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GRAC I ANA DEL CAST I LLO
Co l umb i a Un i ve r s i t y , New Yor k , USA

A l a rge numbe r o f coun t r i es have eme rged
f rom c i v i l wa r or o t he r f orms o f i n t e rna l
con f l i c t . A f ew have managed t o cons t ruc t a
f r ag i l e peace and emba r k on wha t i s o f t en a
comp l ex t r i p l e t r ans i t i on : f rom con f l i c t t o
peace ; f rom a nonpa r t i c i pa t or y , m i l i t a r i zed
soc i e t y t o a sys t em based on democ r a t i c pr i n -
c i p l es and t he ru l e o f l aw ; and f rom s t a t i s t
po l i c i es and mac roeconom i c m i smanagemen t
t o s t ab i l i za t i on and econom i c r e f orm . Pos t -
con f l i c t t r ans i t i ons pu t a heavy burden no t on l y
on t he coun t r i es t hemse l ves , bu t on t he i n t e r -
na t i ona l organ i za t i ons t ha t a r e ca l l ed upon t o
p l ay a c r i t i ca l ro l e i n f ac i l i t a t i ng and f i nanc i ng
t hem .

Our ana l ys i s f ocuses on t he i ssue o f econom i c
r econs t ruc t i on . ' I n pos t - con f l i c t t r ans i t i ons ,
po l i cymake r s need t o dea l ea r l y on w i t h se r i ous
mac roeconom i c i mba l ances and mone t a r y and
f i sca l managemen t i ssues i n t he m i ds t o f po l i t -
i ca l , soc i a l and i ns t i t u t i ona l vu l ne r ab i l i t i es t ha t
a r e t he l egacy o f con f l i c t . Econom i es com i ng
ou t o f i n t e rna l s t r i f e or cond i t i ons o f ex t r eme
soc i o - po l i t i ca l upheava l have , as a gene r a l ru l e ,
devas t a t ed or a t l eas t seve r e l y d i s t or t ed econ -
om i es . Bo t h human cap i t a l and phys i ca l i n f r a -
s t ruc t ur e a r e o f t en i n shamb l es , ex i s t i ng
na t i ona l i ns t i t u t i ons a r e i nadequa t e or l ack i ng ,
and ma j or mac roeconom i c d i sequ i l i br i a may
r equ i r e t ough s t ab i l i za t i on po l i c i es .
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Thus , coun t r i es eme rg i ng f rom pro t r ac t ed
c i v i l wa r s have t o con f ron t t he norma l cha l -
l enge o f soc i oeconom i c deve l opmen t wh i l e
accommoda t i ng , a t t he same t i me , t he add i -
t i ona l burden o f r econs t ruc t i on and peace
conso l i da t i on , so t ha t t hey can i n t he f u t ur e
addr ess t he i r gr i evances t hrough i ns t i t u t i ona l
and peace f u l means . Th i s i s pa r t i cu l a r l y a rdu -
ous s i nce , a f t e r yea r s o f po l i t i ca l . po l a r i za t i on
and i deo l og i ca l con f ron t a t i ons , t he l ack o f
consensus on mac roeconom i c managemen t and
s t ruc t ur a l r e f orm i s o f t en acu t e . Pu t t i ng t he
economy back i n a pa t h o f s t ab i l i za t i on and
grow t h , howeve r , becomes i mpe r a t i ve , i f a l a rge
numbe r o f f orme r comba t an t s o f bo t h s i des and
o t he r con f l i c t - a f f ec t ed groups , i nc l ud i ng r e t ur -
nees , i n t e rna l l y d i sp l aced pe r sons , and t he
r es i den t popu l a t i on i n f orme r zones o f con f l i c t ,
a r e t o be r e i nse r t ed e f f ec t i ve l y and pe rmanen t l y
i n t o t he produc t i ve l i f e o f t he coun t r y .

* The au t hor i s gr a t e f u l t o E l i o t Ka l t e r , who l ed I MF
m i ss i ons t o E l Sa l vador dur i ng t he pe r i od o f ana l ys i s ,
and t o A l va ro de So t o , who r epr esen t ed t he UN
Sec r e t a r y - Gene r a l i n t he peace nego t i a t i ons , f or i ns i gh t -
f u l r eco l l ec t i ons and t hough t f u l i deas and sugges t i ons .
She i s a l so gr a t e f u l t o Ma r i o B l e j e r , Enzo Croce , Bruce
Cu l me r , Juan Ca r l os D i Ta t a , Ange l a Kane , Jav i e r
Guzman , Robe r t A . Munde l l , and J i m Su t t e r l i n f or
adv i ce and commen t s . Er ror s , o f cour se , r ema i n he r
own . F i na l r ev i s i on accep t ed : 17 Ju l y 2001 .
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Deve l opmen t organ i za t i ons , i nc l ud i ng t he
Wor l d Bank , t he Un i t ed Na t i ons Deve l opmen t
Progr amme (UNDP) and t he r eg i ona l deve l -
opmen t banks , pa r t i cu l a r l y t he I n t e r - Ame r i can
Deve l opmen t Bank , p l ay an i mpor t an t ro l e i n
t he econom i c r econs t ruc t i on . One o f t he mos t
daun t i ng cha l l enges i n ca r r y i ng ou t pos t - con -
f l i c t t r ans i t i ons , howeve r , i s t o des i gn and
i mp l emen t an econom i c progr am f or t he
econom i c r econs t ruc t i on o f t he coun t r y - usu -
a l l y sponsor ed by t he I n t e rna t i ona l Mone t a r y
Fund ( I MF or Fund ) - w i t h i n t he cons t r a i n t s
and f i nanc i a l r equ i r emen t s o f na t i ona l r econ -
c i l i a t i on e f f or t s r esu l t i ng f rom t he po l i t i ca l
agr eemen t f or peace - usua l l y broke r ed by t he
Un i t ed Na t i ons (UN ) .

Because o f t he c r i t i ca l ro l e o f t he UN and t he
Fund i n pos t - con f l i c t t r ans i t i ons , t h i s pape r w i l l
f ocus on t hese t wo i ns t i t u t i ons t o t he exc l us i on
o f t he many o t he r s t ha t a r e a l so i nvo l ved . 2 I n
t hese t r ans i t i ons t he UN o f t en p l ays t he c r i t i ca l
ro l e o f good o f f i ces and ve r i f i ca t i on o f peace
agr eemen t s and o f f ac i l i t a t or o f t he i r ope r a -
t i ona l i mp l emen t a t i on . The Fund con t i nues t o
ass i s t coun t r i es i n r es t or i ng mac roeconom i c
ba l ance , s t r eng t hen i ng t he ex t e rna l pos i t i on ,
and i mprov i ng t he i ns t i t u t i ona l f r amewor k .
Mor e i mpor t an t l y , an I MF - suppor t ed
econom i c progr am i s a de f ac t o i f no t de j ur e
r equ i r emen t f or ass i s t ance f rom t he Wor l d
Bank , t he I n t e r - Ame r i can Deve l opmen t Bank
and o f t en f rom b i l a t e r a l donor s .

G i ven t he pecu l i a r i t i es o f coun t r i es i n pos t -
con f l i c t t r ans i t i ons , ass i s t ance t o t hese coun -
t r i es - i n ( f orme r I MF Manag i ng D i r ec t or )
M i che l Camdessus ' words - has had t o be
r e i nven t ed (Camdessus , 1996) . Th i s has
r equ i r ed t he r e t h i nk i ng o f ana l y t i ca l and ope r -
a t i ona l i ssues so t ha t t hey can be f r amed i n a
mu l t i d i sc i p l i na r y s t r a t egy i n wh i ch f i r s t - bes t
po l i c i es based on pur e l y econom i c pro f i t - max -
i m i z i ng c r i t e r i a a r e o f t en no t appropr i a t e or
even r ecommended .

Pos t - con f l i c t r econs t ruc t i on and t he pr ac t i ca l
and i ns t i t u t i ona l cha l l enges t o t he UN and t he
Fund a r e i l l us t r a t ed w i t h t he case o f E l Sa l va -
dor . A f t e r a decade - l ong wa r , 75 , 000 es t i ma t ed
dead , and se r i ous damage t o human cap i t a l and
phys i ca l i n f r as t ruc t ur e , ove r amb i t i ous expec -
t a t i ons we r e c r ea t ed by a peace agr eemen t -
s i gned i n 1992 be t ween t he gove rnmen t o f E l
Sa l vador and t he F r en t e Fa r abundo Ma r t i pa r a
l a L i be r ac i on Nac i ona l ( FMLN ) . Desp i t e t he
f ac t t ha t E l Sa l vador i s , by any s t anda rd ,
cons i de r ed one o f t he mos t success f u l UN
peace - keep i ng ope r a t i ons , t he i mp l emen t a t i on
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o f t he peace process i n t he coun t r y was p l agued
w i t h d i f f i cu l t i es and comp l ex cha l l enges f rom
t he s t a r t . Now t ha t t he t r ans i t i on i s ove r , i t i s a
good t i me t o eva l ua t e i t s s t r eng t hs and weak -
nesses , bo t h t o f ac i l i t a t e f u t ur e expe r i ences and
t o avo i d r epea t i ng t he m i s t akes o f t he pas t .

The pe r f ormance o f t he economy and t he
s t ruc t ur a l r e f orms adop t ed dur i ng t he Na t i ona l
Recons t ruc t i on P l an (NRP) we r e i mpr ess i ve .
F i ve yea r s a f t e r t he peace agr eemen t was
s i gned , E l Sa l vador was r a t ed on l y a no t ch
be l ow i nves t men t gr ade (BB+) by S t anda rd and
Poor ' s (wh i ch on l y g i ves i nves t men t gr ade t o
Ch i l e and Uruguay ) and i nves t men t gr ade f rom
Moody ' s . Rea l GDP grow t h ave r aged abou t
6% dur i ng 1992 - 97 and t he r a t e o f i n f l a t i on f e l l
t o 10% . The r e was a ma r ked s t r eng t hen i ng o f
t he ba l ance o f paymen t s wh i ch pe rm i t t ed t he
accumu l a t i on o f r ese r ves equ i va l en t t o s i x
mon t hs o f i mpor t s . The i mprovemen t i n
econom i c pe r f ormance r e f l ec t ed a ma j or r e -
or i en t a t i on o f econom i c po l i cy , i nc l ud i ng a
gr ea t e r r e l i ance on ma r ke t f or ces and a ma j or
r e f orm o f t he exchange and t r ade sys t ems . By
1997 , t he comm i t men t s o f t he peace agr eemen t s
had been mos t l y comp l i ed w i t h , and t he
expend i t ur e assoc i a t ed w i t h t he r equ i r ed i ns t i -
t u t i ona l r e f orms had been i ncorpor a t ed i n t o t he

conso l i da t ed budge t .
The i mpr ess i ve ach i evemen t s i n t he econom i c

pe r f ormance and i n t he i mp l emen t a t i on o f t he
peace process d i d no t come be f or e va l uab l e
l essons we r e l ea rned . The Fund i nvo l vemen t i n
t he econom i c progr am wh i l e t he wa r r aged and
t he UN i nvo l vemen t i n end i ng t he con f l i c t
ca l l ed f or ca r e f u l p l ann i ng and co l l abor a t i on
be t ween t he t wo organ i za t i ons . Neve r t he l ess ,
t he ad j us t men t progr am w i t h t he Fund and t he
peace process unde r t he UN umbr e l l a we r e
c r ea t ed sepa r a t e l y w i t h l i t t l e co l l abor a t i on . 3

As t he i ncongru i t i es and i ne f f i c i enc i es o f
t hese sepa r a t e pa t hs became ev i den t , t he need
f or a coope r a t i ve and i n t egr a t ed approach
whe r e bo t h i ns t i t u t i ons wou l d i n f orm each
o t he r o f t he i r r espec t i ve ac t i v i t i es and wou l d
show f l ex i b i l i t y w i t h i n t he i r own manda t es t o
ach i eve common and i n t e r r e l a t ed goa l s , became
ev i den t . The UN came t o acknow l edge t ha t
peace r equ i r ed mac roeconom i c s t ab i l i t y .
Cor r espond i ng l y , t he Fund r ecogn i zed exp l i c -
i t l y t he need f or i nc r eased f l ex i b i l i t y i n se t t i ng
econom i c ob j ec t i ves t o a l l ow f or d i ve rgen t
demands , t he r eby t ak i ng i n t o accoun t t he need
f or peace - r e l a t ed expend i t ur e , i nc l ud i ng
t hrough access t o some domes t i c f i nanc i ng ,
desp i t e i t s i n f l a t i ona r y i mpac t . Bo t h i ns t i t u t i ons
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agr eed t ha t ac t i ons shou l d be i n i t i a t ed i n a
coord i na t ed manne r .

Our ana l ys i s shows t ha t expend i t ur es l i nked
t o t he i n i t i a t i on o f progr ams i n comp l i ance
w i t h t he peace agr eemen t s exe r t ed pr essur e on
f i sca l ob j ec t i ves i n t he 1992 econom i c progr am ,
and pu t t he au t hor i t i es i n t he d i f f i cu l t d i l emma
be t ween comp l i ance w i t h t he prov i s i ons o f
t he peace agr eemen t s and comp l i ance w i t h
t he s t ab i l i za t i on progr am . Unde r s t andab l y , t he
gove rnmen t d i d no t wan t t o unde rm i ne t he
mac roeconom i c ga i ns made s i nce 1990 , bu t
de l ays i n t he i n i t i a t i on o f peace - r e l a t ed
progr ams , due t o a l a rge ex t en t t o f i nanc i a l
d i f f i cu l t i es , pu t t he peace accord a t pe r i l on l y
f ew mon t hs a f t e r i t s s i gna t ur e . Th i s expe r i ence
i s i nd i ca t i ve o f t he dange r o f i nadequa t e
f i nanc i ng f or peace - r e l a t ed pro j ec t s , pa r t i cu -
l a r l y i n t he ea r l y s t ages . Peace agr eemen t s bu i l d
up expec t a t i ons t ha t i f t hey a r e no t promp t l y
f u l f i l l ed may l ead f orme r comba t an t s t o s t op
comp l y i ng w i t h t he agr eemen t s . Th i s was t he
case i n Oc t obe r 1992 when t he FMLN s t opped
demob i l i za t i on because o f de l ays i n s t a r t i ng t he
a rms - f or - l and progr am .

Con t r ad i c t i ng o t he r ana l ys t s who a rgued
t ha t t he aus t e r i t y i mposed by t he I MF - spon -
sor ed progr am i mpeded t he t i me l y i mp l emen -
t a t i on o f t he agr eemen t s i n subsequen t yea r s , 4
our ana l ys i s shows t ha t t he Fund made t he
f i sca l t a rge t s f or 1993 - 94 ( and l a t e r yea r s ) mor e
f l ex i b l e so as t o i ncorpor a t e t he f i nanc i a l needs
o f t he NRP . Mor eove r , we show t ha t expen -
d i t ur e i n t hose yea r s was s i gn i f i can t l y be l ow
wha t was pe rm i t t ed i n t he progr am and , as a
r esu l t , f i sca l and o t he r t a rge t s i n t he progr am
we r e o f t en ach i eved w i t h a ma rg i n .

