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A Background 

SECTION I 
INTRODUCTION 

In 1989 EI Salvador embarked on a macroeconomIC stablllzatIOn and adjustment program 
The economy responded with near 6% percent GDP growth rates, but growth was not evenly 
dlstnbuted throughout the sectors Agncultural GDP grew at only 2 5%, a rate msufficlent to raise 
mcomes or employment m rural areas or contrIbute to overall growth 

There are theorIes to explam agnculture's anemic perfonnance The hysteresIs phenomenon 
of agnculture holds that for structural reasons dunng cycles of both expanSIOn and receSSIOn, the 
agncultural sector wIll both grow and contract more slowly than the rest of the economy However, 
there are reasons to belIeve that agnculture's poor perfonnance IS more than Just the sector's 
response to economIc cycles 

Agnculture has demonstrated negatIve average growth rates over a twenty year penod 
(1975-95) Its contnbutlOn to GDP IS only two-tlurds what It was m 1975, and It IS the poorest 
perfonnmg sector of the post-war economy (1989-97) Average annual agncultural value added 
(1978-93) IS negatIve (- 99% / year), productlvlty IndICeS are essentIally flat, and area cultivated IS 
declInmg, reflectmg the lack of an agricultural frontier and aggravatIng the fact that land degradatIOn 
affects 31 % of fields fanned 

ApproXImately 50% of the country's 5 8 mllhon reSIdents lIve In rural areas and 32% of 
these are fanners, almost exclusIvely small and poor by any standard A verage farm sIze IS 4 4 
manzanas and 87% of farms are less than 2 manzanas The average annual wage of farmers In rural 
areas IS $680, about half the annual wage of theIr urban counterparts, and about $100 higher than the 
average wage for all rural reSIdents Real agncultural salarIes are only 50% ofthelr 1980 levels, and 
50% of fann mcome denves from subSistence croppIng The poorest one-thIrd of farmers earns less 
than $100 In average annual Income Moreover, they lIve m areas that generally lack both baSIC 
pubhc servIces (health, educatIon, etc) and publIc or pnvate mfrastructure that effectIvely lmks 
them to the surroundIng world (roads, electnclty, telephones, etc) 

One source ofagnculture's problems IS certamly the result ofa strong antl-agnculture bias m 
the ImplementatIOn ofEI Salvador's macroeconomIC pohcles Macroeconomic stabilIty IS essentIal 
to promote mvestment, and It forces all sectors to become competItIve or to disappear, but In every 
economy some sectors are more prepared than others to adapt to changes Ll Salvador's rural-based 
agncultural sector IS less prepared to adapt to changmg conditIons and adopt advances than the 
country's urban-based mdustnal and servIce sectors Is there a pollcy baSIS to the agncultural 
sector's seemmg mablhty to adapt, adopt and compete effectively? 

Most agncultural producers suffer from the dlscnmmatory bras In EI Salvador's 
macroeconomIC pol!cy, but small producers suffer most Largely Isolated, frequently Illiterate, and 
always undercapItalIzed, theIr efforts to produce and market tradItIonal products face world class 
competItIon Asran nee, New Zealand milk, US corn, South AfrIcan sugar, etc Pressures of market 
mtegratlOn and globalIzatIOn redefine the rules of competItIon, and there are few publIc or prIvate 
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mstltutlOns effectIvely asslstmg them to hansltJon to new crops, new methods, or even out of 
agnculture 

Where agnculture IS changmg m El Salvador, larger producers are adapt1l1g and adoptmg to 
changmg condItIons more qUIckly than smaller ones Larger producers access CIvIl and 
governmental mstltutIons such as commercIal banks, contracts, producer orgamzatlOns, and 
tcchmcal assIstance provIders more frequently and at lower costs than small producers WIthout 
access to these supportmg mstItutlons, tIansachon costs are hIgher for smaller plOducers than for 
larger ones, thus reducmg theIr competItIveness Are there poltcy based barners that nnpede small 
fanner access to supportIng mstItutlOns? 

Agncultural sector polIcy refonns are takIng place, but for the most part they are dnven by 
the macroeconomIc agenda In an effort to stabIlIze the economy by reducmg the fiscal deficIt and 
fightIng 1I1£1atlOn, the role and sIze of publIc agncultural mstltutlOns has changed dramatIcally The 
provIsIOn of servIces 111 support of agncultural has sWItched from pubhc to pnvate mstItutlOns The 
effect has been to move the state away from "productIve" actIvItIes (buymg, stonng, and sellIng 
agncultural products, provldmg credIt, settIng guarantee pnces, etc) and toward nonnatIve actIvItIes 
that regulate the market or provIde only those servIces that the free market faIls to delIver As thIS 
ShIft has occurred, have pnvate sector entItIes nsen to the challenge In an eqUltable and effiCIent 
manner? 

