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I. PROGRAM SUMMARY 

Thl.s document presents the Ml.ssl.on' s proposed FY 1994 ESF 
Modernl.zatl.on of the state Program The $25 ml.lll.on program l.S 
desl.gned to support GOES actl.ons to reduce poverty through well­
focussed measures to modernl.ze the state, and, l.n partl.cular, 
l.mprove the socl.al serVl.ce dell.very system Two dl.sbursements ($15 
and $10 ml.lll.on) are proposed to support GOES measures to expand 
the coverage and enhance the quall.ty of basl.c educatl.on and prl.mary 
health servl.ces, and accelerate munl.cl.pal development In 
addl.tl.on, the proposed program supports other measures targeted 
toward rell.evl.ng remal.nl.ng l.mportant constral.nts to sustal.ned 
economl.C growth, mal.ntal.nl.ng momentum l.n the legal and Judl.cl.al 
reform process, supportl.ng greater NGO partl.cl.patl.on l.n the NRS 
strategl.c plan (Secretarl.at for Natl.onal Reconstructl.on), and 
achl.evl.ng progress l.n reforml.ng the Electoral Code The program 
also supports adherence to the Peace Accords, an absolutely 
necessary condl.tl.on for the success of the Modernl.zatl.on of the 
State Program and of the USAID Program l.n general 

The focus of the program devl.ates sl.gnl.fl.cantly from cash 
transfers l.n the past. The program was desl.gned followl.ng the 
approach for Non-ProJect Assl.stance (NPA) developed by the Afrl.ca 
Bureau and contal.ned l.n "Bureau for Afrl.ca -- Non ProJect Sector 
Assl.stance GUl.dance," October 1992 Specl.fl.cally, the 
Modernl.zatl.on of the State Program supports longer-term development 
and growth at the sectoral level through the allevl.atl.on of 
l.dentl.fl.ed poll.cy constral.nts. The Ml.ssl.on l.ntends to ll.nk l.ts 
technl.cal assl.stance proJects l.n the socl.al sector to support the 
poll.cy reforms l.nl.tl.ated by thl.s ESF program. Furthermore, the 
ob]ectl.ves are defl.ned l.n terms of thel.r l.mpact on poor people or 
households, l.ncludl.ng l.mproved health care, and more equl.ty and 
quall.ty of basl.c educatl.on The assl.stance l.S ]ustl.fl.ed based on 
the benefl.ts that would result from l.ncreased expendl.tures l.n the 
socl.al sectors accompanl.ed by more effectl.veness and effl.cl.ency of 
l.nstl.tutl.ons dell.verl.ng socl.al serVl.ces A sl.gnl.fl.cant proportl.on 
of the local currency generated by the program wl.Il help defray 
part of the l.ncremental costs that would result from the 
l.mplementatl.on of socl.al sector reform measures supported by the 
Modernl.zatl.on of the State Program 

Over the last few years El Salvador has gone through a maJor 
transformatl0n On January 16, 1992, the GOES and the Farabundo 
Marti Natl0nal Llberatl0n Front (FMLN) slgned a peace agreement ln 
Chapultepec, Mexl.co, WhlCh brought an end to El Salvador's 12-year 
clvl.l war. Slnce then, the FMLN has demoblllzed ltS 8,500 ex­
combatants, the mllltary has been cut In half from 60,000 to 30,000 
members, and an unprecedented purgl.ng of the top 100-plus mllltary 
offl.cers has been completed successfully A new Natl0nal Clvlllan 
Poll.ce Force has been establl.shed and, as new poll.ce offl.cers 
complete tral.nl.ng, l.S gradually bel.ng deployed around the country, 
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replaclng the former Natl0nal Pollce Force under mllltary control 
A Unlted Natl0ns-negotlated land transfer program has provlded 
94,000 acres of land to FMLN and ESAF ex-combatants Hundreds of 
thousands of ex-combatants and clvlllans In the formerly 
confllctlve areas of the country were documented and voted In the 
March 20 natl0nal electl0ns In addltl0n, maJor Judlclal, 
electoral and human rlghts reforms have been lmplemented, lncludlng 
the enactment of a new electoral code, the creatl0n of a more 
representatlve Natlonal Councll for the Judlclary, the passage of 
a new law guaranteelng lndlvlduals the rlght to publlC defense, the 
strengthenlng of the Supreme Electoral Trlbunal, the establlshment 
of a new Human Rlghts Ombudsman Offlce, the clvlllanlzatlon and 
lntegratlon of the Speclal Investlgatlve Unlt lnto the Natl0nal 
Clvlllan Pollce (PNC), and the near-unanlmous approval by the 
Leglslatlve Assembly on Aprll 21, 1994, of modlflcatlons to the 
labor code that wlll strengthen the protectlon of lnternatlonally 
recognlzed workers' rlghts The labor code reform represents a 
large degree of trlpartlte consensus (government, labor and prlvate 
entrepreneurs) and was cons~dered by an ILO expert to constltute a 
maJor ~mprovement over the leglslat~on ~t mod~f~es The outgo~ng 
Leglslat~ve Assembly approved several constltutlonal amendments 
wh~ch, lf rat~fled by the current Assembly, wlll strongly relnforce 
due process In El Salvador Chlef among these lS the ellmlnatl0n 
of extra-Jud~clal confess~ons 

Although the road has not always been smooth and many 
challenges remaln, the peace process has proceeded remarkably well 
The cease-f~re called for by the Chapultepec Accords has rema~ned 
lntact, and relatlvely few lncldents of polltlcal vl0lence have 
been reported On December 15, 1992, the Unlted Natlons Secretary 
General declared El Salvador's war off~c~ally over Wh~le some 
delays occurred, overall lmplementatlon of the Peace Accords has 
been lmpress~ve, as eVldenced by the tlm~ng of the progress llsted 
above 

El Salvador's natlonal elect~ons In March and Aprll of th~s 
year marked a maJor m~lestone ~n the country's trans~t~on to a 
lastlng peace On March 20, 1994, open and competlt~ve electlons 
were conducted for Presldent, deputles to the Leglslatlve Assembly 
and other nat~onal and local poslt~ons Flve weeks later a runoff 
electl0n was held for the off~ces of Presldent and Vlce Presldent 
Part~c~pat~on by Salvadoran voters was h~gher than ant~c~pated, no 
slgnlflcant act of electl0n-related vl0lence occurred, and only a 
few electlon ~rregularltles were reported. As a result of thlS 
electoral process, a peaceful transltl0n of power to a new 
polltlcal admlnlstratlon was achleved The new admlnlstratl0n lS 
commltted to contlnulng Presldent Crlstlanl's leadershlp of the 
peace and natl0nal reconclllatlon process The FMLN has completed 
lts transltlon from an armed Opposltlon group to a legal polltlcal 
party competlng effectlvely In the recent natl0nal electlons and 
galnlng enough votes to move lnto second place among El Salvador's 
polltlcal partles. FMLN members hold 20 seats ~n the Leglslatlve 
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Assembly, 1nclud1ng the V1ce Pres1dency of the Assembly and several 
local posts. 

After the peace accords were s1gned, the GOES 1n1t1ated 
1mplementat10n of a $1.4 b1ll10n Nat10nal Reconstruct1on Program 
(NRP) des1gned to ass1st 1n the demob1l1zat10n of ex-combatants, 
the rehab1l1 tat10n of the country's war-damaged 1nfrastructure, the 
re1ntegrat1on of the formerly confl1ct1ve areas 1nto the nat10nal 
economy, and a maJor extens10n of soc1al serV1ces 1nto the ex­
confl1ct1ve zones To date, the NRP has prov1ded var10US forms of 
ass1stance to over 100,000 benef1c1ar1es Th1S progress has been 
1nstrumental 1n the successful consol1dat1on of peace and democracy 
1n El Salvador It has also contr1buted 1mportantly to El 
Salvador's cont1nu1ng econom1C expans1on. 

The country's econom1C recovery actually predates the end of 
the war A comprehens1ve econom1C reform program 1n1t1ated 1n 1989 
has been h1ghly successful 1n reor1ent1ng the economy toward more 
rel1ance on market forces and a compet1t1ve pr1vate sector The 
program has resulted 1n four years of accelerat1ng real econom1C 
growth, lower 1nflat10n, 1mproved f1scal performance, maJor ga1ns 
1n 1nvestment, substant1ally h1gher employment, and 1ncreases 1n 
nontrad1t10nal exports. The overall balance of payments pos1t1on 
has strengthened, as net 1nternat10nal reserves have 1ncreased 
sharply In add1t10n, the urban unemployment rate has been reduced 
and urban poverty rates have decl1ned, albe1t only modestly. No 
data are ava1lable on recent changes 1n rural poverty, but 
1ncreases 1n bas1c gra1ns product10n suggest a reduct10n 1n rural 
poverty as well 

These econom1C ga1ns, wh1ch mater1al1zed well before the end 
of the war, should be cons1dered a maJor factor contr1but1ng to the 
ach1evement of peace 1n El Salvador The econom1C ga1ns clearly 
v1s1ble 1n 1990 and 1991, along w1th greatly 1mproved econom1C 
prospects for 1992 and beyond, helped set the stage for successful 
negot1at1ons Both s1des real1zed that demob1l1zat1on of forces 
and the1r re1ntegrat1on 1nto an expand1ng nat10nal economy would be 
much eaS1er than re1ntegrat1on dur1ng a per10d of econom1C 
stagnat10n or decl1ne. Thus, wh1le consol1dat1on of the peace 
process has 1ndeed 1ncreased 1nvestor conf1dence and contr1buted to 
1mproved econom1C performance, the pos1t1ve ga1ns result1ng from 
the econom1C reform program 1n1t1ated 1n 1989 helped ach1eve the 
peace 1n the f1rst place 

As El Salvador looks to the future, several challenges remal.n 
Fl.rst, notw1thstand1ng the remarkable achl.evements to date, the 
nascent peace 1n El Salvador must be v1gorously protected and the 
democrat1c process strengthened A surg1ng cr1me wave threatens 
publ1C secur1ty and compl1cates the trans1t10n to a C1V1l1an pol1ce 
force The 1mplementat10n of the peace accords 1S the h1ghest 
nat10nal pr1or1ty, and 1S a necessary cond1t10n for the successful 
1mplementat1on of the Modern1zat1on of the state Program 
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Although ~mpress~ve ga~ns have been reg~stered, El Salvador's 
econom~c recovery rema~ns frag~le, as the pol~cy reforms 
~mplemented ~n recent years have yet to be fully consol~dated 
Moreover, notw~thstand~ng four consecut~ve years of sol~d econom~c 
growth, ~n real terms per cap~ta ~ncome ~s only equal to 83 percent 
of that ach~eved ~n 1978 Although exper~enc~ng some noteworthy 
growth ~n recent years, the value of El Salvador's exports ~n 1992, 
when adJusted for ~nflat~on, ~s s~gnlflcantly lower than In 1979, 
the country's peak year for exports. Surglng famlly rem~ttances 
and offlclal grants and loans reached 17 percent of GDP In 1992, 
and these lnflows have tended to appreclate the real exchange rate 
and thus reduce export competltlveness As these lnflows are of a 
falrly long-term nature, there are no good POllCY optlons to remedy 
the sltuatlon, as has been ~ndlcated by a thorough study carrled 
out by Dr Arnold Harberger (UCLA) Although marked ~mprovement In 
the flscal accounts was observed In 1993, flscal performance 
contlnues to be the Achllles heel of the Salvadoran economy A 
decllne In the publlC sector deflclt would reduce fore~gn flnanclng 
requlrements and would tend to depreclate the real effectlve 
exchange rate 

Some modest progress has been achleved over recent years In 
many soclal/poverty lndlcators The economlC reforms In El 
Salvador have resulted In lmproved lncentlves and greater 
opportunltles for lower-lncome groups to be more productlve and 
thereby lncrease thelr lncomes Moreover, GOES soclal measures In 
recent years, flnanced largely by the USG and other lnternatlonal 
donors/lenders, have provlded an lmportant cushlon to vulnerable 
groups durlng the econom~c adJustment process Also, the recent 
surge In fam~ly remlttance lnflows, encouraged by exchange-rate and 
flnanclal-market llberallzatlon, has had a maJor favorable lmpact 
on the poor. 

Nonetheless, poverty remalns a maJor problem In El Salvador, 
and lt represents a maJor threat to the the strengthenlng of 
democracy. The hlgh rate of poverty also contrlbutes lmportantly 
to the country's deterl0ratlng cr~me s~tuat~on Almost half of El 
Salvador's populatlon stlll llves In poverty Access to essentlal 
educatlon and health serVlces are requlred to both lmprove the 
quallty of llfe and better equlp low-lncome Salvadorans to take 
advantage of the greater opportunl tles made avallable by the 
expandlng economy 

Therefore, wh~le ~ t ~s st~ll ~mportant for the GOES to 
cont~nue ~ts program to further l~beral~ze ~ts economy and perm~t 
markets to work, we bel~eve ~t should now place added attent~on on 
d~rect measures to more effect~vely combat poverty Reach~ng close 
to 100 percent coverage of bas~c health and prlmary educatl0n 
serVlces of a m~n~mum level of quallty would be an achlevable goal 
In f ~ ve to ten years ~f more resources were spent and If the 
effectlveness and efflclency of publlC lnstltutlons were lncreased 
markedly Increases In effectlveness and efflclency, however, 
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could only take place wlth a slgnlflcant modernlzatlon of publlC 
lnstltutlons In health and educatlon. Such changes would requlre, 
among other measures, the decentrallzatlon of government functlons 
and a greater role for NGOs and the prlvate sector In the provlsl0n 
of soclal serVlces. 

The key mlnlstrles provldlng soclal serVlces (Health and 
Educatl0n) are overly centrallzed and thus do not allow cltlzens to 
lnfluence the manner In WhlCh those serVlces are dellvered The 
11ne mlnlstrles have low levels of lnternal efflclency that are 
manlfested, for example, In hlgh rates of teacher absenteelsm 
(WhlCh may reach 40 percent In the rural areas). Thelr personnel 
management systems are based on archalc hlr lng processes and 
contaln no lncentlves for lmproved performance. There lS too much 
rellance on forelgn flnanclng, partlcularly for lnputs such as 
medlclnes, textbooks, school supplles and teacher tralnlng, and 
therefore programs are not sustalnable In the medlum term as donor 
resources decllne. Flnally, per caplta expendltures In the soclal 
sector are qUlte low compared to countrles of slml1ar per caplta 
lncome. 

Decentrallzatl0n of publlC health and educatl0n serVlces can 
contrlbute to lncreased effectlveness and efflclency of programs 
Declslon-maklng would be closer to the beneflclarles, and therefore 
lt can be expected that resource allocatl0n and monltorlng would be 
lmproved Equally lmportant, decentrallzatl0n would permlt greater 
cltlzen partlclpatl0n In the deslgn, lmplementatl0n and monltorlng 
of programs that affect them lmportantly and on a dally basls 

Measures to lncrease eff lclency should be accompanled by 
hlgher levels of flnanclng Undoubtedly, El Salvador needs to 
spend more on soclal programs, but such lncreases wl11 be more 
dlfflcult wlth the loss In flnanclng from the USG Further 
lmprovements In tax admlnlstratl0n can result In maJor lncreases In 
flscal revenue, partlcularly by reduclng tax evaslon, WhlCh lS 
presently pervaslve A USAID-flnanced tax admlnlstratl0n actlvlty 
(MOST) has developed state-of-the-art systems to ldentlfy 
lndlvlduals and/or companles that are evadlng taxes In our vlew, 
the GOES must now use those SOphlstlcated tools agg~esslvely to 
force lncreased compllance wlth the tax law Measures are needed 
to lncrease the capabl1lty of munlclpalltles to ralse revenues to 
fund local actl Vl tles Increased transfers from the Central 
Government to many smaller munlclpalltles wlll also be requlred 

The agr1cultural sector faces many restr1ct1ons. 
Cooperat1 ves, Wh1Ch hold a large proport10n of the land 1n El 
Salvador, are severely constralned by antlquated and paternal1stlc 
leglslatlon that does not perm1t them to compete w1th others 1n the 
prlvate sector 

Electrlclty lS provlded by a hlghly lnefflclent state-owned 
lnstltutlon (CEL). Rapld economlC growth In the future would be 
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constra1ned unless electr1c1ty serV1ces expand rap1dly 
Pr1vat1zat1on would perm1t the expans10n of those serV1ces w1thout 
1ncreas1ng publ1c 1ndebtedness, and the proceeds of the sales could 
be used to 1ncrease 1nvestment 1n human cap1tal At the same t1me, 
1t must be recogn1zed that pr1vat1zat1on proceeds are a one-t1me­
only w1ndfall, thus mak1ng 1t essent1al that the government 
cont1nue seek1ng permanent sources of 1ncreased domest1c revenues 
to f1nance 1nvestment 1n human cap1tal 

The qreatest need 1n EI Salvador 1S to decrease poverty, wh1ch 
has been est1mated to affect about half of the populat10n The 
1994 ESF Program w111 support pol1cy reforms des1gned to 1ncrease 
the assets of the poor, pr1nc1pally the1r human cap1tal, and to 
accelerate econom1C growth. Of part1cular 1mportance, the proposed 
program w111 support a new GOES adm1n1strat1on Wh1Ch took off1ce on 
June 1, 1994. The t1m1ng of the proposed program has been set to 
maX1m1ze 1ts 1mpact dur1ng the trans1t1on per10d and over the f1rst 
year that the new GOES adm1n1strat1on 1S 1n off1ce. 

The measures supported by the program are summar1zed 1n the 
matr1x presented below 
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Feb 24/95 

AREA 

1 SOCIAL SECTOR 

Decentral1.zat1.on 

POLICY MATRIX FOR ESF PROGRAM FY 1994 

OBJECTIVE 

Increase the level of 
c1.t1.zen part1.c1.pat1.on 
l.n dec loS loons wh1.ch 
affect them d1.rectly 

FIRST DISBURSEMENT 
Oct INov , 1994 

In1.t1.ate the preparat1.on of a 
nat1.onal strategy for 
decentral1.zat1.on and mun1.c1.pal 
development 

Prepare tentat1.ve decentral1.zat1.on 

:~~~~~~~~ilf~~ ~~:li:a::~rk of an 
l.nst1.tut1.onal modern1.zat1.on 
Prepare act loon plans to l.n1.t1.ate 
the decentral1.zat1.on process l.n 
health and educat1.on 

Form a Comm1.SS1.on w1.th members 
from MIPLAN, the M1.n1.stry of 
F1.nance (Integrated F1.nanc1.al 
Management AFI), Court of 
Accounts, Health, and Educat1.on, 
to prepare a proposal to s1.mpl1.fy 
the mechan1.sms to f1.nance 
decentral1.zed/pr1.vate solut1.ons 
for the prov1.s1.on of educat1.on and 
health serV1.ces 

Approve a p1.lot program to 
contract NGOs to offer the M1.n1.mum 
Health Package l.n pr1.or1.ty zones 
w1.th easy f1.nanc1.ng mechan1.sms 

SECOND DISBURSEMENT 
Apr1.I/M~, 1995 

Approve the nat1.onal strategy for 
decentral1.zat1.on and mun1.c1.pal 
development and prepare an act loon 
plan to l.mplement the strategy 

Sat1.sfactory progress l.n the 
l.mplementat1.on of the act loon plans 
to decentral1.ze health and 
educat1.on 

Approve the proposal to s1.mpl1.fy the 
mechan1.sms to f1.nance 
decentral1.zed/pr1.vate solut1.ons for 
the prov1.s1.on of educat1.on and 
health serV1.ces 

Implement the p1.lot program and 
analyze lots results 

1 
/ Decentral1.zatl.on Delegatl.on of funct1.ons to munl.cl.pal1.t1.es contract long of NGOs, communl.ty 

organ1.zatl.ons or prl.vate compan1.es for the provl.s1.on of publ1.c serV1.ces 



cP 

AREA 

Increase the 
EffectJ..veness and 
EffJ..cJ..ency of the 
MJ..nJ..strJ..es of 
Health and 
EducatJ..on 

OBJECTIVE 

Prov~de greater 
coverage J..n health 
and famJ..ly plannJ..ng, 
allow~ng a greater 
role to health 
promoters and 
m~dw~ves 

Improve the 
performance and 
qual~ty of the cJ..vJ..I 
servant Improve the 
teacher hJ..rJ..ng 
process and g~ve 
greater J..ncentJ..ves 
for enhanced teacher 
performance 

FIRST DISBURSEMENT 
Oct /Nov , 1994 

Prepare an actJ..on plan to 
strengthen the SILOS (Local Health 
Systems) and other forms of 
communJ..ty partJ..cJ..patJ..on 

InJ..tJ..ate preparatJ..ons to establJ..sh 
1,000 new EDUCO sectJ..ons 

Make the necessary reforms to 
allow a greater role to health 
promoters and mJ..dwJ..ves 

Draft a proposal to reform the 
CJ..vJ..I ServJ..ce Law, to flexJ..bJ..lJ..ze 
the management of human resources 
and of an adequate J..ncentJ..ves 
system 

Draft a proposal to reform the 
Teachers Salary Law (Ley de 
Escalaf6n Docente) and 
AdmJ..nJ..stratJ..ve Personnel (takJ..ng 
J..nto account J..ncentJ..ves for 
teachJ..ng J..n rural areas) 

SECOND DISBURSEMENT 
AprJ..l/May, 1995 

InJ..tJ..ate the J..mplementatJ..on of the 
actJ..on plan 

EstablJ..sh 1,000 new EDUCO sectJ..ons 

InJ..tJ..ate a pJ..lot plan wJ..th other 
methods for decentralJ..zJ..ng 
educatJ..on 

FJ..na1J..ze the traJ..nJ..ng plan for 
health promoters and mJ..dwJ..ves that 
wJ..II allow them to assume a greater 
role J..n the provJ..sJ..on of health 
servJ..ces 

SubmJ..t to the LegJ..slatJ..ve Assembly 
the reforms to the CJ..vJ..I ServJ..ce 
Law 

Consult wJ..th dJ..fferent sectors on 
the reforms to the Teachers Salary 
Law and the proposal of J..ncentJ..ves 
for teachJ..ng J..n rural areas 
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AREA 

strengthen~ng of 
Soc~al Sector 
F~nances 

OBJECTIVE 

Cost recovery ~n 
health establ~shments 
~n order to release 
resources for pr~mary 
care 

Improve the process 
of allocat~on of 
resources through a 
better budget 
d~spos~t~on ~n the 
M~n~str~es of Health 
and Educat~on 

Increase resources 
ava~lable for health 
and educat~on 

FIRST DISBURSEMENT 
oct INov , 1994 

In~t~ate the ~mplementat~on of the 
cost recovery program ~n 15 
hosp~tals of the M~n~stry of 
Health, by type of establ~shment 
and ~n accordance w~th tar~ffs 

:~~~~:~~~~~m~~ ~r~:s~~~~:~:~~i2and 
and consequent w~th an ~mprovement 
~n the qual~ty of the serv~ces 

Des~gn a new budget format for the 
M~n~str~es of Health and 
Educat~on, based on serv~ces 
programmed and not on h~stor~cal 
allocat~ons 

Increase the 1995 budgets for the 
M~n~str~es of Health and Educat~on 
by ¢307 6 and ¢226 8 m~ll~ons, 
respect~vely 

Increase the budget allocat~ons 
and ass~gn ~t to pr~ortty areas ~n 
health and educat~on / 

SECOND DISBURSEMENT 
Apn.l/Mq, 1995 

Sat~sfactory progress ~n the 
~mplementat~on of the cost recovery 
program ~n 15 Health centers 

Prepare the Educat~on and Health 
budgets for 1996 based on th~s new 
format 

Make sure that the M~n~str~es of 
Health and Educat~on have full 
access to the resources programmed 
for 1995 

2 
/ Advances must be made ~n cost recovery, not forgett~ng the ~dea of turn~ng over to pr~vate 

adm~n~strat~on the hosp~tals under the M~n~stry of Health and the Soc~al secur~ty Inst~tute Th~s w~ll 
allow the Government to release resources presently dest~ned to hosp~tal care and ass~gn them to pr~mary 
health care It must be remembered that the bas~s of the new health strategy ~s to dest~ne the most 
resources posslble to pr~mary care 

3 
/ The 1995 budget data from the M~n~stry of F~nance are ¢1,632 4 and ¢1,169 5 m~ll~ons for the 

M~n~strles of Health and Educat~on, respect~vely, compared to ¢1,405 6 and ¢881 9 m~ll10ns ~n 1994 



AREA 

...> 
~ 

OBJECTIVE 

Increase f~scal 
revenues 

FIRST DISBURSEMENT 
Oct /Nov , 1994 

Measures to ~mprove tax and 
customs adm~n~strat~on 

* contract~ng of 50 add~t~onal 
aud~tors 

* Apply the "superconsulta" System 
for the development of ~ntegrated 
aud~ts (Income, IVA and customs) 

* Mod~f~ed Tax Offences Law and 
Ant~-Contraband Law 

* In~t~ate the adm~n~strat~ve 
restructur~ng process ~n customs 

* Follow-up on tax revenues to 
check that the extraord~nary 
revenues from coffee are duly 
compl~ed w~th 

* Develop plans to ver~fy the 
compl~ance w~th IVA forms, wh~ch 
would broaden the tax base 

SECOND DISBURSEMENT 
Apr1.1/May, 1995 

Measures to ~mprove tax and customs 
adm~n~strat~on 

* Contract~ng of 50 add~t~onal 
aud~tors 

* Cont~nue apply~ng the 
superconsulta system for the 
development of ~ntegrated aud~ts 
(Income, IVA and customs) 

* ApplLcat~on of the reformed Tax 
Offences Law 

* Appl~cat~on of the reformed 
customs Offences Law, to reduce 
contraband 

* Cont~nue wLth the adm~n~strat~ve 
restructurLng ~n customs, ~nclud~ng 

act~ons for the pr~vat~zat~on of 
warehouse management 



, ~.,. 
~ 

-,S-

AREA 

2 AGRICULTURAL 
SECTOR 

Development of 
Agr~cultural 
Cooper at LVLsm 

3 ELECTRICITY 
AND TELECOM­
MUNICATIONS 

Regulatory 
Framework 

OBJECTIVE 

Increase mun~c~pal 
revenues to allow for 
the performance of 
the decentral~zat~on 
stragegy 

ModernLze the legal 
framework govern Lng 
agrLcultural 
cooperatLves to 
Lncrease the~r 
capacLty to compete 
wLth the prLvate 
sector 

Estabhsh a 
regulatory framework 
favorlng prLvate 
Lnvestment Ln 
electrLcLty and 
telecommunLcatlons 

FIRST DISBURSEMENT 
Oct /Nov , 1994 

Good fa~th effort to obta~n the 
Leg~slat~ve Assembly's approval of 
a new law g~v~ng a greater 
f~nanc~al capac~ty to the 
mun~cLpal~tLes to guarantee theLr 
autonomy 

Increase Central Government 
transfers to the munLcLpalLtLes by 
¢35 mLllLon 

IdentLfy the reforms to the 
CooperatLve AssocLatLons General 
Law and LtS regulatLons, the 
AgrLcultural AssocLatLons SpecLal 
Law, and the AgrLcultural 
CooperatLve Assoc~atlons Bylaws 
RegulatLons 

SubmLt to the LegLslatlve Assembly 
the laws that wLll norm and 
regulate the electrLcLty sector 
and that wlll promote prLvate 
partLcLpatLon, good faLth effort 
to obtaLn theLr approval 

SECOND DISBURSEMENT 
AprJ..l/May, 1995 

Make sure that the mun~cLpal~tLes 
have full access to the resources 
programmed for 1995 

SubmLt to the LegLslatLve Assembly 
the reforms to the CooperatLve 
AssocLatLons General Law and LtS 
regulatLons, the AgrLcultural 
AssocLatLons SpecLal Law, and the 
Agrlcultural cooperatLve 
AssocLatLons Bylaws RegulatLons 

Prepare the regulatLons to rule the 
operatLon of the laws that wLll norm 
and regulate the electrLcLty sector 
and promote the partLcLpatLon of the 
prLvate sector 

InLtLate preparatLon of the laws 
that WLll norm and regulate the 
telecommunLcatLons sector and that 
wlll promote prLvate sector 
partlc~atlon 
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AREA 

4 MACROECONOMIC 
FRAMEWORK 

5 
LEGAL/JUDICIAL 
FRAMEWORK 

6 PEACE ACCORDS 

OBJECTIVE 

Mal.ntal.n 
macroeconoml.C 
stabl.hty and 
contl.nue wl.th the 
structural adJustment 
program 

Mal.ntal.n momentum of 
the legal and 
Judl.cl.al reforms 
process 

Contl.nue l.mplementl.ng 
the Peace Accords 

FIRST DISBURSEMENT SECOND DISBURSEMENT 
oct /Nov , 1994 Aprl.l/May, 1995 

Mal.ntal.n macroeconoml.C stabl.ll.ty Mal.ntal.n macroeconoml.C stabl.ll.ty and 
and contl.nue wl.th the contl.nue wl.th the economl.C 
modernl.zatl.on of the state modernl.zatl.on of the state program 
program 

Mal.ntal.n momentum of the legal and Mal.ntal.n momentum of the legal and 
Judl.cl.al reforms process Judl.cl.al reforms process 

Contl.nue l.mplementl.ng the Peace Contl.nue l.mplementl.ng the Peace 
Accords Accords 

At least 90% of the ex-combatants The GOES should have provl.ded ex-
who have recel.ved land and/or combatants Wl.th credl.t ll.nes for at 
certl.fl.catl.ons to obtal.n l.t under least ¢100 ml.lll.on, for ex-
the USAID-fl.nanced land transfer combatants benefl.tted under the land 
program, should also have recel.ved transfer program fl.nanced by USAID 
an agrl.cultural credl.t fl.naced by 
USAID Efforts wl.ll be made to 
provl.de adequate technl.cal 
assl.stance 
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AREA 

7 ELECTORAL 
REFORM 

8 NRS 

February 24, 1994 
u \econpub\docs\esf94eng 

OBJECTIVE FIRST DISBURSEMENT 
oct /Nov , 1994 

Develop and approve an act~on plan 
for reform of the Electoral Code 
wh~ch w~ll ~nclude, for example 
a) ~ssuance of a s~ngle 
~dent~ty/voter card, b) 
reg~strat~on and vot~ng at the 
local level, c) proport~onal 
representat~on on mun~c~pal 
counc~ls, and d) 
profess~onal~zat~on of the Supreme 
Electoral Tr~bunal (TSE) staff by 
el~m~nat~on of the "clave" system 

Include the NGO commun~ty's key 
recommendat~ons ~n a NRS strateg~c 
plan The plan should ensure a 
greater part~c~pat~on and 
f~nanc~ng of the local 
organ~zat~ons and NGOs that 
represent the populat~on ~n ex­
confl~ct~ve zones 

SECOND DISBURSEMENT 
Aprl..l/May, 1995 

Sat~sfactory progress ~n the 
~mplementat~on of the approved 
act~on plan for reform of the 
Electoral Code 

study the feas~b~l~ty and 
leg~slat~on requ~red to establ~sh a 
non-part~san Supreme Electoral 
Tr~bunal 

sat~sfactory progress toward 
~mplementat~on of the strateg~c plan 
demonstrat~ng greater part~c~pat~on 
and f~nanc~ng of NGOs compared to 
1994 levels 

The NRS w~ll des~gn a methodology 
for and beg~n ~mplementat~on of a 
m~cro-proJects fund for the NGO 
commun~ty 



II. BACKGROUND 

A. Econom1C Performance 

In 1989, the GOES lnltlated a comprehenslve economlC 
stablllzatlon and structural adJustment program almed at restorlng 
lnternal and external balance and reorlentlng the economy toward 
more rellance on competltlve market forces The stablllzatlon 
component lncluded flscal austerlty to reduce the Central 
Government's domestlc flnanclng requlrements and lmproved monetary 
control deslgned to llmlt monetary and credlt expanslon to levels 
conslstent wlth reduced lnflatlon The marked reductlon In 
domestlc flnanclng of the publlC sector deflclt permltted adequate 
flnanclng of prlvate lnvestment through the banklng system, thus 
perml ttlng achlevement of economlC growth targets The 
stablllzatlon component also lncluded the establlshment of a 
flexlble, market-determlned exchange rate system to replace an 
overvalued, flxed-rate reglme, lmprovlng El Salvador's export 
competltlveness whlle ratlonallzlng lmport purchases and lncreaslng 
prlvate-sector confldence 

Complementlng the stablllzatlon component was a structural 
adJustment program deslgned to reduce economlC dlstortlons and lay 
the basls for sustalned economlC growth over the medlum term Key 
macro and sectoral structural adJustment measures lncluded, lnter 
alla, external trade llberallzatlon, revltallzatlon and re­
prlvatlzatlon of the flnanclal sector, the ellmlnatlon of prlce 
controls on over 200 ltems, leavlng only a few on ltems subJect to 
monopollstlc or ollgopollStlc market sltuatlons; the dlsmantllng of 
government monopolles In coffee export marketlng and domestlc sales 
of baslc gralnsi a reductlon In publlC utlllty Subsldles, and 
prlvatlzatlon of state-owned assets such as a maJor hotel and a 
free trade zone 

A near-complete overhaul of the tax system was lmplemented 
ThlS lncluded the ellmlnatlon of all taxes on exports; 
slmpllflcatlon of the personal and corporate lncome tax structure, 
a reductlon In the top marglnal lncome tax rate from 60 percent to 
25 percent, the lntroductlon of a value added tax, the enactment of 
a crltlcal law maklng tax evaSlon a crlmlnal offense, and lmproved 
automatlon, audltlng and enforcement In addltlon, the lmport duty 
schedule has been greatly slmpllfled and protectlon of lnefflclent 
lndustry has been reduced, whlle the Salvadoran economy has become 
more competl tl ve As a resul t of tax reforms and lmproved 
admlnlstratlon, tax revenues (excludlng the coffee export tax) have 
lncreased to 9 4 percent of GDP In 1993, compared to 7 2 percent In 
1989 Moreover, trade has become greatly llberallzed whlle 
lmprovements In customs operatlons have enabled the GOES to 
malntaln revenue levels (See Annex 15 for more detalled 
lnformatlon on GOES economlC POllCy reform performance ) 
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output: The response of the Salvadoran economy to the 
l.mproved poll.cy framework has been l.mpressl.ve El Salvador l.S 
completl.ng l.ts fourth consecutl.ve year of acceleratl.ng growth 
Real GDP grew by 5 1 percent l.n 1993, resultl.ng l.n a GDP 18 4 
percent hl.gher l.n 1993 than that recorded l.n 1989 In per capl.ta 
terms, real GDP grew by an annual rate of 2 2 percent l.n the 1989-
93 perl.od, a much better performance than the 1980s, when GDP per 
capl.ta decll.ned at an annual rate of 1 7 percent, and sll.ghtly 
better than the 1970s, when GDP per capl.ta lncreased by 1 8 percent 
per year (see Graph 1). 

