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El Salvador - Priority Poverty Indicators

Povert Lines (1992, colones)2' Urban Rural

Upper Poverty Line 408 239
Headcount (% of population) 36.2% 41.4%

Lower Poverty Line 204 119
Headcount (% of population) 6.9% 14.3%

Memorandum Item

GNP Per Capita (1992, US$) 1,170

Short-Termn Income Indicators 1990 1991 1992 1993

CPI (average annual % change) 24.0% 14.4% 11.2% 18.8%

Social Indicators 1960 1970 1980 1989 199O 1991 1992 1993

Share of Public Expenditures for
Basic Social Services in GDP2' 5.8% 2.7% 2.4% 2.4% 2.4% 2.7%

Gross Primary Enrollments' 85% 75% 78%
Under-5 Mortalityg' 206 110 90 87
ImmunizatioiW 43% 63%
Child Malnutrition 50%
Life Expectancy 58 57 64
Total Fertility Rate 6.3 5.4 4.2
Maternal Mortality 148

a/ The upper poverty line is the cut-off for the poor; the lower poverty line is the
cut-off for the extreme poor. World Bank, El Salvador - The Challenge ofn
Poverty Alleviation, April 1994.

l Health and education.
| ' World Bank, Human Resources in Latin America and the Caribbean - Priorities

and Action, January 1993.
l d % of one-year-olds immunized, UNDP, Human Development Report. 1990.
V' % of children under-5.



EL SALVADOR

THE CHALLENGE OF POVERTY ALLEVIATION

EXECUTIVE SUMMARY

1. El Salvador is at a turning point as political and economic accomplishments over the
past five years have positioned the country for a pennanent turnaround in social and
economic development. Peace has returned' *fter 12 years and stabilization and adjustment
measures taken since 1989 have. laid the basis for; sustained growth. However, widespread
poverty is a major threat to peace and political stability and a constraint to equitable
economic growth in the long-term. This study examines the magnitude of poverty and the
characteristics of the poor, presents the Government's strategic response and progress, and
formulates recommnendations for the next five years. Although the analysis is restricted by
available data, the study provides sufficient guidance for country efforts to reduce poverty.
It is organized as follows: Chapter I reviews the economic and social crises of the 1980s and
the Government's 1989-92 structural adjustment program. Chapter II presents the poverty
profile constructed from a 1991-92 household survey. Chapter III presents main initiatives
and discusses key issues of the Government's strategy for poverty alleviation. It includes a
review of the likely implications for the poor of the 1989-92 macroeconomic program and
the future economic agenda, the social safety net, and social sector policies. Chapter IV
formulates policy recommendations based on the poverty profile and the Government's
experience in the 1989-93 period.

A. Poverty in El Salvador

2. The magnitude of poverty is substantial, inderscoring the need for broad based
economic growth. Total poverty affects 48 percent of the country's households (about 2.4
million people). Of those poor households, 10 percent are extremely poor (over 500,000
people). The incidence of poverty is highest in rural areas with 61 percent of all poor and
67 percent of the extremely poor. The incidence of poverty is lowest in San Salvador
Metropolitan Area (SSMA) with 24 percent of the country's poor and 14 percent of the
extremely poor. The table on the following page provides an overview of the characteristics
of the country's poor population.

3. Poverty is strongly associated with environmental degradation. Population piessure
affecting patterns of land use, land scarcity, land tenure patterns, and the markedly seasonal
climate are at the root of natural resource degradation. Three-fourths of the territory are
subject to severe soil erosion due to the encroachment of basic grains production on marginal
lands by small farmers. which in turn results in reduced productivity and lower rural
incomes. Only 12 percent of the land has forest cover, due to the use of fuel wood for
cooking, particularly in rural areas (89 percent of households). The country suffers from
seasonal water shortages and the quality of its water is deteriorating due to soil erosion,
discharge of municipal sewage, and industrial waste water. The health of the poor is
disproportionately affected by these environmental hazards. Key among these are parasitic
and infectious diseases borne by lack of access to safe water and respiratory diseases.
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El Salvador - Poverty Profile, 1992

Indico r Pool Extremely Poor
Indicator j Urban Ruiral | Urban | Rural

Income (C.)
Per capita (monthly) 276 151 248 137

Household (HH)
Average HH size 5.9 6.3 6.7 6.9
Female-headed HH (%) 38,7 23.1 39.1 19.8
No. of childre under 10 1.5 1,9 1.9 - 2.2

Labor Force
% in agriculture 22.3 70.3 26.9 74.6
% in informal sector 59.8 63.1
Unemploymetlit Rate 10.9 11.2 13.1 14.0

Education
Illiteracy rate, 10 years and older 22.5 33.1 28.1 44.3
Mean years of schooling 4.7 3.0 3.8 2.6
% 7-1X years old out of school 19.6 30.3 29.8 39.9

Access to Basic Services
% HH with water 55.0 38.0 43.2 23.9
% HH with sanitation 19.1 1.1 16.7 0.5

Sources: MIPLAN, EHPM-92.

B. The Government's Poverty Alleviation Strategy: Progress and Issues

4. The Government's poverty reduction strategy has been based on two key elements.
First, an economic program to enable sustained economic growth as the basis for
employment creation, poverty reduction, and social equity. Second, a two-pronged poverty
alleviation strategy, including: (a) a social safety net to alleviate the impact of adjustment on
the most vulnerable groups in the short-term; and (b) improved access to basic services,
especially pre-primary and primary education, primary health care (PHC), and nutrition, to
help the poor take advantage of economic opportunities in the medium- to long-term.

5. Recent Economic Trends and the Poor. The Government's 1989-93 economic
program has been successful in stabilizing the economy and reactivating growth. Redu..ed
inflation has had a net positive effect on the poor by protecting the purchasing power of their
incomes, although some of the fiscal measures that have brought this about have hurt the
poor. Trade measures opening the economy have probably exerted a net positive effect on
the poor as economic growth has been led by tradables activities, where the poor are more
than proportionately employed. The elimination of price controls on basic grains has
supported poor small producers but probably hurt the poor net buyers of food, particularly in
urban areas. Wage workers in export-oriented industries are believed to have benefited,
while workers in non-competitive industries have probably suffered from real income drops
due to a decline in labor demand. Financial sector policies, which have entailed an increase
in real interest rates, probably have been neutral for the poor, as their access to credit is
limited by existing regulations and lack of collateral. Fiscal policies have probably had a
mixed impact on the poor. Increased allocations for health and education and better targeting
of additional resources to basic services in rural areas have already started to expand access
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to poor households. The enactment of a 10 percent value-added tax probably had a negative
effect on the poor, although exemptions granted to beans, white corn, unprocessed
agricultural products, and small businesses might have softened its impact. Sustainable
measures to improve tax yields will increase the resources available to the Government for
operating and investing in essential public services such as health and educaticn. Finally,
policies to set the price of electricity and water at a level that reflects their marginal
production cost have had, in the short-term, a negative effect on the incomes of the majority
of the urban poor, for the rural poor, it is likely that the increase in the price of utilities did
not have any significant effect, given their generally low access to these services.

6. The Future Economic Agenda and the Poor. Desnite achievemcents to date, much
remains to be done to institutionalize the adjustment process and to promote growth while
addressing the inequalities that led to the military conflict. The second phase of the
Government's adjustment program wilt focus on: (a) maintenance of a conducive
macroeconomic framework to ensure conitinued stability; (b) public sector reform, to (i)
reexamine the role and function of the state and establish the analytical basis for a
comprehensive modernization effor., and (ii) to improve public expenditure management, the
civil service, tax policy and tax administration, and acceleration of privatization efforts; (c)
market efficiency reforms to complement public sector reforms and foster private sector
export-led growth, including financial sector reform, and further trade liberalization; (d)
social sector reforms to improve the efficiency of service delivery and reduce poverty; and
(e) environmental policy reforms to ensure the sustainability of the development effort (paras.
3 and 19).

7. A conducive macroeconomic environment and improvements in public sector
expenditure management, the civil service, and tax policy and administration are essential to
(a) increase resources toward priority health, education and safety net programs, (b) decrease
the share of the wage bill, (c) increase investment, operations and maintenance, and (d)
improve the efficiency of line ministries. Enhanced market efficiency would consolidate the
opening of the economy to trade, which is likely to further benefit some of the rural poor in
terms of higher relative prices for their products. A better climate for private investment
will improve the income and earnings opportunities of the urban poor working in tradables
industries. In addition, the higher economic growth associated with these policies would
provide better employment opportunities in sectors such as construction and services, where
the urban poor are also employed. Financial sector policies would also benefit the poor, as
they work in activities that would expand as a result of relaxing financial regulations, and as
the lack of access to financing is one of the barriers for improved productivity. Addressing
rural financing issues to assist small rural producers by reforming sectoral institutions
through divestiture, portfolio restructuring, recapitalization, and integration of the system
would be probably beneficial to a sizable proportion of the rural poor. Finally,
environmer&tal policy reforms to ensure the sustainability of the development effort would
benefit the poor over the long run, particularly in rural areas which are most directly affected
by environmental degradation.

8. The Social Safety Net. In the 1989-1993 period, the Govermnent has mobilized
between 1.0 and 1.2 percent of GDP for its safety net programs (basic infrastructure
rehabilitation, income-earning opportunities generation, income support, and access to
assets). The social safety net has a number of positive features. First, it emphasizes rural
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areas, where the majority of the poor live. Second, most of its programs have a demand-
driven orientation, which leads to projects more in tune with the needs of local communities.
Third, and partly as a result of this orientation, it gives communities an incentive to organize
themselves, improves social participation, anci fosters the democratization process. Finally,
its largest agencies, (CONARA/SRN and SIF) are financing entities, not implementers;
implementation is left to local bodies, NGOs, and private contractors. Therefore, the
approach avoids building up bureaucracies, circumvents inefficiencies in the public sector.
a1ad takes advantage of the participation of the private sector. However, a number of issues
exist: (a) complex institutional arrangements, and an excessive number of agencies
implementing similar programs; (b) limited inter-institutional coordination with sectoral
agencies, which is key -to ensure maintenance of investments and provision of recurrent
expenditures to operate services; (c) inadequate information systems, which are unable to
provide data on actual targeting criteria, program costs, and unit costs, and lack of routine
impact assessments to determine effectiveness of different types of intervention; and (d)
inadequate implementation of the nutrition policy due to lack of leadership in the sector.

9. Medium-Term Programs. The Government's overall approach to poverty reduction,
based on human resources development, is sound. Significant progress has been made to
improve the delivery of basic health and education services with strong community
participation, especially in rural areas. Some progress has been made toward increasing
social sector spending and restructuring expenditures within the health and education sectors,
but the process is by no means complete. Major issues to be addressed are: (a) constraints
to further expand the supply of basic sociai services for the poor, due to limited resources
and inflexibility in resources allocation. Planned public sector reforms (para. 7) alone are
not likely to provide enough resources, as El Salvador's health and education spending lags
behind the average for Latin America by about 2 percent of GDP; and (b) the need to
improve the management capacity of line ministries, especially in the health sector, so that
efficiency of expenditures is improved by ensuring that money is spent on high impact
interventions.

10. The health sector has made progress toward strengthening outreach programs and
nutritior. activities in support of PHC by increasing the availability of trained and equipped
health promoters and traditional midwives in rural communities. The Ministry of Health's
(MOHi) reorganization has not made such progress. The MOH has yet to confront the
financial dominance of hospitals and the low productivity of service providers. Although
adequate cost-recovery measures have been developed to enhance the financial sustainability
of the health system and facilitate the reallocation of resources toward PHC, these measures
have yeL to be implemented. The MOH has not played a catalytic role for more private
sector involvement to expand health services and increase the economic efficiency of the
health system. Finally, donor coordination has remained inadequate.

11. The education sector has made major progress toward both improvirg the provision
of pre-primary and primary education services in rural areas and institutional restructuring.
The Ministry of Education (MOE) has developed and implemented a decentralized model of
services provision in rural areas, EDUCO, with a combination of public and private
financing and devolution of management of schools to communities. Results obtained thus
far suggest that this model could be consolidated and further expanded in the future, but a
full evaluation needs to be completed beforehand. To increase its responsiveness to client
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needs, the MOE has also started to decentralize the coordination of services to its three
regions, which is deemed sufficient in a country of El Salvador's size without any other
intermediary level. Continued progress will depend on: (a) further strengthening MOE
institutional capacity to provide schools with the necessary logistic support and technical
assistance; and (b) confronting the fact that exclusive reliance on central Government funding
will limit the pace with which pre-primary and primary education services can be expanded
and improved.

12. Monitoring and Evaluation. Although the Goverunent has created a Social
Committee to ensure -inter-sectoral Loordination at the highest level and assigned the Ministry
of Planning (MIPLAN) to monitor and evaluate the implementation of its poverty alleviation
strategy, tl.e issues identified both in the safety net (para. 8) and medium-term programs
(paras. 9-11) have not been as effectively addressed as they could have. The main reasons
are: (a) lack of a monitoring system that would provide policy makers with adequate
information and an adequate database to measure poverty, target resources, select the most
effective and efficient interventions, ensure adequate funding, and monitor progress in the
implementation of key programs; and (b) inadequate institutional arrangements with
dispersion of responsibilities within Government agencies.

C. Recommendations

13. Sustained Macroeconomic Adjustment. Consolidating and deepening the economic
reform program is essential tc ensure macroeconomic stability and to promote continued
growth which is a pre-requisite for longer-term poverty reduction. Key areas are:

(a) Public Sector Management Reform. The role of the public sector should be
reoriented toward core activities and its capacity for efficient delivery of essential
services strengthened. Crucial areas of reform are public sector expenditure
management and civil service reform. Improved management of public expenditures
is essential to provide social sector ministries with a cohesive budgetary process,
program prioritization, and flexible rules and procedures for budget execution.
Implementation of civil service reform is also essential for the MOH and MOE to
readjust staff distribution and skills mix to adequately staff basic services in rural
areas, streamline central offices, provide incentives for work in rural areas, and
attract qualified managers. These actions, together with the implementation of tax
reforms, are key factors which will determine the amount of resources that will be
available to expand the supply and efficiency of basic services for the poor. The
reassessment of the role of the public sector should also include implementation of
cost-recovery initiatives for those who can afford to pay.

(b) Agricultural Policies. As the majority of the poor live in rural areas,
measures to develop a market-oriented and viable rural fmancing system (including
increased access to credit by small producers) as well as further trade reform
measures should assist them. Strengthening the agencies responsible for land
financing, titling, and registration, and mobilizing additional financing for land
purchases should also improve the lot of farm households. Efforts to increase
produedvity of basic grains producers and expand extension services and research for
small farmers should be strengthened.
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(c) Labor Market Policies. For poor urban households largely employed in the
informal sector, the most important measures are the reform of the labor market and
private sector development. The Government shouild conduct an in-depth
investigation of trends in formal sector employment and wages. cornditions of entry.
obstacles to growth,. and failure rates. The investigation should include the regulatory
framework, rigidities in the labor market that hamper the movement of labor to the
production of tradable goods, constraints faced by informal sector workers, and
incentives and opportunities for informal sector workers to enhance their skills and
hence productivity. A related exercise would be the analysis of vocational training
and micro-enterprise support programs.

14. Framework for Poverty Alleviation. A 1994-99 poverty alleviation strategy and
action plan including specific priorities for both the social safet' net and mediutn term
programs should be prepared. As both resources and institutional capacity are limited vis-a-
vis the needs, the Governuent should: (a) select priority interventions to target public
fmnancing. To this end, it should review the respective roles of the state and the private
sector, with the state focusing on interventions with a large public good content. Based on
the poverty profile, priority should rest on provision of basic services, particularly water and
sanitation, PHC, pre-primary and primary education, and environmental protection; (b)
concentrate its efforts predominantly in rural areas. Interventions in urban areas should be
targeted to cities outside the Can Salvador Metropolitan Area (SSMA), and programs for
poor female-headed households should be strengthened; (c) undertake a detailed analysis to
select investment activities with the highest return, given that the infrastructure network is
seriously deteriorated. Infrastructure investnents that potentially benefit the poor most are
water and sanitation and roads in rural areas, and water and sanitation, transport, power, and
housing in urban areas. In making these decisions, the Goi emient should assess possible
tradeoffs between economic efficiency on one hand and poverty reduction on the other; and
(d) define the role of social safety net entities vis-a-vis line agencies, striking a balance
between the expediency of providing infrastructure and services against the longer-term need
to reform sectoral- institutions.

15. Improving the Social Safety Net. The Government should: (a) evaluate all safety
net programs to identify overlaps and inefficiencies, with special concentration on assessing
the performance of CONARA/SRN and SIF, the largest social safety net institutions; and (b)
based on the results of the evaluation, develop a strategy which should (i) focus its programs
on priority interventions (para. 14), (ii) eliminate duplication, (iii) develop consistent
targeting criteria (para. 20), (iv) establish adequate information systems including, inter alia,
target population, actual coverage, total costs, administrative costs, and unit costs, and (v)
define agile inter-institutional coordination mechanisms between safety net programs and line
agencies.

16. Implementing the Nutrition Strategy. To actually implement its nutrition policy,
the Government should: (a) identify a body responsible for nutrition policy-making and
inter-institutional coordination at the highest level; (b) complete the evaluation of existing
programs and compare the operational efficiency and targeting of different programs
managed by the same institutions; and (c) select a limited number of interventions, targeted
to the most vulnerable groups, for support by both Govermuent and donors.
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17. Health Sector Reform. As a first step, the Government should define and balance
the respective roles of the public and private sectors in the delivery and financing of health
services, with the Government concentrating on basic services not likely to be provided by
the private sector. To this end, the Government should: (a) establish a fixed share of public
subsidy for hospitals, covering additional increases in hospital costs through cost-recovery
mechanisms designed under the current Administration. This action should formalize and
systematize the existing community board (patronato) collection system. To provide
hospitals with incentives to collect fees, these revenues should remain at the facility level; (b)
implement cost-accounting systems in all hospitals; and (c) provide training in administration
and modern management practices for hospital directors, administrators, and department
heads. Future increases in the health sector budget should be directed to augment the share
of PHC services. The roles of health promoters, traditional birth attendants, and community
volunteers should be accentuated to increase coverage of basic health services in underserved
areas. Main activities to be stressed include health education, family planning, pre- and post-
natal care, and nutrition. Based on the above, the MOH should prepare a single sectoral
strategy document to serve as the central instrument for coordinating foreign aid.

18. Education Sector Strategies. The Govermnent should strengthen ongoing initiatives
by: (a) strengthening MOE's institutional capacity at both the central and regional levels to
provide schools with the necessary logistical support and assistance; (b) consolidating the
ongoing decentralization process by (i) transferring to regions budgetary and personnel
authority, (ii) training the regions to assume their new duties, and (iii) streamlining the
central level to perform a normative and planning role and strengthening it with qualified
technical staff; (c) allocating future increases in the education sector budget to augment the
share of pre-primary and primary education, with a specific effort to expand coverage in
underserved areas; (d) completing the evaluation of the EDUCO and, based on the results,
preparing its expansion as the preferred de1:ery system for pre-primary and primary
education in all rural areas; (e) developing a strategy to improve coverage and quality of pre-
primary and primary education in marginal urban areas, possibly using a pilot of EDUCO
adjusted to urban conditions; and (f) mobilizing additional resources through cost-recovery at
the post-primary level for those who can pay, reducing subsidies to higher education, and
advancing private sector participation.

19. Arresting Environmental Degradation. In addition to the implementation of
agricultural sector policies (para. 13(b)), which would alleviate environmental degradation in
rural areas if complemented by outreach efforts to disseminate soil and water conservation
methods and to encourage agroforestry schemes (for both wood supply and soil conservation
purposes), interim environment management measures should include: (a) strengthening of
sectoral agencies responsible for water and sanitation, particularly for rural areas; (b)
strengthening water and sanitation education in the package of basic health services; and (c)
study of waste management issues in urban areas with a view to increase cost-recovery,
extend services to marginal neighborhoods, and control risk conditions at existing disposal
sites.

20. Strengthening Monitoring and Evaluation Capacity. T he Government should: (a)
overhaul its current survey programs to develop adequate socioeconomic indicators at the
household level that could be used to identify poverty groups, monitor living conditions, and
analyze the impact of policy initiatives on the poor. To this end, the Government should
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implement a living standards measurement survey (LSMS). This type of survey, produced
more frequently with smaller samples of higher quality, would give a better picture of
household welfare and poverty as measured by consumption, relevant social indicators such
as health, educational and nutritional status, sources of incomes, assets, and household and
commnity level data; (b) process the 1992 population census nimediately to start developing
an adequate targeting mechanism with a well-defined target population. This would provide
a basic set of indicators by municipality that should be used to rank them according to need
by both safety net and line ministry programs. Then, standard criteria to identify the poorest
groups within each municipality should be developed and applied by all agencies; and (c)
redefine existing institutional arrangements so that the Advisory Group for Economic and
Social Affairs (GAES) at MIPLAN is fully in charge of data gathering and monitoring
implementation of the Govemment's poverty alleviation strategy by both social safety net and
line ministries. This would require that GAES be strengthened with staff with adequate
analytical skills.



EL SALVADOR

THE CHALLENGE OF POVERTY ALLEVIATION

I. INTRODUCTION

1. El Salvador is at a turning point as political and economic accomplishments over the
past four years have positioned the country for a permanent turnaround in social and
economic development. On the political side, peace has returned after 12 years, while on the
economic front, stabilization and adjustment measures taken since 1989 have laid the basis
for sustained growth. However, remaining widespread poverty is a major threat to peace and
political stability. To make a serious dent in poverty, the Govermnent must sustain a
macroeconomic framework which will accelerate growth and reinforce poverty alleviation
efforts. This is the only way to ensure that the poor are able to participate equitably in that
growth and settle the social and political problems that ignited the conflict.

A. Economic and Social Crises of the 1980s5'

2. With 21,000 kIn2, a population of approximately 5.1 million, and a per capita income
of US$1,170 in 1992, El Salvador is the smallest country of Central America and the most
densely populated in the Western hemisphere. In the 1960s and 1970s, rapid real GDP
growth averaging 5.4 percent per year was made possible by favorable agricultural
commodity prices, expanding regional markets for manufactured products following the
creation of the Central American Common Market (CACM), and an accommodating and
expanding international financial enviromnent. The economy was also characterized by the
absence of significant domestic imbalances and low inflation. Nevertheless, although there
were improvements in health and education, particularly in urban areas, social indicators
continued to rank among the lowest in the region. Gross inequalities in wealth, income and
access to land severely exacerjated social tensions.

3. In 1979 these tensions erupted into an open military conflict. At the same time, the
external economic environment deteriorated sharply due to adverse terms of trade and a
contraction of regional markets. These events led to severe macroeconomic imbalances and
a drop of real GDP by 22 percent and of per capita GDP by about 27 percent between 1978
and 1982. The conflict also diverted public resources from infrastructure and the social
sectors to military expenditures. Inappropriate macroeconomic policies, including
nationalization of the financial and export-marketing systems at the beginning of the 1980s,
also contributed to the deterioration.

4. Economic stability was partially restored after 1982 with substantial reductions in the
fiscal and balance of payments deficits. However, efforts to reactivate growth were
unsuccessful: growth averaged only 1.7 percent per year in the 1983-89 period, the same as
the estimated net rate of population growth. Fiscal retrenchment was largely achieved
through reductions in public investment and social sector expenditures while the balance of

' See Annex 1, Section A for more details on macroeconomic trends during the 1980s.
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payments gap was closed through more restrictive trade policies and increased external
transfer inflows. Public sector investment fell from 6.3 percent of GDP in the early 1980s to
3.1 percent in the 1984-88 period. Government outlays for health and education fell from
4.7 percent of GDP in 1979 to only 2.7 percent in 1988.

(1) Social Conditions;

5. As in the rest of Latin America, social indicators did not suffer further deterioration
as a result of declining social expenditures, but some actually improved. In relation to
health, life expectancy rose from 57 to 63 years between 1980 and 1990 and infant mortality
declined from 75 to 56 per 1,000 live births in the same period. Nevertheless, El Salvador's
health indicators remain deficient. Largely as a result of low coverage of public health
services (56 percent of the population), death and morbidity remain unduly high, especially
due to pregnancy and birth complications, gastroenteritis, respiratory infections, and
communicable and infectious diseases, all strongly associated with poverty. About 60
percent of the deaths of children less than one year old are caused by diarrhea, caused by
lack of sanitation and inadeauate sanitary practices. Maternal mortality is 140/100,000, and
malnutrition affects 50 percent of children under five.