F rom t h i s ana l ys i s we conc l ude : desp i t e t he
c r i t i ca l de l ays a t t he ea r l y s t age o f t he process
wh i ch cou l d have de r a i l ed t he process a l t o -
ge t he r , prob l ems w i t h t he f u l l and t i me l y
i mp l emen t a t i on o f peace - r e l a t ed progr ams l a t e r
on we r e no t due t o f i nanc i ng cons t r a i n t s
i mposed by t he s t ab i l i za t i on progr am . The s l ow
pace o f cap i t a l expend i t ur e ( i nc l ud i ng unde r t he
NRP) , may be a t t r i bu t ed , i n pa r t , t o l ack o f
po l i t i ca l w i l l - pa r t i cu l a r l y a t l owe r l eve l s o f t he
c i v i l se r v i ce - and t o va r i ous i mp l emen t a t i on
prob l ems , i nc l ud i ng adm i n i s t r a t i ve , ope r a -
t i ona l , t echn i ca l , l ega l , and l og i s t i ca l . I n
add i t i on , t he l ack o f appropr i a t e t echn i ca l
expe r t i se a t t he UN Obse r ve r M i ss i on i n
E l Sa l vador (ONUSAL) , pa r t i cu l a r l y i n t he
econom i c and f i nanc i a l a r eas , made UN
suppor t i n ove r com i ng t hese d i f f i cu l t i es i nade -
qua t e . The cau t i ousness o f t he gove rnmen t w i t h
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r ega rd t o expend i t ur es was ano t he r f ac t or
de l ay i ng t he process. Th i s may have been
i nduced by unce r t a i n t i es w i t h r espec t t o ex t e r -
na l f i nanc i ng a r i s i ng f rom f i sca l conso l i da t i on
i n donor s ' coun t r i es as we l l as donor s ' f a t i gue
i n l i gh t o f new demands i n t he hem i sphe r e
(Ha i t i , Gua t ema l a ) and i n t he r es t o f t he wor l d
(Rwanda , Bosn i a , Gaza and t he Wes t Bank ) .

2 . PECUL I AR I T I ES OF POST- CONFL I CT
TRANS I T I ONS

We de f i ne pos t - con f l i c t t r ans i t i ons as t hose
f ac i ng coun t r i es t ha t have su f f e r ed t he t r auma
o f c i v i l wa r or o t he r i n t e rna l con f l i c t and have
t o emba r k on econom i c r econs t ruc t i on and on
po l i t i ca l and soc i a l r e f orm t o prov i de t he
unde rp i nn i ngs o f peace and promo t e democ -
r a t i za t i on and na t i ona l hea l i ng . As f orme r
Pr es i den t C l i n t on s t a t ed i n Sa r a j evo i n 2000 ,
" I t i s no t enough t o end a wa r ; we mus t bu i l d
t he peace . "

I n bu i l d i ng t he peace , i t i s i mpor t an t t o keep
i n m i nd t ha t coun t r i es i n pos t - con f l i c t t r ans i -
t i ons o f t en sha r e a numbe r o f cha r ac t e r i s t i cs
w i t h coun t r i es i n t he norma l process o f deve l -
opmen t .

F i r s t , coun t r i es i n pos t - con f l i c t t r ans i t i ons
have , as a gene r a l ru l e , devas t a t ed or a t l eas t
seve r e l y d i s t or t ed econom i es . Bo t h human
cap i t a l and phys i ca l i n f r as t ruc t ur e a r e o f t en i n
shamb l es . S t a t i s t and popu l i s t po l i c i es o f t he
pas t have l ed t o ma j or mac roeconom i c
d i sequ i l i br i a t ha t o f t en r equ i r e t ough s t ab i l i -
za t i on po l i c i es and s t ruc t ur a l r e f orm .

Second , coun t r i es i n pos t - con f l i c t t r ans i -
t i ons have f l awed or weak na t i ona l c i v i l
i ns t i t u t i ons ( l ack o f t r anspa r ency , poor
gove rnance , cor rup t l ega l and j ud i c i a l
sys t ems , absence o f prope r t y r i gh t s , l ack o f
i ndependen t cen t r a l banks , weak t ax and
cus t oms adm i n i s t r a t i on and pub l i c expend i -
t ur e managemen t , e t c . ) .

Th i rd , coun t r i es i n pos t - con f l i c t t r ans i t i ons
a r e h i gh l y dependen t on o f f i c i a l a i d f l ows ,
mos t l y i n t he f orm o f gr an t s . Th i s dependency

i s pa r t i cu l a r l y s t rong r i gh t a f t e r t he so l u t i on o f
t he con f l i c t and a t t he ea r l y s t ages o f wha t o f t en
proves t o be a l ong and d i f f i cu l t t r ans i t i on .

Four t h , coun t r i es i n pos t - con f l i c t t r ans i t i ons
o f t en have pro t r ac t ed a r r ea r s on paymen t o f
f or e i gn deb t . Thus , t he prov i s i on o f f i nanc i a l
a i d i s cons t r a i ned by t he need t o c l ea r t hose
a r r ea r s and t o norma l i ze r e l a t i ons w i t h c r ed i -
t or s , pa r t i cu l a r l y w i t h t he i n t e rna t i ona l f i nan -
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c i a l i ns t i t u t i ons t ha t have r es t r i c t i ons t o ass i s t
coun t r i es i n a r r ea r s . I n add i t i on , pos t - con f l i c t
coun t r i es usua l l y r equ i r e deb t r e l i e f on unsus -
t a i nab l e ex t e rna l deb t burdens .

These s i m i l a r i t i es a r e , howeve r , m i s l ead i ng . I t
may no t be poss i b l e t o bu i l d t he peace un l ess i t
i s acknow l edged t ha t coun t r i es i n pos t - con f l i c t
t r ans i t i ons a r e c l ea r l y d i f f e r en t and have
d i f f e r en t needs f rom t hose pur su i ng norma l
deve l opmen t ac t i v i t i es or even f rom t hose
com i ng ou t o f econom i c chaos f or t hr ee ma i n
r easons .

F i r s t , coun t r i es i n pos t - con f l i c t t r ans i t i ons
f ace a h i ghe r r i sk o f r e t urn i ng t o c i v i l unr es t .
To avo i d t h i s , t hese coun t r i es need t o con f ron t
t he norma l cha l l enge o f soc i oeconom i c deve l -
opmen t i n such a way t ha t i t a l l ows t hem t o
accommoda t e t he add i t i ona l burden o f
econom i c r econs t ruc t i on and na t i ona l r econ -
c i l i a t i on . Cr i t i ca l ac t i v i t i es t ha t o f t en need t o be
ca r r i ed ou t i n t h i s r espec t i nc l ude t he de l i ve r y
o f eme rgency a i d t o t he f orme r con f l i c t zones ;
t he demob i l i za t i on o f f orme r comba t an t s and
t he i r r e i n t egr a t i on i n t o produc t i ve sec t or s o f
t he economy ; t he r e f orm o f t he a rmed f or ces
and t he c r ea t i on o f na t i ona l c i v i l i an po l i ce
f or ces ; t he econom i c r ehab i l i t a t i on and r econ -
s t ruc t i on o f human cap i t a l and phys i ca l i n f r a -
s t ruc t ur e and o f bas i c se r v i ces damaged or
i n t e r rup t ed as a r esu l t o f con f l i c t ; and t he
c l ea r ance o f m i nes . Because o f t he need t o ca r r y
ou t t hese ac t i v i t i es , f i sca l and mone t a r y t a rge t s
o f I MF - sponsor ed econom i c progr ams i n t hese
coun t r i es may have t o be made mor e f l ex i b l e t o
f ac i l i t a t e f i nanc i ng .

Second , f orme r adve r sa r i es shou l d be
encour aged t o l i ve w i t h each o t he r , and , t o
succeed , t hey w i l l have t o ove r come t he o f t en
sha rp po l i t i ca l po l a r i za t i on , and i deo l og i ca l ,
e t hn i c , or r e l i g i ous con f ron t a t i on t ha t f ue l l ed
t he con f l i c t and a r e t he l egacy o f wa r . On l y
t hrough t he es t ab l i shmen t o f an adequa t e
i ns t i t u t i ona l f r amewor k t o f os t e r na t i ona l
r econc i l i a t i on w i l l f orme r adve r sa r i es be ab l e i n
t he f u t ur e t o addr ess t he i r gr i evances t hrough
peace f u l means . A l ack o f r econc i l i a t i on may
doom r econs t ruc t i on e f f or t s t o f a i l ur e .

Th i rd , a f t e r yea r s o f sha rp po l a r i za t i on on
econom i c and soc i a l i ssues , t he l ack o f
consensus on mac roeconom i c managemen t and
s t ruc t ur a l r e f orm i s o f t en acu t e . Th i s makes t he
t r ans i t i on pa r t i cu l a r l y d i f f i cu l t s i nce pu t t i ng t he
house back i n orde r and f i nd i ng a consensus t o
i mp l emen t econom i c r econs t ruc t i on i s a l mos t a
pr econd i t i on f or sus t a i ned i n t e rna t i ona l ass i s -
t ance .
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Due t o t hese pecu l i a r i t i es o f pos t - con f l i c t
t r ans i t i ons , po l i cy - mak i ng i n such s i t ua t i ons
canno t be bus i ness as usua l . I t shou l d be gu i ded
by t he f o l l ow i ng pr i nc i p l es : F i r s t , i n ca r r y i ng
ou t pos t - con f l i c t ac t i v i t i es , econom i c pr i or i t i es
shou l d be gu i ded by po l i t i ca l cons i de r a t i ons
s i nce i t i nvo l ves addr ess i ng prob l ems wh i ch , i f
l e f t unr eso l ved , may l ead t o a r e t urn o f f i gh t i ng .
Second , t he equ i t y pr i nc i p l e t ha t pr eva i l s i n
norma l deve l opmen t ac t i v i t i es w i l l be ove r -
shadowed by t he e t h i cs o f peace - keep i ng : i t i s
o f t en i mpe r a t i ve t o g i ve pr e f e r en t i a l t r ea t men t
and addr ess t he l eg i t i ma t e gr i evances o f t hose
groups mos t i nvo l ved i n , or mos t a f f ec t ed , by
t he con f l i c t , t o d i scour age t hem f rom go i ng

back t o a rms , as we l l as t o r edr ess ha rdsh i p or
r epr ess i on su f f e r ed dur i ng t he con f l i c t . 6 Th i rd ,

g i ven t he pr i mord i a l ro l e con f e r r ed t o t he
po l i t i ca l c r i t e r i on , t he t empor a r y r e l ega t i on o f
t he equ i t y pr i nc i p l e , and t he many f i nanc i a l and
t echn i ca l cons t r a i n t s f aced by coun t r i es i n pos t -

con f l i c t t r ans i t i ons , i t wou l d be unr easonab l e t o
expec t t he po l i cy des i gn or t he a l l oca t i on o f
r esour ces t o be op t i ma l f rom a pur e l y econom i c

po i n t o f v i ew .

3 . POST- CONFL I CT CHALLENGES TO
COUNTR I ES AND TO I NTERNAT I ONAL

ORGAN I ZAT I ONS

G i ven t hese pecu l i a r i t i es , t he needs o f coun -
t r i es i n pos t - con f l i c t t r ans i t i ons a r e qua l i t a -
t i ve l y d i f f e r en t . Th i s undoub t ed l y c r ea t es a
numbe r o f un i que cha l l enges f or t he coun t r i es
conce rned , as we l l as f or t he i n t e rna t i ona l
organ i za t i ons t ha t suppor t t hem . The pr i mor -
d i a l cha l l enge o f t he pos t - con f l i c t t r ans i t i on i s
t o pr even t t he r ecur r ence o f hos t i l i t i es , t ha t i s , t o
make t he t r ans i t i on i r r eve r s i b l e . Th i s en t a i l s t he
comp l ex po l i t i ca l t ask o f addr ess i ng t he roo t
causes o f t he con f l i c t . Such a t ask has ve r y l i t t l e
chance o f success un l ess t he economy i s qu i ck l y
s t ab i l i zed and brough t back i n t o a pa t h o f
i nves t men t and h i gh - qua l i t y , emp l oymen t - gen -
e r a t i ng grow t h w i t h l ow i n f l a t i on . Cr ea t i ng
oppor t un i t i es f or emp l oymen t i s c r i t i ca l s i nce i t
w i l l f ac i l i t a t e t he comp l ex , l ong , and expens i ve
process o f r e i n t egr a t i ng f orme r comba t an t s ,
r e t urnees , and d i sp l aced pe r sons i n t o soc i e t y
and i n t o produc t i ve ac t i v i t i es . Re i n t egr a t i on i s
a cond i t i on s i ne qua non f or t he conso l i da t i on
o f peace .

The pecu l i a r i t i es o f coun t r i es i n pos t - con f l i c t
t r ans i t i ons , i n con j unc t i on w i t h t he absence
and / or t he weakness o f po l i t i ca l and l ega l



POST- CONFL I CT RECONSTRUCT I ON AND I NTERNAT I ONAL ORGAN I ZAT I ONS

i ns t i t u t i ons and t he i nadequacy o f manpowe r ,
makes t he f ormu l a t i on o f econom i c po l i cy
pa r t i cu l a r l y cha l l eng i ng . A l t hough cond i t i ons
va r y w i de l y f rom coun t r y t o coun t r y , t he
common r equ i r emen t f or t he i mp l emen t a t i on
o f e f f ec t i ve and sus t a i nab l e econom i c po l i c i es i s
t he r e t urn o f peace and o f t he ru l e o f l aw and
t he accep t ance by t he popu l a t i on o f t he new

gove rnmen t and t he l eg i s l a t i ve bod i es t ha t a r e
go i ng t o manage t he economy .

I n t e rna t i ona l organ i za t i ons become i nvo l ved
i n t he cha l l enge o f pos t - con f l i c t r econs t ruc t i on
i n d i f f e r en t ways and a t d i f f e r en t s t ages . Many
ass i s t coun t r i es i n norma l t i mes and , i n some
cases , even dur i ng t he con f l i c t . Th i s i s norma l l y
t he case o f t he Fund wh i ch suppor t s coun t r i es
i n t he i r e f f or t s t o s t ab i l i ze t he i r econom i es and
ca r r y ou t s t ruc t ur a l r e f orm . I n pos t - con f l i c t
t r ans i t i ons , t he Fund con t i nues t o ass i s t coun -
t r i es i n r es t or i ng mac roeconom i c ba l ance ,
s t r eng t hen i ng t he i r ex t e rna l pos i t i on , and
i mprov i ng t he i r i ns t i t u t i ona l f r amewor k .
Coun t r i es i n such t r ans i t i on , howeve r , a r e o f t en
no t ab l e t o mee t t he c r i t e r i a f or bor row i ng f rom
t he Fund , and a r e un l i ke l y t o a f f ord i t s norma l
l end i ng t e rms .