The efficICncy of mstltutlOns and services formerly proVIded by the state was unquestIOnably 
low The questIon remams, to what extent have pnvate mstItutlOns developed that adequately 
address the productIon, finance, 111put supply, and market111g needs of small farmers? 

Is there a bIas 111 the current agncuItural settmg agamst small producers and, If so, how could 
polICIes and mstltutIons be reonented to serve them? ThIS rapid appraIsal seeks to answer these 
qucstions It seeks to detennme the eXIstence of systematIc, structural biases m agncultural sector 
polICIes that dIsproportIOnately Impact small producers 

B ObjectIve of the Study 

The ObjectIve of tlus actIvIty IS to conduct a rapid appraisal to detemllllC the eXIstence of 
systematIc polIcy based or mstItutlOnal barrIers to competItIon that dIsproportIOnately mcrease the 
transactIon costs of small farmers by restrammg entry, restnctmg opportUl1lty, raIsmg costs, or 
dl1mmshmg [ann mcome 
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SECTION II 
METHODOLOGY 

This study IS based on the rapid appraisal methods discussed In the USAIDICDIE 1 IPS 
publication, "Conductmg Key Informant Interviews" It emphasIzes InfOrmatIOn obtaIned by 
listenIng to and consultIng with the customers, partners and other stakeholders of USA IDlE I 
Salvador's Economic Growth Strategic ObjectIve Team and the Chemomcs-Implemented CR[CER 
Project 

Rapid appraisal techmques were used In the study to get InfOImation from a wide varIety of 
sources at low cost USing open-ended, key Informant Interviews The resulting mformatIon IS 
qualItative, coming from persons Involved In many aspects ofEI Salvador's agrIcultural sector 
Many of the mformants have expenenced barners to entry and mcreased transactIOn costs Frankly, 
some of the mformants mcrease ofbarners to entry and mcreased transactIOn costs faced by others 
Most mformants spoke on grounds of anonymIty 

• 

IndiVidual and group IntervIews With 10 1 persons were conducted over a SIX month penod 
Whenever possible, interviews were conducted at the Informants' places of work or bUSiness 
Persons interviewed mcluded members or representatIves of 

• Local and internatIOnal NGO's provldmg small farmer assistance 
• GOES mInlstnes, offices and autonomous agencIes 
• Pnvate sector agncultural bUSinesses and other entItIes 
• OfficIal foreIgn assIstance mIssIons WIth agncultural actIvIties 
• Banks and other finanCIal Intermedianes 
• Agncultural cooperatIves and other producer orgamzatIons 
• IndIvIdual farmers, large and small, themselves 

IntervIews were loosely structured and relted on a hst of Issues to be probed, IncludIng 
general Issues affecting small farmer competItIveness and speCIfic Issues based on the mformants' 
expertIse or actiVIty The IntervIewer, an agncultural economIst familiar wIth Salvadoran 
agnculture, then Sifted the informatIon obtained to develop the study's findings 

A lIst of the study's key Informants IS Included In Annex B 

3 
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SECTION III 
FINDINGS 

The results of the mtervlCws and analysIs have been dIvIded mto two major sectIOns, General 
fmdlllgs and SpecIfic fIndIngs The former developed over the course of the study and reflects 
broad ImpressIOns the author gamed whIle conductIng the key Informant mterviews The sectIOn on 
Specific Fmdmgs aggregates OpInIOnS that were WIdely (or strongly) held by key mformants 

A Gener'll FIndmgs 

Al A general antI-agrIcultural bIas eXists III the El Salvador's macroeconomIC 
poltcy framework that affects all producers and processors 

Agnculture IS the economy's leadmg producer of "tradables", and as such It IS the sector 
most exposed to changes m macroeconomIC polIcIes The sector IS partIcularly affected by polIcIes 
m three areas exchange rates, trade and commercIal polIcIes, and fiscal polICIes 

The exchange rate IS apprecIatmg steadIly, and as a result, m 1997 agrIcultural producers 
receIved an average of 37% fewer colones for each dollar's worth of goods sold mto mternatIOnal 
markets than they dId m 1992, and 70% fewer than they dId m 1983 The real prIces paId to 
agncultural producers between 1991 and 1995 decreased by 44% for corn, 41% for sorghum, 33% 
for mIlk and meat, 69% for nce and 20% for beans At the same tIme pnces of Imported goods 
competmg WIth domestIc productIon were reduced by SImIlar amounts due to exchange rate 
apprecIatIon 

The level of remIttances mto the country complIcates the exchange rate Issue The exchange 
rate IS largely m eqUIlIbrIum but at an apprecIated level SolutIOns to El Salvador's exchange rate's 
apprecIatIOn are complex and have been exammed by many economIsts m recent years 
ComplIcatIOns and compleXIty do not, however, dlmmish the negatIve Impacts that appreclatmg 
colon value has on rate-sensItive sectors lIke agnculture WhIle a nom mal deprecIatIOn IS not lIkely 
the best solutIOn, more moderate steps to reduce appreciatIOn's Impacts on agnculture, or to 
compensate the sector for ItS Impacts, have been proposed So far, the GOES has not Implemented 
them 