6. The inability of the public health system to achieve greater gains can be attributed to
financial constraints during the 1980s and weak management capacity at the MOH. During
the 1980s, MOH expenditures declined over 30 percent in real terms, with reductions taking
place mostly in capital expenditures. Consequently, the share of salaries increased from 75
to 84 percent between 1980 and 1984 in hospitals and from 55 to 94 percent between 1977
and 1989 in the rest of the system. This changing mix of MOH expenditures, coupled with a
lower absolute funding level, resulted in falling real salary levels and diminishing supplies of
drugs, materials, and equipment, and impeded the delivery of minimum quality services.
Public health expenditures remained unduly concentrated on curative care (over 46 percent of
the MOH budget in 1988), considering the country's epidemiological profile. Weak
management capacity at the MOH reflected in inadequate skills mix and distribution of staff,
with a shortage of nurses and auxiliary nurses, particularly in health posts and rural areas;
low productivity of service providers; and an inoperative referral system.

7. During the 1980s, education indicators in El Salvador did not improve significantly
and, in fact, some worsened. Illiteracy stood at about 30 percent in 1990, only 5 percent
less than in 1985. Today, primary school enrollment is at a low 78 percent, only 3 percent
above 1980. In addition, the education sector suffers from low internal efficiency. Dropout
rates increased from about 11 percent in the 1970s to 16 percent in 1986. At present, about
20 percent of primary school children repeat at least one grade. Like in health, the inability
of the public education system to provide quality basic services can be attributed to financial
and managerial constraints. Major managerial constraints include lack of information
systems, inadequate distribution of teachers (with a student:teacher ratio of 46:1 in urban
areas as opposed to 62:1 in rural areas), inadequate maintenance of physical facilities, and
low quality of the teaching-learning process.

2' See Annex 1, Section C for details on social sector background and issues.



8. Expenditures of the MOE declined about 40 percent in real terms during the 1980s.
Concurrently, the allocation of MOE resources changed significantly. leaving minimal
resources for investment and non-salary operational inputs such as the supply and
replacement of materials, facilities maintenance, and school and teacher supervision. T'he
share of salaries out of total current expenditures increased from 85 percent in 1973 to 96
percent in 1989. In 1990. the MOE spent less than US$1 per student/year on textbooks.
teaching materials, and other essential inputs even though the estimated requirement was
about US$6. Even though there was an increase in the share of basic education in the MOE
budget during the 1980s, provision of minimum quality services would require at least an
additional 8 percent of the current MOE budget.

(2) Poverty3
Graph 1

9. The little available data Constant GDP and Per Capita GDP Growth
indicate that the economic and 1979-1993 (1989= 100)
social crisis of the 1980s not only
led to a significant deterioration in 180
the overall level of welfare, but 170 - - -__-I
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was estimated to live in extreme 81979 1981 1983 1985 1987 1989 1991 1993

poverty (i.e., with incomes ear
insufficient to purchase a basic
food basket (BFB) yielding 2,200 calories per day), while another 20 and 30 percent of the
urban and rural population, respectively, had incomes insufficient to purchase two BFBs.
Although the rural/urban split of the population is approximately half, three-quarters of those
in the lowest quintile of the income distribution lived in rural areas in 1985. Concentration
of poverty in rural areas is due mainly to a skewed pattern of land ownership and lack of
employment opportunities. Land reform measures were stalled during the mid-1980s, partly
because of the conflict and the drastic fall in agricultural prices; presently, about one percent
of all land owners hold 50 percent of the land while 95 percent own about 30 percent. In
urban areas, the protracted economic recession of the 1980s probably contributed to make
poverty more persistent. While open unemployment in urbar. areas fell between 1985 and
1988 (from 17 to 9 percent), underemployment increased (from 34 to 50 percent), reflecting
an increase in informal sector employment (to 47 percent of the urban labor force in 1987)
and suggesting a more permanent drop in labor productivity. The migration of the rural poor
and of displaced persons to urban areas, the fall in real wages, and persistent

3t See Annex 1, Section B for historical data on poverty.
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underemployment contributed to worsening income inequalities: from 1977 to 1985, the
share of urban households' earned income going to the lowest quintile fell from 6 to 3
percent; meanwhile, the share of the highest quintile increased from 48 to 54 percent.

B. The 1989-1992 Structural Adjustment Program

10. A new Administration took office in 1989 and introduced a comprehensive
stabilization and adjustment program aimed at restoring internal and external equilibria,
which was supported by a Bank Structural Adjustment Loan (SAL) operation (Loan 3293-ES,
1991). The basic reforms addressed fundamental problems in the fiscal, trade, agricultural,
and financial sectors. In the fiscal area, reforms have addressed the need for raising
revenues, especially by simplifying the income tax structure, improving revenue collection,
establishing a special unit to monitor the largest tax contributors, and enacting a value-added
tax (VAT). The program also included the divestiture of assets of the parastatal marketing
companies, a measure aimed at improving die functioning of the market for agricultural
products. In the trade area, the exchange rate regime was unified and liberalized, the tariff
range was reduced from 0-290 percent to 5-30 percent, and the number of tariff rates cut
from 25 to 5. At the same time, most import and export permits were eliminated, export
incentives such as the duty drawback were created, and the number of tariff positions subject
to quantity controls was reduced to a minimum. In the financial market, the Government
eliminated all controls on commercial bank interest rates, three out of five state banks were
privatizeu, and three out of four savings and loans associations were recapitalized. The
effect of these reforms on the poor is discussed in Chapter III.

11. As a result of the economic policies of the new Administration, growth resumed and
the fiscal and external accounts improved (Table 1). In 1990, real GDP grew by 3.4
percent, the highest rate since 1978, while inflation declined from an average of 24.7 percent
in the 1985-89 period to 19.3 percent. Output continued to expand in 1991 (3.5 percent) and
1992 (4.8 percent), with an improved performance of the agricultural sector,4' which has
grown on average 4.7 percent p.a. in the 1990-92 period. The current account deficit before
official transfers declined in 1991, reflecting the continuing strong inflow of worker
remittances. In 1992, macroeconomic balances deteriorated somewhat. Sharp falls in
international commodity prices and higher imports caused the current account to worsen.
The non-financial public sector deficit widened to 4.1 percent of GDP. This was due to an
increase in the operating deficit of the electricity company, in part resulting from a prolonged
drought; expenditure overruns associated with a compensation scheme for coffee producers;
and unanticipated expenses related to the 1992 Peace AccordsY The shortfall in coffee
export taxes and delays in adjusting electricity tariffs and in taking measures to improve tax
administration also contributed to this deterioration. Inflation increased to 19.9 percent in
1992, reflecting the impact of higher domestic financing of the fiscal deficit, the enactment
of the VAT, and increases in electricity and water prices by 30 and 20 percent, respectively.

4/ Key measures implemented by the Government for its recovery have been: elimination of all domestic price
controls on basic grains, abolition of quantitative restrictions and introduction of a price band mechanism for corn
and rice imports, revision of the structure of coffee export taxes, and elimination of the monopoly powers of
agricultural parastatals.

5i The Government signed a Peace Accord with the Farabundo Marti National Liberation Front (FMLN) on January
16th, 1992 which was followed by a ceasefire on February 1, 1992.
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Table I
El Salvador - General Miacroeconomic Indicators

1980-1992
1980-82 1983-84 1 985-89 1990 1991 1 992 1993

Real Growth Rates
GDP(%) -7.5 1.5 1.6 3.4 3.5 4.8 5.0
Per capita GDP (%) -8.7 0.6 -0.2 1.3 17 2.9 3.1

Extemal Tr-ade
Exports Growth Rate -15.6 .7.8 -5 4 44.1 -1.6 11.2 9.6
Coffee Exports (% total) 55.6 60.2 60.7 44.7 37.3 25.3 26.1
Non-traditional Exports (% total) 32.1 28.9 33.0 49 1 53.i 63.6 65.3

Public Sector (% of GDPl
NFPS Balance" -10.7 -5.5 -1.9 -0.4 -2.5 -4.1 -2.0

Revenues 17.0 21.7 16.0 13.2 13.4 13.9 15.5

of whichTax 10.9 11.0 10.5 8.1 8.5 8.7 9.5
Expenditures 27.7 27.1 17.9 13.6 15.9 17.9 17.5

Investment (% of GDP)
Public Sector 6.8 4.3 3.1 2.3 2.5 3.4 3.3

Private Sector 6.4 7.3 9.9 9.5 11.3 12.8 13.4

Balance of Payments (% of GDP)
Resources Balance -3.4 -5.5 -7.2 -11.1 -12.5 -15.7 -16.0
Trade Balance -2.3 -5.1 -8.4 -12.6 -13.8 -16.8 -17.0
Worker Remittances 1.5 3.2 4.1 6.4 9.2 10.5 10.5

Current Acct. Balanceb -4.8 -5.8 -5.8 -6.6 -5.0 -5.8 -5.9

Prices
CPI (Avg. Ann. % Change) 14.6 12.4 23.3 24.0 14.4 11.2 18.8
CPI (Dec.-Dec. % Change) 14.5 12.3 24.7 19.3 9.8 19.9 12.1
Real Exchange Rate (1990=100) 122.4 98.6 103.2 100.0 95.0 93.8 84.7

Sources: Central Bank of El Salvador and staff estimates.
a Including grants.
bt Excluding grants.

A new 10-month stand-by arrangement was approved by the International Monetary Fund
(IMF) on May 10, 1993. The principal macroeconomic objectives attained in 1993 were
reducing annual inflation to 12 percent and lowering the non-financial public sector deficit to
less than 3 percent of GDP.

12. Since economic growth is a necessary but not sufficient condition for poverty
reduction, the Government also articulated a comprehensive poverty alleviation strategy
including, first, a social safety net to alleviate the impact of adjustment on the most
vulnerable groups in the short-term and second, improved access to basic social services,
especially pre-primary and primary education, PHC, and nutrition, to help the poor take
advantage of economic opportunities in the medium- to long-term (see a detailed discussion
of these initiatives in Chapter III). Public spending on social programs increased from 23
percent of total public expenditures in 1988 to 31 percent in 1992. However, the impact of
increased social spending has been limited by major structural constraints. The current
budget system is fragmented and budgetary allocations are largely determined by past
expenditure patterns. There is little flexibility to reallocate expenditures, particularly staff,
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13. The relative success of the 0.0%

economic and social programs in their Year
initial application has been reinforced I
by successful peace negotiations. This has generated improved expectations of a stable
economic enviromnent, thereby allowing an increase in private investment. In addition, the
Government has succeeded in reducing the stock of outstanding medium- and long-term
overdue obligations by about 39 percent, received an IMF upper tranche stand-by program,
renegotiated obligations through a Paris Club agreement, and became a signatory member of
the General Agreement on Tariffs and Trade. A second SAL was approved by the Board on
September 14, 1993.

II. POVERTY PROFILE

14. This chapter examines the current magnitude of poverty and presents a poverty profile
for El Salvador. Its purpose is threefold: first, to indicate who the poor are, where they
live, and their economic and social conditions; second, to provide a basis to assess the
appropriateness of the Government's poverty alleviation strategy; and third, to direct future
efforts.

A. 1992 Poverty Profrle: Data Sources and Methodological Approach

(1) Data Sources

15. The main empirical basis for constructing the poverty profile is the 1991-1992
National Household Survey (EHPM) carried out by MIPLAN in a sample of 18,954 urban
and rural households, hereafter referred to as the EHPM-92 survey.§' No attempt to assess
poverty trends is made, as previously constructed poverty lines are highly unreliable."!
There are two problems with this database for constructing the poverty line. The first is the
under-reporting of income, which leads to overestimating the extent of poverty. The second

6' Enjuesta de Hogares de Propi6sitos Miltiples. See Annex 2 for basic statistics for the EHPM-92 sample.

" See Annex 1, Section B for previous estimates and their methodological limitations.
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is the limited geographical coverage, which restricts regional analyses. However, this is the
first data set since 1985 to provide any information on living standards in both urban and
rural areas.

Graph 3
16. Income under-reporting El Salvador - Income & Expenditures Distribution
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17. In addition, reported Sourcecs: Gregoy, P., "Income Disribulion in El Salvador", Report

prepared for USAID, Sept 1992.remittances from abroad are ____r_d_for_U_______S_pt__1992_
severely underestimated in the EHPM-92 survey. As seen in Table 2, only 14 percent of the
households surveyed declared remittances during the reference month. The proportion of
households reporting remittances significantly increases with income level. This may reflect
a real trend, since the very poor are less likely to go abroad and send money back than the
less poor. However, the impact of remittances on family income is highest for the extremely
poor and lowest for the non-poor. Projecting average monthly remittances to annual
aggregate levels, the total remittances inflow amounts to only about US$149 million. This
figure is at odds with the official register of exchange operations for 1992, which recorded
about US$690 million from this category.

18. For the EHPM-92 survey, it is estimated that uncorrected income figures
underestimate national income by about 40 percent. To correct for this under-reporting and
construct the poverty profile, reported income data were adjusted for the 1990-91 ENIGF
and national accounts. In urban areas, this correction was based upon information on
expenditures and incomes for each decile of the income distribution, and in the case of rural
areas, by a comparison between the income projections from the EHPM-92 survey and
aggregate figures of d.e agricultural value added. Technical Appendix 1 describes the
procedures used to make these corrections. Graph 4 presents the resulting corrected income

8' The major advantages of consumption over income data are: (a) consumption data better captures the welfare
level of some groups whose incomes are difficult to estimate, such as self-employed farmers and those in the
informal sector; (b) people tend to provide more accurate responses to expenditure questions than to income
questions; and (c) expenditures tend to vary less than income and hence reflect better actual welfare levels.

2' The 1990-91 ENIGF was not used to construct the poverty profile because it has only urban coverage and did not
include social and employment characteristics of households and household members.



Table 2
El Salvador - Reported Remittances, 1992

. _______________________________ I Total Extremely Poor Poor | Non-Poor

Households reporting tie)' 13.8 7.1 12.4 19.5
Amount ('OO0s C.) 148.4 21.5 42.0 85.0
Remittances as % of family income' 51.2 73.1 65.4 44.2
Average remittances

(C.) 693.3 284.1 488.8 855.5
(US$) 86.7 35.5 61.I 106.9

Total remittances (OOOs US$)
Monthlyc 12,416.0 763.3 2,566.2 9,086.5
Annuallyd 148,991.0 9,159.01 30,794.4 109,038.0

Sources: MIPLAN, EHPM-92.
ay Percentage of households declaring receipts of remittances during the reference month.
"' For those families receiving remittances.

Average value of remittances times the number of households receiviing remittances.
d/ The above multiplied by 12.

distribution.
Graph 4

19. Limited geographical El Salvador - Distribution of Income By Deciles
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population as a result of long-term trends and the military conflict (Annex A, Section A), the
survey sampling frame is based on projections of the 1970 population census. Therefore it is
virually impossible to ensure a correct sample design since the distribution and size of the
universe are unknown.'L For these reasons, the poverty profile was constructed at the
national level for urban and rural areas and not disaggregated by region. The only exception

10/ The survey included 11,332 urban and 7,622 rural households. A preliminary assessment of the sample indicates
that it left about 20 percent of the country's population outside the survey.
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are estimates for the SSMA, which are compared with similar indicators obtained for other
urban areas.

(2) NMethodological Approach

20. A combination of two alternative methods is used here to measure the poverty level in
El Salvador. The first of these methods is the poverty line and the second, the degree of
satisfaction of basic needs. The poverty line method allows one to estimate extreme and
total poverty, the former corresponding to those individuals with an income level insufficient
to purchase one BFB and the latter to those whose income level is insufficient to purchase
two BFBs. This definition of the poverty line uses the cutoff point defined by the
Government, which is based on the cost of a minimum consumption basket corresponding to
the recommended daily calorie intake for El Salvador (2,200 calories) and other basic
necessities. The major advantage of this method is its simplicity, conveyed by the
identification of the poor with a single value. However, there are four basic problems
derived from measuring poverty based upon the poverty line criteria: (a) the magnitude of
poverty is highly dependent on the value adopted for the BFB, which is difficult to determine
accurately and update properly. According to alternative products and market values, there
are many possible ways of obtaining a minimum caloric intake. This problem becomes more
important when consumption baskets are not updated periodically to keep pace with changing
preferences and consumption habits or are not adjusted for regional variations in consumption
patterns or their prices;L' (b) this methodology does not allow additional distinctions among
various poverty groups, which may be important for policy-making purposes;L2' (c) the
value of the poverty line is very sensitive to cyclical income or price changes, whic-h do not
necessarily correspond to changes in the more permanent features of poverty; and (d) the
arbitrariness of the value defined to calculate the poverty benchmark based on the value of
the BFB or some multiple of it. This rather arbitrary convention, ruled by the practice of
empirical studies, involves very important quantitative consequences in terms of poverty
levels.

21. Since poverty is measured not just by consumption, the second method identifies the
lack of satisfaction of basic needs. Households are defined as poor if their housing,
medical, educational, and other needs are not met. This implies defining what needs will be
considered basic, what indicators will be chosen to represent the degree of dissatisfaction,
and what will be the critical level under which a household will be considered poor. In the
case of El Salvador, the Government has defined the following basic needs indicators: (a)
overcrowding (more than 3 people per bedroom); (b) children aged 7 to 10 years old not
attending school; and (c) lack of access to water and sanitation services. Any household with
one or more of these basic needs unmet is classified as poor. In general, the basic needs
method allows the identification of more permanent characteristics of poverty and thus is less
susceptible to cyclical income or price fluctuations. However, it disregards the fact that

"' The urban BFB was based on consumption patterns observed in 1967, while the rural BFB was estimated in
1976. They were updated in 1983, but, in the absence of new consumption studies, their basic composition and
underlying assumptions remained the same (see Technical Appendix 2).

I2/ The only possible distinction is between the poor and extreme poor, which is in itself dependent only on the value
assumed for the BFB.



- 10-

income level and access to employment ate the primary sources of poverty and involves
subjectivity in determining adequate levels of education, housing, and other services.

22. The combination of these two methods has advantages for policy analysis. First, it
diminishes the risk of over- or under-estimating the extent of poverty measured by the
standard poverty line methodology, a pitfall which may be basically due to deficient income
data and/or an unsuitable BFB. Second, it allows the introduction of a more detailed
classification of the population in terms of relative poverty. The combined method shows
the identification of four income groups as follows: (a) the poorest of the poor, or those
individuals with per capita income below the poverty line and with at least one unmet basic
need, designated "structural poor"; (b) those individuals with per capita income below the
poverty line but without unmet basic needs. Given that it is likely that their economic
situation and welfare will continue to deteriorate as a result of their low incomes, this group
has been designated "descendent poor"; (c) those individuals with per capita income above
the poverty line, but with at least one unmet basic need. This group has been designated
"ascendent poor". assuming that their relatively high income will allow them to overcome
poverty; and (d) those individuals with per capita income above the poverty line and without
unmet basic needs. This group has been designated "non-poor".

B. The Magnitude of Poverty

(1) Poverty Line Method Graph 5
El Salvador - Distribution of Poverty

23. Based on the standard BFB Poverty Line Method, 1992
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uncorrected income data produce an extreme poverty group three times greater than that
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estimated with corrected income figures, which is more operationally useful, particularly in
de^igning social safety nets."'

24. While the correction in EHPM-92 income data introduced here may scem drastic, the
comparison of average EHPM-92 per capita income with the equivalent concept based on
national accounts suggests that we are still under-estimating income. On average, our
correction increases urban and rural incomes by 16.4 percent and 17.6 percent, respectively.
This yields a national per capita income of C.511.8 per month (US$64)2-4 which is
equivalent to an annual income of C.6,142 (US$768). which is well below the estimated
GDP per capita of El Salvador (para. 2). This difference can be at least partly- attributed to
transfers and taxes, as well as to the usual caveats involved in calculating national income
levels based on the national accounts methodology. If uncorrected income figures were used
instead, the average estimated per capita income for the country would be C.5,262 (US$658)
(for details on income correction, see Technical Appendix 1).

Table 3
El Salvador - Poverty Line Alternative Measures, 1992

(% of Households)
l Urban Rural NationalI

Poverty Levels
Total Poverty!-' 43.1 (53.0)' 55.7 (66.0) 48.2 (59.0)
Extreme Poverty 6.9 (23.0) 14.3 (34.0) 9.9 (28.0)

Poverty Levels with BFB -10%
Total Poverty-' 36.6 50.8 42.3
Extreme Poverty 5.0 10.4 7.2

Poverty Levels with BFB + 10%
Total Poverty!' 47.1 60.9 52.6
Extreme Poverty 11.2 18.4 14.1

Sources: MIPLAN, EHPM-92.
!' Inclusive of extreme poverty.
b' Between parentheses, results with uncorrected income figures.

25. Table 3 also shows how sensitive the estimated poverty line is to changes in the BFB.
Holding income constant, a 10 percent increase in the value of the BFB would increase
national poverty by 4.4 percentage points. Similarly, a 10 percent decline in the value of the
BFB would reduce poverty by 6.5 percentage points. This also indicates that there is a
significant number of households around the poverty line, highlighting how important the
value chosen can be, and that a lot can probably be done at the margin to reduce poverty
levels in a relatively short time.

13 For 1992, poverty was defined as an income level that is insufficient to purchase two BFB, i.e., C.408 per month
for urban areas and C.239 per month in rural areas. Extreme poverty was defined as an income level that is
insufficient to purchase one BFB, or C.204 and C. 119 per month in urban and rural areas, respectively. The
exchange rate at the time of the survey was US$1 = C.8.

'4' This value is obtained weighing the average per capita income oy the respective share of rural and urban
individuals.
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Graph 6
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areas, the ratios are 3.5 and 9.4,
respectively (Graph 6).

Table 4
27. Head Count. According to the poverty line, El Salvador - Poverty Head Count
out of the 5.1 million Salvadorans, over 500,000 fall 1992
below the extreme poverty line and an additional 1.9 uper Poverty Line 1,953,000

million fall between the extreme poverty line and the Upper Poverty Line 1,900

higher poverty line. Adding the two groups, roughly Total Population S04,00
2.4 million people fall below the higher poverty line 5,100,000
(Table 4). Sources: MIPLAN, EHPM-92.

28. Urban and Rural Table 5
Distribution of Poverty. The El Salvador - Socioeconomic Indicators
incidence of poverty is highest Urban Areas, 1992
in rural areas where 61 percent Indicators SSMA lOther Urban Total

of the country's poor and 67 l - _ Urban

percent of the extremely poor Average household income&' 3,332.5 2,190.2 2,854.5
people live. All indications are Average per capita incomes' 826.4 566.6 659.1
that the SSMA has lower Aeaeprcpt noe 2. 6. 5.
poverty levels than other urban Unemployment rate 8.1 8.9 8.7
poverty (Tlevel thn Totaleroveba % Female-headed ht.dse.I.ds 30.9 36.5 32.3
areas (Table 5). Total poverty Average household size 5.4 6.0 5.9

in the SSMA affects 33 percent Total poverty-b 32.6 44.3 43.1

44 percent forsehos otered u n Extreme povertyk' 4.9 7.8 6.9
44 percent for other urban
areas. Similarly, only 5 Sources: MIPLAN, EHPM-92.

percent of the households are W Monthly, in C.

extremely poor in the SSMA, b According to the poverty line criteria.
compared to 8 percent in other urban areas. In addition, the SSMA average household
income and per capita income are 52 and 46 percent higher, respectively, than in other urban
areas, and the SSMA holds a slightly lower unemployment rate, a smaller proportion of
female-headed households, and a lower average household size. This evidence indicates that
the number of poor in the SSMA is lower than in other areas of the country, despite
comprising 28 percent of the country's population.
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(2) Basic Needs Method Graph 7
El Salvador - Distribution of Poverty

29. Using the basic needs Basic Needs Method, 1992
method (para. 21) and Bdlk URBA RURAL

Government indicators, poverty Needs (19.4

affects 54 percent of the (N-2) 'ls- {

households at the national level. Needs MetNo

including 36 percent of urban (63.)
households and 81 percent of ( 8 iO UWmet

rural households (Graph 7).
While these results are not NATNAL
completely compatible with those
obtained by the poverty line Ne eds Met Note: Numbers In parentheses
method, they do confirm first, Unmet (4f.) are % of households

that poverty is severe in El ,,,
Salvador, and second, that it is
predominantly rural. Source= MIPLA_, EBPM-92.