A t t he same t i me , t he ro l e o f t he Fund i n
pos t - con f l i c t s i t ua t i ons becomes even mor e
c r i t i ca l s i nce , f or t he r easons d i scussed ea r l i e r ,
ex t e rna l ass i s t ance and t he r eac t i va t i on o f
grow t h a r e dec i s i ve i n t he t r ans i t i on process ,
and donor s a r e no t l i ke l y t o be gene rous w i t h
coun t r i es t ha t a r e no t pu t t i ng t he i r econom i es
i n orde r and do i ng t he i r bes t t o he l p t hem-
se l ves . Thus , Fund b l ess i ng t hrough a f orma l or
i n f orma l progr am has proved t o be a r equ i r e -
men t f or ex t e rna l ass i s t ance i n pos t - con f l i c t
t r ans i t i ons . To suppor t such progr ams f i nan -
c i a l l y , t he Fund and t he Wor l d Bank p l ay an
i mpor t an t ro l e i n ca t a l yz i ng ex t e rna l f i nanc i ng
f rom o t he r donor s , i nc l ud i ng o t he r i n t e rna -
t i ona l and r eg i ona l organ i za t i ons and o f f i c i a l
b i l a t e r a l donor s , f or examp l e , t hrough t he
Pa r i s C l ub , donor s ' suppor t groups and
consu l t a t i ve group mee t i ngs .

s

I n gene r a l , UN i nvo l vemen t i n a g i ven pos t -
con f l i c t t r ans i t i on may f o l l ow a peace - mak i ng
ro l e e i t he r as f ac i l i t a t or or med i a t or , and / or a
peace - keep i ng ope r a t i on wh i ch i nvo l ves ove r -
see i ng t he cease - f i r e and t he d i sa rmamen t
a r r angemen t s t hrough t he dep l oymen t o f b l ue -
he l me t s f or ces t ha t he l p keep f orme r be l l i ge r -
en t s apa r t . I n pos t - con f l i c t t r ans i t i ons , t he UN
o f t en p l ays t he c r i t i ca l ro l e o f good o f f i ces and
ve r i f i ca t i on o f peace agr eemen t s and o f f ac i l i -
t a t or o f t he i r ope r a t i ona l i mp l emen t a t i on . I n
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t h i s capac i t y , t he UN addr esses ma i n l y po l i t i ca l
and secur i t y , bu t a l so l ega l , i ns t i t u t i ona l , and
j ud i c i a l i ssues and may p l ay a c ruc i a l ro l e i n
demob i l i za t i on and r e i n t egr a t i on progr ams .
Mor e r ecen t l y i n Kosovo and Eas t T i mor , as t o
some ex t en t pr ev i ous l y i n Cambod i a , t he UN
has a mor e i n t rus i ve ro l e by pe r f orm i ng c i v i l
adm i n i s t r a t i on f unc t i ons t ha t a r e norma l l y t he
pr e roga t i ve o f sove r e i gn gove rnmen t s .

4 . EL SALVADOR : AN I LLUSTRAT I VE
CASE

The roo t causes t o t he decade - l ong c i v i l wa r
i n E l Sa l vador go back mor e t han a cen t ur y . I t
i s no exagge r a t i on t o say t ha t t he prob l em o f
l and t enur e 9 was as much a roo t cause o f t he
con f l i c t t ha t r aged t hroughou t t he 1980s as was
t he ove rbea r i ng powe r o f t he a rmed f or ces . The
t wo prob l ems we r e no t unr e l a t ed : scho l a r s o f E l
Sa l vador po i n t ed t o t he a rmed f or ces as an
i ns t rumen t c r ea t ed and nur t ur ed by t he l anded
c l ass t o pro t ec t and pr ese r ve i t s pos i t i on (de
So t o & de l Cas t i l l o , 1995) .

Desp i t e t he po l i t i ca l t ens i ons and soc i oeco -
nom i c i n j us t i ce , E l Sa l vador expe r i enced
s i gn i f i can t econom i c progr ess i n t he 1960s and
1970s . Rea l GDP gr ew a t an annua l r a t e o f
c l ose t o 6% i n t he 1970s , r e f l ec t i ng a s t ab l e
mac roeconom i c env i ronmen t , an i mprovemen t
i n t he t e rms o f t r ade and an expans i on o f t he
r eg i ona l ma r ke t f or manu f ac t ur ed produc t s ,
wh i ch f o l l owed t he c r ea t i on o f t he Cen t r a l
Ame r i can Common Ma r ke t (CACM) . Domes -
t i c i nves t men t i nc r eased f rom 131, / o o f GDP i n
1967 - 69 t o 22% o f GDP i n 1977 - 79 . Th i s was
f i nanced mos t l y ou t o f na t i ona l sav i ngs wh i ch
r eached 18% o f GDP i n 1977 - 79 . 10

Soc i a l progr ess l agged , a l t hough some ga i ns
we r e ach i eved i n i nc r eas i ng l i f e expec t ancy and
i n i mprov i ng l i t e r acy r a t es and pr i ma r y educa -
t i on enro l l men t . No t w i t hs t and i ng t hese l i m i t ed
i mprovemen t s , by t he t i me c i v i l wa r e rup t ed , l i f e
expec t ancy con t i nued t o be be l ow 60 yea r s o l d ,
i n f an t mor t a l i t y r a t es con t i nued t o be h i gh , on l y
20% o f t he schoo l - age popu l a t i on a t t ended
seconda r y educa t i on , i l l i t e r acy was as h i gh as
45% o f t he popu l a t i on ( age 15+) , and pe r cap i t a
GDP r ema i ned l ow a t s l i gh t l y ove r US$600 . 11

( a ) The econom i c consequences o f c i v i l wa r

The c i v i l wa r i n E l Sa l vador d i ve r t ed pub l i c
r esour ces f rom i nves t men t and t he soc i a l
sec t or s t o m i l i t a r y expend i t ur e . Wh i l e m i l i t a r y
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expend i t ur e ave r aged ove r 4% o f GDP i n 1988 -
90 and r epr esen t ed 20% o f cen t r a l gove rnmen t
expend i t ur e , t he h i ghes t l eve l i n La t i n Ame r i ca
w i t h t he excep t i on o f N i ca r agua , cen t r a l
gove rnmen t expend i t ur e i n educa t i on as a sha r e
o f GDP dropped f rom 4% i n 1980 t o l ess t han
2% i n 1990 ( as compa r ed t o an ave r age o f ove r
4% f or La t i n Ame r i ca i n bo t h yea r s ) . By 1990 ,
t o t a l hea l t h expend i t ur e had f a l l en t o l ess t han
1% o f GDP ( f rom 2% i n 1980) , wh i ch , i n pe r
cap i t a t e rms , r epr esen t ed l ess t han a t h i rd o f t he
ave r age f or La t i n Ame r i ca . A t t he same t i me ,
i nappropr i a t e econom i c po l i c i es and a de t e r i o -
r a t i ng ex t e rna l env i ronmen t due t o f a l l i ng
t e rms o f t r ade , h i gh r ea l r a t es o f i n t e r es t , and
wor l d r ecess i on , wor sened pub l i c f i nances . As a
r esu l t , gove rnmen t r evenue f e l l sha rp l y i n r e l a -
t i on t o GDP . I n add i t i on , t he co l on r ema i ned
ove r va l ued . The ex t e rna l de f i c i t on goods ,
se r v i ces and r en t ( t ha t i s , t he cur r en t accoun t
exc l ud i ng t r ans f e r s ) 12 i nc r eased f rom l ess t han
4% o f GDP i n 1977 - 79 t o ove r 12% i n 1987 - 89 .
By 1989 , domes t i c i nves t men t and na t i ona l
sav i ngs we r e down t o 15% and 6% o f GDP ,
f rom t he h i gh pr e - wa r l eve l s r epor t ed above .
Ne t i n t e rna t i ona l r ese r ves had dec l i ned t o t he
equ i va l en t o f t hr ee mon t hs o f i mpor t s ; and
s i zab l e ex t e rna l paymen t s a r r ea r s had accu -
mu l a t ed . The s i t ua t i on de t e r i or a t ed f ur t he r a t
t he t urn o f t he decade as a r esu l t o f t he i n t en -
s i f i ca t i on o f t he a rmed con f l i c t , a devas t a t i ng
ea r t hquake , a seve r e drough t , and t he weake r
econom i c s i t ua t i on i n o t he r Cen t r a l Ame r i can
coun t r i es . As a r esu l t o f t hese deve l opmen t s ,
domes t i c i nves t men t and na t i ona l sav i ngs
bo t t omed ou t i n 1990 a t 12% and 5% , r espec -
t i ve l y ( see Tab l e 1) .

Damage t o t he coun t r y ' s i n f r as t ruc t ur e as a
r esu l t o f t he c i v i l wa r was es t i ma t ed a t ove r
US$1 . 5 b i l l i on (ove r 30% o f 1990 GDP) . Wa r
des t ruc t i on and gr i nd i ng pove r t y caused se r i -
ous env i ronmen t a l prob l ems as we l l . Rea l GDP
dec l i ned by 12% dur i ng t he 1980s and r ea l pe r
cap i t a i ncome dropped by 25% , w i t h 56% o f t he
popu l a t i on f a l l i ng be l ow t he pove r t y l eve l . I n a
coun t r y known f or i t s pr i ce s t ab i l i t y , i n f l a t i on
r eached 24% a t t he end o f t he decade . A l t hough
t he r e was some i mprovemen t i n soc i a l i nd i ca -
t or s , by 1990 E l Sa l vador was i n 110 t h p l ace i n
t he UNDP ' s human deve l opmen t r ank (ou t o f
173 coun t r i es ) , and j us t be l ow N i ca r agua , w i t h
an i ncome pe r cap i t a o f j us t one - f our t h o f t ha t
o f E l Sa l vador . I n f an t mor t a l i t y r ema i ned h i gh
a t 56 pe r t housand ( compa r ed w i t h an ave r age
f or La t i n Ame r i ca o f 44 pe r t housand ) ; t he
da i l y ca l or i e i n t ake pe r cap i t a o f 2 , 155 was
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abou t f our - f i f t hs o f t he ave r age f or La t i n
Ame r i ca ; adu l t i l l i t e r acy o f 27% was a l mos t
t w i ce t he ave r age f or La t i n Ame r i ca , and 4
yea r s o f schoo l i ng on ave r age r ema i ned ex t r e -
me l y l ow by La t i n Ame r i can s t anda rds .

One f ac t or t ha t f os t e r ed t he economy o f E l
Sa l vador dur i ng t he wa r yea r s and he l ped
con t a i n t he spr ead o f pove r t y was t he r em i t -
t ances o f m i gr an t wor ke r s abroad , pa r t i cu l a r l y
f rom t he c l ose t o one m i l l i on Sa l vador ans l i v i ng
i n t he Un i t ed S t a t es . A t t he end o f t he 1980s
r em i t t ances r epr esen t ed 5% o f GDP and gr ew
r ap i d l y i n com i ng yea r s .

(b ) I MF and UN i nvo l vemen t i n E l Sa l vador

Upon t ak i ng o f f i ce i n June 1989 , Pr es i den t
Cr i s t i an i se t t hr ee ma i n goa l s f or h i s Adm i n i s -
t r a t i on (1989 - 94) : ( i ) t o nego t i a t e an end t o t he
c i v i l wa r and i n i t i a t e a na t i ona l r econs t ruc t i on
and r econc i l i a t i on e f f or t ; ( i i ) t o ca r r y ou t
mac roeconom i c s t ab i l i za t i on and s t ruc t ur a l
r e f orm so as t o pu t t he economy back i n a pa t h
o f sus t a i nab l e grow t h and deve l opmen t ; and
( i i i ) t o r educe pove r t y .

Nego t i a t i ons w i t h t he Fund on an econom i c
progr am t o be suppor t ed by a 12 - mon t h s t and -
by a r r angemen t began i n Novembe r 1989 , bu t
we r e i n t e r rup t ed by an ou t br eak o f wa r f a r e i n
San Sa l vador . I n add i t i on , t he f i nanc i a l s i t ua -
t i on had been aggr ava t ed by a se r i es o f ex t e rna l
shocks - pa r t i cu l a r l y t he dr ama t i c drop i n t he
pr i ce o f co f f ee a f t e r t he br eakdown o f t he
I n t e rna t i ona l Co f f ee Agr eemen t i n June 1989 .
No t w i t hs t and i ng t hose adve r se f ac t or s , Pr es i -
den t Cr i s t i an i ' s econom i c progr am was f i na l l y
adop t ed i n 1990 a t t he peak o f t he a rmed
con f l i c t . 13 A t t ha t t i me econom i c ac t i v i t y was
d i s rup t ed by c i v i l wa r wh i ch i nc l uded ac t s o f
sabo t age o f e l ec t r i c powe r and o t he r i n f r a -
s t ruc t ur e , and d i s rup t i on o f ha r ves t s . Dur i ng
t h i s pe r i od , o f f i c i a l t r ans f e r s (gr an t s ) s t a r t ed t o
dec l i ne ( f rom c l ose t o 6% i n 1989 t o 3% i n
1991) , bu t a t t he same t i me pr i va t e t r ans f e r s
( r em i t t ances ) i nc r eased ( f rom abou t 5% o f
GDP i n 1987 - 89 t o ove r 7% i n 1990 - 91) ( see
Tab l e 2) .

Wh i l e t he Fund suppor t ed s t ab i l i za t i on i n a
c i v i l wa r economy (1989 - 92) , t he UN nego t i -
a t ed a Peace Accord (1990 - 92) . The Novembe r
1989 FMLN o f f ens i ve was t he l a rges t o f t he
c i v i l wa r , f or t he f i r s t t i me a f f ec t i ng l a rge pa r t s
o f t he cap i t a l c i t y o f San Sa l vador . A f ew days
l a t e r , s i x Jesu i t pr i es t s we r e assass i na t ed , and
t he k i l l e r s we r e w i de l y be l i eved t o be c l ose l y
assoc i a t ed t o t he m i l i t a r y. Domes t i c and i n t e r -
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Sour ces : Cen t r a l Rese r ve Bank , M i n i s t r y o f F i nance , and I MF .
' Econom i c ac t i ve popu l a t i on as a pe r cen t age o f t he t o t a l popu l a t i on .
' Unemp l oyed as a pe r cen t age o f t o t a l l abor f or ce .

