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FOREWORD 

This is the last of 0. series of studi~s _prepnred for the Subcommittee 
on Americnn Republics Affnirs of the Committee on Foreign Relntions 
ns pnrt of 11. brond survey of the A11innce for Pro~ress. The survey wns 
begun in the spring of 1067 under the lendershlp of Senntor Wayne 
Morse, then chnirmnn of the subcommittee. The complexities involved 
in this Inst study prevented its publicntion during the DOth Congress. 

This study reviews the U.S. foreign nssistnnce ,Progrnm in 11. smglo 
country, Colombin, in the hope thnt such 11. review m some depth might 
shed more Hght on the problems of nid thnn could be derived from 0. 

more superficinl study of nid in 11.)) of Lntin Americn. Colombin wns 
selected as the subject country becnuse the nid program there is 
Inrge enough to be significnnt but smn)) enough to present 11. fensible 
tnrget for detniled study nnd nlso becnuse it mvolves, in one wny 01 
nnother, most of the problems which the United Stntes encounters in 
cnrrying out aid progrnms elsewhere in the hemisphere. 

The study is lnrgely the work of E))en O. Schwnrz of the stnff of 
the Committee on -Foreign Helntions who devoted fu)) time to the 
project for more thnn 18 months. Robert H. Dockery of the commit
tee stnff contributed the section on ngriculture. Pnt M. Holt, n.lso of 
the stnff, wns responsible for overn)) direction of the study nnd wrote 
portions of the finnl draft. 

There is nlso pubHshed herewith a report, "Administration nnd 
Mnnf!,gement of Nonproject Assistnnce of Colombin," prepnred by 
the General Accountmg Office nt the request of the Foreign Reln
tions Committee. This is nn unclassified version, developed by the 
committee stnff in cooperntion with representatives of the Genernl 
Accounting Office nnd the Agency for Internntional Development, of 
11. classified report submitted by the Comptroller General. 

I wish to record here the committee's grn.titude to the Comptroller 
General for undertaking the GAO study nt our request. 

The Schwarz study and the GAO report arc pubHshed nt this time 
solely as the basis for discussion nnd further inquiry. The points of 
view expressed do not necessn.rily reflect the opinions of the Committee 
on Foreign Relntions or nny member thereof. Neither do they neces
sarily reflect the views of the Stnte Depnrtment or AID. 

J. W. FULBRIGHT, 
Ohairman, Oommittee on Foreign Relatio1l8. 
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SURVEY O~ THE ALLI:ANC~ FQR PROq~E~S' 
\ \ ~ ~ f h. ~ " , 

" 

COLOMBIA-A CASE HISTORY OF U.S. AID 

PART I 

(Study by the staff of the Committee on Foreign Relations) 

I. INTRODUOTION 

Since the end of World War II, U.S. loans and grants to Colombia 
ha.ve tota.lled approximately $1.1 billion, of whicn more than 90 per
cent has been economic aSSIstance. During the period of the Alliance 
for Progress to which this study is confined-that is, 1962 and sub
seql!ent fiscal years---economic assistn.nce amounted to $732 million. 

With a population which has grown during this period from 15.9 
million to 19.8 million, Colombia ranks fourth among the countries of 
Latin America in population and-excluding the operations of the 
EXI1ort-Import Bank-third in total U.S. assistance. 

This study concerns itself with assistance furnished by the Agency 
for International Development, amounting to $491.3 million during 
the period under review, and with assistance in the form of surplus 
agricultural commodities, amounting to $102.6 million. Particular 
attention is given to J?rogrnm loans ($363 million of AID's total) and 
to U.S. assistance polIcy In the lwy areas of education, agriculture, and 
private enterprise development. Project loans and technical assist
ance activities have been largely excluded from the scope of the study 
because: (1) They have been reported on separately by the General 
Accounting Office (see "Review of Projects in Colombia Showing 
Need for Improvements in PlauninO' and Supervision" September 
1967); (2) they are extraordinarily ~ifficult to evaluate without de
tailed and time consuming field work; and (3) they comprise a rela
tively minor proportion of total U.S. assistance. 

At the outset, some terms should be defined. A "program loan" is a 
loan made to support a countl'y's balance o!~ayments through making 
dollars aVllilable to finance the import of U.S. goods over a period of 
time. Although the loan is in a lump sum, it is usually released in 
installments (called tranches). As the techniques of administering 
program loans have become more refined over the years, the cate
gories of U.S. goods eligible for financing have been defined with 
greater specificity, and t,he loan agreement Itself as well as the release 
of the successive tranches have been tied to increasingly specific stand
ards of economic performance by the bon'owing country. 

Typically, the dollars made available through n. program loan are 
sold by the central bn.nk of the borrowing country to Importers for 

«(lUi) 
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forei~ currency-in the case of Colombia, pesos. The foreign cur
rency thus generated, or "counterpart," is used for purposes agreed to 
by the United States and the borrowing country. These purposes may 
be to pay the local costs of specifio economic or social development 
projects, or they may simply 00 "budgetary support"; that is, to make 
up part or all of the borrowing government's budget deficit. 

Foreign currency is also generated by some sales of surplus agricul
tural commodities under the A$riculture Trade Development and 
Assistance Act of 1954, as amenaed, popularly known as Public Law 
480. This Public Law 480 foreign currency is availablehamong other 
purposes, for payment of U.S. Government expenses in t e purchasing 
country and for a variety of economic development actiVIties. 

A "project loan" is a loan made to finance a specific project or activ
ity; that ISl a road, a sewage system, a dam, housing construction, or a. 
program of agricultural credit. Project loans are of two types, depend
mg on whether they are limited to the dollar costs of the project or 
whether they are directed to the local currency costs. In the firSt case, 
the loan finances the import of the specific machinery or equipment that 
is needed in connection with the project. In the second casehthe dollar 
loan is used to generate the necessary local currency. In ousing or 
agricultural credit programs, for example, few dollar costs are in
volved; what is needed is local currency to pay construction workers 
or to buy locally produced materials. In order to generate this cur
rency, II. dollar loan is made to the appropriate foreign entity (usually, 
but not necessarily, a government agency). The dollars then become 
available to finance general imports in the same way that progmm loan 
dollars are used, and the resulting local currency is allocated to the 
borrowing entity for housing or agricultural credit or whatever the 
particular ,Project might be. This type of project loan does not differ in 
any essentml respect from II. {>rogram loan which has its counterpart 
currency tied to specific proJect uses. Indeed, the counterpart gen
erated by II. program loan can be, and sometimes is, used for such 
purposes. 

A "sector loan"-a relatively new teclmique-is II. loan aimed at 
the development of II. specific sector of the borrowing countl1"s econ
omy; for example, agnculture or education. Thus, conceptually, it is 
a cross between a program loan and II. project loan, but in practice it 
is administered like II. program loan, the only differences being that 
the release of its successive tranches are conditioned on the borrowing 
country's performance in the specific sector and that the range of 
imports elIgible for sector-loan finaucing may be limited to goods 
relevant to that particular sector and thus somewhat narrower than 
the rauge of goods eligible for program loan financing. Like program 
loans, sector loans genern.te foreign currency. 

"Technical assistance" consists entirely of grant aid. Most of the 
money sJ?ent for technical assistance is for the salaries and expenses 
of AmerIcan technicians, but II. minor proportion is sometimes used 
for demonstration equipment. 

Program, sector, and project loans are all repayable in dollars. 
U.S. owned or controlled foreign currency may be furnished on either 
a. grant or a loan basis; in the laUer case, the loans are repayable 
also in foreign currency. 
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An assistance technique used frequently by the Internationol Mone
tary Fund is the standby agreement. Fund members enter into such 
arrangements with the IMF to assure that drawings may be made up 
to specified limits and within an agreed period if the member observes 
the conditions of the standby-for example, specific policies which the 
member has indicated it intends to pursue in the fields of exchange, 
monetary and fiscal matters. Members that ex~rience an export short
fall may draw from the Fund under the special provisions of compen
satory financing. A member may make drawings amounting in total 
to 50 percent of quota to compensate for shortfalls in export proceeds 
below the medium-term trend, with the qualification that outstanding 
drawings under this provision may not increase by more than 25 
percent of quota within any 12-montli period. 

II. SUMJlIARY AND CONCLUSIONS 

A. POLITICAL VERSUS ECONOMIO GOALS 

The U.S. foreiS'll assistance program in Colombia has achieved a 
basic political obJective, but it has fallen far short of the economic 
and social goals of the Charter of Punta del Este. 

From the first pro~am loan in April 1962, a primary objective 
has been ':political stabIlity and maintenance of Colombia's democratic 
political mstitutions thro·.!gh support of the succession of National 
Front governments. This has been accomplished. 