(3) Poverty Estimates with Combined Methodology

30. Combining the poverty line Graph 8
and the basic needs methodologies El Salvador - Distribution of Poverty
allows one to obtain an empirical Combined Method, 1992
measure of the four basic

soiocooicgrup paa.22.URBAN Structural Non-Poor RURALsocioeconomic groups (para. 22). Poor (12.2>)a__

As shown in Graph 8, poverty in Non - (24.1 Stn

general, and extreme poverty in Nendent f9)Poor

particular, are predominantly P Doorndl (49.t

rural. The urban poor are fewer (19) Ascendent

and generally less poor than their Poor

rural counterparts. The (12>endnt Descendent

structural poor are the poorest of NATION Poor

the poor, with per capita income Non-Poor Poor

below the poverty line and at least (31.6) P4.1

one unmet basic need (34 percent
of the households at the national Aseendent aNote: NumbersInparets
level) continue to reside or oar
overwhelmingly in rural areas. (14.1

Their average per capita income is
about one-fourth that of a non-poor household. The large proportion of households in
structural poverty underscores the chronic nature of the problem, determined by the strucure
of the economy, the country's factor endowments, and over 12 years of military conflict. It
is likely that a portion of this group has been directly affected by adjustnent, such as those
in the cities subject to increased food prices, while those in rural areas have been less
affected because they are too marginalized from production and public expenditures.

31. The second poorest group, the descendent poor, or those individuals with per capita
income below the poverty line but with their basic needs met, represent 14 percent of the
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households at the national level, probably as a consequence of a disadvantaged position in the
labor market, and are mostly located in urban areas. Their average per capita income is
about 26 percent that of a non-poor household. While it is unknown whether this group has
only recently fallen into poverty, it could be composed of the newly poor resulting from
adjustment policies, such as retrenched workers affected by austerity measures or shifts in
production or the borderline poor pushed over by changes in the availability and prices of
major items of consumption. Some poor people, particularly in rural areas, have started to
take advantage of the economic opportunities afforded by the Government's stabilization and
adjustment program (paras. 57-_1s). These are the ascendent poor, or those individuals with
per capita income above the poverty line but with at least one unmet basic need.
Considering their relatively high income (68 percent of that of the non-poor in per capita
terms), expanding the provision of basic services to this group, which comprises over 20
percent of the households at the national level, would bring about a significant reduction in
poverty. Finally, the non-poor constitute about 32 percent of the households at the national
level, including 45 percent of the urban households and 12 percent of the rural households.

C. Characteristics of the Poverty Groups

32. There are several features of all poor households vis-a-vis the rnn-poor (Table 6).
They tend to be larger and have more children, and consequently higher economic
dependency ratios, making their welfare level very much dependent upon the labor market
position of the main income-earner. Poor households have significantly lower social
indicators than the non-poor. Overall, they have higher illiteracy rates and low educational
attainment, live in overcrowded conditions, lack access to water and sanitation, and a large
proportion of their school-age children are out of school. Those living in rural areas show
the worst social indicators. Poor female-headed households make up a larger share of poor
households compared to the non-poor in urban areas, but this pattern does not hold for rural
areas. There is no observable difference in the weekly working hours between the poor and
the non-poor, except in rural areas, and the poor's labor force participation is lower. The
poor are also engaged in greater proportion than the non-poor in tradable agriculture or the
informal sector and suffer from a greater chance of unemployment and underemployment.

(1) Employment and Productivity

33. Trends. In El Salvador, poverty is a problem of low productivity resulting in low
incomes. The causes of low productivity are inadequate participation in the labor market,
insufficient human capital, and lack of access to physical assets and financial capital. The
labor market data show that all poor groups (except the ascendent poor) have lower labor
force participation rates and higher open unemployment than the non-poor (Table 7).

34. Available indicators suggest that while labor force participation increased"' in urban
areas and real wages declined, the overall level of open unemployment has not increased
since the late 1980s (Annex A, Section B). Unemployment remained at about 10 percent in
urban areas and declined significantly in rural areas from 16 percent in 1985 to 10.3 percent

DV Between 1986 and 1991, male labor force participation increased from 62.5 percent to 64.2 percent, and female
labor force participation increased from 40.2 percent to 43.1 percent. Gregory, P., 'The Labor Market in El
Q.I-A-w" Ai-ft TT4ZAM 1Q00
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Table 6
El Salvador - Key Characteristics of the Poor, 1992

Sr I uctural Poor Descendent Poor | Ascendent Poor Non-Poor

Indicator U R I N U R N U R N | U i RI N

Income

Per capita income' 250 148 190 288 154 262 676 486 551 1.005 639 947

Hourly wage raEe 5.2 4.2 4 6 6.1 4 0 5.7 6.7 5 6 6 0 10 0 5.7 9.3

Household (HH)
Female-headed HR (%) 39.2 22.6 32.2 36.7 26.5 34.7 28.9 20.1 23.3 27.9 23.4 27.2

Average HH size 6.6 7.0 6.8 5.6 6 0 5.7 5.4 6.1 5.8 4.9 5.3 5.0

No. of children < 10 1.7 2.1 1.9 1.2 1.3 1.2 0.9 1 2 1.1 0.7 0.8 0.7

Labor Force
Participation rate 48.5 44.9 46.4 44.5 40.9 43.8 61.6 55.2 57.4 57.9 52.0 57.0

% in tradables 46.3 81.2 67.0 35.8 69.5 42.3 36.5 74.5 61.5 23.7 60.1 29.4

% in agriculture 25.8 72.9 53.7 12.0 57.5 20.8 14.8 68.8 50.4 4.8 46.8 11.4

% in informal sector 62.0 -- -- 61.7 -- -- 52.8 -- -- 38.6 -- --

Unemployment rate 13.6 13.3 13.4 12.8 14.5 13.1 4.8 5.8 5.5 4.5 4.2 4.4

% Head of householdunemployed 7.3 6.6 6.9 6.5 7.1 6.6 2.5 2.3 2.4 1.6 1.4 1.6

% Underemploymenth 52.9 -- -- 46.1 - -- 34.9 -- -- 22.9 - --

Education
Illiteracy rate 10 yrs. or older 27.2 42.4 36.2 16.6 29.2 19.0 18.7 33.8 28.6 7.8 25.2 10.5

Average years schooling
- Males 4.3 2.5 3.2 6.3 4.0 5.9 5.7 3.2 4.1 9.2 4.6 8.5
- Females 3.9 2.3 3.0 5.3 3.7 5.0 5.1 3.1 3.8 8.0 4.3 7.4

Children out of school" 27.0 38.7 33.9 0 0 0 18.6 31.2 26.9 0 0 0

Access to Services & Housing

% HH with water 49.1 30.3 38.2 100 100 100 51.8 30.2 38.0 100 100 100
% HR with sanitation 16.5 1.4 7.8 57.5 5.3 47.5 25.9 1.3 10.2 77.0 9.5 66.5

No. people per bedroom 4.6 5.1 4.9 1.9 2.3 2.0 3.6 3.8 3.7 1.3 1.9 1.5

Sources: MIPLAN. EHPM-92.
-- Not available.

a, C. per month.
h' Working less than 36 hours per week and willing to work longer, plus those under the minimum wage, expressed as a

proportion of the employed.
As proportion of children aged 7 to 10 years.

in 1992. As in the past, the poor suffer significantly higher unemployment rates than the
non-poor (for both males and females), except among the ascendent poor. Unemployment in
rural areas appears unexpectedly high compared to urban areas, even though the survey was
applied during the coffee harvest season. This finding could be explained by an increase in
labor supply that surpassed the increase in labor demand. Alternatively, it may also be the
result of applying the same questionnaire to rural and urban residents, which is not likely to
pick up information on the peculiarities of job search in rural areas. For instance, rural
labor markets are commonly characterized by a larger proportion of unpaid family workers,
who may declare themselves as unemployed considering the prospects for obtaining a part-
time remunerated job. However, this result may be also indicative of the inability of the
agricultural sector to generate adequate employment opportunities. Finally, although the
poor are characterized by higher lay-off rates - implying that the turnover rate is higher
among them - the duration of the unemployment spell is significantly higher among the non-
poor. While this could be associated with higher human capital among the non-poor, it
probably reflects the fact that the poor cannot afford a longer search period.
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Table 7
El Salvado; Labor Force Participation and Unemployment by Sex, 192

- Indicator/ Structural Poor Descendent Poor Ascendent Poor Non-Poor
l Sex U |L R L R N U i R N U R |N

Labor Force
Participation 48 5 44.9 46.4 44.5 40.9 43.8 61.6 55 2 57.4 57.9 52.0 57.0

Males 64.8 71 9 69 0 57 9 66.0 59.5 74.6 79.6 77.9 67.1 74.9 68.5
Females 35.3 20 5 27.0 34.0 20.1 31.4 49.7 30.0 37.1 50.4 30.3 47.4

Unempl. Rates 13 t 13.3 13.4 12.8 14.5 13.1 4.8 5.8 5.5 4.5 4.2 4.4
Males 14.6 12.6 13.3 13.9 !4 2 14.0 4.9 5.7 5.4 4.7 4.3 4.5
Females 1'.1 15.4 13.6 11.4 15.1 13.0 4.6 5.9 S.6 4.2 4.0 4.1

Sources: NIIPLAN, El{PNI-92.

35. More significant is the difference in labor force participation between poor and non-
poor females in both urban and rural areas, suggesting that there is a large imbalance
between household needs for additional income and the cost to the household of obtaining it.
This finding confirms that poor females face greater demands on their time as a result of a
large number of small children to care for, lack of access to basic services (particularly water
and sanitation), and the need to obtain cooking fuel (mostly wood, see para. 53).

36. Labor Markets. While the lower labor supply of structural and descendent poor
males in both urban and rural areas is likely to be affected by other variables, such as formal
schooling, training, and marital status, the rate of discouraged labor - i.e., those declaring
that they would join the labor force if they believed there was a probability of getting a job
- is also higher among these groups (24 percent compared to 20 percent for the non-poor).
This suggests that in spite of relatively high rates of economic growth in agriculture,
manufacturing, and mining (para. 57), and increasing private sector investment (Table 1), the
poor do not seem to perceive improved employment opportunities. This could imply that the
growth pattern is not enabling the poor to improve their income-earning opportunities, i.e., it
is biased against the demand for unskilled labor; that there are regulatory policies that tend to
raise the cost of labor and thus reduce employment, such as labor market regulations,
minimum wage legislation, and job security regulations, especially in the fornal sector; or
that there is inadequate labor market infonnation available to the poor. Aware of the
existence of labor market imperfections, the Government has started to revise the existing
Labor Code. An in-depth analysis of these issues is beyond the scope of this report, and will
be specifically addressed by the Bank's next Country Economic Memorandum for El
Salvador (FY95).

37. An analysis of the determinants of the probability of unemployment indicates that
working in the tradables sector has a positive effect on the probability of being employed
regardless of gender and place of residence. Working in tradables increases the probability
of employment by 3 percent for urban males and by 1 percent for urban females. Similar
coefficients for rural males and females show an increase in the probability of being
employed of 4 and 2 percent, respectively. Insufficient human capital is another determinant
of unemployment in both urban and rural areas, particularly for males. Thus, an additional
year of schooling increases a male's probability of being employed by over 1 percent. The
impact of schooling on female unemployment is smaller (0.5 percent), probably reflecting
limited income-earning opportunities for women. In both urban and rural areas, the positive
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Table 8
El Salvador - Labor Market Characteristics, 1992

Structural Descendent Ascendent N'o- Total
Poor Poor Poor Poor

U R N U R N U R N U R N U R N

Emoloyment ( %)
In Tradables 46.3 81.2 67.0 35.8 69.5 42.3 36.5 74 s 61.5 23.7 bO.1 29.6 32.0 76.6 51.7
In Agriculture 25.8 72.9 53.7 12.0 57.5 20.8 14.8 63.8 47.1 4.8 46.8 11.4 13.7 66.9 37.1
Informal Sector 62.0 -- - 61.7 --- 5.8 -- 38.6 -- 5.7 --

% in services 59.8 -- -- 54.3 -- -- 51.2 --- 53.2 -- -- 55.1 --

% in manufacturing 14.9 -- -- 19.3 .-- - 16.5 -20.4 -- -- 18.1 -- -

Public Sectoe 11.4 4.2 7.1 18.3 6.1 15.9 19.8 8.0 12.0 35.4 8.1 31.0 25.1 5 8 16.5
Un-PaidFamily Workers 12.9 13.1 13.0 13.6 13.9 13.7 6.0 9.8 8.5 4.4 17.7 6.5 8.9 14.2 11.2
Average Hours Worked (week) 46.9 42.7 44.4 48.0 45.8 47.6 48.1 44.7 45.9 48.6 46.3 48.2 47.9 43.8 46.1
Hours Worked Self-Employed (week) 51.1 50.0 50.0 52.1 48.3 51.4 49.7 46.5 47.6 48.9 47.0 48.6 50.2 48.6 19.5

AverageSchooling(years) 4.1 2.4 3.1 5.7 3.8 5.3 5.4 3.1 3.9 8.4 4.4 7.8 6.1 2.9 4.7
Employed
-Modem S. 4.9 -- -- 7.3 -- -- 6.8 -- -- 11.5 -- -- 8.1 -- --

-Informal S. 3.6 -- -- 5.1 -- -- 4.5 -- -- 6.3 -- -- 5.0 -- --

-Self-Employed 3.6 2.6 3.0 4.2 3.0 4.0 3.9 2.8 3.2 6.1 4.1 5.8 4.7 2.8 3.9
-Unemployed 4.8 2.5 3.4 7.5 4.6 6.9 6.8 3.6 4.7 10.3 5.6 9.6 7.7 3.2 5.7

Underemployment (9c)
Visible' 5.4 -- -- 4.8 -- -- 4.2 -- -- 2.8 -- -- 4.1 -- --

Invisibled 52.9 -- -- 46.1 -- -- 34.9 -- -- 22.9 -- -- 37.8 -- --

Lay-off Rate (%)' 11.5 -- -- 10.4 -- -- 3.7 -- -- 3.0 -- -- 7.0 -- --

Unemploved + than I Year (%)f 12.8 9.0 10.6 22.0 12.8 18.3 24.4 11.1 15.6 26.2 17.6 24.9 21.1 10.6 16.5

Hourly Labor Income (C.) (employed)
-Average 5.2 4.2 4.6 6.1 4.0 5.7 6.7 5.6 6.0 10.0 5.7 9.3 7.4 4.7 6.2
-Public Employees 7.1 5.6 6.2 9.2 5.9 8.6 9.4 7.9 8.4 12.0 9.1 11.5 6.7 6.6 6.6
-Private (Wage labor) 5.0 4.2 4.4 5.4 3.9 4.9 6.1 5.4 5.7 8.8 5.5 7.9 7.4 4.6 2.6
-Self-Employed 3.6 2.4 2.6 4.2 2.8 3.8 5.0 3.9 4.2 6.9 5.0 6.0 3.9 3.1 4.3

Sources: MIPLAN. EHPM-92.
a/ Figures are proportions of the total employment.
b/ Expressed as a proportion of the total modem sector employment.
c/ Those working less than 36 hours a week and willing to work longer, expressed as a proportion of the employed.
d/ Visible underemployed plus those under the minimum wage, expressed as a proportion of the employed.
e/ Those unemployed that had held a job before.
fU Expressed as a proportion of the unemployed.

- Not available.
Note: Modem sector includes wage labor in firms more than 5 employees. Informal sector includes employed in firms with 5 or

less employees, excluding independent professionals.

effect on the probability of employment of being in tradables industries and having more
schooling are higher for the structural poor tLan for the non-poor. These results indicate that
an outward-oriented economy based on tradables activities would probably exert positive
effects on total employment, thereby diminishing unemployment and underemployment. At
the same time, expanding the access of the poor to schooling would also be probably
beneficial to the reduction of unemployment in the long run.

38. Labor Conditions of the Urban Poor. The urban poor are also characterized by
significantly higher underemployment than the non-poor. Visible underemployment is
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relatively low, but invisible underemployment-L' appears to be high, particularly among the
structural and descendent poor, indicating more a problem of low incomes (and hence
productivity) than a problem associated with a lack of employment. This is closely related to
where they work. The urban poor are mainlv concentrated in the infonnal sector0' as self-
employed and unpaid family workers, engaged in services (mainly commerce), cottage
manufacturing and agriculture. Those in the informal sector are characterized by
substantially lower forma' education, and theretbre probably have meager basic skills. In
addition. and as a reflection of their low human capital endowments, their hourly labor
earnings are almost 25 percent lower than the bourly wage rates in the formal private sector.
The low productivity of informal sector employment is also indicated by the extremely high
proportion of invisible underemployment among structural and descendent poor in the
informal sector.

Graph 9
39. Unfortunately, no data are San Salvador - Official Minimum Real Wage Index
available to examine the actual 1978-1992
evolution of real wages of urban
workers. The only available series 120
refer to the trends in real minimum -- -
wages for San Salvador, which
indicate that the sh rp decline . ndj v&sez< c
occurring during the 1980s seems to o 90------------ ------ ------- Cr
have been halted (Graph 9). As only X 80 -- - -------------- --------------
about 12 percent of urban workers 70 1...... -- ...-.
(mostly in the informal sector) report x 60+

earnings below the minimum _ 6.
wage,"-' these trends represent a 50 -------- ------------- ...........
limited proportion of the labor force. 40 .- ------------

40. The importance of informal 78 79 80 81 82 83 e 85 86 87 88 89 90 91 92

sector employment as the main Year
source of income generation for the
urban poor has continued expanding since the mid-1980s to reach 52 percent of the urban
labor force today. Clearly, reduction of urban poverty is an issue intrinsically related to the
environment within which both formal and informal sector businesses operate and to their
employment conditions.

41. Labor Conditions of the Rural Poor. In rural areas, the poor are overwhelmingly
employed in agriculture (70 percent of rural employment) as either self-employed farmers (39

16 Visible underemploy.nent is defined as those working less than 36 hours a week and willing to work more hours,
as a proportion of the employed. Invisible underemployment is defined as those visibly underemployed plus those
earning less than the minimum wage.

'" Our definition of the informal sector excludes professional self-employed individuals, such as lawyers, dentists
and medical doctors.

28' Minimum wages are set according to Article 145 of the Labor Code by the Minimum Wage Council, which is
composed of one representative each of the Ministries of Labor and Economy, two representatives of the business
--ot- -nA "t ^rcnttUcrf thi workrers-
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percent) or wage workers (61 Table 9
percent). While this data set does El Salvador - Basic Grain Prices
not distinguish whether they work 1989-1991a
in production for export crops or Year C , Sh 
for the domestic market, a large 1989 840 69 7 org3u1 R
majority of the self-employed is
engaged in basic grains 1990 8.50 6.92 7.88 31.90

engaged ~~~~~~~~~1990 8.50 6.05192 18
agriculture (Annex A, Section B). 1 8.50 7.05 11.36 31.X7
Hourly labor earnings among the Sources: MIPLAN, Evoluci6n Econ6rnica Y Social 199I
employed rural poor are the June 1992, El Salvador.

a Real producer prices (C. per quintal).lowest in the country, particularly
among the structural and descendent poor, whose hourly wage rates are about 28 percent
lower thaii those of the rural non-poor. Among the rural poor, all indications are that the
self-employed are worse off than salaried workers, since their average hourly earnings are
about 35 percent lower than those in salaried employment. However, this does not take into
account in-kind income to which farmers have access. The opening of the economy and the
attainment of higher real exchange rates may exert a significantly positive effect on the
incomes of the rural poor, especially through the relative increase in agricultural product
prices. As a result of government policies, trends in real producer prices and production of
basic grains suggest that there has been an improvement in smallholder incomes. As shown
in Table 9, producer prices for basic grains in real terms have increased. Production of
beans, rice, and sorghum increased by 39.0, 8.3 and 1.4 percent, respectively, between the
1999-91 and the 1991-92 harvests. This increase was due to both expansion in the land
devoted to these crops (by 30,000 manzanas or 21,000 ha.) and to improved productivity for
rice and beans.)' Agricultural policies have only recently started to address the issue of
low productivity of small farrmers through the expansion of extension services and
research.2L' In the design of these programs, the high illiteracy rates and low educational
attaimment of their target population iueed to be considered (Table 6, p. 15).

42. No data are available to examine the evolution of real wages in rural areas. As
shown in Graph 10, the decline in real minimum wages of agricultural, coffee, and
sugar/cotton workers of the 1980s seems to have been halted. In 1992, about 20 percent of
rural workers (mostly engaged in agriculture) report earnings below the minimum wage.
Therefore, these figures are representative of only about one-fifth of the rural labor force.

43. Lack of access to land and an inadequate rural financing system have been identified
as major constraints for poor farmers in El Salvador. Access to land, a root cause of the
military conflict, remains a festering issue. A decade after the land reform program began,
87 percent of farmers still cultivate basic subsistence crops on holdings of 3 ha. or less (25
percent of total farmed area) while the top 3 percent of farmers work 44 percent of the land,
growing mostly export-oriented crops (coffee, sugar, cotton) and raising I estock in holdings
larger than 30 ha. In 1991, the Small Rural Property Law created the Land Bank to buy and
resell land at market rates. With support from the U.S. Agency for International

!2' Improved productivity resulted from the introduction by farmers of new varieties with support of the Agricultural
Technology Center.

' According to a 1989 Ministry of Agriculture survey, only 6 percent of small farmers received extension services.
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Development (USAID) and the European Graph 10
Economic Community (EEC), the Land El Salvador - Official Agricultural
Bank has transferred about 4,500 ha. at a Minimum Real Wage Index, 1978-1992
cost of about US$4 million to about
2,200 peasants, mostly in National 160

Reconstruction Plan (NRP) municipalities 4
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Agreements.3 1 The Government, as 120 - -- -- __ _--
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responsible for land financing, titling, Year
and registration. In order to address rural financing issues, the Government has completed a
diagnostic study on rural credit delivery systems to lay the groundwork for the preparation
and implementation of an action plan for their reform.

44. Returns to Education. According to human capital propositions, schooling has a
positive effect on earnings because it enhances worker productivity. Results obtained from
wage functions show relatively high private returns to schooling in El Salvador. For urban
males, the rate of return to schooling is about 8.5 percent, ranging from 9.8 percent among
the non-poor to 4.1 percent among the structural poor. In the case of urban females, the rate
of return to schooling is about 7.6 percent, ranging from 8.2 percent among the non-poor to
2.5 percent among the structural poor. In rural areas, the rates of return to schooling for
males and females are 7.1 and 5.8 percent, respectively. The different returns to education
between poor and non-poor workers reflect the fact that the poor typically perform jobs
characterized by little skill development needs and flat wage profiles. In turn, since the poor
have little education, they are unable to enter jobs that provide opportunities for career
advancement and therefore better pay, thereby reproducing a vicious cycle of poverty. In
addition, these differences may be influenced by the lower quality of the schooling received
by the poor, a hypothesis that cannot be tested with available information but quite plausible
given the status of education services in the country (Annex A, paras. 32-36).

(2) Access to Basic Social Services

45. Population. Rapid population growth and poverty are mutually reinforcing
conditions. Because of low levels of education, low incomes, and supply constraints,
usage/availability of family planning is limited (47 percent coverage nationally, 34 percent in
rural areas). Fertility is still higher than the average for Latin America (4.2 compared to

2" The NRP was designed to lay the foundation of national unity while creating the conditions necessary for
economic and social recovery in the most affected municipalities. Its major programs are: (i) restoring basic
infrastructure and services in its municipalides, (ii) reinsertion of ex-combatants into civilian life, (iii) strengthening
democratic institutions, and (iv) technical assistance to support NRP implementation.
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3.1) as is the annual population growth rate (2.7 percent p.a. compared to 2.2 percent).
Massive out-country migration during the 1980s curbed the growth of the resident population
to 1.4 percent p.a. in the 1978-88 period. However, with the return to peace, migration is
likely to decline, population pressure is likely to increase, and the problems of inappropriate
land and resource use, deforestation, and soil erosion are likely to worsen (para. 53).
Increased access to family planning can be a very effective means to reduce the high
maternal and child mortality rates (para. 5), as it would reduct the number of women and
children at risk as well as the number of high-risk pregnancies. Under these circumstances,
a decline in fertility would also ease the burden of social services provision, increase
opportunities for women to engage in non-domestic activities which could raise their family
income, and contribute to curb environmental degradation.