Commercial polICIes also affect the sector's profitabIlIty In 1994, suddenly and Without 
adequate analYSIS, the Salvadoran government broke WIth the Central AmerIcan common 
agncultural trade and tanffpohcles that had been negotIated WIth ItS neIghbors dunng the prevIOus 
five years The GOES lowered most agricultural tanffs, mcreasmg the range of tanff dIsperSIOn, 
creatmg uncertamty among ItS regIOnal tradmg partners, and a CrISIS that domestic producers are 11I
eqllIpped to face TnangulatIOn of agrIcultural products wltlun the regIon mcreased, mlIll-trade wars 
between neighbors disrupted commercIal trade, and mcentlves for contraband and olher Illegal trade 
m agncultural products mcreased 

Wlth ItS small, open economy E1 Salvador qUIckly Imports the effects of world market pnce 
dIstortIOns WorldWIde levels of SubSidIes and non-tanffbamers have not decreased markedly as a 
result of GAIT, and Salvadoran producers are exposed to dlstorted pnces for many of theIr prImary 
products and competItIon from SUbSIdIzed producers m hIghly developed countnes WIth the 
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GOES's emphasIs on Job creation through stlmulatmg maquzla and lIght manufactunng, there was 
httle sympathy In the government for compensatory actlOns or payments m support of the 
agncultural sector 

The ImplemcntatlOn of dlscnmlllatory fiscal policIes likewise harms the agncultural sectOl 
on both IIlCOl11e and e'<pendlture sides Agnt,ultural producers are excluded flom value added ta'l( 
credits on the II1pUtS they purchase, and producers of tradltlOnal export crops like coffee and sugar 
are c'\cluded from "dlawback" payments of 6% given to exporters of non-traditional crops I hey 
qualify for few of the mvestment mcentIves that are open to other sectors The major fisc'll rchef 
offetcd to the sectOl has becn a senes or Ill-conceived and polItically motivated debt forglvencss 
plans that were opposed by many agllcultural orgamzatlOns [he result has been to make to make the 
sector less credit-worthy and less competitive 

Perhaps most damagmg to the agncultural sector has been the lack of effectIve expenditures 
for public services and mfrastructure that could 1l1crease producer competitiveness ThiS begll1s with 
lIlequltles 111 financmg of publIc servIces such as educatlOn, health, rural electnficatlOn and the 
construction of rural water and sa111tatlon systems Many rural roads have detenorated -- rather than 
Improved -- smce the end of the war In 1992 In 1998 the cost of constructing five urban overpasses 
exceeds the entire budget for rural road constructlOn and mamtenance 

The rural/urban locus of publIc expenditures IS seemmgly unrelated to either the number, or 
the relative mcome, of CItizens to be served, and current fiscal expenditure polIcIes and pnontIes 
exacerbate the problem For example, teachers aSSIgned to rural areas, which are generally 
underserved 111 education opportUl1ltles, rcceive lower salanes than those aSSIgned to urban areas, 
creat1l1g a pervcrsc set of 1I1ccntlves Of thc many govemment 1I1vestment and development 
programs, none focus on decentralIzmg mvestmel1t mto rural areas 

There IS no functlOl1lng agncultural technology generatIon or transfer system In the country 
despIte years of diSCUSSIOn and the creatIon of a public/pnvate entIty to manage one A $30 nllihon 
World Bank loan granted m 1992 to strengthen CENTA remams largely undisbursed cxcept [or 
construction of a new bUlld111g and covenng current operat111g costs and consultant salanes 

While these macroeconomlC polICIes affect all agncultural producers, they 
disproportIOnately affect small producers Market 111tegratIon and globalIzatIOn redefine the rules of 
competItiveness, and small producers are the least able to understand theIr Impact and adjust to the 
new realitles The VOid 111 publIc proVISlOll of techl11cal aSSIstance and other serVICCS particulatly 
hurts small farmers who are less able to locate, contract and afford pnvate aSSIstance or services 
They are undercapItalIzed and operate precanously close to the edge of sustamabilIty, and whIle they 
Will lIkely cont111ue to SUbSISt, It IS unlIkely that they will prosper 

A2 Most key mformants are unclear as to what cOllstramts facmg small pi oducers 
denve from polICIes and what consh amts derIve from structural pi obI ems and common 
practIces III genera), mformants wei e unable to artIculate any systematIc, structural 
biases III agricultural sector poliCIes that disproportIonately IInpact small producers 
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SectIOn 11/ Fmdmgs 

Other than the macroeconomic policies descnbed above. It was difficult to find clear 
examples ofpohclc<; that negatively Impact small producers more than larger ones 