On the other hand, between 1961 and 1967, per capita gross national 
product increased only from $276 to $295 a year, an annual average 
rate of 1.2 percent, compared to the Punta del Este goal of 2.5 percent. 
The peso has deprecil1ted from 8.50 to the dollar in 1961 to 16.45 to the 
dollar in August 1968. The deficit in Colombia's balance of trade de
creased from $142.6 million in 1961 to $64.5 million in 1967, but this im
provement was more apparent than real, resulting from severe import 
controls imposed in early 1967 after a deficit of $290.2 million in 1966. 
An agrarian reform program, one of the earliest under the Alliance 
for Progress, was enacted in 1961, but through 1967 it had provided 
land titles to only 54,000 out of approximately 400,000 to 500,000 land
less families, whose numbers, furthermore, are increasing by 10 per
cent a year. Although the agrarian reform has received some U.S. as
sistance, the major emphasis of U.S. aid policy to agriculture has been 
directed to increasing production for export. These efforts have 
achieved some success, out until recently they concentrated on pro
viding credits and other assistance for lnrge commercial farmers at 
the expense of rural social progress. The education policies of both 
the Colombiall Government and the United States have vacillated 
from an emphasis on primary education to an emphasis on univer
sities, with the result that little progress has been made in either. The 
literacy rate hns remained relatIvelj' constant, but the absolute num
bers of functional illitel'lltes have increased from approximately 5 
million to more than 6 million. Taxes have been increased, but not un
til 1967 were serious efforts mnde to improve collection. Colombia has 
barely begun to tackle the problems of more equitable income distri
bution, and the country's social structure remains essentially un
changed, with close to two-thirds of the population not participating 
in the economic and political decisionmakmg process. 
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Thus, any evaluation of the aid program in Colombia must bs sub· 
jective and will de~d on the weiglit the evaluator assigns to the 
maintenance of pohtical stability in a democratic framework. One 01 
the factors which must be taken into account is the imponderable 01 
what would 'have happened to Colombian politics if there had been 
no aid program or if different, or more rigorous, conditions had been 
attached to aid. At the time the various program loans were signed and 
their successive tranches released, officials of both the Colombian and 
United States Governments, as well as many independent observers, 
thought there was no acceptable alternative. In retrospect, this propo
sition seems less certain. Disbursement of program loans was chroni
cally slow and was suspended more than once for periods of several 
months without bringing dire results. 

Negotiations of the loan agreements and the joint review sessions 
which were held with Colombian officials prior to the release of each 
loan tl'8.nche concentrnted he/wily on the fiscal and monetary policies 
of the Colombian Government-international exchange rates; bank re
serve requirements, prior deposit requirements for imports, budgetary 
deficits or surpluses, Government investment policies1lmport licensing 
policies, ete. Rarely did Colombian Government pertormance meet all 
of the previously agreed upon standards, though frequently it met 
many of them and occasionally exceeded some of them. These stand
ards were aimed at economic stabilization-at controlling inflation 
and balancing the country's international accounts. They took into 
account considerations of economic development, but mainly from the 
point of view of maintaining an adequate level and appropriate dis
tribution of imports to support industrial activity. Even less did the 
standards take account of the need for social reform. The basic prob
lem, of course, was the difficulty of inducing economic growth while 
simultaneously applying the brakes to an inflationary economy. But 
in the process, the rhetoric of the Alliance for Progress was lost in 
the arcane world of international finance. 

Further, it appeal'S that although the aid program achieved some 
short-term successes ,vith respect to economic stabilization and in in
fluencing the Colombian Government's fiscalal1d monetll.ry policies, the 
support which U.S. assistance provided at len.st contributed to making 
it possible for successive Colombian Governments, especially that of 
President Vll.lencia, to postpone making more basic reforms in such 
fields as public admimstration, taxation, local government, educa
tion, and agriculture. 

One of the difficulties which the United States encountered in try
ing to help Colombia resulted from a combination of two factors. First] 
the United States discovered that its influence was severely limited 
with respect to moving Colombia toward economic and social refonn, 
especially in terms of the application of U.S. methods to institu
tional change. The lack of Colombian Il.bsorptive capacity in this area. 
proved to be greater than had been anticipated. This was a men.sure of 
the cultural gap. Second, despite these difficulties, and at the same 
time, the United States wanted to establish It visible economic presence 
in Latin America in the early years of the Alliance in order to prove 
the sincerity of its intentions. This led inital1y to an emphasis on im
pact project loans. Rut the lack of well-prepared projects led in turn 
to rehance on program loans to deal with macroeconomic problems. 
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The aid program in Colombia has bought time for Colombian 
political institutions to work out the changes which almost everybody 
m a position of responsibility in either country agrees must come. But 
Colombians have used this time at their leisure. The question which 
this study raises but cannot answer is: Would they have moved more 
expeditiously if they had had less time, or would ~he pressures have 
been so great that the whole structure of the country would have col
lapsed into anarchy or dictatorship ~ 

The record, studied with the benefit of hindsight, indicates the for
mer. But the record cannot fully capture the pressures of the moment 
in which U.S. decisions were made with respect to extremely compli
cated and subtle situations. Not th~ least of these pressures was the 
tendency to err, if at all, on the side of not taking a bigger gamble than 
is necessary. 

B. SOME SFEOIAL FnODLEMS OF FnOORAM LOANS 

One of the presumed advantages of program loans is that they pro
vide n. flexible means both of furnishmg ~eneral support to n. coun
t!'Y's economy and of influencing a country s overall economic policies. 
The technique of releasing program loans m traJ'ches means that, with
in limits, they can be turned on and off accordmg to a country's eco
nomic performance or other circumstances. 

Upon examination, these advantages appear to be more theoretical 
than real. The basic effect of a program loan is to increase a country's 
capacity to import-that is, to live beyond its means at the expense 
of accumulating a foreign debtz the repayment of which will detract 
from its capacity to import in 1uture years. If a program loan is not 
accompanied b:y economic growth and especially by improvements 
in a country's foreign exchange position, It is likely to create more 
problems in the long: run than it solves-or postpones-in the short 
run. The higher the mterest rate on the loan and the shorter its ma
turity, the more noticeable these effects will be. Throughout the period 
of the Alliance for Progress, Congress has steadily raised interest 
rates, so that loans whicK were made at 0.75fercent in 1961 are now 
made at 2 percent during the first 10 years 0 their maturities and at 
3 {lercent thereafter. Grace periods of 10 years 011 the repayment of 
prmcipal mean that the full burden of debt reJ?ayment will not be 
felt on the Colombian balance of payments until the decade of the 
1970's. But it will then become severe unless Colombian exports show 
a marked and unforeseen ~rowth. (All of this also applies, of course, 
to project loans, but a proJect loan at least results in the creation of n. 
tangible asset which has intrinsic value.) 

It becomes important, therefore, to use the additional resources pro
vided by a program loan to bring about economic stability and at 
least the prerequisites for economiC growth. Tlus is why program 
loans are tied so closely to a country's overall economic policies and 
performance. 

In Colombia, as noted earlier, economic performance during the 
period under review rarely met all the standards of the loan agree
ments. Decisions as to whether to release, or not to release, successive 
tranches sometimes turned on subjective judgments as to whether 
release would lead to improved performance in the future or whether 
failure to release would simply make mediocre performance worse. 
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These decisions were made on the basis of overall evaluations. AID 
has not developed a means for assigning different weights to different 
loan conditions whereby part of a tranche might be released and part 
not relellSed, proportionate to performance. 

The more conditions AID ties to a loan-that is the more specifio 
policies it tries to influence or implement through the use of a foan
the less leverage it has with respect to anyone of the conditions. (This 
is especially the case when, IlS sometimes happened in Colombia, over
riding political considerations intervened.) 

Two of the most troublesome issues with respect to Colombia have 
been exchange rate policy and what AID calls "additionality"-that 
is, the use of program loans to incfCnse U.S. exports. These will be 
developed more fully below, but a few points are worth highlighting 
here. 

A good deal of the history of foreign aid in Colombia can be written 
in terms of the peso-dollar exchange rate. AID and the IMF !'e~at
edly urged devaluation j the Colombian Government strongly resisted. 
This plienomenon hIlS occurred in enough other countries to warrant 
exammation of why governments resist devaluation in the face of the 
unanimous advice of monetary technicians. In part, it is for reasons 
of national pride, an attitude which has been observable with respect 
to devaluation even in such a sophisticated, highly developed country 
as France. It applies a fortiori in less-developed countries. 

