Economic Reforms il1 El Salvador
We may rejoice about the Reagan Administration's resolve not
to stand idly by and watch the Salvadorian government to succumb
to communist guerrillas.

The resolution may carry significance

far beyond this tiny Central American country.

It may convey the

message to the world, especially to the Soviet Union, that the
U.S. is getting over its post-Vietnam fatigue and timidity and is
ready once again to defend Western interests and values.
As could be expected, numer'ous critics in the news media, in
Congress and in Europe, are voicing their concern about Mr. Reagan's
choice of El Salvador as the first test of American virility.

To

the Europeans, who until a few weeks ago had never heard of El Salvador, it is merely a sideshow that is distracting from more pressing issues, such as the repair of American and European nuclear
defenses or Persian Gulf security.

To them, an American victory

preventing a leftist takeover in El Salvador won't count for much.
They will need more proof of America's willingness to assume resPOnsibilityon "real problems."
Some critics are willing to concede that the U.S. had to intervene because a hands-off position followed by a communist victory
wOl11d have carried an unacceptably high price.

It wO'.lld have given

new ardor and vivacity to communism and new support to the spurious
doctrine of the inevitability of the coming of the communist order.
But these critics are quick to voice their regrets that the Reagan
Administration chose to come to the rescue of a government that is
skilled at repression,' but not at social and economic reform.

The

Administration is censured for turning a blind eye to the Salvatorian junta's grievous faults that are breeding the revolution.

It

-2-

is propping up a government that is grossly negligent in defusing
revolutionary sentiment by pre-empting such issues as land reform
and social justice, and therefore inviting more communist upheavals in neighboring countries and other parts of the world.

To

answer its critics and quell such fears, the State Department
went on record that it is "supporting basic economic and political
reforms, including elections in 1982-83," in El Salvador.
Reforms and Reforms
We completely agree with the critics that the Latin American
countries urgently need social and economic reforms.
choice of reforms is the paramount problem.

But the

Some reforms do im-

prove economic conditions and promote democratic institutions.
Others destroy production, initiative, and morality, and thus foster the growth of radicalism.
Good reforms enhance individual freedom and safeguard private
property.

They set free the inventive genius and industry of man.

They protect the producer from the greed and envy of idlers and
political pressure groups.
dom and initiative.

Bad reforms curtail individual free-

They deprive producers of the fruits of their

labors and squander their income and property.

They generate un-

productive bureaucracy and foster bureaucratic controls.

They en-

danger not only fiscal integrity and monetary stability, but also
individual thrift, industry, and self-reliance.
It is a fundamental error, to which American liberals have
fallen prey, that Latin America is in urgent need of reforms along
the lines of better government planning and more decisive government intervention.

They don't understand the very secret of United
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machinery, technology and organization, but the spirit and ethics of individual enterprise, respect for private property, responsibility, thrift, industry, and peaceful cooperation.

In

short, the secret of wealth consists of certain intellectual,
political, and sociological prerequisites that are present in the
wealthier countries and absent in the poorer, especially undeveloped areas of the world.
or created over night.

These prerequisites cannot be exported
On the contrary, to develop and foster

them requires great patience and human understanding, appreciation of the given situation, and above all, the courage to oppose
false expectations, false leaders and demagogues.
To create an economic society on the shallow basis of governmental planning and directing, which is so popular in Washington,
is to invite catastrophic consequences which only Moscow can find
advantageous.

National socialism destroys the very intellectual,

political, and sociological conditions that alone can attract the
American and European capital that is needed to develop Latin
America.

It breeds government arbitrariness, distrust, envy

or even hatred of all that is foreign, especially American.

It

gives rise to open or hidden threats of expropriation, interferes
with the employment of skilled foreign personnel, and hampers the
management of foreign enterprises from abroad.

It indulges in

popular but disastrous labor laws that reduce productivity and
profitability.

It exhorbitantly taxes foreign capital returns

and, through arbitrary foreign exchange controls, deprives the
foreign investor of the rest.
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is a product of certain world views and ideologies.

To facili-

tate a change in productivity and standards of living is to bring
about a radical reversal of prevailing values and ideas.