Ex t e rna l sav i ngs equa l s t he cur r en t accoun t de f i c i t w i t h an oppos i t e s i gn .
w

1989 1990 1991 1992 1993 1994 1995 1996 1997

(Annua l pe r cen t age change excep t o t he rw i se i nd i ca t ed )

GDP ( i n m i l l i ons o f co l ones )
Nom i na l GDP
Rea l GDP (1990 pr i ces )

32 , 224
17

. 835 , 288

36 , 488
27

. 436 , 488

42 , 594
16

. 837 , 792

49 , 839
17

. 040 , 644

60 , 359
21 . 4

43 , 639

70 , 748
17

. 246 , 279

83 , 130
17

. 649 , 239

90 , 63

50 , 139
9 . 0

97 , 929
6

. 052 , 141
Rea l GDP 1 . 1 3 . 4 3 . 6 7 . 5 7 . 4 6 . 0 6 . 4 1 . 8 4 . 0
Consume r pr i ces ( end o f pe r i od ) 23 . 5 19 . 3 9 . 9 19 . 9 12 . 2 8 . 8 11 . 4 7 . 2 2 . 2
Consume r pr i ces ( ave r age ) 17 . 6 24 . 0 14 . 4 11 . 2 18 . 6 10 . 5 10 . 0 9 . 8 4 . 4
Rea l wages (pr i va t e sec t or ) - 3 . 8 - 8 . 4 - 7 . 5 - 1 . 0 - 2 . 3 1 . 7 1 . 3 0 . 8 2 . 1
Rea l wages (pub l i c sec t or ) - 2 . 2 - 12 . 3 - 9 . 7 - 3 . 2 - 4 . 6 16 . 5 3 . 1 4 . 5 3 . 3
Pa r t i c i pa t i on r a t e ' 29 . 7 31 . 7 34 . 0 35 . 9 35 . 4 38 . 1 37 . 7 38 . 5 38 . 0
Unemp l oymen t r a t e ' 13 . 0 12 . 0 11 . 1 9 . 8 9 . 9 7 . 7 7 . 7 7 . 7 7 . 8
Exchange r a t e ( end o f yea r ; 5 . 0 8 . 0 8 . 1 9 . 2 8 . 7 8 . 8 8 . 8 8 . 8 8 . 8
Co l ones pe r US$)
Exchange r a t e ( ave r age ; Co l ones 5 . 6 7 . 6 8 . 0 8 . 4 8 . 7 8 . 7 8 . 8 8 . 8 8 . 8
pe r US$)
Rea l e f f ec t i ve exchange r a t e - 1 . 6 - 18 . 8 6 . 7 8 . 2 12 . 4 2 . 2 8 . 2 4 . 7 4 . 8
(pos i t i ve numbe r s i nd i ca t e
appr ec i a t i on )

( I n pe r cen t age o f GDP)
Sav i ngs and i nves t men t
Gross domes t i c i nves t men t 15 . 3 11 . 8 14 . 8 18 . 0 18 . 5 19 . 7 20 . 0 14 . 8 14 . 9

Pub l i c sec t or 3 . 9 2 . 3 2 . 8 4 . 0 4 . 0 3 . 7 3 . 5 3 . 7 3 . 3
Pr i va t e sec t or 11 . 4 9 . 5 12 . 0 14 . 0 14 . 5 16 . 0 16 . 5 11 . 1 11 . 6

Na t i ona l sav i ngs 5 . 9 5 . 2 10 . 2 12 . 4 14 . 1 16 . 0 15 . 2 12 . 6 14 . 5
Pub l i c sec t or - 1 . 6 5 . 5 10 . 4 0 . 2 0 . 8 2 . 0 3 . 2 1 . 9 1 . 9
Pr i va t e sec t or 7 . 5 - 0 . 3 - 0 . 2 12 . 2 13 . 3 14 . 0 12 . 0 10 . 7 12 . 6

Ex t e rna l sav i ngs ` 9 . 4 6 . 6 4 . 6 5 . 6 4 . 4 3 . 7 4 . 8 2 . 2 0 . 4

Non - f i nanc i a l pub l i c sec t or
Ove r a l l ba l ance (be f or e gr an t s ) - 5 . 7 - 2 . 5 - 5 . 1 - 6 . 5 - 3 . 6 - 2 . 0 - 0 . 9 - 2 . 7 - 2 . 0
Ove r a l l ba l ance ( a f t e r gr an t s ) - 4 . 0 - 0 . 4 - 3 . 2 - 4 . 6 - 1 . 6 - 0 . 6 - 0 . 1 - 2 . 5 - 1 . 8

Sav i ngs NFPS - 1 . 5 - 0 . 3 - 0 . 6 - 0 . 6 0 . 7 2 . 0 3 . 2 1 . 8 1 . 6
Ex t e rna l f i nanc i ng 1 . 6 - 0 . 1 2 . 5 3 . 9 2 . 0 2 . 0 1 . 3 2 . 7 2 . 0
Domes t i c f i nanc i ng 2 . 5 0 . 5 0 . 7 0 . 6 - 0 . 3 - 1 . 4 - 1 . 2 - 0 . 2 - 0 . 2
Cen t r a l Bank pro f i t s - - - - 0 . 8 - 0 . 2 - 0 . 2 0 . 2 0 . 3 0 . 3



Sour ces : Cen t r a l Rese r ve Bank , M i n i s t r y o f F i nance , and I MF .
' Banco Cen t r a l de Rese r va , based on Ley de Pr esupues t o e I n f ormes , and as r epor t ed by t he I MF .
' Da t a ad j us t ed t o r e f l ec t t he f ac t t ha t up t o 1992 t he po l i ce was m i l i t a r i zed and was r i gh t l y i nc l uded as " m i l i t a r y expend i t ur e . " A f t e r 1993 , expend i t ur e f or t he Na t i ona l
C i v i l i an Po l i ce and Po l i ce Academy , bo t h i ns t i t u t i ons c r ea t ed unde r t he peace agr eemen t s has been t aken f rom " m i l i t a r y expend i t ur e " and i nc l uded i n " nonm i l i t a r y
expend i t ur e . "

Tab l e 2 .

1989
E l Sa l vador :

1990

cen t r a l gove rnmen t
1991

conso l i da t ed
1992

ope r a t i ons ( i n
1993

pe r cen t age
1994

o f GDP)

1995 1996 1997

A

Cur r en t r evenue and gr an t s 9 . 7 10 . 7 10 . 3 12 . 9 13 . 2 13 . 5 13 . 7 13 . 5 12 . 5
Cur r en t r evenue 8 . 1 8 . 6 8 . 5 10 . 8 10 . 8 11 . 6 12 . 7 13 . 3 12 . 2

Tax r evenue 7 . 6 8 . 1 8 . 5 9 . 6 10 . 3 10 . 9 12 . 0 11 . 2 11 . 0
O f f i c i a l gr an t s 1 . 6 2 . 1 1 . 8 1 . 9 2 . 0 1 . 4 0 . 8 0 . 2 0 . 2
Cap i t a l r evenue and cur r en t 0 . 2 0 . 1 0 . 6 0 . 2 0 . 4 0 . 4 0 . 3 0 . 4 0 . 6
t r ans f e r s f rom pub l i c en t e rpr i ses

Expend i t ur e and ne t l end i ng 13 . 0 11 . 9 13 . 8 16 . 2 14 . 6 14 . 2 14 . 3 15 . 5 13 . 6
Cur r en t expend i t ur e 10 . 5 10 . 1 10 . 8 11 . 6 11 . 2 11 . 5 11 . 1 12 . 4 11 . 2
Cap i t a l expend i t ur e 2 . 5 1 . 8 3 . 0 4 . 6 3 . 1 2 . 6 3 . 0 3 . 2 2 . 6

Ove r a l l ba l ance (be f or e gr an t s ) - 4 . 9 - 3 . 3 - 5 . 3 - 5 . 2 - 3 . 4 - 2 . 1 - 1 . 4 - 2 . 2 - 1 . 3
Ove r a l l ba l ance ( a f t e r gr an t s ) - 3 . 3 - 1 . 2 - 3 . 5 - 3 . 3 - 1 . 4 - 0 . 7 - 0 . 6 - 2 . 0 - 1 . 1

F i nanc i ng 3 . 3 1 . 2 3 . 5 3 . 3 1 . 4 0 . 7 0 . 6 2 . 0 1 . 1 r
Ex t e rna l f i nanc i ng 0 . 6 - 0 . 3 1 . 8 2 . 6 1 . 7 1 . 8 1 . 2 2 . 2 1 . 7 d
Domes t i c f i nanc i ng 2 . 7 1 . 5 1 . 7 0 . 7 - 0 . 3 - 1 . 1 - 0 . 6 - 0 . 2 - 0 . 6 d

Memor andum i t ems C
M i l i t a r y expend i t ur es 4 . 0 3 . 1 2 . 7 2 . 3 1 . 9 1 . 4 2 . 1 2 . 5 2 . 3

( I n m i l l i ons o f co l ones ) 1 , 282 1 , 118 1 , 157 1 , 146 1 , 154 1 , 001 1 , 782 2 , 235 2 , 244 10
0

De f ense (m i l i t a r y prope r ) 3 . 3 2 . 4 2 . 2 1 . 8 1 . 5 1 . 2 1 . 0 1 . 0 0 . 9
( I n m i l l i ons o f co l ones ) 1055 872 926 917 920 837 859 886 886 Z

Po l i ce (pub l i c secur i t y )
( I n m i l l i ons o f co l ones )

0 . 7
227

0 . 7
246

0 . 5
231

0 . 5
230

0 . 4
234

0 . 2
163

1 . 1
924

1 . 5
1350

1 . 4
1358

Expend i t ur e and ne t l end i ng 13 . 9 11 . 9 13 . 8 16 . 2 14 . 6 14 . 4 14 . 2 14 . 8 13 . 4
M i l i t a r y expend i t ur e ' 4 . 0 3 . 1 2 . 7 2 . 3 1 . 5 1 . 2 1 . 0 1 . 0 0 . 9
Non - m i l i t a r y expend i t ur e 9 . 9 8 . 8 11 . 1 13 . 9 13 . 1 13 . 2 13 . 2 13 . 8 12 . 5

Na t i ona l c i v i l i an po l i ce 0 . 5 0 . 4 0 . 2 1 . 1 1 . 5 1 . 4
Soc i a l expend i t ur e 5 . 3 5 . 0 4 . 4 4 . 4 4 . 6 4 . 9 5 . 0 5 . 4 5 . 8
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na t i ona l pr essur e on t he t wo be l l i ge r en t pa r t i es
t o end t he i r hos t i l i t i es gr ew . The v i o l ence o f
1989 no t on l y c l a i med hundr eds o f l i ves and
seve r e phys i ca l damage ; i t a l so demons t r a t ed
t he i mposs i b i l i t y o f m i l i t a r y v i c t or y by e i t he r
s i de , and se t t he s t age f or a nego t i a t ed so l u t i on .
By ea r l y 1990 , t he FMLN and t he Gove rnmen t
o f Pr es i den t Cr i s t i an i had sepa r a t e l y r eques t ed
t he Sec r e t a r y - Gene r a l o f t he UN t o he l p t hem
nego t i a t e a so l u t i on t o t he m i l i t a r y con f l i c t . The
agenda agr eed f or t he nego t i a t i ons made c l ea r
t ha t i n orde r t o end t he con f l i c t i t s roo t causes
wou l d need t o be addr essed . A f t e r t wo yea r s o f
l ong , comp l ex and pa i ns t ak i ng nego t i a t i ons ,
and a se r i es o f pa r t i a l agr eemen t s , t he f orma l
s i gn i ng o f t he E l Sa l vador Peace Accord t ook
p l ace on Janua r y 16 , 1992 i n t he Chapu l t epec
Cas t l e i n Mex i co C i t y . The Chapu l t epec
agr eemen t was t he beg i nn i ng o f t he l ong ,
amb i t i ous and a rduous pos t - con f l i c t t r ans i t i on
i n E l Sa l vador . For t he UN - wh i ch med i a t ed
t he agr eemen t and became i nvo l ved i n i t s f i r s t
pos t - con f l i c t t r ans i t i on w i t h t he c r ea t i on o f
ONUSAL- success f u l i mp l emen t a t i on o f t he
Sa l vador an peace agr eemen t ca r r i ed f a r - r each -
i ng i mp l i ca t i ons , no t on l y because o f i t s
i nves t men t i n t i me and r esour ces , bu t a l so
because o f t he i mp l i ca t i ons f or f u t ur e cha l -
l enges o f t he k i nd .

( i ) Econom i c consequences o f peace : 1992 - 97
C i v i l wa r i n E l Sa l vador was cos t l y bu t t he

econom i c consequences o f peace we r e a l so o f
s i gn i f i cance . Th i s s i t ua t i on was aggr ava t ed by
t he f ac t t ha t f or e i gn f i nanc i ng dr i ed up a f t e r t he
end o f t he co l d wa r con f l i c t and t he r e was
ha rd l y any peace d i v i dend i n t he f i sca l sense . A t
t he same t i me , peace cou l d on l y be ach i eved a t
a r e l a t i ve l y h i gh cos t . Recons t ruc t i ng damaged
i n f r as t ruc t ur e , r es t or i ng bas i c soc i a l se r v i ces ,
r e i n t egr a t i ng f orme r comba t an t s , and r eac t i -
va t i ng grow t h en t a i l ed f i nanc i a l cos t s t ha t we l l
exceeded t he r esour ce capab i l i t y o f t he coun t r y
and r equ i r ed gene rous ass i s t ance f rom t he
i n t e rna t i ona l commun i t y . As pa r t o f t he peace
nego t i a t i ons , a numbe r o f progr ams we r e t o be
i mp l emen t ed i n t he f r amewor k o f t he Na t i ona l
Recons t ruc t i on P l an (NRP) f or 1992 - 97 , a t an
es t i ma t ed cos t o f abou t US$2 b i l l i on . The
f i nanc i a l i mp l i ca t i ons o f t he NRP had t o be
i ncorpor a t ed i n t o and r econc i l ed w i t h t he f i sca l
r es t r i c t i ons i mposed by t he econom i c s t ab i l i -
za t i on progr am .

The ma i n ob j ec t i ve o f t he NRP was t he
sa t i s f ac t i on o f t he mos t i mmed i a t e needs o f t he
popu l a t i on ha rdes t h i t by t he con f l i c t , t he

1975

r econs t ruc t i on o f damaged i n f r as t ruc t ur e , and
t he deve l opmen t o f t he f orme r zones o f con f l i c t .
Among a l l progr ams des i gned i n r e l a t i on t o t he
peace agr eemen t , t wo me r i t spec i a l a t t en t i on :
t he c r ea t i on o f a na t i ona l c i v i l po l i ce , sepa r a t e
and d i s t i nc t f rom t he a rmed f or ces , and t he
t r ans f e r o f l and t o f orme r comba t an t s o f bo t h
s i des and t o suppor t e r s o f t he FMLN who had
occup i ed l and dur i ng t he wa r yea r s . G i ven t ha t
l and had been a ma i n roo t cause o f t he con f l i c t ,
t he l and progr am was t he ma i n veh i c l e f or
r e i n t egr a t i ng t hose mos t c l ose l y i nvo l ved w i t h
t he con f l i c t i n t o t he produc t i ve l i f e o f t he
coun t r y ; i t r epr esen t ed i n f ac t an a rms - f or - l and
exchange ; c r ed i t was t o be prov i ded t o demo -
b i l i z i ng comba t an t s t o prov i de t hem w i t h a
v i ab l e l i ve l i hood and a s t ake , howeve r t i ny , i n
t he coun t r y ' s wea l t h (de l Cas t i l l o , 1997) .

O t he r peace - r e l a t ed progr ams i nc l uded t he
r ese t t l emen t o f d i sp l aced pe r sons ; r e i n t egr a t i on
t hrough m i c ro - en t e rpr i se deve l opmen t ; t he
r educ t i on o f t he a rmed f or ces ; t he c r ea t i on o f a

po l i cy academy t o t r a i n t he new c i v i l i an po l i ce ;
t he s t r eng t hen i ng o f t he coun t r y ' s democ r a t i c
i ns t i t u t i ons ( i nc l ud i ng t he j ud i c i a r y and t he
e l ec t or a l sys t em) ; and t he r ebu i l d i ng o f soc i a l
and phys i ca l i n f r as t ruc t ur e . The NRP was t o be
ca r r i ed ou t t hrough consensus bu i l d i ng among
t he gove rnmen t , t he FMLN and o t he r sec t or s
o f t he coun t r y , w i t h t he i dea t ha t t h i s wou l d
f ac i l i t a t e t he a l l oca t i on o f r esour ces and t he
i mp l emen t a t i on o f peace - r e l a t ed progr ams .

