- Const itLte 
 Economic Committee
 

technical staff 
 IQ CY87 	 Done 

---	 Set targets for non-traditional exports IQ CY87 	 Done
 

---	 Review first quarter 1987 economic program IQ CY87 Not done 

timely
 

Increase National Power Company (CEL)

rates by at least 42/O.O5/kwh 
 IQ CY87 	 Done
 

IQ FY88
 
Form Refinancing/Recapitalization Commission 
 IQ CY87 	 Partly done
 

I/ In this 	 column, Q refers to one of the four quarters of the year, and CY 
means calendar year. 

2/ 	 The symbol t is for El Salvador colon; since January 1986, the rate of
exchange has been S colones to I IJ..S. dollar. 

40 
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Bench Marks Planned Actual 

Negotiate an 1BRD3 / earthquake recovery loan IQ CY87 Done 
Nov 1987 

Attain an exchange rate of 17.00/$1 .00 2Q CYS7 Not (lone 

Boost interest rates by 3 percentage points 2Q CY87 Not done 

Eliminate import prohibitions 2Q CY87 Partly 
done 

Negotiate an International 
standby agreenent 

Monetary Fund 
2Q CYR7 Not done 

Review second quarter 1987 economic program 2Q CY87 Done 
Aug/Sept 87 

Negotiate CA\ESS 4 / compensation 2Q CY87 Not (lone 

--- Privatize coffee mi rketini 2Q CYS7 Not done 

EstLblish 1983 economic progr:ifn 3Q CY87 Done 
2Q 1988 

Neotiate IBRD indhustrial export credit 3Q CYS7 Not done 

- I--mplement invest:mnt promotion law 3Q CY87 Not done 

Introdluco floating rate monetary stabilization 
bond 3Q CY87 Not done 
Pay CAtESS compensation 3Q CYS7 Not done 

Complete third quarter review of 1987 economic 3Q CY87 Done 
prog ram 

Oct/Nov 87 

Establish regular and timely publication ofeconomic informat ion 4Q CY87 Done 

- dopt export incentives consistent with 
General A\greement for Tariff and Trade. 

the 4Q CY87 Not done 

Review and revise 1988 economic program IQ CY88 Done 

April 1983 

3/ IBRD is the Inter American l)evelopment Bank.
T/ C.\ESS is the San Salvador Electric Company 
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'lay of the 23 benchmarks were not accomplished by the GOES because of theirperceived 
social, political, and security implications and th. short-terra 
destbilizing consequences ih ich GOES officials feared might accompanyIacro- economic reforimi actions. 

The ,IisbtIrsements of the FY 1987 funds were to proceed relativelya,tom- i C3 11 V, Li I to. the requ i rement of normal progress in implementation ofthe GOES Econonic Program. The First three disbursenents occurred as partthe "planned scheduhle anlde in support of GOES 
of 

implementation of its 1987Fc-'.omnic ProqrW'". Section 3.1 of the Grant Agreement for A.1.O). projectmrimber 1 -.)31, sLate.l funds under this agreement will be male available int'Wee separite ,ishrsenents. Section 3.2 states: "An initial lisburse:ient of$30) Ail lion will beI mile Ht. the request of the grantee after satisfaction ofthe conltition's precedent to first dlislbursenent set forth in Section 2.1 (i.e.,le, l opinion, sienatLre specimen, ofevidence separate account). Apparently,hecase of the lateness in signing, an initial lisbursement of $67 million was 
aite Septel ir 18. 1) 7. 

Ily the, fotlrtih Amd till lis b rsemen t, schelted for the end of September,c:all have hnon subject to delays. lhis lisbursement "would be contingent on-,)F. action, as schelilel in the program, on utility rates, and on theprograrne1 impleAenttt ion of the nonetary program." 

Planned )isbursements Were: 
Millions


Initial disblursenet -- 37
 
,.iiist 1), 11V8 
 37 
September 0, 117 60After sat isffiction of CPs 30Tot aI 1T 

Actual Disbursements Were:
Septenber 18, 1987 $ 67
November 10, 1937 60March 16, 1988 30 

ota I1 

The Aission authorize- the [SF assistance for 1987 after the GOES submitted asecond economiic plan which addresset the 23 policy dialogue objectives of themission. These 23 policy dialogue objectives mainly addressed sectoralreforms which the GOES was more willing to accept than macro-economic
reforms. !y sectoril issues we mean, but not restricted to: (a) monthlymeetings of export promotion comnittee; (b) granting tax exemptions; (c)Sett.ing 1,p a system for rapid :illocation of foreign exchange and credit toexporters, etc. fly 'l:iCro-econo';ic issues refer policywe to changes such assetting up a system t, maintain a competitive exchange rate, to liberalize 
trade, etc. 
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)n page 21 of the 1987 P,\D the Mission stated: "The GOES prepared an economic 
program for 1997 early in the year. fter review, the mission concluded thatit Was "n in tqulmpte basis for uthorization of the FY 1987 assistance. The 
program failedI to address adnquately either the fiscal or bilance of payentsimplications ofjthe sharp decline in coffee prices. 
 The monetary program, ...
 
was unr,,, listic. Altogether, the ariginal programi 1ould lel a further'have to

i'crpse in infla tionary pressures... possibly accelerating to 
 the 40-60 
percent ranue, n.! coitiUNlel deterioration of export competitiveness." 