46. Health and Nutrition. While the EHPM-92 survey does not provide data to assess
the health status of the poor, it provides some useful information for policy-making. About
one-quarter of those ill during the month prior to the survey, across the income distribution,
reported use of some health care services. The use of public health services is highest
among the poor, particularly in rural areas. Among the poor who sought modern health
care, 73 percent of the structural poor, 63 percent of the descendent poor, and 59 percent of
the ascendent poor resorted to public health services. At the same time, over 40 percent of
the urban non-poor and 50 percent of the rural non-poor also received care from the public
sector. The relatively high use by the non-poor of public health services suggests the
feasibility of implementing cost-recovery measures to help finance the provision of health
services for those more in need. However, such a policy should be combined with improved
quality of services, as 15 percent of the respondents across all income groups indicated the
low quality of care as the reason for not requesting services and another 4 percent cited long
waiting time.

Table 10
El Salvador - Coverage of Food Assistance Programs, 1992

M

Structural Poor Descendent Poor Ascendent Poor Non-Poor
Program U |U |R U R U R

In School Feeding
Programa' 9.6 32.1 8.0 26.0 9.8 31.5 4.9 27.6
[In Other Feeding I :_ ___ _
Programw 4.9 10.0 2.4 8.3 3.8 8.4 1.1 7.4

a/ Expressed as a proportion of those children attending school.
bl Expressed as a proportion of the population of each group.

47. Considering that about 50 percent of children under five years of age suffer from
malnutrition (an estimated 436,000 children in 1990), especially among those aged between
12 and 24 months, coverage of nutrition assistance programs is insufficient. Table 10 shows
coverage of school feeding programs (school lunches and fortified cookies) and of other food
assistance programs such as those operated by MOH, non-governmental organizations
(NGOs), the National Commission for the Rehabilitation of Areas (CONARA), the National
Commission for Displaced Persons (CONADES) and Acci6n Cfvica Militar. The rationale
for school feeding programs in El Salvador fits well with the need to improve learning and
school attendance anC provides incentives for parents to send their children to school. If
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children come to school hungry (whether they are malnourished or not), this will interfere
with learning and increase their probability of repetition and dropout. Although in general
the school feeding programs appear adequately targeted to rural areas, they do not
discriminate well between the non-poor and the three poor groups, indicating a need for
refined targeting instruments. The other food assistance programs seem to be targeting the
poorest groups, but leakages have been observed, particularly in rural areas. However, it is
unclear whether their objective is to alleviate poverty by transferring food or to prevent or
cure malnutrition, defined physiologically. Food distribution programs may be effective if
combined with health care but not otherwise. In El Salvador, only the MOH and some NGO
programs target the groups most at risk of malnutrition (women and young children),

48. Education. The results of the EHPM-92 survey clearly demonstrate that education
levels are strongly related to poverty. As shown in Table 6 (p. 15), the percentage of
illiterates among the poor aged 10 years old and over is strikingly high in rural areas.
Moreover, in rural areas, the poor who ever attended school show an average educational
attainment insufficient to ensure functional literacy, which normally requires four years of
basic education. In urban areas, illiteracy among the poor is two to three times higher than
among the non-poor. The urban poor who ever attended school also received substantially
less education than their non-poor counterparts. Thus, the average schooling attained by the
non-poor, at 8.4 years, is between 2 and 3 years more than those of the different poverty
groups.

Table 11
El Salvador - Educational Characteristics, 1992

Structural Poor Descendent Ascendent Poor Non-Poor
_ _ _ j ~~~~~~~PoorRi_

U I R U I R U R U| R

Not Attendine_
(pop. 7 and +)

< 15 23.9 37.1 0.0 0.0 21.6 31.0 0.0 0.0
* 10 27.0 38.7 0.0 0.0 18.6 31.2 0.0 0.0

Average Schooling
> 10 4.1 2.4 5.7 3.8 5.4 3.1 8.4 4.4
Heads of Household 3.3 1.7 4.9 2.2 4.4 2.2 8.6 3.0
Males 4.3 2.5 6.3 4.0 5.7 3.2 9.2 4.6
Females 3.9 2.3 5.3 3.7 5.1 3.1 8.0 4.3

Reasons for not
Attending Schoolb'

Working 6.9 6.7 0.0 0.0 19.0 11.5 0.0 0.0
Distance 1.5 8.3 0.0 0.0 2.2 5.3 0.0 0.0
Uninterested 21.1 19.4 0.0 0.0 20.4 24.2 0.0 0.0
Lack of Money 37.1 36.7 0.0 0.0 22.3 24.5 0.0 0.0

a/ Expressed as a proportion of the corresponding population (seven and older
and less than 15 (or ten) years old).

bl Expressed as a proportion of the group seven and older and less than 15
years old not attending school.



- 23 -

49. In addition, as shown in Table I 1, there is a high proportion of school-age children
not attending school among the poor, which perpetuates the pattern of insufficient
accumulation of human capital for the future. Although lack of school attendance is highest
among the rural poor, this is also a problem among the urban poor. As can be expected,
distance to school and lack of money (for fees, transportation, textbooks, etc.) as proxies for
access to services are important factors for low enrollment among poor children. In
addition, the large proportion of children not attending school because of disinterest reveals
that large numbers of urban and rural parents do not perceive any benefits in educating their
children. This finding suggests that besides inadequate supply of schooling, low quality of
schooling may also be a major factor at play, and that increasing coverage and improving the
quality and internal efficiency of the primary school system should be the focus of
educational policy. It also suggests that improving the targeting of school feeding programs
(para. 47) or other incentives could play an important role in increasing the demand for
schooling and educational attainment among the poor.

Table 12
El Salvador - Basic Infrastructure and Housing, 1992

(% ) _ _ _ _ _

Structural Poor | Descendent Poor Ascendent Poor Non-Poor
U |R I N' U| N U R I N U I R|N

Access to Basic
Infrastructure'

Water 49.1 30.3 38.2 100.0 100.0 100.0 51.8 30.2 38.0 100.0 100.0 100.0
Electricity 77.6 29.6 49.8 96.3 72.5 91.7 88.2 44.2 60.1 99.2 79.4 98.0

Sanitation 75 3 47.2 59.1 100.0 100.0 100.0 73.2 52.4 59.8 100.0 100.0 100.0

Housin_.
Substandard 2.0 6.4 4.5 4.5 11.4 5.8 1.3 3.4 2.6 0.0 0.0 0.0
housing"
Overcrowding 73.0 73.7 73.4 0.0 0.0 0.0 44.0 52.8 49.6 0.0 0.0 0.0

Persons per 4.6 5.1 4.9 1.9 2.3 2.0 3.6 3.8 3.7 L3 1.9 1.5
Room

a Percentage of people with access to the corresponding service.
h Temporary dwellings.

(3) Basic Infrastructure and Housing

50. Information on access to basic services (Table 12) reveals another dimension of the
difficult living conditions of the poor, particularly in rural areas.M Only about half of the
urban poor have access to clean water; this proportion is reduced to only one-third in the
case of the rural poor. Among the urban poor, about 25 percent lack sanitation services; this
proportion increases to 50 percent of the rural poor. With regard to electricity, there is an
even more significant difference between rural and urban areas, since coverage among the
urban poor is relatively high (close to 80 percent). Living in overcrowded conditions
characterizes almost two-thirds of the structural poor and about half of the ascendent poor,
without significant differences between rural and urban areas. .Xt odds with previous
estimates (see Annex A, paras. 27-28), only a small proportion of the poor in both urban and

W See Annex 1. Secptin Cr for hbakground on access to social infrastructure and housina.
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rural areas live in substandard dwellings such as temporary housing or squatter settlements,
suggesting the need to assign a higher priority to the provision of basic infrastructure services
over housing.

(4) Summary

51. The preceding sections have described the main characteristics of the poor. In
summary, the most important conclusions of the poverty profile for El Salvador are:

(a) The incidence of poverty is highest in rural areas, with 61 percent of the
country's poor and 67 of the extreme poor;

(b) The incidence of poverty is lowest in the SSMA. Despite its size, it comprises
about 24 percent of the country's poor and 14 percent of the extreme poor;

(c) Poor households tend to be relatively larger and have more children than non-
poor households in both urban and rural areas, reflecting the low usage/availability of
family planning services;

(d) Poor households in rural areas are not predominantly headed by women. It is
mostly in urban areas where the proportion of female-headed households is higher
among the poor than among the non-poor;

(e) The poor are characterized by lower labor force participation (particularly
among females), higher open unemployment, and substantially higher
underemployment (partict!larly in urban areas) than the non-poor;

(f) Self-employment and salaried agricultural activities are the main so, e of
income for the rural poor. Informal sector activities are the main source of income
for the urban poor, who are mainly concentrated in the commerce, cottage
manufacturing, and agricultural sectors;

(g) In general, the productivity of the poor is lower than that of the non-poor.
The poor have significantly less education and lower hourly wages than the non-poor
in both urban and rural areas. The self-employed in both urban and rural areas have
the lowest labor earnings. On average, illiteracy is widespread among the poor in
both urban and rural areas. Among the rural population, those who have attended
school have, on average, two fewer years of education than their urban counterparts;
and

(h) The poor have limited access to basic services, such as schooling for their
children and safe water and sanitation. Reflecting years of neglect of rural areas,
access to these services is generally worse in rural areas than in urban areas. Over
one-third of poor rural school-age children and about one-quarter of poor urban
school-age children do not attend school. Half of the urban poor have access to clean
water and one-quarter lack sanitation services. These proportions diminish to only
one-third and one-half, respectively, for the rural poor.



- 25 -

D. Environmental Degradation and Poverty

52. In El Salvador, poverty alleviation efforts will be unsustainablew unless effective action
is taken to arrest and reverse environmental degradation. Population pressure (para. 45)
affecting patterns of land use, land scarcity, land tenure patterns, and the markedly seasonal
climate are at the root of natural resource-degradation. The Government recognizes that
weaknesses in the policy, legal, and institutional framework for the environment have limited
its effectiveness in meeting these challenges, and plans to strengthen its capacity for more
effective prioritization of problems and environmental actions.

53. Three-fourths of the territory are subject to severe soil erosion due to the
encroachment of basic grains production on marginal lands (slopes) by small farmers, which
in tum results in reduced productivity and lower rural incomes. Only 12 percent of the land
has forest cover and less than 2 percent of the original primal forest remains. This is due to
high fuel wood demand, particularly in rural areas where 89 percent of the households use
wood for cooking (usage among urban households is 48 percent).23' The country suffers
from seasonal water shortages and the quality of its water is deteriorating due to soil erosion,
discharge of municipal sewage, and industrial waste water. The health of the Salvadoran
poor is disproportionately affected by these environmental hazards. Key among these are
parasitic and infectious diseases borne by lack of access tc safe water (Table 12) and
respiratory diseases brought on by exposure from burning wood for cooking. Health
indicators (para. 5) show that both types of diseases are chief causes of mortality in the
country. The health and productivity consequences of these environmental hazards are
substantial and contribute to perpetuate poverty.

III. GOVERNMENT STRATEGY FOR POVERTY ALLEVIATION

54. This chapter examines first, the observed and likely implications for poverty reduction
of the 1989-92 structural adjustment program. Second, it reviews the Government's poverty
alleviation strategy,L' focusing on the social safety net and medium-term programs, and on
monitoring and evaluation of the poverty alleviation strategy. Third, it examines the
Government's future economic agenda and its implications for poverty alleviation.

A. Effects of Recent Economic Trends on the Poor

55. The question of the distributional implications of the adjustment program is complex,
as macroeconomic policy instruments may affect poverty through diverse channels that
cannot be readily traced. Also, short-run and long-run effects may have different
distributional impacts. Within the constraints imposed by availability of rele-ant
information, section examines possible channels through which policies may have
affected the poor, particularly in their capacity as consumers of goods and services, as
owners of assets and as factors of production.

23 World Bank, El Salvador - Natural Resources Management Studv, Report No. 12355-ES, January 21, 1994.

24 The Govermwent's poverty alleviation strategy is presented in the Socioeconomic Development Plan 1990-94,
prepared by MIPLAN in 1989.
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56. Accelerating inflation hurts the poor because nominal wages fail to keep pace and
because the poor lack assets that are protected from inflation. The stabilization measures
undertaken to address external and fiscal imbalances and restore the country's
creditworthiness have had a positive effect on the poor by protecting the purchasing power of
their incomes between 1989 and 1993.

57. Trade measures aimed at opening the economy have probably exerted a net positive
effect on the poor, because economic growth has been led by tradables activities, where the
poor are more than proportionately employed (Table 6, p. 15). The average growth rate of
GDP in the 1990-92 period has been 3.9 percent p.a. while tradables have shown an average
growth rate of 4.7 percent p.a., disaggregated into 4.7 percent in agriculture, 4.6 percent in
manufacturing, and 5 percent in mining. At the same time, as investment (mostly private)
has grown significantly during this period, employment prospects look promising for wage
labor in expanding tradables activities.

58. The elimination of domestic price controls on basic grains has supported small
producers who sell their production in the cities and other areas of the country. The
consequent increases ill consumer prices, which hurt the poor net buyers of food, particularly
in urban areas, were partially mitigated. The main mechanisms utilized included a temporary
reduction in import duties to counter the drought, purchase of grains by the Agricultural
Development Bank (BFA) to establish a "strategic reserve", and availability of credit for
imports and marketing. On the basis of the incentives that economic policies are providing
to exports, wage workers in export-oriented industries have also probably benefited. For
instance, between 1990 and 1992, the dollar value of nontraditional exports!5' has grown by
an average of more than 14 percent p.a., compared to an average drop of about 12 percent
for all traditional exports. Workers in non-competitive import-substituting and traditional
export industries could be expected to have suffered from real income drops in the short run,
associated with the decline in labor demand. However, the formal manufacturing,
construction, and commerce sectors have been growing at rates above 4 percent per year,26 '
thereby suggesting growing employment opportunities for urban labor. The presence of a
large informal sector obscures the channels through which adjustment policies have
influenced the urban poor, and official statistics do not include this sector in their estimates.

59. Financial sector policies have entailed an increase in real interest rates, but they can
probably be said to have had a neutral effect on the poor. While higher interest rates do not
allow them to borrow from the capital market in the short run, historically their access to
credit has been limited by quantity constraints imposed by financial market regulations as
well as a lack of collateral (Annex A, Section B(1)).`' A less distorted and expanding
competitive private financial market, along with policies aimed at facilitating the productive
effort of poor groups, would improve access of small- and medium- size businesses to credit

2' This category mostly refers to industrial products such as processed food, pharmaceuticals, paper products, and
textiles, but also includes some agricultural products such as honey and fruits.

26/ Annual percentage changes between 1990 and 1992 are: manufacturing 3.0, 4.9, 6.0; construction -12.8, 10.1,
9.6; and commerce 3.1, 4.2, 4.2.

"' According to EHPM-92, only 13 percent of small farmers had some form of credit, and about 87 percent of them
obtained financing through informal r;. .hanisms such as relatives and friends.
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and would exert a beneficial effect on poor producers in the longer-term. In the medium- to
long-term, market interest rates would encourage the formal private sector to adopt more
lbor-intensive technologies, which would increase the demand for labor and presumably
benefit the urban poor.

60. Fiscal policies have probably had a mixei impact on the poor. On the expenditure
side, increased allocations for health and education and better targeting of additional
resources to basic health and education services in rural areas have already started to expand
access to improved strvices for poor households (paras. 79-80). On the revenue side, the
enactment of a 10% VAT is likely to have had a negative effect on the income of poor
households, although the exemptions granted to beans, white corn, and unprocessed
agricultural products might have softened this impact." In addition, businesses with
annual sales below C.50,000 'US$5,750) and assets below C.20,000 (US$2,300) are also
exempt from registering for the VAT. At the same time, measures to improve tax yields in a
sustainable manner (para. 92) will increase the resources available to the Governmnent for
operating and investing in essential public services such as health and education.

61. Finally, policies to set the price of electricity and water (para. 1 1) at a level that
reflects their marginal production cost have had, in the short-term, a negative effect on the
incomes of the majority of the urban poor who have access to these services (particularly
electricity, Table 12, p. 23), but in the long-term will mean higher quality and better access
to services. In the case of the rural poor, it is very likely that the increase in the price of
utilities did not have any significant effect, given their generally low access to these services
(para. 50s. Regarding subsidies on oil derivatives, which would result in increased prices of
goods and services consumed by the poor such as public transportation, the Government
intends to replace generalized subsidies by subsidies targeted to the poor through a direct
cash transfer mechanism.

B. The Poverty Alleviation Strategy

(1) The Short-Term Social Safety Net

62. El Salvador has mobilized considerable resources for its social safety net. Based on
available information, it is estimated that expenditures on the social safety net currently
represent between 1.0 and 1.2 percent of GDP9' during the 1989-93 period. Moreover,
this estimate is conservative as it does not includes the resources mobilized by NGOs, which
operate a large number of poverty alleviation programs in El Salvador. Unfortunately, no
information is available to estimate the magnitude of their operations (Annex A, Section C).
This is a sizable amount, considering that 1993 Government expenditures on health and
education are estimated at less than 3 percent of GDP (Annex A, Table A-5).

2'' The net effect of the enactment of the VAT on the poor could be assessed if El Salvador had an income and
expenditure survey which could allow to determine how much is spent by households on these products.

2' This figure must be taken very cautiously because: (i) available data do not cover all existing programs and often
disagree between sources, and (ti) in some cases, it is unclear whether figures refer to committed amounts or to
actual expenditures.
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(a) Main Programs

63. The Government's social safety net encompasses a number of programs:
reconstruction of basic social and economic infrastructure, generation of income-earning
opportunities, direct and indirect income transfers, and facilitating the access of the poor to
assets. Table 13 summarizes the main government-sponsored interventions.0'

Table 13
El Salvador -Main Government Safety Net Programs

1989-1992
[ Program Institutions Type of Intervention Target Population

Development of CONARAISRN Rehabilitation & construction of: primary Communities in municipalities
Basic schools. health posts & centers, roads, water affected by the military conflict
Infrastructure systems, latrines, sanitation systems, day care
Services centers, shelters, small markets

SIF Services: preventive health care, equipment for Communities where at least
schools & health facilities 61 % of beneficiaries have

incomes below the poverty line
NGOs Poor conununities

Generation of CONARA/SRN, Vocational Training: productive activities, Youth, unskilled workers,
Income-earning INSAFORP, basic skills demobilized combatants
Opportunities FEPADES, SIF,

NGOs Support to Micro-enterprises: credit
CONARA/SRN, programs, community banks, community day Self-employed workers,
SNF, SIF. NGOs care centers informal sector businesses, poor

women in marginal urban areas
Income Support MOE Schoel feeding - school lunch Pre-primary and primary school

l________________________________________ children in rural areas

SIF School feeding (snack) and feeding for day care Poor children day care centers,
centers pre-primary and primary

schools not covered by MOE
l_______________ _________________________________________ program

MOH Maternal & Child Care - family package Women and children (0-5)
attending prenatal and postnatal
care at MOH facilities

SNF Feeding for pre-school children, elderly, infirn, Poor young children, elderly,
disabied infirm, disabled

CONARAfSRN, Food-for-work Displaced population,
MOP, CONADES, population in agrarian reform
DIGECO, MOA, areas, oriental region
MOL, BFA

CONARAfSRN, Family gardens Poor families
SIF

Facilitating FONAVIPO, Relocation, titling, housing subsidies, housing Low-income families (income
Acci:ss to Assets Habitat, NGOs credit less than 2x minimum wages)

Note: Organization acronyms are explained in paras. 65-70 below and in the acronyms table.

64. Development of Basic Infrastructure and Services. The Government's main
initiatives in this area are operated by CONARA and the Social Investment Fund (SIF). In

30 Data on the programs come from: MIPLAN, Consolidating the Peace Through Natio-al Reconstruction and
Poverty Alleviation, Report to the Consultative Group Meeting, Paris, April, 1993; MIPLAN, Evoluci4n Econ6mica
v Social 1992. Perspectivas 1993, December 18, 1992; SIF, Fondo de Inversi6n Social de El SaLvador. Informaci6n
Bdsica, December 1992; MIPLAN, La Avuda Alinentaria en El Salvador, October, 1990; and MIPLAN, Evaluacion
de Prorramas Comensatorios y Combate a la Pobreza, February 15, 1994.



- 29 -

1989, CONARA started to implement the Municipalities in Action Program (MEA), whose
primary objective was to support communities directly stricken by the military conflict and to
strengthen the capacity of municipal governments. Therefore, targeting of interventions has
been in direct relationship with the location of the civil conflict. Under the program, mayors
organize open town meetings in which citizens decide their priorities and select the projects
that would receive support. Once peace was achieved in 1992, CONARA was turned into
the National Secretariat for Reconstruction (SRN) and put in charge of the NRP.W' In the
1989-93 period, CONARA/SRN financ ed almost 36,000 projects for about US$160 million,
including over 1,600 projects for US$t 4.3 million in NRP municipalities in the 1992-93
period (Annex C, Table C-1). Financing has been provided primarily by USAID and the
Government. Of the disbursed CONARA/SRN funds, about 39.5 percent have been
allocated to NRP municipalities; 16.8 percent to education, health and nutrition, and water
and sanitation; 26 percent to access roads; 8.7 percent to electrification; and 6 percent to
municipal and community facilities. No data are available to estimate the number of
communities and beneficiaries of this program.

65. To support initiatives of NGOs, the private sector, communities, and public sector
agencies, the Government created the SIF in November 1990 for a period of four years, now
extended to 1997.3 ' Between 1991 and 1993, with support from the Inter-American
Development Bank (IDB), EEC, the Government of Japan, the United Nations Children's
Defense Fund (UNICEF), and the Government (which provided about 15 percent of the
funds), the SIF approved over 3,900 projects, totalling about US$74 million (see details on
SIF programs in Annex C, Tables C-2 to C4). The menu of projects eligible for SIF
financing was defined in close coordination with public sector agencies to complement their
sectoral strategies. Over 87 percent of SIF funds have been allocated to basic infrastructure
and services, including 44 percent to education, 36 percent to water and sanitation, and 7
percent to health and nutrition. SIF projects are of an average size of US$20,000 and
presented by NGOs (7 percent), community groups (72 percent), municipalities (7 percent),
and government agencies (14 percent). As of December 1993, it was estimated that the SIF
had benefited about 1.9 million people, largely women and children (58 percent of
beneficiaries), and rural areas (65 percent of the beneficiaries).3' A second loan for SIF
for US$60 million was approved by IDB in August, 1993 for the 1993-1996 period. As SIF
has a bank of over 2,100 eligible projects and has attained a high monthly disbursement
profile (US$8 million in June-July 1993), the Government is seeking additional funding of
about US$150-180 million for the next three years.34'

66. Generation of Income-Earning Opportunities. It is estimated that the development
of basic infrastructure and services program have generated about 150,000 person/months
employment in 1991 and 233,000 person/months employment in 1992. In addition, the

311 The NRP, prepared once peace was attained, has been conceived as an integral part of the Government's poverty
alleviation strategy to support the reintegration of the population most affected by the war into the country's
economic and social life. Under the NRP, poverty alleviation programs are now being expanded to the former
conflict areas.

32/ Legislative Decree No. 493, March 31, 1993.

3' This figure includes multiple counting as some people have benefitted from more than one project.

MIPLAN, Evaluacidn de Programas Co nensatoros v Combate a la Pobreza, February 15, 1994.
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Government has focused on vocational training and micro-enterprises support. As regards
vocational training, the Government has attempted to link training programs with the needs
of the labor market. To this end, provision of vocational training programs has started to be
transferred to the private sector.&' In addition, the Ministry of Labor (MOL)'s Training
Center (INSAFORP) is being decentralized to become an autonomous institution managed
jointly by the private sector, labor, and the Government. It is estimated that between 1989
and 1992, about 22,700 people have received vocational training from these programs at a
cost of about US$3.1 million."' To assess the appropriateness of these efforts, additional
information is required, at least on unit costs, target population (e.g.. the unemployed, new
entrants to the labor force, school dropouts), the criteria used to determine the types of
training or specific skills offered, and the impact of the programs on the employment and
earnings of trainees.