W i t h t he s i gn i ng o f t he peace agr eemen t , t he
cha l l enge o f a t t end i ng t o t he unsa t i s f i ed
demands o f t he pa r t i c i pan t s i n t he con f l i c t , and
t he f u l f i l l men t o f bas i c needs f or l a rge segmen t s
o f t he popu l a t i on t ha t had su f f e r ed s i gn i f i can t
dec l i nes i n t he i r l i v i ng s t anda rds , r equ i r ed t he
r esump t i on o f s t ab i l i t y and econom i c grow t h .
The gove rnmen t was comm i t t ed t o ensur e t ha t
r econs t ruc t i on e f f or t s be conduc t ed i n a
f r amewor k o f mac roeconom i c s t ab i l i t y .
Unde r l y i ng t he gove rnmen t ' s ac t i ons was t he
be l i e f t ha t s t ab i l i t y and econom i c grow t h cou l d
no t be sus t a i nab l e w i t hou t a l as t i ng peace and
t ha t peace wou l d no t be dur ab l e w i t hou t h i gh -
qua l i t y grow t h .

S t ab i l i za t i on e f f or t s l ed t o a r educ t i on i n t he
r a t e o f i n f l a t i on , r ecove r y i n econom i c ac t i v i t y ,
and a s t ronge r ba l ance o f paymen t s . The
i mproved econom i c pe r f ormance r e f l ec t ed a
s t r eng t hen i ng o f t he pub l i c f i nances and was
f ac i l i t a t ed by t he i mp l emen t a t i on o f s t ruc t ur a l
r e f orms t ha t i nc r eased ma r ke t a l l oca t i on o f
r esour ces , l ay i ng t he bas i s f or sus t a i ned
grow t h and med i um- t e rm ba l ance o f paymen t s
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v i ab i l i t y . By m i d - 1990 , t he gove rnmen t had
un i f i ed t he exchange r a t e and had i n t roduced a
f l ex i b l e exchange r a t e sys t em . The va l ue o f t he
co l on depr ec i a t ed i n r ea l e f f ec t i ve t e rms by 20%
t ha t yea r . A mor e r ea l i s t i c exchange r a t e , i n
con j unc t i on w i t h some r e t urn o f i nves t or s '
con f i dence due t o econom i c r e f orm , caused an
i n f l ow o f pr i va t e cap i t a l , wh i ch t oge t he r w i t h
o f f i c i a l t r ans f e r s and deb t r eschedu l i ng w i t h
b i l a t e r a l c r ed i t or s , i nc l ud i ng t he Pa r i s C l ub ,
a l l owed f or a dec r ease i n ex t e rna l deb t a r r ea r s .

On Janua r y 6 , 1992 , t he Fund ' s Execu t i ve
Boa rd conc l uded t he 1991 Ar t i c l e I V consu l -
t a t i ons and approved a 14 - mon t h s t and - by
a r r angemen t (SDR 42 m i l l i on ) . The a r r ange -
men t ca l l ed f or a m i d t e rm r ev i ew , t o be
comp l e t ed by Augus t 31 , 1992 , t o prov i de
t he oppor t un i t y f or t he i ncorpor a t i on i n t he

progr am o f t he f i nanc i a l r equ i r emen t s o f t he
NRP . The Sa l vador an au t hor i t i es expec t ed t ha t
t he Peace Accord wou l d a l l ow f or a r educ t i on
i n m i l i t a r y ou t l ays and make room f or an
i nc r ease i n soc i a l expend i t ur e . To be ab l e t o
keep t he progr am on t r ack , howeve r , t he r e was
an unde r s t and i ng w i t h t he Fund t ha t peace -
r e l a t ed expend i t ur e wou l d have t o be f i nanced
by add i t i ona l pub l i c sav i ngs , r ea l l oca t i on o f
o t he r pub l i c expend i t ur e , or ex t e rna l r esour ces .

Managemen t o f t he economy i n 1992 was
comp l i ca t ed by a seve r e s l ump i n i n t e rna t i ona l
co f f ee pr i ces , a drough t , and t he l a rge f i nanc i a l
r equ i r emen t s o f t he NRP . Wh i l e r ea l GDP

gr ew by c l ose t o 8% , t he r e was a cons i de r ab l e
de t e r i or a t i on i n t he ove r a l l de f i c i t o f t he
non f i nanc i a l pub l i c sec t or or NFPS (o f ove r
t wo pe r cen t age po i n t s o f GDP) , i n t he cur r en t
accoun t , and i n t he r a t e o f i n f l a t i on . A t t he
same t i me , t he accumu l a t i on o f r ese r ves was
l owe r t han con t emp l a t ed i n t he progr am. The
r ev i ew o f t he progr am ca l l ed f or unde r t he
s t and - by a r r angemen t was no t comp l e t ed
because an agr eemen t cou l d no t be r eached on
po l i c i es t o r e t urn t he progr am t o an appropr i -
a t e pa t h . I t was t he v i ew o f t he Fund a t t he t i me
t ha t , i n l i gh t o f t he shor t f a l l s i n ex t e rna l ass i s -
t ance i n 1992 , t he gove rnmen t shou l d t ake
add i t i ona l f i sca l measur es or pos t pone some o f
t he peace - r e l a t ed expend i t ur e , shou l d shor t f a l l s
i n ex t e rna l ass i s t ance r ecur i n 1993 ( I MF ,
va r i ous yea r s ) .

W i t h t he ach i evemen t o f peace , r em i t t ances
f rom Sa l vador an wor ke r s abroad con t i nued on
a l a rge sca l e ( ave r ag i ng ove r 12% o f GDP i n
1992 - 95) and comp l emen t ed t he f i nanc i a l
suppor t f rom t he i n t e rna t i ona l commun i t y t o
econom i c r econs t ruc t i on o f t he coun t r y . I n
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add i t i on , t he Gove rnmen t r eques t ed US$2
b i l l i on f or i t s peace - r e l a t ed progr ams dur i ng
1992 - 97 , ma i n l y i n t he f orm o f ex t e rna l gr an t s
and l ong - t e rm concess i ona l l oans f rom b i l a t e r a l
and mu l t i l a t e r a l c r ed i t or s . Gr an t s ave r aged
ove r 3% i n 1992 - 95 , mos t l y p l edged a t f our
consu l t a t i ve groups (CG ) mee t i ngs he l d i n May
1991 , Ma r ch 1992 , Apr i l 1993 , and June 1995
(Repub l i c o f E l Sa l vador , 1995 ; FMLN , 1995) .
A l t hough donor s we r e suppor t i ve o f E l Sa l va -
dor ' s peace e f f or t s , t hey showed a c l ea r pr e f e r -
ence f or f i nanc i ng spec i f i c pro j ec t s , mos t l y i n
i n f r as t ruc t ur e and t he env i ronmen t . Thus ,
qu i ck - d i sbur s i ng ex t e rna l f i nanc i ng f or peace -
r e l a t ed expend i t ur e such as t he r e i n t egr a t i on o f
ex - comba t an t s , t he c r ea t i on o f t he na t i ona l
c i v i l i an po l i ce , and t he promo t i on o f demo -
c r a t i c i ns t i t u t i ons was i n shor t supp l y .

The pe r f ormance o f t he economy dur i ng t he
NRP was i mpr ess i ve . Rea l GDP grow t h ave r -
aged ove r 6% dur i ng 1992 - 97 . The r a t e o f
i n f l a t i on , wh i ch ave r aged 24% i n 1986 - 91 , f e l l
t o l ess t ha t 10% on ave r age . The r e was a
ma r ked s t r eng t hen i ng o f t he ba l ance o f
paymen t s f rom a de f i c i t o f 0 . 4% o f GDP i n
1989 - 92 t o a surp l us o f ove r 2% i n 1993 - 97 .
Th i s pe rm i t t ed t he e l i m i na t i on o f ex t e rna l
paymen t s a r r ea r s , t he r e - es t ab l i shmen t o f r e l a -
t i ons w i t h ex t e rna l c r ed i t or s , and even h i gh
sove r e i gn c r ed i t r a t i ngs f rom t he t op i n t e rna -
t i ona l r a t i ng agenc i es by 1997 , a l l ow i ng t he
gove rnmen t t o bor row i n t e rna t i ona l l y a t a
r e l a t i ve l y l ow cos t . Gross i n t e rna t i ona l
r ese r ves , wh i ch had dec l i ned t o dange rous l y
l ow l eve l s by t he end o f t he 1980s ( s l i gh t l y ove r
t hr ee mon t hs o f i mpor t s ) , r eached s i x mon t hs
o f i mpor t s i n 1997 . The r e was , howeve r ,
con t i nued pr essur e on t he co l on t o appr ec i a t e
due t o l a rge f i nanc i a l i n f l ows r esu l t i ng f rom
r em i t t ances , gr an t s and o t he r f or e i gn ass i s -
t ance .

The i mprovemen t i n econom i c pe r f ormance
r e f l ec t ed a ma j or r e - or i en t a t i on o f econom i c

po l i cy , i nc l ud i ng a gr ea t e r r e l i ance on ma r ke t
f or ces and a ma j or r e f orm o f t he exchange and
t r ade sys t em . The mu l t i p l e exchange r a t e
r eg i me was r ep l aced by a un i f i ed ma r ke t - de -
t e rm i ned exchange r a t e sys t em , i mpor t t a r i f f s
we r e r educed and un i f i ed , and exchange
r es t r i c t i ons e l i m i na t ed . Pr i ce con t ro l s we r e
r educed and s t a t e monopo l i es i n t he ma r ke t i ng
o f agr i cu l t ur a l commod i t i es we r e e l i m i na t ed .
The s t r eng t hen i ng o f f i sca l po l i cy was based on
a ma j or t ax r e f orm ( i nc l ud i ng t he i n t roduc t i on
o f a va l ue added t ax (VAT) ) . Gr ea t e r f l ex i b i l i t y
i n ad j us t i ng pub l i c sec t or pr i ces , and i mprove -
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men t s i n t he ope r a t i ng e f f i c i ency o f s t a t e
en t e rpr i ses we r e a l so adop t ed . Cr ed i t po l i cy
was t i gh t ened i n t he con t ex t o f a d i sman t l i ng o f
t he comp l ex sys t em o f c r ed i t a l l oca t i ons and a

movemen t t owa rd ma r ke t - de t e rm i ned i n t e r es t
r a t es . Desp i t e t r emendous d i f f i cu l t i es , by end -
1997 , t he gove rnmen t had ach i eved ( i ) t he
s i mp l i f i ca t i on o f t he t ax s t ruc t ur e t o a sys t em
based on a f ew broad - based t axes ; ( i i ) t he
r es t ruc t ur i ng and r e - pr i va t i za t i on o f t he f i nan -

c i a l sys t em , i nc l ud i ng t he l i be r a l i za t i on o f
i n t e r es t r a t es , t he e l i m i na t i on o f c r ed i t con t ro l s
and t he r ev i s i on o f t he l ega l f r amewor k
encompass i ng new l aws f or t he cen t r a l bank ,
banks and f i nanc i a l i ns t i t u t i ons , and t he c r ea -
t i on o f a new cha r t e r f or t he supe r i n t endency o f
f i nanc i a l i ns t i t u t i ons ; ( i i i ) t he acce l e r a t i on o f
t r ade r e f orm i nc l ud i ng t he s i mp l i f i ca t i on and
sha rp r educ t i on o f t a r i f f l eve l s and t he e l i m i -
na t i on o f non t a r i f f ba r r i e r s ; and ( i v ) s i gn i f i can t
advances i n t he mode rn i za t i on o f t he pub l i c
sec t or .

The med i um- t e rm ad j us t men t s t r a t egy
i nc l uded a soc i a l sec t or progr am a i med a t
r educ i ng pove r t y and r a i s i ng t he s t anda rds o f
l i v i ng , educa t i on and hea l t h o f t he popu l a t i on
t hrough i nves t men t i n soc i a l i n f r as t ruc t ur e .
The s t r a t egy a l so prov i ded f or t empor a r y
emp l oymen t , i ncome , and f ood supp l emen t s ,
and expans i on o f soc i a l se r v i ces . The gove rn -
men t deve l oped a soc i a l sa f e t y ne t t hrough t he
deve l opmen t o f commun i t y pro j ec t s , suppor t ed
by t he Soc i a l I nves t men t Fund , des i gned t o
channe l donor s ' f i nanc i ng t o pove r t y a l l ev i a -
t i on pro j ec t s . E f f or t s we r e a l so made t o
i mprove t he e f f ec t i veness o f soc i a l expend i t ur e ,
w i t h hea l t h and commun i t y schoo l progr ams

Tab l e 3 . E l Sa l vador : Conso l i da t ed ope r a t i ons o f t he non f i nanc i a l pub l i c sec t or

Sour ces: Cen t r a l Rese r ve Bank , M i n i s t r y o f F i nance , and I MF .
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des i gned t o expand cove r age and qua l i t y o f
hea l t h and pr e - pr i ma r y and pr i ma r y educa t i on
i n t he poor es t a r eas t hrough commun i t y

pa r t i c i pa t i on . Desp i t e gove rnmen t e f f or t s ,
r em i t t ances f rom Sa l vador ans abroad
r ema i ned , howeve r , a c r i t i ca l f ac t or i n pove r t y

a l l ev i a t i on .
I n t e rna t i ona l ass i s t ance t o E l Sa l vador was

s t r eng t hened by t he gove rnmen t ' s own e f f or t a t
i nc r eas i ng domes t i c sav i ngs . The NFPS sav i ngs
rose f rom ave r age d i ssav i ngs o f 0 . 8% o f GDP
i n 1989 - 93 t o sav i ngs o f 2 . 0% o f GDP by 1994 -
97 . A t t he same t i me , t he de f i c i t o f t he NFPS
( exc l ud i ng gr an t s ) - wh i ch r e f l ec t s t he bor row-
i ng r equ i r emen t s o f t he gove rnmen t - was
r educed f rom 5 . 0% t o 2 . 0% o f GDP i n
compa r ab l e pe r i ods . The i mprovemen t was due
t o an i nc r ease i n cur r en t r evenue t ha t r esu l t ed
f rom t he i n t roduc t i on o f VAT a t a r a t e o f 10%
i n l a t e 1992 , t he approva l i n ea r l y 1993 o f t he
l aw o f F i sca l Cr i me t o r educe t ax evas i on , and
t he i n t roduc t i on o f a f i sca l package y i e l d i ng
r evenue equ i va l en t t o 2% o f GDP . Th i s
i nc r ease i n r evenues was accompan i ed by a
shor t f a l l i n cap i t a l expend i t ur e ( i nc l ud i ng unde r
t he NRP) due t o i mp l emen t a t i on prob l ems ( see
Tab l e 3) .