This is

why, at the very best, we can merely hope for a slow and gradual
amelioration of conditions -- over many decades.

But this improve-

ment is contingent on the maintenance of stable governments with
free market policies, and on the absence of doctrines and policies
that provide new strength and encouragement to radicalism.
Avant-Garde of Socialism
For more than 50 years the Department of State of the U.S.
Government has been riding the wave of discontent that is sweeping through Latin America.

The New Deal and Fair Deal, the New

Republicanism, the New Frontier and the Great Society and their
recent successors gave strength and support to government controls
wherever they emerged.

The economic advice proffered by State

Department experts occasionally differed in minor details from
that offered by the ambassadors of the Soviet Union.

In their

emphasis on economic redistribution, on governmental planning and
directing, our experts usually agreed with the Soviet experts •
. Since 1961 the U.S. has been working through the "Alliance
for Progress" to promote socialism in nineteen Latin American
countries.

The Alliance was designed by President Kennedy to fos-

ter economic development in each Latin country at a minimum annual
rate of two-and-a-half percent per person (Title I, Section 1 of
The Charter of Punta del Estel.

Achieving this objective through- .,.

out Latin America ~as said to involve industrialization, with the
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The tax systems which allegedly were weighing too heavily
on low and middle income wage earners, were to be reformed in
order to secure a "more equitable distribution of national income"
(Title I, Section 2).

To create a more equitable distribution of

land holdings, the member governments committed themselves to
adopt "programs of comprehensive agrarian reform leading to the
effective transformation of unjust structures and systems of land
tenure and use" (Title I, Section 6).

To improve public health,

housing, education, control of disease, and increase life expectancy, the governments promised to develop low-cost housing, eliminate illiteracy, and assure each child a minimum of six years of
schooling (Title I, Sections 7-9).
Participating countries whose development programs were in
accord with these goals and principles of the Charter were assisted financially and technically by the United States Government

(Title II, Chapter II, Section 2).

The United States Government

subsequently provided some $10 billion in direct aid over a tenyear period.

It also committed itself to exert its influence to-

wards raising many more billions from private sources in the
United States, which led to massive credit accommodations by big
American banks to foreign financial institutions.
Directed by "liberal" politicians and statesmen, the State
Department applied its great strength and decisive influence toward a precipitous liquidation of the capitalist order.

Nearly
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all U.S. foreign economic aid programs officially encouraged the
development of statism and socialism.

The Department financed

five-year plans. seven-year plans, economic planning boards, vast
TVA's~

it gave financial support to governments that seized and

confiscated private

industries~

it put foreign governments into

the electric power business. into cement manufacture, sugar refining. textile manufacture, mills and meat processing. fertilizer
production. and innumerable other enterprises.

It is no exaggera-

tion, indeed, to say that the United States economic foreign aid
program was the strongest single force for the growth of socialism
in Latin America as well as Asia and Africa.
The Peace Corps is a beautiful flower of the avant-garde mentality.

Its members are working in government agricultural pro-

jects. government construction of schools, houses, roads and other
government projects.

They are laboring in socialist countries on

large scale government construction projects, government dams. new
cities and factories built by government.

They are working in

government administration and regulation.

In short, they are em-

ployed in precisely the same manner as the Soviets would employ
their young people in similar development projects.
nomic force the Peace Corps may indeed be negligible.

As an ecoAs a symp-

tom of collectivist mentality. however. it is most frightening.
At the Crossroad
An administration that is engaged in massive redistribution
of income and wealth at home can be expected to promote identical
policies abroad.

But it would be a shocking paradox for the Reagan

Administration, professing a new beginning in thought and policy.
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to continue to promote socialism in foreign affairs.

Surely, it

cannot favor lower business taxation at home and higher taxes
abroad, deregulation of commerce and industry at home and more
government control abroad.

As it proceeds to take government

off the backs of its own people it must exert its powerful influence toward removing government from the backs of our friends and
allies.

El Salvador may afford a shining example of a new begin-

ning in foreign affairs.
A military coup of October 15, 1979 brought a junta of colonels to power.
,
I

Supported by the Christian Democratic Party, Col.
/

Jaime Abdul Gutierez and Col. Adolfo Arnaldo Majano vowed to unite
the country by halting both extreme right-wing acts of violence
and left-wing revolutionary activity.

