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SectIOn I -- IntroductIOn 

TllTIes moved too qUIckly for thIS project concept 

EnVISIOned as a means to contmue and mtensify fruItful cooperatIOn wIth the 
Mmistry of AgrIculture on specIfic polIcy adjustments affectmg the agrIcultural sector, 
espeCIally on prIce and agrIcultural trade polIcIes, the desIgn and approval process 
lagged conSIderably PolItIcal forces withm El Salvador, complemented by mternatIOnal 
forces faVOrIng lIberalIzatIOn of economIC polICIes, produced a polIcy framework III EI 
Salvador WhICh, by m large, placed economIC decISlon-makmg m the IllternatIOnal 
market place, the favored polIcy framework for the last half of the 1980's 

EconomIC gams were noted m EI Salvador, despIte the contmumg trauma of the 
war WIth Peace came the opportumty and need for economIC reconCIlIatIOn, the need 
to look behmd the llTIpreSSIve growth at the dIstnbutIOn of the growth benefits Not 
surpnsmgly, the benefIts of the new growth were shared unevenly among the 
populatIOn, espeCially the rural populatIOn 

Added, therefore, to the desIgn tasks of the new rural development ImtIatIve, 
CRECER, was the need to prOVIde a means for rural mhabItants to share growth 
benefits A senes of techmcal papers IdentIfied four areas 1 These papers IdentIfied 
the barners to broader partICIpatIOn by rural mhabItants Judgments were made on 
WhICh ones could be tackled through an AID proJect, m addItIOn to the polIcy agenda 
already targeted 

1 ref APAP papers 

Ronald V CurtIS 
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SectIOn II -- Prellmmary Fmdmgs 

ConfuSIOn has followed the deSign process on the role of the polIcy component 
In the project ThIS confusIOn can be traced to several factors 

A The DeSIgn HIstory 

The deSign history moved the project concept from a contInUatIOn of successful 
polIcy project to a project focused pnmanly on strengthenIng rural InstltutIOns PolIcy 
work remaInS a related but supportive functIOn of the project 

B Macro PolIcy Adjustments 

Macro polIcy adjustems already In place provIde the broad framework for 
deCISIOn-makIng In the agncultural sector But thIS framework reqUIres further 
refinement, often through specIfic polIcy Instruments, to enable smooth operatIOnal 
effiCIency of other InterventIOns In the case of the field activIties of the CRECER 
project, the strengthemng of pnvate InstItutIOns to provIde access to rural serVIces for 
theIr membershIp, the macro polIcy framework is m place However, there remaInS 
remnants from the old statIst polICIes WhIch lffipede operatIOnal effiCIency or threaten 
long term survIval of the InstitutIOns These remnants need to be elImInated or 
replaced by polIcy Instruments In tune WIth current macro polIcy Examples of thIS are 
dIscussed below 

ImplICItly, the PolIcy Component has two parts (1) provIde a serVIce role to the 
field activItIes (examlmng and recommendIng specIfic polIcy Instruments to faCIlItate or 
strengthen llllplementatIOn), and (2) polICIes WhIch lead to the modermzatIOn of the 
agncultural sector WIthIn the framework of natIOnal economIC and socIal polICIes 

C IdentIficatIOn of the Intended BenefiCIarIes 

IdentIfIcatIOn of the Intended berneficianes In the Project Paper was carned 
over Into the terms of reference for the contract, they can be and have been Interpreted 
In a manner InCOnsIstent WIth the technIcal reqUIrements for ImplementatIOn ThIS has 
resulted In InCOnsIstent and vacIllatIng directIOn from AID to the contract team 

D The Re-engmeermg ExercIse and Its Impact 

AddItIOnally, the re-engIneenng exerCIse now underway may have contnbuted 
to confuSIOn on the appropnate target populatIon for the project If the rural poor IS 
the target for the cooperatIve and credIt umon actlvltles, then the elements of the Work 
Plan WIll be different than If the members/up of the cooperatIves IS the target ThIS 

Ronald V CurtiS 
The Polley Component In CRECER 3 
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confuSIon IS easIly cleared up If It IS accepted that the rural poor are the targeted 
beneficIanes of StrategIc ObJectIve,No 2 (as IS currently stated m draft documents) 
and the membershIp, as a subset of rural mhabitants, IS the mtended beneficianes of the 
core components The support provIded by the PoIrcy Component to the two field 
components IS dIrected toward the smaller populatIOn 

Ronald V CurtIS 
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SectIOn III -- RecommendatIOns 

A DIVISIOns of the PolIcy Component 

The PolIcy Component should be dIVIded cleanly and emphatIcally mto two 
parts 

Al The Work WIth the MInIstry of Agriculture 

Contmue the work WIth the Mimstry of Agnculture, through IlCA, to allgn 
sector polIcIes and mstItutIOnal reform WIth the market-onentatIOn of macro-economIC 
polICIes and, 