In part, resistance to devaluation comes from the fear of ensuing 
inflatIon, a fear which is not entirely ungrounded in experience. De
valuation is the classic remedy for an unfavorable balance of pay
ments because it encourages exports through making them cheaper 
in terms of foreign currency, and it discourages imports through milk
ing them more expensive in terms of local currency. Devaluation can 
be expected, therefore~ to result in higher prices for products which 
are imported or whicn have imported components. But unless de
valuation is carefully hnndled from a technical point of view, and 
especially unless there is a free and competitive economy it is likely 
to result in price increases exceeding those which would theoretically 
be expected. This is what has happened, not only in Colombia, but 
also in several other Latin American countries. An important factor 
is the imperfect competition which exists in the Colombian and other 
Latin Alllerican economies. 

Finally, in looking for the reasons for resistance to devaluation 
one should not ignore the groups which are benefited by overvalu;i 
excha,nge rates. These are the people who normally keep a part of their 
capital abroad, who buy more imported articles, and who travel 
abroad-in a word, the oligarchy, the snme people who also exercise 
effective political power in most Latin Anierican countries. Over
valued exChange rates make it chea~r to convert pesos or other for
eign currency mto dollars or Swiss francs. This not only facilitates 
capital flight, it provides a positive incentive for it. Overvalued ex
change rates also make it cheaper to buy imported goods and to take 
an annual vacation in the United States or Europe. 

It should be noted that the sllJDe class that oonefits from overvalued 
exchange rates is also heavily represented among the entrepreneurs 
whose mvestments are in import-substitution industries which are 
well protected against foreign competition by tariffs and import Ii-
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censing provisions. These circumstances give this class no incentive to 
support policies aimed at encouraging exports or discouraging 
imports. 

Additionality raises quite a different set of issues. The problem arises 
because of the United States' own balance-of-payment deficit. In an 
effort to reduce the impact of the foreign aid program on this deficit, 
the United States first adopted a policy of domestic procurcment
that is, of limiting the use of AID dollars, with increasingly rare excep
tions, to the procurement of O'oods in the United States. Then, the 
United States became concerned' that countries receiving program loans 
should not use the loans to bu;, goods in the United States which they 
would have bought in the Umted States anyway, while shifting their 
own resources to procurement in Europe, Japan, or elsewhere. To meet 
this problem, AID has steadily refined the list of U.S. ~oods eligible 
for AID-financed procurement, the object >being to limIt these goods 
to items which would provide the United States With additional exports 
over and above what it could normally expect on the basis of its his
toric share of a foreign market. 

To the degree that the United States insists upon additiona1ity, it 
reduces the flexibility of program loans bot.h with respect to promotmg 
economic growth abroad and with respect to influencmg the borrowing 
country's economic policies. Lists of goods eligible for AID financing 
are drawn up with a view to increasing U.S. expOits. These goods, of 
course, represent a net input into t.he foreign economy and are there
fore useful, but they are not necessarily the goods which would be most 
useful from the point of view of economic development. Frequently, 
too, they are more expensive than similar goods pUl'cha!';ed elsewhere. 
There is an almost complete lack of data on whether this is due entirely 
to generally higher costs in the United States, or whether it. is due at 
leastrin part to the administered prices (America's own imperfect com-

. petition), encouraged by knowledge on the part of American exporters 
that the goods CIllU10t be bought anywhere else. 

Finally, additionality puts another burden on the leverage which is 
supposed to be exerted by a progJ:am lonn, and it injects another irri
tant into AID relationships WIth the borrowing country. If AID 
achieves additionality, then it has less bargaining power left to achieve 
exchange rate rcfonn, balanced budgets, and all its other ohjectives. 

Thus, as it has evolved over the years, the program loan has become 
a device for subsidizing specified U.S. exports. But the United States 
still tries to use this device to influence foreign economic policies. To 
the degree that a program loan is used to achieve one purpose, its 
value as an instrument for achieving the other is decreased. 

III. CHOIOE OF A SHOWOABE 

A. BAOKOROUND 

In August 1961, when the Alliance for Progress was fonnalized in 
the Charter of Punta del Este, Colombia combined in a high degree the 
opportunities and challenges-both economic and political-which the 
Alliance WM designed to meet. 

It had recently (1957) emerged from a military dictatorship. It 
had a popularly elected President (Alberto Lleras Camargo) who was 
eloquently and energetically pursuing the Alliance's goals of social 
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reform and economio ~owth. It had a vigorous private sector a. rela
tively (in La.tin AmerIcan terms) enliO'htened elIte, and an industrial 
base exceeded only in Argentina, "Brazil', and Mexico. It also had many 
of the typical SOCIal and economic problems-among others, rapid pop
ulation growth, a. primitive school system, overreliance on a single 
commodIty (in this case, coffee) for foreign exchange earnings, and 
maldistriliutlOn of land, wealth/ and incomo. 

Colombia also had several umque characteristics, the most important 
of which had to do with politics. In the decade between 1948 and 1958, 
the country fought what amounted to an undeclared civil war, tho 
origins of which extended into earlier historr and the dying embers 
of which still glowed menacingly in 1961. La vwZencia, to gIve this civil 
strife its Colombian name, was trig-gered April 9, 1948, by the assassina
tion in Bogotn of Jorge Eliecer Gmtiill, a popular leader of the Liberal 
Party. The city erupted in 3 dnys of burning, looting, and killing in 
an orgy of violence known as the bogotazo. 

The most conservative estimates arc that 150,000 people were killed 
in Za vioZencia over the next 10 years. There might have been twice that 
number. While the cities, curiously, remained relatively tranquil, 
Liberals and Conservatives fought each other throughout the moun
tains and valleys of the countryside. These two trnditional parties 
have roots g-oing back to the era of independence, but by the mid-20th 
century their practical differences (other than the hatred each felt for 
the other) were scarely discernible. ' 

The spasm of Za violencia naturally had profound political effects. 
In 1953, Gen. Gustavo Rojas PinilJa came to power in a military coup 
which spoiled a record of more than 40 years of democratic rule. For a 
time the violence subsided, but the improvement turned out to be short 
lived as Rojas, who had justified his coup with promises to restore 

.peace, pursued the pleasures and profits rather than the responsibilities 
of office. Rojas' excesses brought their own counteraction and, in May 
1957, he was himself deposed by a coup-this one, however, aimed at 
the restoration of civilian, constitutional government. 

The question remained of how to calm partiRall passions enough to 
make this possible. The ingenious plan which became known as tho 
National Front was worked out by the leaders of the two parties
Alberto Lleras Camargo for the Liberals and Laureano Gomez for the 
Conservatives-and ratified by a plebiscite in December 1957. As subse
guently modified and refined, the National Front provided that seats 
in Congress, departmental assemblies, and municipal councils would 
be divided equally between the parties for 10 years beginning in 1958. 
Since the Presidency could not be divided, it was to alternate between 
the two parties. Further, a two-thirds vote was necessary for any con
gressional action. 

The system cnme into effect in 1958 with the election of Lleras Ca
margo for a 4-yenr term as the first Nntional Front President. La 
violencia lost mnch of its political content, and by 1961 most of it was 
reduced to simple banditry and gangsterism, accompanitld by sadism. 
At the same time, a new and more ominous note began to appear
Fidel Castro's threat to make a Sierra Maestro. of the Andes. 

In August 1961, however, the more serious and immediate threat to 
political stability in Colombia came from internal sources; namely, 
whether or not the National Front would survive the elections of 1962. 
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'rhe essence of the National Front wo.s its effort to cool off party rival
ries by eliminating party competition. In effect, each party agreed not 
to try to win an election in return for a guarantee that it could not 
loso one. With the two parties precluded from competing with each 
other, the divisions of Colombian politics appeared in the form of 
schisms within each party. 

As the time approached for the congressional elections of March 
1962, and the presidential election of May, the overriding political 
question was whether the pro-National Front factions of each party 
could achieve II. two-thirds majority in the congz:essional elections and 
then go on to elect 11. pro-National Front PresIdent, who had to be a 
Conservative. This was widely felt to be crucial to political stability 
and to the prospects for economic progress. 

B. SUPPORTING ASSISTANCE-$30 MILLION 

Despite la violencia, Colombia's economic performance since the 
late 1940's had been generally good. Industrialization proceeded in the 
relatively peaceful CIties. The price of coffee went sky high during the 
Korean war-but fell sharply afterward. In 1960, low income tax mtes 
were reduced high rates were fucreased, and a number of tax exemp
tions granted to encourage private investment. Land reform legisla
tion wo.s passed in 1961, and the Government also announced a broad 
program for the constrllction of rural elementary classrooms. Finally, 
III December 11)61, the Government unveiled an ambitious 10-year plan 
for social and economic development, the first such plan to be produced 
in Latin America in response to the Punta del Este Charter's emphasis 
on planning. 