When asked about agncultural sector policIes that dlscnmmate agamst small producers, most 
Informants were unable to name any or to give examples In some cases It IS the lack of sound 
polICies -- not the eXistence ofunsound ones - that most negatIvely affects small producers 

Instead ofnam1l1g or descnblng pohclcs that dlscnmmate aga1l1st small producers, It was 
more likely that Informants would descnbe structm al problems facmg small producers or 
constraints Imposed by common publIc or pnvate sector practices 

Many of the problems and practIces descnbed -- wlnle not actual polICIes -- do Impact 
negatIvely and slgmficantly on small producer competItIveness Few of these problems and practices 
have solutIOns based 111 polIcy reform, although polICies that Increase competItIOn and coerce pnvate 
and publIc Interests mto managmg resources more efficIently and attendmg each customer (or voter) 
more closely WIll dlmlmsh the barners brought on by some of the problems and practices Identified 
In the study 

The major structural probletps and common, "predatory" practIces named by mformants are 
presented as speCIfic findings The findmgs below are not rank ordered Since many findings are 
Interrelated, m some cases the dIst1l1ctIons between them are arbItrary 

B SpeCIfic Fmdmgs 

Bl Problems of SIze 

When asked whether or not small producers were competItIve, the overwhelmmg answer was 
"no", and when asked If there was a polIcy baSIS for theIr lack of competItiveness, almost all 
mformants Said "yes" 

L1aboratmg on these opmIons, almost all mformants attnbuted theIr lack of competitiveness 
to structural Issues related to lack of SIze, wealth and market power 0 f small producers These 
responses took many forms (See Box 1) 

Each of the 18 small producer mformants who Identified themselves as stated, 111 one way or 
another, that theIr costs were too Iugh and/or their returns too low Most of them realIze that pnces 
of the goods and servIces they purchase are l11gh because they are too small to buy 111 quantity They 
know that purchas1l1g mputs and transport1l1g or marketing their productIOn 111 larger quantItIes WIll 
bnng economIes of SIze and better returns Organizing to set these actIVIties as concrete goals and to 
accomplIsh them appears to be out ofreach ofmany of the mformants 

B2 Problems of OrganiZatIOn 

The frequent response of agncultural producers worldWIde who face problems of 
competitIveness due to small SIze IS to orgamze, act as a group and therefore achIeve economIes 
avaIlable to larger producers Through orgamzatIon small producers can IdentIfy constramts and 
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accompltsh specific goals related to overcommg problems of SIze, poverty and the lack of power In 
the market 

Box 1 
Illfornl'mt Responses Related to Structural and Commcrcml Issues 

"We can't get the 'faIr' prIce when we sell ill the market" 
"I can't provide the guarantees reqUIred for a loan" 
"The cost of I1Isumos IS too hIgh" 
"No one provIdes credit to small producers" 
"It costs too much to transport IIlsumos m and products out" 
'No one gIves technIcal assistance to small producers" 
"We don't know where to sell our production" 
Only the coyotes' and bankers make money III agrIculture" 

-- Small Producers --

Effective orgamzatIons have the abilIty to demand and obtaIn publIc and pnvate goods and 
servIces for their members By organIzmg small producers can coordInate prodUCtion, purchasmg, 
transport or marketIng Unfortunately, small producers In EI Salvador, by and large, have not been 
able to orgamze themselves well, and many of the organIZatIOns they have formed serve them 
poorly Informants are aware of the problem 

Key mformant responses mdlcate that many small producers belong to one or more farmer 
organIZatIOns, but It IS difficult for most mformants to descnbe any benefits they receive from 
membershIp It IS also difficult to find small producers who are contnbutIng anythmg to the 
organIZatIOns to wlllch they belong Many never attend meetmg, pay dues, vote for or serve as 
officers, or contact the organIzatIon for assistance Few producers who were 1l1tervlewed know If 
theIr neighbors belong to an organIzation, and few groups servmg small producers have relatlOnslllps 
or allIances WIth other organIzatIOns Ploducers wlthm lITIgatIOn dlstTlCts are the most lIkely Lo be 
attuned to the role and value of organIZatIOns m confront1l1g Issues of competitIveness 

Small producers belong to a WIde vanety of organIzatIOns (See Box 2), and the sheer number 
of organIzatIons avaIlable to small farmers IS lIkely more of a constra1l1t to effectIve problem solvmg 
than an opportUnIty to overcome problems related to small SIze or lack of competltlveness The large 
number, mherent weakness and dIverSity of purpose among small producer orgamzatlOns dilutes 
theIr effectIveness m representmg the needs of theIr members The sheer number of orgamzatlons 
prevents coordmatIon and concerted action on behalf of small producer constituents 
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Section III Fmdmgs 

Box2 
Coordmatmg Organizations Servmg 

Small Producers In El Salvador 

Non-reform production coops 
Reform productIon coops (Phase I & III) 
Other cooperatIves 
federations 
ConfederatIons 
'GrerolOs' 
Umons and 'centrales' 