A2 The Needs for a Long-term Success 

A supportmg role to the field components m exammatIon and elaboratIOn of 
polIcy mstruments necessary for thelr long-term success 

B The Role of CRECER Components 

Clanfy, m the context of the re-engmeermg exerCIse, the role of CRECER 
components to delrver benefits to IdentIfied populatIOns, namely 

BI InstItutIonal Beneficlanes 

The prImary benefiCIarIeS of mstItutIOnal strengthemng of cooperatIves and 
credIt umons (current and future members) 

B2 Agricultural Beneficlanes 

Beneficianes of the "modernIzed" agncultural sector under market-onented 
macro-polIcIes and the necessary structural adjustments 

C ClanficatIOn of SpecIfic ActiVitIes 

Use the 1996 Work Plan reVIew and approval process to clanfy specIfIc 
actIVItIes expected under the Chemomcs contract, and sub-contracts WIth WOCCU, 
CLUSA, IlCA Approval of the Work Plan would stImulate contractual modIficatIOn If 
deemed necessary by the AID Contracts Officer 

Ronald V CurtiS 
The Pohcy Component m CRECER 5 
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D Team BUIldmg ExercIse 

EstablIsh a consensus among dIscrete elements of Project AdmIIDstratIon 
through a Team BU11dmg exerCIse charred by the ChIef of PRO The partIcIpants 
should mcIude the Deputy PRO, Project Manager, ChIef of Party, Chemorucs, CLUSA Manager, WOCCU DIrector, I1CA RepresentatIve, the PolIcy AdvIsor and other AID 
officers as needed An outsIde facIlItator should be employed 

Ronald V CurtIS 
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SectIOn IV -- AnalYSIS 

A EconomIc polIcy and the Project 

Notwithstandmg the good reasons to emphaSIze the support of rural mstitutIOns 
to provIde Improved access to rural beneficIanes to economIC growth, the Importance 
of the polIcy component remams The focus has to be refined to not only support of 
field actIVItIes but to address outstandmg reqUIrements to adjust polICIes m the 
agncultural sector to COInCIde WIth macro-economIC fiscal and monetary polICIes, new 
InternatIOnal trade regImes, and the reduced role of the State In economIC management 

The long term surVIval of CRECER mstItutIOnal strengtherung programs IS 
dependent on mamtammg the POSItIve market onentatIOn of natIOnal polIcy PublIc 
InstitutIOnal polIcy has not adjusted to the new role for publIc InstitutIons mherent m 
past polIcy decISlons The statIst mmdset WhICh charactenzed past decISlon-makmg 
can stIll be observed WhIle the polItIcal rhetonc IS on target, InstItutIOnal 
configuratIOns are stIll embedded In the past 

The prellmmary work withm the Mirustry of Agnculture leadmg to change IS 
underway The bUIldmg blocks of a publIc/pnvate partnershIp have been establIshed 
through the rural forums WhICh elICIted partICIpatIOn from the pnvate sector accordmg 
to vanous mterest groups A workIng consensus has been developed as to what the 
MiruStry of Agnculture should look lIke In the future BnngIng thIS mstztutlOnal polzcy 
znztwtzve to closure WIll reqUIre contInue attentIOn and polItIcal support 

The precursor of the PolIcy Component of CRECER, the bndge polIcy project 
named PRAP and carned out by IlCA, has made ImpreSSIve gams BUIldIng on 
prevIOUS work by AID there IS now an analytIcal base for polIcy decISlons In contrast 
to past practIces Instead of polIcy bemg the product, exclusIvely, of who shouts the 
loudest or sees the Miruster last, quantItatIve analyses IS makmg ItS mark as part of the 
decISlon-makmg process An annex lIst several anecdotes of how thIS has happened 

IlCA has played an Important role In thIS process and has orchestrated other 
donor support to complement AID resources The resources proVIded by AID through 
CRECER are, by themselves, leveragmg ImpreSSIve addItIonal resources, fmancIaI and 
polItIcal, and the payoff to AID should be sIgmficant 

The dIfficulty of makmg the necessary InstItutIOnal changes should not be 
underestImated A hIstory of statlst InterventIOns and protectIOn of speCIal mterests at 
the expense of consumers remams the strongest polmcal current Steady support IS 
reqUIred to change not only the formal role of the Mlmstry of Agnculture but also to 
modIfy the polItIcal culture WhICh determmes the relatIOnshIp between publIc agenCIes 

Ronald V CurtIS 
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and pnvate mterests EconomIc Growth as a StrategIc ObjectIve needs InstItutIOnal 
polIcy changes as a necessary element In the program, CRECER, as part of S02, IS 
provIdmg necessary and cntical support ClanficatIOn of thIS support In the Work Plan 
of CRECER, under the IICA sub-contract, IS the only major actIOn necessary at thIS 
stage 