Starting in 1960, however, rising operating expenses of the central 
government and II. failure of revenues to meet expectations reduced 
public funds available for II. development program. The 1!)60 tax 
reform turned out to produce less revenue in real terms from direct 
taxes than the previous tax structure. Thus began one of the major 
economic problems of the Alliance for Progress period-a large budg
et deficit with inflationary financing. 

At the same time, the country began to have the balance-of-pay
ments problems that have plagued it ever since. A part of the problem 
was the backlog of foreign debt accumulated during the wasteful Ro
jas dictatorship. Foreign exchange earnings had been running at a 
level of about $450 million a year, but by 11)60 it appeared that hold
ing imports to this level would not support a substantial growth rate 
because sufficient capital equiJ?ment could not be imported. A major 
expansion of $100 million III Imports was allowed in 1960, partly to 
feed the new assembly plants in which industrialization was more and 
more concentrated. In the preelection atmosphere of the last half of 
1961, the Llems Camargo government further relaxed its financial 
and exchange policies, and the balance-of-payments deficit reached 
$125 million, complicated by capital flight and currency speculation. 

In mid-December 1961, the Llems Camargo government o.sked the 
United States for $120 million in financial aid. The initial U.S. re
sponse was that any large-scale assistance would be contingent upon 
monetary at:ld fiscal reforms. 
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Colombian officials argued that the development program requirec:l 
a higher rate of imports and that in any event both currency devalua· 
tion and import reduction were out of the question in the difficult 
political perIod prior to the elections. The Umted States did not thell 
press the Issue. 

The National Front survived the congressional elections in Marcb 
and its candidate, Conservative Guillermo Leon Valencia, handily 
won the presidential election in May. He took office in August. 

Meanwhile, the loan agreement was signed in April 1962, in the 
amount of $30 million-drastically scaled down from the original 
Colombian request for $120 million. Terms were hard by 1962 stand
ards-IS years at 31,6 percent including a 5-year grace period on re
pay'llent of principal. Further, the lonn was mnde as sup:porting assist
fince out of the foreign aid appropriation for the contmgency fund 
not the appropriation for development loans I which was supposed 
to be the source of Alliance for Progress money. This is an mdica
tion that it., purposes were more politicnl thnn developmental. The 
only provision written into the loan agreement designed to deal with 
the potentially inflationary situation in Colombia was a require
ment that the pesos generated by the loan were to be frozen and not 
open to use by the Colombian GOver1UIlent "for any purpose." As will 
be related, tIllS prohibition did not last. 

The Bup:portmg assistance loan of $30 million was combined with 
an $8 millIon rollover on a Colombian debt to the Export-Import 
Bank, so that the total amount of U.S. credits to Colombia came to 
$38 million. 

On April 5, the Colombian Government substantially increased de
posits which had to be paid by importers to obtain import licenses for 
certain foreign goods. A few days later, it imposed deposit require
ments on more than 100 items which could previously be imported 
freely. It also annOlUlced a 30-percent cutback in expendItures on exist
ing development projects for the rest of the year and prohibited the 
beginning of any new proi~ct during the same period. 

In a speech on May 12, Finance Minister Jorge Mejia Palacio said 
that the purpose of these measures was to increase the prospects of 
massive foreign aid to Colombia by stabilizing the country's economy. 
"We are the Latin American country," said Mejia, "that has totally 
fulfilled the requirements III ... ... set by the Alliance for Progress as a 
condition for benefiting from it. These include agrarian reform, mone
tary stabilitYt fiscal orner, a thorouWhly prepared development plan, 
and adequate Instruments of control.' 

"Dr. Mejia," the New York Times reported May 20z. "was clearly 
challenging the Alliance to make good on its promises or aid for coun
tries making serious efforts toward reform." 

o. DEVELOPMENT OF u.s. POLIOY 

U.S. policymakers were greatly attracted to Colombia as a country 
which could become the showcase of the Alliance. They saw it 8S 
one of the countries having the best chances for rapid economic and 
social development and of becoming, as one of them put it, "an anchor 
point of stabilitI in thfl unsettled Caribbean." 

This line of thought comcided with a grow~ opinion that the 
United States ought to CODtlentrate its aid in a limIted number of the 
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most promising countries. In an address before the National Confer
ence on International Economic and Social Development in Chicago 
on July 19, 1962.1 Chester Bowles, then the President's Special Repre
sentative and Adviser on African, Asian, and Latin American Mairs.1 
listed -three cate~ries of underdeveloped countries which represented 
a. scale of priOrIties for U.S. assistance. The first category included 
''the handful of nations which possess the preconditions for rapid eco
nomic and social advance and which are effectively using their own 
resources." 

In August, Bowles elaborated on this point in an address to the 
Colombo-American Chamber of Commerce and the American So
-ciety of Bogota. He listed seven critical development criteria--a na
tional J?lan, a wide shnring of economic growth, taxntion on the bnsis 
of abihty to pay, ngricultural reform, mcentives for r.rivate invest
ment

i 
efficient and honest public administration, and' a sense of no.

tiona morale and purpose.' 
Bowles found that measured against these seven development cri

teria, Colombia "stands in the vanguard of the Alliance for Progress." 
He stated further thnt "Latin American countries which show a simi
lar willingness nnd cnpncity to muster their own resources, to remove 

-their own domestic obstacles to growth, and to provide a better distri
bution of the wenlth which they are producing will receive simila.r 
support." 

He warned thnt "we should be cautious about lowering this priority 
stnndard because of short-term political pressures," though he recog
nized that "no doubt on some occnsions overriding securIty strategIC 

.considerations will force us to relax at least temporarily our pressures 
for reform." 

As will be developed in more detail in subsequent sections of this 
.study, except for a period in 1965, tho United States has repeatedly 
succumbed to the short-term political pressures against which Bowles 
warned. It has not been willIng to risk the politIcal consequences of 
refusing aid in the face of a stro.!lg J?lea that a government would fall 
without such aid. Further, the Umted Stntes has generally been re

'luctant to nttnch strong conditions to aid for the same reasons which 
made aid necessary; thnt is, the tenuous position of the current govern-
ment which undermined its ability to take strong reform mensures. 

This type of aid conflicts with long-term development goals by 
facilitating postponement of necessary host country refonns, 0. fact 
which hns been demonstrated in the case of Colombia by the chronio 
persistence of the same basic economic problems throughout the Alli
nnce period. 

To tho degree that Colombia met the Bowles criteria for develop
·ment assistance in the summer of 1962, it wns largely because of Al
berto Llerns Camargo who turned over the Presidency in August to 

·Guillermo LOOn Valencia. A successful peaceful trnnsfer of power 
under the National Front had been one of the objectives of U.S. policy 
and hnd been one of the primal').' justifications of the $30 million 
supporting nssistance loan m AprIl. That objective was now achieved 
and all concerned could take satisfaction in the triumph of orderly 

. constitutional procedure. However, even before the transfer of power, 
,there were predictions that the Valencia administration would be 
a. holding period for Colombia-a time not of progress but at best 

.of simple survival of the country's political institUtIons. 
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If it might have seemed that this prospect would dim the State De
partment's optimism about Colomoia, It muSt. be remembered that 
at midsummer 1962 the State Departmentr-with respect to Latin 
America, anyway-had very little to be optimistic about. Military 
cOUJlS d'etat had occurred in Argentina in March and in Peru in July~ 
In Brazil, the erratic Janio Quadros had resigned to be succeeded oy 
the egregIous Joao Goulart. Chile was stalled and still 2 years away 
from the impressive Christian Democratic victory of Eduardo Frm. 
Thus, the maior countries of Latin America, except for Colombia 
Mexico, and Venezuela, had either retrogressed or at best maintain;;[ 
an uncertain status quo. Mexico had long ago carried out most of 
the social reforms of tlae Alliance for Progress and further hud al
readv achieved, largely on its own, what looked very much like self
sustaining economic ~rowth. Venezuela was following the same path, 
well-financed with oil revenues. Thus, Colombia was the only major 
country of Latin America which needed help and where help seemed 
to have a reasonable chance of being effective. American foreign policy 
badly needed a success story in I';[ttin America in the midsummer of 
1962, and Colombia led the polls as the most likely to succeed. 

IV. PROGRAM LoANS, 1962-68 

The listing below shows chronologically the principal developments 
with respect to the program loans to Colombia since 1962. These are 
placed in political and economic context in the descriptive pages which. 
follow. 
March 18, 1002: Congl'CRslonal elections. Elections for both Houses ot Congress 

resulted in the return ot a majority ot Members supporting the National 
Front coalition. In the House of Representatives, the Liberal-Conservative 
coalition fell short ot the two-thirds majority needed tor major legislation. 