67. There are also a number of programs in support of micro-enterprises and self-
employed workers, mostly implemented by NGOs. They focus mainly on technical and
financial support to self-employed workers and informal sector businesses. In addition, the
National Secretariat for the Family (SNF) has started to develop a number of initiatives in
coordination with CONARA/SRN, including community banks to support micro-enterprises
and mobilize local savings, mainly for women head of households (90 percent of
beneficiaries are women), and community day-care centers which provide early stimulation
and health and nutrition assistance to children aged 2-6 years. Currently, there are over 330
community banks (55 of which are in NRP municipalities) benefiting about 5,600 families
and almost 100 day-care centers in operation. Funding for the latter programs totalled
US$2.3 million for 1991-92 and has been provided by USAID, UNICEF, the Government of
Spain, and the Government.

68. Income Support Programs. Main initiatives include food distribution in schools and
health facilities, feeding programs for the elderly, the ill, and the disabled, and food-for-
work programs. In 1992, the school lunch program operated by the MOE covered about
223,000 primary school children in rural areas (or about 20 percent of the children in grades
1-6).17' SIF's school and day-care center feeding projects benefited over 24,550 additional
chldren (about 2.2 percent of children in grades 1-6). In addition, the SNF supports feeding
programs for about 30,000 school children in marginal urban areas. Food distribution
through health facilities, as part of maternal and child health care services by the MOH,
covered about 68,000 families (or about 8.6 percent of the estimated women and children
under-5 at nutritional risk).W' The total estimated cost of these programs is US$31 million

3 With the support of USAID, IDB, CONARA/SRN, and SIF, the Foundation for the Development of Education
has started to play a prominent role in the provision of vocational training.

36' Available data show that MEA has provided vocational training to over 3,000 youth, SRN to about 1,500
demobilized personnel from the Army and FMLN, FEPADES to about 1,200 people, INSAFORP to about 2,000
unskilled workers, and CONARAISRN and SIF to about 15,000 youngsters.

37 The lunch is provided 160 days a year at an annual cost of US$48 per child. It consists of a ration of 20 grams
of meat, 100 grams of rice, 40 grams of milk, and 15 grams of oil, providing about 25 percent of a child's daily
caloric requirement.

3 This support consists of a monthly package of food valued at US$27.5 for a family of four, including 20 pounds
of rice, 10 pounds of beans, 13 pounds of milk, and 1/2 gallon of oil.
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for four years, financed by the Government (18 percent) and the World Food Programme
(WFP). In addition, there are several major food-for-work programs totalling about US$54.6
mi!iion (see Annex A, para. 22) financed by the Government (US$29 million) and WFP
(US$25 million) for the 1987-94 period. In spite of the fact that past experience has shown
that these programs do not target those at highest nutritional risk and have had poor
implementation records (Anncx A, Section C), they continue to be in operation. To
complement its income support efforts, the Govermnent has raised the monthly minimum
taxable income to C. 1,500 per family (US$187.5), a high enough level to exempt the poorest
population.

69. Facilitating the Access of the Poor to Asset.*. Several initiatives have been
undertaken by the Government, most notably land reform and housing. Progress in land
reform has been slow due to limited land availability, lack of resources, and institutional
weaknesses in the sector (para. 43). The housing strategy focuses on: (a) targeting
resources to low-income housing by providing direct and transparent subsidies to the poor;
(b) legalizing ownership of occupied land to facilitate access to the poor to housing financing
and basic services; (c) overhauling the housing finance system; and (d) modernizing the
sector's legal and institutional framework. To this end, a Social Property Registry was
established in 1992 to legalize the situation of squatters and facilitate access by the poor to
housing financing and basic infrastructure. It is estimated that about 4,500 low-income urban
families have already regularized properties, more than 3,000 temporary housing units have
been built in 16 municipalities, and an unknown number of families has been reallocated into
state properties. In June 1992, the National Fund for Low-Income Housing
(FONAVIPO)' was created as a second-tier financial institution to provide direct subsidies
and market-based credit to low-income families (defined as those earning less than two
minimum wages). To qualify for subsidies, families need to enroll in a savings program
with pre-qualified intermediaries.

(b) Main Issues in the Social Safety Net

70. The Government's social safety net has a number of positive features. First, it
emphasizes rural areas, where the majority of the poor live. Second, most of its programs
have a demand-driven orientation, which leads to projects more in tune with the needs of
local communities and allows experimentation with new ideas. Third, and partly as a result
of this orientation, it gives communities an incentive to organize themselves, improves social
participation, and fosters the democratization process, key elements for the consolidation of
peace. Finally, its largest agencies, (CONARA/SRN and SIF) are financing entities, not
implementers; implementation is left to local bodies, NGOs, and private contractors.
Therefore, the approach avoids building up bureaucracies, circumvents inefficiencies in the
public sector, and takes advantage of the participation of the private sector.

71. Despite these promising features, a number of issues to be confronted by the
Government exist: (a) complex institutional arrangements; (b) limited inter-institutional

59 FONAVIPO absorbed the resources of the Institute for Urban Housing and the National Financing Institute for
Housing, which were liquidated.
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coordination with sectoral agencies and sectoral strategies; (c) inadequate information systems
in implementing agencies; and (d) inadequate implementation of the nutrition policy.

72. The institutional organization of the poverty alleviation programs is complex and
includes an excessive number of agencies. Several safety net institutions share
responsibilities in the implementation of similar programs, raising concerms on overall
coordination and possible duplication of efforts. For instance, both CONARA/SRN and SIF
programs finance the same type of interventions, although the former works with municipal
governments and the latter with all organizations (NGOs, community groups, public
agencies, and municipal governments). SIF requires counterpart financing from the
beneficiaries but CONARA/SRN does not. Under the NRP, CONARA/SRN has started to
increasingly work with NGOs and private groups, much like the SIF.

73. Up to now, coordination arrangements between safety net programs and line
ministries and sectoral agencies have been developed on an ad hoc basis. For example,
available information indicates that SIF is working closely with the line ministries for the
rehabilitation of primary schools and health posts and is supporting the distribution of
fortified cookies to schools, but it is unknown whether similar coordinating arrangements
with the water or roads authority or with municipal governments are operational. This is
particularly important for the maintenance and provision of recurrent expenditures of projects
financed by social safety net programs, which is essential to ensure the sustainability of these
investments. Overall, there is a need for the Government to establish a clear division of
labor between safety net and sectoral agencies within the overall framework of each sector's
strategy. For example, CONARA/SRN works with municipal governments, although there
exists a public agency responsible for strengthening municipalities, the National Institute for
Municipal Development. This not only complicates program management, but spreads too
thinly the limited capacity of local institutions. Moreover, different programs present
separate and competing funding requests for donor support, which increases fragmentation.

74. At this point, it is not possible to determine the effectiveness and efficiency of
existing programs. With the exception of SIF, existing information systems are unable to
provide data on actual criteria for selection of beneficiaries, program costs (including
administrative costs), or number of beneficiaries in relationship to the target population.
There are no overall estimates of the cost of specific types of intervention, and existing data
often conflict among participating agencies. Impact assessments are not routinely conducted
to determine the effectiveness and efficiency of different types of projects or to compare the
efficiency of different agencies in implementing similar projects. This weakness is
particularly relevant for the targeting of the safety net programs. At present, most existing
safety net programs target geographical areas with high incidence of poverty according to
available indicators correlated with poverty (e.g., malnutrition). However, as shown in
Table 13 (p. 29), the definition of "poor" possesses widely different definitions encompassing
a multiplicity of target groups.

75. Finally, while the Government's strategy emphasizes the need to protect the
nutritional status of women and young children, there is still a mismatch between what is
done and what is needed (para. 68). A major reason for this situation is a void of leadership
within the Govermment regarding responsibility for nutrition policy making. As a result of
the fragmented manner in which nutrition programs are being managed and financial



- 33 -

resources allocated, between 1990 and 1992 MOH and MOE programs did not experience
any significant expansion in coverage. Food transfer programs such as food-for-work
programs with little or no health or education components are ineffective in eliminating
malnutrition. It is questionable whether food is a cost-effective vehicle for an income
transfer; and if food is to be given away, whether the Government needs to be involved at all
in storing, shipping, and distributing it.

(2) Medium-Term Poverty Afleviation Strategy

76. The Government recognizes that since the single most important asset owned by the
poor is their labor, the central element of its longer-term poverty alleviation strategy should
be developing their human capital. Improvements in health, nutrition and education, directly
address the worst consequences of poverty. Investing in education attacks some of the most
important causes of poverty. In the health sector, the Government's strategy focuses on: (a)
strengthening PHC and targeting nutrition programs to the most vulnerable groups; (b)
promoting community participation; and (c) reorganizing and modernizing the MOH. The
education sector strategy focuses on: (a) expanding coverage of pre-primary and primary
education with community participation, emphasizing rural areas; (b) increasing the quality of
education and reducing dropout and repetition rates; and (c) restructuring the MOE.

77. To implement its strategy, the Government has embarked on a program of reforms in
the health and education sectors to improve basic social services delivery and enhance the
management capacity of line ministries, with the support of the Bank under the Social Sector
Rehabilitation Project (SSRP, Loan 3348-ES, 1991). This strategy involves an increase in
social spending and restructuring of expenditures within the health and education sectors.
Greater emphasis is being given to pre-primary and primary education and PHC, especially
in rural areas. Public spending on social programs has started to recover: between 1991 and
1992, budgetary allocations to the MOH increased by 11.6 percent and to the MOE by 6.2
percent in real terms. Intra-sectoral allocation of resources in the social sectors has also
started to improve. Between 1991 and 1992, allocations to pre-primary and primary
education and to PHC increased by 14 percent and 14.5 percent, respectively.

(a) Main Programs

78. Several initiatives are being implemented in the health and education sectors to
improve management practices and implementation capacity and thereby efficiency in service
provision. Particularly important have been the strengthening of supervision on a periodic
basis, both in schools and PHC facilities, and the development of management information
systems and maintenance systems in both ministries.

79. To improve delivery of basic health and education services, the Government has
started to implement several programs targeted to rural areas with the worst health and
education indicators. in the health sector, with support from USAID, UNICEF, and the
SSRP, the MOH outreach program has significantly increased the availability of trained and
equipped health promoters (by almost 100 percent) and of traditional midwives (by over 20
percent) allocated to rural communities in the poorest municipalities. As a result, coverage
of immunizations and maternal and child care has started to improve. The Government has
also started to strengthen nutrition activities (e.g., nutrition education, growth monitoring,
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and nutritional surveillance systems) in the PHC package provided by the health system, and
has developed a weaning food (nutri-cereal) for children aged 6 to 36 months (the age when
malnutrition increases), with support from the Nutrition Institute for Central America and
Panama. Production and distribution of weaning food to health facilities has been contracted
to the private sector. Provision of weatiing food to malnourished children through PHC
facilities began in 1992. and a program to expand coverage to about 30 percent of the
children aged 6 to 36 months in the poorest municipalities in the next three years is under
way with support from the WFP. In addition, the Assembly recently approved a salt iodine
fortification law. The implementation of the measures included in this law, which has
already started under MOH leadership, is one of the most cost-effective means to reduce
iodine deficiency (which affects about 25 percent of the population).

80. In education, and also with SSRP support, the Government has initiated the
implementation of an innovative Commanity Schools Program (Educaci6n con Participaci6n
de la Comunidad, EDUCO) to expand coverage and quality of pre-primary and primary
education in the poorest rural areas. Complementing this effort, the MOE is addressing the
need for curriculum improvement, textbooks, and teacher training at the primary level with
USAID support. EDUCO is highly innovative as it is based on government financing for
community provision of education services. Under the program, parents are organized into
Community Associations for Education (Asociaci6n Comunal de Educaci6n, ACE) which
directly contract teachers and manage the schools. The MOE transfers resources to the
parent associations, trains parents and teachers, provides teaching materials, and supervises
and assists school operations. Between June 1991 and December 1993, school enrollment
rates in rural areas increase from 14 percent to 38 percent at the pre-priinary level and from
61 percent to 69.3 percent at the primary level.121 Communities' satisfaction with the
services under the progr. i has been confirmed through higher and more regular school
attendance and a sizable uemand for the program. At present, there are over 600 ACEs with
about 18,000 children requesting the service from the MOE.4" Based on these results,
other donors such as UNICEF and Save the Children have started to support the expansion of
the program to other poverty areas, particularly NRP municipalities. In addition, the
Government has also initiated the implementation of a fortified cookie program for pre-
primary and the first three grades of primary school children, targeted to the same
communities benefited by EDUCO. At present, the program is assisting about 16,000
children, and its expansion is underway with WFP support to reach 75,000 pre-primary and
primary school children, 20 percent of the school-age children in these municipalities.

(b) Main Issues in the Medium-Term Programs

81. The Government's overall approach to human resources development is based on a
sound rationale. Significant progress has been made to improve the delivery of basic health
and education services, particularly in rural areas. Some progress has been made toward
increasing social sector spending and restructuring expenditures within the health and

4' Over 1,700 community-managed schools under EDUCO are now in operation, serving over 72,000 pre-primary
and primary school children in the poorest municipalities.

41' A complete evaluation of the EDUCO program is currently underway, including an assessment of academic
achievement, governance, and cost analyses, and their comparison with traditional schools.



- 35 -

education sectors (para. 77). But the process is by no means complete. Major issues yet to
be addressed are: (a) constraints to further expand the supply of basic social services for the
poor; and (b) the need to improve the management capacity of line ministries, especially in
the health sector.

82. As shown in the poverty profile, the supply of basic services to the poor remains
highly inadequate. Both the quantity and quality of services that El Salvador is able to
provide its population are largely constrained by the amount of available resources and the
inflexibility of resources allocation.4 If not managed efficiently, continued fiscal pressures
(para. 92) may prevent the Government from sustaining its medium-temi strategy. In turn,
this will largely depend on improvements in the management of public sector expenditures
and the civil service, improved efficiency in tax collection and administration, and the
judicious adoption of cost-recovery measures in appropriate sectors. The Government has
started to address structural constraints through public sector reforms, which are being
supported by SAL II (para. 91). Reforms in public sector expenditure management would be
introduced first on a pilot basis in the MOE, then extended to the rest of the public sector.
The implementation of tax reforms supported by SAL II. which would increase tax yields
through improved efficiency in tax collection and administration, would also be critical to
provide additional resources for the social sector. However, these reforms alone are not
likely to provide enough resources as El Salvador's health and education spending still lags
behind the average for Latin American countries by about 2.0 percentage points of GDP.43

83. Not only should more resources be channeled toward primary education and PHC, but
the efficiency of these expenditures needs to be improved by ensuring that money is spent on
high impact interventions and that the combination of expenditures within and across sectors
and programs is optimized. For the health sector, the implementation of the Government
strategy has not been easy. Although progress has been made toward strengthening outreach
programs and nutrition activities in support of the PHC strategy, the reorganization of the
MOH has proceeded slowly. A more robust response has been prevented by weak decision-
making at the MOH. While the National Health Plan 1991-94 correctly emphasizes strong
PHC, community participation, and decentralization, it does not establish clear operational
priorities that realistically confront both the financial dominance of hospitals and the low
productivity of MOH service providers. Although the MOH has developed adequate cost-
recovery measures which would enhance the fmancial sustainability of the health system and
facilitate the reallocation of sectoral resources toward PHC, they have yet to be
implemented.4' The MOH has failed to play a catalytic role in devising means for more

42/ For example, for the 1993-94 period, Government estimates indicate that about US$125 millioni of external
financing are required to continue implementation of priority poverty alleviation programs, such as the EDUCO,
maternal and child health care, SIF, and especially the anti-poverty programs under the NRP for the former conflict
areas. MIPLAN, Consolidatina the Peace Through National Reconstruction and Poverty Alleviation. Report to the
Consultative Group Meeting, Paris, April, 1993.

43/ Hicks, N., Trends in Government Expenditures and Revenues in Latin America and the Caribbean 1975-88.
Internal Discussion Paper, LAC Region IDPOI 10, February 192.

44' Cost-recovery measures include: (i) a user fees structure for all levels of care, starting with hospitals, (ii) norms
for the application, use and audit of fees at health facilities, (iii) a mechanism to determine patients' ability to pay
(socioeconomic classification), and (iv) a user fees payment system. Additional technical work in the following areas

(continued...)
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private sector involvement to augment the supply of health services and sectoral resources
and to increase the economic efficiency of the health system. Finally, the coordination of the
activities of the various donors involved in the sector has remained inadequate.

84. The education sector has made major progress toward both improving the provision
of pre-primary and primary education services and institutional restructuring. The MOE has
developed and implemented a decentralized model of services provision in rural areas,
EDUCO, with a combination of public and private financing and devolution of management
of schools to the cormmunities The results obtained so far (para. 80) suggest that this model
can be consolidated and further expanded in the future, but the Government needs to
complete its assessment of EDUCO's (i) educational impact (i.e., impact an student
learning), (ii) suitability of governance features, including the efficiency of the community
participation mechanisms and MOE's management capability to administer the program both
at the central and local level, and (iii) cost-effectiveness as a service delivery system,
including detailed cost analysis of its various components, against educational indicators such
as student promotion and dropout. To increase its responsiveness to client needs, the MOE
has also started to decentralize the coordination of services to its three regions, which is
deemed sufficient in a country of El Salvador's size without any other intermediary level.
However, the MOE has reached a point where continued improvements in services delivery
will depend on two factors. First, further strengthening of its institutional capacity to
provide schools with the necessary support and assistance in areas such as planning,
management information systems, training, supervision, distribution of materials, and
maintenance of infrastructure and equipment. Second, mobilizing additional resources for
pre-primary and primary education. The MOE has yet to confront the fact that exclusive
reliance on central government funding will restrain the pace of further improvements. and it
needs to develop financing alternatives.

(3) Monitoring and Evaluation of Poverty Alleviation Programs

85. Although the current Govermment has created a Social Committee to ensure inter-
sectoral coordination at the highest level and assigned MIPLAN to supervise, monitor and
evaluate the implementation of the Government's poverty alleviation strategy,A' the issues
identified both in the safety net (paras. 71-75) and medium-term programs (paras. 81-84)
have not been as effectively addressed as they could have. The main reasons are that the
Government lacks a monitoring system which would provide policy makers with adequate
information and an adequate database to measure poverty. These tools are critical to
concentrate resources on the most effective and efficient interventions, target them
appropriately, ensure adequate funding to sustain the poverty alleviation strategy, and
monitor progress in the implementation of key poverty programs.

4'(. ..continued)
needs to be completed before the system is launched: (i) linkages between proposed cost-recovery measures and
quality improvements in the services provided by the public health system, (ii) analysis of the equity impact of
alternative fee schedules, (iii) design of simple implementation mechanisms for the system, and (iv) preparation of a
public campaign to inform the population on the rationale for user fees in the health system and reduce resistance.

43 To fulfill this role, MIPLAN has strengthened its Advisory Group for Economic and Social Affairs (Grupo
Asesor Econ6dmico-Social, GAES).
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86. It is currently not possible to compare the effectiveness and efficiency of different
poverty alleviation programs and thus avoid wasteful and mistargeted subsidies and spending,
nor have any general criteria been established by which to evaluate the ongoing programs.
As a result, impact assessments are not routinely conducted and policy-relevant analysis and
infortnation storage and dissemination are not being undertaken. An adequate database is
necessary because policies and programs to reduce poverty require a clear understanding ot'
the nature and extent of the problems and the economic and social characteristics of the poor.
As shown in Chapter Il, it is difficult to construct an accurate picture of the poor and their
circumstances in El Salvador because accurate and detailed data are not available. F-or
example, little information is available on the rural sector or on the informal sector. Even
data on employment and wages are at best incomplete. Moreover. data from difterent
sources are not consistent, and sometimes data from the same source for various years
present inexplicable differences (Annex A, Section B).

87. There is no doubt that the military conflict negatively affected the developnment of an
adequate statistical base to measure poverty in El Salvador. However, another major
shortcoming is the lack of a statistical system defined within an overall strategy for country
statistic-, capacity and institution building. What exists are a number of disjointed efforts
that are unable to provide adequate, reliable, and timely information to policy makers. Data
for measuring and monitoring the socioeconomic aspects of poverty are collected in various
ways. At one end of the spectrum are population censuses; at the other are ad hoc surveys
on specific topics, case studies, and sociological and anthropological studies; in between are
household surveys. Until 1992, El Salvador did not have a population census for over 20
years. Household surveys (EHPM and ENIGE), which in theory offer a systematic approach
to collecting data with greater frequency and less coverage than censuses, suffer from several
shortcomings. First, they have been unable to gauge the magnitude of the country's poverty
problem. This has been not only due to sampling design problems, but also because EHPM
surveys focus on the collection of income data alone, when in practice, consumption data are
proven to be a better proxy for living standards. Second, they have been unable to provide a
statistical basis for systematically monitoring trends in the incidence of poverty over time. In
fact, existing EHPM surveys are not comparable (see Annex A, Section B). This is a result
of making decisions on methodology and design without an overall theoretical framework but
on an ad hoc basis. Third, they have not been able to provide reliable and timely
information to influence' the design of policies and programs.L11

88. Inadequate institutional arrangements are also a key factor explaining El Salvador's
poverty data limitations. Censuses and price indices are managed by the General Directorate
for Statistics under the Ministry of the Economy. The Directorate is afflicted by chronic
under-funding and low institutional capacity. MIPLAN's Surveys Directorate in charge of
EHPM and ENIGF surveys has the following problems: (a) it operates as an autonomous
branch for the production of data without direction from the GAES, which is in charge of
monitoring and evaluation of the Government's poverty alleviation strategy; (b) its staff lacks
the necessary analytical skills. As a result of the above, there is no theoretical framework
guiding data collection, but rather the opposite. Analysts are given data and need to figure

46 For a detailed discussion of a number of problems with the household surveys, see P. Gregory, An Evaluation of
the Household Surveys of the Unidad de Investi aciones Muestrales, draft, USAID, September 21, 1992.
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out how to answer their questions with what is available; and (c) it organizes its field work,
consistency checks, and data processing with outdated methodologies. As a result, the
quality of the data collected is highly questionable. For example, consistency checks are
largely done manually by staff while this could be easily done with computerized programs.
Such procedures not only introduce errors which are difficult to estimate, but are extremely
time-consuming, preventing the production of timely results.

89. A final issue that needs to be addressed by the Government refers to the sample size
of these surveys. Up to now, MIPLAN surveys have used large samples (EHPM-92 had
over 18,000 households) with the argument that the Iack of a recent population census made
that a necessity. Now that the 1992 census has been completed, this argument is no longer
valid and the sample size of household surveys should be revised, paying special attention to
improving quality in data collection.

C. The Future Economic Agenda

90. Today, El Salvador faces the simultaneous challenges of consolidating peace and
sustaining economic stabilization and deepening the reform program. To consolidate peace,
reduction of poverty and the accumulation of human capital among the poor will be crucial.
Despite achievements to date (paras. 10-13), much remains to be done to institutionalize the
adjustment process and to promote growth while addressing the inequalities that led to the
military conflict. The second phase of the Government's adjustment program, supported by
SAL 11, would provide a means of sustaining and deepening the adjustment process during
the transition between the current and the incoming Administrations. The program has three
objectives: (a) consolidating and deepening reforms supported under SAL I; (b)
implementing further actions aimed at strengthening public expenditure and civil service
management; and (c) laying the analytical basis for a comprehensive modernization of the
public sector. Specifically, the current Administration will focus on the following set of
reforms: (a) maintenance of a conducive macroeconomic framework to ensure continued
stability; (b) public sector reform, to reexamine the role and function of the state and
establish the analytical basis for a comprehensive modernization effort and to improve public
expenditure management, the civil service, tax policy and tax administration, and
acceleration of privatization efforts; (c) market efficiency reforms to complement public
sector reforms and foster private sector export-led growth, including financial sector reform,
further trade liberalization, and restructuring of the hydrocarbon sector; (d) social sector
reforms to improve the efficiency of service delivery and reduce poverty; and (e)
environmental policy reforns to ensure the sustainability of the development effort.