Therefore, the polIcy actIOns necessary for success of CRECER can be 
summanzed as operatmg at two levels The first IS the mamtenance of natIOnal polIcIes 
WhIch rely on the market to determIne mterest rates, keep mflatIOn low, mamtam an 
exchange rate WhICh IS not overvalued (severely overvalued), and permIts open access 
to foreIgn markets for unports and exports Added to thIS are the lnsfltutlOnal polzey 
changes WhICh WIll transform the MmIstry of Agnculture to an effectIve serVIce 
partner of the pnvate sector 

Second level polIcy changes are pnmarIly regulatory changes to permIt gaInS 
made In cooperatIve development-- management, orgamzatIOnal effiCIenCIes, and 
capItal accumulatIOn-- to be mstitutIOnalIzed and ratIOnalIzed In a nutshell, the 
changes reqUIred would permIt member-owned cooperatIves and credIt umons to evolve 
mto pnvate sector firms The reqUIred changes are not cntical In the short-term but 
wIll determme long-term success after AID IS gone These changes are dIscussed In 
more detaIl below 

B BenefiCIarIes 

Who IS to benefit from thIS project? ConfuSIOn on thIS Issue IS producmg fuzzy 
guIdance on speCIfic actIOns m the Work Plan Is It to be the rural poor, some 400, 000 
people or the membershIp of the cooperatIves, current and future? 

The source of confuSIOn may stem from the current dISCUSSIOns on StrategIC 
ObjectIves and the hkely role of CRECER as a Results Package wlthm that S 0 The 
answer to the questIOn IS both The CRECER project makes a contnbutIOn to poverty 
alleVIatiOn broadly as part of S 0 2 The speCIfic mterventIOns to bolster rural 
mstltutIOns WIll produce dIrect benefits to the membershIp 

For CRECER, the larger benefiCiary groups IS served by the project m general 
and the IlCA work speCIfically, a smaller, targeted populatIOn IS the focus and 
benefiCiary of the cooperatIve development Imtlatlves The momtonng system IS 
deSIgned to proVIde measures of benefits at both levels 

Ronald V CurtIS 
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C Means and Ends 

The desIgn of the project calls for actIve and IntensIve particIpatIon In the 
formulatIOn of polIcy InItIatIves and management decIsIOns InvolvIng the cooperatIves 
CLUSA and WOCCU are commItted to thIS practIce 

For polIcy development, the concept of rural dIscussIOns, or Joros, as an Input 
Into polIcy formulatIOn was put Into practIce by the MInIstry of Agnculture dunng the 
desIgn phase of CRECER (The practIce may have been stImulated by the desIgn 
negotIatIOns) The result IS that a new step has been taken to buIld the publIc/pnvate 
partnershIp necessary for the moderrnzatIOn strategy Follow-up IS a cntical next step 

The forums are a necessary and effectIve tool to reach the objectives of the 
project, In polIcy formulatIOn as well as InstItutIOnal development There IS a danger, 
however, of stImulatIng unreal expectatIOns and confusIon unless the partIcIpatory 
process IS well desIgn and managed At thIS stage of the proJect, the next round of 
J01 os need to be focused on a well planned agenda ThIS provIdes the means to elIcIt 
partIcIpatIOn, ownershIp, and InfOrmatIOn on specIfic tOPICS cntical for success USIng 
Joros, often In conjUnctIOn WIth workshops, semInars, field days, and other 
InterventIOns, IS a means to reach a specIfic end The danger IS to not forget that the 
Joro IS not the end 

D SpecIfied PolIcy TOpICS 

The Project Paper Identlfies several specIfic tOpICS for actIOn under the PolIcy 
Component These polIcy IrntIatlves, or modIficatIOns In polIcy Instruments, operate 
on the two planes descnbed above, the tOpICS specIfic to the field InterventIOns and 
others relatIng to adjustments under the new macro-polIcy framework How some of 
these IdentIfied tOpICS are addressed needs change 

Dl FIeld mterventIOns 

Dla PolIcy and CooperatIve Development 

Histoncal remnants of the statIst polICIes are eVIdent In eXIstIng laws and 
regulatIons goverrnng cooperatIve management Passed In 1980, the reqUIrements for 
cooperatIves and theIr operatIons are specIfic and InhIbItIng 

New enablIng legIslatIOn IS reqUIred WhICh WIll provIde the fleXIbIlIty for 
cooperatIves and credIt urnons to evolve Into pnvate sector, profit onented bUSIness 
firms where the dIfference between them and competItors In the pnvate sector IS the 
form of ownershIp The number and frequency of Board electIons would be left to 
Internal bI-Iaws of the orgamzatIOns themselves, deCISIons on capItal accumulatIOn and 