Because soc i a l progr ess l agged and t he
pove r t y s i t ua t i on r ema i ned d i sma l , t he r e was
no room f or comp l acency . Soc i a l deve l opmen t
and pove r t y a l l ev i a t i on we r e , howeve r , t o be
t ack l ed on a l onge r - t e rm bas i s . Pu t t i ng t he
economy on a sound f oo t i ng on t he f i sca l s i de
was a mus t i n t h i s endeavor . I n t h i s r ega rd , by
t he end o f 1997 , t he pe r f ormance o f t he
Sa l vador an economy had been qu i t e r ema r k -
ab l e : t he UN had ce r t i f i ed comp l i ance w i t h

1989 1990 1991 1992 1993 1994 1995 1996 1997
Cur r en t r evenue andgr an t s 12 . 0 13 . 3 13 . 3 15 . 5 16 . 0 17 . 0 17 . 4 17 . 2 15 . 4
Cur r en t r evenue 10 . 3 11 . 1 11 . 5 13 . 6 14 . 0 15 . 6 16 . 6 17 . 0 15 . 2

Tax r evenue 7 . 6 8 . 1 8 . 5 9 . 6 10 . 3 10 . 9 12 . 0 11 . 2 11 . 0
O f f i c i a l gr an t s 1 . 7 2 . 2 1 . 8 1 . 9 2 . 0 1 . 4 0 . 8 0 . 2 0 . 2

Expend i t ur e and ne t l end i ng 16 . 0 13 . 6 15 . 8 20 . 1 17 . 8 17 . 9 17 . 6 19 . 7 17 . 2
Cur r en t expend i t ur e 11 . 8 11 . 4 12 . 1 14 . 2 13 . 3 13 . 6 13 . 4 15 . 1 13 . 3
Cap i t a l expend i t ur e 4 . 0 2 . 4 3 . 6 5 . 7 4 . 6 4 . 1 4 . 2 4 . 5 4 . 0

Ove r a l l f i sca l ba l ance (be f or e gr an t s ) - 5 . 7 - 2 . 5 - 4 . 3 - 6 . 5 - 3 . 8 - 2 . 3 - 1 . 0 - 2 . 7 - 2 . 0
Ove r a l l f i sca l ba l ance ( a f t e r gr an t s ) - 4 . 0 - 0 . 3 - 2 . 5 - 4 . 6 - 1 . 8 - 0 . 9 - 0 . 2 - 2 . 5 - 1 . 8

Sav i ngs NFPS - 1 . 5 - 0 . 3 - 0 . 6 - 0 . 6 0 . 7 2 . 0 3 . 2 1 . 8 1 . 6

F i nanc i ng
Ex t e rna l f i nanc i ng 1 . 6 - 0 . 1 2 . 2 3 . 9 2 . 0 2 . 0 1 . 3 2 . 3 2 . 1
Domes t i c f i nanc i ng 2 . 5 0 . 5 0 . 3 0 . 6 - 0 . 4 - 1 . 4 - 1 . 2 0 . 1 - 0 . 3
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mos t comm i t men t s o f t he peace agr eemen t s , 14

and t he expend i t ur e assoc i a t ed w i t h t he
r equ i r ed i ns t i t u t i ona l r e f orms had been i ncor -
por a t ed i n t o t he conso l i da t ed gove rnmen t
budge t .

( i i ) Bus i ness as usua l
As d i scussed above , t he gove rnmen t o f E l

Sa l vador had been i mp l emen t i ng an I MF - sup -
por t ed econom i c progr am s i nce 1990 . The
s i gn i ng o f t he UN - broke r ed Peace Accord i n
ea r l y 1992 paved t he way f or acce l e r a t ed
econom i c deve l opmen t and i mproved soc i a l
we l f a r e f or t he en t i r e popu l a t i on . Desp i t e t he
UN i nvo l vemen t i n t he sea r ch f or peace and i n
t he des i gn and i mp l emen t a t i on o f t he NRP , t he
econom i c progr am was f ormu l a t ed and i mp l e -
men t ed w i t hou t t he UN be i ng i n f ormed abou t
e i t he r i t s progr ess or i t s cons t r a i n t s .

S i m i l a r l y , t he UN d i d no t i n f orm t he Br e t t on
Woods I ns t i t u t i ons abou t progr ess i n t he
nego t i a t i ng process nor d i d i t consu l t t hem on
t he f i nanc i a l i mp l i ca t i ons o f t he NRP and o t he r
progr ams unde r nego t i a t i on . No t or i ous l y
absen t we r e t hese i ns t i t u t i ons dur i ng t he nego -
t i a t i on o f t he econom i c and soc i a l por t i on o f
t he peace accord i n Decembe r 1991 and dur i ng
t he nego t i a t i ons t ha t l ed t o a r ev i sed agr eemen t
on t he l and progr am i n Oc t obe r 1992 . Some
i nd i r ec t ea r l y co l l abor a t i on , howeve r , t ook
p l ace i n ca t a l yz i ng f or e i gn ass i s t ance . The Fund
and t he Bank l en t f u l l suppor t i n t he CG
mee t i ng he l d i n Wash i ng t on i n Ma r ch 1992 t o
e f f or t s t o secur e ex t e rna l ass i s t ance t o cove r
ou t l ays unde r t he NRP .

The bus i ness - as - usua l approach l ed t o
m i sunde r s t and i ngs and con f ron t a t i ons as t he
sepa r a t e econom i c and peace processes moved
f orwa rd . I n a speech i n Bangkok i n Apr i l 1993 ,
Sec r e t a r y - Gene r a l Bou t ros Gha l i expr essed
s t rong conce rn abou t t he UN sys t em whe r e t he
Fund and t he UN d i d no t seem t o wor k on a
f u l l y coord i na t ed and t r anspa r en t bas i s t owa rd
t he ove r r i d i ng goa l o f conso l i da t i ng peace .
I mp l emen t a t i on o f t he agr eemen t s shou l d no t ,
i n h i s v i ew , be cond i t i oned on t he ava i l ab i l i t y o f
f or e i gn f i nanc i ng , as t he Fund i ns i s t ed . The
Sec r e t a r y - Gene r a l a rgued t ha t i t was t he
gove rnmen t ' s r espons i b i l i t y , bo t h as s i gna t or y
t o t he peace accords and as t he gove rnmen t o f
E l Sa l vador , t o de f i ne f i sca l po l i c i es and pub l i c
expend i t ur e pr i or i t i es t ha t wou l d enab l e i t t o
f u l f i l l i t s comm i t men t t o f u l l i mp l emen t a t i on o f
t he accords . 15 S i m i l a r l y , t he Fund has a l so
acknow l edged t he bus i ness - as - usua l approach
by r ecogn i z i ng t ha t , wh i l e coope r a t i on be t ween
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t he UN , t he Fund , and t he Bank had been
i ns t rumen t a l i n dr aw i ng up t he t echn i ca l ass i s -
t ance and t he mac roeconom i c f r amewor k i n t he
case o f Rwanda , such coord i na t i on had i n i t i a l l y
no t t aken p l ace w i t h r ega rd t o t he pr epa r a t i on
o f E l Sa l vador ' s NRP . As a r esu l t , t he f i sca l
i mpac t o f t he NRP had no t been f u l l y assessed
when t he Peace Accord was dr awn up ( I MF ,
1995a ) .

( i i i ) I nc r eased coope r a t i on and f l ex i b i l i t y w i t h i n
a mor e i n t egr a t ed approach

As po i n t ed ou t ea r l i e r , t he Fund ' s i n i t i a l
r eac t i on t o t he NRP f i nanc i a l needs had been
t ha t , t o keep t he 1992 progr am on t r ack , peace -
r e l a t ed expend i t ur e wou l d have t o be f i nanced
by add i t i ona l pub l i c sav i ngs , r ea l l oca t i on o f
expend i t ur e , or ex t e rna l r esour ces . A f t e r ea r l y
1993 , howeve r , t he f und wor ked c l ose l y w i t h
t he gove rnmen t t o deve l op an econom i c

progr am t ha t wou l d a l l ow f or NPR expend i -
t ur e o f $250 m i l l i on a yea r i n 1993 - 94 ( r epr e -
sen t i ng ove r 3% o f GDP a yea r ) , t o cove r t he
i ndemn i za t i on paymen t s r e l a t ed t o t he demo -
b i l i za t i on o f t he m i l i t a r y , t he es t ab l i shmen t o f a
new po l i ce f or ce , t he se t t i ng up o f hea l t h and
educa t i on f ac i l i t i es i n t he f orme r con f l i c t a r eas ,
and t he acqu i s i t i on o f l and f or ex - comba t an t s .
Thus , a comprom i se scena r i o was i ncorpor a t ed
i n t he 1993 econom i c progr am ; by cu t t i ng
ce r t a i n expend i t ur e ca t egor i es and r ea l l oca t i ng
o t he r s , room was made f or a s i gn i f i can t
i nc r ease i n peace - r e l a t ed expend i t ur e . 16

As d i scuss i ons be t ween t he Fund and t he
UN began on a r egu l a r bas i s and a mor e
coope r a t i ve and i n t egr a t ed approach was
deve l oped , ways we r e exp l or ed t o suppor t t he
gove rnmen t t o f i nance t he i nc r eased peace - r e -
l a t ed expend i t ur e r equ i r ed unde r t he NRP ,
f rom a m i x o f mor e ex t e rna l r esour ces , h i ghe r
domes t i c r evenue , expend i t ur e sw i t ch i ng , and
i nc r eased bond f i nanc i ng and money c r ea -
t i on . 17 Desp i t e an uneven pa t t e rn i n t he
ava i l ab i l i t y o f gr an t s and ne t ex t e rna l f i nanc -
i ng ( f or e i gn f i nanc i ng ) , t he cen t r a l gove rnmen t
was ab l e t o i nc r ease nonm i l i t a r y expend i t ur e
by ove r t hr ee pe r cen t age po i n t s o f GDP i n
1992 - 97 as compa r ed t o 1989 - 91 . Th i s can be
exp l a i ned by a dec r ease i n m i l i t a r y expend i t ur e
(o f t wo pe r cen t age po i n t s o f GDP) 18 and an
i nc r ease i n t ax r evenue (o f 2 . 5 pe r cen t age
po i n t s o f GDP) wh i ch a l l owed f or a r educ t i on
i n t he cen t r a l gove rnmen t f i sca l de f i c i t f rom
c l ose t o 5% o f GDP t o be l ow 3% be t ween
t hese pe r i ods .
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( i v ) On be i ng mor e roya l i s t t han t he k i ng
The pe r f ormance o f t he Sa l vador an gove rn -

men t i n manag i ng t he economy unde r a succes -
s i on o f I MF - suppor t ed progr ams and i n ca r r y i ng
ou t peace - r e l a t ed expend i t ur e dur i ng 1989 - 97
was r ema r kab l e . The Sa l vador an gove rnmen t ,
howeve r , spen t l ess on peace - r e l a t ed progr ams
t han wha t was a l l owed unde r i t s 1993 and 1994
progr ams w i t h t he Fund . As a r esu l t i t ach i eved
f i sca l and o t he r t a rge t s o f t en w i t h a ma rg i n . Th i s
means t ha t t he r e was room unde r f i sca l and
domes t i c f i nanc i ng ce i l i ngs t o spend mor e , espe -
c i a l l y on cap i t a l expend i t ur e ( i nc l ud i ng unde r t he
NRP) . By spend i ng l ess t han wha t t he progr am
a l l owed , i t cou l d be a rgued t ha t t he Sa l vador an
au t hor i t i es " we r e mor e roya l i s t t han t he k i ng "
a l t hough , as we exp l a i ned ea r l i e r , t he r e we r e va l i d
r easons f or t h i s .

The s i t ua t i on i n 1992 , howeve r , had been
d i f f e r en t . Because t he expend i t ur e r equ i r emen t s
o f NRP had no t been i ncorpor a t ed i n t o t he
1992 progr am ( t hey we r e unknown a t t he t i me
t he progr am was des i gned ) , t he NFPS de f i c i t
was much h i ghe r t han progr ammed ( c l ose t o
7% o f GDP compa r ed w i t h t he 2% r equ i r ed by
t he progr am) .

Tab l e 4 . E l Sa l vador : Summa r y ba l ance o f paymen t s ( i n pe r cen t age o f GDP)

Sour ces : Cen t r a l Rese r ve Bank , M i n i s t r y o f F i nance , and I MF .
a Mos t l y r em i t t ances o f wor ke r s abroad .
b Mos t l y o f f i c i a l t r ans f e r s .

I n 1993 , w i t h t he i ncorpor a t i on o f t he NRP
i n t o t he progr am , t he de f i c i t o f t he pub l i c sec t or
de f i c i t was progr ammed t o r each 6% o f GDP.
Th i s de f i c i t , howeve r , was l ess t han 4% i n 1993 ,
s i gn i f i can t l y l owe r t han progr ammed , r e f l ec t i ng
a shor t f a l l i n cap i t a l expend i t ur e o f t he cen t r a l
gove rnmen t ( i nc l ud i ng unde r t he NRP) , and a
somewha t be t t e r t han expec t ed pe r f ormance o f
cur r en t r evenue . Fur t he rmor e , desp i t e a s i zab l e
shor t f a l l i n progr ammed ne t ex t e rna l f i nanc i ng ,
t he ne t i ndeb t edness o f t he NFPS was
unchanged i n 1993 , compa r ed w i t h a progr am
l i m i t o f c l ose t o 1% o f GDP .

A t t he same t i me , cur r en t expend i t ur e o f
t he cen t r a l gove rnmen t was h i ghe r t han
progr ammed , w i t h l owe r expend i t ur e on
goods and se r v i ces mor e t han o f f se t by h i ghe r
t han an t i c i pa t ed t r ans f e r s t o l oca l gove rn -

men t s f or expend i t ur e on hea l t h , educa t i on ,
and t he r e i n t egr a t i on o f ex - comba t an t s . Bu t ,
cap i t a l expend i t ur e was abou t 3% o f GDP
compa r ed w i t h ove r 4% o f GDP i n t he
progr am . Cap i t a l expend i t ur e i n 1994 was
a l so l owe r t han progr ammed ( l ess t han 3% as
compa r ed t o ove r 4% i n t he progr am) ( see
Tab l e 4) .

1979

1989 1990 1991 1992 1993 1994 1995 1996 1997

Cur r en t accoun t - 9 . 2 - 6 . 6 - 4 . 6 - 5 . 6 - 4 . 4 - 3 . 7 - 4 . 8 - 2 . 2 - 0 . 4
Tr ade ba l ance - 13 . 1 - 12 . 6 - 13 . 4 - 18 . 5 - 17 . 0 - 17 . 7 - 19 . 5 - 15 . 9 - 14 . 4
Se r v i ces - 2 . 4 - 2 . 3 - 2 . 1 2 . 7 2 . 5 2 . 3 3 . 1 3 . 1 3 . 4
Ren t 1 . 6 1 . 9 1 . 8 - 1 . 7 - 1 . 7 - 0 . 7 - 1 . 0 - 0 . 9 - 0 . 8
Cur r en t t r ans f e r sa 4 . 7 6 . 4 9 . 1 11 . 9 11 . 8 12 . 4 12 . 6 11 . 5 11 . 4

Cap i t a l and f i nanc i a l accoun t 7 . 3 8 . 2 4 . 1 4 . 9 6 . 6 5 . 5 6 . 3 3 . 8 2 . 6
Cap i t a l accoun t b 5 . 7 4 . 1 3 . 0 3 . 8 3 . 2 3 . 5 2 . 0 0 . 6 0 . 2
F i nanc i a l accoun t 1 . 6 4 . 1 1 . 1 1 . 1 3 . 4 2 . 0 4 . 3 3 . 2 2 . 4

Non f i nanc i a l pub l i c sec t or 3 . 0 0 . 0 0 . 0 1 . 5 2 . 0 2 . 2 1 . 3 2 . 1 1 . 0
Cen t r a l Bank 1 . 1 0 . 0 - 1 . 4 - 0 . 6 - 0 . 7 - 1 . 4 0 . 8 0 . 5 0 . 3
Pr i va t e sec t or ( i nc l . e r ror s - 2 . 6 4 . 1 2 . 1 0 . 1 2 . 1 1 . 2 2 . 2 0 . 6 1 . 1
and om i ss i ons )

Ove r a l l ba l ance - 1 . 9 1 . 6 - 0 . 5 - 0 . 7 2 . 2 1 . 8 1 . 5 1 . 6 2 . 2

Memor andum i t ems
GDP ( i n m i l l i ons o f US$)
Gross i n t e rna t i ona l r ese r ves

4 , 986
500

5 , 414
571

5 , 970
567

5 , 955
563

6 , 957
675

8 , 086
788

9 , 508
935

10 , 359
1 , 099

11 , 192
1 , 461

( i n m i l l i ons US$)
Gross i n t e rna t i ona l r ese r ves 3 . 3 3 . 8 4 . 4 4 . 0 4 . 2 4 . 2 3 . 9 4 . 9 5 . 9
(mon t hs o f i mpor t s )
Pub l i c ex t e rna l deb t r a t i o 42 . 5 39 . 4 37 . 2 38 . 4 27 . 4 25 . 6 23 . 6 24 . 3 23 . 9
( i n pe r cen t o f GDP)
Deb t se r v i ce r a t i o (pe r cen t o f 24 . 4 18 . 2 26 . 2 35 . 4 24 . 7 25 . 7 15 . 4 16 . 8 13 . 0
expor t s o f goods and se r v i ces )
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5 . POL I CY RECOMMENDAT I ONS

The expe r i ence o f E l Sa l vador r ev i ewed
above , and t ha t o f many o t he r coun t r i es i n
pos t - con f l i c t t r ans i t i ons i n wh i ch t he i n t e rna -
t i ona l commun i t y has been ac t i ve l y i nvo l ved ,
a l l ow us t o f ormu l a t e some po l i cy r ecommen -
da t i ons , no t on l y f or t he coun t r i es i nvo l ved i n
such t r ans i t i ons , bu t a l so f or t he i n t e rna t i ona l
organ i za t i ons t ha t f ac i l i t a t e and f i nance t hem .