April 20, 1002: $30 million supporting asslRtance loan signed and released. 
May 6, 1962: Presidential election. Conservative Party Nntlonal Front candi

date, Guillermo Lron Valencia rece1ved over 62 percent ot the total vote. 
August 7, 1002: Valencia Inaugurated. 
December 18, 1002: $60 million program loan signed: $30 million (first tranche) 

released. 
October 11, 1003: Second tranche ot December 1002 program loan ($80 million) 

released. 
March 11, 1964 : $15 million program loan signed, but not released. 
March 14, 1964: Congl'(>sslonal elections. This election wos confined to the House 

ot Representatives. National Front won 124 ot 184 seats giving the President 
support of just over two-thirds ot the House membership. The extreme right 
ANAPO Party or eX-dictator Gustavo Rojas Plnllla Increased Its strength 
from six to 27. 

July 18, 1004 : $45 million program loan signed, but not relensed. 
October 28, 1964 : $15 million March 1964 program loan released. 
December 28, 1004: First two tranches ($25 mllllon) or the July 1964 program 

loan released. An additional $10 million or the first trnnche had been desig
nated for disbursement on a forward procurement bnsls. Since the Imple
mentation procedures for this method had not been clarified by the date or 
release or the first two tranches, this portion was lett to be disbursed at a 
later time. 

June 15, 1965: Release of $10 million forward procurement portion ot first 
tranche, July 1964 program loan. 

December 18, 1965: $10 million (last trancbe) of July 1004 program loan de
obligated. 

December W, 1965: $65 million program loan signed. $20 million (first trancbe) 
released, $10 million of wblcb was on an advanced commodity financing 
basis. 
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March 18, 1060: Second tranche ($15 mllllon) December 11165 program loon 
released. 

March 20, 1006: Congressional elections. This election was for Senate and House 
seats. In both cases the National Front failed to win a two·thirds majority: 
107 out of 100 In the House, anll 67 out of 100 in the Senate. The ANAPO 
Party continued its strong showing by Increasing Senate representation 
from two to 17 seats. and House representation from 27 to 311 seats. 

May 1, 1006: Presidential election. Llbl'rnl Carlos Lleras Restrepo, candidate 
of the National Front coalition government, won with about 70 percent of 
the vote cast. 

June 15, 1006: Third tranche ($15 million) December 1065 program loan released. 
August 7. 11)00: Llems Restrepo inaugurated. 
August 19, 1006: Fourth and last tranche ($15 million) of December 1965 

program loan released. 
May 27, 1007: $100 million program loan signed. $40 million (first tranche) 

released. 
September 14, 1967: Second tranche ($20 million) May 1007 program loan 

released. 
December 16,19117: Third tranche ($20 million) May 1967 program loan released. 
March 17. 1008: Congressional electiolls. Only the House of Representatives was 

up for re-election. The National Front coalition increased its representation 
by winning 144 out of 204 seats. The more conservative wings of the Con· 
servative Party lost ground. 

May 10, 1008: Fourth and last tranche ($20 million) May 1007 program loan 
released. 

July 15, 1008: $ri8 million program loan signed; $35 million (first tranche) 
released. $15 million agricultural sector loan signed; $8 million (first 
tranche) released. 

December 2, 1008: Second (last) tranche July 1968 program loan released ($23 
million); second (last) tranche July 1M8 agricultural loan released ($7 
million). 

A. VALENCIA'S FIRST STABIJ.IZATION PROGRAM, 1002-03 

1. Release of lJllIfJporting a8sistance counterpart 
The $30 million supporting assistance loan which the United States 

made to Colombia in April 1962 provided that the Colombian pesos 
generated by the loan would not be used for any purpose. AID in 
Washington, the Embassy and the AID Mission (USAID) in Bogota 
allagrced that it was desirable to sterilize these 'pesos in order to avoid 
additionll'] inflationary pressures on the Colombmn economy. 

By September, however-a month after Valencia took office-the 
Colombian Government WIlS requesting the release of the peso counter· 
part to help alleviate a tight budget situation which had forced delay in 
payment of salaries to teachers and police. 

bolombian officials also argued that release of the counterpartr--
along with It new balance.of-payments loan of $60 million-was nec
essary precisely to enable them to carry through the series of meas
ures which the Valencia administration proposed. Besides devalu
ation, these measures included a tax increase and a reduction in public 
employment. The negotiations drllgged on through October, with the 
Colombians becoming increllsingly insistent. 

On November 7, the Colombian Government presented to Congress 
its stabilization program, including devaluation of the peso (the offi
cial rate was to be lowered from 6.70 to the dollar to 9 to the do])ar), 
the imposition of new taxes, Iln increllse in existing taxes. Ilnd curbs on 
foreign travel. Most of these measures had been urged by AID though 
there were some who thought that the devalulltion should have been 
carried out by executive order. In this view, the timelag between the 



680 

Government's announced intention and congressional action provided 
II. golden opportunity for speculators, increased pressure on the pesoJ 
and made It less likely that the devaluation would achieve its intendea 
purpose. 

However, on the basis of the proposals to Congress and in antici
pation of congressional approval, AID agreed on the following steps: 

1. Release of the peso counterpart of the April loan of $30 
million. 

2. Approval of a new $60 million program loan on the grounds 
that its timing would facilitate the adoption by ColcJmbia of the 
exchange and fiscal reforms prerequiSIte to implementation of 
the development program. 

3. Possible release of some portion of the peso counterpart 
from the $60 million loan for budget support (a suggestion 
brought up by Colombian officials) as a "politically necessary" 

. measure. 
By early December it had been decided that release of the counter

(?art from the $30 million loan would not endanger monetary stability. 
On December 10 the April loan agreement was amended to provide 
for the usc of counterpart pesos with the prior written n~proval of 
AID. Most of the funds went into payment of salaries and benefits to 
Government employees. 
S. A $60 million program 7oan, December J06S 

Negotiations for a new program loan of $60 million proceeded con
currently with negotiations for release of the counterpart from the 
previous balance-of-payments loan. The United States found itself in a 
dilemma. On the one hand, as noted above, it wanted to make Colombin. 
the showcase of the Alliance and to demonstrate confidence in Colom
bin.'s development efforts in order to stimulate greater contributions 
from international and European lenders. On the other hand, the fiscal 
and monetary situation in Colombia was deteriorating seriously (for 
example, the balance-of-payments deficit was almost $90 milfion in 
the first 10 months of 1962), and it app'eared that the anticipated 
Colombian resources were simply not avaIlable to carry out the devel
opment plan. 

One way in which the United Stn-tes attempted to bridge the horns 
of this dilemma was by making a program loan to support Colombin.'s 
Im.lance of payments, but conditioning the loan upon Colombian fiscal 
and monetary reforms and insisting upon the use of the peso counter
part for development projects instead of budgetary suprort. 

Such conditions included n depreciation of the olicia selling rate, 
increnses in requirements for bank reserves and advance import de
posits, and new tax legislation designed to insure budget balance with 
an expanded Government investment level consistent with Colombia's 
101ear development progl'llm. 

s noted above, many of these measures were included in the sta
bilization program which Finance Minister Carlos Sanz de Santa 
Mnrin presented to Congress November 7,1962. In making his presen
tation, however, Sanz indicated to Congress the U.S. npproval of the 
$60 million loan in anticipation of actunl approY'nl. This was variously 
interpreted as (a) an effort to spur congressional acceptance of hIS 
program, and/or (b) an effort to pressure the United Stwtes into ap
proving the loan. 
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A few days later). AID listed the following purposes toward which 
the proposed $60 mIllion development loan was directed: 

1. To provide adequate foreign exchange to finance commodity 
imports needed to sustain planned levels of investment in both 
prIvate and public sectors of the economy. 

2. To counteract possible inflationary effects of internal expan
sion arising from higher import levels. 

3. To facilitate the adoptIOn of exchange and fiscal reforms and 
internal monetary stabilization. 

4. To direct the use of local currency counterpart generated bI 
the loan to assist in financing high-priority projects to be approved 
by AID within the framework of Colombia's development pro
gram. (These included the creation of a private investment fund, 
low-cost housing support, and budgetary support of development 
projects.) 

It may be noted that three of these four points arc for practical 
purposes indistinguishable from a balance-of-payments loan and that 
the fourth, relating to local currency counterpart, deals with what is 
essentially a byproduct of balance-of-payments support. The use of 
counterpart was to be the subject of further misunderstnndin~ between 
AID and the Colombian Government, as AID pressed to channel it 
into development projects and the Colombians wanted to use it for gen
eral budget supyort. 