GRAPH 1 

Real GDP Per Capita Growth Rate 

ll!/L tlJ 19t1U Ill! 1lJlJU 1lJlJ1 1 w., 1lJlJ.:l 

Agrlculture led the l.nl.tl.al phase of El Salvador's economl.C 
recovery, respondl.ng vl.gorously to a maJor lmprovement l.n 
l.nCentlves to producers resultlng from better exchange rate 
pollcles, the ell.ml.natl.on of most prlce controls and reduced state 
lnterventl.on l.n basl.c gralns and coffee marketlng Thl.s response 
was partl.cularly noted ln the lncrease ln area planted for basl.c 
gralns Record baslc gralns harvests were reglstered In 1990 and 
1992. A severe mld-year drought ln 1991 prevented what would have 
been another record In 1990, real GDP orlglnatlng In the 
agrl.cultural sector grew 7 4 percent Whl.le there was no growth ln 
the drought-affected year of 1991, l.t was followed by 9 0 and 0 5 
percent real growth rates for 1992 and 1993, respectlvely 

In 
economl.C 

1991, the recovery spread from agrlculture to other 
sectors (manufacturlng, constructlon, and utllltl.es) 
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Average real growth In these sectors accelerated from 1 1 percent 
In 1990 to 5.9 percent In 1991, 6 9 percent In 1992 and 9 2 percent 
In 1993 Reflectlng maJor lncreases In publlC and prlvate 
lnvestment, GOP orlglnatlng In the constructl0n sector grew at an 
average annual rate of 10.8 percent over the 1991-93 perl0d In 
1993, the real growth rate for the utllltles sector was 14 8 
percent, boostlng the average annual rate for 1991-93 to 9 5 
percent. SerVlces grew at an average annual rate of 4.0 percent 
over the 1991-93 perlod 

Investment and Sav1ngs: The lmproved economlC pOllC1.eS 
adopted Slnce 1989, along wlth the consolldatl0n of peace, have led 
to greater degrees of confldence In the Salvadoran economy Gross 
flxed capltal formatlon, grew from 12 8 percent of GOP In 1988 to 
16 6 percent In 1993 Prlvate lnvestment Jumped from 9 7 percent 
of GOP to 13 0 percent over the same perl0d, reflectlng a 11.5 
percent average annual real rate of growth (see Graph 2) 
Reflectlng the advent of peace and lnltlatlon of natl0nal 
reconstructl0n actlV1.tles, publlC l.nvestment averaged 36 percent of 
GOP In 1992 and 1993, up from 2 3 and 2 5 percent reglstered In 
1990 and 1991, respect1.vely Nonetheless, publ1.c lnvestment 
remalned well below the 6.8 percent of GOP average dur1.ng 1980-
1982 Through the decade of the 1980s, the publlC lnvestment 
budget, as well as recurrent spendlng on soclal programs, was 
sacrlflced to meet lncreaslng war-related securlty costs 

GRAPH 2 

Pubhc & Pnvate Investment as % of GOP 
1980-1993 

1°~-------------------------------' .. 
PUBLIC 

• PRIVATE 

Flnanclng for thls lncrease In lnvestment came pr1.marlly from 
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nat10nal sav1ngs, Wh1Ch as a percent of GOP more than doubled from 
5 2 percent 1n 1990 to 13 percent In 1993 A maJor component of 
nat10nal savlngs, fam1ly remlttances, grew from 6 4 percent to 10 8 
percent of GOP over that same perlod Gross domestlc savlngs, 
whlch excludes remlttances and other factor serVlce lnflows, rose 
from 0 7 percent to 3.4 percent of GOP dur1ng the same perlod 
Contr1but1ng to greater rates of sav1ngs were lmproved flnanclal 
1ntermed1atlon through the revltallzatlon of the flnanc1al sector, 
result1ng 1n greater confldence In the bank1ng system, and gradual 
l1berallzatlon of deposlt rates to g1ve savers posltlve real 
returns. El Salvador st1ll rel1es on substant1al forelgn sav1ngs 
to f1nance 1nvestment Fore1gn sav1ngs (measured as the current 
account def1c1t 1n the balance of payments -- 1nclud1ng rem1ttances 
but excludlng off1c1al transfers) was equlvalent 1n 1993 to 4 2 
percent of GOP Nonetheless, th1s was less than the 6 7 percent 
flgure recorded In 1990 

Pr1ces: Inflat10n has been essentlally brought under control 
The d1sclpl1ned monetary pol1c1es of 1990 and 1991 lowered annual 
(po1nt-to-po1nt) 1nflat1on rates at the consumer level to 19 3 
percent In 1990 and 9.8 percent In 1991, lower than the 23 5 
percent 1nflat10n durlng 1989 and the 25 percent average over the 
1985-88 perlod. In 1992, the rate of pr1ce 1ncreases doubled to 20 
percent because of temporary lapses In f1scal/monetary d1sclpllne, 
the 1ntroductlon of the 10 percent value added tax, and maJor 
adJustments In publ1C ut1l1ty rates In September 1992 The rapld 
monetary expans10n occurred pr1mar1ly because of the need for the 
Central Government to spend on, and the Central Bank to flnance, 
GOES comm1tments under the January 16, 1992 Chapultepec Peace 
Accords Restoratlon of f1scal/monetary restra1nt near the end of 
1992 and throughout 1993 contrlbuted to a reductlon of the 
lnflat10n rate for 1993 to 12 percent, meetlng the GOES's 1993 
Econom1c Program target for 1993. An 8-10 percent 1nflatlon rate 
1S programmed for 1994, and 1S feas1ble 1f f1scal and monetary 
d1sc1pl1ne are ma1nta1ned (Graph 3) 
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GRAPH 3 

Consumer Price Index 

21 

1970 BO 1980-89 1990 1991 1992 1993 

F1scal Accounts: Overall flscal performance In recent years 
has been encouraglng The comblnatlon of marked lmprovement In 
revenue collectlons wlth generally successful efforts to restraln 
expendltures has resulted In a drop In the overall deflclt of the 
consolldated nonflnanClal publlC sector (CNFPS), excludlng grants, 
from 5 8 percentage pOlnts of GOP In 1989 to 3.3 percent In 1993 

The deflclt dropped sharply In 1990 to 2 5 percent of GOP. 
Whlle lncreases In revenues and a small drop In current 
expendltures contrlbuted to the lower deflclt, the maln factor was 
a maJor contractlon In publlC lnvestment from 4 percent of GOP In 
1989 to 2.4 percent In 1990 ThlS drop reflected a number of 
factors, lncludlng the November 1989 FMLN offenslve WhlCh paralyzed 
the capl tal Cl ty and lmplementatlon delays assoclated Wl th the 
rev lew and redeslgn of several lnvestment pro] ects by the new 
Crlstlanl Admlnlstratlon, WhlCh took offlce In June 1989 (Graph 4) • 
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GRAPH 4 

NFPS Deficit as Percent of GOP 
19861993 
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In 1991, lnterest payments more than doubled due to a publlC 
sector debt consolldatl0n exerClse In late 1990, and transfers to 
the energy parastatal surged because of hlgher operatlng losses due 
to poor prlclng pollcles, the use of more expenslve thermal 
generatl0n to replace cheaper hydroelectrlc power whose output 
dropped due to a severe drought, and the purchase of much more 
costly electrlclty from Guatemala. These factors more than offset 
further revenue galns and contlnued austerl ty on other current 
publlC expendltures, resultlng In a CNFPS deflclt of 4 4 percent of 
GDP 

The flscal balance deterl0rated further In 1992 prlmarlly due 
to a maJor lncrease In expendltures requlred by the lmplementatlon 
of the January 16, 1992 Chapultepec Peace Accords. Addltl0nal 
flscal sllppage occurred as the GOES delayed both lntroductlon of 
the value added tax (VAT) and publlC utlllty SUbsldy cuts 
Moreover, net lendlng to the prlvate sector (to cushlon the blow of 
falllng lnternatl0nal prlces on coffee producers) added almost one 
full percentage pOlnt of GDP to total expendltures for the year 
Therefore, notwlthstandlng modest but steady lmprovement In tax 
collectlons, and contlnulng flscal austerlty on non-peace accord 
expendltures, the overall CNFPS deflclt, excludlng grants, Jumped 
to 5 9 percent of GDP, the hlghest Slnce 1983. 

Substantlal lmprovement In flscal performance was noted In 
1993 Beneflttlng from the flrst full-year effect of the new VAT, 
WhlCh replaced an outdated and falllng turnover tax, as well as 
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tlghter tax enforcement and lmprovements ln admlnlstratlon, tax 
collectlons rose to 9 4 percentage pOlnts of GOP, well above the 
8.7 percent recorded ln 1992 and nearly two percentage pOlnts 
hlgher than the 7 6 percent flgure for 1989 
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Current expendltures dropped to 11 8 percent of GOP resultlng 
ln publlC sector savlngs (before grants) of 0 7 percent of GOP 
Reflectlng slower than programmed lmplementatlon of publlC 
lnvestment pro] ects, capl tal expendl tures dropped notlceably to 4 2 
percent of GOP compared to 5 2 percent In 1992 stronger tax 
performance, lower lnvestment expendltures, and a sharp decllne In 
net lendlng brought down the 1993 CNFPS deflclt, excludlng grants, 
to 3.3 percent of GOP, 2 6 percentage pOlnts lower than the deflclt 
for the year before 

Flnanclng of the CNFPS deflclt In 1993 came almost entlrely 
from offlClal transfers (1.8 percent of GOP) and net external 
borrowlng (1.8 percent of GOP). Oomestlc flnanclng of the deflclt 
dropped to -0 3 percent from a posltlve 0 6 percent of GOP In 1992 
and 2 6 percent of GOP ln 1989 

Peace D1v1dend: In 1989, the flrst year of the current 
admlnlstratlon, defense spendlng made up 30 percent of non-lnterest 
ordlnary spendlng of the GOES The amount was about ¢700 mllllon, 
ln 1987 Colones At the same tlme, about the same proportlon of 
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the budget and the same amount of money was devoted to educatlon 
and health (lncludlng soclal asslstance) Slnce 1989 the amounts 
and budget shares devoted to defense have been decllnlng Indeed, 
between 1989 and 1993 defense spendlng has decllned from 30 percent 
of non-lnterest ordlnary budget to less than 15 percent In real 
terms, defense spendlng decllned by about 40 percent over the 
perlod 
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It was not untll 1992 that educatlon and health spendlng 
started to rlse In real terms, 1 e., that there began to be a 
substant1al "peace dlVldend" 1n terms of r1slng soc1al spendlng 
Together they rose from 22 percent of non-1nterest spendlng 1n 1991 
to over 30 percent by 1993 ThlS translates lnto a real lncrease 
of about one-slxth durlng the same perlod. 

The 1994 budget holds defense spendlng to last year's level In 
nomlnal terms ThlS translates lnto a decllne In ltS share of non-
1nterest spendlng to about 12 percent and represents a real decllne 
of about 8 percent. Meanwhlle, health and educatl0n spendlng are 
slated to malnta1n thelr share 1n non-lnterest spendlng, Wh1Ch 
translates lnto a real lncrease of about 15 percent. 

Al though the GOES has a long way to go to cover the d1re 
soc1al needs of 1ts populat1on, espec1ally 1tS poor, 1t lS certa1n 
that w1thout the peace the country lS now enJoY1ng and 1ts 
budgetary "peace d1v1dend" th1S progress 1n soc1al spend1ng could 
not have come about 

Money and Cred1t: Over the last four years, the GOES has 
successfully managed a generally austere monetary program. Wlth 
the exceptlon of 1992, when net domestlc credlt growth exceeded 
30 percent, cred1t expanS10n has been held 1n check In 1993, 
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overall net domestl.c credl.t growth slowed to 18 percent. The 
growth rate of net domestl.c credl.t to the publl.c sector dropped to 
1 2 percent 1n 1993 from 15 3 percent l.n 1992 and an average of 33 
percent for 1990-91 Thl.s enabled more credl.t to be made aval.lable 
for pr1vate 1nvestment and product10n In 1993, net domest1c 
cred1t to the pr1vate sector grew by 17 percent and accounted for 
83 percent of overall net domestl.c cred1t expansl.on for the year 
Growth 1n the bas1c money supply (M1) slowed to 17 5 percent 1n 
1993, a s1gnl.f1cant drop from the 31 0 percent growth 1n 1992 
Also, the broad money supply (M2) grew by 26 4 percent l.n 1993 
after expand1ng by 33 0 percent the year before 

Interest-rate ll.berall.zatl.on over the past two years has 
contrl.buted to a sl.gn1fl.cant change l.n the composl.tl.on of the 
monetary aggregates The bas1c money component (M1) , consl.stl.ng of 
currency l.n cl.rculatl.on and sl.ght deposl. ts, l.ncreased from 8.6 
percent of GDP 1n 1991 to 9 9 percent l.n 1992 and then decll.ned to 
9.6 percent l.n 1993 The quasl.-money component (M2 less M1), 
consl.stl.ng of savl.ngs and tl.me deposl.ts, showed a marked expansl.on 
from 16 7 percent of GDP l.n 1991 to 19.8 percent 1n 1993, a clear 
reflectl.on of greater publl.c confl.dence l.n the fl.nancl.al system 

Balance of payments: El Salvador's exports, Wh1Ch had more 
than halved from $1,133 ml.lll.on l.n 1979, the country's record year 
for export revenue, to $498 ml.lll.on l.n 1989, Jumped 17 percent l.n 
1990 to $582 m1ll1on. However, 1n 1991-92 export growth stagnated, 
prl.mar1ly due to sharply decl1nl.ng 1nternat10nal terms of trade, 
ma1nly because of lower coffee prl.ces The $598 m1lll.on export 
f1gure for 1992 was only 53 percent of the 1979 f1gure Export 
performance has been affected negatl.vely by the real apprecl.atl.on 
of the exchange rate, whl.ch has resulted prl.marl.ly from surgl.ng 
faml.ly reml.ttances and capl.tal l.nflows In 1993, exports rose to 
$731 7 ml.ll10n, reflect1ng both greater volumes and 1mproved prl.ces 
for coffee as well as an 18 8 percent 1ncrease l.n nontradl.t1onal 
exports Drawback exports, cons1dered as serV1ces and therefore 
not l.ncluded l.n the merchandl.se export totals, grew over 375 
percent from $15 m1ll10n (net value added bas1s) 1n 1989 to $71.1 
m1lll.on 1n 1993 

Notwl.thstand1ng the strong export growth achl.eved l.n 1990 and 
1993, a maJor surge 1n 1mports has wl.dened El Salvador's 
merchandl.se trade defl.cl.t to a sl.zable $1. 2 bl.lll.on, or 15.5 
percent of GDP Reflectl.ng stronger economl.C growth and El 
Salvador's more open tradl.ng regl.me, merchandl.se l.mports nearly 
doubled (l.n current dollar terms) from Just over $1 0 bl.lll.on l.n 
1988 to $1 9 bl.lll.on l.n 1993 El Salvador's l.mports from the 
Unl.ted States more than doubled from $377 ml.lll.on to $885 ml.lll.on 
over the same perl.od 

El Salvador has had ll.ttle trouble fl.nancl.ng l.ts huge trade 
defl.cl.t l.n recent years Cont1nUl.ng hl.gh levels of offl.cl.al 
transfers, along wl.th l.ncreased fam1ly reml.ttances, pr1vate cap1tal 
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1nflows and off1c1al external borrow1ng, have enabled El Salvador 
to 1mprove 1ts net 1nternat1onal reserve pos1t1on to $645 m1ll10n 
at the end of 1993. El Salvador's gross off1c1al reserves are 
equ1valent to 4 4 months of 1mports of goods and 1S almost $400 
m1ll10n h1gher than 1n 1989 

S1nce the beg1nn1ng of the reforms 1n 1989, the nom1nal 
Colon/U S. dollar exchange rate has reg1stered a 43 percent 
cumulat1ve deprec1at1on However, 1n real effect1ve terms, the 
exchange rate, after a noted 18 percent deprec1at1on dur1ng 1990, 
has apprec1ated by 19 percent S1nce January 1991, a result of 
surg1ng fam1ly rem1ttances and cap1tal 1nflows Th1S has caused 
concern regard1ng El Salvador's 1nternat1onal compet1t1veness, but 
g1ven the med1um- to long-term nature of fam1ly rem1ttances, there 
are few good pol1cy opt10ns for the author1tl.es, as has been 
demonstrated l.n a thorough analys1s of th1s l.ssue by Dr Arnold 
Harberger (UCLA) In order to ach1eve a deprec1at1on 1n the real 
exchange rate, poll.cy measures Wh1Ch affect real econom1C 
var1ables, as d1st1nct from f1nanc1al, must be pursued Such 
measures would 1nclude a reduct10n of the pub11c sector def1c1t and 
of l.ts fore1gn fl.nanc1ng and further reduct10ns 1n the effect1ve 
rate of tar1ff protect10n Nom1nal devaluat10ns not backed by 
changes affect1ng real var1ables would only result 1n succeSS1ve 
rounds of devaluat10ns and h1gher 1nflat1on. Some exporters could 
real1ze temporary w1ndfall prof1ts, but EI Salvador's overall 
econom1C eff1c1ency and export compet1t1veness would suffer 

B. Soc1al Development 

In tandem wl.th 1tS econom1C reform program, the GOES 1n 1989 
1n1t1ated a program to reduce poverty The program was based on a 
three-part strategy ( 1) l.ncrease economl.C growth 1n order to 
provl.de greater opportun1ty for product1ve employment, (2) l.mprove 
the de11very of educat10n and health serV1ces to enhance the 
ab111ty of poor people to take advantage of the new opportun1t1es 
made ava1lable by an expand1ng economy, and (3) prov1de a soc1al 
safety net for those not able to 1mprove the1r 1ncome generat1ng 
capabl.ll.t1es 

1. Econom1c AdJustment and Growth 

As descr1bed 1n Sect10n A above, the f1rst component of 
the GOES poverty allev1at10n strategy has been h1ghly successful 
The econom1C adJustment process 1n El Salvador over the last four 
years has created a macroeconom1C enV1ronment w1th better 
1ncent1ves and support for lower-1ncome groups to become more 
product1 ve, and therefore has 1ncreased the1r 1ncomes. Four 
consecut1ve years of accelerat1ng econom1C growth have 1ncreased 
employment by as much as 120,000 Jobs, reduc1ng the open 
unemployment rate from 10 percent 1n 1990 to below 8 percent 1n 
1991 and 1992. 
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ThlS growth has also contrlbuted to a reductlon In 
poverty rates and lmprovements In other soclal lndlcators The 
proportlon of urban households reportlng lncomes below that 
requlred to purchase a baslc basket of goods and serVlces and, 
therefore, consldered to be llvlng In relatlve poverty decllned 
from 55.5 percent In 1989 to 53 7 percent In 1992. However, 
regardlng those llvlng In absolute poverty, l.e , those households 
where the comblned lncome of all members lS less than that requlred 
to buy a baslc food basket, there has been llttle change over the 
last three years, wlth the proportlon holdlng about steady at 23 
percent These flgures are based on offlclal data obtalned through 
the Multlpurpose Household Survey, and, due to substantlal under­
reportlng of lncome, they overestlmate the extent of poverty 
However, trends observed wlth the survey data are llkely to reflect 
real trends. No data are avallable on recent changes In rural 
poverty, but lncreases In baslc gralns productlon suggest that 
rural poverty rates may be falllng 

other soclal lndlcators where recent lmprovement has been 
noted lnclude urban homes wlth plped water -- up to 65 percent In 
1992 from 58 percent ln 1989, urban homes wlth lndoor tOllets 
up to 53 percent In 1992 compared to 48 percent In 1989, and urban 
homes wlth electrlclty -- up to 89 percent In 1992 from 84 percent 
ln 1989 

2. Educat10n and Health Serv1ces 

The second component of the GOES poverty allevlatlon 
strategy lncludes programs and actlvltles to lmprove the 
educatJ.onal status and health condltlons of the poor and hence 
thelr capacJ. ty to respond to the J.ncreased opportunJ. tJ.es for 
productJ.ve employment. 

TradJ. tJ.onally , the maJ.n factors that determJ.ned the 
qualJ.ty of educatJ.on servJ.ces avaJ.lable to cJ.tJ.zens have been 
socJ.oeconomJ.c status and rural vs urban resldence. The Mlnlstry 
of EducatJ.on (MOE) has been addresslng both factors through a 
varJ.ety of programs, uSlng ordJ.nary budget resources and 
J.nternatJ.onal fJ.nancJ.ng. FJ.rst, several traJ.nJ.ng programs (CAPS 
and SABE, flnanced by USAID) have speclflcally addressed problems 
faced by low-lncome students by provldlng speclal tralnlng for 
thelr teachers Other programs, lJ.ke EDUCO, permJ.t local parent 
groups to hJ.re and supervlse the teachers In area schools. These 
programs help address problems such as access and communlty 
lnvolvement, especlally those faced In low-lncome rural areas, 
where SABE has provlded crltlcal lnputs such as textbooks and other 
materJ.als SABE lS developlng a new currlculum, provldlng 
textbooks and educatlonal materlal The MOE lS provldlng 
addJ.tJ.onal funds to rural areas, especlally ex-conflJ.ctJ.ve zones, 
through an lnnovatlve program called Dlstrlct Funds ThlS program 
allows communltJ.es to J.dentJ.fy theJ.r partlcular educatJ.onal needs 
and secure funds to address them Second, the urban/rural problem 
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has been addressed by the MOE's dlalogue wlth schools In the ex­
confllctlve areas formerly cut off from the offlClal educatlonal 
system. Speclflcally, materlals are belng dellvered, some teachers 
have been tralned, and the MOE lS worklng to upgrade the Skllls of 
unoff lClal teachers, or "maestros populares." Currently, the 
Concertaclon Educatlva (an umbrella group representlng some 40 FMLN 
NGOs lnvol ved In educatlon) and a technlcal team In the MOE's 
Department of Plannlng are reflnlng a proposal to traln over 1,000 
"maestros populares" USAID has worked to faCllltate the 
development of the proposal through regular meetlngs wlth both 
groups, maklng clear ltS lntentlon to support the consensus 
tralnlng plan The proposal offers dlstance educatlon 
opportunltles to maestros populares, flrst to ralse academlc levels 
and subsequently to provlde teachlng credentlals to faclll tate 
thelr quallflcatlon as recognlzed MOE teachers The MOE and the 
Concertaclon worklng together have nearly completed a fleld 
verlflcatlon of locatlon and academlc levels of the maestros 
populares 

As In educatlon servlces, health care serVlces have also 
tradltlonally reflected maJor dlscrepancles based on SOCloeconomlC 
status and resldence, wlth San Salvador resldents havlng greater 
access to hlgher quallty health care serVlces than those In other 
urban areas, those In rural areas have had less access to health 
care, and quallty has been lower. The recent C1V1I confllct 
exacerbated these dlfferences The Mlnlstry of Health (MOH) , uSlng 
ordlnary budget resources and lnternatlonal asslstance, and In 
cooperatlon wlth the NGO communlty, has worked to reduce thlS gap 
In health care serVlces 

* The MOH has strengthened ltS ablllty to dellver health 
care serVlces by lnltlatlng the decentrallzatlon of 
certaln functlons to the Reglonal level, lnltlatlng the 
flrst steps of a cost recovery plan, and lmprovlng the 
natlonal commodltles and loglStlcS systems (USAID 
flnanced APSISA ProJect) The latter effort has enabled 
even rural health posts and centers to recelve medlclnes 
and supplles on a tlmely basls Increaslng ltS own 
budget for medlclnes and supplles and uSlng coordlnated 
donor ald from USAID and the World Bank to purchase them 
has greatly lncreased levels of medlclnes and supplles to 
amounts approachlng adequate. 

* Increaslng the number of tralned communlty health 
promoters natlonWlde and tralnlng mldwlves (APSISA 
ProJect), wlth a speclal focus on those In rural and ex­
confllctlve areas, has greatly enhanced communlty 
awareness and use of baslc health serVlces 

* Focusslng on the repalr and reconstructlon of the 
water and sanltatlon systems of health facllltles In ex­
confllctlve zones (APSISA ProJect) has supported the work 
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of the communlty health promoters by enabllng them to 
make referrals 

* The MOH has focussed on nutrltl0nal deflclencles In 78 
hlgh-rlsk rural munlclpalltles wlth World Bank flnanclng. 
These munlclpalltles were ldentlfled uSlng a helght and 
welght survey Medlclnes, Vl tamln A supplements, 10dlzed 
salt, Chlld growth monltorlng, nutrltl0n educatlon, and 
baslc equlpment for mldw1ves have been provlded to these 
hlgh-rlsk rural locatl0ns. 

* The MOH has worked well wlth the health NGOs to traln 
thelr health promoters and support thelr placement In 
rural areas dlfflcult for the MOH to serve. 

* The MOH has lncreased lts focus on speclflc health 
1ntervent1ons that have helped reduce lnfant and Ch1ld 
mortallty Speclflcally, through the APSISA ProJect, the 
malar1a 1ncldence has been greatly reduced and the use of 
oral rehydrat10n therapy to treat d1arrheal d1seases has 
greatly lncreased In concert wlth UNICEF, the 
lmmun1zatlon of ch1ldren has reached record levels 

* Flnally, the MOH partlclpated 1n a natlonal health 
sector assessment Wl th the ISSS, NGO communl ty and 
commerc1al sector, Wh1Ch w111 be the bas1s for future 
health sector POllCy and program reform The results of 
the heal th sector assessment have been presented 1n 
numerous open forums that have been perm1tted ample 
cltlzen partlclpat10n 

3. Soclal Safety Net 

A vltal complement to the flrst two components lS the 
lmplementatlon of soclal safety net programs for those poor groups 
who do not beneflt 1mmedlately from the new opportunlt1es resultlng 
from the economlC adJustment program, and those who are not able to 
lmprove thelr lncome-generat1ng capabl11tles In the short run even 
wlth better health and educatlon serV1ces It 1S lnterestlng to 
note that these soc1al safety net programs have been lmplemented by 
decentrallzed entltles, 1 e, not through central government 
mlnlstrles Indeed, these programs have depended greatly on local 
communltles, munlclpal governments and the prlvate sector for much 
of thelr lmplementatl0n The maln components of the GOES soclal 
safety net program lnclude the followlng: 

MunlClpall tles In Actlon program (MEA): The largest 
of these safety net actlvltles has been lmplemented by the USAID­
funded MEA program, ln great part executed by local governments 
Through thlS program, members of poor communltles gather In open 
town meetlngs ("cablldos ablertosll) to establlsh local lnvestment 
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pr1or1t1es from Wh1Ch spec1f1c proJects are chosen to be 
1mplemented. In 1991, MEA completed approx1mately 480 educat1on, 
health, and potable water proJects and other employment-generat1on 
act1v1t1es In 1992, over 900 new proJects were added outs1de the 
Nat10nal Reconstruct1on Program (NRP) An add1t1onal 1,297 
act1v1t1es were 1mplemented 1n 1993, also outs1de the NRP 
Overall, MEA act1v1t1es have benef1tted over 2 m1ll1on low-1ncome 
1nd1v1duals dur1ng the econom1C adJustment per10d 

80C1a1 Investment Fund (FI8): In 1990, the GOES 
created the FIS to f1nance small-scale, labor-1ntens1ve proJects 
1dent1f1ed mostly by NGOs and local commun1ty groups. The proJects 
are targeted to the poorest areas of the country and are des1gned 
to promote domest1c product1on, 1nclud1ng local 1nvestments 1n 
1nfrastructure and occupat1onal tra1n1ng, as well as to help low-
1ncome groups meet the1r baS1C educat1on, health and nutr1t1onal 
needs From 1991 to 1993 the total value of FIS proJects 
1mplemented reached $64 m1ll1on. These resources f1nanced 
vocat1onal tra1n1ng for about 14,000 1nd1v1duals, reforestat1on of 
about 1,000 acres, 94 nutr1t1on proJects benef1tt1ng about 25,000 
ch1ldren, construct1on of 86,000 latr1nes, prov1s1on of 70,000 
fuel-eff1c1ent stoves, and construct1on and equ1pp1ng of about 
3,000 classrooms and 44 health centers Through the 1mplementat1on 
of these 3,192 proJects, FIS has contr1buted to the creat10n of 
about 20,000 Jobs The pr1nc1pal source of funds for the FIS has 
been the lOB, w1th add1t1onal contr1but1ons from the European Un10n 
and several b1lateral donors 

Nat10na1 Reconstruct1on Plan (NRP): W1 th the advent 
of peace, the GOES 1n1t1ated 1mplementat1on of 1tS $1 4 b1ll1on 
Nat10nal Reconstruct1on Program (NRP) to rebu1ld the country, and 
to re1ntegrate formerly confl1ct1ve areas 1nto the grow1ng nat10nal 
economy The f1rst two years' focus was to ass 1St the trans1t1on 
of ex-combatants to enJoy the benef1ts of the peacet1me economy by 
prov1d1ng tra1n1ng, employment, and other benef1ts The focus of 
the NRP 1n 1994 1S to broaden bas1c health and educat10n serV1ces 
to the formerly confl1ct1ve areas, to cont1nue the transfer of land 
to ex-combatants and small farmers; and to rehab1l1tate the 
country's war-torn 1nfrastructure To date, USG ass1stance 
represents more than 80 percent of the total donor contr 1but1ons to 
the NRP 

Dur1ng the NRP's f1rst two years of operat~on, the 
follow~ng have been accompl~shed 

* Nearly 2,000 small-scale soc~al and econom~c 
1nfrastructure proJects have been 1n1t1ated ~n the 
115 mun1c1pal1t1es 1n the ex-confl1ct1ve areas 
targeted by the USAID-funded MEA program These 
proJects 1nclude more than 20 schoolrooms, more 
than 35 health posts, almost 150 commun1ty 
bU1ld1ngs, almost 500 rural roads, about 50 potable 
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water proJects, and 120 electr1c1ty proJects. 

* A program has been 1n1 t1ated to prov1de land to 
22,000 ex-combatants and 25,000 poor squatters. To 
date, approx1mately 94,000 acres of land have been 
negot1ated for and approved for sale to more than 
14,000 benef1c1ar1es Of these, approxlmately 60 
percent are FMLN ex-combatants, 20 percent ESAF ex­
combatants, and the remalnder, squatters 

* Agrlcultural starter packages were prov1ded for 
7,500 FMLN and 1,200 ESAF ex-combatants who chose 
agrlculture for the1r llvellhoods Household 
furnlshlngs were provlded to 10,100 FMLN ex­
combatants About 4,200 ESAF ex-combatants have 
recelved vocat10nal/agrlcultural tra1nlng 

* A total of 112 NGOs are part1clpatlng ln the 
Natl0nal Reconstructlon Program, some of WhlCh are 
admlnlsterlng more than one type of proJect. Of 
these, SlX have the1r pr1nclpal off1ce 1n the 
Unlted states, and the rest are local 
organlzatl0ns. 