Number 

1,334 
967 
54 
29 
4 
30 
7 

Where effectIve organizations eXIst, they frequently do so for reasons unrelated to 
competItIveness Many of the organIzatIOns to whIch producers belong were formed dunng the 
struggle for democracy m El Salvador or m response to po]anzatlOn caused by the CIvIl conflIct 
Most of the organizatIons have "sohdanty" as their major purpose, as opposed to provldmg servIces 
or Improvmg the competItIveness of small producers Few are dynamic m recognIzmg what new 
challenges producers face m lIght of structural adjustment and globalIzatIOn Few recognize and 
prOVIde the types and levels of services for whICh producers are wlllmg to pay 

Small producers are skeptIcal of organIzatIOns They are dIscouraged from JOInIng or 
supportIng organIzatIons because ofpast expenences when they were promIsed too much and 
delIvered too lIttle Many past small producer organIzatIons formed around a chansmatIc leader or 
WIth a SIngle purpose (obtam land, support a polItIcal party, lobby for credit, etc ), and when that 
purpose was achieved (or forgotten) even If the organIzatIOn contmued to eXIst It frequently lost Its 
purpose and partiCipatIOn Small producer wanness of organIzatIOns makes It dIfficult for programs 
that are organiZIng small producers In order to promote competItIveness 

By and large, small producers have lost faIth m theIr own organIzatIons as means to 
obtaIn necessary servIces Comments by key Informants who prOVide technIcal aSSIstance to 
small farmers bear thIs out TheIr most dIfficult task, many of them say, IS to overcome eXIstIng 
skeptICism and conVInce small producers to take a chance on orgamzIng once agaIn 

In many cases small producer CYnICISm IS warranted (See Box 3) due to corruptIOn 
WIthIn the organIzatIon As a result Increasmg small producer competItIveness through producer 
organIzatIons IS dIfficult m El Salvador 
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Box3 
Corruption Discourages Producer Orgalllzaholls 

In early 1997, Cooperahve X produced and exported near $100,000 of fresh 
produce to the U S After dchvery, the buyer, who had been on a "watch" list 
for pnor Incidents, faded to pay the cooperalive 

The cooperative's techl1lcal assistance prOVider secured a qualified law firm that adVised 
the cooperative It had a strong case under PACA The firm offered to represent the 
cooperallve for a $3,000 retainer and pursue the case on a contingency basiS 

The cooperative s Board of Director's declined to pursue the case Although no proof 
eXists presumably the Board declined to pursue the case for fear of disclosure that they 
had already been paid by the buyer 

The rules that govern small producer orgamzatIons are constraInts to theIr effectIveness 
Several Infonnants mentioned the lack of clear, coherent and fleXIble rules under WhICh 
producers can orgamze For example, the groups of small producers orgamzed and supported by 
CRECER have been unable to find a legal fonn of orgamzatlOn that SUltS their purposes 
(purchaSIng and marketmg together) EXIsting fonns of orgamzatIon are InfleXIble or expensive 
They burden small producers With undue regulatIOns and subsequent Increases In transaction 
costs 

Several years ago the rules governmg cooperatives were revIewed and revised to 
Improve governance It IS lIkely tIme to undertake a new reVIew of the InstitutIOnal structures 
that govern producer orgamzatIons to reduce their negatIve Impact on eompetItIveness 

The responsibIlIty for developIng and asslstmg small producers In the post-structural 
adjustment era often falls on grassroots orgamzatlons and NOO's that are frequently lIttle better 
organized or staffed than the producer organizations themselves ExceptIons eXIst but most key 
1I1fonnants VIewed many of the NOO's and other programs workIng WIth or through small 
producer organizatIons as well-1I1tenhoned but meffectIve or only margmally successful 

It appears from mfonnant comments that NOO's are much better at vOIcmg theIr 
constituents SOCial or pohtlcal concerns than at more techmcal aspects of assIstance When many 
NGO's attempt to prOVide techmcal assistance m productIOn, finance, market1l1g and 
management, they are constramed by their lack of sound techmcalmfonnatton and methods 
Many of the NGO's undertake poorly conceIved projects With poorly tramed personal workmg 
toward vaguely defined goals The large number of relatIvely new NGO's workmg mEl 
Salvador tends to dIlute the resources available to any of them As a result, the NOO's 
themselves share one of the problems of the producer orgamzatlOns they are too small, 
me'<penenced, and numerous to be effectIve agents for change Many of them are far removed 
from the pressures of competitIOn and have httle to offer producers regardmg how to meet the 
competltlve challenges 
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Several key mfonnants commented on the lack of -- and need for -- an NGO 
coordmatmg body They belIeve that efforts to organIze and assist small producers would be 
more successful IfNGO's defined theIr geographIcal and/or subject area mterests and expertIse, 
and If they collaborated to recognIze one another's weaknesses and to complIment one another's 
strengths Other mfonnants felt tIus was antl-etlllcal to NGO's tradItIOns and operatmg methods 