However, the coup failed to

end the growing unrest and violence plaguing the tiny country.

In

1980, some 10,000 people of a population of 4.6 million were slain
by revolutionaries of one brand or another.

Coalitions of peasant,

student, and labor union groups occupied foreign embassies, churches
and cathedrals, to protest economic and political conditions.
or unions called crippling strikes.

Lab-

In the most serious stoppage

electrical workers virtually paralyzed the city of San Salvador.
Guerrillas kidnapped businessmen for ransom and killed prominent
individuals.
assassinated.

Several priests and the archbishop Oscar Romero were.
In November, three American nuns and a lay worker

were murdered.
In May, 1980, the military junta survived a right-wing military coup primarily because the U.S. Government threatened to withdraw its political and financial support from a right-wing regime.
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The U.S. Government came to the rescue of the junta because it
promised to embark upon economic reforms and conduct comprehensive land reform.

However, the junta's popular support remained

very precarious although it carried out some land reform and expropriated all private banks.

In December, Col. Majano was oust-

ed by another member of the junta, Jos~ Napoleon Duarte, who took
the position of president.

He vowed to carry out the reforms, in

particular, sweeping land redistribution.
For the army to seize the farms and ranches from some families and then redistribute them to others, surely cannot be called
,
/

"pac±.fying operations."

As there was bloodshed when Joseph Stalin'

expropriated the Russian culaks, there is slaughter today when the
junta troups seize the land from Salvadoran farmers,

some of whom

descend from old families who owned the land for hundreds of years.
And as there was starvation in the Soviet Union as a result of the
land reform, with some 8 to 9 million Russians starving to death,
there will be hunger and poverty in the cities of EI Salvador as
a result of the junta reform.

Violence and plunder are not con-

ducive to productivity and prosperity, not even when they are conducted by a military junta.

Of course, mass starvation in EI Sal-

vador will be avoided through massive foreign aid and relief shipments from the U.S.A.
Some of the farms and ranches that were expropriated are
small by U.S. standards.

To divide them into even smaller lots

violated every principle of the economics of scale.

There is an

optimum size at which productivity is highest and unit costs of
production are lowest.

To deviate from this optimum size by
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dividing a productive farm into hundreds of small lots is to destroy productivity at once.

Moreover, even primitive farming re-

quires some capital investment in livestock, tools and implements.
When a few acres of land are given to a poor family that is barely
able to feed its hungry mouths, it cannot be expected to raise
the necessary capital and engage in effective farming.

It will

probably abandon the land, move to the city and beg for relief.
Of course, the government would want to stem this mass exodus from
the country by organizing kolkhozes, or collective farms, as Joseph Stalin did in Russia .
/

.The junta seizure of private banks gave government a vital
command post over the economic lives of all Salvatorans.

The eco-

nomic command system, to be comprehensive and total, needs government control over all three factors of production:
capital.

land, labor,

Government control over banks means government command

over capital.

In the individual enterprise order, banks are the

negotiators of credit, accumulating the people's savings and lending them to commerce and industry.

Funds are invested according

to need and productivity as revealed by yield and interest rates.
With the government as owner of all banking it is the owner of
all savings.

It can spend as it pleases, pressing all savings

into service of government finance, or allocating them to political friends and allies for employment according to its political
objectives.

Few government measures, if any, are more effective

in causing economic stagnation and universal poverty than the confiscation of the banking system.
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We completely agree with the junta critics that El Salvador
urgently needs social and economic reforms.
reforms is the paramount problem.
hailed as "centrist" and

But the choice of

The junta reforms that are

"middle-of-the~road"

are designed in-

tentionally or unwittingly to destroy economic production and
foster desperation that tends to breed ever more violence.

Surely,

they neither improve economic conditions nor promote democratic
institutions.
Good reforms enhance individual freedom and safeguard private
property.

They restore law and order by protecting the fruits of

individual labor and thrift.

They remove government and its pred-

atory bureaucracy off the backs of the people and acclaim the Godgiven rights of man.

In El Salvador a reform designed to restore

peace and prosperity would begin with the following measures:
1.