* More than 75,000 personal ldentlflcatl0n cards 
(cedulas) have been provlded, allowlng the 
beneflclarles to reglster to vote 

* More than 35,000 people have recelved agrlcultural 
or m1croenterpr1se cred1t, 

* 4,000 teachers have recelved traln1ng, 1,450 
schools have been provlded equlpment and supplles, 
and 150 classrooms have been rehabllltated or 
reconstructed, extendlng the beneflts of educatlon 
to areas that were under served ln the past 
Approxlmately 120 health facllltles are belng 
supplled regularly wlth medlclnes 

c. Internat10nal Support 

El Salvador's 1mproved econom1C POl1Cy framework S1nce 1989 
has opened the doors to 1ncreased cooperat10n and support from 
maJor lnternatl0nal lendlng agencles and other donors Slnce 1990, 
three IMF stand-by arrangements support1ng monetary and f1scal 
stab1l1 ty and rat10nal exchange-rate pol1c1es have been 1mplemented 
by the GOES The World Bank completed ltS f1rst structural 
adJustment loan (SAL I) over the 1991-92 perlod and 1S now 
1mplementlng 1tS SAL II program, wh1ch supports structural and 
sectoral adJustment 1n the publlC sector, tax and customs reform, 
an lmproved poverty allevlatlon strategy, and better envlronmental 
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protectlon pollcles The Inter-Amerlcan Development Bank approved 
an Investment Sector Loan (ISL) In November 1992 to support POllCY 
reforms deslgned to lmprove the lnvestment cllmate by strengthenlng 
flnanclal lntermedlatlon, lncreaSlng savlngs, modernlzlng 
telecommunlcatlons, and upgradlng lnfrastructure In early 1991, 
after maJor advances In trade llberallzatlon, El Salvador was able 
to accede to the GATT The terms under WhlCh El Salvador acceded 
were consldered to be more open than most, maklng El Salvador the 
model for developlng natlons wlshlng to accede to GATT 
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III. PROGRAM RATIONALE AND RELATIONSHIP TO OTHER PROGRAMS 

A. Poverty Trends 

GOP per cap1ta fell by more than 25 percent 1n the per10d 1978 
to 1982, and 1t rema1ned roughly constant unt1l 1990 when 1t 
started to r1se As a result of the poor economlC performance of 
the late 1970s and of the 1980s, poverty 1ncreased dur1ng that 
per10d The follow1ng graph 1llustrates the trend 1n per cap1ta 
1ncome 

x 
(l) 
'U 
C 

GRAPH 8 

Index of Real Per Capita Income 
(1978 = 100) 

Whlle the data are not perfectly comparable, urban poverty 
(us1ng the "poverty l1ne" method, and based on the lncome necessary 
to purchase two "canastas bas1cas," 1.e. the 1ncome per cap1ta that 
would allow the purchase of two commod1ty baskets provldlng mlnlmum 
nutrltlona1 needs per person) lncreased from 50 percent of the 
total urban populatlon ln 1976 to 61 percent ln 1988 Slnce then, 
there has been a decllne In urban poverty to 54 percent In 1992 
These data overestlmate the level of poverty because they are based 
on the Multlpurpose Household Survey (MPHS), WhlCh most analysts 
agree underestlmates lncome, but the trends ln the data may 
approxlmate real trends 

The World Bank has adJusted the poverty flgures to compensate 
for the under-reportlng of lncome In thelr most recent report on 
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th1S tOP1C, El Sal vador--The Challenge of Poverty Allev1at1on (June 
22, 1993) they present the adJusted data For 1992, urban poverty, 
uS1ng the poverty 11ne method, 1S est1mated at 43 percent, compared 
to 54 percent uS1ng the unadJusted MPHS data The World Bank 
report est1mates rural poverty at 56 percent and total poverty at 
48 percent 

Although there are slgn1f1cant data problems, 1t can be 
concluded that poverty 1ncreased sharply 1n the per10d preced1ng 
the econom1C adJustment program as a result of the econom1C decl1ne 
assoc1ated w1th the war, the general cr1S1S affect1ng Lat1n Amer1ca 
and the 1nappropr1ate econom1C pol1c1es followed by El Salvador 
However, there has been a not1ceable, albe1t modest, decl1ne 1n 
poverty rates Slnce the adJustment program began 1n the late 1980s 

B. Program Rat10nale 

Notw1thstand1ng the recent decl1ne 1n poverty rates, the poor 
represent roughly one half of the populat10n of the country, and 
therefore the greatest 1mperat1 ve 1n El Salvador 1S to reduce 
poverty Add1t10nally, poverty reduct10n 1S a necessary cond1t10n 
for ma1nta1n1ng the peace The reduct10n of poverty w111 requ1re 
cont1nued labor-1ntens1ve econom1C growth as well as programs to 
1ncrease the accumulat10n of assets by the poor, part1cularly 
through an 1ncrease 1n human cap1tal Compensatory programs, 
des1gned to prov1de vulnerable groups a m1n1mum of protect1on, w111 
cont1nue to be necessary 

As d1scussed 1n Sect10n II, the GOES has 1mplemented a ser1es 
of econom1C reform measures des1gned to promote econom1C growth, 
and these measures have altered slgn1f1cantly the "rules of the 
game" faced by econom1C agents As a result, there has been a 
v1gorous response that 1S man1fested 1n the relat1vely h1gh rates 
of growth of the past four years The GOES, however, has made 
11ttle effort to modern1ze the state, and th1s w111 const1tute a 
cr1t1cal constra1nt to future econom1C growth and w111 make 1t very 
d1ff1cult to carry out programs des1gned to 1ncrease the access to 
assets by the poor Cont1nu1ng phys1cal 1nfrastructure needs may 
cause bottlenecks to future econom1C growth The publ1C sector 
w1ll not be able to make the needed 1nvestments to allev1ate these 
bottlenecks, but structural changes w111 1mprove the legal and 
regulatory framework and encourage the pr1vate prov1s1on of these 
serVlces, lncludlng electrlclty, ports, telecommunlcatl0ns, and 
water. 

A more modern state ln El Salvador would need to spend more on 
soc1al programs, but spend1ng also needs to be more product1ve and 
better targeted At the same t1me, the government cont1nues to 
spend on many unproduct1ve act1v1t1es and 1n areas that should be 
left to the pr1vate sector To ach1eve 1mproved eff1c1ency and 
effect1veness, a greater role 1n the 1mplementat1on of programs 
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should be gl.ven to the munl.cl.pall.tl.es and other decentrall.zed 
levels of government, to NGOs, and to the prl.vate sector If 
serVl.ces are provlded by lnstltutlons closer to the beneflclarles, 
accountabl.ll.ty and effl.cl.ency could l.ncrease, and governance would 
be enhanced 

c. A Part1c1patory Po11cy D1aloque Process 

A maJor change In the role of the central government l.S a very 
ambl. tl.OUS goal, but apart from long-term economl.C growth l. t l.S 
probably the only feaslble way to reduce poverty slgnl.fl.cantly 
The poll.cy measures descrl.bed l.n Sectl.on IV have been desl.gned to 
reduce poverty through a modernl.zatl.on of the state The USAID 
Mlsslon recognl.zes that the l.mplementatl.on of these measures wl.ll 
requl.re the forgl.ng of a natl.onal consensus on the need to 
modernl.ze the state, and therefore USAIDjEl Salvador l.S fl.nancl.ng 
a serl.es of actl.Vltles deslgned to promote a collaboratl.ve poll.cy 
dl.alogue 

These actl.vl.tl.es l.nclude. 

1) A semlnar on trade ll.berall.zatl.on and the modern 
state, sponsored by ANEP, at whl.ch USAIDjEl Salvador Ml.ssl.on 
Dlrector Charles Costello, Dr Claudl.o Gonzalez-Vega and Dr 
Nlcolas Ardlto Barletta spoke on the need to modernl.ze the state 
Thl.s semlnar took place l.n November 1993, and was attended by close 
to 100 legl.slators and pr1vate sector representatl.ves 

2) Assl.stance to the GOES on the formulatl.on of a Fl.ve­
Year Development Plan. The Plan was completed l.n early March 1994, 
and glves the greatest emphasl.s to poverty reductl.on and the 
modernl.zatl.on of the state USAID l.S now supportl.ng the 
preparatl.on of a 90-day actl.on plan to lmplement the prlOrl.ty 
POllCY recommendatlons contal.ned l.n the Plan Whl.le USAIDjEl 
Salvador fl.nanced a number of the consultants who contrl.buted 
l.mportantly to the formulatl.on of the Plan, the fl.nal product l.S 
wholly "owned" by the GOES professlonals who worked on 1t 

3) Assl.stance to FUNDAUNGO to develop a proposal to 
l.mprove the socl.al secur1ty system Technlcal asslstance to 
FUNDAUNGO l.S bel.ng provl.ded by Dr Carmelo Mesa-Lago, a Professor 
at the Unl.versl.ty of Pl.ttsburgh and a leadl.ng authorl.ty on socl.al 
securl.ty l.ssues USAID supported a seml.nar sponsored by FUNDAUNGO 
and where the prell.m1nary conclus10ns of the soc1al secur1ty study 
were presented Ass1stance on soc1al secur1ty 1ssues has also been 
gl.ven to the M1n1stry of Plannl.ng and to the Central Bank, and 
USAID l.S presently tryl.ng to obtal.n assl.stance to the GOES from an 
actuary workl.ng for the U S Socl.al Securl.ty Adml.nl.stratl.on 

4) The Mlssl0n's Publl.c Fl.nance Advl.sor recently led a 
group of Salvadoran offl.cl.als on a tour of Customs ln Mexl.co, a 
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country that was able to transform a notorlously lnefflclent and 
corrupt government lnstltutlon The offlclals were very favorably 
lmpressed and have wrltten a document settlng a strategy and plan 
of actlon for modernlzlng customs In EI Salvador Modernlzlng 
customs would result In lncreased f lscal revenue and decreased 
corruptlon, and would facllltate lnternatlonal trade 

5) A semlnar on February 16, 1994, before the natlonal 
electlons, where the maln economlC and soclal POllCy research 
lnstltutes (FUNDAUNGO, FUNDE, CENITEC and FUSADES) presented thelr 
proposals for the future In three maln areas· macroeconomlC 
management, lncludlng trade POllCY, poverty reductlon strategy; and 
the role of the state In soclety These lnstltutes represent a 
wlde range of economlC and soclal phllosophy, and each has strong 
llnks to dlfferent polltlcal partles The presentatlons by the 
dlfferent local lnstltutes recelved comments from leadlng 
authorltles In those flelds from the US, Colombla and Chlle The 
semlnar was sponsored by the Centro de EstudlOS Democratlcos 
(CEDEM), an lnstltutlon wlth the reputatlon of lmpartlallty, and lt 
recel ved support from the Internatlonal Center for EconomlC Growth 
The concluslons of the semlnar were publlshed by Aprll, and the 
document has been quoted wldely In the press 

The results of thlS semlnar are qUlte relevant for 
determlnlng the feaslblllty of the proposed 1994 ESF Program 
There was general agreement that poverty was the key lssue faclng 
EI Sal vad~r , and that the soclal sectors had been neglected 
Therefore, the next admlnlstratlon had to lncrease resources to 
those sectors sharply There was also consensus that the dellvery 
mechanlsms for soclal serVlces were grossly lnefflclent and 
centrallzed, and that decentrallzatlon and the modernlzatlon of the 
state could contrlbute to efflclency and to greater cltlzen 
partlclpatlon On decentrallzatlon, some concern was expressed 
that a large number of the munlclpalltles In EI Salvador, because 
of thelr small slze, may be unable to manage programs efflclently 
All lnstltutes felt that prlvatlzatlon was necessary but that 
adequate regulatory frameworks must be establlshed when monopolles 
eXlst, and the prlvatlzatlon process has to be more transparent 
than In the past There was total agreement that the greatest 
emphasls on the flscal slde must be to lmprove tax admlnlstratlon 
to reduce evaSlon On commerclal POllCY, some lnstl tutes and 
candldates seemed to favor a return to protectlonlsm to assure 
self-sufflclency In food productlon, and one lnstltute dld not seem 
to recognlze that small, open economles should strlve to avold 
flscal deflclts In summary, there was a great deal of consensus 
on the need to emphaslze the soclal sectors and to modern~ze the 
state, but there was less consensus on the need to malntaln f~scal 
dlsclpllne and an open tradlng reglme 

• 

6) In May 1994, USAID flnanced a semlnar on 
"Decentrallzed/Prl vate Solutlons to PubllC Problems. II ThlS semlnar 
explored ways In WhlCh lnfrastructure, telecommunlcatlons, 
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educatl0n, health and other serVlces can be provlded more 
efflclently by decentrallzed publlC lnstltutlons, NGOs and the 
prlvate sector. Papers for the semlnar were prepared by 
Salvadorans, comments were provlded by lnternatl0nal experts, and 
the proceedlngs wll1 be publlshed The semlnar was attended by 280 
lndlvlduals representlng wlde-ranglng Vlews on economlC and soclal 
POllCY. It ellclted numerous artlcles In the local press, and lt 
recelved ample T V and radlo coverage 

7) A reductl0n of poverty wll1 requlre more and better­
targeted government spendlng A study of tax POllCy and 
admlnlstratlon was undertaken by a forelgn consultant asslsted by 
a professor from the Unlversldad Centroamerlcana Jose Slmeon Canas 
(UCA) Another study on government spendlng lS belng undertaken by 
another UCA professor ]olntly wlth USAID/EI Salvador's PubllC 
Flnance Advlsor These studles wll1 provlde an analytlcal 
framework for analyzlng the flscal lmpllcatl0ns of poverty 
allevlatlon programs The results of the studles wll1 be presented 
at a semlnar that wll1 be co-sponsored by the Escuela Superl0r de 
Economia y Negoclos (ESEN) In August 1994. 

8) A study on flscal federallsm was completed In May 
1994 Dlfferent optlons for flnanclng local governments were 
analyzed, and the results wll1 constltute a crltlcal element of the 
decentrallzatlon strategy Speclflcally, the flscal federallsm 
study analyzed the vlablllty of a land or real estate tax that 
would be collected at the munlclpal level, as well as a system of 
general and speclflc grants that would be used to equallze access 
to baslc serVlces among Jurlsdlctl0ns wlth dlfferent resource 
bases The conclusl0ns of the study have been presented to POllCy­
makers 

Addltlonally, maJor studles of the educatlon and health 
sectors have been flnanced by USAID, wlth the latter also recelvlng 
support from the Pan Amerlcan Health Organlzatlon/World Health 
Organlzatl0n (PARO/WHO), the World Bank and the Inter-Amerlcan 
Development Bank (IDB) These are descrlbed In the next sectl0n 

Many of these semlnars and studles took place durlng the 
pre-electoral perlod and durlng the polltlcal transltl0n, and 
therefore the key POllCy measures supported by the ESF program were 
the subJect of a broad natlonal dlalogue before the new 
admlnlstratl0n took offlce In EI Salvador We belleve that thlS 
approach to the P011Cy dlalogue, wlth greater partlclpatlon by 
groups representlng a wlde range of phllosophles about economlC and 
soclal POllCY, lS condUClve to the deslgn of better economlC and 
soclal pollcles, and can contrlbute to lmproved governance 
Moreover, replaclng the conventl0nal top-down approach used by most 
donors wlth one that relles heavlly on Salvadorans to carry out 
most of the research, has contrlbuted to greater local "ownershlp" 
of the recommended reforms We expect that thlS wll1 contrlbute to 
greater POllCy stabl11ty 
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D. Relat1onsh1p to USAID Techn1cal Ass1stance Programs 

The proposed program complements and relnforces several 
technlcal asslstance and other actlvltles supportlng the Mlssl0n's 
POllCY dlalogue process In 1993, the M1SS10n l.nltl.ated maJor 
sector assessments for educatlon and health. The prellmlnary 
results of those assessments have been used to ldentlfy proposed 
POllCy reform measures geared toward aChl.eVlng maJor l.mprovements 
In coverage and quallty of the health and educatlonal serVlce 
dellvery systems to be supported by the FY 1994 ESF program, as 
well as to deflne potentl.al proJect l.nterventl.ons 

The Educatlon sector Assessment, carrled out durlng September­
December 1993, used an l.nnovatlve and partl.cl.patory methodology to 
open a natl0nal dl.alogue on educatl0n sector reform A technlcal 
team composed of the Harvard Instltute for Internatl.onal 
Development (HIID) and two Salvadoran l.nstl.tutl.ons, the prl.vate, 
Jesult Unl.versl.ty of Central Amerl.ca (UCA) and the Foundatl.on of 
Entrepreneurs for Educatl0nal Development (FEPADE), worked as 
partners In the research and wrltl.ng of the assessment An 
advlsory comml. ttee representlng a broad spectrum of Salvadoran 
soclety worked wlth the team to provl.de contlnuous feedback durlng 
the assessment process Now that the study lS complete, the 
advl.sory commlttee' s role has expanded, wlth Salvadoran prlvate and 
governmental organlzatlons servlng as leader /promoters to 
dlssemlnate the study further and recommend concrete reforms ln the 
areas needed. 

The Health Sector Assessment, lnltlated In September 1993 and 
completed ln May 1994, lncluded several unlque features a new 
lntenSl.ty of donor coordlnatl0n, lnclusl0n of not Just the MOH, but 
also the Instl.tute of Socl.al Securl.ty, health NGOs and the 
commerclal health sector, and local partl.Clpatl.On and reVlew of the 
assessment Led and organl.zed by USAID, the World Bank, PAHO and 
the IDB helped fl.nance the core assessment team and several specl.al 
supplementary studl.es other donors, l.ncludl.ng UNICEF and UNFPA, 
partl.cl.pated l.n the plannl.ng and reVl.ew of the assessment Local 
Salvadoran partl.cl.patl.on and reVl.ew l.n the process were l.ntense 
Government l.nterests, l.ncludl.ng the MOH, ISSS and Ml.nl.stry of 
Plannl.ng, and NGO and commercl.al sector l.nterests, were represented 
l.n the l.nltlal plannl.ng and dlSCUSS10n stages, town meetlngs wlth 
local leaders, health and government offlclals, rellglous leaders, 
mayors, health professl.onals and others were held In 10 locatlons 
to reVl.ew the technlcal reports, a Leaders Retreat wlth natlonal­
level health and government offlclals and donors was held to reVlew 
the lnl.tl.al fl.ndl.ngs and recommendatlons and seek consensus, and an 
lnformal donors meetl.ng was held In Washl.ngton, D C wlth technlcal 
staff, donor leaders and Salvadoran leaders to ellCl.t donor 
technl.cal revl.ew, seek consensus on the l.ssues and recommendatl.ons, 
provl.de expressl.ons of potentl.al donor l.nterest and support, and 
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dJ.scuss the next steps In addJ.tJ.on, the fJ.nal Health Sector 
Assessment Report was presented at a NatJ.onal Workshop The team 
leader of the assessment also presented J.ts maJ.n conclusJ.ons at the 
USAID-fJ.nanced semJ.nar, "DecentralJ.zed/PrJ.vate SolutJ.ons to PublJ.c 
Problems," whJ.ch took place J.n May 1994 

The results of the educatJ.on and health sector assessments 
form the basJ.s for the desJ.gn of the SocJ.al Sector Reform ProJect 
scheduled to start J.n FY 1995. The ProJect wJ.II strengthen the 
capacJ.ty of the GOES and the prJ.vate sector to analyze socJ.al 
sector J.ssues, desJ.gn and test new socJ.al servJ.ce delJ.very models, 
and promote needed sectoral polJ.cy reforms, J.ncludJ.ng those 
J.nJ.tJ.ated by thJ.s ESF Program The proJect wJ.II J.nvolve both 
publJ.c and prJ.vate J.nstJ.tutJ.ons and coordJ.nate closely wJ.th 
multJ.lateral and bJ.lateral donors. An approprJ.ate blend of 
technJ.cal assJ.stance and traJ.nJ.ng to help J.mplement sectoral 
reforms wJ.II be provJ.ded to the MJ.nJ.strJ.es of EducatJ.on and Health, 
the Salvadoran SocJ.al SecurJ.ty InstJ.tute, traJ.nJ.ng J.nstJ.tutJ.ons, 
and NGOs. 

The SocJ.al Sector Reform ProJ ect wJ.II bUJ.ld on the polJ.cy 
reform J.mplementatJ.on achJ.evements supported by USAID-funded 
technJ.cal assJ.stance provJ.ded over recent years to the MlnJ.stry of 
EducatJ.on (MOE) through the SABE ProJect and to the MJ.nlstry of 
Health (MOH) through the APSISA ProJect The SABE ProJect, J.n 
addJ.tJ.on to the textbook and currJ.culum actJ.vJ.tJ.es descrJ.bed above 
J.n SectJ.on II.B , assJ.sted the MOE J.n developJ.ng a more approprJ.ate 
budget format to aJ.d POllCy makers J.n J.mprovJ.ng the allocatJ.ve 
effJ.cJ.ency of publJ.c resources for educatJ.on. It also supported 
actJ.vJ.tJ.es related to decentralJ.zatJ.on, J.ncreased communJ.ty 
J.nvolvement, GOES absorptJ.on of USAID-funded recurrent costs, and 
adequate compensatJ.on and J.ncreased retentJ.on of qualJ.fJ.ed 
teachers The APSISA ProJect, as descrJ.bed J.n SectJ.on II B , 
helped the MOH to decentralJ.ze certaJ.n health functJ.ons to the 
regJ.onal level, and to desJ.gn and J.ntroduce a cost-recovery 
program. 

In addJ.tJ.on, the MJ.ssJ.on has J.nJ.tJ.ated the MunJ.cJ.pal 
Development ProJect, whJ.ch seeks to strengthen democratJ.c 
J.nstJ.tutJ.ons at the local level and enhance the fJ.nancJ.al vJ.abJ.IJ.ty 
of munJ.cJ.pal governments The proposed FY 1994 ESF program 
contJ.nues support J.nJ.tJ.ated wJ.th earlJ.er ESF programs for 
decentralJ.zatJ.on measures, J.ncludJ.ng those to strengthen munJ.cJ.pal 
fJ.nances The program wJ.ll support a number of actJ.ons to J.ncrease 
the effJ.cJ.ency of the educatJ.on system It complements and 
reJ.nforces dJ.rectly the SABE proJect 

Another J.mportant area where the proposed program complements 
MJ.ssJ.on TA J.S publJ.c fJ.nance. The MJ.ssJ.on has mounted a maJor 
effort to assJ.st the MJ.nJ.stry of FJ.nance J.n the modernJ.zatJ.on of 
the country's tax system Indeed, J.mpressJ. ve gaJ.ns have been 
achJ.eved to date J.n J.mprovJ.ng the effJ.cJ.ency, effectJ.veness and 
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equlty of the tax reglme Stl11, lmportant POllCy declslons are 
requlred for further actlons needed to ralse revenues to levels 
enabllng the GOES to flnance lmportant soclal lnvestment programs 
on a sustalnable basls and ensurlng that those able to pay taxes do 
contrlbute thelr falr share The proposed ESF program wl11 support 
flscal measures almed at such lmprovements, and thereby maXlmlze 
the lmpact of Mlsslon-funded technlcal asslstance A presentatl0n 
was made by the USAID-flnanced technlcal asslstance team to 
Presldent-elect Calderon and members of hlS team, and the lssue of 
tax evaSl0n and lmproved tax admlnlstratl0n became a maJor theme of 
the lnauguratl0n speech by Calderon Sol 

Poverty lS partlcularly a rural problem In El Salvador 
Programs to enhance the human capltal of the poor wl11 lmprove 
rural productlvlty and lncome, and wl11 lncrease the beneflts of 
the planned Rural EqUl table EconomlC Growth ProJ ect (CRECER) ThlS 
new actlvlty scheduled to start In FY 1995, wl11 support lmportant 
agrlcultural-sector POllCy reforms deslgned to reduce transactlon 
costs, lncrease product 1 Vl ty , and ralse lncomes In the rural 
sector. It wl11 also strengthen rural cooperatl ves, producer 
assoclatl0ns, and other rural NGOs that demonstrate potentlal to 
ralse members' productlvlty and lncomes, and mobl1lze grassroots 
support for key agrlcultural sector POllCY reforms. 

E. Relat1onsh1p to Programs of Internat10nal F1nanc1al 
Inst1tut1ons (IFIs) 

The leverage provlded by the FY 1994 NPA program relnforces 
that contalned In the programs of other lnternatlonal flnanclal 
lnstltutlons, partlcularly the Internatl0nal Monetary Fund (IMF), 
the World Bank (IBRD), and the Inter-Amerlcan Development Bank 
(lOB) As a result of EI Salvador's lmproved economlC and soclal 
pollcles and democratlc reforms, these lnstltutlons have commenced 
maJor pollcy-based lendlng programs In El Salvador In recent years 
In addltlon to contlnued support for essentlal economlC reforms, 
all three organlzatl0ns have placed added attentl0n on soclal 
development performance Key areas where the proposed FY 1994 ESF 
program relnforces measures supported by the IFIs lnclude 
encouraglng the GOES to provlde greater budgetary resources to 
soclal sectors, decentrallzatl0n, expanded coverage and lmproved 
quallty of soclal serVlces, further progress toward a more 
equltable and efflclent tax system, publlC sector accountablllty 
and antl-corruptl0n measures, actl0ns to lmprove agrlcultural 
productlvlty and hence the lncomes of the rural poor, and steps 
toward rellevlng maJor constralnts to sustalnable growth In the 
electrlclty sector Experlence has shown that the addltlonal 
leverage provlded by the M1SSlon's ESF programs can be decls1ve In 
achlevlng the needed POllCy reforms ThlS lS especlally lmportant 
for those measures of partlcular lnterest and lmportance to the 
USG 
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F. Relat10nsh1p to Miss10n strategy 

The 1994 ESF Program and the ser1es of sem1nars on 
Modernlzatlon of the state support dlrectly four of the flve 
M1SSlon strateglc ObJectlves The measures are deslgned to 
lncrease broadly-based economlC growth; to lmprove the health and 
educatlon status of Salvadorans, wlth an emphasls on the status of 
the poorest Sal vadorans, to 1ncrease the control of ordlnary 
cltlzens over the1r llves, thus lmprovlng governance and enhanc1ng 
freedom and democracy, and to reduce poverty, therefore 
contrlbutlng to the transltlon from war to peace Some proposed 
measures, such as ratlonallzlng electrlclty prlclng and tax1ng 
hydrocarbons, would have beneflclal effects on the env1ronment 
The 1994 ESF Program wlll lnltlate POllCy reforms that wlll be 
supported by planned proJects ln the agr1cultural and soclal 
sectors. 
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IV. PROGRAM DESCRIPTION 

A. Program Des1gn Cons1derat1ons 

A poverty reduct1.on strategy must be based on two equally 
1.mportant elements The f1.rst 1.S to promote the product1.ve use of 
the poor's most lmportant asset, 1 e labor. It calls for pollcles 
to encourage labor-lntenS1.ve economlC growth The second, and 
equally lmportant, lS to assure the provlslon of baslc soclal 
serVlces to the poor, WhlCh In lts turn wll1 ralse thelr 
productlvlty and lncrease thelr earnlng power Prlmary health 
care, famlly plannlng, nutrltlon and baslc educatl0n are especlally 
lmportant, and should be avallable to all Salvadorans wlth an 
adequate level of quallty. 

The two elements are mutually relnforclngi one wlthout the 
other lS not sufflclent Addltlonally, certaln vulnerable groups, 
such as the slck, the old and those who 11ve In regl0ns where the 
natural endowment lS extremely deflclent, wll1 contlnue to suffer 
deprlvatlon even lf the two baslc elements of the strategy are 
followed. Thus, a program of well targeted transfer and safety 
nets lS necessary, part1.cularly In a country such as EI Salvador 
Wl th pockets of extreme poverty In areas where the resource 
endowment may not permlt even marglnal lncreases 1.n lncome 

The Modernlzatlon of the State Program lS deslgned to support 
pollcles to promote economlC growth as well as pollcles to lncrease 
the human capltal of the poor Over the past four years the GOES 
has lmplemented a comprehenslve economlC reform program deslgned to 
lncrease economlC growth The maln economlC lssues are to avold 
POllCY reversals, and to ellmlnate some remalnlng constralnts, 
partlcular ly 1.n the electr lCl ty sector Theref ore « the 
Modernlzatlon of the State Program wll1 glve greater emphasls to 
the second part of the poverty reductl0n strategy, 1 e to measures 
deslgned to lncrease the human capltal of the poor, an area where 
there has been lnadeguate progress durlng the past flve years 
Whlle there has been conslderable progress In the lmplementatlon of 
the peace accords, contlnuatlon of thlS process lS a necessary 
condltlon for the successful lmplementatl0n of the Modernlzatlon of 
the State Program and of all other USAID programs In EI Salvador 
Support of the Peace Accords wll1 contlnue as a top USG prl0rlty In 
EI Salvador 

B. Program Goal and Purpose 

The program goal lS to reduce poverty ThlS non-pro] ect 
asslstance (NPA) program wll1 support key POllCY measures that wll1 
result In a modernlzatl0n of the state. The measures are deslgned 
to glve a greater role In the provlsl0n of serVlces to 
decentrallzed lnstltutlons such as the munlc1.palltles, non-
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governmental 1nst1tut10ns (NGOs) and the pr1vate sector We 
bel1eve that the decentral1zat1on of government act1v1t1es has two 
d1mens10ns, one econom1C and one democrat1c, and they are both 
equally 1mportant. From the econom1C p01nt of v1ew, 1t can be 
expected that decentral1zat10n of government programs and 
empowerment of 1nd1v1duals should 1mprove the allocat1on of 
resources, as the benef1c1ar1es of those programs have much greater 
knowledge of the1r needs than c1v11 servants s1tt1ng 1n off1ces 1n 
San Salvador Add1 t1onally, there 1S greater knowledge at the 
local level of the qual1ty of programs, and therefore mon1tor1ng 
would be based on better 1nformat1on From the democrat1c p01nt of 
v1ew, allow1ng 1nd1v1duals to part1c1pate 1n mak1ng dec1s1ons that 
affect them 1n 1mportant ways and on a da1ly basl.s l.ncreases 
part1c1patl.On 1n the pol1t1cal process, and promotes democracy 1n 
1tS purest sense 

c. The proposed Program 

The proposed program w111 support poll.cy reforms 1n S1X areas 
soc1al sectors, agr1cultural sector, electr1c1ty, macroeconoml.cs, 
legal/]udl.cl.al framework, and the peace accords The unl.fY1ng 
theme 1S poverty reduct10n through the modern1zatl.On of the state 
The program emphas1zes support for measures desl.gned to promote 
decentral1zatl.On and pr1vate solutl.ons to publl.c problems, and to 
l.ncrease equal1 ty and part1c1pat1on by all Salvadorans These 
measures are expected to result 1n a modern state, more eff1c1ent 
and effect1ve, and what 1S equally or more 1mportant, respons1ve 
and accountable to l.ts c1t1zens 

Wh1le several pol1cy areas are supported, the focus of the 
program 1S on soc1al sector reform Th1S reform 1S based on four 
pr1nc1ples. F1rst, pr1or1ty should be g1ven to 1ntervent10ns that 
are cost-effect1ve for poverty reduct10n, such as pr1mary educat10n 
and bas1c health serV1ces Second, publ1c sector expend1ture 
should be targeted on the poor Th1rd, the effectl.veness and 
eff1c1ency of serV1ce del1very must be 1ncreased We consl.der that 
decentrall.zat10n, whl.ch transfers responsl.b11l.ty for the dell.very 
of serV1ces to 1nst1tut10ns closer to the benef1c1ar1es, can 
contr1bute 1mportantly to 1ncreased effect1veness and eff1c1ency. 
Fourth, publ1C sector expend1tures 1n the soc1al sectors are qU1te 
low by 1nternatl.onal standards and therefore must 1ncrease sharply 
Wh1le the "peace d1v1dend" has perm1tted some 1ncreases 1n soc1al 
sector expend1tures 1n the past two years, much greater efforts 1n 
that d1rect1on must be made 1n the 1mmed1ate future 
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1. Soc1al sectors2 

In general, soclal welfare In El Salvador lS very low 
The most recent UNDP report on human development (1993) ranks El 
Salvador 110 accordlng to the Human Development Index (HDI) In 
Latln Amerlca, the only countrles wlth a lower classlflcatlon are 
Nlcaragua (111), Guatemala (113), Honduras (116), Bollvla (122) and 
Haltl (137) 

El Salvador's HDI rank lS not congruent wlth ltS level of 
oer caplta natlonal lncome If one ranks Latln Amerlcan and 
Carlbbean countrles accordlng to the dlfference between the GNP per 
caplta rank and the HDI rank, El Salvador would be In the 
penultlmate place, Just above Brazll (see graph) Brazll, of 
course, lS notorlous for havlng exper1enced hlgh rates of nat10nal 
1ncome growth that were not accompan1ed by a slgnlflcant 
1mprovement In the welfare of the ma]Orlty of ltS populatlon 
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Soclal lndlcators In El Salvador are among the worst ln 
Latln Amerlca Infant mortallty, desplte recent lmprovements, lS 
45 per 1,000, and the adult Ilteracy rate lS 76 percent for males 

2 
Greater deta~l on soc~al pol~cy ~ssues ~s g~ven ~n Juan A B Belt and 

Anabella de Palomo, El Salvador Polit~ca Soc~al V Combate a la Pobreza, 
Apr~l 25, 1994, attached as Annex 2 
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and 70 percent for females ThlS low level of soclal development 
lS the result of restrlcted access to soclal serVlces by the poor, 
who are mostly In the rural areas of the country, and the 12-year 
C1Vll confllct 

Hlgh mortallty rates reflect the lnadequate coverage of 
serVlces -- notwlthstandlng recent Mlnlstry of Health efforts to 
expand coverage, only 32 percent of pregnant women and only 29 
percent of chlldren under two years of age have access to some 
health serVlce About 50 percent of chlldren under flve years of 
age suffer from malnutrltl0n, and malnutrltl0n lS hlgher In rural 
areas The most lmportant cause of death of chlldren under one 
year of age lS dlarrhea, the result of lack of access to potable 
water and lack of knowledge about hyglenlc practlces 

The state of educatl0n lS equally bad, and lS 
characterlzed by lnadequate coverage of prlmary educatlon and hlgh 
rates of repetltlon and dropout In 1992, 75 percent of chlldren 
dld not have access to pre-school, and 24 percent of chlldren 
between 7 and 12 years of age and more than four-flfths of chlldren 
between 16 and 18 years of age were not attendlng school Besldes 
the problem of lack of access, WhlCh has a very negatlve effect on 
soclal equlty, there lS a severe problem wlth the quallty of 
educatlon chlldren In all grades are recelvlng low-quallty 
educatlon and are leavlng school poorly prepared for productlve 
employment The purpose of the proposed measures lS to lncrease 
the effectlveness and efflclency of programs and thus reduce the 
Chlld mortallty rate and lncrease llteracy 