I n i t i a l cond i t i ons i n t he r espec t i ve coun t r i es
and access t o ex t e rna l f i nanc i ng w i l l de t e rm i ne
t he appropr i a t e r econs t ruc t i on s t r a t egy and

po l i cy m i x r equ i r ed f or t he r ees t ab l i shmen t o f
produc t i on and t r ade . Appropr i a t e po l i c i es a r e
i mpor t an t no t on l y i n t e rms o f mac roeconom i c
managemen t bu t a l so t o c r ea t e t he r i gh t
f r amewor k f or i n t e rna t i ona l ass i s t ance .

The f ormu l a t i on o f econom i c po l i cy needs t o
i nc l ude a v i ab l e econom i c r econs t ruc t i on
s t r a t egy , a l ega l , i ns t i t u t i ona l , and r egu l a t or y
f r amewor k t ha t w i l l gua r an t ee t he prope r
ope r a t i on o f prope r t y r i gh t s and pr i va t e
ma r ke t s , and a coord i na t i ng mechan i sm t o
ensur e t he e f f ec t i ve access and u t i l i za t i on o f
f or e i gn ass i s t ance and t echn i ca l adv i ce f rom
b i l a t e r a l and mu l t i l a t e r a l sour ces , as we l l as
f rom nongove rmen t a l organ i za t i ons (NGOs ) .

A key aspec t o f a pos t - con f l i c t t r ans i t i on
s t r a t egy i s t ha t coun t r i es mus t no t on l y own
t he i r r econs t ruc t i on progr ams i n t he sense t ha t
i t i s up t o t hem t o se t up t he pr i or i t i es , bu t t hey
mus t bu i l d a na t i ona l consensus f or econom i c
and i ns t i t u t i ona l r e f orms . I n t h i s r ega rd ,
gove rnmen t s , bo t h na t i ona l and l oca l , shou l d
wor k c l ose l y w i t h c i v i l soc i e t y and w i t h NGOs
i n deve l op i ng t he r econs t ruc t i on s t r a t egy and
progr ams .

Ca r e f u l p l ann i ng and adequa t e f i nanc i ng
a r e i mpor t an t a t an ea r l y s t age . Be f or e t he
comba t an t s a r e d i sa rmed and demob i l i zed , a
r e i n t egr a t i on s t r a t egy needs t o be i n p l ace ,
we l l f unded and r eady f or i mp l emen t a t i on i n
s t ep w i t h demob i l i za t i on . Un l ess t h i s i s
success f u l l y done , common c r i me w i l l
i nc r ease , t he secur i t y s i t ua t i on w i l l de t e r i o -
r a t e , and t he peace process may be endan -
ge r ed . Th i s i s c l ea r l y wha t happened i n E l
Sa l vador and t he l esson i s pa r t i cu l a r l y r e l e -
van t t o cases such as Kosovo whe r e r e i n t e -
gr a t i on was a sham and t he consequences a r e
be i ng f e l t , no t on l y i n Kosovo i t se l f , bu t i n
Macedon i a and Se rb i a .

A i d ass i s t ance i s essen t i a l t o coun t r i es i n
pos t - con f l i c t t r ans i t i on . These coun t r i es have
ha rd l y any capac i t y t o r a i se t he i r own r evenue ,
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a t l eas t i n t he ea r l y s t ages o f t he t r ans i t i on . For
t h i s r eason , coun t r i es need t o pr esen t t o
po t en t i a l donor s a we l l s t ruc t ur ed and
compr ehens i ve r ehab i l i t a t i on , r econs t ruc t i on ,
and deve l opmen t p l an a t consu l t a t i ve groups or
o t he r such donor s mee t i ngs , so t ha t donor s can
p l edge t he i r ass i s t ance w i t h f u l l know l edge and
unde r s t and i ng o f t he needs and vu l ne r ab i l i t i es
o f t he coun t r i es conce rned .

Ex t e rna l t echn i ca l and f i nanc i a l ass i s t ance
needs t o be prope r l y coord i na t ed and chan -
ne l ed t o h i gh - pr i or i t y pro j ec t s . I n t h i s r ega rd ,
t he i n t e rna t i ona l commun i t y shou l d es t ab l i sh a
f oca l po i n t t o br i ng t oge t he r t he va r i ous donor s
and t o make sur e t ha t t hey a l l wor k t oge t he r i n
a promp t and e f f ec t i ve way and t o ensur e t ha t
comm i t men t s f or ass i s t ance a r e ac t ua l l y
d i sbur sed . G i ven t he ve r y d i f f e r en t c i r cum-
s t ances o f coun t r i es com i ng ou t o f con f l i c t ,
t he r e shou l d be no s i ng l e i ns t i t u t i ona l f ormu l a
t o dea l w i t h coord i na t i on . I t i s pr e f e r ab l e t ha t
t he coord i na t i ng agency be c r ea t ed . on an ad
hoc bas i s . I t i s i mpe r a t i ve , howeve r , t ha t t h i s
shou l d no t become a ma t t e r o f con t rove r sy and
t ur f ba t t l es be t ween agenc i es and t hus de l ay t he

prov i s i on o f ex t e rna l ass i s t ance .
E f f or t s a t i mprov i ng mac roeconom i c

managemen t a r e a mus t f or econom i c r econ -
s t ruc t i on . Mac roeconom i c po l i c i es shou l d be
des i gned w i t h spec i a l ca r e t o addr ess t he ma i n
prob l ems o f t he pa r t i cu l a r coun t r y . Because o f
t he need f or na t i ona l r econc i l i a t i on , i t i s
pa r t i cu l a r l y i mpor t an t t ha t coun t r i es i n pos t -
con f l i c t t r ans i t i ons pur sue h i gh - qua l i t y grow t h .
Th i s means grow t h t ha t i s sus t a i nab l e , c r ea t es
emp l oymen t , and br i ngs pove r t y a l l ev i a t i on ,
grow t h t ha t promo t es gr ea t e r equa l i t y o f
i ncome t hrough gr ea t e r oppor t un i t y and
human deve l opmen t , and grow t h t ha t r espec t s
bo t h human f r eedom and t he env i ronmen t .

An i mprovemen t i n econom i c pe r f ormance
o f t en r equ i r es a ma j or r e - or i en t a t i on o f
econom i c po l i cy , a gr ea t e r r e l i ance on ma r ke t
f or ces , and a ma j or r e f orm o f t he exchange and
t r ade sys t em . The l a t t e r gene r a l l y i nc l udes a
r emova l o f pr i ce con t ro l s , t he es t ab l i shmen t o f
a ma r ke t - de t e rm i ned exchange r a t e sys t em ,
r educed and un i f i ed t a r i f f s , and t he e l i m i na t i on
o f exchange and t r ade r es t r i c t i ons .

E f f or t s a t i mprov i ng soc i a l cond i t i ons shou l d
a i m a t r educ i ng pove r t y and r a i s i ng t he s t an -
da rds o f l i v i ng , educa t i on , and hea l t h o f t he
popu l a t i on t hrough i nves t men t i n soc i a l i n f r a -
s t ruc t ur e . To deve l op t he necessa r y i n f r as t ruc -
t ur e may t ake t i me and measur es w i l l have t o
be adop t ed t o prov i de t empor a r y emp l oymen t ,
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i ncome , f ood , and bas i c se r v i ces i n t he ea r l y
s t ages o f t he t r ans i t i on .

I n t he f i sca l a r ea , s t r eng t hen i ng pub l i c
f i nance managemen t i s an i mpor t an t pr e r equ i -
s i t e f or econom i c r econs t ruc t i on and t he
r esump t i on o f grow t h . Depend i ng on t he
de t e r i or a t i on o f pub l i c f i nances , t he d i m i n i shed
p l ann i ng and execu t i on capac i t y , and t he br eak
i n i ns t i t u t i ona l memor y , a t r ans i t i ona l budge t
( f or t wo t o t hr ee mon t hs ) may be necessa r y .
I ssues r e l a t i ng t o t ax po l i cy and t ax and
cus t oms adm i n i s t r a t i on a r e a l so c r i t i ca l and
m i gh t r equ i r e t empor a r y ac t i on un t i l a mor e
pe rmanen t so l u t i on can be f ound . E f f or t s a t
r evenue co l l ec t i on a r e f undamen t a l s i nce
donor s a r e r e l uc t an t t o f i nance cur r en t expen -
d i t ur e ( sa l a r i es and pens i ons ) ( see Tanz i , 1997 ,
f or mor e de t a i l s on f i sca l i ssues ) .

I n t he mone t a r y a r ea , a sys t em f or exchange ,
i n t e rna l and ex t e rna l paymen t s , and t he prov i -
s i on o f c r ed i t needs t o be r es t or ed . Th i s may
a l so t ake some t i me and a t empor a r y so l u t i on
may have t o be adop t ed t o dea l w i t h urgen t
paymen t needs . I n f l a t i on has t o be checked ,
s i nce r ap i d i n f l a t i on c r ea t es unce r t a i n t y and
d i scour ages sav i ngs and i nves t men t , promo t es
cap i t a l f l i gh t , d i s t or t s ma r ke t s i gna l s and
i mpe r i l s grow t h . I n f l a t i on a l so br i ngs abou t
a rb i t r a r y changes i n i ncome d i s t r i bu t i on
t ha t mos t l y hur t t he poor sec t or s o f t he popu -
l a t i on .

F i sca l and mone t a r y d i sc i p l i ne assur es pub l i c
sav i ngs and con t r i bu t es t o i nves t men t . A house
i n orde r makes i t mor e des i r ab l e t o come back
t o and promo t es r epa t r i a t i on o f pr i va t e sec t or
cap i t a l . A deve l op i ng and we l l - nur t ur ed pr i va t e
sec t or con t r i bu t es t o i nves t men t and gove rn -
men t t axa t i on . Good mac ro - managemen t , a
t r anspa r en t i ns t i t u t i ona l f r amewor k , and a
c l ea r unde r s t and i ng o f gove rnmen t po l i c i es
encour age i n t e rna t i ona l ass i s t ance : donor s a r e
mor e w i l l i ng t o he l p coun t r i es t ha t he l p t hem-
se l ves . The r eac t i va t i on o f t he economy w i t h
l ow i n f l a t i on i s v i t a l t o t he e f f ec t i ve r e i n t egr a -
t i on o f f orme r comba t an t s and t he i r suppor t e r s
i n t o produc t i ve ac t i v i t i es .

A t t he same t i me , expend i t ur es l i nked t o t he
f i nanc i ng o f peace - r e l a t ed progr ams a r e l i ke l y
t o exe r t pr essur e on f i sca l ob j ec t i ves and pu t t he

na t i ona l au t hor i t i es i n t he d i f f i cu l t d i l emma
be t ween comp l i ance w i t h t he prov i s i ons o f
peace agr eemen t s and comp l i ance w i t h t he
econom i c progr am . F i sca l t a rge t s i n I MF -
sponsor ed progr ams w i l l have t o be f l ex i b l e
enough so as t o i ncorpor a t e t he f i nanc i a l needs
o f r econs t ruc t i on . We a rgue , t hus , t ha t t he

Fund , wor k i ng c l ose l y w i t h t he UN , shou l d se t
r ea l i s t i c econom i c cond i t i ona l i t y t ha t wou l d
a l l ow f or i mp l emen t a t i on o f peace agr eemen t s .
Bu t t he Fund shou l d no t become a po l i t i ca l
f orum t o advance human r i gh t s and o t he r
po l i t i ca l goa l s or se t po l i t i ca l cond i t i ona l i t y ; i t
does no t have a compa r a t i ve advan t age and i t
may even j eopa rd i ze i t s manda t e . 19

W i t h mor e mu l t i d i sc i p l i na r y i n t e rna t i ona l
t eams and mor e f l ex i b l e i ns t i t u t i ona l manda t es
i n t e rna t i ona l organ i za t i ons wou l d be be t t e r
pr epa r ed t o he l p coun t r i es r econc i l e t he o f t en
con f l i c t i ng ob j ec t i ves o f econom i c r econs t ruc -
t i on and t he r eac t i va t i on o f grow t h , on t he one
hand , and na t i ona l r econc i l i a t i on and peace
conso l i da t i on , on t he o t he r . Unde r such
cond i t i ons i n t e rna t i ona l organ i za t i ons cou l d
be t t e r he l p coun t r i es des i gn pos t - con f l i c t
ac t i v i t i es i n accordance w i t h a mas t e r p l an
whose ma i n t heme and goa l cou l d be t o assur e
t ha t t he pr ese r va t i on o f peace pr eva i l s above a l l
o t he r cons i de r a t i ons . To be sur e , an i n t egr a t ed
approach t o human secur i t y - i mpor t an t as a
gene r a l ru l e - becomes i mpe r a t i ve i n pos t - con -
f l i c t t r ans i t i ons . Mu l t i f ace t ed and comp l ex
pos t - con f l i c t t r ans i t i ons r equ i r e d i ve r se and
spec i a l i zed expe r t i se , no t eas i l y ava i l ab l e i n a
s i ng l e i n t e rna t i ona l i ns t i t u t i on .