The banks seized by the junta must be returned to their legal
owners.

Prompt compensation must be paid for damage done to

the banks, for interest not paid and income foregone during
the time of the seizure.

Where compensation has been paid

in the past, all claims must be reprocessed and re-evaluated,
as junta settlements were made under duress, restraint, or
threat of violence.

Payments made in Salvatoran money that

is depreciating at rampant rates or in junta IOU's must be
returned to the junta when the property is returned to the
owners.

The

peop~e's

savings taken from the banks during

the time of the seizure must be returned in full.

There must

be no substitution of government IOU's for these savings.
The people's deposits must be safeguarded from any future
infringement and seizure by government.
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The land seized and
legal owners.

exproprj~ted

must be returned to their

There must be full compensation for damage

done to the farms and haciendas during the time of the
seizure, for income lost and interest on the capital invested.

As in the case of bank restoration, any compensa-

tion paid under duress, in inflation money or dubious IOU's
must be considered fraudulent and therefore devoid of legal
force.

The return of farmers and ranchers to their land

would go a long way towards restoring the peace in El Salvador.

Instead of organizing "reactionary," "counter-revolu-

tionary" "assassination-squads" hunting down spokesmen for
expropriation or raking the U.S. Embassy with bullet9"the
farmers would return to their haciendas and by defending
their land restore the peace in the countryside.
3.

Government spending must be cut.

During the last two years

government spending has risen from 1.048 billion colones
to 1.676 billion, or 63%.

With a gross national product

of 7.6 billion colones, and a net national 'product of less
than 6 billion colones, the national government alone consumes some 28% of the people's efforts and income.

For

U.S. citizens whose personal incomes are immeasurably
higher than those of ,the Salvatoran people, such a government burden would be oppressive.
crushing.

For Salvatorans it is

It has brought economic life to a virtual halt

as it is consuming business capital wherever it can be
found, destroying productive jobs and wages.

The

soar~ng

tax burden on business, together with the growing dangers
of violence, has .created an army of unemployed paupers who
are prone to join the violence.
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4.

The Salvatoran Central Reserve Bank must be abolished, or
at least be inactivated.

Established by El Salvador's
/

/

first military dictator, Gen. Hernandez Martinez, in 1934,
it has been the willing captive of all dictators and jun-

tas ever since.

It serves as their monetary arm that

prints the money that finances their spending.

Legal

tender laws give it a monopolistic position which permits
it to force its fiat money on the people.

It inflates

and depreciates its currency and thereby deprives the
people of savings and income.

Between June 1979 and June

1980, for instance, it expanded the currency from 1.099

,
I

billion colones to 1.448 billion, or 35%, which caused
the cost of living to soar from 145 to 186, or 28%. (1975=
100).

Since then it has accelerated its output of colones

that are depreciating at soaring rates.

The Central Re-

serve Bank of El Salvador is an evil instrument that is
visiblY contrihlting its share to the disorder.
5.

All nationalized enterprises, such as hydro-electric power
plants, industrial plants, means of transportation and communication, public housing, etc. must be returned to private ownership.

They must be taken out of hands of dic-

tators and juntas for whom they serve as economic power
base, and sold to private owners who use resources economically and rationally, serving the needs of the people.
To attract foreign capital which is urgently needed for
economic development, there must be no discrimination
against foreign investors.

After all, it was foreign
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..
capital from Britain and the U.S. that financed the modernization and industrialization of the country and built an efficient network of railroads before military dictatorship
brought their investments to a halt in 1931.

The proceeds

from the sale of nationalized enterprises and the savings
of the expenditures covering their chronic operating losses,
must be used to lower the crushing tax burden on the Salvatoran people.
There must be no U.S. aid to promote, build, subsidize, or
otherwise support the nationalized industries that were
,,

seized by the dictators or juntas.

There must be no excep-

tion although U.S. aid funds may have financed such seizures and built such projects in the past.

6.

To set free the creative energies of the people and rebuild
the ravaged country there must be freedom again to work and
strive in open labor markets.

