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Poverty and Progress
The Cases of EISalvador and Nicaragua

THENEO-LIBERALstructural adjustment (SA)
policies prescribed for less developed
countries by the International Monetary
Fund (lMF) have attracted public debate
over the past decade; even those with faith

that these reforms will get economies moving
again feel that their impact on the poor can be
cruel. Discussion of SA is especially intense in
EI Salvador and Nicaragua, two countries rav-
aged by civil conflict during the 1980s.

SA is a series of economic and financial re-
forms that the international donor community
requires candidate countries to undertake to
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obtain loans. SA includes structural efforts to
realign relative prices, privatize public enter-
prises, liberalize trade and clarify property
rights and rules for the smooth and unimpeded
functioning of land, labor and capital markets.
"Economic stabilization," the reduction of in-
flation and stabilization of currency, is a pro-
cess necessary for, but distinct from, SA. The
prescription for SA is remarkably similar from
country to country: free markets and free trade,
restriction of subsidized loans, cutbacks in gov-
ernment spending, market determination of for-
eign exchange rates and privatization of state-
held companies-in addition to economic
stabilization. Other SA policies intended to im-
pede retrogression into excessive state interven-
tionism are also set in place.

These measures will, it is hoped, strengthen
a country's balance of payments and improve
its growth potential. Since countries need loans
badly and receive the credit on good terms
(typically repayable with a negligible 0.5 per-
cent interest and after a 5.5 year grace period),
they usually comply with the conditions. Do-
nors hope that the worst side-effects of SA are
only short-run consequences-the relaxation of

the social safety net that usually results from
mandatory cuts in government spending and
the unemployment and wage reduction often
generated by privatization. Additionally, ex-
change rates become market-determined, com-
monly making exported agricultural products
more competitive. This shift transfers resources
from the domestic agricultural sector and leaves
poor farmers without production credit. Like-
wise, many urban consumer subsidies end,
harming farmers. In EI Salvador and Nicara-
gua, many farmers are net consumers of pur-
chased foodstuffs and are also hurt by rising
retail prices for necessities. Moreover, most
poor farmers raise staples, not export crops, so
there is little spillover to them when the exter-
nal sector improves.

SA may have an even greater depressant ef-
fect on incomes of the poor in cities than in the
countryside. In rural areas, those who have
some access to land usually find ways to grow
subsistence crops, and even the destitute often
share food with the landless along kinship lines.
Urban dwellers, who are completely dependent
on the money economy, are often critically af-
fected by reduced consumer subsidies, lower
real wages and unemployment.

There is little consensus about what trade
liberalization means for the poor. In the case of
small developing countries like EISalvador and
Nicaragua, a greater economic openness ex-
poses farm people-and the economy gener-
ally-to the price swings common to interna-
tionally traded farm commodities (e.g., until the
recent Brazilian coffee freeze-out, coffee prices
had been low for years). Low prices may mean
worker layoffs from harvesting and processing
plants; there are usually no mechanisms to pro-
tect labor from sudden changes in volatile mar-
kets.

Curiously, SA can have different results in
apparently similar countries because of impor-
tant economic distinctions between the cases.



Structural adjustment often has negative effects on the urban poor, at least in the short term.

El Salvador and Nicaragua have a similar proportion of grew food for the soldiers in the combat zone) is eventu-
their populations under the poverty line. El Salvador is a ally delivered, this figure should drop to 40 percent. How-
land-scarce, heavily settled country with the highest popu- ever, the program is advancing very slowly due to lack of
lation density in Latin America. The smallest country in funds for land purchase and added political impediments,
Central America, El Salvador is the size of Massachusetts, and grassroots protests have begun in an attempt to accel-
containing about as many people but lacking the indus- erate the process.
trial base to fully employ them; high joblessness and un- A few facts will provide a profile of the El Salvadoran
deremployment characterize the nation. In more sparsely economy. Agriculture in El Salvador accounts for 24 per-
settled Nicaragua, on the other hand, ownership security cent of GDP, employs 40 percent of the labor force and
is a more important issue than land scarcity. Furthermore, creates two-thirds of total exports. Fifty-four percent of
El Salvador has a better social safety net, and its external the Salvadoran population lives in rural areas, which are
balances are not as extreme as those of Nicaragua, where dominated by export-oriented and agrarian-reform farms.
debt greatly limits policy options. Growth in national output during the 1990-1992 period

surpassed population growth for the first time since 1978.
El Salvador had one of the largest and poorest rural work
forces and one of the most intransigent land owning
classes of Central America, an incendiary combination fre-
quently cited as the rationale for the civil war that racked
the country during the 1980s. Whether the prolonged and
tragic conflict, which resulted in some 65,000 deaths, has
substantially modified the social situation remains to be
seen.

In 1989, El Salvador's voters emerged from the war to
elect as president Alfredo Cristiani, who represented the
country's moderate right wing. In June 1994,further indi-
cating how far the left wing had been divided and dis-
credited during the hostilities, another conservative,
Armando Calderon Sol, became the country's first post-
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d Economic Performance in EISalvador
(- Of all the Central American countries, El Salvador is

most afflicted with rural landlessness, a problem that
quickly translates into rural poverty. In the 1970s, 65 per-
cent of the rural population was landless or land-poor
(owning, on average, less than 0.7 hectares). At the same
time, two percent of the landowners held 60 percent of
the agricultural land. After a post-civil war land reform
that affected one-fifth of the total area of the country and
ten percent of El Salvador's population, sample surveys
indicate that 54 percent of the agricultural work force re-
mains landless, unemployed or land-poor. If the land
promised under the 1992 peace agreement to 12,500
former combatants and 25,000 squatters (tenedores who

t-
e
'S
o

g

:1

WILLIAM C. THIESEN HUSEN AND STEVEN E. HENDRIX

HARVARDINTERNATIONALREVIEW· 17