The most lmportant problems faclng the soclal sectors 
are 

a A hlgh degree of centrallzatlon of the Mlnlstrles of 
Health and Educatlon, WhlCh lS lnherently lnefflclent and does not 
allow for Cl tlzen partlclpatlon In declslons about lssues that 
affect them lmportantly and on a dally basls. 

b. A low level of lnternal efflclency of publlC 
lnstltutl0ns In health and educatlon, WhlCh lS manlfested, for 
example, In hlgh repetltlon and desertlon rates In schools 

C An archalc and defectlve C1V1I serVlce system 
sufferlng from deflClent salary scales, poor hlrlng practlces, 
outdated Job descrlptlons and lneffectlve evaluatlon systems 

d A system of personnel management that gl ves very 
llttle lncentlve to lmproved performance by teachers and health 
workers For example, teachers In rural areas are absent up to 40 
percent of the tlme 

e Too much rellance on forelgn flnanclng for lnputs 
such as medlclnes, books, school materlals and teacher tralnlng, 
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essentlal lnputs for permlttlng a mlnlmum level of quallty 
Therefore, as forelgn flnanclng lS reduced, the sustalnablllty of 
ongolng problems wlll be Jeopardlzed unless the efflclency of 
programs lS lmproved. 

f. Ordlnary budget resources for the health and 
educatl0n sector deterlorated severely In the 1980s, although that 
decllnlng trend was arrested beglnnlng In 1991 (see graph below) 
Health and educatlon expendltures are very low In comparlson to 
other countrles, and unless these expendltures are lncreased 
sharply, lt wlll be lmposslble to lmprove soclal equlty or compete 
In the global economy 

g Budget formats used by the Mlnlstrles of Health and 
Educatl0n do not provlde adequate lnformatl0n on expendltures by 
level of serVlce provlded New formats are needed to enable 
pollcy-makers to monltor progress toward lncreaslng lnvestment 
prlorltles to prlmary educatlon and preventlve health care 
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3 More l.nformat1.on on tax loS sues loS g1.ven l.n Juan Carlos Mendez and 
L1.sandro Abrego, Estud1.o del S1.stema Tr1.butar1.o y Arancelar1.o de El Salvador 
(Annex 8) and l.n Mark Gallagher, El Salvador's Tax System (Annex 9 l.n th1.s 
report) 
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lmprovements In tax POllCy and admlnlstratl0n dlscussed In Sectl0n 
II above, El Salvador's tax collectl0ns are relatlvely low by world 
standards and well below levels requlred to flnance maJor 
lmprovements In human resources and an adequate soclal safety net 
Extremely hlgh marglnal tax rates have been lowered to reasonable 
levels. Moreover, USAID-, IMF-, and IDB-funded technlcal 
asslstance programs have equlpped the Mlnlstry of Flnance wlth a 
state-of-the-art tax lnformatl0n system and enhanced admlnlstratlve 
capabl1ltles These reforms, and recently passed legls1atl0n 
maklng tax offenses crlmlnal acts, greatly enhance the GOES's 
abl1lty to pursue dellnquent taxpayers To date, however, the GOES 
has not made full use of these tools. Unless real efforts are made 
to enforce the tax code, overall revenue Ylelds are 11kely to 
decllne, and the tax reform efforts the GOES has made, WhlCh have 
been supported wlth conslderable donor asslstance, wl11 have gone 
for nought The GOES must follow through wlth ltS tax reform 
program and qUlckly demonstrate a SOlld COmIDltment to tough tax law 
enforcement Current estlmates suggest that the tax-to-GDP ratlo 
could be ralsed by at least 3-4 percentage pOlnts through lmproved 
enforcement alone, 1 e , wlthout lncreases In tax rates If the 
GOES falls to make a maJor effort to reduce tax evaSlon and fraud, 
the sustalnabl1lty of educatl0n, health and other soclal lnvestment 
actlvltles wl11 be Jeopardlzed In thelr flrst meetlng wlth the 
USAID M1SSlon durlng the polltlcal transltl0n perlod, Presldent­
elect Calderon Sol and hlS economlC team, all stressed thelr 
COmIDltment to a much greater effort on tax admlnlstratl0n. 
Moreover, Slnce assumlng offlce on June 1, the new GOES economlC 
team has lndlcated to USAID that lt lntends to lncrease penaltles 
for tax evaSlon and contraband The new Mlnlster of Flnance has 
also made several publlC statements announclng helghtened GOES 
efforts to combat tax evaSl0n 

L Flnanclal sustalnabl1lty of Munlclpalltles As 
donor fundlng for munlclpal development actlvltles subsldes, new 
sources of flnanclal resources are necessary to fund lnvestment In 
local lnfrastructure and other munlclpal proJ ects. Potentlal 
sources lnclude property taxes, and speclflc and general transfers 
(see Annex 10, Oscar E Melhado and M Gallagher Propuestas para el 
Federallsmo Flscal en El Salvador) 

Program-supported measures to address soclal sector 
lssues lnclude the followlng 

Decentra11zat1on 

Ob,ect1ve: Increase the level of c1tlzen partlclpatlon In 
declsl0ns that affect them dlrectly 

Spec1f1C Measures: 

- Prepare and approve a natl0nal strategy for decentrallzatl0n 
and munlclpal development and prepare an actl0n plan for the 
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lmplementatl0n of the strategy (The strategy and actlon plan 
wl11 lnclude measures delgned to strengthen the flnanclal 
capaclty of the munlclpalltles ) 

- Prepare tentatl ve decentrallzatlon strategles for health and 
educatlon wlthln the context of thelr lnstltutl0nal 
modernlzatl0n Prepare actlon plan to decentrallze health and 
educatlon and demonstrate satlsfactory progress ln lts 

4 lmplementatlon 

- Prepare and approve a proposal to slmpllfy the mechanlsms 
for flnanclng decentrallzed/prlvate Solutl0ns for the 
provlsl0n of health and educatl0n serVlces 

Approve, lnltlate, and lmplement pl10t programs for 
contractlng NGOs to offer the mlnlmum health package In 
prlorlty zones and analyze results 

- Develop and lnltlate lmplementatlon of an actl0n plan to 
strengthen SILOS and to lnl tlate other forms of communl ty 
partlclpatl0n (ThlS wl11 permlt the SILOS to respond to local 
needs) . 

- Establlsh 1,000 new EDUCO sectl0ns Inltlate a pllot plan 
uSlng other methods to decentrallze educatlon 

Increase Effect1veness and Eff1c1ency of the M1n1str1es of Health 
and Educat10n 

ObJect1ve: Provlde greater coverage In health and faml1y 
plannlng, allowlng a greater role for health 
promoters and mldwlves. 

Spec1f1c Measure: 

- Inltlate the necessary admlnlstratlve reforms to allow a 
greater role for health promoters and mldwlves Deslgn, 
lnltlate, and flnallze a tralnlng plan towards thls end (ThlS 
wll1 permlt health promoters and mldwlves to provlde prlmary 

4 
Decentral~zat~on ~n the prov~s~on of soc~al serv~ces a~ms at ~ncreas~ng 

eff~c~ency, effect~veness, equ~ty, and part~c~pat~on by allow~ng capable pr~vate 
and/or governmental ~nst~tut~ons closest to the benef~c~ar~es to assume a central 
role ~n management and prov~s~on of resources Wh~le the central government may 
ma~nta~n a normat~ve and fac~l~tat~ve role, to the extent poss~ble management 
should be delegated to the ent~ty closest to the commun~ty w~th the capac~ty to 
prov~de the needed serv~ce The spec~f~c form that decentral~zat~on takes w~ll 
obv~ously vary depend~ng on the serv~ce ~n quest~on and ~nd~v~dual cond~t~ons 
w~th~n the commun~t~es Decentral~zat~on may mean delegat~on of author~ty at the 
governmental level to mun~c~pal~t~es, d~str~cts, or departments, and at the non­
governmental level to NGOs, commun~ty organ~zat~ons, and pr~vate ~nst~tut~ons or 
f~rms 
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health and famlly plannlng serVlces WhlCh are presently 
provlded by medlcal doctors, thus reduclng the unltary costs 
of health care dellvery) 

Ob,ect1ve: Improve the teacher hl.rlng process and glve 
greater l.nCentl yes for enhanced teacher 
performance 

Spec1f1C Measures: 

- Present to the Legl.slatlve Assembly reforms to the C1Vll 
Servlce Law to lmprove the fleXlblllty In the management of 
human resources and provlde an adequate system of lncentlves 

- Present to the Leglslatlve Assembly reforms to the Teachlng 
Professl0n Law to adapt lt to the new C1Vll SerVlce Law The 
reforms should provlde lncentlves for teachers to speclallze 
In a glven level and to teach In remote areas 

strengthen1ng of Soc1al sector F1nances 

Ob,ect1ve: Cost recovery In health facl.lltles to provlde 
funds for prlmary care 

Spec1f1C Measures: 

- Inltlate the lmplementatl0n of a cost recovery program for 
hospl.tallzed patlents In 15 hospltals and 15 health centers. 
The cost recovery schedule wlll be based on the type of 
establlshment and wlll lnclude flxed rates by type of serVlce 
and accordlng to the patlents' SOClo-eCOnoml.C classl.fl.catl0n 
The charges wlll be commensurate wlth lmprovements In the 
quallty of health serVlces 

- Satlsfactory progress In the lmplementatl0n of the cost 
recovery program 

OD,ect1ve: Improve the process of allocatl0n of resources 
through a better budgetl.ng of the Mlnlstrles 
of Health and Educatl.on 

Spec1f1C Measure: 

- Desl.gn a new budget format for the Ml.nl.strl.es of Health and 
Educatl.on that would perml.t the allocatl.on of revenues on the 
basl.s of serVl.ces programmed and not on hl.storl.cal 
allocatl.ons. Prepare and submlt to the Legl.slatl.ve Assembly 
the 1996 budget for educatl.on and health based on thl.S format. 

ObJect1ve: Increase resources avallable for health and 
educatl0n 
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Spec1f1c Measure: 

Increase the budgets for the Ml.nl.strl.es of Health and 
Educatl.on wl.th respect to GDP l.n the 1995 budget (amount to be 
determl.ned) Increase budget allocatl.ons for selected 
programs l.n health (wl.th emphasl.s on prl.mary care) and 
educatl.on (wl.th emphasl.s on basl.c educatl.on and l.nputs to 
l.ncrease the quall.ty of educatl.on) Ensure that the 
Ml.nl.strl.es of Health and Educatl.on have full access to the 
resources programmed for 1995 

Ob,ect1ve: Increase fl.scal revenues. 

Spec1f1c Measure: 

Implement measures 
adml.nl.stratl.on 

to l.mprove tax and customs 

ObJect1ve: Increase munl.cl.pal revenues so that the 
decentrall.zatl.on strategy may functl.on 

Spec1f1c Measure: 

- Increase Central Government transfers to the munl.cl.pall.tl.es 
from 17 ml.lll.on colones to 100 ml.lll.on colones Ensure that 
the munl.cl.pall.tl.es have full access to the resources 
programmed for 1995 

2. Agr1cultural sector 

The current laws governl.ng agrl.cultural cooperatl.ves are 
l.nconsl.stent and antl.quated They resl.de l.n dl.fferent bodl.es of 
law--cl.vl.I, commercl.al, and agrarl.an--and govern almost every 
aspect of cooperatl.ve ll.fe and operatl.ons Thl.s paternall.sm and 
state control restrl.ct the optl.ons for l.nnovatl.ve assocl.atl.on and 
economl.C development under the cooperatl.ve model 

The agrarl.an reform cooperatl.ves, l.n partl.cular, were 
founded wl.th a number of structural ll.ml.tatl.ons Most l.mportantly, 
they were not gl.ven full tl.tle to the land, so members do not have 
the normal entrepreneurl.al optl.ons of rentl.ng out part of the land, 
mortgagl.ng l.t, or selll.ng all or part of l.t In addl.tl.on, although 
the cooperatl.ves are )ol.nt enterprl.ses, the mechanl.sms for 
dl.strl.butl.ng earnl.ngs and capturl.ng profl.ts are restrl.cted by law, 
adversely affect profl.t retentl.on, and make l.t extremely dl.ffl.cult 
to capl.tall.ze the cooperatl.ve As a result, the l.ncentl.ves for 
l.nvestl.ng tl.me and fl.nancl.al resources l.n the cooperatl.ve are 
practl.cally nl.l 

other laws are equally pre)udl.cl.al to sound enterprl.se 
management wl.thl.n the cooperatl.ve system. One law, for l.nstance, 
requl.res that all cooperatl.ves subml.t annual statements to be 
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rev1ewed and approved by the M1n1stry of Agr1culture's Off1ce of 
Agr1cultural Assoc1at10ns Another law requ1res that all members 
of the Board of D1rectors of agr1cultural cooperat1ves be elected 
every two years. There lS no prov1s10n for stagger1ng membersh1p 
and re-elect10n lS restr1cted Consequently, every two years, all 
cooperat1ves suffer a complete turnover 1n board membersh1p and 
loss of cont1nu1ty 1n management 

These paternal1st1c and exceSS1 ve controls that currently 
encumber cooperat1 yes are constra1nts to uS1ng them to solve a 
var1ety of problems, rural and urban. Dur1ng the1r recent V1S1t to 
El Salvador, the Board of D1rectors of the Nat10nal Cooperat1ve 
BUS1ness Assoc1at10n (NCBA-CLUSA) 1dent1f1ed ant1quated and 
l.napproprl.ate laws as "the maJor constral.nt to cooperat1ve 
development 1n El Salvador " 

The Program w1ll support the modern1zat10n of the legal 
and regulatory enV1ronment govern1ng agr1cultural cooperat1ves to 
l.ncorporate market-orl.ented pr1nc1ples and facl.ll.tate the formatl.on 
of for-profl.t serVl.ce cooperat1ves The GOES wl.ll develop a 
strategy statement and act10n plan to make agr1cultural and 
agrar1an reform cooperat1ves economl.cally more compet1tl.Ve. 
Subsequently, legl.slat1on w1ll be drafted a1med at 

-Reforml.ng Decree 297 and Decree 747 to remove all 
restr1ct10ns that currently prevent an agrar1an reform 
cooperat1 ve rec1p1ent from leas1ng, rent1ng, transferr1ng 
(except because of death) or encumber1ng hl.s property 

-Reform1ng Decree 124 to remove the restr1ct10ns and 
gUl.del1nes currently affect1ng the use and d1str1but1on 
of cooperat1ve funds and prof1t retent10n, and 

-Reform1ng Decree 124, Art1cle 33 to requ1re the re­
elect10n of the Cooperat1ve Board of D1rectors (ConseJo 
de Adm1n1strac10n) every 4 years, rather than every 2 
years, and perm1tt1ng board members to be re-elected for 
2 consecut1ve terms The Board elect10n procedures w111 
be restructured to ensure a staggerl.ng of board members 
subJect to re-elect10n at anyone t1me, thereby ensur1ng 
that an ent1re board lS not replaced at once 

Aqr1cultural Cooperat1ve Development 

Ob,ect1ve: Modernloze the legal framework govern long 
agrlocultural cooperatl.ves to l.ncrease thel.r 
abl.ll.ty to compete wl.th prlovate sector fl.rms 

Spec1f1C Measure: 

- Ident1fy legal reforms requ1red to modern1ze and rat1onal1ze 
legal and regulatory framework govern1ng agr1cultural 
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cooperatl. ves. Prepare and present to the Legl.slatl. ve Assembly 
draft laws to modernl.ze and ratl.onall.ze legal and regulatory 
framework governl.ng these cooperatl.ves 

3. Electrl.C1ty 

To compete In the global economy, entrepreneurs and 
workers In El Salvador wlll requlre rellable electrlclty 

For the economy to grow at 5-6 percent per year durl.ng 
the next 15 years, l.t has been estl.mated that an l.nvestment of 
about US$l 7 bllll.on (on a present value basl.s) wll1 have to be 
made In the electrlclty sector In the past, CEL, the state-owned 
power company, has not demonstrated that 1 t can lmplement an 
lnvestment plan of that magnltude, and therefore lt lS llkely that 
economlC growth wll1 be constralned unless a greater role lS glven 
to the prl.vate sector In the electrlclty sector 

Electrlclty rates are much lower than costs The 
lmpll.Clt Subsldles recel.ved by the users are regressl.ve, that lS, 
they beneflt hlgher-lncome households more, as the poor consume 
relatlvely less electrlclty Yet these serVlces are so poor and 
unrell.able that they requlre buslnesses to spend large amounts on 
alternatlves Thus, reform of these sectors would lower costs of 
buslness, hence ralslng the country's competltlveness 

Research by the World Bank suggests that sustalned 
prlvate lnvestment In utllltles wll1 take place only lf an adequate 
regulatory system lS l.n place Only then wll1 there be a credl.ble 
commltment to a set of rules that would protect prlvate lnvestors 
agalnst caprlclous admlnlstratlve actl0n and soclety agalnst 
monopoly power 

Modern regulatlon of utlll tles, as practlced ln the 
Unlted Klngdom and Chlle, depends less on regulatory bodles and 

5 relles more on market-based competltlon In electrlclty, for 
example, those two countrles have 11berated the markets for 
electrlclty generatlon, have establlshed rules for transmlsslon, 
and have lnstltuted regulatlon mechanlsms for electrlclty 
dlstrlbutl0n, partlcularly for small consumers. A regulatory 
framework for EI Salvador along those 11nes would requlre passage 
of a leglslatl.ve package that may l.nclude up to three laws. 
Draftl.ng of thl.S legl.slatl.on was supported by the 1993 ESF Program 
The USAID Ml.ssl.on has coordl.nated closely wl.th the World Bank l.n 
thl.s area. Followl.ng on the legl.slatl.ve approval of the new 

5 
The ratLonale for an Lmproved regulatory framework for the electrLcLty 

sector LS gLven Ln Juan A B Belt, Monopoly RegulatLon Some EconomLC and 
InstLtutLonal Aspects wLth PartLcular Reference to the ElectrLcLty Sector, LAC 
Bureau, Development Issues DLscussLon Papers No 5, May 1994 (Annex 11) 
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regulatory framework, the next step would be the reprlvatlzatl0n of 
the electrlclty dlstrlbutlon companles, the prlvatlzatlon of the 
thermal plants owned by eEL (the state-owned electrlclty company) 
and the ad]udlcatl0n of at least one conceSSlon for electrlclty 
generatlon by the prlvate sector It lS expected that 
prlvatlzatlon actl0ns wll1 be part of a planned World Bank power 
sector loan 

A more modern electrlclty sector wll1 contrlbute to 
sustalnable economlC growth, but achlevlng thls Ob]ectlve wll1 
requlre a greater role for the prlvate sector Addltl0nally, the 
funds obtalned from prlvatlzatlon can be used to flnance lnvestment 
programs In the soclal sectors, partlcularly those targeted to the 
poor For example, selllng only one of the dlstrlbutl0n companles 
(CAESS) could Yleld about US$35 mllllon 

Program-supported measures to address these lssues are 

Regulatory Framework 

ObJect1ve: Establlsh a regulatory framework favorlng 
prlvate lnvestment In electrlclty 

Spec1f1C Measures: 

- Submlt to the Leglslatlve Assembly all leglslatl0n necessary 
to encourage greater prl vate partlclpatl0n In the sector 
Good-falth effort to obtaln thelr approval 

- Prepare regulatlons to make operatlve the laws encouraglng 
a greater prlvate partlclpatlon In the sector. 

4. Macroeconom1c Framework 

The malntenance of an adequate macroeconomlC framework lS 
absolutely necessary to guarantee the success of the growth­
promotlng pollCy measures descrlbed above. Addltlonally, the most 
lmmedlate result of a fallure of macroeconomlC stablllty lS hlgher 
rates of lnflatl0n, and lnflatl0n has ltS greatest negatlve effect 
on the poor, as currency constltutes a large proportl0n of thelr 
total assets The condltl0n of an adequate macroeconomlC framework 
has been lncluded In the 1994 Program essentlally to encourage the 
avoldance of maJor POllCy reversals 

5. Lega1/Jud1c1a1 Framework 

Slnce 1992, the USAIDjEI Salvador ESF POllCY and 
Democratlc Reform program has lncluded COndltl0nallty measures 
related to structural, legal and POllCY lmprovements In the 
admlnlstratlon of ]Ustlce Substantlal progress has been made 
through the comblnatlon of POllCy leverage provlded by the ESF 
Program and technlcal asslstance avallable under the Judlclal 
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Reform I and Judl.cl.al Reform II ProJects. Specl.fl.c measures 
l.nclude the draftl.ng and presentatl.on of numerous legal reform 
proposals to the Legl.slatl.ve Assembly, the enactment of the Publl.C 
Defenders Law, l.ncreased resource allocatl.ons and salarl.es for 
prosecutl.on, publl.c defense and the court system, and the 
l.ntegratl.on of the Specl.al Investl.gatl.ve Unl.t l.nto the Natl.onal 
Cl.vl.Il.an Poll.ce The momentum of the reform process, now bel.ng 
gUl.ded by Salvadorans, must be mal.ntal.ned by the new adml.nl.stratl.on 
l.n 1994 Good-fal.th efforts by the adml.nl.stratl.on to support 
enactment of the legal reforms to the crl.ml.nal and crl.ml.nal 
procedure codes and the provl.sl.on of adequate budget resources to 
mal.ntal.n eXl.stl.ng programs and l.mplement the new laws such as the 
Faml.ly Code are essentl.al to bUl.ldl.ng Cl.tl.zen confl.dence l.n 
democratl.c systems and mal.ntenance of the peace. The condl.tl.on of 
mal.ntal.nl.ng momentum of the legal and Judl.cl.al reform process l.S 
l.ncluded to encourage further lmportant reforms and avol.d POllCy 
reversals. 

6. Peace Accords Issues 

The NPA wl.II support GOES efforts to contl.nue to 
l.mplement the Peace Accords and further consolldate the peace 
process 

a. Efforts to Conso11date Democrat1c Reforms and 
In1t1at1ves 

(1) Background 

The deepenl.ng of the Salvadoran peace process 
and strengthenl.ng of key democratl.c l.nstl.tutl.ons contl.nued durl.ng 
1993, wl.th reforms l.n the Judl.cl.al system and labor code, the 
tral.nl.ng and deployment of a new cl.vl.Il.an poll.ce force, a wl.dened 
role for the Human Rl.ghts Ombudsman, prompt government support for 
l.nvestl.gatl.on of crl.mes where poll.tl.cal motl.vatl.on l.S suspected, 
and a growl.ng tolerance for open debate and poll.tl.cal Opposl.tl.on 
hl.ghll.ghted by the open and actlvely competed electoral contest l.n 
March and Aprl.l 1994 

These natl.onal electl.ons were undoubtedly the 
maJor publl.c event to mark the consoll.datlon of democracy l.n EI 
Salvador, culml.natlng l.n the peaceful transl.tl.on to power of a new 
poll. tl.cal adml.nl.stratl.on comml.tted to contl.nul.ng Presl.dent 
Crl.stlanl'S leadershlp of the peace and natlonal reconclllatlon 
process, and brlngl.ng slgnl.fl.cant representatlon of the once-armed 
Opposl.tl.on, the FMLN I l.nto the Leglslatlve Assembly and local 
governments l.n several munl.cl.pall.tl.es Whl.le falll.ng short of 
unl.versal voter reglstratl.on, and also encounterl.ng logl.stl.cal and 
other problems at the polls, the effectl.ve regl.stratl.on rate of 90 
percent of ellgl.ble voters, and actual fl.rst-round turnout of some 
55 percent of those regl.stered-- l.n absolute terms 40 percent more 
voters than l.n the last presl.dentl.al electl.on In 1989-- marks a 
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watershed In democratlc partlclpatlon In Salvadoran C1V1C 11fe 

A large number of non-governmental 
organlzatl0ns and communlty assoclatl0ns have appeared Slnce the 
slgnlng of the Accords Throughout 1993 they lnltlated new 
actlvltles to represent cltlzens' lnterests, advocate POllCy 
change, or dellver baS1C serVlces Under the new, post-electoral 
legal framework, debate on soclal and economlC reforms for 
contlnued productlve growth and equlty has contlnued, and several 
key legal reforms and/or programmatlc lnltlatlves have been made 
that help to consolldate the peace process and strengthen key 
democratlc lnstltutl0ns 

Progresslve transfer of pollce powers to the Natlonal 
Clvlllan Pollce (PNC), tralned In pollce dutles and human 
rlghts obllgatlons In the new Natlonal Academy for PubllC 
Securlty and recently deployed In all of the country's 14 
departments, and agreement between the GOES, FMLN, and 
U N Observatlon M1SSlon on a new tlmetable to complete 
demoblllzatlon of the old pollce force, and to establlsh 
close clvll1an dlsclpllnary overslght of the PNC 

Justlce sector reform, lncludlng the reV1Slon of baslc 
legal codes to modernlze the legal structure, whlle 
lncludlng a more expllclt recognltlon of baS1C human and 
legal rlghts, organlzatlonal reforms to lmprove the 
effectlveness of the lndependent Attorney General's 
offlce and the Offlce of PubllC Defense, and structural 
and legal reforms to the Judlclary, to lncrease ltS 
overall lndependence and effectlveness, as well as that 
of lndlvldual Judges, wlthln a rule-of-Iaw framework 

A new Labor Code, passed by the Leglslatlve Assembly In 
Aprll 1994, meetlng labor's demands to brlng the beneflts 
of trade unlonlsm to new categorles of workers and 
guarantee the rlght to organlze by agrlcultural workers 
The Code ampllf les protectlon to unlon members, and 
establlshes a Natlonal Labor Councll to promote debate 
and consensus on labor-related soclal and economlC 
lssues 

(2) Progress to date 

The Aprll 1994 report of the UN Secretary 
General notes that remalnlng mllltary lssues stemmlng from the 
Peace Accords have been substantlally resolved demoblllzatlon 
targets have been met and severance pay for demoblllzed mllltary 
personnel wlll be completed In the comlng months Another central 
concern to the peace process, and a prlme factor In publlC 
confldence wlth regard to the guarantee of cltlzens' rlghts and the 
problty of government, has been the tralnlng and deployment of the 
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Nat10nal C1v111an Po11ce (PNC) to replace the Natl.onal Poll.ce, 
whl.ch was frequently accused of human rlghts abuses In the pre­
Peace Accords perl.od 

The PNC may be consldered the most lmportant 
new l.nstl.tutl.on created by the Peace Accords and, Sl.nce l.ts fl.rst 
deployment l.n March 1993, lt has been well recelved by the publl.c 
Tralnl.ng of PNC recrults at the Natl0nal Academy for PubllC 
Securlty (ANSP) accelerated l.n 1993, reachlng a total of 4,500 
graduates by June 1994, the orl.gl.nal target of 5,700 tralned PNC 
offl.cers lS expected to be reached by October 1994. PNC unl.ts have 
been deployed l.n all fourteen departments of the country, and, l.n 
a tlmetable agreed to by the GOES, the FMLN, and ONUSAL l.n May 
1994, the PNC wll1 replace Natlonal Pollce contlngents where 
Jurl.sdl.ctl.on l.S stl.ll shared, by January 31, or at the latest, 
March 31, 1995 The GOES lS about to appol.nt an Inspector General 
wl.th legal and human rlghts tralnlng USG support for the 
Internatl.onal Crl.ml.nal Investl.gatl.on and Tral.nl.ng Assl.stance 
Program (ICITAP) of the Justl.ce Department wl.ll contlnue to provl.de 
tral.nl.ng at the ANSP, and technl.cal assl.stance to the PNC's Control 
and Dl.scl.pllnary Investl.gatl.on Unl.ts 

Progress l.n the area of Just1ce sector reform 
has contl.nued apace over the past year, though much remal.ns to be 
done Technl.cal progress wl.Il need to be bolstered by legl.slatl.ve 
resolve, Sl.nce currently the passage of new laws lags behl.nd the 
draftl.ng process Nonetheless, the GOES now has a serl.es of draft 
laws revlslng maJor legal codes under publlC dl.scussl.on, wlth key 
pl.eces havl.ng been approved by the Assembly The outgol.ng 
Assembly, moreover, approved several constl.tutl0nal amendments 
whl.ch, lf ratl.fl.ed by the current Assembly, wlll strongly rel.nforce 
due process l.n El Salvador Chl.ef among these l.S the ell.ml.natl.on 
of extra-Judl.cl.al confessl.ons 

Key legal reforms l.nclude a law on Publl.c 
Defense (guaranteel.ng a detal.nee's rl.ght to a publl.c defender), a 
new Faml.ly Code (whl.ch substantl.ally l.mproves the legal rl.ghts of 
women and chl.ldren), and a Juvenl.le Offenders' Law Drafted and 
under publl.c dl.SCUSS10n, but stl.ll not before the Assembly, are 
reformed Crl.ml.nal and Crl.ml.nal Procedures Codes, and new Faml.ly 
Procedures and Adml.nl.stratl.ve laws The GOES has also begun work 
on a new Cl.vl.I Procedures Code and a new Commercl.al Code Passage 
and l.mplementatl.on of the Faml.ly Code has furthermore allowed the 
GOES to establl.sh a procedure for coordl.nated l.mplementatl.on of new 
legl.slatl.on, somethl.ng whl.ch Wl.ll become even more l.mportant when 
the crl.ml.nal legl.slatl.on l.S approved 

Progress has also been made l.n efforts to 
professl.onall.ze and depoll.tl.cl.ze the Judl.cl.ary and other sector 
professl.onals, and to reduce vertl.cal Supreme Court control of 
Judl.cl.al offl.Clals The Natl.onal Councl.1 for the Judl.cl.ary (NCJ) 
has been l.n operatl.on for over a year, and durl.ng thl.s perl.od has 
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completed the preselectlon for roughly 300 Justlces of the Peace, 
42 candldates to the Supreme Court, and a number of mld-level 
Judges The NCJ has completed lts flrst mandated evaluatl0n of all 
600 seated Judges, and lS, wlth external asslstance, developlng an 
In-serVlce tralnlng program for all sector professlonal and 
admlnlstratlve staff By the flrst quarter of 1994, 600 
professlonals had recelved tralnlng, and an estlmated three tlmes 
that number wl11 be tralned over the rest of the year Whl1e 
efforts to 1ncrease the Councl1's powers by way of const1tut1onal 
amendments dld not succeed, parallel efforts dld result In a 
proposed amendment WhlCh, lf ratlfled, should brlng the NCJ closer 
to effectlve flnanc1al 1ndependence 

Another amendment approved by the outgolng 
Legls1atlve Assembly, and subJect to ratlflcatlon, creates a new 
Councl1 of Lawyers and Notarles to apply dlsclpllnary measures 
(lncludlng dlsbarment) to lawyers, a functl0n now held by the 
Court. If ratlfled, thlS measure wl11 reduce outslde pressures on 
lawyers In the conduct of Judlclal and other professlonal dutles. 

In a November 1993 report, an ILO speclallst 
recommended changes to 49 artlcles of the prevl0us Labor Code to 
meet lnternat10nal standards for the protectlon of workers I rlghts 
Subsequently, the Socl0-Econom1c Forum, group1ng buslness, labor, 
and government, reached consensus on 41 of these artlcles, WhlCh 
were lncorporated lnto the revlsed labor code proposed by the GOES 
and passed 1n Aprl1 1994 by the Leglslatlve Assembly Two new 
categorles of unl0ns proposed by labor groups were created, one of 
"1ndependents", lncludlng self-employed workers, a category WhlCh 
allows for the posslbl1lty of sector-wlde unlonlzatlon of 
agrlcultural and seasonal laborers, and another for "varl0us 
enterpr1ses " 

The new code also amp11fled protectlon from 
summary flr1ng for unl0n board members and extended lt to other 
unl0n promoters. In addltl0n, lt created a Natlonal Labor Councl1 
to 1nst1tut1onallze d1alogue and promote labor-management 
d1Scuss1on and consensus on soclal and econom1C 1ssues. Not all 
labor factlons were satlsfled wlth the labor code passed In Aprll, 
seen by some to be overly restrlctlve In securlng rlghts under the 
"varlous enterprlses" category, for example. However, In a reVlew 
of the code, the ILO has stated that the code adequately protects 
workers I rlghts In the post-electoral perl0d, the focus of 
dlScussl0n has largely shlfted to the means to strengthen other 
parts of the code, and to lmprove lts appllcatlon by publlC 
authorltles 

The several legal and lnstltutlonal reforms, 
and growlng experlence In new forms of democratlc partlclpatlon 
durlng the past year-- both the formal electoral process and an 
lncreaslng lnvol vement by Salvadorans In the many NGOs and the 
communlty and workplace assoclatl0ns that have taken root In the 
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r1cher s01l of El Salvador's c1v1l soc1ety-- 1ncrease the chances 
that peace w1ll endure and that democracy w1ll flour1sh 1n El 
Salvador. At the same t1me, and desp1te 1ncreas1ng po11t1cal 
1ntegrat10n, not all h1stor1cal causes of the conf11ct have been 
wholly overcome, nor have all Salvadoran 1nst1tut10ns adapted 
adequately or come to be perce1 ved by C1 t1zens as fully open, 
effect1ve, and accountable 

(3) Ma1n Constra1nts 

(a) The Nat10nal C1v1l1an Po11ce 

Desp1te 1tS successes S1nce f1rst 
deployments 1n generat1ng new pub11c conf1dence and 1mprov1ng the 
secur1ty s1tuat10n, tra1n1ng for the PNC at 1ts Nat10nal Academy 1S 
st1ll def1c1ent 1n some aspects, and must be accelerated to meet 
agreed deployment target dates An absence of fully transparent 
procedures to select and promote PNC agents and Academy personnel 
st1ll comprom1ses pub11c conf1dence 1n the 1nst1tut10n The GOES, 
1n add1t10n to meet1ng agreed deployment targets, must also sat1sfy 
concerns that transfers from among former pub11c secur1ty 
personnel, the Spec1al Invest1gat1ve Un1t (SIU) and Spec1al 
Narcot1cs Un1t (UEA) , meet agreed l1m1ts and cr1ter1a for placement 
and rank. 