Basicallv, for 1,987, te M.ission changed its policy dialogue strategy fromAsin', conitions preceJent and special covenants within the grant agreements
to achieve th, desired reforms, to authorizing the grant contingent on anilteqlate eCOnoi c program being by Tbhis doneprepa red GOES. was because ofthe OES political sensitivity to linking IESF dollar assistance to specific
oconolqic pollicy reforms. On severll occasions high level GOES officials hadinfl uenced .hi 2h level !JS Government officials to modify prouran imposedCodii OnS.
 

!)oc, ments in the 1087 P..I) and in the FY 1989-1990 Action Plan, which discuss
reslIts WtainedtlI.7 r, in poli cy diatogue iss:,es, make it clear the '-fissionthe ofIhWI Lnedstrate-y attching policy dialogue matters as conditions (to

Vrant agreoen t s) be..is, Lis strategy was ineffective in get ting desiredmia.:ro-eCOlE ) ic reforms in 1985 and 1986; was an irri ant in i iateral 
r.eli tions Yhciuise the President of EI Salvador strongly opposed accepting,r mt i h Con li t ions macro-econonic reformsnoni es invol v inq attached 
primArity for political, sccunrity, anm social equilibriun reasons; the IJ.S.\mbfassado r to Al Salva do r diI not support conditioning, the ,isbursement of

g.rint aid; the politica I, security, and military objectives of the U.S.
(;Ov, rIlnWtIlL took precehInce ,vel econon ic reform objectives and such reforms 
c0lt ly place within the context of these otier goats.110 Like In other
words, 0ier'. was insufficient, coordination, 
planning, and agreeieit between

,\.[.J)., t(p:rtnent 
of Stie, and higher decision makers as to what the U.S. 
nove ilt'lent's .cononic , ils, str tegies and objectives should he and how to
at ta im1thleml. 

On pIae 3' of the 198"7 !'AD, the Mission states: "Given the failure of tightly
codit ionet assistance to achieve its goal, [i.e., necessary 'nacro-economic
reforms] We have drawn hack from this 3pproach." In our opinion, this change
in strategy was recognit ion by tLhe Mission that the GOES President must be
 
Copmmitted to a program inorder for 
it to be accomplished. 

On pige 36 and page 37 of the 1987 PAAD, the Mission notes the shortcomings ofaccepting an authorization approach containing only reformssectoral because
sector-al reforms will not stem the country's economic decline (presumablyincreasing the moint and len gth of necessarytime to mainta in a balance ofpayments program here). Mission officials further noted if the exchange rat(,was not adjuste'l and trade not liberalized, exports would decline further and
enployment would decline. If solutions were not found to the pbl)Iic utitity 
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deficit problen and to the central government.'s financial bind, no headwaywoild be male against inflation. If interest rates were not increased to 
p,,,i tive leve Is and the dispersion among rates not reduced, continuingoverexpans ion 
of credi t and money, and at tenda t inflation and capi taI fl ight,
(U)illI he e'xpected. 

T e Iission sums tip the shortcomiings of the acceptance of the 1987 GOES planhy noti nig these sec tral reforms were not Subs titutes foi- macro-economiC
policy aljustitent. Ve missing macro-econonic adjustqients in the 1987 GOESpla were n,"ehl to: 1) restore export profitability and competitiveness; 2)Wimiulkte proU:lct ion; ) reign in inflation; 1) stabilize bal ance ofpAvmuents. ( \1I of the coid it iLong neLCssary to accomplish the long-termilbjject iwv of enlding boal1an11ce of payments assistance to El Salvador enumerated
ii the 1987W'[,88 ,\orion Plan). 