For thirty years radical labor

unions have offered support and popularity to juntas and
dictators in exchange for legal immunities and privileges.
They are now enjoying the legal privilege to commit harm to
person and property, to interfere with the use of highways,
to paralyze economic activity, to deprive individuals of
the freedom of earning a livelihood, to break contracts,
etc.

The dictators have been kind and generous toward the

labor unions, who in turn have been loyal to the dictators.
In the public schools controlled by the Ministry of Culture
the children of El Salvador even undergo instruction in
such subjects as "community service" and "labor union activity."
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The restrictive power of industrial unions has extraordinarily harmful effects in El Salvador, as well as in other Latin-American countries.
between town and country.

It has created a wide gap

The industrial unions are pro-

tecting their members from the competition of rural labor,
which is creating a two-tier system of working and living
conditions.

The privileged members, through strikes and

other coercion, forcibly raise their wage rates, violently
repelling rural laborers knocking at the doors.

Union

rules and privileges, sanctioned by the state, are casting
them out and condemning them to scrape along in teeming
city slums, always waiting to be called to work and to be
fed by public assistance.
7.

Education must be liberated from any and all government
constrictions and obstacles.

In 1929 the state took over

control of all schools, public and private.

Since then the

Ministry of Culture has ruled over every aspect of education from preschool classes to the university level.

Since

1931 dictators and juntas have appointed the Ministers of
Culture and staffed the ministries with loyal followers.
The illiteracy rate is very high and the level of teaching
dismally low.
The principal religion is Roman Catholicism.

The church

must be liberated from any. and all restrictions imposed on
its educational, social, and charitable activities.

It

must be able again, without license, control or supervision by the Ministry of Culture, to care for the young and
the old, the rich and the poor, the healthy and the sick,
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the whites and the blacks, the Indians and the Mestizos,
in a manner it has done so magnificently for two thousand
years.

It must be free again to guide its people from

political violence to Christian love.
8.

Representative government, as it is known in North America
and Western Europe, does not exist in El Salvador.

There

is no such tradition, no experience, and no political philosophy that would sustain it.

The 1841 constitution desig-

nated the country as "Republica del Salvador" (Republic of
the Savior).

But political leaders usually come to power

,
I

by force, and rule like absolute monarchs until they are
overthrown, assassinated, or die.

To expect a change of gov-

ernment by popular election is mere daydreaming.

Surely,

presidential elections are held every few years, which serve
to appease the North American neighbors and make legitimate
previous seizures of power by force.
For interested foreign powers it is rather.easy to interfere
with the political affairs of such a country.

A native gen-

eral or colonel can always be found for little money or other
favors, to overthrow the existing regime.

Mere recognition

by the United States Government, or withholding of its recognition, may lend or deny temporary stability to a general in
power.

Therefore, it is of utmost importance for El Salvador

and other such countries in Central and South America, that
the United States:Government lend recognition to those generals who reaffirm their friendship to the U.S. and lead
their nations to peace and prosperity.
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They are those who are ever mindful and respectful

of the God-given human rights of their fellowmen.

For there

can be no peace among men where these rights are not safeguarded.

Human rights are vital for law and order, for

peace and prosperity, and the happiness of mankind.
Human rights meet the basic conditions for human existence
on this earth.

They are fundamental and comprehensive, much

broader than the narrow self-negating concept that led the
Carter Administration from one foreign debacle to another.
I

/

They are applicable not merely to our friends and allies,
but are universal.

They comprise not only the freedom from

political assassination or incarceration, but also the right
to sustain human life through labor and the fruits of labor,
which are private property.

There is no genuine right to

life and liberty where there are no property rights.

There

are no human rights where private property is seized, confiscated, or nationalized by a junta or dictator, or even
by a president acting on behalf of a political majority.
For the U.S. Government to recognize and support such governments is to open the gates for violence and war.

It is

paving the way for the red totalitarianism that is anxiously
waiting at the gates.
For the Reagan Administration El Salvador offers an early opportunity for a new beginning in foreign relations.

At the cross-

roads of world affairs it may continue to march in the old direction by supporting statism and socialism around the globe. or it

I

-17may rally to the defense of the only economic order that justifies
our hope for peace among men:

the private property order.

is no middle of the road.

Hans F. Sennholz

There