(b) Just1ce sector Reform 

The ]Ust1ce sector reform process 
cont1nues 1n a cr1t1cal stage Cons1derable momentum has been 
ach1eved 1n recent years, from the 1991 Const1tut10nal reforms 
through the legal reform efforts and educat10nal programs 1n 1992 
and 1993 The Const1tut10nal reforms 1n part1cular addressed some 
1mportant structural constra1nts to the fa1r and 1mpart1al 
adm1n1strat10n of Just1ce -- notably through the creat10n of the 
Nat10nal Counc1l for the Jud1c1ary and 1tS screen1ng of Jud1c1al 
cand1dates, evaluat10n of seated Judges, and ma1ntenance of 1n­
serV1ce tra1n1ng for the sector However, here as w1th the legal 
reform program, and the var10US structural changes ach1eved through 
ord1nary leg1slat10n, the process rema1ns only half done Its 
successful complet10n w1ll requ1re not only cont1nued and perhaps 
greater f1nanc1al and po11t1cal support from the GOES, but also a 
w1ll1ngness to recogn1ze and resolve problems that have emerged 
along the way One obstacle to cont1nued progress may be a 
tendency to declare v1ctory and cease forward movement, w1th the 
danger that certa1n reforms become only symbol1c ach1evements 

The Nat10nal Counc1l for the Jud1c1ary, 
for example, was 1ntroduced to resolve problems rang1ng from 
po11t1cal 1ntervent1on 1n the select10n of the Jud1c1ary to the 
concentrat1on of powers w1th1n the Supreme Court Created 1n 1989, 
S1X years after 1n1t1al 1nclus10n 1n the Const1tut10n, the NCJ took 
1tS current form 1n 1993, after 1ts structure was mod1f1ed by the 
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1991 amendments It has only slowly begun to assume the tasks w1th 
wh1ch 1t 1S charged, and has yet to produce notable d1fferences 1n 
the qual1ty of the people 1t selects, evaluates or tra1ns Wh1le 
the Truth Comm1SS10n report had recommended st111 greater funct10ns 
for the NCJ, concern rema1ns as to whether 1t can adequately carry 
out even 1ts current mandate Certa1nly, th1s 1S unl1kely 1f the 
government does not prov1de 1t w1th an adequate budget One of the 
const1tut10nal amendments g1ven prel1m1nary approval 1n May 1994 by 
the outgo1ng Leg1slat1ve Assembly 1ncluded the NCJ 1n a four 
percent mandatory budget allocat1on to the "Jud1c1al Organ." 
However, lf rat1f1cat10n of the amendment 1S not buttressed by 
secondary law to allow the NCJ to prepare and present lts budget to 
the Assembly for separate approval, 1tS 1ndependence w111 remaln 
part1al and lts actlvltles subJect to potentlal veto by the Court 

S1m1larly, legal reforms to date prov1de 
the bas1s for real change, but def1n1tlve change wll1 depend on the 
effect1ve lmplementat10n of leg1slat1on Currently, approval of a 
new crlm1nal code lS threatened by concerns that proposed 
leglslatlon lS soft on crlme However, the process can be as 
eas1ly halted by fallures to provlde the human, organ1zat10nal and 
flnanc1al resources needed to lmplement new laws Requ1red lS a 
contlnued program of support that focuses on such detalls as 
overcom1ng the lnstltutlonal weaknesses 1n the Publ1C Defenders' 
and Prosecutor's Off1ces to allow them to fulf111 the1r crlt1cal 
roles In new leglslat10n, and provldlng more f1nanc1al and other 
resources to the varl0US parts of the Justlce system -- not Just 
the court, but prosecutlon, defense, pr1sons, pollce, the NCJ, and 
the Human Rlghts Ombudsman 

(0) Labor-Management cooperat1on 

The passage of a labor code meet1ng 
1nternatl0nal standards for workers' r1ghts, and acceptable to 
broad sectors of management and organlzed labor groups, lS an 
lmportant ga1n The Natl0nal Labor Counc11 establlshed by the new 
code represents an lmportant step toward lnstltut10nallzlng a 
contlnulng dlalogue to reach agreements between management and 
labor to solve speclflc dlsputes and lssues Prlvate groups and 
speclal1zed NGOs, such as the USAID-supported Salvadoran Labor­
Management Foundatl0n, wll1 lncrease and focus efforts to promote 
d1alogue and work-s1te act1v1t1es that demonstrate the beneflts of 
cooperatlon. However, susta1ned progress ln labor-management 
relatlons, and fully effectlve guarantees for workers, wlll be 
constralned by contlnulng weaknesses at the Mlnlstry of Labor In 
the near term, the Mlnlstry wlll need to adapt ltS Organlc Law and 
organlzatlonal structures to meet the mandate glven by the new 
labor code GOlng beyond these formal changes, the Mlnlstry needs 
to streaml1ne 1nternal procedures for reg1strat10n of un10ns The 
Mlnlstry must tra1n staff to cert1fy un10ns and collectlve 
bargaln1ng agreements, and to lnspect work condlt10ns and enforce 
compl1ance wlth labor code provlsl0ns In the long run, the 
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Mlnlstry wlll need to adequately compensate and provlde career 
promotlon potentlal to retaln quallfled staff 

b. The Land Transfer Program 

(1) Background 

The Peace Accords slgned on January 16, 1992 ln 
Chapultepec, Mexlco, contalned dramatlc commltments respondlng to 
speclflc requlrements for termlnatlng the armed confllct Desplte 
an Agrarlan Reform lmplemented durlng the decade of the 1980s that 
dlstrlbuted more than 415,000 manzanas of land (705,500 acres) to 
almost 82,000 famllles, the land tenure proflle of EI Salvador was 
stlll characterlzed by "mlnlfundlsmo" Almost 80 percent of all 
farms were smaller than 3 5 hectares (approx. 8 acres), 
representlng only 15 percent of total farm land The number of 
landless peasants had lncreased over the decade, and by 1987 
represented 51 3 percent of the total rural populatlon Thus, 
desplte changes ln land concentratlon patterns after the reform, 
the dlverslflcatlon of agrlculture and the character of land use 
patterns had not been greatly altered 

Land and landless were clearly among the 
prlnclpal underlYlng themes of the confllct The Peace Accords 
called for the transfer of land to any and all ex-combatants from 
both sldes and "squatters" who so deslred and could prove thelr 
orlglns ln the rural sector Those same Accords, however, were 
sllent on the mechanlsms and speclflcs of such an enormous land 
transfer program Dlfflcultles between the FMLN and GOES ln 
reachlng agreements on the lssue of land dlstrlbutlon led the 
Unlted Natlons force ln EI Salvador, ln accordance wlth lts mandate 
to lnsure compllance wlth the Accords, to offer a proposal for land 
transfer USAID was a slgnlflcant player ln the deslgn of that 
proposal Recommendlng a schedule for land transfers, the proposal 
was based on a dlagnosls of needs and resources that ldentlfled 
47,500 potentlal beneflclarles, lncludlng demoblllzed forces of the 
FMLN and the Salvadoran Armed Forces, as well as landless small 
cultlvators ln the area. The total quantlty of land requlred to 
complete the land transfers was estlmated at between 175,000 and 
237,500 manzanas (297,500 and 403,750 acres) valued at between $105 
and $143 mllllon The proposal recommended lmplementlng the 
program ln phases and provlded mechanlsms for supervlslon and 
monltorlng of the process 

(2) Progress to Date 

Phase I of the Land Transfer Program, WhlCh was 
lmplemented from October 1992 through May 1994, transferred land to 
over 14,000 beneflclarles ThlS clearly fell far short of the 
Peace Accord pro] ectlons , and the Government, FMLN, and ONUSAL 
announced a streamllnlng plan to overcome bureaucratlc and 
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adm1n1strat1ve problems Wh1Ch had plagued the program. The new 
plan, known as Phase II, 1ncludes the open1ng of reg10nal Land Bank 
off1ces to better locally attend the benef1c1ary populat1on It 
also 1ncludes the d1strlbut1on of cert1f1cates (Cert1f1cados de 
AS1gnaclon de T1erras) to almost 24,000 beneflc1ar1es. The 
cert1f1cates author1ze the benef1c1ary to personally negot1ate the 
purchase of up to 30,000 colones (approx1mately $3,500 worth of 
property) As of June 15, 1994, over 9,000 cert1f1cates had been 
d1str1buted, w1th the rema1n1ng 15,000 to be d1str1buted by the end 
of July The cert1f1cates are val1d unt11 Apr11 30, 1995, at Wh1Ch 
date the GOES plans to off1c1ally declare the Peace Accords Land 
Transfer Program completed The total potent1al un1 verse of 
benef1c1ar1es under both phases of the Land Transfer Program 1S 
approx1mately 38,000 

(3) Ma1n Constra1nts 

The need to overcome obstacles and accelerate 
the land d1strlbut1on has been an urgent prlorlty, and any 
cont1nued delays should be seen as a ser10US potentlal cause of 
destab1llzat1on. Many of the 1n1t1al constralnts have been 
successfully dealt w1th The lnab1llty (or unw1lllngness) of the 
FMLN to produce accurate IlStS of ex-combatants as benef1c1ar1es of 
land transfers has been resolved The f1nal 11sts have been 
subm1tted and verlf1ed The bureaucratlc and admlnlstratlve 
constra1nts encountered by the Land Bank and ISTA, Wh1Ch brought 
the pace of program 1mplementatlon to a slow crawl, have been 
addressed by the creat10n of Phase II The f1nanc1al constra1nts 
have been resolved by comb1n1ng donor resources from USAID, the EU, 
the BCIE and the GOES The maJor factor that resolved the fund1ng 
shortfall was a JOlnt programm1ng by the GOES and the USG of $16 5 
m1ll1on worth of local currency generated by the FY 1993 ESF 
Program 1nto the Land Transfer Program 

D. F1nanc1al and Econom1C Analys1s 

1. Econom1c Benef1ts of Proposed Program 

The proposed Modern1zat1on of the state Program 1S 
mult1sector1al, and 1ts econom1C benef1ts are d1ff1cult to 
quantlfy Essent1ally, the program goal lS to reduce poverty 
through a modernlzatlon of the state The modernlzatlon of the 
state would allevlate some lmportant constralnts to economlC growth 
and would lncrease the efflclency of dellvery of key soclal 
servlces, l.e health and educatlon to permlt an lncrease In the 
human capltal of the poor The reductlon of poverty wlll 
contr1bute 1mportantly to sustalnable economlC growth and to the 
peace process 

A key constralnt to econom1C growth lS the 1nadequate 
supply of electrlc power The Modern1zat1on of the state program 
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w111 address th1S constra1nt by promot1ng a regulatory env1ronment 
that would perm1t much greater pr1vate part1c1pat10n 1n the sector 
The part1c1pat1on of the pr1vate sector 1S expected to 1ncrease the 
1nternal eff1c1ency of the sector, reduc1ng un1tary costs, and also 
to save f1scal resources as a large proport10n of future 1nvestment 
could be carr1ed out by the pr1vate sector 1nstead of the publ1C 
sector Add1t1onally, the program would support measures to 
1ncrease the eff1c1ency of cooperat1ves by perm1tt1ng them to 
operate more 11ke pr1vate f1rms. G1ven the 1mportance of 
cooperat1ves 1n the agr1cultural sector, 1ncreases 1n the1r 
eff1c1ency can contr1bute 1mportantly to h1gher levels of econom1C 
growth. 

The core of the program 1S soc1al sector reform Wh1le 
rap1d econom1C growth 1S a necessary cond1t10n for poverty 
reduct10n, 1t 1S not suff1c1ent Poverty reduct10n also requ1res 
1ncreases 1n the human cap1tal of the poor, 1 e 1mproved health 
and educat10n Wh1le these 1mprovements 1n the human cap1tal of 
the poor could, 1n theory, be ach1eved through 1ncreases 1n the 
allocat10n of f1scal resources to publ1c 1nst1tut10ns, the 
1neff1c1ency wh1ch character1zes those 1nst1tut10ns would probably 
result 1n a s1gn1f1cant waste of resources Any maJor 1ncrease 1n 
resources, therefore, must be accompan1ed by a modern1zat10n of the 
1nst1tut1ons prov1d1ng soc1al serV1ces 

The des1gn of the soc1al sector POl1Cy reform agenda 
supported by the Modern1zat1on of the state Program was based on 
four pr1nc1ples. F1rst, pr10r1ty would be g1ven to 1ntervent10ns 
such as pr1mary educat10n and prevent1ve health care, wh1ch are 
expected to have h1gh econom1C rates of return Second, publ1C 
subs1d1es should, whenever poss1ble, be targeted to the poor 
Th1rd, the effect1veness and eff1c1ency of publ1c 1nst1tut10ns 
would have to be 1mproved Fourth, f1scal resources should be 
1ncreased sharply w1thout Jeopard1z1ng f1nanc1al stab111ty. 

The program g1ves part1cular pr10r1ty to the expans10n of 
pr1mary educat10n, wh1ch has an extremely h1gh econom1C rate of 
return, an est1mate of the econom1C rate of return to pr1mary 
educat10n 1n EI Salvador exceeds 30 percent (see Annex 1, pp 4-5) 
The program also w111 1mprove prevent1ve health care by support1ng 
a p1lot proJ ect that would use NGOs to prov1de those serV1ces 
Add1t1onally, a reduct10n of subs1d1es to hosp1tals (by 
1mplement1ng a cost recovery program) would free some resources 
that could be used to expand prevent1ve health care. Improved 
pr1mary health care can reduce the 1nc1dence of d1sease markedly 
Good health lS ObV10us1y a cruc1al part of well-be1ng 
Add1t1ona1ly, 1mproved health contr1butes to econom1C growth 1n at 
least three ways 1 t reduces product1on losses resul t1ng from 
worker 11lnessi 1t 1ncreases school attendance and 1mproves 
learn1ng capab111tYi and frees for alternat1ve uses resources that 
would be used for curat1ve care 
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The program also supports the targetlng of resources to 
the poor. Targetlng would lmprove the cost-effectlveness of the 
poverty allevlatlon strategy supported by the Modernlzatlon of the 
state Program Glven the extent of poverty In El Salvador, and the 
relatl vely low level of admlnlstratl ve capacl ty , 1 t has been 
determlned by the GOES (and USAID agrees) that targetlng through 
lndlvldual assessment mechanlsms would not be feaslble generally 
The only exceptlon would be for the proposed cost recovery scheme 
In hospltals, WhlCh would conslder SOCloeconomlC condltlon as a 
varlable for establlshlng the fees. The program would support 
group targetlng by emphaslzlng the expanslon of serVlces In rural 
areas, where the concentratlon of poverty lS the hlghest For 
example, the expanslon of EDUCO wlll be excluslvely In the rural 
areas, and the proposed health pllot program and the SILOS WhlCh 
wlll be strengthened wlll also be In rural areas. There would also 
be some self-targetlng, as prlmary health care serVlces and rural 
schools are not demanded, In general, by the non-poor. 

The effectlveness and efflclency of lnstltutlons 
provldlng soclal serVlces must be lncreased The program supports 
lncreases In efflclency of the llne mlnlstrles, and also supports 
alternatlve soclal serVlce dellvery mechanlsms that are expected to 
be more effectlve and efflclent that the tradltlonal ones 
Measures to lmprove the efflclency of the llne mlnlstrles lnclude 
the reform of the C1Vll serVlce law and of the teachers' salary­
scale law, lncreaslng the attrlbutlons and responslblllty of health 
promoters and the establlshment of a programmlng and budgetlng 
system that would permlt lmproved resource allocatlon. Measures 
to promote alternatlve soclal serVlce dellvery mechanlsms lnclude 
strengthenlng of SILOS, expanslon of EDUCO, decentrallzatlon and a 
greater role for munlclpalltles In the dellvery of soclal serVlces. 
The effectlveness and efflclency of lnstltutlons would free 
resources that could be used In other productlve actlvltles 

Concomltant wlth an lncrease In the efflclency and 
effectl veness of dell very mechanlsms for soclal servlces, the 
program would support maJor lncreases In the health and educatlon 
publlC sector budgets The real lncreases (after accountlng for 
lnflatlon) for health and educatlon have been estlmated at 23 
percent and 12 percent, respectlvely These resources would come 
from lncreased taxes, the result of lmproved tax admlnlstratlon, 
reallocatlons from other sectors, other areas of the publlC budget, 
and from the proceeds of prlvatlzatlon of publlC utllltles Hlgher 
levels of publlC resources would permlt an lncrease In the human 
capltal of the poor, permlttlng them to lncrease thelr productlvlty 
and take advantage of the opportunltles offered by economlC growth 
Addl tlonally , research conducted by Nancy Blrdsall and Rlchard 
Sabot (presented at the Amerlcan EconomlC Assoclatlon meetlng of 
December 1993) concludes that lower levels of poverty are 
assoclated wlth hlgher rates of economlC growth 

The lmplementatlon of the Modernlzatlon of the state 
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Program lS expected to beneflt 2.5 to 3 ml11l0n lndlvlduals Table 
1 presents the estlmated beneflclary-level effects of the dlfferent 
measures 

TABLE 1 
POPULATION BENEFITTED BY MEASURES 

TOTAL (thousands) 

Improved financial system effect on eXlstmg EDUCO students 53 
New EDUCO sections Improved education m the poorest areas of the country 30 
New students In other modalities 17 
Population m region of pilot health program 15 
Strengthening of SILOS m Sonsonate and Usulutan 672 
Trammg of 1740 health promoters (1500 mhabltants per promoter) 2620 
All users of medicine by public health system 2500 

2. program Impact on F1scal Accounts 

The proposed program lncludes a number of measures that 
wlll have a substantlal lmpact on El Salvador's flscal accounts 
durlng 1995 and beyond M1SSlon estlmates lndlcate that full 
lmplementatl0n of the measures supported by the FY 1994 NPA 
Modernlzatl0n of the State Program wlll result In a 801 mllllon 
colon lncrease In the GOES ordlnary budget spendlng for 1995 
Almost 88 percent of thlS lncrease represents hlgher spendlng In 
the soclal sectors, 1 e, educatl0n, health and munlclpal 
development. 

For educatlon, the NPA program calls for a 22 6 percent 
nomlnal lncrease, or about a 12-13 percent real rlse, In GOES 
ordlnary budget spendlng on educatl0n In 1995. ThlS adJustment 
lncludes a 10 percent real hlke In teachers' salarlesi coverage of 
an addltlonal 47,600 students, 30,000 of WhlCh are to be covered by 
1,000 more EDUCO sectlons, and a 46 percent lncrease In 
expendltures on educatlon materlals and servlces, lncludlng the 
absorptl0n by the GOES ordlnary budget of 36 5 mllllon colones of 
expendltures currently covered by the USAID-funded SABE ProJect 
wh1ch ends In 1994 ThlS lncrement would enable educatlon's share 
of total GOES budget resources to remaln about constant, growlng 
only sllghtly from 15 2 percent of GOES ordlnary spendlng In 1994 
to 15.3 percent ln 1995 As a percent of El Salvador's GDP, 
spendlng on educatlon would grow to 2.1 percent In 1995, up 
slgnlflcantly from the 1 9 percent In 1994 and 1.7 percent recorded 
over 1990-1993 Whlle thls represents a posltlve trend, El 
Salvador lS stlll way below the 4 percent of GDP achleved In the 
early 1980s and the current Latln Amerlcan average of 3 5 percent 
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of GDP. 
In the health sector, the NPA requ1res a 33.6 percent 

nom1nal 1ncrease, or about a 23-24 percent real 1ncrease 1n 
expend1tures 1n 1995 over 1994 Th1S would result 1n a 296 m11110n 
colon r1se 1n GOES ord1nary budget health expend1tures and ra1se 
health expend1tures to 1 4 percent of GDP 1n 1995 from 1 2 percent 
1n 1994. Over one-th1rd of th1s 1ncrease 1S accounted for by 100 
m11110n colones 1n added spend1ng for med1C1nes and med1cal 
suppl1es -- 80 m11110n colones to absorb that currently covered by 
the USAID-funded APSISA proJect wh1ch ends 1n 1994, and another 20 
m11110n colones to expand coverage from about 80 percent of the 
populat10n, est1mated to be currently covered by the APSISA 
proJect, to 100 percent The rema1nder of the programmed 1ncrease 
1ncludes fund1ng for a real 1ncrease 1n the salar1es of med1cal 
profess10nals and med1cal a1des of 10 and 5 percent, respect1vely, 
65 m11l10n colones to fund prev10usly neglected ma1ntenance of 
phys1cal 1nfrastructure, the costs of 1mplement1ng p1lot health 
programs w1th NGOs, and a 10 percent adJustment for expected 
1nflat1on Cost recovery programs des1gned to collect serV1ce 
charges from those pat1ents able to pay should generate up to 50 
m11110n colones. These funds could be used to prov1de m1n1mum 
prevent1ve health packages for up to 500 thousand 1nd1v1duals. 

A th1rd maJor category for greater spend1ng 1n soc1al 
1nvestment supported by the NPA 1S mun1c1pal development The 
program prov1des for an 1ncrease of GOES Central Government 
spec1f1c and general transfers to the mun1c1pal1t1es to 100 m1l11on 
colones 1n 1995, up 83 m11110n colones from 17 m1l11on colones 
budgeted for 1994 Th1S 1ncrease 1S des1gned to ma1nta1n total 
mun1c1pal spend1ng levels at about 200 m11110n colones per year. 
The USAID-funded Mun1c1pal1t1es 1n Act10n program, or MEA by 1tS 
Span1sh acronym, w111 prov1de approx1mately 100 m11110n colones 1n 
1995 for local 1nfrastructure proJects carr1ed out by 
mun1c1pal1t1es before term1nat1ng at the end of that year 

Other act1v1t1es supported by the NPA that w1ll requ1re 
GOES f1nanc1ng 1n 1995 1nclude 1mprovement of the GOES f1nanc1al 
transfer system and 1mplementat1on of c1v11 serV1ce reform 
measures 

Off1c1al grants and loans from donors and 1nternat10nal 
f1nanc1al 1nst1tut10ns are expected to contr1bute only 15 m11110n 
colones to f1nance the 1mplementat10n of these measures, mostly 
through provlosloon of technlocal aSSlostance and tralonlong Thus, 
nearly the entlore loncrease lon GOES expendlotures result long from the 
lomplementat1on of the measure supported by the NPA wloll have to be 
flonanced by the GOES's own resources. 

Complement1ng 1tS emphas1s on ra1s1ng the level of 
budgetary resources devoted to soc1al 1nvestment, the FY 1994 NPA 
Program also supports GOES measures to enhance revenue collect10ns 
through t1ghter enforcement of eX1st1ng tax laws and by expand1ng 
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the tax base M1SS1on est1mates suggest that, through the 
1mplementat1on of such measures, the GOES could ra1se tax revenues 
by at least one percentage p01nt of GDP, or about 850 m1ll1on 
colones. Increases 1n tax rates should not be needed to ach1eve 
th1s revenue f1gure. 

Pr1vat1zat1on of the publ1cly-owned electr1c1ty company 
lS also supported by the NPA program Once 1mplemented, th1S 
measure w1ll prov1de add1t1onal revenues to ass 1St the GOES f1nance 
programmed 1ncreases 1n soc1al sector 1nvestment Moreover, once 
pr1vate 1nvestors have acqu1red ownersh1p of the sector, 1t w1ll be 
those pr1vate 1nvestors, and not the GOES, who w1ll prov1de the 
est1mated nearly 600 m1ll1on colones annually 1n 1nvestment cap1tal 
to 1ncrease generat1ng capac1ty to levels suff1c1ent to meet 
El Salvador's grow1ng demand for electr1c1ty. 

The FY 1994 NPA Program prov1des $25 m1ll1on to the GOES, 
of Wh1Ch an est1mated $13 7 m1ll1on (119 m1ll1on colones) w1ll 
f1nance spec1f1c development act1v1t1es through the GOES 
extraord1nary budget and an est1mated $7.7 m1ll1on (67 m1ll1on 
colones) w1Il be ava1lable for ord1nary budget support 
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TABLE 2 
IMPACT ON FISCAL ACCOUNTS 

Million ¢ Million US$ 

1 ADDITIONAL EXPENDrrURES 
Decentralization strategy for education 77 09 
Improve mechanisms for financial transfers by computer 18 02 
interconnection 
Pilot health program with NGO 37 04 
Strengthen SILOS In Usulutan and Sonsonate 450 52 
Establish 1,000 new EDUCO sections 308 35 
Other decentralized solutions 50 06 
Training of health promoters 122 14 
Technical assistance for CIvil Service reform 139 16 
Teachers pay scale reform 78 09 
Costs of Implementing cost recovery program 16 02 
Improved budgeting system for MInistry of Education 03 00 
Increased Education budget (excluding interventions discussed 2922 336 
above) 
Increased Health budget (excluding Interventions discussed above) 2960 340 
Increased transfers to mUniCipalities 830 95 
Sub-total 8010 92.1 

2. ADDITIONAL REVENUES 
Increased tax revenue (1% of GOP) 8500 977 
Land tax 940 108 
Cost recovery In hospitals 500 57 
Pubhc sector savings resulting from private participation In 5920 680 
electricity 
Sub-total 15860 1823 

3 NET 7850 902 
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v. USE OF DOLLAR AND LOCAL CURRENCY RESOURCES 

A. Dollar Resources 

1. Dollar Depos1ts 

The Central Reserve Bank of EI Salvador (BCR) wll1 open 
separate, lnterest-bearlng accounts ln U S banks excluslvely for 
the deposlt and retentlon of funds from the 1994 Modernlzatl0n of 
the State Program, USAID Program No 519-0414 Herelnafter, these 
varl0US accounts wlll be collectlvely referred to as the "Separate 
Account." The BCR wll1 request dlsbursement of funds under thlS 
Grant to USAID/EI Salvador by submlttlng a letter of request 
together wlth USAID Form 1130-2, lndlcatlng the names of one or 
more U S commerclal banks, thelr complete addresses, AIDer lcan 
Banklng Assoclatlon (ABA) numbers, BCR account numbers, and amounts 
to be deposlted. The request shall be submltted to the Offlce of 
the Controller, USAID/EI Salvador 

Upon recelpt of a dlsbursement request from the BCR, the 
Offlce of the Controller, USAID/EI Salvador, wlll arrange for 
deposlt to the Separate Account as speclfled ln the BCR's 
dlsbursement request All funds deposlted to the Separate Account 
wlll be retalned and wlthdrawn ln accordance wlth the terms and 
condltl0ns prescrlbed by the Grant Agreement and ltS ProJect 
Implementatlon Letters Unless otherwlse agreed to ln wrltlng, any 
lnterest earned on funds ln the speclal account shall be returned 
to the Government of the Unlted States (per 94 State 205189) 

Wlthln two (2) worklng days of recelpt of bank 
notlflcatl0n of deposlt of funds to the Separate Account, the BCR 
wll1 deposlt ln a local speclal account an amount ln local currency 
equlvalent to the dollar amount dlsbursed by USAID to the Separate 
Account Wlthln flve (5) worklng days of recelpt of the deposlt 
notlflcatl0n from the U S bank or banks, the BCR shall lnform the 
Controller, USAID/EI Salvador, ln wrltlng of the amount of dollars 
recelved, the exchange rate used and the amount of local currency 
deposlted. 

The amount of local currency to be deposlted shall be 
determlned by the unlfled floatlng exchange rate establlshed by the 
BCR on the date of deposlt of U S dollars to the Separate Account. 

2. E11g1b111ty Dates 

Funds orlglnally deposlted to the Separate Account and 
lnterest thereon may be wlthdrawn for ellglble transactlons for 
WhlCh the External Flnanclng Department of the BCR has eVldence 
that forelgn exchange was dlsbursed to support the lmport on or 
after the effectlve date of the Grant Agreement untl1 the Separate 
Account balances are fully 11quldated or twelve (12) months from 
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the slgnlng of the Agreement, whlchever occurs flrst, and unless 
modlfled In wrltlng by USAID/EI Salvador. 

The document that deflnes thlS date 
"formularlo unlco" and/or the accountlng document or 
the lnstl tutlon that made the transactlon; 1 e , 
forelgn exchange sale to the lmporter 

wlll be the 
deblt note of 
the date of 

Funds redeposlted to the Separate Account as a result of 
the lndependent verlflcatlon process shall only be wlthdrawn for 
ellglble transactlons for WhlCh the External Flnanclng Department 
of the BCR has eVldence that forelgn exchange was dlsbursed to 
support the lmport on or after the date of the redeposlt. 

All transactlons funded through the Separate Account 
shall meet the followlng ellglblllty crlterla and be properly 
ldentlfled by code, source and amount as speclfled below 

a PRODUCT CATEGORY 

Raw materlal 
Intermedlate goods 
Capltal goods 
Spare parts 
Agrlcultural lnputs 
Petroleum 

b. ECONOMIC SECTOR DIVISION 

Manufacturlng 
Agrlcultural 
Agrolndustrlal 
Commerclal 
Constructlon 
Transportat1.on 
Commun1.cat1.ons 
Energy 
SerV1.ces 

c TYPE OF PRODUCT 

SAC classlflcatlon 

d SOURCE 

A 
B 
C 
D 
E 
F 

1 
2 
3 
4 
5 
6 
7 
8 
9 

Standard Code 

To be ellglble under the Agreement, the source of all products 
lmported must be the Unlted States of Amerlca, to lnclude lts 
possesslons and the Commonwealth of Puerto R1CO 

Duty-free ports do not constltute a source p01.nt under the 

62 



terms of thlS Agreement When a product lS shlpped from a 
free port or bonded warehouse In the form In WhlCh lt was 
recelved thereln, the "source" means the country where the 
product was produced and shlpped to the free port or bonded 
warehouse. 

e. AMOUNT 

The maXlmum amount for each transactlon ellglble for fundlng 
from the Separate Account shall be the total cost of the 
lmport, payable In dollars to the exporter The document 
WhlCh wlll deflne thlS cost lS the CIF or C&F value stated In 
the commerclal lnVOlce When eVldence eXlsts, such cost may 
lnclude handllng, bank charges and lnsurance pald to Unlted 
States companles 

As a mean to reduce the admlnlstratlve costs of the POI1CY 
Reform Support Program (PRSP) to both the BCR and USAIDjEI 
Salvador, the BCR wlll use only transactlons greater than or 
equal to US$25,000 In value for flnanclng under the ProJect 

4. D1rect Payments from the separate Account 

For each transactlon meetlng the ellglblllty crlterla for 
fundlng under thls ProJect, the BCR may pay the exporter dlrectly 
from the Separate Account under the followlng procedures 

a The External Flnanclng Department of the BCR wlll verlfy that 
all documentatlon (as speclfled In Sectlon VII) lS complete 
and In the BCR transactlon flle, that the transactlon meets 
the ellglblllty crlterla and ellglblllty dates set forth In 
the Grant Agreement and lts ProJect Implementatlon Letters 

b In the case of a Suppller1s Credlt, the External Flnanclng 
Department of the BCR wlll make payment In the form of a check 
or dlrect Wlre transfer to the suppller from the Separate 
Account 

c. In the case of a Letter of Credlt, the External Flnanclng 
Department of the BCR wlll allocate and reserve funds from the 
Separate Account from WhlCh the Letter of Credlt wlll be pald 

d After the BCR has lnstructed lts correspondent bank to pay to 
the U S exporter dlrectly or Vla letter of credlt, the BCR 
wlll transIDlt to each of the U S exporters and for each of 
the transactlons belng flnanced through the Separate Accounts I 
the letter shown as "Annex A II 

5. D1rect Re1mbursements from the Separate Account 

63 



Transact10ns determ1ned to be el1g1ble for f1nanc1ng from 
the Separate Account w1ll be appl1ed 1n the order rece1ved by the 
BCR (f1rst-1n, f1rst-out bas1s) Slnce the transact10n collect1on 
process w1ll be cont1nuous and capture all el1g1ble transact10ns 
w1th values greater or equal to US$25, 000, the BCR may have 
el1g1ble transact10ns 1n excess of 1tS needs 1n any glven per10d 
These transact10ns must be appl1ed to the next dollar w1thdrawal 
request before any transact10ns of the subsequent per10d are 
appl1ed 

For each transact10n meet1ng the el1g1b1l1ty cr1ter1a for 
fund1ng under th1s ProJect but Wh1Ch has already been pa1d to the 
exporter w1th non-USAID funds, the BCR may make re1mbursement from 
the Separate Account under the follow1ng procedures 

a The External F1nanc1ng Department of the BCR w1ll ver1fy that 
all documentat1on (as spec1f1ed 1n Sect10n VII) 1S complete 
and 1n the BCR transact10n f1le, and that the transact10n 
meets the el1g1b1l1ty cr1ter1a and el1g1b1l1ty dates set forth 
1n the Grant Agreement and 1ts ProJect Implementat10n Letters 

b Based upon the cost to the 1mporter of one or more el1g1ble 
transact10ns (as spec1f1ed 1n Sect10n 111.5), the External 
F1nanc1ng Department of the BCR w1ll transfer the equ1valent 
amount of U S dollars d1rectly from the Separate Account to 
the account of the 1nst1tut10n that 1n1t1ally prov1ded the 
1mporter w1th the fore1gn exchange, uS1ng any generally 
accepted bank1ng mechan1sm 

c. The External F1nanc1ng Department of the BCR w1l1 clearly 
1dent1fy, by Separate Account w1thdrawal 1dent1f1cat1on number 
1n the report1ng system, Wh1Ch transact10ns support each 
w1thdrawal from the Separate Account and Wh1Ch f1nanc1al 
1nst1tut10n rece1ved re1mbursement from the Separate Account, 
and place a copy of the w1thdrawal document 1n each 
transact10n f1le 

d. After the BCR has re1mbursed the 1nst1tut1on that 1n1t1ally 
prov1ded the 1mporter w1th the fore1gn exchange, the BCR w1ll 
transm1t to each of the U S exporters and for each of the 
transact10ns be1ng f 1nanced through the Separate Accounts, the 
letter shown as "Annex A " 

6. Independent Ver1f1cat1on and Redepos1ts to the 
Separate Account 

The Off1ce of the Controller, USAID/El Salvador or 1ts 
deslgnee, wlll conduct an 1ndependent verlflcatlon of transactlons 
contalned 1n the BCR Report of Ellglble Transact10ns spec1fled 1n 
Sect10n VIII One hundred percent (100%) of the transactl0ns w1ll 
be 1ndependently ver1f1ed 1n accordance wlth Generally Accepted 
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Audltlng Standards The lndependent verlflcatl0n wll1 be performed 
annually or more frequently as determlned by USAID/EI Salvador 

USAID/EI Salvador and/or ltS deslgnee wll1 communlcate 
the results of the lndependent verlflcatlon to the BCR for lts 
reVlew and comment wlthln flve (5) worklng days of the BCR recelpt 
of thlS data Subsequently, USAID/EI Salvador shall formally 
notlfy the BCR of the offlclal results of the lndependent 
verlflcatlon The BCR shall relmburse the Separate Account, wlthln 
thlrty (30) calendar days of recelpt of the offlclal notlflcatlon 
from USAID/EI Salvador, for any transactl0ns WhlCh USAID/EI 
Salvador determlnes to be lnellglble 

The BCR wll1 malntaln a record of redeposlts to the 
Separate Account and clearly ldentlfy the transactlons used to 
support subsequent wlthdrawals of these funds from the Separate 
Account EIlglble transactlons for subsequent wlthdrawals of 
redeposlted funds are llmlted to those lmported products pald after 
the date of the redeposlt The BCR wlll malntaln adequate records 
to document those transactlons 

USAID/EI Salvador shall notlfy the BCR by means of a 
ProJect Implementatlon Letter of ltS flnal acceptance of all 
ellglble transactl0ns and Separate Account wlthdrawals after the 
completlon of the flnal lndependent verlflcatlon Such wrltten 
notlflcatlon shall serve as eVldence of the flnal 11quldatlon of 
USAID I s dlsbursements to and lnterest earned on the Separate 
Account under thlS ProJect 

7. Documentat10n Requ1rements 

The External Flnanclng Department of the BCR shall enter 
the data (as speclfled In Sectl0n VIII 4 hereln) on a dally basls 
from the source documents speclfled In thlS Sectlon and ensure that 
each transactlon flle contalns all necessary documentatl0n before 
a transactl0n lS used as a basls for wlthdrawal from the Separate 
Account. 