Ronald V CurtIS 
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profit dIstnbutIOn become busmess declSlons governed by mternal busmess strategIes 
and condItIOns, not arbItrary regulatIOn 

There remams a pIvotal and cntlcal role for the publIc sector Through one 
means or another, the publIc sector proVIdes the oversIght to protect members from 
fraud and mIsmanagement Whether It IS the Supermtendency of Banks or a state 
sanctIOned msurance program, deposItors and members reqUIre state sanctIOned 
protectIOn 

A contemporary example of the type of legIslatIOn needed IS underway now 
WIth support from the PRO MESA Project The new EnVIronmental Law now under 
consultatIOn stIpulates pnncipies and creates the framework for envIronmental polICIes 
and programs InterventIOns are not specIfied, rather the process and authonty are put 
mto legIslatIOn ThIS permIts standards and methods of mcentlves and enforcement to 
be developed WIth full partIcIpatIOn by the affected partIes ModIficatIOns m standards 
and methods can be made through consultatIOn WIthout requmng new legIslatIOn ThIs 
IS the type of legIslatIOn whIch needs to govern the role of publIc agencIes m the 
agncultural sector, conSIstent WIth the macro-economIC framework now m place 

WhIle new legIslatIOn IS crItIcal for long term long term survIval of the 
cooperatIve programs, a new cooperatIve law should not be forced WIthout clear 
support and mput from the membershIp Some cultural practIces have been establIshed 
around eXIstmg laws, although detrImental to sound busmess practIces, by the members 
themselves TheIr attItudes have to change as a pre-condItIOn to actIOn, a task WhICh 
may reqUIre a sustamed effort over two or three years 

WOCCU and CLUSA are well aware of the SItuatIOn and can provIde the 
techmcal aSSIstance reqUIred for change The role of the polIcy component IS therefore 
lImIted to provlSlon of aSSIstance to assure that new ImtIatives are consIstent WIth the 
market onentatIOn of overarchmg macro polICIes The Work Plan should reflect thIS 
pnmary role of CLUSA and WOCCU and the supportmg role of the PolIcy 
Component 

Dlb Orgamc Labels the Need for Salvadoran LegIslatIOn 

A common label for orgamc products IS receIvmg worldwIde attentIon to reach 
a consensus on what constItutes such products ThIS IS a consumer dnven Issue, one 
WhIch WIll determme the market for Salvadoran orgamc products and determme 
profitabIlIty for producers 

The certIficatIOn for Salvadoran products IS now provIded by a pnvate 
orgamzatIOn, OCIA TheIr label IS recogmzed m the Umted States, provIdmg 

Ronald V CurtlS 
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consumer confidence the product They are actIve leaders In InternatIonal dIscuSSIOns 
and CLUSA IS workIng closely WIth them 

The reqUIrement for an Orgarnc Law In Salvador should not be done In IsolatIOn 
from InternatIOnal InItIatIves AccordIng to CLUSA, InternatIonal agreement on 
mInImUm norms and standards may reqUIre a law In all partICIpatIng countnes If so, 
such a law should be supported and promoted by the project But untIl the reqUIrement 
IS present, no actIOn IS needed 

Future actIOn lIes WIth CLUSA and should be so reflected In theIr Work Plan 
The tIme lIne IS determIned by InternatIonal actIOn so no speCIfic date can be 
establIshed The role of the PolIcy Component IS paSSIve under the leadershIp of 
CLUSA 

D1c Contract Law 

CLUSA has played an Important role In lInkIng productIOn cooperatIves WIth 
brokers and foreIgn buyers There are reported cases of noncomplIance and non-
payment Model contracts have and can be proVIded, thIS IS no guarantee In a 
bUSIness WIth hIgh nsk and changIng condItIOns 

It IS not clear, however, that changes In contract law are necessary WIthout 
speCIfic expenence on defiCIencIes In the law, If they eXIst, no actIOn should be taken 
One step WhICh can be taken, however, IS to test the law 

CLUSA IS prepared to proVIde legal representatIOn to member cooperatIves 
when contractual dIsputes anse ThIS IS a logIcal part of the techrucal serVIces 
prOVIded by CLUSA If expenence shows that current contract law IS not effectIve In 
the enforcement of marketIng contracts In InternatIOnal trade, then changes could be 
recommended 

The actIOn lIes WIth CLUSA WIth support, If needed, from the PolIcy 
Component 

D2 PolIcy changes for the AgrIcultural Sector 

D2a InstItutIOnal PolICIes for AgrIculture 

The polIcy Irntmtives of CRECER carned out by IlCA show every promIse of 
sIgmficant and Important Influence on the contInuIng task of structural adjustment The 
broad theme IS to brIng publIc InstItutIOnal polIcy In lIne WIth macro-economIC 
changes Past Investments by AID In techmcal aSSIstance and finanCIal support are the 