91. The initiation of a comprehensive reform program to modernize the public sector is
key for sustainable poverty alleviation policies as well as the need to build a broad social
consensus to sustain the Peace Accords. A thorough examination of the role and function of
the state is required to reorient the public sector toward core activities with a large public
good content while strengthening its capacity to formulate and implement policies that ensure
efficient delivery (through both public and private channels) of essential services and
infrastructure. Improvements in public sector expenditure management, the civil service, and
tax policy and administration are also crucial for sustainable poverty alleviation policies.
Reforms are being planned to increase resources toward priority health, education and safety
net programs, decrease the share of the wage bill (currently about 70 percent of ordinary
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budget current expenditures, excluding interest payments), increase investment, operations
and maintenance, and improve the efficiency of public sector agencies. They will start to be
addressed through: (a) public sector expenditure management, including reform of the
budgetary process and budget unification, expenditure prioritization- and program analysis,
budget execution and auditing; and (b) civil service reform, including the implementation of
a central Human Resources Information System and a civil service assessment. In addition,
specific efforts will be made to strengthen the implementation of the poverty alleviation
strategy by: (a) evaluating safety net and medium-term programs implemented by the current
Administration; and (b) based on this evaluation, preparing a Poverty Alleviation Strategy for
the 1994-98 period, including an action plan for its implementation.

92. Despite tax reform measures implemented since 1989 (para. 10), El Salvador's tax-to-
GDP ratio of 8.7 percent in 1992 remains one of the lowest in the world. The Government
is seeking to increase tax yields in a sustainable manner to be able to provide additional
resources for poverty alleviation efforts, both for the safety net and for the medium-term
programs of line ministries. In addition, there will be more expenses in connection with the
implementation of the Peace Accords.4' The main features of the second phase of the tax
reform program, which are being supported under SAL II, are broadening the base of the tax
system, rationalizing the structure of taxes and strengthening tax administration and
enforcement. These reforms are expected to raise tax revenues to about 10.5 percent of
GDP by late 1994.

93. Enhanced market efficiency would consolidate the opening of the economy to trade,
which is likely to further benefit some of the rural poor in terms of higher relative prices for
their products (para. 41). In this second phase, and in combination with a better climate for
private investment, the urban poor working in tradables industries such as light
manufacturing and agro-industrial activities are also likely to improve their income and
eamings opportunities (para. 36). The higher economic growth associated with these policies
would also psovide better employment opportunities in sectors such as construction and
services, where the urban poor are also employed.

94. Policies aimed at improving the functioning of the financial market, making it more
competitive and efficient would also benefit the poor, as they work in activities that would
expand as a result of relaxing financial regulations, and as the lack of access to financing is
one of the barriers for improved productivity (Annex A, Section B(1)). Addressing rural
financing issues to assist small rural producers by reforming the sectoral institutions,
including BFA and Fedecredito through divestiture, portfolio restructuring, recapitalization,
and integration of the system, would be probably beneficial to a sizable proportion of the
rural poor (para. 58).

95. Finally, enviromnental policy reforms to ensure the sustainability of the development
effort would benefit the poor over the long run, particularly in rural areas which are most
directly affected by environmental degradation (paras. 52-53). Issues in the policy, legal,
and institutional framework will be difficult to address because of the limited Government

4' See, MIPLAN, Consolidating the Peace Throunh National Reconstruction and Poverty Alleviation, Report to the
Consultative Group Meeting, Paris, April 1, 1993.
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capacity to meet these challenges, and because many of these issues require structural
changes affecting established interest groups. Nevertheless, the Government has begun to
tackle the legal and institutional constraints by creating a new framework for environmental
management. An Environmental Strategy has been developed to guide the Government's
actions towards priority issues. These activities are being developed under SAL 11 and
receiving support from other donor agencies.

IV. POLICY RECOMMENDATIONS

96. Notwithstanding the Government's poverty alleviation efforts since 1989, much
remains to be done. This chapter outlines the primary recommendations derived from the
discussions in the preceding chapters, covering macroeconomwic reform, including public
sector management, agricultural and labor market policies, the poverty alleviation strategy,
and monitoring and evaluation. The list is not exhaustive but focuses on strategic priorities
for the next five years.

97. A. Sustained Macroeconomic Adjustment. Consolidating and deepening the
economic reform program is essential to ensure macroeconomic stability and to promote
continued growth which is a pre-requisite for longer-term poverty reduction. Key areas for
sustaining future poverty alleviation efforts are:

(1) Public Sector Management Reform. Besides revision of the role of the public
sector, implementation of public sector expenditure and civil service reforms (para.
91) are key to poverty alleviation. These reforms are essential to provide social
sector ministries with a cohesive budgetary process, program prioritization, and
flexible rules and procedures for budget execution and personnel management. These
actions, together with the implementation of tax reforms (para. 92), are key factors
which will determine the amount of resources that will be available to expand the
supply of basic services to the poor and the efficiency with which these programs can
be carried out. The reassessment of the role of the public sector should also include
implementation of cost-recovery initiatives for those who can afford to pay, especially
for health services (paras. 101 and 102).

Fulfilling the coming agenda at both the MOH and MOE requires the implementation
of the civil service reformi being designed under SAL II. This would allow both
ministries to readjust staff distribution and skills mix according to the sectoral
priorities. To this end, both ministries should formulate human resource development
plans which would: (a) adequately staff PHC facilities and outreach programs and
pre-primary and primary schools, respectively, prioritizing rural areas; (b) streamline
the central and regional levels and strengthen their technical and managerial capacity;
(c) review salary scales and propose options to provide incentives for work in rural
areas; and (d) develop pre-service training programs for nurses and auxiliary nurses
and in-service training for school teachers, respectively.

(2) Agricultural Policies. Given the high concentration of poverty in rural areas,
efforts should be made to raise the incomes of farm households and agricultural
workers. Measures to develop a market-oriented and viable rural financing system,
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including increased access to credit by small producers, as well as trade reform
measures included under SAL II, should assist the rural poor (paras. 93-94).
Strengthening the agencies responsible for land financing, titling, and registration, as
well as mobilizing additional financing for land purchases should also improve the lot
of farmn households. Efforts to increase productivity of basic grains producers should
be continued, and efforts to expand extension services and research for small farmers
should be strengthened.

(3) Labor Market Policies. Poor urban households are largely employed in the
informal sector. For this group, the most important direct measures are the reform of
the labor market and private sector development. The Government should conduct an
in-depth investigation of several key questions such as the trends in formal sector
employment and wages and the conditions of entry, obstacles to growth, and failure
rates. The analysis should include the regulatory framework for small businesses,
rigidities in the labor market that hamper the movement of labor to the production of
tradable goods, constraints faced by informal sector workers (such as access to
physical capital and credit), and incentives and opportunities for informal sector
workers to enhance theii skills and hence productivity. A related exercise would be
the analysis of the value of vocational training and micro-enterprise support programs.
The private sector assessment Country Economic Memorandum to be completed in
FY95 would provide the Government valuable inputs for these tasks.

98. B. Framework for Poverty Alleviation. The Government should prepare a 1994-99
poverty alleviation strategy and action plan including specific priorities for both the social
safety net and medium-term programs. Several recommendations for the next Administration
arise from this study. First, as resources are limited and needs are large, the Govermnent
needs to select priority interventions to target its financing for the provision of services to
those who are incapable of paying for them. Based on the findings of the poverty profile and
interventions with large public good content, priority should rest on provision of basic
services, particularly water and sanitation, PHC, pre- and primary education, and
environrnental protection. In addition, the Government should mobilize additional resources
for social programs through cost-recovery. Charging non-poor users of public services
would generate more revenues and would permit the expansion and quality improvement of
basic social services that are likely to benefit most the poor. Second, the Government should
concentrate its efforts predominantly in rural areas. Interventions in urban areas should be
targeted to cities outside the SSMA. In urban areas, specific programs such as day-care
centers and community banks targeted to poor female heads of households should be
strengthened. Third, public investment in infrastructure is critical in raising incomes and
reducing poverty. As El Salvador's infrastructure network is seriously deteriorated, detailed
analysis should be undertaken to select the highest return activities among alternative
interventions. Infrastructure investments that potentially benefit the poor most are water and
sanitation and roads in rural areas, and water and sanitation, transport, power, and housing
in urban areas. The recommended analysis would allow the Government to select specific
infrastructure investment priorities. In making these decisions, the Government should assess
possible tradeoffs between economic efficiency on one hand and poverty reduction on the
other. Fourth, and based on the previous points, the Govermnent should define the role of
social safety net entities vis-a-vis line agencies, with a view toward complementarity. In this
context, the Government must strike a balance between the expediency of providing
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infrastructure and services against the longer-term need to reform sectoral institutions and
make them more responsive to the needs of the poor.

99. C. Improving the Safetv Net Programs. To address main issues in the social
safety net, the Government should: (a) evaluate all safety net programs to identify overlap
and inefficiencies, with special concentration on assessing the performance of
CONARA/SRN and Sll: and (b) based on the results of the evaluation, develop a social
safety net strategy which should (i) focus its programs on priority interventions tpara. 98),
(ii) eliminate duplication, (iii) develop consistent targeting criteria (para. 104). (iv) establish
adequate information systems including, inter alia, target population, actual coverage, total
costs, administrative costs. and unit costs. and (v) define appropriate inter-institutional
coordination mechanisms between safety net programs and line agencies, paying special
attention not to create bureaucratic controls that will negate the benefits of NGO- and
community-driven appr(oaches.

100. D. Improving Targeting of Nutrition Programs. To address the mismatch between
the Government's nutrition policy and what is actually done (para. 75), the Government
should: (a) identify a body responsible for nutrition policy-making and inter-institutional
coordination at the highest level; (b) complete the evaluation of existing programs, examining
their actual coverage and targeting, implementation capacity, administrative and distribution
costs, unit costs. actual amount of resources reaching the beneficiaries, and comparing the
operational efficiency and targeting of different programs managed by the same institutions:
and (c) select a limited number of interventions, well-targeted to the most vulnerable groups,
for priority support by both Government and donors.

101. E. Health Sector Reform. To address the inefficient management and allocation of
health care resources (para. 83). the Government should take immediate steps to define and
balance the respective roles of the public and private sectors in the delivery and financing of
health services and to accelerate institutional reforms. To address the finaicial dominance of
hospitals (para. 6), the Government should develop a strategy and action plan to target its
expenditures by: (a) establishing a fixed share of public subsidy for hospitals, covering
additional increases in hospital costs through implementation of cost-recovery mechanisms
designed under the current Administration. This action should formalize and systematize the
existing patronato collection system. To provide hospitals with incentives to collect fees, a
significant portion of user-charge revenues should remain at the facility level; (b)
implementing cost-accounting systems in all hospitals; and (c) providing training in
administration and modem management practices for hospital directors, admninistrators, and
department heads. Regarding future increases in the health sector budget, these monies
should be directed to augment the share of PHC services to expand health promotion and
disease prevention. The role of health promoters, traditional birth attendants, and community
volunteers should be emphasized as a cost-effective means to increase coverage of basic
health services in underserved areas. Main activities to be stressed include health education,
family planning, pre- and post-natal care, and nutrition. In addition to and based on the
above, the MOH should prepare a single sectoral strategy document which should serve as
the central instrument for guiding coordination of foreign aid.

102. F. Education Sector Strategies. Although the education sector has improved
services delivery (para. 80), further measures should be taken: (a) strengthening its
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institutional capacity both at the central and regional levels to provide educational services
with the necessary logistical support and technical assistance; (b) consolidating the ongoing
regional decentralization process. A decision should be made to transfer budgetary and
personnel authority to the regional level with its cost implications and timetables. Once this
is defined, a training program to prepare the regions to assume their new responsibilities
should be prepared and implemented. This should be coupled with the streamlining of the
central level to perform a normative and planning role and the strengthening ol the central
office with qualified technical staff, keeping an appropriate skills mix [valance; (c) allocating
future increases in the education sector budget to augment the share of pre-primary and
primary education, with a specific effort to expand coverage in underserved areas, (d)
completing the evaluation of the EDUCO (para. 84) and based on this evaluation. preparing a
strategy for expanding the program as the preferred delivery system for pre-primary and
primary education in all rural areas in the next five years; (e) starting the development of a
strategy to improve coverage and quality of pre-primary and primary education in poor urban
areas, possibly using a pilot of EDUCO adjusted to urban conditions to examine the
feasibility of replicating the model in marginal urban areas; and (f) developing options to
mobilize additional resources. Areas to be explored include (i) instituting fees at the post-
primary levels for those who can pay, (ii) reducing government subsidies for higher
education, and (iii) expanding privatization efforts initiated under the current Administration.

103. G. Arresting Environmental Degradation. In addition to the implementation of
agricultural sector policies (para. 97(b)), which would alleviate environmental degradation in
rural areas if complemented by outreach efforts to disseminate soil and water conservation
methods and to encourage agroforestry schemes (for both wood supply and soil conservation
purposes), interim environment management measures should include: (a) strengthening of
sectoral agencies responsible for water and sanitation, particularly for rural areas; (b)
strengthening water and sanitation education in the package of basic health services; and (c)
study of waste management issues in urban areas with a view to increase cost-recovery,
extend services to marginal neighborhoods, and control risk conditions at existing disposal
sites.

104. H. Strengthening Monitoring and Evaluation Capacity. There is an urgent need
to strengthen an adequate database to measure poverty conditions and develop a monitoring
system which can provide policy makers with timely information to evaluate the poverty
alleviation strategy (paras. 85-89). To this end, the Government should overhaul its current
survey programs. This would allow the Government to develop adequate socioeconomic
indicators at the household level that could be used to identify poverty groups, monitor living
conditions, and analyze the impact of policy initiatives on the poor and other vulnerable
groups. The Government should examine the option of implementing a living standards
measurement survey (LSMS). A well-designed, integrated household survey, patterned on
the LSMS approach, produced more frequently with smaller samples' of higher quality,
could give a better picture of household welfare (and poverty) as measured by consumption,
relevant social indicators such as health, educational and nutritional status, sources of
incomes, assets, and household data. In addition, the basic questionnaire can easily be
supplemented with special modules focusing on specific information needs (such as household

"i' This has recently been made possible due to the returns of the 1992 population census.
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business, agricultural households, etc.), a process made easier by the use of microcomputer
technology. Annex D provides a sununary of the LSMS model, instrument, and field work
procedures. To start developing an adequate targeting mechanism with a well-defined target
population, the Government should process immediately the 1992 population census. This
would provide a basic set of indicators by municipality that could be used to rank them
according to need by both safety net and line ministry programs. Then, standard criteria to
identify the poorest groups within each municipality should be developed and applied by all
agencies.

105. To implement the above recommendation requires that the Government redefines
existing institutional arrangements. The GAES at MIPLAN, which is responsible for
monitoring and evaluation of the Government's poverty strategy, should be in charge of
formulating the long-term goals in coordination with relevant line ministries, prepare the
analysis plans, maintain financial control over survey resources, and verify that each step in
the survey process is completed on time by the responsible party. This would require that
GAES be strengthened with staff with the adequate analytical skills, capable of performing
the tasks necessary to carry out the surveys from conception to data analysis.
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HISTORICAL BACKGROUND (1970-1990)

A. Macroeconomic Trends

1. In the 1960s and early 1970s, rapid real GDP growth averaging 5.4 percent annually
was made possible by favorable agricultural commodity prices, expanding regional markets
for manufactured products following the creation of the CACM, and an accommodating and
expanding international financial environment. The economy was also characterized by the
absence of significant domestic imbalances, as shown by the existence of small fiscal
imbalances and an average price inflation of only 6 percent p.a. Considerable improvements
also took place in health and education, particularly in urban areas. Malnutrition among
children under 5 years of age decreased from 65 percent in 1965 to 50 percent in 1978.
Nevertheless, by the end of the 1970s, El Salvador still remained a relatively poor country,
with social indicators that continued to rank among the lowest in Latin America.

2. In 1979, simmering social and political tensions, closely related to long-lived
inequities, particularly in land distribution and a rigid political system, erupted into an open
military conflict. During the 1980s, the external economic environment deteriorated sharply
with the second oil price shock, a steep decline in world coffee prices, higher international
interest rates, and the breakdown of the regional market for manufactured goods. These
events led to severe macroeconomic imbalances, resulting in a drop of real GDP by 22
percent and of per capita GDP by about 27 percent between 1978 and 1982. In addition,
expansionary fiscal policies created greater domestic pressures: the fiscal deficit increased
from about 1 percent of the GDP in 1978-79 to an average of 10.5 percent excluding official
grants in the 1980-84 period. Inflation reached an average of 18.5 percent p.a. between
1980 and 1989, which almost doubled the historical record of the 1960s and 1970s.
Likewise, the ratio of gross domestic investment to GDP dropped from 23.6 percent in 1977-
78 to 11 percent in 1985.

3. Economic stability was partially restored after 1982, but efforts to reactivate growth
remained unsuccessful. In 1983-84, a stabilization program was carried out with IMF
support, leading to substantial reductions in the fiscal and balance of payments deficits.
However, fiscal retrenchment was largely achieved through reductions in public investment
and social sector expenditures, while the balance of payments gap was closed through more
restrictive trade policies and increased external transfer inflows. Public sector investment,
which had averaged 11 percent of GDP during the early 1980s, fell to 4.4 percent during the
1984-88 period. The decline in total spending was accompanied by a significant shift in the
allocation of resources toward national defense. From 1978 to 1988, defense and interest
expenditures crowded out social and all other government expenditures. In 1979,
govermnent outlays on health and education represented about 4.7 percent of GDP, or 30
percent of total government expenditures. In contrast, these outlays reached only 2.7 percent
of GDP, or 23.3 percent of total government expenditures in 1988. While this adjustment
response halted the economic decline, growth averaged only 1.7 percent between 1983 and
1989.
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4. A massive outflow of emigrants after 1980 (estimated at almost 20 percent of the
population, or about 1 million people) helped relieve domestic population plessures (para.
23) and their remittances became an increasingly important item in the balance of payments.
Private net current transfers increased from 0.5 percent of the GDP in 1980 to above 4
percent p.a, since 1986, increasing to over 6 percent in 1990. Official grants also increased
from 1 to over 5 percent of GDP during the same period, largely associated with military
conflict expenses. This allowed El Salvador to keep the external debt at a level of about
US$2.1 million in 1989, a relatively low level by Latin American standards.f"' Despite this
low debt burden, inward-oriented interventionist policies prevented a reactivation of
economic growth and maintained the economy's vulnerability to external pressures. In early
1989, a bad coffee harvest and expansionary fiscal policies led to a rapid decline in foreign
exchange reserves, and debt service to external and internal creditors was halted, resulting in
debt arrears and the suspension of disbursements from both the World Bank and the IDB
until early 1990.

B. Poverty Estimates

5. Table A-1 presents available poverty estimates for the 1976-1989 period. Poverty
trends during the period 1970-1990 were estimated based on results of several surveys, but
the reliability of these estimates, particularly for comparison of changes over time, is
questionable due to the following methodological flaws: (a) under-reporting of income,
which is a major limitation for constructing poverty lines on the basis of income data alone.
In addition, most surveys did not gather data on remittances from abroad, which in El
Salvador increased from 1.5 percent of GDP in 1980-82 to 4.1 percent of GDP in 1985-89.
As a result, past poverty estimates are likely to be significantly upwardly biased; (b) the
sampling frame of these surveys suffered from several changes according to the location of
the military conflict over the years. Moreover, as El Salvador did not have a population
census since 1970, it is not possible to check whether modifications in the sample frame
introduced additional biases into the results; (c) the composition of the BFB was not properly
updated; (d) seasonal effects were not adequately considered since surveys were conducted
during different periods of the year; and (e) the survey instrument was changed several
times, raising concerns on whether survey questions actually measure the same variables.

6. Available estimates indicated that the average real per capita income declined by a
cumulative 15.3 percent between 1981 and 1990. The real incomes of the poor are likely to
have declined even more. While no actual wage data are available, the real minimum wage
declined by roughly half between 1980 and 1988, and the real minimum agricultural wage
dropped by 68 percent in the same period. Similarly, the real average income of urban
salaried workers dropped by 56.7 percent between 1978 and 1988. The relative worsening in
the welfare of the poor is also suggested by the fact that while the average real income
between 1978 and 1988 dropped by 36.9 percent, that of the lowest quintile of the income
distribution declined by as much as 67.2 percent. Data on employment trends during the
1980s also reflect the likely deterioration of the standard of living of the poor. Table A-2

I In 1989, total external debt represented 41.8 percent of GDP, while total debt service represented 21.2 percent of
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Table A-1
El Salvador - Poverty Estimates, Selected Years

(% of population)

Urban Povertv3 Rural Poverty!
Year | Total Extreme Total Extreme

1976 50.0 20.0 --

1985 47.0 j 26.0 63.0 32.0

1988 61.0 30.0

1989 55.2 23.3

Sources: Official MIPLAN estimates based on the respective EHPM surveys.
Notes: -- Not available

a' Poverty defined as an income level insufficient to purchase two BFBs and
extreme poverty as insufficient to purchase one BFB.

shows that attainment of steady employment became an increasingly difficult problem for the
poorest population.

Table A-2
El Salvador - Employment Status, 1985 & 1988

-%)
_ _ Urban Areas Rural Areas

Total Labor Force Ist Quintile Total 1st
(LF) LF Quintile

1985 j 1988 1985 1 1988 1985 1985

Employed 48 41 15 5 30 6

|Underemployediv 34 S0 S0 72 54 59

Unemployed 17 9 35 23 16 35

Sources: Fundaci6n Salvadorefia para el Desarrollo Econ6mico y Social, Caracterizaci6n
Socioecon6mica de la Poblaci6n de El Salvador. Andlisis Descriptivo, 1989.

at Defined as those working less than 40 hours per week and willing to work more,
or working 40 hours per week or more but eaming less than the minimum wage.

7. Complementing the figures above, Table A-3 summarizes available information on
some of the key characteristics of the population in extreme poverty in the 1980s and
underscores their difficult living conditions.

(1) Rural Poverty

8. The poorest of the poor were concentrated in rural areas, and it is likely that rural
poverty increased during the 1980s.1' Key rural poverty issues in El Salvador were: lack
of access to land, insufficient employment generation, inadequate economic policies, and lack

21 It is unknown whether poverty levels increased in the conflict areas since the FMLN organized a social safety net
which was apparently generously funded by international donors. This may have helped to prevent further
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of access to credit. Access to land was a main trigger point of El Salvador's military
conflict. Compounding these factors, the rural poor accumulated little human capital, largely
due to an insufficient supply of basic social services and infrastructure (Section C).

Table A-3
El Salvador - Characteristics of the Extremely Poor

1985 & 1988

Urban Rural Total .[ ~~~CharacteTiStiCS
1985 1988 1985 1985

Average household Size -- 5 7V

Female-Headed Household (%) 37.8' - -- i

Illiteracy Rate, 10 Years & Older 25.3 27.8 43.0 35.7

Average Years Schooling 4.0 3.9 2.3 3.1
% Households with Water 37.5 40.1 27.9 32.0

% Households with Sanitation 64.1 76.3 55.3 59.0

% Households with Overcrowding 48.8 49.3 66.2 58.7

Sources: Ibid, Table A-2.
-- Not available
a, Refers to 1st quintile only

9. Despite improvements in the country's economic conditions which led to an increase
of GDP per capita of 1.4 percent in the 1960-1970s, landlessness increased from 12 percent
in 1961 to 29 and 41 percent in 1971 and 1975, respectively, while salaries declined (para.
6). Among the rural poor, 70 percent of those in the lowest quintile were engaged in basic
grains agriculture. Concentration of the poor in rural areas is due mainly to the skewed
pattern of land ownership and the lack of full employment opportunities in these areas. The
lack of sufficient employment creation is shown by the fact that farms over 200 ha. reported
a 2.8 percent annual growth of output during the 1960s while wage employment grew at only
0.3 percent p.a. Lack of income-earning opportunities, compounded by the military conflict,
contributed to massive international and domestic migration (paras. 4 and 23).