The United States approved the loan following passage by the Co
lombian Congress of the exchange reform law on November 20, 1962, 
increasing the official selling rate from 6.70 to 9 pesos per dollar. 

The loan agreement was signed on December 18, 1962. It conditioned 
loan disbursements on the adoption of necessary reforms. The first $30 
million tranche would be made available as soon as the exchan~e re
forms had been implemented. The release of the second $30 mIllion 
tranche would be contingent upon the satisfactory implementation of 
the other monetal'y stabilization mcasures and fiscal operations listed 
above, and specifically on progress toward increasing revenues and de
creasing operating expenditures. The loan was repayable in dollars in 
40 years after the first disburscment. Interest was 0.75 percent Il. year, 
and there was a 10-year grace pcriod on repayment of principal. 

The first disburscment of $30 million was effected in late .Tanuary 
1963 in the form of a $13 million cash deposit to the account of the 
Bank of the Republic at three New York banks, and $17 million to be 
made available for commodity imports under letters of commitment. 

The United States also agreed to the relcase of $20 million in 
counterpart for budget purposes but stipulated that that amount 
could be used only for hi,goh priority development items. The United 
States wanted the remamder of the counterpalt generated by the 
loan ea11narked for a low-cost labor housing- project ($10 million) 
and tho proposed Private Imestmcnt Fund ($30 million). It feared 
that the release of more than $20 million for budget support would 
reduce the pressure on Congress for a tax bill and would also probably 
be at the cost of early financing of good development projects. 
9. OolomlJian perj01'nUlnce, 1.')63 

The year 1963 began with retrogression, rather than progress 
mainly beCause the devaluation of 1962 did not have the anticipated 
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effects. The delay in cong'I'eSSional enactment of the devalutioll after 
it had been proposed by the Government and the consequent loss in 
private sector confidence led to a large capital flight. PrIvate invest
ment lost its momentum and was further hampered by the tight credit 
policies dictated by considerations of economlC stabilization. Govern
ment expenditures for current operations increllSed, rather than de
creased, as the Government succumbed to political pressures and ap
proved wage increases of 25 percent to 40 percent in both the public 
and private sectors, thereby vitiating antiCipated revenue gains from 
exchange reforms. By thl3 end of March, the cost of living had increllSed 
by 20 percent over the predevaluation level. Furthermore, the wa~ 
le~slation contained an escalator clause tied to the cost of living, and 
this raised the prospect of another cycle of inflation later in the year. 

The Bank of the Republic intervened in the free exchange market 
to support the devalued peso. This stabilized the exchange situation 
temporarily, but it had cost the Bank more than $40 million by the 
end of February. 

To a~gravate the financial situation even more, progress in the 
Colombllln Congress in enacting the tax legislation required to finance 
the development program WIlS very slow, and the Valencia adminis
tration did not seem to be pressing the matter. Further, although there 
was some tightening of domestic credit, the central bank did not limit 
credit to its target ceiling. Finally, export earnings were at a seasonal 
low. . 

By the end of April 10Ga, the situation had not improved appre
ciably. On May 15, the rediscount privileges of commerCIal banks were 
limited, but the effects of this action were not felt immediately. Deficit 
spending and short-term borrowing from U.S. commercial banks con
tmuoo. 

Colombian officials became increasingly impatient with what they 
considered to be an orthodox approach to Colombia's financial prob
lems. Finance Minister Sanz stated that he would only give this 
a{>proach 6 more months ( from June 10Ga), and warned that if he 
did not succeed, and did not receive anticipated support from foreign 
countries, he would turn to severe exchange controls and bilateralism, 
even though he realized that such an approach could have a nef.,rative 
effect on growth. He thus indicated an attitude widespread m the 
Colombian Government-a growing conviction that no outside tech
nicians, whether from AID or the International Monetary Fund, could 
understand the psychology and facts of the situation of a country like 
Colombia. 

By early July, American officials felt that if the Colombian Govern
ment had a serIOus development plan, suitable public or private proj
ects should be ready for utilization of counterpart. If no projects were 
ready, in this view, then there was no justification for the use of the 
program loan technique to commit development funds. The State De
partment instructed the Embassy to put heavy and continuing strt'ss 
on project preparation. The Department thought that in order to 
aVOId wastage or misallocation of U.S.-supplied resources, the project 
approach had to be followed, no matter which financing technique 
was used. 

One of the budgetary problems was the weakness in basic data 
concerning Government revenues and operating expenditures. In the 
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opinion of members of a private advisory group, the Colombian budg
etary accounting system had "an unusual tendency" to obscure rather 
than clarify the facts of the Colombian fiscal situation, particularly 
with respect to the estimates of the cash flow which was important in 
assessing the impact of the budget on the monetary situation. It was a 
fairly common practice for agencies and ministries which were re
fused approval for investment projects by the Budget Director to 
contract the project anyway. Thus in December the Government was 
usually presented with a substantial amount of bills for projects which 
were not authorized by the Budget Director although the expenditures 
were included in the budget of the current or some past year. The 
advisory group classed budget reorganization and reform with the 
balance of payments as the most urgent, immediate problems to tackle 
in Colombia, and recommended the I?ossibility of technical assistance 
to the Ministry of Finance to revam{> Its accounting. 

Meanwhile, the Valencia admimstration had become exasperated 
also with the delays in the Colombian congressional consideration of 
tax measures and presented to Congress special powers legislation to 
enable the President to do what Congress would not, or could not, do. 
The s{>ecial powers bill passed Congress August 20, 1063. Its key 
proviSIOns (or actions to be taken under its authority) could be 
summarized as follows: 

1. Those expected to increase Government revenues during 1063 
and 1064 through a 20-percent surcharge on income taxes, estab
lishment of a 3- to 10-percent sales tax, and compulsory purchase 
of long-term Government bonds by the commercial banks up to 
5 percent of their deposits. 

2. Those allowing basic reforms to increase Government em
cienc~ and revenues, such as reorganization of tax administration. 

3. Those leading to basic policy changes, such as new measures 
to fight speculation and hoarding, and the creation of a Monetary 
CommiSSIOn as the policy body on monetary, credit, and exchange 
policy, thereby reducing the control of commerCIal banks over 
monetary policies. 

These tax meaSUl'es brought about a 45-percent increase in revenues. 
Even after allowing for the effects of domestic price increases, Gov
ernment revenues rose by about 20 percent in real terms in 1963. Al
though Government operating expenditures also rose by about. 26 per
cent (to meet additional requirements for debt servicmg, combating 
violence, and the increased assumption by the National Government 
of expenditures for education, the judiciary, and the police), the cur
rent account surplus increased from 200 million pesos in 1062 to 650 
million pesos in 1063. This surplus, together with about 212 million 
pesos in new foreign borrowing In excess of external debt amortization 
l)ayments, was available during 1063 to finance investment expendi
tures. 

There was, however, considerable pressure within the Colombian 
Government to sacrifice investment in order not only to have a bal
anced budget but even to repay Government debt. Sharp reductions in 
investment expenditures became the primary means of working toward 
a balanced budget. Government capital outlays declined to 900 million 
pesos, 30 percent below the 1062 level and more then 45 percent below 
the 1961 level in real terms. The cut in investment expenditures did, 

28-620 0-69-44 
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however} cause the volume of Government operations financed by bor
rowing trom the central bank to be reduced. 

The most disappointing phase of Colombinn Government fino.nciol 
activities in 1963 was in the realm of monetary policy. While Govern
ment borrowing from the Bank of the Republic decreased, the Bank 
increased its operations with the conunercial banks so that there was a 
total central Dank expansion of 850 million pesos (net expo.nsion of 
about 23Y2 percent). The action taken in May to limit rediscount eriv
ileges was not effective, and central bnnk credit was above its ceIling 
during more than half the year. 

The third quarter of 1963 showed an abatement in the rate of domes
tic inflation and a return of relative confidence, leading some observers 
to conclude that the economy had weathered the effects of the 1962 
devaluation. An important fnctor was the agreement by labor leaders 
and employers not to implement the automatic escalator clause of 
the Februnry wnge law-this in recognition of the inflationary effects 
of the earlier wage increases. 

On October 11, 1963, the United States agreed to release the second 
tranche of $30 million of the $60 million loan of December 1962. The 
State Department cautioned the EmbasSJ' that this did not justify the 
release of any additional counterpart funds for budgetary uses. 