Ronald V CurtIS 
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foundatIOn, the result IS that current polIcy dIscussIOns are carned out wIth the benefit 
of ObjectIve analYSIS, utIlIzmg the capacIty establIshed under past programs 

The AID presence remams a crItIcal element, through the CRECERlIlCA 
connectIOn, and IS leveragmg slgmficant and complementary support from other 
sources IlCA IS fulfillmg the role of coordInator, It IS a very rare example of 
productIve donor cooperatIOn 

The GOES IS CrItICIzed for lack of a strategIc polIcy for agnculture ThIs IS 
best charactenzed by the faIlure to artIculate formally ItS new role But work IS 
underway The dIfficulty of thIS task should not be underestImated Several centunes 
of hIStOry, and decades of statIst polIcIes, are hard to unravel AttItudes wIthIn the 
publIc sector reqUIre change, a new "supportIve or facilItatmg role" IS not acqUIred 
overmght The new "role" Will be substantIvely dIStInCt from the past and may be hard 
to IdentIfy No longer WIll natIOnal productIon goals be the responsibIlity of the publIc 
sector, new technology development and use IS to come from the pnvate sector and not 
be a specIal and exclUSIve task of government agenCIes A pnmary role for the prIvate 
sector, IncludIng the cooperatives supported by CRECER, reqUIres publIc leadershIp 
WhICh dImInIShes the IntruSive role of the past 

PrIvate sector attItudes reqUIre change Many have been protected from outSIde 
competItIOn as a matter of publIc polIcy New opportumtles from an open economIes 
come at a pnce that has to be paid by IneffiCient or non-competItIve pnvate firms The 
new benefits may not flow to tradItIonal economIC actors and they Will contInue to look 
to the government for protectIon 

For AID, through CRECERlIlCA, a ratIOnal work plan toward a new role for 
the Mlmstry of AgrIculture eXists Data collectIOn and economIC analyses offices are 
creatIng the abIlIty to assess the changes Inherent In the on-goIng structural adjustments 
and for next round of deCISIOns Some of these products are CIted explICItly m the 
Project Paper and work documents for CRECER 

Defimtion of a new role for an agncultural mInistry WIll be sustaInable only 
WIth contInUatIOn of the partICIpatory strategy WhIch produced the first round of 
publIc/pnvate dIscussIOn on pubhc polIcy From thIS stage forward, many dIfficult 
publIc polIcy deCISIOns remaIn Some relate to the pace of change, how qUIckly to 
dIsmantle protectIve barners to the free flow of goods to new markets Others WIll 
shape the types of publIc Investment necessary for the SOCIety to gaIn the economIC 
advantages from the new polIcy regIme The role of state InstItutIOns IS to Influence 
the dIstrIbutIOn of gaIns, to prOVIde access to the many Instead of protectIng the few 

Support for a new role wIll not come eaSIly the WInners are not always easy to 
IdentIfy, the losers WIll seek to maIntaIn their current rIghts DeCISIons conSIstent WIth 
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the new macro-polIcy framework cannot be accomplrshed wIthout sound analytIcal 
work 

AnalYSIS of the competItIve pOSItIOn of Salvadoran sub-sectors are cntical to 
determIne WhICh Industnes offer promIse and a comparatIve advantage Such analYSIS 
can IdentIfy the areas where appropnate publIc Investments consIstent WIth the new 
economIC polrcies offer sustaInable and the hIghest publIc returns 

FormulatIOn of the Work Plan for the CRECERlIICA work plan can be derIved 
dIrectly from the on-goIng work under IICA/PRAP Some of the speCIfic tasks CIted In 
the Project Paper reqUlre reVIew to assure that they are appropnate now Major 
changes are not reqUlred but the work agenda must be practIcal and supportIve of the 
new polIcy regIme Other IdentIfied Issues are exceedIngly complex and no easy 
solutIOns are In SIght How the project deals WIth some of these Issues needs to be 
carefully conSIdered 

The capabIlIty WIthIn a new Millistry of Agnculture to partICIpate In the 
natIOnal dIalogue IS the theme of the support from CRECER The Millister IS one of 
five on the EconomIC CouncIl and the potentIal Influence of qualIty staff work 
produced WIth aSSIstance from the project IS hIgh FInal polIcy deCISIons WIll not rest 
on ratIOnal analYSIS alone, but ratIOnal deCISIOn-makIng consIstent WIth economIC polrcy 
IS enhanced 