10. Concentrated land ownership has been a fundamental social and economic issue in El
Salvador for decades, and efforts were made after 1980 to address it through land reform.
But by the end of 1988 the proportions of the rural poor that benefited and total farm land
affected were less than intended because the second phase of the land reform program,
comprising properties over 100 ha., was virtually annulled by the 1983 Constitution,!' and
except for sugar cane and cotton, only a limited proportion of good quality land was
transferred. While the reform reduced the upper limit of holding size, roughly one percent
of all property owners continued to hold 50 percent of the land, while 95 percent owned only
30 percent. The failure of the reform process was closely related to the upsurge of the
military conflict and the drastic fall in agricultural prices.

3' The 1983 Constitution mandated a maximum holding size of 245 ha. and allowed excess holdings to be sold over
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11. The agricultural sector deteriorated drastically during the 1980s. Coffee production,
which accounted for over 33 percent of the country's agricultural GDP and about half of its
exports, declined on average by 6.5 percent p.a. during the 1980s. This was mainly the
result of a substantial appreciation of the real exchange rate for coffee, the decline in
international coffee prices, an outdated export tax structure, and inefficient operations of the
Instituto del Cafe, the parastatal monopoly in charge of coffee marketing. Other cash crops
such as sugar and cotton were also subject to monopolized marketing. Domestic production
of basic grains (maize, beans, rice and sorghum), which represent the main source of food,
did not decline as much, but real domestic basic grains prices fell by about 50 percent. On
the consumer's side, total food availability decreased by 20 percent during this period. The
main factors responsible for these outcomes were the appreciation of the exchange rate, a
discriminatory tariff structure that maintained basic grain prices artificially low relative to
manufactured products, incentive distortions caused by price controls, and the inefficient
marketing operations of the state-owned Instituto Regulador de Abastecimientos which was
primarily responsible for regulating the domestic supply of grains and stabilizing producer
and consumer prices.

12. In the 1980s agricultural lending was also in crisis, and the poor did not have access
to credit or extension services. Credit policies further reinforced the gap between small
farms and middle to large farms by preventing small farms from obtaining investment and/or
working capital to improve their production system. Total credit outstanding to the
agricultural sector in 1987 was only half of its 1983 level in real terms, and loan arrears
were serious, particularly to the BFA. According to a 1989 MOA survey, credit requests
and their approval rates were in direct relation to farm size.4' Regular financial channels
were used for 81 percent of the credit and the rest came from cooperatives, traditional
lenders, and family and friends. Ninety-five percent of all credits were for current
expenditures and only 5 percent for capital investment. Similarly, only 6 percent of all
fanners received extension services.

(2) Urban Poverty

13. Urban poverty was also severe and increased during the 1980s. The key determinant
of urban poverty was a protracted economic recession which had a negative impact on
income and employment and contributed to persistent labor market disequilibrium.
aggravated by an increasing influx of rural migrants (para. 23). In addition, the urban poor
suffered inadequate access to basic social services and infrastructure (Section C).

14. The recessive adjustment of the labor market in the 1980s probably contributed to
make poverty more persistent. The significant drop in real wages (about 36.9 percent
between 1978-1988) increased underemployment,5' and the expansion of the informal sector

4' For instance, only 4.8 percent of farmr below 1.5 ha. requested credit in 1987/88, as compared with 19 percent
for farms between 1.5 and 3.7 ha. As regards approval rates, X -.ly 63 percent of the requested credits were granted
for farms below 0.35 ha., the same proportion reached 78.6 percent for farms below 1.5 ha., and 90.2 percent for
farms between 1.5 and 3.7 ha.

V Underemployment is defined here as those working less than 40 hours a week and willing to work more time,
and those wnrk-in 40 hours ner week or more but earninP less than the minimum waee.
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probably contributed to a more permanent drop in labor productivity. Although between
1985 and 1988 unemployment declined (from 17 to 9 percent), underemployment increased
from 34 to 50 percent. This suggests that as a result of the long recession. household heads
and other main income earners had no choice but to seek employment in informal activities,
instead of continuing a longer and likely unsuccessful job search.

15. By 1987. employment in the informal sector had reached 49 percent of the urban
labor force. presumably associated with a policy environment for manufacturing that favored
the use of capital-intensive techniques, cutting the demand for labor. At the time of the
creation of the CACM, manufacturing output grew at an average rate of over 7 percent, but
production was heavily concentrated in consumer goods which were not competitive in world
markets.6' As demand fell, the Government tried to stimulate output by directing subsidized
credit for investment in industry.2' In addition to favoring capital over labor, these policies
placed a heavy strain on the banking system and contributed to a sluggish recovery in the
sectorfi' As a result of underemployment, the migration of displaced rural people to urban
areas, and the fall in real wages, income distribution worsened significantly in urban areas.
From 1977 to 1985, the share of urban households' earned income going to the lowest
quintile fell from 6 percent to 3 percent. Meanwhile, the share of the highest quintile went
up from 48 percent to 54 percent.

16. Among the poorest urban population, underemployment increased dramatically during
these years (Table A-2, p. 3). As the poorest half of the population spends over 50 percent
of its income on food, with basic grains as the main item in their consumption basket, the
decline in real incomes in urban areas was probably cushioned by the decline in real prices
for basic grains. Remittances, which are thought to have increased incomes of working
families by up to 20 percent, also alleviated in part the fall in earned income.

C. Social Sector Trends

(1) Background

17. A comparison of social indicators among countries in the region shows that El
Salvador's health and education indicators not only remain low, but that they have improved
more slowly (Table A-4). Poor economic performance does not explain all the difference,
however, because in several cases El Salvador falls below countries whose per capita GDP is
lower. This is particularly true for primary and secondary school enrollment, which is much
lower than would be expected given the level of per capita income, even when considering

6 While 20 percent of manufacturing output was exported, shipments to non-CACM countries made up only about 3
percent of output.

' While banks' total portfolio shrank 10 percent in real terms from 1982 to 1987, their manufacturing portfolio
grew by 41 percent. Since real interest rates have been negative, this represented a subsidy from the banking sector
to manufacturing which increased as real interest rates fell since 1984.

!' Manufacturing output growth averaged 2.3 percent between 1982 and 1987, and output was still 21 percent below
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Table A-4
Selected Cotunitries - Comparative Social Indicators

1980 & 1990

Per Capita Infatnt I nde r- I itt' J rttiitN . Pljnl:ir SeCUonddrY
Courintr G N P- Motrtalto I)Z ljl f-xT]t*. (.Irck, Rawl- .K}ltl Scholt> 

Raw1t Enrollmnent Enrollment'.
1980 1 1990 19;0 1990 1981)1 1990i 198w1 1I9;) 191 19190t 198o 1990 1980 199(1

Argentinia 2,990 2!370 38 30 4 AS (9 -1 3.I2 282 106 l 5 6 74
Bolivia 850 600 130 106 207 16! 1 Sto 54 i Th 41 82 84 81 36 34
Chile 1,580 1.820 32 19 4t 21 69 _ 2 '84 2.52 109 98 53 75
Colombia 1,110 1,180 48 39 '78 wt( 66 (it) 1.'76 2.66 118 107 4 1 5 2
Costa Rica 1.740 1.660 18 18 3 1 22 75 18 3.66 3.06 105 100 48 41
Dom.Repub. 730 690 79 62 102 801 63 6' 4.28 3.30) 118 95 42 74
Ecuador 1,310 1,080 '5 61 107 83 63 66 5.04 3l74 113 117 51 56
El Salvador 1.170 1,080 75 56 110 87 57 63 5.40 4.20 75 78 24 26
Guatemala 1.060 830 75 56 130 94 58 63 6.23 5.42 71 79 18 21

onduras 950 750 87 66 140 84 60 64 6.33 5.241 93 108 30 32
Mexico 1.920 1.750 56 45 83 49 67 69 4.48 3.30 115 112 46 53
Nicaragua 1.080 -- 86 62 132 78 60 66 6.09 5.32 99 98 43 43
Peru 1.310 9501 101 84 144 116 581 621 4 70 .8 114 126 591 70

Sources: "Social Indicators in Latin America and tihe Caribhean: A Compilation ot Statistics from 1970 to the
Present", G. Psacharopoulos and B. Wood, a viekk from LATHR. No. 23: Hunian Resources in Latin
America and the Caribbean. Priorities and Action. Latin America and the Caribbean Region. January 1993.

Notes: ' In constant 1987 US5; t Per 1.000 live births; ' Years: i Births per woman: Gr ss enrollment ratios (%
of school age population): -- Not available.

the closing of schools due to the military conflict."

18. In the 1980s, the share of public spending on social sectors fell from 40 percent of
public spending to 24 percent, and real per capita outlays on social welfare fell by over 42
percent. Spending on education and health fell well below that of countries of similar
income levels (Table A-5). Spending on health and education declined the most as
percentages of GDP - from about 3.9 percent on education and over 1.8 percent on health
in 1980 to 1.8 percent in education and 0.9 percent on health in 1989. Since the reduction in
public expenditures took place mostly in capital expenditures, the share'of public spending
devoted to recurrent expenditures increased sharply. leaving practically no resources for
investment, maintenance and operation of services. Increased foreign aid,"' which
represented over 40 percent and 20 percent of the national budget in health and education,
respectively in 1989, and the provision of services by NGOs and the private sector, have
mitigated the impact of falling public resources. lowvever. these increases have not
completely offset the decrease in public spending.

2 The Government reported 877 schools closed in 1982, and 575 remaincd closed in 1989.

to' In the health sector, foreign aid financed hospital reconstruction, medical supplies, equipment and repairs, as well
as operating costs. Its share of total sector spending increased from about 2.3 percent in 1983 to 40 percent in 1989.
In education, foreign aid financed the construction and .econstruction of MOE facilities destroyed by the 1986
earthquake, as well as teaching supplies and equipment. In 1989 its share of total spending was about 20 percent of
the education budget. On the other hand, NGOs channeled over US$130 million to El Salvador in 1987, most of
which was directed to the so-ial sectors. The same year, government expenditures on health and education were
US$127 million.
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19. As in the rest of Latin America, social _
indicators did not suffer further (leteriorationi as a
result of declining share ot government expenditures
in GDP. A number of factors may account for the X

improvement in social indicators. First, changes in _
social indicators lag behind changes in inputs.
Second, foreign aid, private agencies and NGOs _ .
played an increasing role in the provision of social
services, mitigating the impact of falling public G {D _

resources. Third, households probably increased their - -

private contributions in money or time to the _.
production of social services, for example by . .' -
purchasing textbooks and drugs previously distributed
for free. CC 0 _OO el el

V a ". . 0 r' °0 TN

20. Also as in the rest of Latin America. national -_ L _ _ -

averages mask large differences within the country. X e_ eM e ee

'n C4 C 0 In sC'
All indications are that the provision of social sector o
services has been historically biased toward urban \ o -_ X_ _
areas. Because of lack of services, the access of the N T- _ 

rural population to schooling and health care has been _
particularly limited, which has resulted in worse rural O - N e

indicators. For instance, infant mortality is about 20 < 0 V
percent higher than the national average in rural areas. -_
Usage of family planning is 47 percent nationally, but va

only 34 percent in rural areas. Illiteracy rates in rural 'Z a" - _
areas have remained about 50 percent higher than in W V
urban areas. Although primary school enrollment in c - _.
1988 was a low 78 percent at the national level, it was - -

only about 60 percent in rural areas. Of the cohort e e e

entering school in 1979, about 40 percent completed _ o0oC

primary education in urban areas compared to only 7 -X _ _ _ -

percent in rural areas. Although there are no reliable -X' _Oc;e
data on student achievement, a 1983 study found that co - e _
overall achievement varied from 19.8 percent in
science to 34.8 percent in reading (out of a possible 0,, ' _
score of 100), and that in all subjects urban students -i _-__ ;
outperformed their rural counterparts. ' _ _ _ e e el