Documentatlon for each transactlon substantlatlng 
Separate Account ellglblllty crlterla wll1 be retalned In the 
External Flnanclng Department of the BCR As a mlnlmum the 
documentatlon wlll conslst of the followlng. 

1 Copy of the "formularlo unlCO " 
2 Copy of the commerclal lnVOlce. 
3 Copy of the shlpplng documents (e g Alrway Bl11, 

Blll of Ladlng, etc.) 
4. Copy of the Import Certlflcate (Pollza) 
5. EVldence of relmbursement to commerclal banks or 

forelgn exchange facllltles (for dlrect 
relmbursement only) 

6. Copy of the slgned letter sent to the U S 
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exporter for the transactlons flnanced by the ESF 
Program (see Annex 14) 

The BCR may propose changes In procedures dur lng the 
lmplementatl0n of thls ProJect by lnformlng USAID/EI Salvador In 
wrltlng of the proposed changes USAID/EI Salvador shall evaluate 
these changes and notlfy the BCR by means of a ProJect 
Implementatlon Letter of ltS concurrence or non-concurrence wlth 
the proposed changes 

The BCR shall malntaln the flIes contalnlng documentatl0n 
for each transactl0n accepted by USAID for a perlod of three (3) 
years commenclng wlth the date that USAID/EI Salvador lssues formal 
notlflcatl0n of flnal documentatl0n of flnal 11quldatlon of all 
ProJect funds and acceptance of all ellglble transactl0ns 

8. BCR Reports 

The External Flnanclng Department of 
provlde to USAID/EI Salvador, as appllcable, 
lnformatlon and reports· 

the 
the 

BCR shall 
followlng 

a. The BCR shall report wlthln flve (5) worklng days of recelvlng 
notlflcatl0n of dollar deposlts to the Separate Account 

1) The amount of each deposlt to each U S bank 
2) The exchange rate used to determlne the equlvalent 

amount of local currency 
3) The amount of local currency deposlted 

b. Subsequent to the flrst deposlt of dollars and untl1 all 
funds, lncludlng earned lnterest, have been exhausted from the 
Separate Account, the BCR wll1 provlde USAID/EI Salvador, on 
a monthly basls, coples of all bank statements and 
correspondlng reconcl11atl0n reports 

c Beglnnlng wlth the month In WhlCh the flrst dlsbursement was 
made, and monthly thereafter, the BCR wll1 provlde USAID/EI 
Salvador, Wl thln f 1 ve ( 5) worklng days after month end, a 
Report of Separate Account Wl thdrawals ThlS report wll1 
speclfy, for each wlthdrawal durlng the month, the wlthdrawal 
ldentlflcatlon number and the followlng data elements from the 
POllCY Reform Support ProJect (PRSP), for each transactl0n 
supportlng each lndlvldual wlthdrawal 

1) Identlflcatl0n number 
2) Total U S dollars wlthdrawn 
3) The name of the lnstltutl0n belng relmbursed, or 

In the case of dlrect payments, the name of the 
exporter belng pald 

d Beglnnlng wlth the month In WhlCh the flrst dlsbursement was 
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made, and monthly thereafter, the BCR wll1 provlde USAID/EI 
Sal vador , W~ th~n f ~ ve (5) work~ng days after month end, a 
Report of Ellg~ble Transact~ons for the ent~re ProJect per~od, 
on a cumulatlve basls, wlth totals for all u.s dollar-value 
columns. The follow~ng data elements for each transactlon 
shall be reported 

1) 
2) 
3) 
4} 
5} 
6} 
7) 
8) 
9) 
10} 

11) 

12) 

13) 
14) 
15) 

a) 

PRSP ldentlflcatlon number 
"Formularlo unlco" number 
Name of the exporter 
Date of forelgn exchange transactlon 
Product category 
SAC code 
Economlc sector 
Source of the lmported goods 
Separate Account wlthdrawal ID number. 
Total U S. dollars allowable from the Separate 
Account 
Total U S. dollars wlthdrawn from the Separate 
Account 
Flnanclal Instltutlon relmbursed from the Separate 
Account 
Verlfled amount 

6 Separate Account redeposlt amount 
Independent verlflcatl0n date 

If the transactlon has 
verlfled, the Separate 
amount wll1 be equal to 

not been ~ndependently 
Account (SA) redeposlt 

Total U S 
total U S 

dollars wlthdrawn from the SA (mlnus) 
dollars allowable from the SA 

b) If the transactl0n has been lndependently verlfled, 
the Separate Account (SA) redeposlt wll1 be equal 
to 

Total u.S dollars wlthdrawn from the SA (mlnus) 
ver~fled amount 

e Wlthln thlrty (30) days after USAID/EI Salvador offlc~ally 
not~f~es the BCR of the results of each ~ndependent 
ver~f~cat~on, the BCR w~ll record the ~ndependent ver~f~cat~on 
date and ver~f~ed amounts (~tems 11 and 13 above), ~n the PRSP 
database and w~ll prov~de USAIDjEl Salvador w~th a Report of 
Ver~f~ed Transact~on Amounts for each of the follow~ng data 
elements and comb~nat~on of data elements 

6 Th~s amount ~s calculated as descr~bed below, but only values greater 
than zero w~ll be pr~nted ~n the report 
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1) Product category 
2) Econom1c sector code 
3) Source and or1g1n 
4) SAC code 
5) Product category by econom1C sector code 
6) Product category by source. 

B. Local Currency Resources 

1. Background 

Dur1ng the last quarter of 1990, the M1SS10n and the 
GOES 1n1t1ated s1gn1f1cant reforms 1n the management of the Local 
Currency Program (LCP) 1n order to focus on pr1nc1pal target 
areas and proJect results and to streaml1ne regulat10ns and 
procedures, wh1le ma1nta1n1ng appropr1ate levels of 
accountab111ty Reforms took 1nto account the fact that the 
GOES, through SETEFE, had s1gn1f1cantly 1mproved systems for 
management, control and accountab111ty, and should assume greater 
respons1b111ty 

Wh1le 1n effect now for almost four years, the reform 
program has demonstrated pos1t1ve results and greater 
eff1c1enc1es 1n 1mplementat10n, e g reduc1ng the number of 
act10n plans from 100 1n 1990 to 30 1n 1993, and reduc1ng w1th1n 
the M1ss1on the average reV1ew and approval per10d for new act10n 
plans from e1ght weeks to three Also, SETEFE has been 
1ncreas1ngly assum1ng pr1mary respons1b111ty for allocat1ng local 
currency generat10ns, tak1ng the dec1s10n-mak1ng lead on 
f1nanc1al reprogramm1ng and m1nor act1v1ty changes, thereby 
eas1ng the burden on M1SS10n Staff 

Beg1nn1ng 1n 1989, and 1n order to promote f1scal 
transparency and strengthen the budget1ng and account1ng system 
of all GOES 1mplement1ng un1ts Wh1Ch are benef1c1ar1es under the 
LCP, SETEFE, ass1sted by USAIDjEI Salvador staff, 1mplemented a 
strong aud1t and cert1f1cat1on program w1th well-def1ned 
schedul1ng benchmarks and a penalty system Th1S program has 
encouraged rec1p1ent ent1t1es to s1gn1f1cantly 1mprove the1r 
account1ng systems 

2. FY 1993 ESF Program Update 

The 1993 ESF dollar dlsbursement wlll generate the 
equlvalent of U S $55 mllllon ln Host Country-Owned Local 
Currency (HCOLC) The M1SS10n and the GOES ]o1ntly programmed, 
V1a a Memorandum of Understandlng, these funds for the followlng 
components 
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a. Development Act1v1t1es: US$ 31.7 m1ll10n. 
Under th1s category, $16 5 m11110n 1n FY 1993 ESF local currency 
generat10ns was programmed to f1nance the Cred1t and Land 
Transfer Program 1mplemented under the Nat10nal Reconstruct1on 
Program Also, the HCOLC 1S f1nanc1ng GOES counterpart 
requ1rements for eX1st1ng USAID-f1nanced dollar proJects through 
the extraord1nary budget, such as the Peace and Nat10nal 
Recovery, the Health System Support and the Strengthen1ng 
Ach1evement 1n Bas1c Educat10n proJects, pr10r1ty proJects 
presented by 1nd1genous PVOs, a new endowment program and 
part1c1pant tra1n1ng 

b. F1scal Def1c1t Reduct1on: US$ 19.7 m11110n. 
HCOLC programmed under th1s category w111 help to reduce the GOES 
1nternal def1c1t (to meet macroeconom1C targets under the IMF 
stand-by agreement and the World Bank SAL II agreement), wh1le 
encourag1ng respons1ble allocat1on of resources w1th1n the GOES 
budget to f1nance cr1t1cal act1v1t1es such as maJor Jud1c1al and 
human r1ghts reforms, a s1gn1f1cant 1ncrease 1n the Health and 
Educat10n Budgets, and counterpart requ1rements for newly­
author1zed dollar proJects such as Mun1c1pal Development and 
Env1ronmental Protect1on 

c. USAID OE Trust Fund: US$ 3.6 m1ll1on. The 
amount under th1s category corresponds to the levels approved by 
AIDjW for operat1ng expenses The M1SS1on also manages the funds 
prov1ded by the GOES for part1c1pant tra1n1ng and for the AIFLD­
supported Salvadoran Labor Management Foundat1on (FOES) Funds 
for these two purposes are 1ncluded under the development 
act1v1t1es category descr1bed above 

3. FY 1994 ESF program 

HCOLC generat10ns from the ESF agreement w111 cont1nue 
to be programmed b1laterally w1th the GOES. Now that the war 1S 
over and that peace and reconc111at10n are becom1ng a last1ng 
real1ty, these resources w111 playa v1tal role to further Un1ted 
States Government development and pol1cy obJect1ves 1n EI 
Salvador, as well as to enhance the capac1ty of the new GOES 
adm1n1strat10n to des1gn, manage and support 1tS econom1C and 
soc1al development plan 

These resources are dlrectly supportlng the Agency's 
goals Encouraglng Broad-Based EconomlC Growth, Protectlng the 
Global Env1ronment, Stab1l1z1ng World Populatlon Growth, and 
Supportlng Democrat1c Instltut10ns The local currency 
generat10ns also support the f1ve Mlss10n Strateg1c ObJect1ves 
Ass1st1ng EI Salvador to Make the Trans1t1on from War to Peace, 
Broad-Based Econom1C Growth, Endur1ng Democrat1c Inst1tut1ons, 
Improved Qual1ty w1th EqU1ty 1n Health and Educat10n, and 
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Improved Envlronmental and Natural Resource Management 

The Mlsslon wll1 apply the baslc POllCy framework for 
the deslgn and lmplementatlon of local currency program 
establlshed In POllCY Determlnatl0n No 18, dated July 30, 1991, 
to the generatlons to be accrued from the FY 1994 dollar 
dlsbursements The current program elther matches or surpasses 
the requlrements In the POllCy gUldance Nevertheless, the 
gUldance requlres that certaln lssues be addressed In the PAAD 
document for AID/W conslderatlon 

a. The General Assessment 

In 1990, the M1SS10n completed the General 
Assessment of Accountablllty and Vulnerablllty It reported that 
the M1SSlon had an overall medlum- to hlgh-Ievel of confldence 
In the budgetlng and flnanclal systems of the GOES. Speclflcally, 
the report sald that "the budgetlng and reportlng systems of the 
host country are reasonably adequate to report allocatl0ns and 
expendltures from the general (ordlnary budget) fund " 

SETEFE, WhlCh manages the speclal account and the 
extraordlnary budget, lS generally recognlzed as a capable 
organlzatlon. The M1SSlon works closely wlth SETEFE In all 
aspects related to the management of the Local Currency Program· 
)olntly programmlng local currency generatl0ns, approvlng actlon 
plans, tracklng actlon plan goals, purposes, targets and 
actlvltlesi revlewlng program and flnanclal reports, and 
partlclpatlng In the audlt program In the past two years, 
SETEFE has greatly lmproved lts flnanclal management 
capabllltles ThlS lS eVldenced by the substant1al decrease 1n 
aud1t flndlngs and quest10ned costs reported by the CPA f1rms 
contracted by SETEFE to carry out aud1ts of the accountab111ty, 
lnternal controls, and uses of the local currency generat10ns 
Whlle SETEFE lS not a perfect lnstltutlon, the M1SS1on has a hlgh 
level of confldence In lts overall capabll1tles 

b. Programmlng 

USAID w111 program the local currency prlmar1ly 
to. (1) asslst the GOES to lmplement the peace accords, (2) 
support the Mlss1on's flve strateglc ob)ectlves, and (3) flnance 
essentlal elements of the Mlss1on's strategy for poverty 
allevlatlon and equltable dlstrlbutl0n of the beneflts of 
economlC growth 

The Mlss10n and the GOES wlll channel these 
resources to the followlng categorles· 

(1) Development Actlvltles 

Under thlS category, the M1SS10n wlll contlnue 
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provldlng resources to support and promote long-term development 
and growth obJectlves at the sectoral level, e g. lmproved health 
care, access to baS1C educatl0n, lncreased lncome and employment, 
WhlCh are conslstent wlth the Mlssl0n's poverty allevlatl0n 
strategy 

These local currency generatlons wlll flnance 
counterpart to USAID-flnanced dollar actlvltles and GOES hlgh­
prl0rlty proJects almed at (a) promotlng reconclllatlon and the 
economlC reactlvatlon of the zones most affected by the C1Vll war 
and asslstlng the democratlc relntegratlon of thelr populatl0n, 
(b) supportlng and strengthenlng dellvery of baslc health care 
servlces, (c) lmprovlng the relevance, effectlveness, and 
efflclency of baslc educatlon, (d) lncreaslng the avallablllty of 
affordable electrlclty In order to lncrease the productlvlty and 
standard of llvlng of rural populatlon, (e) enhanclng the 
partlclpatlon of lndlgenous PVOS as a means to support the 
economlC and soclal development of the local communltles, 
especlally In the rural areas, and (f) strengthenlng labor­
management relatl0ns 

Followlng up on an earller declsl0n, the M1SS10n 
and the GOES wlll not program funds for counterpart to newly­
authorlzed dollar proJects (e.g. Land Tenure Securlty or Soclal 
Sector Reform), or for GOES prl0rlty proJects (stand-alone 
actlvltles managed by GOES lmplementlng entltles wlthout 
supportlng dollars) As mentl0ned before, the GOES counterpart 
requlrements wlll be provlded Vla the GOES's Ordlnary Budget 
uSlng resources other than USAID's The only exceptlon to thls 
M1SS10n POllCY may be some llmlted fundlng for the NGO program 
and for admlnlstratlon/audlt of the extraordlnary budget Both 
actlvltles are managed by SETEFE 

(2) Soclal sector support 

The Mlsslon wlll program local currency resources 
to support GOES efforts to modernlze the soclal sectors and 
lncrease the efflclency of health and educatlon serVlce dellvery 
systems. 

(3) USAID OE Trust Fund 

The M1SS10n wlll set aSlde funds for ltS operatlng 
expense Trust Fund In accordance wlth AID/W gUldance Also, we 
wlll program funds to fully fund the AIFLD-supported Salvadoran 
Labor Management Foundatlon (FOES) Funds for the latter purpose 
are lncluded under category "A" above 

c. Illustratlve Plannlng Levels 

Although the M1SS1on has not yet dlscussed the FY 
1994 program wlth the GOES, we have estlmated the followlng 
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requlrements 

(1) Development Actlvltles 

(2) Soclal Sector Support 

(3) USAID OE Trust Fund 

TOTAL 
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US$ 13 7 mllll0n 

7 7 mllll0n 

3 6 mllllon 

US$ 25.0 mllllon 



STATISTICAL APPENDIX 



A Domestlc output 

1. Gross Domestlc Product By Sector of Orlgln, 1970-1993 
a. In Constant 1962 Prlces 
b In Current Prlces 
c GDP Deflators 

2 Gross Domestlc Product By Sector of Flnal Demand, 
1970-93 

a. In Constant 1962 Prlces 
b. In Current Prlces 
c. GDP Deflators 

3 Savlngs and Investment, 1988-1993 

B. Prlces 

1 Consumer Prlce Index by MaJor Categorles and GDP 
Deflator, 1980-1993 

2 Consumer Prlce Index Annual, Quarterly and Monthly 
Indlces, 1980-1993 

3 Consumer Prlce Index Annual, Quarterly and Monthly Rates 
of Change, 1980-1993 

C Flscal Accounts 

1 Consolldated Operatlons of the Nonflnanclal PubllC 
Sector, 1986-1993 

a. In Mllllons of Current Colones 
b. Annual Growth Rates 

2. Consolldated Central Government Operatlons, 1986-1993 
a. In Mllllons of Current Colones 
b Annual Growth Rates 

3 Central Government Revenue and Grants by Category, 
1986-1993 

D Monetary Accounts 

1 Monetary Data - Quarterly Report 
a. Consolldated Banklng System 
b. Central Reserve Bank 

2. Monetary Analysls - Quarterly Trends (Annuallzed Growth 
Rates) 

a Consolldated Banklng System 
b Central Reserve Bank 

3 Monetary Analysls - Annual and Seml-Annual Trends 
(Annuallzed Growth Rates) 

a Consolldated Banklng System 
b. Central Reserve Bank 

4. Monetary Flow Analysls (Flows ln mllllon colones) 
a Consolldated Banklng System 
b Central Reserve Bank 

5 Internatlonal Reserves of the Central Reserve Bank 



E External Accounts 

1 Balance of Payments, 1989-1993 
2 Detalled Balance of Payments, 1989-1993 
3 Merchandlse Exports (F 0 B ) by Prlnclpal Groups, 

1985-1993 
4 Merchandlse Imports (C I F by Prlnclpal Groups, 

1985-1993 
5. Selected EconomlC Data, 1986-1993 

F. Other 

1 Selected Economlc, Soclal, and Demographlc Indlcators 
1988-1993 

2. ESF Cash Transfers Relatlve to Macro Varlables, 
1980-1993 

3. Selected Soclal Indlcators 
4 Soclal Indlcators Evolutl0n 
5 Satlsfactl0n of BaS1C Needs 
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Table A.2 II EI Sr "Ott DomettIc Product DenaloN by !lecklr 01 I=lnal Demand 1970 1993 
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TebleA.3 
EI Salvador Savngs ancIlnvestment, 1988-1993 

(nulllOl'lS of colones) 

PreI Prel 

( 1988 1989 1990 1991 1992 1993 

(Current Pnces) 

Gross Oomesbc Investment 35008 52316 48507 66061 90429 11032.7 

Gross FIXed CapIlaJ Fonnation 34557 42934 48335 64347 87626 10988 5 
Pnvate Sector 25073 31692 39035 52261 67616 85836 
PublIC Sector 8484 1124.2 9300 12086 20010 24049 

Changes In Inventones 451 938.2 17.2 1714 2803 44.2 

Gross National Savings 22585 22013 20895 42357 58488 82470 
Pnvate Sector 21743 27037 22197 45677 57368 77770 
Public Sector 842 -5024 -130.2 -3320 112.0 4700 

Foreign SaVIngs 11 12423 30303 27612 23704 31941 27857 

(As percent of GOP at current pnc:es) 

Gross Oomesllc Investment 128 16.2 118 139 165 166 

Gross FIXed Caprtal Formabon 126 133 118 134 159 166 
Pnvate Sector 95 98 95 109 123 129 
Public Sector 31 35 23 2.5 36 36 

Changes In Inventones 0.2 2.9 00 04 05 01 

Gross Nallonal SaVIngs 83 68 51 89 106 124 
Pnvate Sector 79 84 54 96 104 117 

,-- Public Sector 03 -16 -03 -07 0.2 07 

( Foreign SaVIngS 1/ 45 94 67 50 58 4.2 

(Constant 1962 Pnces) 

Gross Oomesbc Investment 4366 5874 3898 4n6 6050 642.7 

Gross FIXed Caprtal Formation 4302 4692 3880 461.2 5778 6388 
Pnvate Sector 3051 3185 2938 3509 4135 4666 
Public Sector 1251 1507 94.2 1103 164 3 172.2 

Changes In Inventones 64 1182 18 164 27.2 39 

Gross Nallonal SaVIngs 2817 2471 1679 3062 3969 4848 
Pnvate Sector 271.2 3036 1784 3302 3737 4409 
PubliC Sector 105 -564 -lOS -240 73 266 

Foreign SaVIngs 1/ 21 1549 3403 2219 1714 2081 1579 

(As percent of GOP In constant 1962 pnces) 

Gross OomestJc Investment 139 185 119 140 169 171 

Gross FIXed CaprtaI Formation 137 148 118 136 161 170 
Pnvate Sector 97 100 89 103 115 12.4 
Public Sector 40 48 29 33 46 46 

Changes '" Inventones 0.2 37 01 05 0.8 01 

Gross Nallonal SaVIngS 90 78 51 90 111 129 
Pnvate Sector 86 96 54 97 104 117 
Public Sector 03 -18 -03 -07 0.2 07 

( Foreign SaVIngs 1/ 21 49 107 68 50 58 .. 2 

1/ Balance of Payments Current Account excluding offiCial transfers 
21 Foreign saVIngS deflated by the gross domestic Investment deflator 



TIIbIe B 1 
BSaivador 

Consumer Pnce Index by Mator ~ and 

( 
GOP DefIaIor 

1980-111193 

Weights 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1ago 1991 1992 1993 

(December 11112-100) 

L P..-Iad Averag .. 

General 1000 12.4 14.3 ,.0 11.0 20.2 JA7 32.5 .0. ..... 17.2 711.1 11.2 10.3 1070 
FoocIaIuffs 416 88 115 12.7 144 164 195 257 32.3 418 530 e67 786 887 1115 
CIoIhmg 71 178 215 251 283 310 386 52.1 61.2 1556 701 780 150 933 1031 
HousIng 230 18.2 199 22.2 256 280 37.2 486 606 1551 e66 845 817 865 102.9 
MlSC8llaneous 283 16.5 183 206 22.6 245 290 384 490 557 813 72.2 784 895 1046 

R. End of P..-Iad 

General 13.3 '4.8 118 111.3 21.2 2711 314 UI 11.5 13.1 7U 134 1000 112.1 
Foodstuffs 104 119 132 156 173 22.0 287 351 459 608 72.2 811 1000 121.2 
Clottllng 187 22.5 262 298 32.6 433 588 637 674 740 817 1559 1000 1052 
HousIng 198 204 242 270 290 42.5 536 &U 846 e69 e63 935 1000 1042 
MISC8IIaneous 171 191 216 237 262 33.2 436 517 569 667 767 814 1000 1068 

GDPo.n.tor 271 1 2866 31411 3537 3Sl71 478.7 1560 7480 a70.5 1014.5 l:MU 1405.2 1535.2 17640 

(Annual percentage chang .. ) 

I. Period Ave,..g .. 

General 14 II 117 131 117 22.3 3111 :Mil 18.8 176 JAO 14,4 11.2 18.5 

( 
'<istuIfs 176 106 134 141 188 319 254 294 270 258 17.9 12.8 258 

.Ing 211 165 130 86 244 350 173 73 68 12.6 76 Sl8 105 
Alng 92 117 150 94 330 306 247 74 2.3 269 85 5.2 67 

Miscellaneous 109 12.6 89 82 184 32.7 276 136 10.2 177 101 12.7 169 

I End of Period 

GeM,..1 117 13.4 148 11.8 32.0 30.3 1116 18.2 23.5 111.3 U ZOO 12.1 
Foodstulb 144 111 178 106 275 303 22.5 306 32.6 187 12.2 234 21.2 
Clothing 202 165 136 96 330 356 84 58 89 104 51 165 5.2 
Houstng 30 184 118 74 467 261 200 04 66 28.2 58 70 4.2 
Miscellaneous 114 12.9 100 105 268 313 186 100 171 151 60 22.9 68 

aDP Deflator 57 99 12.3 12.3 206 370 140 164 165 23.2 12.4 93 149 

Source GeneIaI Otrectorata fA Stahsbca and Census (DIGESTYC) and Central Reserve Bank fA EI Salvador (CRS) 



Table B.2 

BSaivador 
Consumer Pnce Index 

( Annual Ouarterty and Monthly indICes 
1980-1993 

(Deoember 1992 - 100) 

1878 1879 1980 1981 1982 1983 1984 1985 11186 1987 1988 1889 1980 1991 1992 1993 

Annual 1.15 1080 12.43 14.28 1595 1804 2015 2465 32.53 4061 4864 5722 7095 8116 9027 10698 

Quarter I 1.53 1007 1149 1364 1514 1706 111155 22.13 28.29 3773 4511 52.78 e671 n89 6419 102.21 
Quarter II 1.Sl2 1038 12.30 1416 1578 1751 2001 2376 3151 4030 4841 55.24 7081 8025 8612 104 88 
Quarter III 148 10n 12.82 1454 1620 1851 2025 2541 3363 4137 5002 5886 7178 8325 9174 10954 
Quarter rI 167 1116 1313 1476 1668 1909 2080 2731 3567 4303 5101 8U19 7448 83.25 9902 111.28 

January 855 1190 1124 1347 1497 1693 1943 2160 2844 37.20 4430 5164 6514 n35 8385 102.16 

February 1.53 1009 1141 1368 1506 1700 1947 22.09 2841 3745 4490 52.64 e657 n61 6408 10183 

March 852 10.24 1182 1378 1538 17.24 1976 22.70 3002 3856 4613 5366 6843 7871 6464 102.63 

Apnl 1.73 1030 12.08 1401 1558 17.24 1996 2320 3079 3984 4742 5392 tlDD4 7912 8553 10308 

May 8Sl2 1040 12.33 1413 15n 1747 2002 2364 3146 4026 4837 5474 7050 8049 85 91 10439 
June III 13 1043 12.48 1434 1600 1781 2006 2443 32.27 4080 4943 5706 7198 8115 8692 10717 

July 840 1055 12.n 1446 1605 1810 2015 2496 32.69 4112 5108 5808 72.32 8310 88 61 10940 

August 840 1067 12.79 1454 1608 1856 2025 2532 3376 4126 4934 51100 7119 8324 11118 10960 

September 856 1109 12.91 1462 1646 1888 2036 2595 3443 4173 4964 51149 7184 8342 9544 109 61 

October 862 1111 1302 1471 1655 1893 2039 2660 3503 42.44 5067 6081 7301 8345 9761 11075 

November 865 1117 1309 1476 1667 1904 2082 2738 3555 4308 5085 6155 7451 82.96 9946 11099 

December 875 1120 1327 1482 1681 1929 2118 2795 3643 4357 5152 6362 7592 8335 10000 112.09 

( General o.re<::torID ct SlabIbCs and Census. 

( 

25-Jan94 
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Annul 
Quarter I 
Quarter II 
Quarter III 
QuarterlY 

January 
February 
March 
AprIl 
May 
June 
July 
August 
September 
October 
November 
December 

January 
February 

+J 

-I 
June 
July 
August 
September 
October 
November 

December 

January 
February 
March 
AprIl 
May 
June 
July 
August 
September 
October 
November 
December 

1979 

11.11 
18.0 
183 
13.9 
15.4 

15.8 
18.2 
20.2 
180 
166 
143 
12.2 
136 
159 
156 
158 
148 

15 
18 
1.5 
06 
10 
03 
11 
1.2 
39 
03 
05 
0.2 

1980 

17.3 
140 
185 
191 
176 

135 
13.1 
154 
173 
186 
196 
210 
198 
18.5 
17.2 
171 
186 

157 
152 
149 
149 
151 
155 
163 
168 
168 
169 
170 
173 

04 
16 
3.6 
2.2 
2.1 
1.2 
2.3 
0.2 
10 
09 
05 
14 

Source General 0,, __ 01 StatlstJea atId c.n.u.. 