D2b Land Tenure 

The land tenure Issue IS not Just about land tenure nor exclUSIvely about the 
polItIcal ImplIcatIOns of the newly landed The strategy of land transfers coupled WIth 
speCIal credIt faCIlItIes has produced a SItuatIOn where productIve use IS hampered by 
debt The debate ShIftS to the means for debt management and credIt rehabIlItatIOn and 
the chOIces open to polIcy makers 

Debt forgIveness IS laden WIth polItIcal and cultural ImplIcatIOns In the 
sImplest form, the debate focuses on the need for credIt worthIness and the Importance 
of payment dISCIplIne Loans must be repaId In order for new source of needed capItal 
to be made avaIlable But the level of debt IS so hIgh that even debt serVIce appears to 
be beyond the productIve capaCIty of the farms unless unrealIstIC assumptIOns are made 
about crop mIX, access to market, management abIlIty, and capabIlIty to use modern 
technology TradItIOnal technology used to produce tradItIOnal products cannot 
produce the Income stream to serVIce new loans, proVIde a hIgher standard of lIvmg, 
and retIre old debt 
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DeCISIOn makers are left wIth bad choIces 

If debt dlscIplme IS enforced then bankruptcy and foreclosure are certam for 
many beneficlanes of the agranan reform programs If debt IS forgIven, 
then the old culture whIch VIewed debt as a government gIft and not a 
pnvate responsIbIlIty IS re-enforced 

If foreclosure IS permItted, then the gams from dIfficult and costly land 
transfer programs are lost and the polItIcal ImplIcatIOns fnghtemng 

If agranan reform beneficlanes are not permItted to use the only capItal they 
have, the land, as collateral for new loans to create profitable farms, then 
they WIll contmue to outSIde of the mamstream of the new economy 

If people become tIed to the land because It cannot be sold, or used to retIre 
debt, they mdIvIdual famIly optIOns are lImIted 

If land IS tIed to an Impovenshed people who cannot make the necessary 
mvestments m capItal Improvements, then land use wIll not move ItS "best" 
economIC use and SocIety loses 

All of these "Ifs" only suggest the complexIty and the Importance of the 
problem 

D2c SUbSIdIzed mterest rates 

Market determmed mterest rates are key to success of savmgs mobIlIzatIOn and 
ultImately the supply of loan funds for agnculture Attractmg and holdmg depOSIts of 
members wIll break the dependency of credIt umons on external funds and permIt a 
flow of new capItal 

At the same tIme the hIgh market rates today III EI Salvador (a functIon of nsk 
as much as anythmg) lImIt the types of mvestments that can be made by pnvate 
borrowers There are few long term mvestments that can be made WhICh proVIde a 
profitable return The market SIgnals to the bankmg system are to focus on short-term 
loans WhICh can be qUIckly turned mto cash, financmg busmess mventones and loans 
of less than one year dommate the market These are not the type of loans that permIt 
the transformatIon of agnculture 

PublIc polIcy can and wIIl mrlude long term mvestment goals and stImulatmg 
pnvate mvestment conSIstent WIth these goals may COnflIct WIth market-determmed 
rates A current example m EI Salvador IS a proposal for a SUbSIdIzed loan fund for 
agro-forestry actIVItIes, mcludmg orchard development Such a program may be 
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conSIstent WIth envIronmental polICIes, re-establIshment of green cover to protect the 
land base If left to the market, such mvestments are unlIkely to be made WIth prIvate 
funds 

If the polItIcal deCISIon IS made to support prIvate mvestment conSIstent WIth 
envIronmental long term goals, then the problem becomes one of Isolatmg the Impact 
of such program from natIOnal monetary polIcy ThIS can be done at a cost There 
are technIcal "fixes" whIch can lImIt thIS cost but the defimtIOn of these fixes reqUIres 
a technIcal capabIlIty withm the publIc sector to clearly define and lImIt such 
exceptIons to monetary polIcy Some consIderatIOns mclude, 

1 FIxed SIze of the fund 
2 EstablIshment of CrItena for complIance 
3 Morutormg capabIlIty 

Such programs should not be VIewed as a "major VIOlatIOn" of macro polIcy If 
structured properly and lImIted to a speCIfIed populatIOn 

D2d Trade and CommercIal PolICIes 

New trade polICIes are unravelmg decades of protectIOn for agnculture, 
mcludmg some agnbusmess mterests The system of tanffs, SubSIdIes, and regulatory 
structure kept consumer pnces hIgh and assured that otherWIse unprofitable productIOn 
would contmue The arguments for thIS protectIOrusm vaned, mfant mdustnes, job 
creatIOn, mamtenance of domestIC productIOn of baSIC staples Acceptance of 
lIberalIzed trade polICIes leads to the dismantlmg of thIS system The remalrung publIc 
polIcy questIOn IS how and how fast 