B. MIDTERM ELECTIONS, 1004 

1. Development 01 U.S. policy 
Finance Minister Sanz' exasperation with orthodox economic advice 

did not inhibit him from requesting ndditional program loan support 
from the United States for 1964 up to ~100 million. Private Embassy 
opinion was agreeable to the program loan approach for the fiscal 1964 
credit program to Colombia, provided thnt budget support was ex
cluded from the lonn negotintions and thnt most of the peso proceeds 
were directed townrd the privnte sector. Snnz' request, however, was 
based in pnrt on the need for nssistnnce to nllevinte the budgetnry crisis. 

The basic problems were clear enough: balance of payments and 
btldget deficits which threntened the stability of the economy; the 
need for agricultural expansion in crops other thnn coffiee; the need 
for accelerated industrinl development; fiscnl nnd ndministrative 
reforms, educntionnl reform, nnd the ndoption of a planning opem
tion commensurate with the new responsibilities of the Government 
for assuring social stnbility and economic growth. 

The short-term question wns how to fill the exchnnge gnp until struc
tural changes in industry nnd ngriculture could begin to make their 
contribution to development. The United Stntes generally viewed the 
coalition of politicnl forces in power under the National Front as 
relatively well equipped to pursue Alliance for Progress objectives. 
But ns 1963 wore on, the congressionnl elections scheduled for March 
1964 begnn to cast a long shadow over the willingness of the Valencia 
government to take politicnl risks. The situntion wns similnr in many 
respects to thnt which hnd prevniled 2 years enrlier prior to the elec
tions of 1962. The U.S. response nlso hnd mnny similnrities. 

There also developed grounds for doubt about the wisdom of IMF 
advice to Colombia. The devnluation of 1962-admittedly hnndled in 
a clumsy way-had caused nt letu;t as mnny problems ns it had solved. 



685 

The IMF leaned too heavily on crude control mechanisms (e.g., over
o.ll credit expansion ceilings) and ~ave insufficient attention to those 
foreign exchange problems not entirely susceptible to solution by im
proved monetary, fiscal, and exchange policies. 

U.S. assistance policy continued to be based on support of the Colom
bian Development Plan and on the internationally agreed estimate of 
the required net inflow of foreign capital to achieve the goals of the 
plan (approximately $200 million a year with the U.S. share approxi
mately 50 percent of the total). It was feared that if the United 
States reduced the availability of external assistance committed to 
Colombia, other members of the Consultative Group of the Interna
tionnl Bank for Reconstruction and Development might also reduce 
commitments producing a snowball effect, with the possibility of asso
ciating the United States with 0. failure rather than with a successful 
enterprise. Furthermore, it was projected that 0. reduction of availa
bilities in fiscal year 1964 would almost certainly jeopardize the impact 
of those funds already committed. 

By the fall of 1963, it was clear that the goals of the IBRD-OAS
approved 10-year development plan had been overly optimistic, and 
that investment was well short of the plan's tar~et levels. This called 
into guestion the basic requirements of the plan In relation to the Co
lombian budget, the balance-of-payments problem, agricultural strat
egy, and the effectiveness of the Colombian Planning Office. The que~ 
was even raised as to the relative importance to lie placed upon the 
existence of 0. development plan as opposed to satisfactory current 
performance in mobilizing resources for development. It was sug
gested that the development of a long-ierm plan was not a sufficient 
condition to insure economic growth and could actually be counter
productive if accompanied by inflationary policies. The decline in 
public investment in Colombia during 1963 to a level 45 percent below 
the 1961 level in real terms was attributed to the Colombian Gov
ernment's effort to pursue its development plan objectives without 
first pursuing adc<J.uate fiscal and monetary policies. 

An additional pomt was made that 0. combination of U.S. balance
of-payments problems, congressional review of past AID practices, 
and the need for stronger justification for aid to Colombia at near 
the same level in the face of greater competition for less funds meant 
that the United States would have to require more extensive and 
spccific Colombian performance as a condition of aid. The State 
Department warned the AID Mission in Bogota that any assignment 
of U.S. developmcnt assistance to budget support in an:y Latin 
American country would be increasingly regarded as a misuse of 
development funds, and would not be approved except in extremely 
unfavorable ci rcumstances. 

Self-help measures as prercquisites to U.S. assistance were never 
challenged in any State Department strategy. Occasions were foreseen 
in whicn it would be wise not to press firmly for an immediate deci
sion on a self-help issue because of the political risk but in which con
tinuance of a substantial level of aid would be justified because of the 
potential of the country, the open political system, and the "overall 
self-help context." A serious, sustained balimce-of-payments crisis 
was seen as a major threat to political stability. 
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The renewed atmosphere of confidence in Bogota in the late sum
mer and fall of 1963 led to the issuing of long-range strategy projec
tions that after 3 years of a considerably increnscd level of nisburse
ments of U.S. official assistance, the United States would be able to 
make a sharp reduction in AID disbursements in 1967. It was believed 
that given the determination of the Colombian Government to follow 
self-lielp measures in the finalli.!ial policy field and given the provision 
of increased foreign assistance to allow the private sector to increase 
its imports of capital equipment, it could be possible to predict a 
major economic boom beginning in 1066. It was estimated that by 
1966 the Colombian economy could achieve a growth rate as high as 
8 percent a year in gross national product and maintain that growth 
rate for the remainder of the decade. Once the high growth rate was 
reached, the attraction of such a rapidly growing market for private 
capital and assistance from other governments would allow a birl'y 
rapid reduction in net U.S. assistance. The key prerequisities of thIS 
exceptional ~owth rate were listed as : 

1. An intense export promotion drive. 
2. Establishment and maintenance of an exchange rate system 

which encouraged exports and import substitution. 
S. A higher level of Imports, particularly of capital goods while 

continuing direct control~ It) discourage luxury consumption 
imports. 

4. Major programs to expand agricultural production for the 
domestic market. 

5. Continuation of generally responsible policies in financial 
and other areas. 

The key element of this optimistic projection was the timing and 
level of AID assistance. It was concluded that the "underlying 
strengths" of the count?: were so great that the United States should 
be prepared to make a ' maximum effort" in the immediate future to 
keep tne Colombian economy moving forward. 

The im}?lication of this conclusion, of course, was the dilemma which 
has bedeVIled most of the U.S. aid program to Colombia. Limitation 
of financial assistance would be the most powerful short-tenn tool 
nvailable to the United States to influence Colombian policies with 
respect to such matters as exchange rates and export promotion, but 
the use of this tool could at the same time produce shock waves which 
would threaten political as well as economic stability. 
B. Negotiation of the first 1964 program loan ($16 million) 

Expected disbursements from AID lagged badly. By the end of 1963 
only about $50 million had been disbursed of the $65 million estimated 
inflow from project and program loans. The main problem was com
pliance with the requirement that at least 50 percent of the gross 
tonnage of nIl goods financed by the loans and transported on ocean 
vessels should be carried on privately owned U.S.-fla~ commercial 
vessels to the extent that such ships were nvnilable at fall' and reason
able rates. Determination that U.S.-flag commercial vessels were not so 
available had to be approved by AID. The documentation whi('h hlld 
to be presented to AID in keeping with this requirement were the bills 
of ladin~ and statements indicating the U.S. origin of the goods 
being shipped. The lack of such documents delayed final disbursement 
oftlie December 1962 loan until April 1964. 
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In view of this delay, Embassy officials recommended the signin,S 
of a new AID loan before the end of January 1964, in order to limIt 
a posSible reduction in Colombian gross reserves at the end of Feb
ruary. It was sug~ted that disbursements under the projected 19M 
pro~m loan begm by mid-November 1963. in view of the fact that a 
cODSlderable part of the AID disbursements made in 1963 had in 
effect been offset bv repayments to the Export-Import Bank, primarily 
against balance-ol-J)avments loans of prior years. 

Underlying these policy recommendations was the belief that the 
U.S. commitment to Colombia was one of the main factors behind 
the willingness of commercial banks to extend substantial credit. It 
was thought that such commercial bank lending might be crucial in 
avoiding a crisis in 1964, and that if a crisis occurred, the commercial 
banks might then be unwilling to follow the U.S. Government lead 
in other countries of Latin America, with the result that a major 
source of funds would be lost to the Alliance for Progress. 

One of the crucial factors was the exchange rde issue. The exchange 
system in effect throughout 1963 consisted of, on the buying side: (1) 
a fixed rate of 7.10 pesos per dollar applicable to export proceeds of 
coffee, gold, manufactured goods with a hIgh import component, for
eign exchange sales by petroleum companies, and capital brought in by 
metal extracting companies; (2) a fixed rate of 9.00 pesos per dollar 
at which the proceeds of otIicial foreign loan disbursements were made 
to the national Government for local currency expenditures; and (3) 
a nominally fluctuating rate equal to the average rate in the free 
market of the previous week for all other export proceeds. On the 
~elling side, the only official exchange rate was the auction rate of 9.00 
pesos per dollar which applied to import payP1ents and certain in
visible payments. All other transactions passed through the free market 
where the rate was pegged at 9.99 pesos by central bank support 
operations. 