Some mfonnants feIt that the great number ofNGO's operatmg m rural areas-- even If 
small and underfunded -- was a strength, not a weakness, of the "system" They belIeved that the 
large number ofNGO's and other change agents actIve m EI Salvador today mcreased 
partICIpatIOn and gave VOIce to specIfic concerns that may not mterest larger NGO's The 
ADEL's received partIcular praise from many mfonnants, although some ADEL's were 
conSIdered better than others 

Regardless of the vanous streQgths and weaknesses among producer organIZatIOns and 
the NGO's that support them, the need for a fundamental change m producer phIlosophy IS 

ObVIOUS Under the new paradIgm, markets rule and consumers are kll1gs Small fanners must 
stop "sellmg what they produce" and "produce what sells" Several speCIfic projects -
CRECER's small enterpnse development group and the CLUSA and PROEXSAL actIvItIes, as 
weIl as Canada's assistance to CONFRAS -- were mentIoned as examples of orgamzatIOns that 
are reonentmg producers to thIS reahty 

B3 Problems of CommerCIal PractIces 

Apart from disadvantages aSSOCiated WIth SIze, small producers face strong 
disadvantages due to poor access to and mfluence over pnvate mstItutIOns that undertake 
predatory commerCial practIces These practIces, wlule not Illegal, frequently hmder 
competItiveness Informants mentIOned several examples that Illustrate how small producers are 
excluded or dIsadvantaged m the competItive marketplace Just as "bad money dnves out good 
money" m macroeconomIes, "bad practIces dnve out good practIces" m sector economICS Smce 
many of the practIces are legal, Ifunet1ucal, they are likely best remedIed by mcreased 
transparency and competItion 

Most key mfomlant complamts relate to practIces lInposed by large commerCial mterests 
when dealing WIth small producers Unable to command power m the market, small producers 
must accept delayed payments (frequently 60 days or greater), undocumented dIscounts for poor 
qualIty that was unapparent at delIvery, and frequent poor handlmg, storage, and presentatIon by 
buyers [NOTE WhIle conductmg one mterview m the receIvmg department of a supermarket, 
the author WItness cases of wme bemg stacked on top of cases of fresh produce As the mtervIeW 
progressed, the weIght of the wme slowly compacted the produce wIth concomItant decreases m 
produce quahty that was dIscounted from the producer's payment] 

Small producers who attempt to sell dIrectly m local markets frequently face hIgh 
transactIOn costs, or worse, aSSOCiated WIth obtammg space At times the costs are reflected m 
threats of VIOlence and destruction of product or other property Several mformants famIlIar with 
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market practIces stated frankly that If small producers could not mamtam a "permanent market 
presence", they were better off to sell to mtennedlanes who could 

A permanent market presence IS seen as a pre-requlSlte for senous negohatlOns with 
buyers and establIshment of a customer base The reqUIrement for a permanent market presence 
IS beyond the reach of many l11dIVIdual small producers [NOTE The need for a permanent 
presence IS not umque to less developed markets, and extenslOn marketIng specialIsts workmg 
With famlels' matkets 111 the US have stressed the same need to small famlers there] 

Ohgopoly practIces are WIdely documented and cutlclzed by small producers At least 
anecdotal eVidence eXists that 11l El Salvador's "tlUI1" supplier markets, collUSion eXists among 
the few providers of certal11 goods and services Informants compla1l1ed of exclUSive 
dlstnbutorshlps that result II1 11Igh pI Ices for certam branded products One example of seed 
pnces that were marked up 111 El Salvador over lOO% above the costs 111 Guatemala 

APA (the Input supplIers assoclatlon) demes that colluslOn between ItS members IS 
commonplace, and It POInts to recent legal modifications that reduce bureaucratIc burdens on 
Importers and open the country to more competltlOn Producer pomt out, however, that when 
farmer owned cooperatIves do enter the markets as supplIers, prIces fal1unmedlately ThIS was 
found to be the case 111 Honduras where the entry ofUNIOCOOP brought fertiltzer pnces 
charged by the 1I1dustry down by 13% and l11creased average actual weight of 100 pound bags 
from 96 8 pounds to 99 8 pounds Many of the same compames that lowered pnces In Honduras 
m response to 1I1creased competitlOn opeIate In El Salvador There IS ltttle reason to Hunk that 
commerCIal practices are sIgmficantly dIfferent between the two countnes 

WhIle olIgopoly practices certamly eXIst, they are frequently exacerbated by El 
Salvador's small market for certam products The lack of conSiderable and conSIstent demand 
raises transactIOn costs of suppheis who, In tum, pass them on to producers Some supplIers of 
agncultural Inputs decline to stock or pnce certam products competitIvely because the small 
Salvadoran market IS not worth th~ rIsk There IS eVidence that some supplIers try to aVOid 
competIng WIth others because they fear direct compelttIon 111 other product hnes that are more 
Important to theIr core bus1l1ess 