InclUSIOn of agncultural products withm the last GATT agreement was histonc 
EI Salvador was not the only natIon to protect speCIfic agncultural mterests The 
potentIal SOCIal and polItIcal dIsruptIon of open trade regImes IS well recogruzed Fmal 
GATT agreement was pOSSIble only after negotIatIOns produced eIther acceptable tIme 
penods for complIance or complIcated formulas to calculate acceptable relIef to some 
agrIcultural mterests as trade barners were dIsmantled 

The deCISIons on speCIfIC tanffs reqUIre analytIcal mput to counter or balance 
the subjectIve arguments made by affected partIes IICA/PRAP proVIded the support 
to MAG offices to prOVIde thIS kmd analYSIS, provIdmg facts and ImplIcatIOns of 
alternatIve deCISIOns ThIS does not mean that polItIcal mterests are dIsmIssed, rather 
that when polItIcal deCISIOns are made the cost and benefit to the publIc can be 
estImated These are often not complIcated nor tIme consummg studIes There value 
IS determmed by the qualIty of the deCISIon finally made 
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D2e PublIc Investment PolIcy 

The MIlllster of AgrIculture has one of five seats on the all Important EconomIc 
CouncIl, underscorIng the polItIcal and economIC Importance of agrIculture III EI 
Salvador As the transformatIOn of the Salvadoran economy contmues under the new 
polIcy regIme, and a new role and structure for the MIlllstry emerges, the Illterests of 
agrIculture may best be served not by sectoral speCIfic polIcIes but by the shapmg of 
publIc Illvestment polIcIes for the natIOn WIth government III a supportIve role for the 
prIvate sector, III agrIculture as well as other sectors, publIc Illvestments WhICh 
stImulate and enhance prIvate expendItures wIll have a more powerful role than any 
government dIrected program Three areas of publIc polIcy deCISIOns are needed to 
stImulate economIC growth III rural areas 

D2e(l) PhYSIcal Infrastructure 

Roads are examples of capItal Illvestments WhICh are dIfficult for prIvate 
Illvestors to cover theIr costs and make profItS Good roads reduce the cost of access 
to many partIes, reducIllg costs to prIvate busIness and enhancIllg prIvate Investments 
III rural areas Non-agrIcultural Jobs WIll prOVIde the way out of poverty for many 
rural InhabItants Argument for thIS type of publIc Investment should be the tOpIC of 
economIC analyses to estImate the Impact on the competItIve pOSItIOn of productIOn 
chOIces In agnculture 

There IS a tendency to lump road Investment WIth other types of needed 
Infrastructure such as health and potable water supply The need IS great but there IS a 
sIgrnficant dIfference In the contnbutIOn to economIC growth and reductIOn of 
transactIOn costs for economIC actIVIty 

D2e(2) EducatIon 

The old agnculture reqUIred a cheap labor force The new agrIculture reqUIres 
an educated and productIve labor force Fewer educated people wIll derIve theIr lIVIng 
dIrectly from productIOn agnculture but those who remaIn WIll make more money 

HIgher wages and Incomes are lInked dIrectly to mvestments III human capItal 
It IS III the Interests of agnculture to lobby for more publIc mvestment In educatIOnal 
facIlItIes and support for pnvate educatIOnal InItlatIves 

D2e(3) PrIvate SerVIces 

A new agrIcultural polIcy conSIstent WIth a scaled down agncultural mInIstry 
would Include InCentIves to devolve many of the technology development and transfers 
functIOns to the prIvate sector Research and extenSIOn are candIdates for more actIve 
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partIcIpatIOn by the prIvate sector, be they vendors of agrIcultural mputs or buyers of 
agrIcultural products The support-from the government comes not from SubSIdIes or 
payments but rather from the dismantlmg of regulatIOns wInch stymIe prIvate actIOn 

The new agrIcultural mimstry stIll has an Important role BaSIC research merIts 
publIc research Technology development and extensIOn can be publIc/prIvate 
partnershIps And the claImS made by prIvate vendors on theIr products can be the 
subject of government financed field tests to confirm or deny the veracIty of 
advertlsmg 

Ronald V CurtIS 
The PolIcy Component In CRECER 17 



I 
I 
I 
I 
I 

I 
I 

I , 
, 

i 
I 

I 
I 

I 
I 

~ , 
f , 
" 

I 
, 

.-J 

I 
I 

I 
> 

I 

SectIOn V -- ConclusIOn 

In spIte of a confused deSIgn hIStOry, the CRECER project appears to be fillmg 
cntlcal needs to create and strengthen pnvate mstltutlons to provIde access to cItlzens, 
mostly m rural areas, to the means to take advantage of new economIC opporturutles as 
a result of the macro-economIC polIcy changes made by the government Mamtenance 
of these changes, thwartmg forces who long for the "good old days" of publIc 
protectIOn, reqUIres contmued work The reqUIred mstitutIOnal changes of publIc 
sector agenCIes, pnmanly the MAG, and aggreSSIve pnvate mstrtutIOllS owned and 
operated by the members, are stIll underway and far from complete 