6 . CONCLUD I NG REMARKS
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The peace process i n E l Sa l vador i nvo l ved
t he comp l ex cha l l enge o f des i gn i ng and i mp l e -
men t i ng progr ams , on t he bas i s o f a na t i ona l
consensus , f or t he r econs t ruc t i on and r econc i l -
i a t i on o f a coun t r y po l a r i zed by yea r s o f c i v i l
wa r . Th i s process was f ac i l i t a t ed by mac ro -
econom i c ad j us t men t and s t ruc t ur a l r e f orms
t ha t a l l owed f or a r ap i d r ecove r y o f h i gh -
qua l i t y grow t h , as we l l as by gene rous f i nanc i a l ,
t echn i ca l ass i s t ance , and po l i cy adv i ce f rom t he
i n t e rna t i ona l commun i t y . The gove rnmen t
even t ua l l y succeeded i n i mp l emen t i ng t he NRP
w i t h i n t he f r amewor k o f a sound mac roeco -
nom i c p l an cons i s t en t w i t h t he ma i n t enance o f
pr i ce and ex t e rna l s t ab i l i t y .

I n v i ew o f t he l a rge numbe r o f coun t r i es
r ecove r i ng f rom con f l i c t s i t ua t i ons or i n t r an -
s i t i on t o new po l i t i ca l and econom i c sys t ems
am i ds t cons i de r ab l e t urmo i l , t he i n t e r ven t i on o f
bo t h t he UN and t he Fund w i l l be i nc r eas i ng l y
needed . I n E l Sa l vador , t hese organ i za t i ons
have bu i l t a body o f ev i dence and expe r i ence ,
bo t h i n des i gn i ng progr ams , po l i c i es , and
s t r a t eg i es t ha t have wor ked , and i n avo i d i ng
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coun t erproduc t i ve s i tua t i ons and even
con f ron t a t i ons tha t make the t rans i t i on more
d i f f i cu l t and l ess e f f ec t i ve .

The UN and the Fund , i n con j unc t i on w i th
o ther na t i ona l and i n t erna t i ona l ac tors , w i l l
have to work c l ose l y toge ther to prov i de an
i n t egra t ed approach (as opposed to a mere l y
coord i na t ed one ) to ma t t ers o f peace and
econom i c s t ab i l i t y . The exper i ence o f E l
Sa l vador demons t ra t es the i mpor t ance o f
ensur i ng tha t : (a ) the UN des i gns peace accords
tha t are i n l i ne w i th the f i nanc i a l and t echn i ca l
capac i t y o f the coun t ry to i mp l emen t them ; (b)
the programs cr i t i ca l to the success fu l i mp l e -

men t a t i on o f the peace process are adequa t e l y
f i nanced ear l y on i n the process (de l ays i n

1 .

 

The t erm econom i c recons t ruc t i on i s used i n a broad
sense to i nc l ude , no t on l y the recons t ruc t i on i t se l f , bu t

a l l the po l i cy measures , i nc l ud i ng s t ab i l i za t i on and
s t ruc tura l re form , necessary to reac t i va t e the economy
and br i ng i t i n to a sus t a i nab l e deve l opmen t pa th .

2 . For a de t a i l ed ana l ys i s o f the ro l e o f the UN
programs (UNDP , UN ICEF ) and spec i a l i zed agenc i es
o f the UN sys t em (FAO , ILO , UNESCO , UN IDO ,
UNHCR , UNR ISD , WHO) , see Un i t ed Na t i ons
(1995b) . For a de t a i l ed ana l ys i s o f the Wor l d Bank
ac t i v i t i es , see Wor l d Bank (1998a , b , 1997) and IMF and
Wor l d Bank (1998) .

3 .

 

As de So to and de l Cas t i l l o (1994) have po i n t ed ou t ,
the IMF -suppor t ed s t ab i l i za t i on program and the UN-

brokered peace nego t i a t i ons " were born and reared as i f
they were ch i l dren o f d i f f eren t f am i l i es. They l i ved under
separa t e roo f s . They had l i t t l e i n common o ther than
be l ong i ng rough l y to the same genera t i on . . . The IMF
and the Wor l d Bank d i d no t consu l t w i th the UN i n the
e l abora t i on and subsequen t i mp l emen t a t i on o f the
econom i c program . . . When the UN engaged i n peace
nego t i a t i ons ear l y i n 1990 , i t d i d no t th i nk to consu l t the
IMF or the Bank , no tw i ths t and i ng the ser i ous f i nanc i a l
i mp l i ca t i ons o f pos twar rehab i l i t a t i on . "

4 . Wood and Segov i a (1995) conc l ude tha t " The
macroeconom i c po l i cy env i ronmen t o f aus t er i t y , "
i mpeded the t i me l y i mp l emen t a t i on o f the peace agree -
men t s. In the i r v i ew , " A grea t er i n t eres t on the par t o f
the i n t erna t i ona l f i nanc i a l i ns t i tu t i ons i n the i mp l emen-
t a t i on o f the Peace Accords ra ther than a dom i nan t
emphas i s on econom i c re form m i gh t have con t r i bu t ed to
the reconc i l i a t i on o f the apparen t l y con f l i c t i ng pr i or i t i es
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NOTES

i mp l emen t i ng key programs may endanger
peace ) ; and (c ) the governmen t does no t use
cond i t i ons i mposed i n the IMF -sponsored
econom i c program as an excuse to avo i d
mak i ng d i f f i cu l t po l i t i ca l dec i s i ons tha t are
essen t i a l to a success fu l t rans i t i on . Each orga -
n i za t i on shou l d obv i ous l y use i t s own
compara t i ve advan t age wh i l e t ak i ng i n to
cons i dera t i on and con t emp l a t i ng the needs o f
the o ther . By do i ng so , many m i s t akes tha t l ed
to para l l e l bu t l arge l y unconnec t ed and some -
t i mes con f l i c t i ng opera t i ons i n the ear l y s t ages
o f the Sa l vadoran t rans i t i on , as we l l as to
un f i n i shed bus i ness i n the i mp l emen t a t i on o f
many o f i ts programs , cou l d we l l have been
avo i ded .

o f macroeconom i c s t ab i l i za t i on and peace -bu i l d i ng . "
See a l so Boyce e t a l . (1995) .

5 . These prob l ems are we l l de t a i l ed i n the repor ts o f
the Secre t ary-Genera l on ONUSAL (Un i t ed Na t i ons ,
var i ous i ssues) . See a l so de l Cas t i l l o (1997) .

6 .

 

In E l Sa l vador , for examp l e , 300 , 000 peasan t s w i th
no l and were exc l uded f rom the l and program , wh i ch
bene f i t ed on l y former comba t an t s and the i r suppor t ers .

7 . For examp l e , the success o f the arms- for - l and
program shou l d no t be measured by pure l y econom i c
or f i nanc i a l cr i t er i a used i n norma l l and re form
programs (e . g . , produc t i on per acre , deb t repaymen t ,
e t c . ) . I t shou l d be j udged by whe ther i t con t r i bu t ed to
na t i ona l reconc i l i a t i on and a l l owed bene f i c i ar i es to f i nd
a produc t i ve ac t i v i t y tha t wou l d perm i t them to make a
decen t l i v i ng w i thou t resor t i ng to arms.

8 .

 

To s t reng then i t s capac i t y to ass i s t coun t r i es as they
embark on pos t -con f l i c t t rans i t i ons , i n 1995 the Fund
expanded i t s gu i de l i nes on emergency ass i s t ance to
i nc l ude such s i tua t i ons . The coun t r i es tha t pose the
grea t es t prob l em for Fund ass i s t ance are those w i th
l arge ar rears to the Fund and the Bank .

9 . For an ana l ys i s o f the very comp l ex l and t enure
prob l ems i n E l Sa l vador see de l Cas t i l l o (1997) . Dur i ng
the war , l and t enure prob l ems worsened ; many rura l
proper t i es were abandoned . I t was es t i ma t ed tha t abou t
ha l f a m i l l i on persons were d i sp l aced , approx i ma t e l y
45 , 000 became re fugees , and more than one m i l l i on
(c l ose to 20% o f the popu l a t i on) em i gra t ed , mos t l y to the
Un i t ed S t a t es . Many o f the d i sp l aced persons were
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se t t l ed i n commun i t i es , some o f them on abandoned

 

through gran t s and abou t 30% by l ong- t erm l oans f rom
l ands . Thus , proper ty r i gh t s became a ser i ous i ssue i n the

 

o f f i c i a l cred i tors .
pos t -con f l i c t t rans i t i on .

10 . Na t i ona l sav i ngs have been measured as the
d i f f erence be tween domes t i c i nves tmen t and the cur ren t
accoun t de f i c i t (as a proxy for fore i gn sav i ngs) .

11 .

 

Econom i c da t a were t aken f rom the Governmen t
o f E l Sa l vador and the IMF . Soc i a l da t a are f rom
pub l i shed sources f rom the Wor l d Bank , var i ous years ,
UNDP , severa l years , In t er -Amer i can Deve l opmen t
Bank , and CEPAL (Span i sh acron i sm for the UN
Econom i c Comm i ss i on for La t i n Amer i ca and the
Car i bbean) .

12 .

 

Cur ren t t rans f ers are mos t l y pr i va t e t rans f ers f rom
rem i t t ances o f workers abroad . The cur ren t accoun t
exc l ud i ng t rans f ers , thus , shows the ext erna l pos i t i on o f
Sa l vadorans i n E l Sa l vador v i s- I r -v i s the res t o f the
wor l d , w i thou t the ass i s t ance o f Sa l vadorans abroad .
O f f i c i a l t rans f ers (gran t s) are mos t l y for i nves tmen t
purposes and are i nc l uded i n the cap i t a l accoun t .

13 .

 

A s t and-by ar rangemen t was approved i n Augus t
1990 for SDR 36 m i l l i on (US$51 m i l l i on) . Shor t l y a f t er
the comp l e t i on o f the m i d- t erm rev i ew under the
ar rangemen t i n February 1991 , the Wor l d Bank
approved the f i rs t s t ruc tura l ad j us tmen t l oan . Thus ,
the IMF ar rangemen t was nego t i a t ed l ong be fore the
peace agreemen t was s i gned ( th i s i s qu i t e common ; i n
Bosn i a and Her zegov i na , for examp l e , nego t i a t i ons on
an econom i c program s t ar t ed wh i l e the Day ton Peace
Agreemen t was st i l l be i ng nego t i a t ed) . E l Sa l vador has
t rea t ed th i s s t and-by-ar rangemen t and the subsequen t
ones as precau t i onary and has made no purchases under
them (e . g . , has no t bor rowed f rom the Fund) .

14 . Tha t peace - re l a t ed programs have been i mp l e -
men t ed does no t necessar i l y mean tha t they have fu l l y
succeeded or tha t they w i l l be sus t a i nab l e . For a
d i scuss i on o f the un f i n i shed bus i ness , see the mos t recen t
UN repor ts to the Secur i t y Counc i l . See a l so de l Cas t i l l o
(1997) , de So to and de l Cas t i l l o (1995) .

15 .

 

Press con f erence g i ven by the Secre t ary-Genera l a t
the Econom i c Comm i ss i on for As i a and the Pac i f i c
(ESCAP) . See a l so h i s repor t to the Secur i t y Counc i l o f
May 21 , 1993 .

16 .

 

Even a f t er pos tpon i ng l ower pr i or i t y pro j ec t s , NRP
expend i tures i n 1993 were 35% h i gher than i n 1992 and
represen t ed abou t 7 . 3% o f cen t ra l governmen t expend i -
tures . Abou t 40% o f these expend i tures were f i nanced
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17 . In a m i d-1993 mee t i ng be tween UN , IMF and
Wor l d Bank o f f i c i a l s , the UN expressed concern abou t
the l ack o f f i nanc i ng for the l and t rans f er program and
for the es t ab l i shmen t o f the new po l i ce force . Fear was
a l so expressed tha t the secur i t y s i tua t i on wou l d de t er i -
ora t e i f the re i n t egra t i on cou l d no t t ake p l ace i n a
reasonab l e amoun t o f t i me . The Fund had no t ed tha t ,
desp i t e the f i sca l t arge t s o f the program , l i m i t s d i d no t
ex i s t on subca t egor i es o f expend i ture f i nanced by
domes t i c resources . I t was up to the governmen t to
pr i or i t i ze i t s expend i ture program .

18 . C i t i ng da t a f rom the IMF s t a f f and recen t
econom i c deve l opmen t repor ts on E l Sa l vador ( IMF ,
var i ous years) , Boyce (1995) no t es the l ack o f progress i n
decreas i ng m i l i t ary expend i ture . He f a i l s to d i s t i ngu i sh ,
however , be tween de f ense (m i l i t ary proper ) and po l i ce
(pub l i c secur i t y) expend i ture , s i nce the IMF da t a i nc l ude
bo th as m i l i t ary expend i ture . The d i s t i nc t i on i s par t i c -
u l ar l y i mpor t an t a f t er 1992 s i nce , as per the peace
agreemen t s , the repress i ve and m i l i t ar i zed po l i ce forces
o f the pas t had been d i sso l ved . As a resu l t , po l i ce
expend i ture s t ar t i ng i n 1993 on l y i nc l udes expend i ture i n
the na t i ona l c i v i l i an po l i ce (an expend i ture thus re l a t ed
to the peace accords) , wh i ch shou l d be c l ear l y
d i s t i ngu i shed f rom m i l i t ary expend i ture proper (see
Tab l e 2) .

The drop i n m i l i t ary expend i ture i s i n l i ne w i th wha t
has happened i n o ther coun t r i es w i th IMF -suppor t ed
programs . Program coun t r i es (de f i ned as those w i th a t
l eas t one program i n 1991-95) reduced the i r m i l i t ary
spend i ng to a l ow 2% o f GDP i n 1995 f rom over 5% i n
1990 . Th i s represen t ed a l arger decrease than for a l l
deve l op i ng coun t r i es and has a l l owed these coun t r i es to
i ncrease soc i a l spend i ng i n the f ace o f cu t s i n to t a l
spend i ng ( IMF , open l e t t er o f the Manag i ng D i rec tor to
the Execu t i ve D i rec tor o f UN ICEF , December 1996) .

19 .

 

Some o f the cr i t i cs o f Fund econom i c cond i t i ona l i t y
have proposed tha t the Fund be empowered fur ther to
i mpose peace cond i t i ona l i t y , tha t i s , make l oans cond i -
t i ona l on spec i f i c ac t i ons by the bor rower to secure peace
(see Boyce , 1995 ; Boyce e t a l . , 1995 ; Boyce & Pas tor ,
1997) . Th i s wou l d , i n our v i ew , go aga i ns t the compar -
a t i ve advan t age o f the Fund and the UN . On l y the UN
shou l d i mpose peace cond i t i ona l i t y and the IMF shou l d
on l y i mpose econom i c cond i t i ona l i t y ; the two organ i za -
t i ons shou l d work c l ose l y toge ther i n th i s endeavor , bu t
on l y a d i v i s i on o f l abor wou l d ensure tha t the t arge t s are
rea l i s t i c and can be mon i tored . The prob l ems o f the UN
i mpos i ng econom i c cond i t i ona l i t y and the Fund i mpos-
i ng peace cond i t i ona l i t y are i l l us t ra t ed by the exper i ence
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o f Gua t ema l a . The peace agr eemen t con t emp l a t ed an
i nc r ease i n t ax r evenue f rom abou t 8% t o 12% by 2000
( l a t e r r eschedu l ed t o 2002) . Th i s was c l ea r l y unr ea l i s t i c
f rom an econom i c po i n t o f v i ew (g i ven unsuccess f u l
e f f or t s a t i nc r eas i ng t ax r evenues , as r ecommended by
t he Fund i n t he pas t ) . The Fund , howeve r , i n i t s e f f or t s
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