The sectoral 
 reforms of the NOES 1987 Econo:nic Plan would only make a
ConLtrihuio to the efficiency of the economy and provide tangible evidence tothe private sector of the GOES 
intent to stay out of production. Thisapproach while desiralle psycholoCicilly, had its shortcomnings as noted oilpt ,.e 27 of the l1987 HSF PA.). "The Mission considers the revised GOESecomonic proqrai [it focuses on sectoril issues, page 35, 1987 PAAl)] to be amjor improveront over the original one. If carried out, it will result in 
as iviif icant re, UCLion W inflationary pressures, an improve!tlent in public
sVctor fininces, 'Wo. reduce the leterioration of export cotpetitivenessconptred wiLh the prevOtis program. It will not result in stabilization orvi ot is Qrot h of th1e econo)iy, [the primary strategy and prlmse ofIr ts Ktt it smiilid s t e: the det;r iora tion 

tiSF 
in macroecononic indicators that!.is t_:tken pl ic, over the past tWo years. SuccessfuI1 implenentation at themacroecononic level, however, will require consistent monitoring by the GOES,Anid a willi' , ss to continue to Lake difficult ecisions to keep the program 

on track." 
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1987 TITLE I SELF-HELP 
MEASURES AND TIR ESTABLIShED 

COmmI'rMENTS OR TARGETS 

Self-Help Measure Stated Commitment or Target 
1) Improve immunization 
 The GOES agreed to design, implement andservices through public 
 evaluate immunization services 
 prov iledhealth facilities, 
 through its public health facilities.
 

a) Increase coverage and protection of 
children under age one. 

b) Ensure efficient cost-effective useof health sector resources. Funds will 
support expanded immunization services in
rural as well 
 as urban areas throu-,
improved 
primary care services provided

through para-medical workers and 
 fixed
 
facilities.
 

2) Complete and consolidate GOES agreed to:
 
Phase I and I[[ of the

Xgrarian Reform Program. -a) Accelerate issuance of property


titles to the Agrarian Reform Phase I

Cooperatives, 
so that by December 1987
 
all cooperatives will 
 have their
 
definitive titles.
 

b) rkccflerate the issuance of 
titles to
 
Agrarian Reform [[I
Phase beneficiaries,
 
so that by December 1987 all of the
 
individual beneficiaries 
 will have
 
received their definitive titles.
 

c) Fake the necessary steps to complete

the compensation of properties involved.
 

d) To to a
present ,.I.D. 
 detailed
 
action plan for ensuring that the
 
cooperatives enter into a self-management
 
mole.
 

3) Concentrate the activity 
 The GOES agreed to instruct the BFA to
of the Agricujltural Develop-
 conduct the following:
 
ment Bank (BFX) on efficient
 
banking activities.
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Self-Help Measure Stated Commitment or Target 

a) Create the capacity within the bank 
to periodically analyze the liquidity of
the bank's loan portfolio and other 
receivables. 

b) 'rake more aggressive action for 
recuperation of overdue loans and develop
stricter requirements for refinancing. 

c) Develop specific plans reduceto the 
administrative costs of the bank.
 

d) 
 IuVst !g te Mea;; to livetsify the 
bank's loan portfolio. 

e) ,ccelerA(te implementation of the 
program to capture general deposits.
 

F) Initiate a process which will 
Jecrease the dependency the BFAof on
non-banking activities such as purchase
and sale of agricultural inputs and
purchase, storage, processing and sale of 
agricultural products.
 

1) Encourage the private GOES toThe agreed establish regulationssector investment in designed to promote investmentagribusiness inagribusiness and diversified agriculture. 

5) Deternine the existence 
of 

The GOES agreed to assign the necessarypests that affect fruit resources to implement the action plananI vegetible crops. 
 submitted by the ktinistry of Agriculture 
(MA.5) to investigate with 
the cooper,tion
of the United States Department of
Agriculture, the existence of such pests
and its possible eradication.
 

6) Stop the introduction 
 The GOES agreed to continue giving theand spread of exotic diseases the necessary support to NING in order toto El Salvador's livestock 
 prevent the introduction 
 of exotic
herds diseases into country, maythe Aich 
endanger the livestock herds. 
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List of Report Recommendations 

Page 
RecommfeTidation No. 1 6 

We 	recomnnend that IJS,%\ID/E Salvador define the 	stabilization

,11 	 recovery objectives of the program in measurable terms and
determine the economic costs of not adopting key economic
policy reforms in its Progam Approval Assistance Documents for
 
the proqrari.
 

'Zecomlnheq I ion No. 
12 

We 	 ,recommnt that USa\[D/El Salvador develop and implement
prnc':hires t,) ensure that selF-help measures are described in
 
spec it ic ivi si rhl e
a nd 	 terms. 

,ecommendaiton No. 3 15 

!We recommend that USAID/EI Salvador obtain evidence that therentr i Bank has agreed to: 

a. 	 stibmliit lists of transactions as required in the Separate
Accolnt ')perati ng Procedures, for the current andsuccessive -conom ic Support Fund agreements; and 

b. 	 prepare such lists iising its own 	 resources. 

Recommendmt ion No. 4 18 

We recommenI that !ISAID/El Salvador: 

a. 	 identify Public Lawall 480 Title I agreements which havenot been legally consummated by t',e required exchange ofdiplomatic notes with the Government of El Salvador, and
 

b. 	 provide evidence that the required diplomatic notes for
each of these agreements have been exchanged. 



APPENDIX 9
 

REPORT DIST[1BLrION
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