0- . n -_
- ~~~~~~CM 

21. Nutrition. Malnutrition affects about 50
percent of children under-5 (436,000 children).
Within this group, malnutrition is highest in rural 0 .-
areas and among children between 12 and 24 months uu
old (Table A-6). Nutritional deficiencies are related
not only to the level and distribution of income, but E " . ^ .O E

are also largely attributable to the inefficiency and n i

mistargeting of government programs against _ v __
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malnutrition. The Government's successive nutrition programs have consistentlv failed to
focus on the most needy and to deliver nutritional supplements effectivelv.

Table A-6
El Salvador - Coverage of MOH and MOE Nutrition Programs

No. of People Targct Coverage
Covered P lopulation (2 

A. MOII Beneficiaries o

Pregnant Women 59.313 261,584 L 2.3

Lactating Mothers 9,309 93,133 10.0

Subtotal 15,240 355,717 4.3

Children < 2 Years Old 32,0(12
- Low Malnutrition 23,131
- Moderate & Severe Malnutrition 8.881

Children 2-4 Years Old 11.961
- Low Malnutrition 8,231
- Moderate & Severe Malnutrition 3,730

Subtotal 43,973 435,64B 10.1
Total Beneficiaries 59,213 791,365 7.5

No. of Children School Coverage
Covered Population (7)

B. MOE Beneficiatxes

Children in Grades 1-6 173,225 1,066,696 16.2

Schools 1,037 3,300 31.4

Sources: MOH, Nutrition Department; MOE, Memoria, 1989-1990.
Notes: a Januarv-March 1990.

b Five percent of total population.
c Fifty percent of children less than I year old.
d Fifty percent of children under-5.

22. In 1980 El Salvador started to receive substantial amounts of food aid from abroad
through imports and donations from the WFP. Assistance from these programs has helped
the Government meet requirements of domestic food consumption and balance of payments
needs, but this support was not properly used to address the nutrition problems of vulnerable
groups. By the end of the decade, only two of the six major programs implemented had
been directed to poor mothers and children. Thus, only 37 percent of the food aid (a total of
92,353 metric tons in 1989) had been directed to these groups. The largest portion of direct
food assistance has been devoted to food-for-work programs. These programs have had poor
implementation records due to the financial and logistical constraints in the public sector
institutions charged with their execution."1

' These projects are: (a) Project 2725. Rural Housing and Infrastructure in Agrarian Reform Areas, for US$7.35
million for the 1990-94 period, intended to benefit 5,000 families and about 25,000 people; (b) Project 2806,
Rehabilitation Assistance for Displaced Population. for US$16 million for the 1987-91 period, intended to benefit
24,000 families; (c) Project 3097, Soil, Water and Forestry Preservation for the Oriental Region, for US$8.2 million
for the 1988-92 period, intended to benefit about 54,000 people; and (d) Project 3340, Basic Infrastructure
Rehabilitation and Agricultural Diversitication, for US$23 million for the 1989-93 period, intended to benefit 94,000
people. Sources: MIPLAN, La Ayuda Alimentaria en El Salvador, October 1990.
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23. Population. Thiere can be little doubt that rapid population growth and population
pressure on cultivable land arc key issues tor El Salvador. Between 1960 and 1978, the
population grew at 3 percent p.a.. and with about 350 people per square kilometers of
cultivable land, the countrv is the most denselv populated in Latin America. The natural rate
of population growtlh declined to 2.7 percent p.a. in the late 1980s, still one of the highest in
Latin America (where the averace is 2.2 percnCIt p.a 'i. and total fertilitv remained high at 4.2
children per woman of childhearinm- aze. however. ernioration has significantly curbed the
growth of the resident population to onlv about 1.4 ncrcent per year between 1978 and 1988
(para. 4). As a direct result of the military contlict. rural migration to urban areas greatly
accelerated during the 1980s. In 1970. about 39 percent ot the population lived in urban
areas. This proportion increased lo an estimated 50 percent in 1989.

24. Rapid population growvth and poverty are mutually reinforcing conditions. A 1985
fertility survey suggests that the main reasons for the high rate of population growth include
low levels of education. uneven distribution ot income, and low levels of formal sector
employment. Women with no education desired 4.7 chiildren compared to 3.4 among women
with primary education and to 2.6 among women with secondary education and higher.
Because educated and urban women have better knowledge and access to family planning,
their completed family size tend to be smaller than that of their uneducated rural
counterparts. Although usage of familv planning increased from 34 percent in 1978 to 47
percent in 1987, it is still low, particularly in rural areas (para. 20), largely because of the
compounded effect of an insufficient supply of family planning services by the Government
with low income and education levels. A 1988 fertility survey indicates that almost 20
percent of women of reproductive age are at risk and in need of family planning services,
and that over 75 percent of them live in rural areas. As current population estimates are
based on projections from the 1970 census, new estimates from the recently completed
population census (November 1992) will provide a better base to validate the necessity to
strengthen family planning efforts.

25. Social Infrastructure and Housing. Lack of access to social infrastructure has been
another distinctive characteristic of all poor groups in El Salvador, particularly in rural areas.
Inadequate coverage of water and sanitation services results in consumption of poor quality
water, causes a high incidence of water-borne diseases, and limits the impact of health
interventions. In 1980, over 30 percent of the urban population and 60 percent of the rural
population did not have access to water, and 36 percent of the urban population and 45
percent of the rural population did not have adequate sanitation. Supply of water and
sanitation in urban areas improved to cover 87 percent and 76 percent of the population,
respectively, in 1988. In rural areas the situation worsened: over 80 percent did not have
access to water in 1988.L Thus, it is not surprising that in 1988 about 60 percent of the
deaths of children less than one year old were caused by diarrhea.

26. Inadequate housing conditions have been another distinctive characteristic of all poor
groups. In 1977, it was estimated that 53 percent of the population in the SSMA lived in
substandard dwellings such as temporary housing. older dwellings or squatter settlements

2' No recent data on sanitation coverage are available fbr rural areas.
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lacking water and sanitation facilities. Overcrowding was also a major problem. About 44
percent of dwellings in SSMA and 86 percent in rural areas had only one room for an
average family size of over 6 people, and about half were constructed of unstable materials.

27. Since 1980, over 500,000 people are thought to have left their place of origin, mainly
in the rural areas. This has added to the housing demand, especially in urban areas. Over
200,000 migrants hiave come to the SSMA. Despite the fall in real incomes, private
investment in housing has increased almost continuously since the mid-1970s (from 1.9
percent of GDP in 1975-78 to 3.1 percent in 1985-87), but not enough to offset the decline
in public spending (from 2.9 percent of GDP to 1.5 percent over the same period), mostly
catering to the demand of non-poor urban groups. Between 1980 and 1988, 95 percent of
the homes built by construction companies were in urban areas for private buyers and public
sector employees. The 1986 earthquake damaged about 9 percent of the housing stock in the
SSMA. By 1988 it was estimated that the proportion of the urban population inadequately
housed stood at 55 percent, the same level as in 1977. No data are available for rural areas.

(2) Health Sector Issues-

28. The health sector suffers from the lack of access to public or private health services.
This problem arises mainly from the public sector's managerial and financial constraints.
These issues are discussed below.

29. Lack of Access. Largely as a result of low coverage of public health services (56
percent of the population), death and morbidity remain unduly high, especially due to
pregnancy and birth complications, gastroenteritis, respiratory infections, and communicable
and infectious diseases. About 60 percent of the deaths of children less than one year old are
caused by diarrhea attributed in large part to lack of sanitation and inadequate sanitary
practices. Iron-deficiency anemia - an indi,ator of maternal malnutrition - affects about 12
percent of pregnant women (or about 32,000 women). Vitamin A deficiency affected about
36 percent of children under-5 in 1988 (about 313,000 children). Due to the fact that about
60 percent of deliveries are not attended by trained personnel, births remain a major health
risk for both mother and infant. The maternal mortality rate of 1.4 per 1,000 live births is
one of the major causes of death among women of fertile age. A perinatal mortality rate of
11.6 per 1,000 live births contributes significantly to the high infant mortality rate. Only 29
percent of children under two years of age and 32 percent of pregnant women actually
receive some form of health care. Immunization coverage is better due to strong donor
involvement (77 percent BCG, 62 percent polio and DTP). Use of family planning services
is low at 47 percent nationally, compared to 53 percent in Mexico and 70 percent in Costa
Rica.

30. Weak Management Capacity. The health system is unable to effectively provide
basic services to the population, particularly in rural areas. In 1990, about 35 percent of
MOH facilities were under-utilized, and over 40 percent of the health centers did not operate

t3 This sub-section and the next ("issues") draw on El Salvador . Population. Health. Nutrition and Education:
Issues and 0 ortunities, May 22, 1990, Repott No. 8715-ES; and Staff Appraisal Report, El Salvador Social Sector
Rehabilitation Proiect. May 31. 1991, Report No. 9533-ES.
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community outreach programs in their catchment areas. The major shortcomings include:
(a) inefficient financial management systems. The budgetary system is outdated and has
three major structural shortcomings: (i) it does not reflect sources and use of funds by
program, (ii) it does not permit the MOH to reallocate salary expenditures to other areas,
and (iii) it suffers from budget fragmentation, as a result of which the MOH lacks a unified
budget, with externally financed projects managed through a parallel extraordinary budget.
In addition, no systems are in place to implement appropriate cost-contaimment or cost-
recovery policies;"A' (b) inadequate skill mix and distribution of human resources. MOH
staffing reflects a bias toward curative care, with a shortage of middle and lower-level
personnel, particularly nurses and auxiliary nurses. Staffing levels are inadequate in almost
half of the health posts; (c) inadequate support services. Inadequate attention has been given
to building and equipment maintenance and to the replenishnent of capital stock. Supplies of
equipment and key operational inputs are deficient in over 40 percent of the health facilities;
(d) lack of supervision. Only about 25 percent of the health units and health posts receive
adequate supervision. The MOH, for lack of resources, has not established or
operationalized supervision guidelines nor provided operationai and training materials and as
a result, no mechanism exists to provide feedback between the central, regional and local
levels. There is no training or systematic on-the-job evaluation of operational personnel.
Since 1991, the MOH has started to strengthen its supervision activities; and (e) inadequate
referral system. The referral system is ineffective due to the lack of adequate linkages
almong the various levels of the health system. This is a particularly serious problem with
respect to high-risk pregnancies and is a major factor in high maternal and perinatal mortality
rates.

31. Financial Constraints. MOH expenditures declined over 30 percent in real terms
between 1979 and 1988 (para. 18). Reductions took place mostly in capital expenditures.
Consequently, z he share of salaries increased from 75 percent in 1980 to 84 percent in 1984
in hospitals, and from 55 percent in 1977 to 94 percent in 1989 in the rest of the system.
This changing mix of MOH expenditures, coupled with a lower absolute funding level,
resulted in falling real salary levels and supplies of drugs, materials and equipment, and
impeded the delivery of minimum quality services without adequate working environments
and tools. Public health expenditures remain unduly concentrated on curative care,
considering the country's epidemiological profile (over 46 percent of the MOH budget in
1988). The emphasis on curative medicine is entrenched because hospitals have independent
operating rules and budgets, and relate directly to the Health Minister and the Ministry of
Finance. Budgeting and allocation of funds for the rest of the health system reflect the
inefficiencies of inadequate financial management systems, causing the MOH to follow
historical budget-based resource allocations for its planning and budgeting.

14' In the case of health, a 1987 health care demand study found that 72 percent of housenolds with a monthly
income of less than US$72 were seeking care from private providers when illness occurred.
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(3) Education Sector Issues

32. The education sector suffers from low enrollment and efficiency, which not only stem
from factors external to the -school system, but as in health, from nmanagerial and financial
constraints. These issues are discussed below.

33. Low Enrollment. The three major factors that generated law enrollment during the
1980s include: (a) closing of schools due to the war, leaving about 100,000 children out of
the public school system; (b) insufficient financial resources, which caused the increase in the
number of school places offered by the MOE to fall behind the growth of the school-age
population; and (c) inadequate physical facilities and sub-utilization of existing infrastructure.
Existing classrooms are in poor physical condition and need to be repaired or replaced. The
MOE lacks an overall inventory of the school network, including location, physical
conditions, functional capacity, potential demanid, and maintenance needs. In urban areas,
the existing infrastructure is fully utilized, with schools in double and even triple shifts, but
in rural areas, about 25 percent of the existing classrooms are used only one shift due to lack
of incentives to teachers to operate a second shift.

34. Low Completion and High Repetition and Dropout Rates. The low completion
and high repetition and dropout rates illustrate the low internal efficiency of the sector.
Dropout rates increased from about 11 percent in the 1970s to 16 percent in 1986, and an
estimated 20 percent of primary school children repeat at least one grade. The situation is
exacerbated by external factors such as poor health and nutrition, and migration due to the
military conflict. Systemic factors responsible for this problem include: (a) inadequate
provision of pre-primarv programs. One of the main causes of high failure rates in primary
school is the lack of exposure to pre-school experience. Children, especially those from the
poorer rural families, do not receive adequate early physical and mental stimulation and
therefore are unable to derive appropriate benefits from the education system; (b)
overcrowding in rural schools; (c) lack of school supervision. The supervision system
disintegrated during the 1980s due to financial constraints and the military conflict. As a
result, there was no monitoring of teachers' attendance (an estimated average of 2.7 days per
week in 1990), teachers received no performance evaluation, and there is no evaluation of
students' achievement; (d) demotivated teachers. Unemployment of teachers increased while
real wages fell by over 50 percent between 1978 and 1987. Low and declining real teacher
salaries have had a negative impact on motivation aild performance, resulting in a continuous
deterioration of the quality of education; (e) textbook deficiencies. There is a shortage of
textbooks and teaching materials. This situation is exacerbated by the fact that teachers have
not received adequate in-service training and are therefore unable to maximize utilization of
the few available materials; and (f) inadequate curriculum and evaluation systems. The basic
education curriculum has no student evaluation criteria. Teachers are not provided guidelines
for evaluation, thus grading is subjective. This has contributed to increases in repetition
rates and an inefficient student flow through the system. The lack of nationally standardized
tests precludes objective comparisons of teaching methods or student leaming and contributes
to the low efficiency of the school system.

35. Weak Management Capacity. The managerial constraints facing the education
sector are similar to those facing the health sector. These include: (a) inefficient financial
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management systems; (b) lack of planning and budgeting capacity at the local levels; (c)
excessive centralization of decision-making; (d) an inadequate statistical base; and (e)
deficient logistical systems, especially for the maintenance of facilities and equipment, and
distribution of materials.

36. Financial Constraints. MOE expenditures declined about 40 percent in real terms
during the 1980s (para. 18) and still remain below the 1979 expenditure level. Concurrently,
the allocation of MOE resources changed significantly, leaving minimal resources for
investment -and non-salary. operational inputs, including the supply and replacement of
materials, facilities maintenance and school and teacher supervision. The share of salaries
increased from 85 percent of the MOE budget in 1973 to 96 percent in 1989. In 1990, the
MOE spent less than US$1 per student/year in textbooks, teaching materials and other
essential operational inputs, while the estimated requirement was about US$6.
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El Salvador - Sample Results
EHPM-92

_URBAN RURAL TOTAL]-

Number of Households ('000) 11,332 7,622 18,954

Household Level a.

Average Size of the Household 5.5 6.4 6.0

Female H`eaded Households(%) *32.3 22.1 26.2-

Overcrowding (3 or more per room) 22.9 52.4 40.5
% with Access to Water 63.4 44.4 52.0
% Children not attending school b 8.4 28.3 20.3

Average per Capita Income ' 659.1 325.5 511.8
i ____________________________________ (566.2) (276.9) (438.5)

Individual Level dl

Female (%) 53.9 51.1 52.7

10 years and older (%) 76.5 69.6 73.5
Economically Active Pop. ¢ 40.8 33.9 37.8

Participation Rates
- Males 69.2 70.9 70.0
- Females 46.3 21.7 35.4

Unemployment Rate 8.9 10.3 9.5

Underemployment Rate 4.1 -

Illiteracy (% of population 10+) 8' 16.6 37.5 25.8

Average Schooling (years) 6.2 2.9 4.7

Average Labor Income (hourly)
- Private (Wage Labor) 7.4 4.6 6.2
- Public Sector 6.7 6.6 6.6

Sources: Tabulations with EHPM-92, MIPLAN.
a Expressed as a proportion of the households
bl Children between seven and ten years old.
" Figures obtained on the basis of corrected income figures. The correction has been based

upon the estimates by Gregory (1992). Between parentheses, the percentages obtained using
uncorrected income figures.

' Expressed as a proportion of the number of individuals.
' Population 10 years and older actively working or looking for a job.

f' Working less than 36 hours a week and willing to work more, expressed as a proportion of the
labor force.

:! As a proportion of the total population 10 years and older.



Table C-1
El Salvador - CONARA/SRN Programs

1989-1993

1989 19 1991 1992 119931 Total 1989 [1990 1--o991 192 119931 Total
Infrastructure 43.40 10.17 11.94 29.73 28.92 12.4.16 43:40 8.40 8.40 1iL8 15.41 94.21

Access Rods 15.25 3.50 5.9 15.75 16_5_6_7_1_2 2.82 4.14 9.97 8.71 40.88

_____________7_88__1.59 2.15 3.38 4.20 19.20 7.88 1L28 1.51 2.14 2.24 15.05

Health Facilities 1.27 0.53 0.15 1.53 0.76 4.25 1.27 0.43 0.11 (1.97 0.41 3.18

Water &Sanitation 4.08 1.05 0.89 1.36 0.97 8.35 4.08 0.85 0.63 0.86 0.52 6.93
Municipal Buildings 2.84 0.18 0.37 1.71 1.77 6.87 12.84 0.14 0.26 1.08 0.94 5.27

Electtritiation 5.73 1.84 2.04 4.59 4.20 18.39 5.73 1.48 1.44 2.90 2.24 13.78

Communal Houses 2.37 1.26 0.35 0.85 0.54 5.38 2.37 1.01 0.25 0.54 0.29 4.46

Otiers 3.98 0.22 0.10 0.56 0.12 4.99 3.98 0.18 0.07 0).35 0.06 4.65
Sodial Programs 0.00 0.83 1.12 0.89 0.00 2.84 0.00 0.67 0.78 0.56 0.00 2.02

Community Homes 0.00 0.02 0.05 0.04 0.00 0.11 0.00 0.02 0.04 0.02 0.00 0.08

Education Centers, 0.00 0.02 0.03 0.05 0.00 0.11 0.00 0.02 0.02 0.03 0.00 0.08

Training Courses 0.00 0.29 0.42 0.37 0.00 1.07 0.00 0.23 0.29 0.23 0.00' 0.76
Hydroculture training 0.00 0.02 0.09 0.00 0.00 0.11 0.00 0.02 0.06 0.00 0.00 0.08

Community Banks 0.00 0.48 0.52 0.43 0.00 1.43 0.00 0.38 0.37 0.27, 0.00 1.02.

NRP 0.00 0.00 0.00 23.28 87.22 110.51 0.00 0.00 0.00 14.74 46.47 61.21

SIF 0.00 0.00 0.00 0.36 0.00 0.36 0 .00 0.00 0.00 0.23 0.00 0.23
Roads 0.00 0.00 0.00 0.19 0.00 0.19 0.00 0.00 0.00 0.12 AM0( 0.12

NGOs .0.00 0.00 0.00 3.61 3.88 7.49 0.00 0.00 0.00 2.30 2.07 4 35

Gov't. Agencies 0.00 0.00 0.00 10.40 21.31 31.71 0.00 0.00 0.00 .62, 11I 3,5 17 94

Reintegration of Combatants 0.00 0.00 0.00 7.57 61.67 69.24 0.00 0.00 0.00 48 32,85 37-04

Land Programi 0.00 0.00 0.00 0.35 0.00 0.35 0.0 0.0 0.0(1 0.22 0.00 ~0 22

Food Distribution 0.0 0.00 0.00 0.81 0.37 1.18 0.00 0.00 0.00 0.51 0.20'. 0. 71

Total 43.40 11.00 13.06 53.91 116.14 237.51 43.40 8.86 9.18 34.12 61.88 1157.43 z

Sources: GAES/MIPLAN, February 1994. z b
I' Exchangc rates for the period 1989-1993 are, respectively for each year, 6.5. 8.03, 8.08. 8.37, anid 8.73 tT
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Table C-2
El Salvador - Status of SIF Subprojects

December 1993

Subprojects Costs'
Status I _____inilumber | n.(lion C.) (million S) 

Completed 1.935 49.5 262 6 32.8
In Progress, I1,073 27.4 198.2 24.8

Ready for Executioji 108 8.6 39.4 4.9|

In Bidding Process 638 11.0 68.2 8.5

In Re-ision 158 3.5 21.9 2.7

Total Approved 3,912 100.0 590.3 73.8

In EvaluationlPreparation/Promotion 2.178 -- 370.1 46.3

Total 6,090 960.4 120.1

Sources: SIF, February 1994.
Inicluding beneficiary counterpart funding of 8 percent on average.
Exchange rate: USSI = C.8.

Table C-3
El Salvador - SIF Approved Subprojects

By Type, Beneficiaries, and Costs
December 1993

Beneficiaries Costsa 

No. No. % 000s C. 000s _ _ %_ _
Education & Training 1,641 442,672 23.6% 265,177 33,147 44.9%

Education 1.509 388.688 20.7% 227,145 28,393 38.5%

Training 41 44.775 2.4% 20,033 2,504 3.4%

Day-care Centers 91 9.209 0.5% 17,999 2,250 3.0%

Health & Nutrition 254 330,974 17.6% 39,134 4,892 6.6%
Health/PHC 160 306.056 16.3% 24,027 3,003 4.1 %
Nutrition 94 24.918 1.3% 15.107 1,888 2.6%

Water & Sanitation 1,167 663,273 35.3% 210,942 26,368 35.7%
Environment 806 418,739 22.3% 57,289 7,161 9.7%

Forestation 24 - 0 0.0% 6.493 812 1.1%

Cooking Stoves 782 418,739 22.3% 50,796 6,350 8.6%
Other 22,809 1.2% 17,760 2,220 3.0%

Total 3,912 1,878,467 100.0% 590,302 73,788 100.0%

Sources: SIF. February 1994.
Including beneficiaty counterpart funding.
Exchange rate: US$1 = C.8.
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Table C-4
El Salvador - SIF Approved Subprojects

-By Category of Requesters
December 1993

Requested Subprojects i Costs2; . 1
L ~~By -No. | % | ilii-o-n C. million us$b- % l

Community Groups - 2,815 72.0 358.2 44.8 60.7

NGOs 270 6.9 68.1 8.5 11.5

Municipalities 257 6.6 53.2 0.1 9.0

Autonomous Institutions 516 13.2 103.3 12.9 17.5

Central Government 54 1.4 7.5 0.9 1.3

Total 3,912 100.0 590.3 73.8 100.0

Sources: SIF, February 1994.
al Including beneficiary counterpart funding.
-' Exchange rate: US$1 C.8.
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THE SURVEY OF LIVING CONDITIONS!

1. Objective of Living Standards Measurement Surveys (LSMS). The main objective
of LSMS surveys is to provide household level data for evaluating the effect of many kinds
of government policies on the living conditions of the population. Accordingly, LSMS
surveys collect data on all major aspects of household well-being. In addition to making it
possible to address issues in several sectors, collecting data on several topics from the same
households has the added advantage of allowing for the analysis of the relationship between
these different aspects of the quality of life. Example& of this include studies of-the impact
of education on nutrition, the effect of health on employment. and the relationship between
income and fertility.

2. Even with the multi-sector nature of the survey, empirical research on the effect of
government policies on households often requires a single broad indicator of household
welfare. In most LSMS research on poverty, household welfare is measured by
consumption.2' It is used because of its intuitive appeal and rigorous theoretical framework.
Consumption is easily understood by most policy makers; consumption is a stable, long-run
indicator of a household's well-being: and accurate consumption data are usually easier to
collect than accurate income data.

3. Distinctive Characteristics of LSMS Surveys. LSMS surveys differ from more
traditional surveys such as the Consumer Expenditure Surveys, Labor Force Surveys,
Demographic and Health Surveys, Contraceptive Prevalence Surveys, Nutrition Surveys, etc.
There are four fundamental differences in approach.

4. First, while other surveys are primarily designed to measure different aspects of
living standards, LSMS surveys collect information which allows one to analyze the
determinants of the various outcomes. For example. governments will want to know what
the enrollment rate among school-aged children is. Many traditional surveys will supply
that. The LSMS's multi-sector design supports studies to help determine why some children
are not in school - whether the most important factor affecting their enrollment is ill health
or malnutrition, the distance to the nearest school, the fees charged, or the need for children
to do domestic chores or to help supplement the household's income by working. Knowing
this, the Government can decide which programs and policies will be most effective in
raising the enrollment rate.

5. Second, LSMS surveys tend to have smaller samples than many other surveys (the
C6te d'Ivoire survey is 1,600 households or 1.3 percent of the population, the Ghana survey
is 3,200 households, or 1.1 percent of the population). This allows effort and expense to
focus on data quality rather than quantity. The samples are still large enough to support
econometric analysis of many interrelations within the data, but in some cases, the small size
lowers the precision or the measurement of the level of indicators. The tradeoff can be

1' This section has been extracted from M. Grosh, The Household Survev as a Tool for Policy Change, World Bank
LSMS Working Paper No. 80, 1991.

a' LSMS data are also rich enough to allow for the use of other indicators of household welfare.
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illustrated with an example. In C6te d'Ivoire the confidence interval around the estimate of
the school enrollment rate is two percentage points, which is wider than that accepted for
some surveys. The issue, however, is not whether one is able to distinguish between
enrollment rates of 53 percent or 55 percent; in either case it is unacceptably low, and the
Government will wish to raise it. The important thing is therefore to gather complementary
infornation that can help in designing effective policies.

6. Third, the need for policy relevant data implies that the data must be made available
quickly. With this in mind LSMS. surveys have, pioneered te use of personal conputers at
all levels of survey operations, from design of questionnaire pages, to data entry and editing
in the field, to analysis of the data. The use of the latest computer technology also allows
for better quality control (e.g., consistency checks).

7. Fourth, LSMS surveys are flexible and adaptable to the particular characteristics and
policy issues of any given country. The basiC questionnaire can easily be supplemented with
special modules focusing on specific information needs, a process made easier by the micro-
computer technology.

8. The Questionnaires. The
standard LSMS survey gathers Sections in LSMS Household Questionnaire
diata on three types of. ..questionnaires: theee househol First Visit I Household Roster
questionnaires: the household 2. Housing Amenities and Expenditures
questionnaire, the price 3. Education
questionnaire and the conmunity 4. Health
questionnaire. The largest and 5. Employment and Personal Activities
most time-consuming of the three 6. Migration
questionrnaires is that for the 7. Selection of Respondents for Second Visitquestionnaires is that for the8. Dwelling Characteristics
household. It consists of 16
sections; sections 1-8 are filled in Second Visit 9. Agricultural Activities
on the first visit to the household, 10. Non-Agricultural Household Enterprises

915 11. Expenditures on Non-Food Items
12. Expenditures on Food and Consumption

second visit, which occurs two of Food Produced by the Household
weeks after the first, and section 13. Fertility
16 (anthropometric measurements) 14. Other Income
is filled in on both visits (see 15. Savings and Borrowing
Table).!' An average visit to fill Both Visits 16. Anthropometric Data (Height and Weight)
out half of the household
questionnaire takes about 2-3
hours, although the questionnaire is designed so that no individual needs to be interviewed
for more than an hour.

9. To create a comprehensive measure of household consumption, the household
questionnaire gathers direct consumption data, which include all expenditures on food items

}' The full or partial application of the standard LSMS and the number of visits is flexible and determined by
country circumstances and policy issues.
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and other daily expenditures (two week recall), and non-food items (12 month recall), as well
as the value of food produced and consumed by the household. About 70 items are usually
included in the expenditure section. Information on housing and durable goods (e.g., cars,
television, bicycles, cameras) is also collected to allow an estimation of the yeaiIly
consumption value of the services which these goods provide for many years after their
initial purchase.

10. In order to measure the true purchasing power of household incomes, it is necessary
to have data on prices faced by households. Te LSMS price questionnaire gathers data on
the prices of staple foods, energy sources, medicines and agricultural inputs. It is filled out
by visiting the local market or commercial establishments. Usually about 30 items are
included.

11. The community questionnaire is administered in rural areas only. It collects
information on local conditions, such as the nearest schools and medical facilities, common
agricultural practices (including wage rates), transportation and communications, and other
infrastructure data.

12. Field Work and Data Quality. The LSMS questionnaires are completed by several
mobile survey teams, each of which contains one supervisor, two interviewers, one
anthropometrist, and one data entry operator. The supervisor is in charge of filling out the
community questionnaires while the anthropometrist measures the weight and height of all
household members and fills out the price questionnaire. The household questionnaire is
filled out by the interviewers.

13. After the first set of interviews are finished, tthe data from those half-completed
questionnaires are entered in personal computers which are programmed to detect
inconsistencies and coding errors in the data. Before the interviewers return for the second
interview, they pick up computer printouts from the data entry operator and use them to
correct any inconsistencies or errors from the first interview by going over the questions
again with the households during the second visit. This greatly increases data accuracy.

14. The quality of LSMS survey data is further enhanced by heavy supervision at all
levels. Most of the supervisor's work is to check the work of the other team members.
Every household questionnaire is checked by the supervisor both before and after data entry,
and the work by the data entry operator and the anthropometrist is also checked. The
supervisor also visits some of the households after interviewers have left to see if they
performed their work correctly and were polite to the respondents. In addition, higher-level
officials make unannounced field visits to the teams to inspect their work, including that of
the supervisor. Team members whose work is deficient are replaced by standbys who have
received the same training.
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CORRECTION OF BASIC INCOME FIGURES

1. Sources of informnation on income distributioin and socioeconomic conditions are
severely limited in El Salvador. One important limitation is related to the under- reporting of
income, which in principle affect all households across the different deciles and affects
estimates of poverty. An income and expenditures survey - the Encuesta NVacional de
Ingresos v Gastos Familiares (ENIGF) - was undertaken in 1977 at the national le-vel and a
subsequent one in 1990-91 in urban areas only. In view of their greater accuracy regarding
income and expenditures data, these surveys are probably the -most appropriate to undertake
income distribution analyses. Table I below shows the discrepancies between income and
expenditure data for the 1990-91 surveys.

Table I
El Salvador - Household Monthly Income and Expenditures by Deciles

(%)________

1977 1990-91 1990-91
Decile ENIGF ENIGF ENIGF

(Incomne) (Income) (Expenditure)

I 2.1 1.0 3.2
2 3.4 2.5 4.2
3 5.2 3.6 5.2
4 5.7 4.8 5.8
5 7.3 6.1 7.3
6 9.1 7.3 8.1
7 10.6 9.1 9.9
8 12.7 11.5 11.4
9 13.8 15.8 14.7 I
10 30.1 38.4 30.1

Sources: Distribucion del Ingreso por deciles de familias,
MIPLAN, Unidad de Investigaciones Muestrales, 1978.
Tabulations of the Unidad de Investigaciones Muestrales,
MIPLAN, and Gregory, P., "Income Distribution in
El Salvador", USAID, 1992.

2. Comparing the 1977 decile distribution of income with the 1990-91 decile distribution
of expenditures, it is also shown that expenditures systematically exceed reported incomes for
all but the tenth decile. Gregory shows that the income data of the 1990-91 ENIGF involves
an underestimation of the income which in average amounts to 23 percent. The implication
of this analysis is that in the absence of appropriate corrections for income under-reporting, it
is very difficult to assess not only the change in income distribution through time, but also
the actual distributive situation at any given point.

3. The magnitude of the uneer-reporting of income in the case of the first two deciles is
highly significant (Table 2, Col.(4)), and so is the difference in the distribution obtained
from using alternatively reported expenditures or incomes (Table 2, Cols.(2) and (3)). The
conclusion is that reported income data hides a severe under-reporting, which can be
approached on the basis of the more accurate expenditure data. Uncorrected income figures
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yield a biased measure of the income distribution, which in turn produces a larger poverty
level. Interestingly, the average underestinate of the aggregate income that stems from the
Gregory analysis (23 percent) is similar to the underestimate that arises in comparing the
projected income data of the 1990-91 EHPM survey with the national accounts (28
percent)Y.' To this respect it is also important to note that a projection of the 1992 national
income based on raw income data from the 1992 EHPM, underestimates official national
accounts data by about 30 percent.

Table 2
El Salvador - Distribution of Income and Expenditures

ENIGF Data, 199041991
Income Expenditure Ratio

Decile (C.) (C.) (3)/(2)
(1) (2) (3) (4)
1 11,273.2 44,327.0 3.93
2 28,281.3 59,653.6 2.11
3 41,793.7 67,863.7 1.74
4 55,391.5 81,933.7 1.48
5 70,006.7 102,646.6 1.47
6 84,852.3 114,217.9 1.35
7 104,147.2 139,746.6 1.34
8 131,586.4 159,761.1 1.21
9 179,033.1 207,160.8 1.16
10 434,549.5 424,596.3 0.98

Sources: Gregory, P., 'Income Distribution in El Salvador",
USAID, 1992.

Note: Columns (2) and (3) are expressed in C. thousands,
and the figure corresponds to total expenditures/incomes
for the decile during the survey period.

4. In this study, urban incomes have been corrected upwards using the Gregory
estimates for the under-reporting across deciles, included in Table 2, Col. (4). Gregory's
estimates, however, can be considered valid only for these areas, since the 1990-91 ENIGF
survey covered only urban areas. As the same correction cannot be applied to rural areas,
rural incomes were corrected in this study based on a comparison between the projected total
income using survey results and the agricultural value added. The per capita agriculturl
value added in 1992 was estimated at about US$382. Projecting the uncorrected rural per
capita income produces a yearly figure equivalent to US$341. The agricultral value added
was estimated on the basis of World Bank figures for 1990, including a real growth rate of 3
percent p.a. and a devaluation of 10 percent between 1990 and 1992. Population figures
were obtained from CELADE's projections, based on the 1970 census. Given that the
sample included a mral population of 42 percent and the World Bank estimates give a rural
population of 56 percent, the calculations were made with a 50 percent rural population.

1' It is important to note that projecting income esdmates based on a urban survey only would likely yield an
overestimation of the national income given that rural incomes are expected to be lower.
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This comparison produces an underestimate of the value added of about 12.3 percent.
Therefore, rural incomes were raised on average by 12.5 percent, adopting the same
distribution across deciles proposed by Gregory for urban areas. In practice, this meant
increasing rural incomes by half of the proportion used in urban areas. It is important to
mention that if uncorrected income figures were used, the total poverty level in rural- areas
would be more than 66 percent of the population. If, on the other hand, the same correction
adopted for the urban area is used, the rural poverty level would decrease to about 34
percent of the population.
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THE BASIC FOOD BASKET

1. The methodology used to construct the BFB is based on MIPLAN official definitions.
The urban poverty line was calculated using a basket of 2,200 calories, which constitutes the
minimum dietary requirement. The calculation of the urban BFB was based in consumption
patterns observed in 1967. The rural basket includes the same items as the urban one," but
the weights used are different, indicating different consumption patterns. The rural BFB was
defined in 1976 on the basis of a consumption study. The offtcial urban BFB was updated in
1983, but its basic composition and weights remained unchanged. Both the urban and rural
BFBs include the cost of the basic components plus a conventional 10 percent associated to
the cost of preparing and processing the food. The standard practice to obtain the poverty
line is doubling the money value of the BFB.

El Salvador - Composition of the Basic Food Basket

Grams Per Capita Urban Rural
Corn 223 336
Rice 55 39
Beans 79 79
Meat at 60 0
Eggs 28 50
Milk 106 48
Green 127 127
Fruit 157 162
Sugar 69 57
Oil 33 21
Wheat Flour 18 0

V Includes Beef, Pork, Chicken and Fish.

2. The value of the BFB used for this study was taken from official MIPLAN reports.
For the urban sector, this value has been estimated at C.6.81 per day (US$0.85), equivalent
to C.204.3 per month (US$25.5). As these values are expressed in per capita terms, the
latter figure corresponds to the extreme poverty line. The poverty line is equal to two times
this amount, i.e., C.408.6 per month (US$51.1). The equivalent values for the rural BFB
are C.3.99 (US$0.50) per day, which implies a value of C.239.4 (US$29.9) for the poverty
line. The household survey analyzed here was carried out in the period October 1991-
February 1992. It is not possible to identify those surveyed with respect to the specific
month of the interview and, in calculating the poverty line, an average cost for the BFB has
to be assumed constant over the survey period. This average cost was assumed equal to the
average value of the BFB in the period of the survey.

i' The most importnt exception to this is the omission of corn "tortillas" and tn.- inclusion of corn flour instead.