T.a.B.3 
8 SaIvIIdor 

Consumer Pnoe Index 
Annual Quarterly and Monthly Rat .. of Change 

1880-1893 

1981 1982 1983 1984 1985 

.. Annual Percentage Change- Penod Average 1/ 

14.8 
18.7 
15.1 
134 
12.5 

117 
110 
115 
114 
130 

13.1 
12.7 
109 
143 
145 

117 
146 
143 
94 
90 

22.3 
13.2 
187 
255 
313 

b 12 Month EnckIf Penod Percentage Change '2J 

198 
199 
166 
15.9 
146 
149 
13.2 
137 
13.3 
12.9 
12.8 
116 

11.2 
101 
116 
113 
116 
116 
110 
106 
12.6 
12.5 
12.9 
134 

131 
12.9 
12.1 
107 
108 
114 
12.8 
154 
147 
144 
14.2 
147 

147 
145 
146 
158 
146 
12.6 
113 
91 
78 
77 
93 
98 

11.2 
134 
149 
16.2 
181 
218 
238 
251 
274 
305 
315 
319 

1886 

318 
32.4 
32.6 
32.3 
308 

317 
331 
32.2 
32.7 
331 
32.1 
310 
333 
32.7 
317 
288 
304 

c MoVing 12 Month Penod Average Percentage Change 31 

179 
184 
185 
183 
180 
176 
169 
164 
161 
157 
154 
148 

141 
13.3 
12.9 
12.6 
12.3 
12.0 
119 
116 
116 
115 
116 
117 

119 
12.1 
12.1 
12.1 
12.0 
12.0 
12.1 
12.5 
12.7 
12.9 
130 
13.1 

133 
134 
136 
140 
143 
144 
143 
13.7 
131 
12.5 
12.1 
117 

d. Monthly Percentage Change 

15 
16 
08 
16 
0.9 
15 
08 
06 
06 
06 
03 
04 

10 
06 
2.1 
13 
1.2 
15 
03 
02 
2.4 
05 
07 
09 

07 
04 
14 
00 
13 
2.0 
16 
2.5 
17 
03 
06 
13 

07 
0.2 
1.5 
10 
03 
0.2 
0.5 
05 
05 
01 
2.1 
18 

114 
114 
114 
115 
119 
12.7 
137 
151 
167 
186 
205 
22.3 

2.0 
2.3 
2.8 
2.2 
18 
33 
2.2 
1.5 
2.5 
2.5 
2.9 
2.1 

240 
257 
271 
285 
287 
306 
311 
318 
32.2 
32.3 
32.1 
319 

18 
3.4 
2.1 
2.6 
2.2 
2.6 
13 
3.3 
2.0 
18 
15 
2.5 

1/ Ouartetty tlguea represent change from same q_ 01 prIIYious "., 

2/ Change In index oIlndtealed rnonIII compared Ie same month 01 previous y.., 

1987 

241 
288 
279 
230 
206 

308 
274 
284 
294 
280 
264 
258 
22.2 
21.2 
211 
21.2 
196 

319 
313 
310 
307 
303 
298 
293 
284 
274 
265 
258 
249 

2.1 
07 
2.9 
3.3 
11 
13 
08 
04 
11 
17 
15 
1.2 

3/ Change In -.ge 01 Index for tweMHnonth period endong wIIiIlndocated rnonIII compared Ie preeeedong tweIYe-month penocI 

( 

1988 

11.8 
195 
201 
209 
18.6 

191 
199 
186 
190 
201 
21.2 
242 
196 
190 
194 
180 
18.2 

239 
23.3 
22.6 
217 
211 
208 
207 
205 
203 
202 
199 
198 

17 
14 
2.7 
2.8 
2.0 
2.2 
3.3 

-34 
06 
2.1 
03 
13 

17.8 
170 
141 
177 
215 

170 
177 
163 
13.7 
13.2 
154 
137 
186 
198 
200 
211 
235 

196 
194 
191 
186 
180 
175 
166 
167 
168 
169 
17.2 
176 

06 
18 
15 
05 
15 
4.2 
11 
16 
08 
2.2 
1.2 
34 

1990 

24.0 
264 
28.2 
22.0 
201 

257 
260 
275 
287 
288 
261 
245 
207 
208 
201 
211 
193 

184 
191 
201 
214 
22.7 
236 
245 
245 
245 
244 
244 
240 

2.4 
2.2 
2.8 
2.2 
08 
2.1 
05 
-16 
09 
16 
2.0 
19 

1991 

'''A 
168 
13.3 
160 
11.8 

188 
186 
15.0 
131 
14.2 
12.7 
1411 
169 
161 
143 
113 
98 

234 
22.6 
215 
201 
189 
178 
171 
168 
164 
160 
152 
144 

19 
03 
14 
05 
17 
08 
2.4 
0.2 
0.2 
00 

-D6 
0.5 

1992 

11.2 
81 
7.3 

10.2 
189 

8.4 
8.3 
75 
81 
8.7 
71 
sa 
95 

144 
170 
199 
200 

13.5 
12.8 
12.2 
118 
111 
106 
100 
14 
13 
16 

104 
11.2 

06 
03 
07 
10 
04 
1.2 
11 
2.9 
47 
2.3 
19 
05 

1993 

11.5 
214 
218 
194 
12.4 

218 
211 
213 
205 
215 
23.3 
23.5 
20.2 
148 
13.5 
116 
12.1 

12.3 
13.4 
145 
15.6 
168 
181 
195 
204 
204 
200 
19.2 
185 

2.2 
-D3 
08 
04 
13 
2.7 
2.1 
0.2 
00 
10 
0.2 
10 
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T ... C , ... e Salvador Consolidated Operabona of !he Nonfinancaa/ PublIC Sector 1D116-1S11S13. 

Pre!. 
.. In Millions of eun.nt ~ 

,_ 
1887 1988 1889 11190 11191 1992 11193 

( .nile and prants :!!!!.! !!ll:! ~ ~ !!!!U ~ !!m !!!!! 
nInt..-ue 33144 34141 35147 33074 45389 55380 17810 83110 

Tax_ 27466 28169 28393 24570 33301 40610 48050 82460 
Nontax_ 362.4 3257 3119 0 6883 81155 11740 15040 14700 
OpendJng surpllII of public 

~ 2054 2715 2764 112.1 292.3 3030 472.0 595.0 
CapItal,....... 2.7 188 05 12.2 1118 00 00 12.0 
foreign granII 3118 S876 542.0 532.6 8843 8810 11660 12230 

Expendltura and net landing m!.! !!!!! ~ !!!!.:! !!!!:! !!!!.2 ~ !!!!!!! 
Current expenditure 27950 31498 34305 38098 46691 58690 116690 78410 

Non-fIlterest current expendItUreI 23537 27450 30253 34666 41708 47780 55870 «16000 
ConsumpClon 22134 25555 27815 3121.9 3673.2 4202.0 47450 55790 
Current transfers 1403 1895 2438 3447 4876 5760 842.0 10210 
IntenIIIt +413 4048 <t05.2 343.2 4883 10&' 0 1062.0 12410 

Capital expenditure 8551 11204 8481 1297.2 8715 17280 28560 27670 
FIXed caprtaJ formation 752.1 8499 846 1 12548 8808 16180 27270 25940 
CaprtaI transfers 1030 705 00 42.3 807 1100 1290 1730 

Netlendlng 787 19.2 803 893 538 22.0 4970 ·110 

Currant account dllficlt ( ) !l!.! !!U !!:! ~ :E:2l ~ :!.Ill !!!2 

Currant account axcludlng Intarest paymants !!21 !!!! !!!.! ::l!!:! ~ ~ ~ !ill..!! 

Overall dsflclt ( ) befo,. grants :!!!.! :!!!! :!ll! :!!!!l ~ ~ ~ ~ 
Overall dsflclt (.) ~ :!!.! :m.! :E!!.! :!!!.! ~ ~ :!!ll 

External financing (nat) !!21 ~ m.:! !2!! !!ll !!!.2 !!!!..!! ll!!! 
/-~1'S8I'I'IIIIIlB 5265 4379 5656 7150 5898 12230 20100 23170 

( rbzallon 2658 2317 2473 2054 452.1 5670 8240 10300 
.M 00 00 00 00 4038 2130 5740 -890 

~ 

Intamal financing (nat) ::1!2..! ~ !!.! e.! ~ ~ !1!.! ~ 
Banking System 2977 06 1561 8389 19.2 4500 5760 860 
Central Reserve Bank 2855 1387 -274 813.3 610 5410 7610 -430 
Banks -12.2 ·1381 1287 744 -418 ~10 1850 1290 

Bonds ouIsIde banking system 550 169 -332 -18 49 370 -360 00 
Other 1/ 819 -1558 2507 -2.6 -4190 1540 2260 2940 

Source CenIraI ~ Bank. 

t/ IncIudM peylMIIt ....... aM 04:h« adjlMltmenta 'ot cull "-iL 

c 
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Table C 1 b. 8 Salvador ConaoIIdatec:I Operabons of the NonfiFlallClal Public Sector 1986 1893 

(CompWed) 

fUI 
b Annual Growth Rates 1986 111B7 1888 1989 1990 1eg1 11192 1993 

( _.,. and qranta ~ ~ ~ ~ ~ !!.!!:! !!.!! Rn! 
Currentrevenue 00'll> 30'l1> 2.9'lE. -59'lE. 37a 22,0'lI> 22.4'J1. 22.6'JI. 
Tu_ 0.0'lI> 2.6'JI. 08'll. -13.5'J1. 355'J1. 21A 183% 300'lI> 

foreign gI1IIIIa 00'll> lIS5'J1. -7.8'J1. -1 7'JI. lISO'lI> -04% 86'Jt> 266'J1. 

Expendhu ... and net lending ~ !.!! ~ ~ !£! ~ !1:!! S7'Jf. 
Current expendllUre 00% 12.7'JI. 8.9'lE. 111" 22,6% 257'J1. 136'Jt> 1" 6% 
Cap/taJ expenditure 0.0'lI> 76'J1. 2.8% 371% 251% 77A 115.3% -31" 

Fixed capItaJ formation 00'll> 13 0'lI> 11.3'J1. 32,6% -2i8'll. 137'J1. 885" -4A 

c. M percent fA GDP 

Awenua and granta ~ l!.!!. ~ lli!! .!!.!! ~ !!1! ~ 
Current .......,ue 16S% 14S'JI. 12.8% 103% 111% 11 6'JI. 12.3% 12.5'J1. 
Tu r-. 139'lE. 12.2'J1. 104% 76'J1. 8.1% 8.5" 8.7'JI. 84% 

foreign grants 1 6'JI. 2.5" 2.0'lI> 17'J1. 2.2% 1.8'J1. 16'J1. 18% 

Expendhu ... and net lending ~ !!l2! ~ l.!..n! ~ ~ JY! 1!.!!! 

Current expenditure 141% 136'J1. 12.5% 118'l1. 114% 12.3% 12. 1 'JI. 118% 
Consumption and interest 134% 12.8'J1. 11 6'JI. 108% 10a 1"" 106'Jt> 103% 
NorHnterest current expenditures 11 9'lE. 119'lE. 1"" 10S% 10a 100'll> 10.2% 89'J1. 

Caprta/ expenditure 43% 40'l1> 3.5% 40'l1> 2.4% 3f1'J1. 5.2% 4.2% 
Fixed capital formabon 38'l1. 3.7'JI. 35% 3.9'lE. 2.1% 3.4% 50'l1> 3.9'lE. 

Cu ..... nt Account Deficit i ! ~ ~ ~ ::!!! ~ :!!! ~ !.n! 
Currer!! Account DeIicrt ( ) 

Excluding IntereIt 49'lE. 2.9'JI. 18 -OS" 09'JI. 1 6'JI. 2.2'JI, 2.3% 

( .... 11 defieR (! 
.ncludlng Grants -0 S% -03% 14% -4a -04% -2.S% -41% 15% 
Excludmg Grants -2.1% 2.8'J1. -34% 5S'JI. 2.5% -44" -59'J1. -33% 

External fina/ICIng (net) 13% 09'lE. 1a 1 6'JI. 13% 1S'JI. 3.6'JI. 18% 
Internal financang (net) .oS'JI. -o6'JI. 02% 2.6'JI. 10'l1> 07'JI. 06'JI. .03% 

BanlongSystem -1S% 00'll> .o6'JI. 2.6% 00'll> 0.8'!I. 10'l1> 0.1% 
Central Reserve Bank. 

Source c-.r~ .... 

( 
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T.t>Ie C.2.L B SaIvaocIor ConsoIKIa!ed Central Government Operabona, 11186 1883 

Pre!. 
L In MilllOIIS of Current Colones 1986 1987 1988 1989 1990 1991 1992 1993 

(~ 
_lie and granta mY !!!.! ~ !!!!! ~ ~ ~ !!2!.!! 
nent~ 27117 2731.2 27288 26174 35354 43640 53780 65340 
Tax~ 25375 26133 2S62.5 24570 33301 40&10 48050 e2460 
Nontax_ 174.2 1179 1664 1804 2053 3030 5740 2880 

Current transfer. from public 
ent~ 1333 283 1149 42.5 305 310 890 1660 
CaprtaI~ 2.4 00 00 01 1.5 00 0.0 810 
fonItgn granla 3118 5457 542.0 522.6 8693 1510 862.0 12230 

ExpendHura and net lending ~ !m:! ~ !m.! !!!1..! !!!!!!! ~ mu 
Current expendltura 2567.2 27618 3042.2 33984 41475 51580 57830 67490 
Wagesand~ 14568 17087 18210 2OS80 24048 26130 27810 32890 
Goodsand __ 

3848 4498 5113 5003 5786 8300 8800 7500 
Interest 2600 241.2 2438 2876 442.7 10810 1072.0 12070 
T,.,.,... 4655 362.1 4661 5515 7213 1250 10400 15030 

Rest of general QOV8RIlIIent 2162 232.8 2385 3088 3574 4070 4510 eo2.0 
Pubbc~ 1760 42.4 113.2 505 52.3 830 260 180 
PublIC financl.llintermed_ 00 00 00 250 00 180 40 430 
Pnvale aecIor fS77 786 1050 1573 3001 3360 5230 592.0 
Abroad 5.6 83 84 89 115 00 360 480 

CaprtaJ expendrture 6018 7034 5880 7459 752.8 1112.0 20480 18070 
FIXed caprtaI formatJon 4846 532.4 4682 642.6 4094 8740 1572.0 16180 
Transfer. 117.2 1710 1198 1033 3435 2380 4nO 2890 

Rest of g---' government 143 565 1188 610 1147 310 490 340 
PublIC enterpnseI 00 440 00 00 1381 970 2890 810 
PublIC finaJICIIIIlntermedllll'lM 1017 651 00 98 766 810 102.0 1180 
PnvaIe aecIor 1.2 54 00 32.4 141 290 270 550 

Net lending to 2692 1276 600 883 186 3310 2490 1050 
Rest of general government 1690 1074 00 2.0 13 80 210 700 
PubllCent~ -2.0 13 00 10 339 3010 1560 610 
PublIC financlllltntermecl_ 35.0 00 00 507 567 110 1140 260 

( 
Other 672 189 600 386 2.8 110 00 00 

...urrent account d.rtclt ( ) !!ll ~ :!!!.! ~ ::!!!! :!!i2 ~ :!!.2 
Overall deficR befora grants ~ ~ :!!!.! :1m..! ~ ~ ~ ~ 
Overall d.rtclt (-) :!!!! ~ ~ ~ ~ ~ ~ :!!!..2 

External financing (net) ~ !!!! !!!! 1!!.! ~ ~ lli!!! 1!!2!..!! 
DIsbursements 492.6 4164 4538 3540 4155 8860 11650 15710 
Amorbzabon 1/ 1715 1369 1758 1541 3356 3990 4190 4650 
Other 00 00 00 00 4038 2130 5740 -990 

Internal financing (net) :!ll 11 !!.! !!2.! ~ !ill! ~ ~ 
Banking System -1869 142.7 162.4 gas 4 222.0 9730 8040 580 
Central Reserve Bank -3015 844 -696 888.2 2799 8490 8170 -1250 
Banks 1146 583 -92.8 97.2 579 1240 130 1830 

Bonds outside banktng system 518 42 -390 13 00 370 -460 00 
0Iher21 1967 -1398 2278 -1366 2606 -3530 -4380 -3090 

Source: c-.. ~ 8Mk. 

" IndudM HIOft!::t.atIof of &oan. whIcfI--. Oft lent or pa..ed Oft to the .... of the public .... 

21 IndudM ~ ........ and..u-adJ-tor caah baeIe.. 

( 



t 
Table C.2.b e SaIv.clor Consolidated CantraI GoYemrnent Operabona, 1886 1883 

(Completed) 

Pre!. 
b Annual GtowIh RItea 1886 1987 1988 1989 11190 1991 1892 1993 

( _1M and pram. ~ ~ ~ ::!.!! ~ ~ ~ ~ 
..urrent "-tIe 42.7% 07% .(11% -41% 351% 234% 233% 215% 
Tax nMIIIUII .'14% 3.0% -111% -41% 355% 219% 183% 300% 
Nontax~ue 64 8% -32.3% 411% -38% 28 0% 478% 894% -498% 

foreign granIa 1091% 750% .(17% -3.6% e63% -2.1% 13.0% 271% 

Expendltul'll and nllt lendlnp ~ ~ m !in: 1!l! ~ ~ !:.!! 
Current axpendrture 311% 76% 10.2% 117% 22.0% 244% 12.1% 167% 
Wages and"-- 165% 173% 8.6% 131% 166% 87% 6.4% 183% Goodaand __ 

560% 169% 13.7% -2.2% 1S 7% U'lIo 413% -157% 
Interest 471% -7.2% 11% 18.0% 539% 1484% -17% 12.6% 
Transfers 639% -22.2'lIo 28 7% 183% 308% 144% 261% 445% 

CaprtaI expendilure 77% 16.9% -164% 269% 09% 477% 843% -69% 
fixed capital formllbon 159% 89% -12.1% 37.2% -363% 1135"- 799% 2.9% 
Transfers -166% 45 9% -29 9% -138% 232.5% -307% 1004% -394% 

c ,.. Pereent of QDP 

Flennua and pram. ~ ~ ~ ~ ~ ~ !1..r!! !!:!! 
Current_ue 137% 118% 100% 8.1% 86% 81% 98% 88% 
Tax revenue 12.8% 113% 84% 76% 81% 8.5% 87% 84% 

foreign grants 1 6% 2.4% 2.0% 1 6% 2.1% 18% 18% 18% 

Ex2endltul'll and nllt l.rIdinp .!!.!! !!.!! ~ !U! ll.!! !!!1! ~ ~ 
Current expenditure 130% 11 9'JE. 111% 105% 101% 108% 105% 10.2% 
Wages and saIan. 74% 74% 67% 64% 59% 55% 51% 50% 
GoodSandseMCeS 1 9'JE. 1 9'JE. 1 9'JE. 1 6% 14% 13% 16% 11% 
Interest 13% 1 0% 09'JE. 09% 11% 2.3% 2.0% 18% 
Transferl 2.4% 1 6% 17% 1 7% 1 8% 17% 19'JE. 2.3% 

CaprtaI expenditure 3.0% 30% 2.1% 2.3% 1 8% 2.3% 3.7% 2.9% 
r !'"lXed caprtaI formation 2.5% 2.3% 17% 2.0% 1 0% 18% 2.9% 2.4% 

( ansferl 06% 07% 04% 03% OR 05% 09% 04% 

Aiendlng 14% 06% 0.2% 03% .00% 07% 05% 0.2% 

CUfI'IInt account deficit {-l !.!:!! :!!..!!! ~ ~ ~ :ill! ~ ~ 

Cufl'llnt account deficit H 
Excluding Int_t m ~ ~ ~ ~ ~ !.!:!! ~ 

Ovel'llll deficit (-) 
excluding Grants -30% -36% -31% -49% -3.2% -46% -47% -30% 
including Grants 14% -1.2% -11% -33% 11% 2.8% -30% 11% 

Extemat financing (nllt) ~ ~ ~ ~ ~ ~ ~ ~ 

Intema' financing (net) ~ ~ ~ !:!.! ::!!! !.!:!! ~ ~ 
Banking System .09% 06% .(16% 3.1% 05% 2.0% 15% 01% 

Source: ~ R_ Bank. 

11 'ncll>dea aaonizatIoft d loa ... whlcll were on lent or paaaecI on to the rHt d the public ..." 

( 



Table C 3 8 SaIvIIdor CenInII Govemment Revenue and GranIa by CIdegoIy ,_ 1883 

Pre! 
In Millions of Current Colona 1986 1987 1986 1989 1890 1891 1992 1893 

( 
-.til menu. and pninW !!!!:! ~ HZ!! m!! ~ !!!!..2 ~ ~ 

.A/l'nlnt 1WftII ... !!:!!.! !ru:! !!ll:! !m.! ~ !:!!!! ~ ~ 

TulWftll ... !!!!:! ~ ~ !!!!! ~ ~ !!!!! ~ 
Dlrecttu:. 5257 7111 7390 7581 1122.6 12270 13790 16630 

Income tax 432.8 5605 5607 5814 7254 1S10 1062.0 14090 
Wealth tax 571 1086 1198 1189 1248 1880 1680 1650 
Property tr1InIfer tax 35.8 42.0 585 578 72.4 170 148 0 .0 

T_ on foreign tnIde 11684 7015 5ll2.2 4455 7200 1840 1750 11750 
Importtu:. 2041 2586 2143 312.8 4648 842.0 1470 11660 
Exporttu:. 8643 442.9 3n9 132.7 2552 222.0 280 90 
Of whICh on caffee 855.1 4317 3683 1239 2:53 2 222.0 280 90 

T_ on domesbc tranucbons 885.2 11756 12007 12538 15na 18650 26930 33n0 

Nontu ra".n ... l!!!l !!!!..! !!U !!ll ~ ~ ~ ~ 

Transfera from pnvale eector 
(f-.fina. lite) 284 32.1 663 454 455 85.0 42.0 23.0 

Income from publIC aervtee 32.9 383 331 315 388 570 1050 840 
Sale of goods and __ 298 173 263 283 345 380 270 40 
Interest, rent. and dIVIdends 137 154 230 42.5 .... .2 740 990 1450 
0Iher 45 78 63 12.7 42.3 730 3840 142.0 

Adlustmant for tu/lntarest al'nlanl :!!..! !!1 ~ !.! :1!!.! ~ !l! ~ 

Cul'nlnt transfenl from eubUc ental'-
enS" leu bile ante!l!ri ... erofital ~ !!2 l!ll !!! !2..! n!! ru !!!.2 

..- -~plUll men ... !:! ~ ~ !U l:! ~ !ru ~ 
( ... Ign gnlma lli.! !!!1 !!!! ~ ~ !!!! ~ m!! 

Annual Growth Rates 

Revenue and gnlma ~ !£! ~ :!!! :!!...!! ~ ~ !W! 
Current revenue 451% 2.9% .(1.2% -37% 351% 235% 267% 197% 
Tax revenue 556% 03% 2.2% -30% 355% 219% 201% 275% 
Nontax revenue 156% 15% 398'11. 35% 280% 495% 1140% -379% 

FOI'eIgn grants 1070% 750% .(17% -36% 663% -2.1% 13 O'l!. 271'11. 

c Aa Parcent of GDP 

Revenue end gnlma ~ ~ ~ ~ ~ ~ ~ !!:!:! 
Current revenue 134% 118% 99% 81% 86% 91% 101% 10 O'l!. 

Tax revenue 131% 112% 93% 76% a 1'11. 85% 89% 94% 
Nontaxrevenue OB 05% 06% 05% 05% 06% 12% 06% 

Forelgngrants 16% 2.4% 2.0% 16% 2.1'11. 18'ID 18'ID 18% 

Source CentraJ Reserve Bank. 

( 
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TABLES D 1-5 WILL BE HAND CARRIED TO AID/WASHINGTON 

• 
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( 



T __ E.1 

BSaIvador 
Balance d Paymenta 1~1993 

(M11l1OOS d DoIIani) 

( Pre! Pre!. 

1988 1G89 1990 1991 1992 1993 

Current Account 1/ ~ ~ :£!!! ~ :i!!!.I! ~ 

Trade balance ~ ~ ~ :!!!..Q ~ :!!!2! 
Exports fob 8096 <1975 5815 5880 5975 7317 

CoIf .. 3581 2286 2602 2195 151.2 2252 
Other traditional 355 24.2 36.0 52.6 860 571 
Nontraditional 2160 2447 2853 3159 3803 4404 
CACM 1400 1606 1730 1936 2573 310.2 
Rest d 1he world 780 141 112.3 122.3 1230 139.2 

Impol1aclf 10069 11613 1262.5 14060 16985 1912.2 
Net factor paymenta -120 6 -1213 -1241 ·1270 -574 -414 

Of wInch Interest -803 78.2 -1133 ·112.9 -889 ·1101 
Other S8MCeS (net) 62.5 82.1 1011 1059 72.5 785 

Pnvate transfers 2/ 2210 2368 3454 542.8 7079 823.2 

OffiCIal transfers ~ ~ ~ ill! ~ ~ 
Of whICh ESF 1570 980 450 860 410 

53.2 
Capital Account ~ ~ ~ ~ .lID ~ 

NonfinancIal pubhc sector ~ 1!!Q.l 11 ru !!! 1!Q.! 
DIsbursements 819 1862 71.2 1491 2075 2660 
AmortJzabon 559 360 701 1198 1181 1252 

Financtal Sector ID !!..1 ~ :!!i! .1.! ~ 
DIsbursements 986 1271 1017 142 1392 12.3 

( Amorbzabon 1502 600 642 1691 1409 576 

Pnvate caprtaI and net -160 7 -664 1882 1216 456 1600 
errors and omlSSIOllS 

Overall balance .B:U :B.! ru :ll! ..1ll lli.! 
Net change In arrears (decrease ) 279 695 .ul -84 86 -391 
Rescheduhng 60 00 838 102.2 694 50 
CapItal galO buyback 22.8 
Change In net ollictal reserves Oncrease ) 351 -366 1171 -42.0 .se8 1443 

Memorandum Items 
Gross OffiCIal Reserves ($) 2381 3931 5414 4719 5730 7008 
In Months of Imports 2.8 41 51 40 40 44 

GOP ( mllhons US $ ) 51634 49585 5332.1 59740 65043 76271 
Real GOP Growth Target Rate 00 11 34 35 53 51 
DebtSeMce 2864 174.2 2476 3719 2817 292.9 

(As percent of GOp) 

Trade balance 134 -12.8 -137 -169 -155 
CulTent account balance -94 -67 -50 -58 -4.2 
OIIicl8! transfers 5.7 4.2 3.0 3.5 2.9 
Capital account balance 3.0 43 11 2.0 33 
Overall balance .o7 17 .o9 .o3 2.0 

(As percent of exports of goods and _) 

Total debt seMCe 217 274 400 292 256 

( 
Of whIch Interest 97 12.5 12.1 102 96 

SOU~ Centraf Reserve Bank (CAB) 

11 It does not Include oIIiclal transfers 

21 Increase in remrttances Since 1992 Is due to an increment in Inllowl and improvement In CAB. data coIledIon 

3/ Includes $ 45 0 millIOnS In FY 1991 ESF ong.naJly programmed for r:'f 1991 
'') 

tAl f 
1 V 



TIItN E.2 
e Salvador DlllaJIect BaIancI 01 Paymenll, ' .. ,183 

jMIIllonI 01 U S. ~) 

1989 1990 1991 1892 Pre! 1993 Pre! 
CnKIrt Deb~ Balance Credrt 0ebI1 Balance Credrt Deblt BaIancI CnKIrt Debrt Balance CnKIrt Debit BaJance 

( 
_Ac=untll :!!!! ::!!!! ~ :!!!.2 :!l2l 
..cis and SeMc:ea !!!!!! ~ ..!!!:!.2 !!!.! !!Q!! ~ ~ .!!!!.!! ~ !!!!..1 !!!!!! ..!!!U 1!!!.! ~ ~ 

Merchanc:li .. hide 21 411715 11813 ~8 111115 1282.15 .. ,0 11180 14080 ~180 511711 Ieee II 11010 7317 11112.2 111011 
SIIIvQs 22411 21113 438 3232 3482 430 a4111 383 -211 3888 35311 15 I 418.1 3780 371 
TransportIdion 88.11 415.8 233 710 _0 230 740 540 200 784 1180 204 800 817 11.3 
Trawl 82.4 eoo 2.4 .11 848 13.7 710 570 14.0 73.4 58.0 154 78.5 1011 177 
F.ctor~ 1711 13811 1213 118 147 124 I 22.0 1480 -1270 247 12115 103.11 254 142 118.8 
DlrKI~ 400 -400 11.8 2114 -101 22.0 38.1 141 247 2117 050 254 32.1 .7 
~ 175 SIll II .. ,3 0.0 113.3 113.3 0.0 112.11 112.11 00 SIll II .. II 00 1101 1101 
Govwnrnent~ 757 13.11 8111 78.1 141 82.0 781 150 8" 7l1.li 180 82.11 13.11 18.8 870 
Other~ .,0 .. 4 -6.4 8110 .11 2.4 SIll I .0 10.11 112.5 12.0 205 , .... 4 175 11011 
Of Which Orawb-=Ic: 7111 11111 11i0 13.0 85.0 11.0 13111 111.2 204 2105 '.4 41 238.11 ,.4 711 

Prtvat. T,.,.,... 237" 0.8 2368 3480 0.8 345" 543.11 07 IiG.I 7011 0.7 70711 123.11 07 123.2 

0ficIaI T,.,.,... 21142 1.1 282." 2250 11 223.2 1103 11 17811 22113 ,. 2215 222.1 1.1 2203 

Capital AccounIa !!!!..! ~ ~ ~ .l!!.! !!!.! ~ ~ ~ ~ ~ Ell ~ S ~ 

PnvaIe Cap!taI ~ ~ ~ ~ ~ ~ .!!!.! ~ .!!!.! ~ ~ ~ !!1.!! ~ .!.!!Q.2 
DIrect InVMlment 
Med,um and long-term loans 
Shott term loans ~nclucilng net 
errors and om~) 00 .4 .. 4 21148 0.0 2848 1218 00 1218 458 00 456 1800 0.0 1800 

Nonfinancllll PublIC Sector 1118 2 380 1110 2 712 701 1 I 1491 1198 293 2Q75 118 I 884 2860 1252 1408 
Central G......,.,rnent 31 i"i01 2i2 "i3ii 47i W ii 1.i8i TIiii 293 87i' 3i1 5i'ii ms 4i3 1242 
Rest or general gcmmment 00 00 00 00 00 00 00 00 00 819 2118 32.3 407 23.11 18.8 
PubllC~ 78.1 88 .3 234 2811 -3.5 00 0.0 00 1115 52.4 1.1 !ill 8 100 .0.2 

Rnanelal PublIC Sector 1152 100 1171 ~ 1142 -389 !!! .!!!! :!!i! 1392 .!!Q! 17 12.3 578 -453 
Central Reserve Bank 41 1152 iiOO 552 835 i42 -::07 1142 1891 .... 9 1ii2 14011 "17 12.3 57i :c53 
Oeposlt and mortgage banks 1111 -382 
long tenn {net) 00 
Short !ann {net) 00 

Other public financial 
- '""emIed_ 

( JI Balance (DefIcit I -329 814 -518 182 1556 
..nge In arrean; (~) 81111 00 "iii5 494 1045 .5B1 -:&'4 16 ":3ii 

RMchedullng ot mec:llulIHMm 
IIaboIIbel 00 838 102.2 894 5.0 

Caprtal Galn 8uybKk 22.8 
Change In net Q/ficIIIl _ -388 1171 -42.0 -5&8 1484 

01 the Central Reserve Bank ~ncrNM ) 

Memoranda 
NetSeMca -3112 -230 21 I 151 371 
Goods and NonfacIDt SeMc:ea 7855 1387.2 -51117 eae I 14660 -5799 8079 18200 712.1 11414 19235 -982 I 1122.4 21490 10268 

SOURCE Central Bank ot B Salvador and It.lF 
11 Excludes oIIiclllllraMfels 
21 Exports fob and Illlpot1II elf 
31 Excludes ~ment dollar bonds issued Ie refinance arrears but Includes repayments 01 government dollar bonds 
41 Excludes mec:I,um-term IJabIIJbes conveI1ed from shott tenn 
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Total exports (F 0 B ) 

Tradlbonal exports 
CoIf .. 

wlue 
volume 
unltwlue 

Coaon 
wlue 

volume 
unltwlue 

Sugar 

wlue 
volume 
unit value 

Shnmp 
wlue 
volume 
umtvalue 11 

Nontradlbonal exports 

CACM 
to other markets 

Memorandum 
Non Coffee Exports 

Total exports 

TradlbonaJ exports 
Nontradlbonal exports 

CACM 
To other marketI 

Memorandum 
Non-Coffee Exports 

Total exports 

TradlbonaJ exports 
Nontradlbonal exports 

CACM 
To other markets 

Memorandum 
Non-collee Exports 

1985 

4637 
34560 

1342 

290 
5140 
564 

232 
2422.0 

96 

98 
25650 

38 

~ 
957 
737 

2314 

41 
·233 
-391 
157 

162 

1000 

756 
244 
138 
106 

333 

Source Central Reserve Bank of 8 Salvador 

1/ In U S dollars per kilogram 
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Tilble E.3 
BSaIvador 

MerchancI_ Exporta (F 0 B ) 
By PnllClpaJ Groupa 

1985 1893 

1986 1987 1988 1989 1990 

(Value 1ft mllhons of U S doIlara volume in IhouIanda 
of qUlntaJa unit pnce in U S. doIIara per quintal) 

5468 
29370 
186.2 

45 
1316 
342 

253 
21443 

118 

170 
43640 

39 

.!!ll 
910 
703 

2082 

12.9 
-48 
-49 
-46 

100 

1000 

786 
214 
12.1 
93 

2711 

3515 
33830 

1039 

2.3 
580 
397 

12.1 
8214 
147 

205 
35760 

57 

~ 
1196 
849 

2394 

3580 
27290 

131.2 

03 
80 

375 

19.2 
1702.0 

113 

160 
3712.0 

43 

l!ll 
1398 
755 

2508 

2286 
20587 
1110 

07 
147 
476 

13.5 
822.2 
217 

100 
2162.0 

46 

&!i! 
1606 
841 

2689 

(Annual percentage change) 

-349 
268 
314 
208 

150 

18 
53 

169 
111 

48 

-358 
137 
149 
114 

7.2 

(In percent of total value) 

1000 

654 
346 
20.2 
144 

405 

1000 

846 
354 
230 
12.4 

41.2 

1000 

S08 
49.2 
32.3 
169 

541 

260.2 
32318 

805 

1.3 
210 
819 

203 
9734 
209 

144 
30870 

47 

ml 
1750 
1103 

3213 

172 
166 
90 

312 

195 

1000 

S09 
491 
301 
190 

553 

1991 

2195 
27710 

79.2 

07 
83 

843 

32.0 
17450 

183 

199 
31750 

83 

~ 
1937 
122.2 

3685 

11 

-81 
107 
107 
108 

147 

1000 

463 
53.7 
32.9 
208 

82.7 

1992 

151.2 
27208 

55.6 

1.5 
190 
800 

447 
35660 

12.5 

198 
32150 

11.2 

~ 
2573 
1230 

44632 

·202 
204 
32.8 

07 

211 

1000 

3114 
636 
431 
206 

Pre!. 
1993 

225.2 
3532.0 

638 

G.2 
1.2 

1667 

311 
23756 

131 

258 
45140 

57 

~ 
3102 
1392 

5065 

300 
182 
206 
132 

135 

1000 

38.6 
614 
42.4 
190 

69.2 

,iJ 
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Total Imports (C IF) 

Consumer Goods 
Nondurables 
Durables 

Raw Matenals 
Agnculture 

Of whIch Fertilizers 
Industry 
Of whIch Petroleum Imports 

Construcbon Matenats 
Other 

Capital Goods 
Agnculture 
Industry 
Transport 

Construction 

Other 

Not Elsewhere Classified 1/ 

Total Imports (C IF) 