The PolIcy Component of CRECER serves two clIents the field level actIOllS 
undertaken by CLUSA and WOCCU to address polIcy tOpICS cntical for theIr long­
term success and the MAG to contmue and complete needed mstitutlOnal reforms to 
alIgn operatIons WIth the new econOmIC polIcy regrme Both are Important, separate 
courses of actIOn are needed for each 

IlCA IS the deSIgnated lead on macro-level polIcy work and allmdicatIOllS are 
that the work proVIded to date IS tImely, on target, and supported by the MAG 
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PolIcy Component Work Plan 

IntroductIOn 

Access by the rural poor to the benefits of economIC growth depends on 
mstitutIOnal polrcies consIstent WIth current natIOnal macro-economIC polIcIes Two 
areas are targeted under CRECER FIrst, stronger agncultural cooperatIves and credIt 
unrons to serve rural mhabrtants 
and secondly, a new or changed set of publIc agncultural mstitutions to serve the needs 
of pnvate orgamzatIOns 
The PolIcy Component of CRECER supports both ImtiatIves 

The Work Plan IS managed by the Chemomcs Semor PolIcy AdVIsor on two separate 
tracks Support serVIces to the CLUSA and WOCCU and actIve mtegratIOn mto the 
Work Plans of the Office of AgrIcultural PolIcy AnalysIs related offices m the MImstry 
of AgrIculture 

A Rural InstItutIOns supportmg polrcy work 

ObjectIve to enable prIvate mstltutIOns to prOVIde theIr membershIp access to new 
economIC opportunrties through ready access to credIt, markets, and techrucal 
mformatIOn Adjustments m natIOnal polrcy framework are necessary for targeted 
mstitutiOns to accomplIsh theIr tasks 

Work WIll focus wIthm the followmg areas 

1 Changes m the legal framework govermng cooperatIves and theIr operatIons 
2 Fmancial and economIC analYSIs of busmess deCISIOns, e g , savmgs mobIlrzatIOn, 
self-
capItalIzatIOn, finanCIal lmkages to pnvate mstrtutIOns, analysIS of new sources of 
capItal 
and clIents 
3 Fmanclal analyses of mvestment chOIces a the firm level under the new polIcy 
regIme 

Examples of the types of analysIs carned out mclude 

a) ReVIew of legIslatIOn govermng cooperatIve management and credIt umon 
management 
b) IncentIves for mcreased depOSIts 
c) CapturIng remIttances m the credIt umon system 
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d) ProfitabIlIty of alternatIve crops 
e) Case studIes of farm mvestment plans 
f) PrIce and market analYSIS for specIfic crops 
g) ProfitabIlIty of orgamc vs tradItIOnal croppmg systems 

SpecIfic analyses are determmed III consultatIOn WIth dIrectors of the two field 
programs and confirmed by the ChIef of Party In some cases, the PolIcy AdVIsor WIll 
suggest, WIth a short proposal, a type of analYSIS to the field dIrectors and the ChIef of 
Party When approved, the 
analYSIS becomes part of the annual work plan 

1996 Work Plan 
1 N studIes Hugo to fill out 

B Sectoral Adjustment to Macro-economIC polIcy regIme 

ObjectIve To alIgn mstitutIOnal polICIes WhIch govern the role, functIOn, and SIze of 
publIc agrIcultural mstitutIOns WIth the macro-economIc polIcy framework The 
outcome WIll be publIc and prIvate partnershIps where the publIc sector provIdes 
support and serVIce to prIvate sector firms to spread the benefits of the new 
macro-economIC polIcy regIme to the larger populatIon 

The Work Plan for CY 1996 IS dIrected to the ObjectIves lIsted above through specIfIC 
actIOns and analyses OverSIght of the Pohcy Component IS provIded by the Semor 
PolIcy Analyst under the general supervlSlon of the ChIef of Party A 
economIst/financIal analyst IS based III CRECER 
headquarters, responsIble for actIvItIes approved by the ChIef of Party m consultatIon 
WIth CLUSA and WOCCU dIrectors 

TOPICS 
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1 ContmuatIon of partIcIpatory rural forums on the role and functIOn of the 
Mmlstry of Agnculture and other publIc agncultural mstItutIOns 

2 CompletIOn of the ModIfied Area Frame and first field test 

3 DesIgn of statIstIcal data base on agncultural mformatIon 

4 PublrcatIOn of "Agncultural Today", an annual statIstIcal summary of 
agncultural performance 

5 DesIgn of commumcatIOns outreach to rural areas on tOpICS of Interest to 
agncultural producers, Ie, radIO programs of market news, new technology, etc 

Others 
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