Some 1I1formants conccded that pIcddtOry commerCIal practIces occur WIthout the 
knowledge or consent of management In many cases, poor bus1l1css operatmg procedures or the 
lack of adequate mtemal controls permIt lower level employees to engage 111 practIces that 
damage both buyers and sellers and are not 111 management's best mtercst Only mcreased 
competItion and the Improved management practIces that competItion bnngs WIll ehmmate these 
practtces As Salvadoran bUSIness are mcreasmgly e"<posed to competitIve pressures, 
management WIll mature, effiCIency wIlImclease, and rent seekmg behavlOr WIll dlmlIlIsh (See 
Box 4) 

CIVil law processes should level the playmg field between large and small busmesses and 
msure that equal opportu11l1les to compete eXIst wIthm the economy El Salvador's antIquated, 
cumbersome and e"<penSlve legal (ystem dIscnmmates agamst small busmesses who cannot 
afford protracted legal battles Se, eral key mformants had sold products to buyers who never 
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paId for them, subsequently claImIng "bankruptcy" or payIng light fines to escape pUnIshment, 
then retummg to repeat the offense wIth other producers Simple and low cost -- but SWift and 
effective -- recourse for dispute settlements IS m the mterest of small producers TIle eqUIvalent 
of "small claims courts" and dIspute resolutIon through arbItration or medlatlon must be 
encouraged 

B4 Problem of PublIc Sector PractIces 

The publIc sector also bears responsibIlIty for barners to competitIOn and 11lgher 
transactIOn costs facmg small agrIcultural producers Many GOES practICes are slow and 
antiquated and reduce the abIlIty of all agrIcultural producers to respond qUIckly to changing 
world condItIons 

The GOES commitment to stablhty m macroeconomic polICies does not extend to other 
poliCies affectmg the agrIcultural sector AgrIcultural producers are subject to contmually 
changmg rules of the game, and as soon as producers adjust to one set ofpohcles, they are 
changed Dunng the early 1990's structural adjustment sent clear pnce SIgnals to agncultural 
producers WhIle agncultural prIces Improved, other factors lImIted the abilIty of the sector to 
respond 

InstrtutIOnal gaps m marketmg, research, extenSIOn and rural finance are partIcularly 
noteworthy Clear pnce SIgnals WIthIn the sector were not accompamed by clear SIgnals of 
InstItutIOnal reform Government Involvement In pnvate sector functions was elImInated WIthout 
provldmg the pnvate sector WIth IncentIves to assume these functIOns As a result, the sector 
suffers from a VOId of adequate supportmg Institutions and small producers - those most 
vulnerable - pay the pnce Larger scale, commercIal agnculture more successfully and rapidly 
adopts to the use ofpnvate mstItutIOns than small scale farmers CIVIl mstltutIOns that serve 
smallholders me slower to emerge and may never do so Without clear polIcy dIrectIOn that 
reduces theIr nsk ofpohcY-Induced failure 

Just as small agncultural producers have hmIted access wlthm CIvIl society, their access 
and Influence on govemment polIcy IS lImIted as well Government stIll responds to larger, 
more vocal and polItICally or economIcally powerful Interest groups and mdividuals Breakfast 
With a MInIster In El Salvador IS stIll frequently more InfluentIal than sound analyses and good 
poltcles Certam groups still command favors to the detnment of other partICIpants m the sector 
(See Box 5) 

The mamtenance of olIgopoly power by large agrochemlcal and supply firms IS aSSisted 
by GO[S regulatIons and procedures For Instance, cetens panbus, small farmers could have a 
competItIve advantage over larger farmers m the productIOn of high value, lughly labor Intensive 
Nat's The seed and other Inputs for many these Nat's are not avaIlable locally Efforts by small 
farmers (and even offiCial donor proJects) to Import seeds and other Inputs have met with delays 
(4-6 months for the requlSlte permISSIons) that damage competItIveness or make productIOn 
ImpOSSible 
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One of the GOES's greatest fmlUles that contnbutes to competItion barners facmg small 
producers IS the chromc lack of effective agncultural technology generation 

Box 5 
Changes In Marketmg Practices Favor a Few 

TIle Government of Japan donates ferhhzcr and ot11er agncultural mputs to Ll 
Salvador as part of Its aid program These donations have been divided among 
the fel hlIzer producers who then monetlZc them III t1le market 

In 1997, BOLPROES convmced the GOES to market donations through the 
"bolsa" glvmg farmer cooperatives and orgamzations, as well as the traditional 
ferthzer companies, an opportull1ty to bid 