Consumer Goods 

Nondurables 

Durables 

Raw Matenals 
Agnculture 

Of whIch Fertilizers 
Industry 
Of whIch Petroleum Imports 

ConsIrucbon Matenals 
Other 

Capital Goods 

Agnculture 
Industry 
Transport 

Construcbon 
OIlIer 

1985 

~ 
2109 
479 

~ 
755 
395 

4175 
1332 
462 
56 

ill.! 
135 
433 
679 
62 

268 

:!! 
116 
261 

~ 
318 
580 
-82 
2.2 

-87 
-111 

38 
16 

272 
192 
489 

Tilble E.4 
BSaIvador 

MerchandISe ImportI (C LF ) 

By PnncIpa/ Groups 
1985 1993 

1986 1987 1988 1989 

In mdllOllS of U S doIIans 

~ 
1818 
252 

~ 
412 
247 

3632 
82.0 
440 
50 

~ 
103 
587 

1236 
64 

255 

soo 

~ 
138 

-474 

lli 
-454 
-375 
130 

-384 
-48 
107 

~ 
-237 
356 
82.0 
32 
-48 

~ 
2084 
32.1 

~ 
391 
273 

3943 
1043 
805 
74 

~ 
132 
72.4 

1239 
106 
32.2 

~ 
2249 
33.3 

~ 
359 
235 

3905 
810 
&33 
65 

80 
791 

1218 
112 
32.2 

~ 
2580 
366 

~ 
52.2 
32.5 

4144 
870 
989 
117 

92 
774 

1415 
170 
346 

98 

(Annual percentage change) 

.!!,g 
146 
274 

~ 
51 

105 
86 

272 
375 
480 

ru 
282 
233 
02 

656 
263 

!.! 
79 
37 

J..£ 
-82 
139 
10 

22.3 
46 

122 

~ 
-394 

83 
-17 
57 
00 

.!!! 
147 
99 

~ 
454 
383 
61 
74 

562 
800 

.!Q.! 
150 
2.1 

162 
518 
75 

Source Central Reserve Bank of EI Salvador and Fund staH esbmates 

1990 

!!!! 
3613 
375 

~ 
580 
298 

4864 
1218 
783 
65 

89 
711 

102.6 
83 

436 

ru 
400 

2.5 

!! 
111 

-83 
174 
400 
208 

-444 

..:!U 
-33 
-81 

-275 
512 
280 

1/ Includes emergency relief after the earthquake of 1986 and donabons after the outbreak of eMI war In late 1989 
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1991 

m:! 
322.0 
507 

~ 
677 
302 

5474 
1268 
859 
90 

~ 
111 
892 

1489 
115 
62.6 

~ 
109 
352 

E! 
167 
13 

12.5 
41 
517 

385 

£! 
247 
255 
451 
386 

436 

1992 

~ 
4178 
713 

~ 
708 
302 

8064 
1282 
906 
106 

~ 
118 

1214 
2055 
154 
769 

ill 
298 
406 

~ 
46 
00 

108 
11 
55 

178 

~ 
63 

381 
380 
339 
22.8 

Pre! 
1993 

~ 
4408 

812 

~ 
702 
337 

8301 
1230 
1110 
141 

~ 
109 

1705 
2574 
296 
964 

~ 
55 

139 

!Q 
~8 

116 
39 

-41 
22.5 
330 

ill 
76 

404 
253 
92.2 
254 
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labia E 5 
EL SALVADOR SELECTED ECONOMIC DATA, 1986-1993 

1986 1987 1988 1989 1990 1991 1992 1993 

Prel 

POPULATION 1/ 

Thousands 4809 4888 4976 5071 5172 5279 5395 5511 
Growth Rate (%) 1 5 17 18 19 20 21 22 23 

NATIONAL ACCOUNTS 

GOP, Curr pnces (m colones) 19763 23141 27366 32230 41057 4n92 549611 663557 
GOP, 1962 prrces (m colones) 3012 3094 3144 3177 3285 3401 35801 37617 
Real GOP Growth Rate (%) 06 27 16 10 34 35 53 51 
Real Per Cap GOP (1962 col) 6263 6329 6318 6265 6352 6443 6636 6818 
Real Per Cap GOP Growth Rate (%) 09 1 1 02 08 14 14 30 27 

Gross Domestic Investment/GOP C%> 133 124 128 162 118 137 165 166 

Prwate (Nomlnaij 2/ 107 94 97 127 96 112 128 130 

Public 25 29 31 35 23 25 36 36 

Gross National Savings/GOP (%) 86 72 52 93 108 124 

Private (Nomlnaij 83 88 66 100 106 117 

Public 03 -1 6 -1 4 07 02 07 

Foreign Savings/GOP (%) 26 54 46 94 67 50 58 42 

PRICES 

GOP Price Deflator (1962 = 100) 6561 7479 8704 10145 12498 14052 15352 17640 

AnnuaIChange(%) ~ 371 140 164 166 232 124 92 149 

Consumer Pnces 4/ 3336 4166 4989 5869 7278 8326 9260 1070 

Average Annual Change (%) 319 249 198 176 240 144 112 185 

11 ReVised population data 18 based on MIPLAN s 1992 proJections and estimates NOTE Preliminary census data show that at the end of 1992 

EI Salvador's population was 5,096,962 However, no official interpolation has been performed Therefore, a revised population series Is not yet available 

21 PrIVate Inves1ment Includes changes In inventories 

3/ GOP figures are calculated not on a monthly baSIS but on an annual basis 

41 From 1986 to 1992, December 1978 = 100 percent, and from 1993, December 1992 = 100 percent 

_# 

<;.,.') 

'" 
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Table E t-

EL SALVADOR SELECTED ECONOMIC DATA. 1986-1993 (concluded) 

1986 1987 1988 1989 1990 1991 1992 Pre! 
1993 

BALANCE OF PAYMENTS ($ millions) 

Current Account Balance 1070 2380 2350 -4660 -3590 -2963 -3780 -3202 

Exports, FOB 7550 5910 6090 4970 5815 5880 5975 7317 

Imports CIF 9350 9940 10070 11610 12625 14060 16985 19122 

Trade Balance 1800 -4030 -3980 -6640 -6810 -8180 11010 -1180 5 

Services, net -870 -300 580 -390 -230 211 151 371 

Private Transfers net 1600 1950 2210 2370 3450 5428 7079 8232 

Capital Account Balance 5028 4757 3383 4378 4645 

OffiCial Transfers net 2240 3780 2870 2824 2232 1785 2265 2203 

Direct Investment, net 
Private, M T & l T, net -6641 18821 12181 4581 1600 

Private, Short Term net 
OffICial net 1502 11 293 894 1408 

Flnanclallntermedlarles, net 671 375 -849 17 -453 

other, net (rescheduling) 695 257 938 780 -113 

Overall balance, net 368 1167 420 598 1443 

E>O"ERNAL PUBLIC DEBT 51 
Debt Outstanding 12131 ($ m) 18080 17160 17610 20890 21300 21010 23375 19850 

Debt Outstanding/GOP (%) 435 406 396 425 427 352 359 260 

Debt ServicelExports of Goods & Non-factor Services (%) 359 387 364 318 271 423 388 309 

CONSOL NONFIN PUB SECTOR 

AI5 Percent of GOP 

Current Revenue 168 148 128 103 111 118 123 125 

Current Expenditure 141 136 125 118 114 123 121 118 

Current Surplus/Deficit 26 1 1 -03 -16 -06 -07 02 07 

Capital Revenue 00 01 00 00 00 00 00 01 

Capltel Expenditure 43 40 35 40 24 36 52 42 

Net Lending 61 04 01 02 03 -01 00 08 00 

Overall Surplus/Deflclt 21 28 -34 58 25 -44 -59 -33 

5/ A key factor for the the debt reduction In 1993 was the $464 million In US debt forgiveness 

6/ Net lending Is used In the operations of the Nonflnclal Public Sector as a conciliatory account 

--~ 
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Table F 1 
8 Salvador 

Selected EconomIC SocIal, and 
Demographic IndICatora 

( 
1988 ·1993 

1988 1989 1990 1991 1992 1993 

Population Qn millIOnS) 1/ 50 51 5.2 53 54 55 
Population Growth Rate 18 1.9 2.0 2.1 2.2 2.3 

GOP Real Growth Rate (percent) 16 11 34 3.5 53 51 
Real Per CapIta Growth Rate (percent) -0.2 -08 14 14 30 2.8 
GOP per caprta ($) 1038 978 1031 1132 1206 1382 

Pnces 
Consumer Pnce Index 

End of Penod (percent) 18.2 235 193 88 200 12.1 
Penod Average (percent) 198 176 240 144 11.2 185 

GOP deflator 1962=100 (percent) 164 165 23.2 124 9.2 149 
Real EffectJve Exchange Rate 1980=100 21 163 ·18 ·179 54 67 84 
Real Wages (percent) 3/ 0.2 ·150 -59 -2.2 33 -31 

Labor Market (urban) 
Employment (COOs) 716 790 885 890 947 N/A 
Unemployment Rate 94 84 100 75 7!J N/A 
Underemployment Rate (VISIble) 118 128 182 75 35 N/A 

Percent of Urban Population 1/ 
Total Poverty 610 555 602 561 537 N/A 
In RelatIve Poverty 317 319 321 329 305 N/A 
In Absolute Poverty 293 236 281 23.2 233 N/A 

( Exports Growth Rate 29 ·183 169 11 16 225 
excluding Coffee 44 71 195 147 211 135 
Nontracbbonal Exports 53 137 166 107 204 182 

CACM 169 149 90 107 328 206 
OutsIde CACM ·11 1 114 312 108 07 13.2 

As Percentage of GOP 
BOP Current Account Deficit ( excluding OffiCial Transfers) 46 94 67 50 58 42 
PubliC Sector F"1SCal Deficit (excluding Grants) 34 58 25 44 59 33 

1/ Based on 1972 census Preliminary Informabon from 1992 census shows populabon of 5047925 million 

21 Increases denotes local CUlTency appreCl8bon 

31 NomlnallTllnlmun wages deflated by the consumer pnce Index. 

( 

c \qpro\conc2\ecsocdem 
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TableF2 
EISa/vador 

( 
ESF Cash Transfers RelatIVe to Macro Vanables 

1980 ·1993 
(By calendar year) 

ESF Cash Transfers As Percent of 
BOP Central 

Amount Current govemment 
Year (Mllhons GOP Exports Imports account fiscal 

of dollars) deficit deficit 

1980 20 1 1 19 2.1 656 1/ 146 
1981 0 
1982 100 56 143 117 835 655 
1983 120 59 158 134 372.7 671 
1984 135 58 186 138 202.7 987 
1985 160 56 230 166 4336 1494 
1986 130 33 172 139 935 1/ 1100 
1987 204 44 345 205 855 1226 
1988 155 30 255 154 659 971 
1989 157 32 316 135 337 649 
1990 98 18 169 78 273 574 
1991 45 08 77 32 152 163 
1992 86 13 144 51 228 279 
1993 41 05 56 21 12.8 180 

( TOTAL 1451 26 150 91 495 564 
Source USAID 
1/ Surplus 

( 



·08.Jul-94 

• 
TableF3 

SOCIal IndIcators 

( 
1988 1989 1990 1991 1992 

EDUCATION 
illiteracy Rate 12.6 117 117 
illiteracy as Percent of the EconomIc 300 252 
ActIVe Population 

Average Years of School 56 61 2.6 

Repltency Rate 
FIrst Grade 188 185 
Second Grade 91 88 
ThIrd Grade 66 63 

Desertion Rate 
FIrst Grade 182 173 
Second Grade 105 85 
Third Grade 94 89 

HEALTH 
Infant Mortallaty Rate (per 1000 lIVe bIrths) 560 42.0 

Undernourishment Levels 
Children Under 5 years 

WelghVage 150 11 0 

( 
Height/age 300 230 

TraIned Health Promoters 579 1182 ~ 

Trained MidwIVes 2792 3355 

HOUSING 
Corrugated Asbestos Roofing Sheets 375 407 
With Concrete of Brick & Concrete Walls 653 713 
Cement or Tile Floors 62.9 670 

Access To Potable Water 460 549 
Access to Latnnes 600 693 
Access to Sanitation Servtces 600 693 

Source MIOIstry of Planning (MIPU\N) 

( 

c \qpro\conc2\ecsocdem 
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Gross enroll ratIo, prrm (% schll age pop) 
Gross enroll ratIO, sec (% schll age pop ) 
IIhteracy rate (% of pop a9915+) 
Infant mortality rate (per thous lIVe bIrths) 
life expectancy at bIrth, (years) 

U \econpub\ 123data\MRSD2 

1970 1975 

85 75 
22 19 
0 0 

103 92 
58 58 

......-....\ 

TableF4 
Social IndIcators Evolution 

1980 1981 1982 1983 1984 1985 

75 74 83 86 87 91 
24 0 23 26 27 0 
33 0 0 0 0 31 
84 82 78 75 72 68 
57 57 57 57 59 60 

..-.. .. 
I .. 

~ 

1986 1987 1988 1989 1990 1991 1992 1993 

91 92 93 92 93 94 94 0 
0 29 29 26 26 0 0 0 
0 0 0 0 27 0 25 0 

64 61 58 55 52 50 47 45 
61 62 63 64 64 65 66 67 
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c 

Basic Needs Met 1/ 
Adequate Housing 
Potable Water 
Sanrtary FacIlities 
Schooling 

One Unmet 

Table F5a 
EI Salvador-Satisfaction of BasIc Needs 

(% of Urban Households) 

1989 1991 

679 696 
-

761 764 
958 968 
669 600 

435 425 

Source MIPLAN's Multipurpose Household Surveys 

1992 1993 

685 71 5 
80 1 803 
954 960 
612 N/A 

414 N/A 

1/ Less than three persons per bedroom access to water, sanitation services, children 7 to 10 attending school 

services, children 7 to 10 attending school 

Basic Needs Met 1/ 
Adequate HOUSing 
Potable Water 
Sanitary FacIlities 
Schoohng 

One Un met 

Table F 5 b 
EI Salvador- Satisfaction of BaSIC Needs 

(% of Rural Households) 

1989 1991 

N/A N/A 
N/A N/A 
N/A N/A 
N/A N/A 

N/A N/A 

Source MIPLAN's Multipurpose Household Surveys 

1992 1993 

371 394 
275 281 
592 623 
788 N/A 

908 N/A 

1/ Less than three persons per bedroom access to water sanltatton services children 7 to 10 attending school 

services, children 7 to 10 attending school 

08..Jul-94 ecs3cde3 
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LJ S AGENCY FOR 

lNIERNA DONAL 

DEVELOPMENT 

LAC-IEE-94-25 

REQUEST FOR A CATEGORICAL EXCLUSION 

ProJect Locatl0n 

ProJect Tltle 

ProJect Number 

Fundlng 

Llfe of ProJect 

lEE Prepared by 

· · 

· · 

· · 

EI Salvador 

Modern1zat10n of the state 
Program 

519-0414 

$ 25 Ml1110n (ESF) 

One Year 

Peter Gore, Envlronmental 
Off1cer, USAlD/EI Salvador 

Recommended Threshold DeC1Sl0n Categor1cal Excluslon 

Bureau Threshold DeC1Slon 

Comments 

· · Concur w1th Recommendatlon 

Categorlcal Exclus10n lssued 
under 22 CFR 216.2 (c) (2) (V1) 
1S approved. Concurrence 
shall be subJect to covenants 
1ncorporated lnto the Grant 
Agreement WhlCh shall spec1fy 
that. (a) funds from thls 
grant shall not be used to 
support tlmber extract10n or 
slgnlflcant deforestatl0n, 
1nclud1ng the procurement or 
use of equlpment that could be 
used In deforestat1on 
actlvlt1es; (b) funds shall 
not be used for the 
procurement or use of 
pestlcldesi and (c) that funds 
proceedlng from thlS program 
shall have no negat1ve effects 
on endangered specles or 
crltlcal h b1tats. 

Brokaw 
Chlef Envlronmental Offlcer 

Bureau for Latln Amerlca 
and the Carlbbean 

320 T\\'El'<TI FIRST STREET N W W,\SHINGTON DC 20523 



Copy to Harry W Reynolds, Act1ng 
D1rector, USAlD/El Salvador 

Copy to Peter Gore, Env1ronmental 
Off1cer, USAlD/El Salvador 

Copy to Susan Alexander, LAC/SPM 

Copy to Wayne W1ll1ams, REA/CEN 

Copy to Kathleen Barrett, LACjCEN 

Copy to lEE F1le 



f( 
Drafted by EFAJER·EF-08/31/94 EES\IEE\IEE94-25.etd 

Clearance 

LAC/RSD/E. KMenczer __ ....:.~_~ ____ Date. __ C1-OI_I __ 
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AGENCY FOR INTERNATIONAL DEVELOPMENT 
-' UNITED STATES A '0 MISSION TO EL SALVADOR 

clo AMERICAN EMBASSY 
SAN SALVAOOR, EL SAlVAOOR, C A 

?NYlRONMENtAL TJIRESHOLD DECISION 

PrOJect Locatlon 

ProJcct Title and number 

Fundmg 

Llfe of ProJcct 

lEE Prepared by 

Recommended Threshold Decmon 

MlSSlon Threshold DecIsIon 

Date Prepared 

Comments 

E1 Salvador 

Modernization of the State Program. 
519-0414 

$25.000.000 (ESP) 

:::~ Gore f) 1- · 
Envlronm~_~~ficcr 
US AID lEI Salvador 

Categoncal Exclusion 

Concur with Recommendanon 

August 4, 1994 

The Grant Agreement Will contam a 
conditlon mdlcatlng that no pest]cldes will 
be procured without frrst compleong an 
envlronmental assessment and haVUlg It 
approved by AlDfW 

Actmg Mlsslon Dlfector 

Date 



· -- .. 
SENT BY· XEROX TelecoPler ?017, 8-15-94 , 16 44 

503980885'" 2025474533.# 31 3 

~SC!lpuQn 

TIus program COnslSts of a cash transfer of $25,000,000 to support the Govemmem of El 
Salvador's (GOES) contmuation effons to consohdate the peace process and to mcrease 
confidence in Its economic reform program destgned to promote greater pnvate sector 
mvesonent Thts aSsIstance supports the Grantee's poltcles and programs destgned to (1) 
mcrease cltlzen partlclpallon m dehvery of health and educatlOn services, (11) mcreasc the 
effectIveness and efficlency of the Mmlstnes of Health and Educallon, (m) strengthen socIal 
sector fmances, (IV) moderruze the a rlcultural cooperauve law. (v) promote pnvate 
mvestment m elecLnca generatIon and dlstnbutmg. VI) mamtam macroecOnonuc stabllIty, 
and (vu) sustam the Judlclal reform process The aSsIstance Will finance the l1IlportatlOn of 
raw matenals, mtennedlate and capltal goods, spare pans, agncultural mputs, petroleum and 
petroleum derIvauves from the US. and other unpons, as may be agreed to between the 
Grantee and USAlD, for pnvate sector use Avauabillty of funds under tills Program 15 
contmgent upon GOES progress 10 meetIng economlC obJecuves 

peterm.lI1~tlcm 

Pursuant to AID environmental regulations expressed m 22 CFR. Sectlon 216 2(c)(l) (u). 
an lEE 19 generally not ft"fll11rcd when" AID does not have knowledge of, or control over, 

V" ....... r': and the obJectlve of AID m fumlslung aSsIstance does not requrre, eIther prior to approval of 
financmg or pnor to unplementatlon of speclfic actiVItIes, knowledge of or control over the 
detalls of the speclfi<- actlv1t1es that have an effect on the physlcal and natural environment 
for wruch financmg IS provlded by AID to 

Moreover. Handbook 3, AppendIX D, Section 216 2(c) (2) (VI) states that "ContnbutlOns to 
mternattonal. reglOnal or natIonal orgamzatlons by the Uruted States which are not for the 
purpose of carrymg out a speclfically ldentlfiable proJect of proJects" are not subJect to 
AlD's envl1'onmental procedures The above exempuons do not apply, however. to 
asslstance for the procurement or use of pesilcldes 

The FY 94 program Wlll not provIde support for the purchase or use of pest.lcldes A 
condmon w111 be placed 1n the Grant Agreement lruhcatmg that no pestlcides Will be 
procureC1 or used wlUluLll first ee.ml'lotms :m Envlrnnmrntal As~t;~$ment and haVIng It 
approved by the LAC Bureau EnvlrOIunental Officer 

~tnmendat)on TIlat no further envlrorunental srudy be undertaken for this P AAD and 
that you slgn the EnvlTonmental Threshold Declslon facesheet, mdlC;atmg your approval of a 
categorIcal exclusion for thiS program 



UNCLASSIFIED 

AID/LAC/RSD/E·EFAJER:EF:IEE94-25.CAB 
09/16/94 647-5677 
AID/LAC/RSD/E:JBROKAW 

APPR: 

DRAFT: 

CLEAR· 

CLEAR: 

CLEAR· 

CLEAR 

CLEAR: 

LAC/SPM SALEXANDER (INFO) LAC/CEN: KBARRETT (INFO) 

ROUTINE SAN SALVADOR 

AIDAC SAN SALVADOR FOR PETER GORE 

E O. 12356: N/A 

TAGS: 

SUBJECT ENVIRONMENTAL THRESHOLD DECISION FOR 
MODERNIZATION OF THE STATE PROGRAM (519-0414) 

1. LAC CHIEF ENVIRONMENTAL OFFICER, JEFFREY BROKAW HAS 
REVIEWED AND HEREBY APPROVES MISSION REQUEST FOR A 
CATEGORICAL EXCLUSION WITH THE FOLLOWING MODIFICATION. 

2. COVENANTS WILL BE INCORPORATED INTO THE GRANT 
AGREEMENT WHICH SPECIFY THAT. (A) FUNDS FROM THIS GRANT 
SHALL NOT BE USED TO SUPPORT TIMBER EXTRACTION OR 
SIGNIFICANT DEFORESTATION, INCLUDING THE PROCUREMENT OR 
USE OF EQUIPMENT THAT COULD BE USED IN DEFORESTATION 
ACTIVITIES; (B) FUNDS SHALL NOT BE USED FOR THE 
PROCUREMENT OR USE OF PESTICIDES; AND (C) THAT FUNDS 
PROCEEDING FROM THIS PROGRAM SHALL HAVE NO NEGATIVE 
EFFECTS ON ENDANGERED SPECIES OR CRITICAL HABITATS. 

3 lEE NUMBER IS LAC-94-25. COpy OF THE ENVIRONMENTAL 
THRESHOLD DECISION IS BEING SENT TO MISSION FOR INCLUSION 
IN PROJECT FILES. YY 

UNCLASSIFIED 

JB ?3 
EF ~r) 

( ) 

( ) 

( ) 

( ) 

( ) 



To 
Cc: 
p~~ 

1 

Ject 
Date 
Attach 
Cert1fy 
Forwarded by: 

Peter Gore@PRO@SAN SALVADOR 
Alex Segarra@LAC DR@AIDW 

Karen Menczer@LAC DR@AIDW 
re lEE and cable 
Wednesday, October 5, 1994 15 17 44 EDT 

y 

Putt1ng cond1t1ons a and c 1nto the PIL lS f1ne 

Rev1ew1ng the proposed act1v1t1es for th1s proJect, 1t doesn't seem llke 1t'd 
be too d1ff1cult to ensure that these act1v1t1es w1ll not have a negat1ve 
1mpact on threatened or endangered spec1es or the1r cr1t1cal hab1tats Most 
of the aC1t1v1tes won't have any 1mpact on the env1ronment It seems that 
the only act1v1ty that could 1nd1rectly affect the env1ronment lS 
modern1zat1on of the agr1cultural law I would 1mag1ne that a modern 
agr1cultural law would have some standards 1n 1t about protect1ng hab1tat of 
threatened and endangered spec1es If th1s lS not the case, I guess 1t would 
be a good avenue for a llttle techn1cal ass1stance! 

Th1S clause 1n the lEE about TES lS pretty standard language for us now 

I'll send my 1t1nerary hortly ~y~lanS r1gh now are to ome 1n on Sat so 
~uld get some bac up read1ng qh~ before sta ng (slnce 1t'S 
~sslble to get nyth1ng done at my desk here) I m1ght change those 

p~ans to arr1ve n, lnce 1t's a/pretty early a 1val e, I'd st1ll have 
some t1me Sun reV1ew documents / 
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CONGRESSIONAL NOTIFICATION TRANSMITTAL SHEET 

DATE December 19, 1994 

We w~sh to ~nform you of proposed act~ons ~n the Agency's 
programs dur~ng F~scal Year 1995 

El Salvador - Modern~zat~on of the State 

The attached not~f~cat~on was sent to the H~ll on 
December 19, 1994. Obl~gat~on may be ~ncurred on 
January 3, 1995. 

4ti<.i ?; ... ~ /; ~ / .. ~- .. -/ 
Barbara Bennett 
Program Presentat~on D~v~s~on 
Bureau for Leg~slat~ve and Publ~c Affa~rs 
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Clearances· 

LAC/SPM.CSchoux 
LAC/DPP:RMeehan 
LAC/CEN:KEll~s 
ARA/CEN:JHam~lton 
GC/LAC:RMe~ghan 
FA/B/PA:BGreene 
LAC/DPB.EZallman 
PPC/CDE:JLambardo 
DAA/LAC:NParker 
AA/LAC:MSchne~der 
LPA/LEG.NLev~ne 

(draf /nate .-'7-Ff~~~ <' ~ Date ,~~~~'-
• t>~ ~ Da te I;-t--=->=~~'--

(arat,tl Date ........ "f-'!o~~--
R !'1 Date -~';""":"":f-7.....--=-

8b~*' Date P Date 12-
Cd 7n~ Date =l=2~/~1~2/=9~4~=~~ >'l3/J7f= DDaattee 1:2..lr~/' <../ 
__ ~......;....u~ __ Date 1l.,.:~21 I"qC/ 

I I 

Drafter DLoud~s.LAC/SPM/CEN&CAR:Jb·X79146.8/15/94 U:\DRPUB\CEN&CA 
R\SALVADOR\MOS.APC 

• 



Country 

AGENCY FOR INTERNATIONAL DEVELOPMENT 
ADVICE OF PROGRAM CHANGE 

El Salvador 

6S 

DEC 1 9 1994 

ProJect T1tle Modern1zat1on of the state 

ProJect Number 

FY 1995 CP Reference 

Appropr1at1on Category 

L1fe-of-ProJect Fund1ng 

Intended FY 1995 Obl1gat10n 

· · 
· · 
· · 

519-0414 

None 

Econom1C Support Fund 

$25,000,000 (G) 

$25,000,000 (G) 

Th1S 1S to adv1se that USAID 1ntends to obl1gate $25 m1ll10n for 
the Modern1zat10n of the State Program The obJect1ve of the 
program 1S to encourage and support the cont1nu1ng Lmplementat10n 
of the Peace Accords and promote v1tal reforms 1n health and 
educat1on; the ]Ud1c1ary, electoral procedures; the agr1culture 
sector, 1nclud1ng the prov1s10n of product1on cred1t for 
beneflClarles of the USAID-funded land purchase pro~am, 
management of the Nat10nal Reconstruct10n Program, anCia growth­
or1ented econom1C framework. 

Annex: Act1V1ty Data Sheet 

, 



\ AGENCY FOR INTERNA A~ DEVELOPMENT 
ACTIVITY DA~A SHEET 

PROGRAM El Salvador CP 91-05 (4-9~) 

TIT~F: FUNDING fiQURCIi: 

Modernization of the state ESF . 
NUMBER 519-0414 NEW 0 PRIOR REFERENCE 

GRJI,N'l' il LOAN 0 CONTINUING il None 

Purpose To support key POllCy measures that wl1l result ln the effectlve 
decentrallzatlon of servlcea and modernlzat1on of the state 
Backqr99n41 Since the Chapultepec Accordo of January 1992, the combatants of both 
8ldes have demobll1zed and the trans1tion to peace lS well under way 

Desp~te lmpresslve galns, El salvador s economlC recovery remalns fragl1e as the 
POllCy reforms to date have yet to be fully consolldated The GOES lS now mov1ng 
ahead strongly to redress the causes of poverty WhlCh contrlbuted to the war 
Proqr!!l!\ DescriptiOn! The Modurnuation of the State program will support GOES 
actlons to reduce poverty through a serleS of well-focussed reforms Two 
dlsbursements ($15 mll110n and $10 mll1l0n) are proposed to support GOES reforms 

The proposed program wll1 support POllCY reforms 1n SlX areas soclal sectors 
peace accords (lncludlng electoral reform), )UdlClal framework, agrlcultural 
~e(.tor electrlclty and .. glowt.h- olientud ec..onom1C framework The program 
emphaslzes decentrallzat10n and prlvate Solutlons to publlC problems, whl1e 
lncreas1ng equa11ty and partlc1patlo, by all Salvadorans such measures srould 
result 1n a more efflclent and effectlve GOES WhlCh 18 responslve and d(.countable 
to It. cit1zen. 

The program glves prl0rlty to pr1mary educat10n and baS1C health ser' lees 
PubllC sector expendltures 1n these areas wlll be 1nereased sharply and wl11 be 
targeted on the poor the effectlvene.s and efflclency of serV1ce d.livery will be 
lncreaaed through decentrahzatlon, which transfers re.ponlllbl11ty for the clehv.ry 
of service. to ag.ncies closer to the benef1clarles 

The program wl1l ass 1St the GOES to lmplement key elements of the Peace Accords 
Speclflcally, 1t calls for the prOVllllon of productlon cred1t to recent 
beneflciaries of land transfer and changes In the management of the Natlonal 
Reconstructl0n Program In order to 1ncrease partlclpat10n of NGO. The Judiclal 
reform process will support enactment of reforms to the crlm1nal and cr1nllnal 
procedure cod •• and the provlsl0n of adequate budget resources Legal reforms 
lnclude the right to. publ1C defender, Bubstantlal 1mprovement In the legal rights 
of women and children, and a Juvenlle Offenders Law 

In add1tion, the program wlll oupport chango. to the laws govornlng agricultural 
cooperat1ve. Theae lnclude land tLtllng and tho abllity to capture profits In 
the energy aector, the program wlll help establi.h a regulatory framework favorlng 
private inve.tment in electriclty The program will also oupport the maintenance 
ot an adequate macroeconomlC framework nec •••• ry to gu.r.ntee the Bucce •• of the 

U 5 FINANCING (In thoueands 01 dollars) 

Ob11gat10ns Rxpend1tures 

Ihrough beptember 30, 1993 0 0 

Estlmated Flscal Year 1994 0 0 

i:.etlmat.d Through bept"mber )0 1994 0 0 

Future Year 
Obllgatlons 

Proposed F1scal Year 1995 25,000 0 

PHOIOI>!::D OaI.HlIlTION (In thou~&ndu of dollara) 

FY 95 I I FE OF PROJECT (Auth ) 

25,000 

INITIA'L ESTIMATED FIN~ ESTIMATED COMP~ETION DATE 
OB~IG~TION OBLIGATION OF PROJECT 
FY 95i FY 95 FY 96 

growth-promotlng po11cy measures descnbed above and avold h1gh lntlat10n WhlCh has 
lts greatest negat1ve effect on the poor 
Relat1on.h1p to the A I 0 Country strateqy The ModernLZat1on of the State 
program d1rectly supports USAID El Salvador s Strateglc Ob)ect1ves It wl11 1) 
lmprove the health and educatl0n status of Salvadorans, wlth an emphasls on the 
poor 2) reduce poverty thus consolldatlng the transltl0n from war to peace 3) 
Increase the control of ordlnary cltlzens over thell' hves, thus l.mprovlng 
lJllVtHlllinC6 _nd 6nhllncillg f r .. odorn and d~moclll('Y, and 4) I ncr .. iUU broadly-bau"d 
economlC growth Tha Program wlll lnltlate POllCY reforms that wlli be supported 
by planned proJects ln the agr1cultural and soclal sectors 
Benef1c1ar1es (Populat10n Beneflted by Measures 1n Thousands) 
Improved flnanclal system effect on eX18tlng EDUCO students 53 
N~w EDUCO uections I 1mploved eduLation in the poorest areas of lh" c.ounlry )0 

New stUdents In other modalltles 17 
Population In regl0n of PIlot health program 15 
St rengthen1ng of SILOS 1n bonsonate and Usulutan 672 
Tralnlng of 17 40 heal th pIomoters (1500 lnhabl tants per promoter) 2620 
All users of medlclne by publlC health system 2~OO 
HOBt country and othor Donors El Salvador s lmproved economlC POllCY framework 
has lneraased support from the Internat10nal Monetary Fund, lnternatlonal lendlng 
agenl"les and other donors The World Bank supports otruetural and sectoral 
adJustment 1n the publlC sector, tax and customs reform, an lmproved poverty 
allevlatlon strategy, and better envlronment\ll protectlon pol1cles The Inter­
Amerlcan Development aank aupports reforms to e~rengthen f1nanc1al lntermedlatlon 
lncrease sav1ngs, modernl.ze telecommunicatlons, and upgrade lnfrastructure 
Inputs Dols $000 
Dollar funds 25,000 
Illustrat1ve Local Currency Uses 
Development Activitiea 
Soclal Sector Support 
U~AID OE Trust Fund 

I'RIN('1PAL WNlltA(.lOR .. 01{ A<..bNClr,.b 

Implementlng Organl.Zatl.OnS 

13,700 
7 700 
1, (.00 

Ml.nl.stry 
Unllqul.dated of Plan for GOES and NGOs\PVOs 

0 ~ 

0 

Ratuoated Total 
BEST AVAILABLE COpy 

cost 

25,000 