Thc fertilizer compames vocally opposed the sale and threatened to boycott 
It They eventually participated but refused to pay BOLPROES' 1% 
comnusslOn The GOES capitulated, vIOlating BOLPROES's charter to 
accommodate the fertlhzer companies 

and transfer ThIS IS partIcularly disturbmg gIven the availabIhty smce 1992 of $30 mIllIon 
dollars m World Bank financmg to reform the Mmlstry of Agnculture and Improve teclmology 
transfer Informants umformly cntIclzed CENT A as a "do nothmg" orgamzatton that 
perpetuates ' una cultura de mmz y lluvlas " refemng to Its mabIltty to promote dIversIfied or 
1m gated agnculture Informants routmely report that the only worthwhIle actIVItIes undertaken 
In CENT A are those associated \\Ith donor projects 

Small producers and the crgamzatIons that represent them are routmely Ignored or by
passed by GOES polIcy makers and offiCIal mstItutIOns The process ofpubhc partICIpation m 
pohcy makmg IS nascent m El Salvador and those most affected by polIcy changes are frequently 
not consulted or Ignored The most recent example occurred m Sept~ber 1998 when a new law 
was passed to promote free zones by permIttmg them to sell 100% of theIr productIOn mto the 
local economy TIllS WIll have a pr,)found effect on small and microenterpnse, as well as 
agnculturaI producers ofraw matellals such as sugar, nce, mIlk, etc that can be Imported from 
world markets dIstorted by subSIdIes, then repackaged and sold locally It remams to be seen If 
adjustments to the law wIll level th(.. playmg field for agncultural and small enterpnses 
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SECTION IV 
SUMMARY 

In summary, the study found eVIdence ofa general anh-agncultural bias m EI Salvador's 
macroeconomIC poliCIes Specific sector policIes that dlscnmmate agamst agnculture were more 
dIfficult to IdentIfy Key mformants made valuable observatIons regardmg constramts to 
competItIveness m the agncultural sector, but theIr observatIOns were onented more to structural 
problems and practices than to polICIes As such, there are limIted polIcy based solutIons 

The sector IS less protected and more vulnerable than any other, and ItS dIsmal 
performance over the last 20 years mdIcates that It IS, wIth few exceptIOns, unable to compete In 
world markets To contnbute to natIOnal growth, agnculture must be remvented In EI Salvador 
The natural and human resources tha! are currently locked up In the sector must be re-dlrected 
both out of agnculture and mto more productIve agnculture The current strategy for dOIng so IS 
to have no strategy at all Increased Rnvate sector competitIon and reforms ofpubhc InstItutIons 
are essentIal to guarantee that the contnbutlons small farmers make to natIOnal welfare are 
maxImIzed 
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FUSADES 
FUSADES 
BOLPROES 
BOLPROES 
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Arrocera San FranCISCO 
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MAG-DGEA 
MAG-OSPA 
MAG-OAPA 
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Sr DomIngo MartInez Producer 
Sr GUlllermo Garcia Producer 
Sr MaximIllano MartInez Producer 
Sr Juan Jose Dada Producer 
Sr Henberto Rodnguez Producer 
Sr Juan FrancIsco Iraheta Producer 
Sr MartIn Alvarado Producer 
Sr Abel SIerra Sosa Producer 
Sr Arturo Jose Cuevas Producer 
Sr DavId Alfaro Producer 
Sr Lorenzo 0 Ramos Producer 
Sra Teresa Machon Producer 
Sr Marco AntOnIO Velasquez Producer 
Sr Oscar Santamana Producer 
Sra Anabella M de Ochoa • Producer 
Sra Gladys Palecla Parker Producer 
Sr Balmore OrtIZ MancJa Producer 
Sr Rtgoberto M Perdomo Producer 
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ANNEXC 
SCOPE OF WORK AND ACTIVITIES 

Followmg the study's obJectIve, the consultant IS expected (at a mInImum) to undertake 
the followmg activIties 

2 

3 

4 

5 

6 

Review the eXlstmg lIterature and recent studIes on rural poverty, the agncultural 
sector, transactIOn costs, and small farm production m EI Salvador 

IntervIew techmcal staff of donor agencIes, NGO,s, producer orgamzatlOns, credit 
proViders, etc to gam theIr mSlghts mto the eXIstence, ongm, and extent of small 
producer transactlOn costs 

Based on mSlghts obtamed and the consultant's expenence, develop a framework to 
gUIde mterviews wlth,small producers about their expenences m obtammg access to 
productIOn, finance, mput supply, and marketmg goods and servIces 

Orgamze and descnbe findmgs of the above mterviews m terms of their relatIOnship 
to eXlstmg polICIes and InstItutIOns 

I 

AppraIse the Impact that current polICIes and mstItutIOns have on the structure of 
small producer transactIOn costs, and 

To the extent that systematIc polIcy based or mstItutlOnal bamers are found, suggest 
policy dIrectIOn and mstItutIOnal on entatIOn to dlmlmsh them 
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