This system permitted continuing subsidization of a large volume 
of capital flight and discouraged exports, but Colombian authorities 
were reluctant to enact reforms in their sensitive political environ
ment. 

They finnly denied that the existing system J,>rovided a~. inadequate 
incentIve for noncoffee exports. They minimIzed the capital flight 
problem, and flatly opposed any change at that time. 

U.S. officials therefore concluded that immediate action on ex
change reform was not feasible. The U.S. position reflected a feeling 
that the 1962 devaluation had been poorly handled and that extensive 
careful preparation was needed if a new devruuation was to yield the 
desired economic results. 

However, as 1964- began, the Government found itself under pres
sure from coffee growers to eliminate the difference between the ex
change certificate rate of 9.00 pesos per dollar and the 7.10 peso rate 
paid to coffee growers. The immediate response of the Finance Min
Ister was that such an action would cripple the 1964 budget and would 
create the danger of another devaluatIOn in 1965. On Jnnuary 10, 
1964, the Oovernment compromised and devalued the extlhange rate 
for coffee and petroleum exports, as well as' capital brought in by 
metal ezl.l'Ilcting companies, from 7.10·to 7.30. 
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On the other hand, the Government promised to observe a specific 
ceiling on the total domestic o~rations of the Bank of the Republic. 
It also stated its intention to eliminate {lro~ssively all uneconomic 
pricing policies and subscribed to the pnnClple that wage and salary 
adjustments should be related to productivity. 

On February 14, 1964, the International Monetary Fund agreed to 
a standby for up to $10 million, not to exceed $2.5 million a quarter. 
The United St.ates told the Colombians that pending a significant im
provement in t.he exchange system, the United States was preJ.>ared 
to provide only_ $15 million of the tentatively programed $60 mIllion 
loan for 1964. This tranche would permit the payments problem to be 
financed until after the March elections, while the remainder of the 
1964 program support funds would not be negotiated until the United 
States was satisfied that the revised exchange system was working 
in a satisfactory manner. 

Additional bilateral issues now presented themselves-the relative 
amounts of capital and consumer goods in the Colombian import 
budget, whether or not Colombia was giving preference to license 
requests for imports from non-U.S. sourceshand the eligible date for 
imports financed by the AID loan. From t e point of view of long
term Colombian development, it was clear tliat imports of capital 
goods would make a greater contribution than would imports of oon
sumer goods-though both were no doubt desirable. The question of 
preference for imports from non-U.S. sources was postponed, not to 
'be seriously addressed until 1966 when it arose in the fonn of the 
complicated question of "ndditionality"-that i~ the use of AID loans 
to provide additional exports for the United ::stares, over and above 
what would have been ex~ted on the basis of historic perfonnance. 

The issue of the eligIble date for import financing was more 
immediate. 

It was proposed, in accordance with an Embassy fUSAID recom
mendation, that the eligible date for import financing under the loan be 
retroactive to July 1, 1963. This request came into coriBict with a specific 
manual order which stated that loan funds should not be used to pay 
for commodities delivered, construction undertaken, or debts incurrea 
prior to the time the AID assistance was made available. It was ar
~ed, however, that retroactive financing was possibly the only tech
nique to achieve the purposes of the loan; that is, to msure the main
tenance in 1964 of the volume of imports needed to support the Colom
bian )llanned development program. It had been determined that 
Colombia had no reasono.ble source for such long-tenn financing other 
than AID, and that if the funds were made aVll.llable only for future 
imports on normal credit terms (which averaged 9 months), disburse
ments would be substantially delayed and would have no effect on 
Colombia's ability to meet its current debts, and thus on its credit 
position. In such case the momentum of imports would be joopardized. 
It was also pointed out that although the commodities financed by 
AID funds were obviously important in affecting the level of invest
ment and thus growth, predictability and confiuence were also crucial 
factors to be considered. Thus, retroactive financing was finally au
thorized on the grounds that a contraction of credit provoked by for
ward financ~ would be undesirable from the standpoint of the long
range economIC development of Colombia. 
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It was considered essential that the $15 million loan be consum
mated without undue delay, in order not to break the continuity of 
foreign exchange disbursements for essential. purposes in the early 
part of 1964. The analysis approved by the AID Development Loan 
Committee indicated that an mterruption in the flow of disbursements} 
or a major reduction in the net foreign exchange reserves woultt 
result in 0. confidence-shaking foreign exchange crisis in Colombia 
which, in turn, would make the a vo.ilability of sliort-te""1Il credits from 
U.S. commerCIal banks doubtful, as welJ as accelerate outward move
ment of Colombian capital. 

This reasoning WIlS not entirely persuasive to the State Department, 
some officials of which cited congressional action in the Foreign Assist
ance Act of 1963 providing that Alliance funds not be diverted to 
short-term emergency purposes such as balance-of-payments shore-up 
operations, and that all necessary financial planning must be carried 
out before a loan agreement was signed. The nced was underscored for 
an adequate rationale which related Alliance for Progress funds to the 
long-range economic development of recipient countries in cases of 
nonproject loans. In response to these criticisms, Embassy/AID offi
cials pointed out that the proposed loan was intended to support the 
same objectives as those for which the earlier development loan WIlS 
made, and that it had to be viewed within the same context. It was 
denied that the contemplated assistance was for emergency pu~ses 
but it was argued that an abrupt change in the U.S. lending policy 
could itself create an emergency balance-of-pa~ents situation. 

The U.S. Government authorized the $15 nullion loan on January 
30, 1964, and the loan agreement was signed March 11. 

On March 14, the National Front won the congressional elections, 
but it was left with 0. bare two-thirds majority in Congres'3, the mini
mum necessary for approving legislation. The followers of ex-dictator 
Gustavo RojllS Pinilla increased their representation from 6 to 27 
seats. Further, approximately 70 to 75 percent of the voters stayed 
away from the polls. This large abstention, plus the increased strength 
shown by Rojas' faction of the Conservative Party, WIlS widely inter
preted, both in Colombia and abroad, as reflectin~ general dissatis
faction with the political performance of the National Front and a 
disenchantment both with President Valencia and the Colombian Con
gress which frequently found itself immobilized for lack of a quorum. 

The terms of the $15 million loan were repayment in U.S. dollars in 
40 years, including a10-year grace period, and interest of 0.75,Percent 
during the grace period and 2 percent thereafter. The_prereqUIsites to 
loan disbursement were W'I follows: (1) Colombian Government evi
dence of legal obligation; (2) evidence of arrangements made by the 
Colombian Government for implementation of the 1964 import budget; 
(3) agreement bI the Government and the Bank of the Republic to 
carry out a "sound monetary policy" ; (4) establishment of a system for 
reporting current account budgetary surplu~s on a cash flow basis; 
and (5) assurance of Colombian efforts to achieve 0. current o.ccount 
sU!'Plus of not less than 1.1 billion pesos during ca.lendar 1964. 

The Colombian Government WIlS urged by Embassy officials to pre
pare all "conditions precedent" documents as soon as possible to assure 
minimum delay in disbursements. The termina.l date for the fulfill
ment of conditions precedent had been set in the loan agreement at 
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May 15, 1964, and the 1964 import budge!; (.which was prepared by 
the planning office with the teclmical assistance of a Harvard ad
visory group) was submitted to the AID Mission on April 22 1964, 
but the rest of the legal documentation was not submitted Wltil mid
Jull'. The conditions precedent were finnlly approved by Embassy'; 
AID officials on July 28, 1964, and the Finance Minister was informed 
of disbursement authorization on August 13, 1964-5 months after the 
loan was signed. 

The ma·tter was not yet resolved, however, as 0. new complication 
arose with respect to the problem of allocation of peso proceeds. 
This eventually led, in October 1964, to an amendment to the loan 
a~ement to incorporate the peso uses expressly among the officially 
defined purposes of the loan. The first dIsbursement under the loan 
was made on November 20,1964-8 months after signature. The loan 
was fully disbursed by March 3, 1965. 

C. THE ,411 MILLION LOAN, JULy 1964 

Although the United States had told the Colombians that it was 
prepared to negotiate a loan beyond $15 million only when it was 
satisfied that the revised exchange system was working satisfactorily, 
exchange reform was not pressed in the ensuing negotiations for an 
additional loan. This appears to have been due to 0. resur~nce of 
economic confidence despIte the continued air of political crIsis, lag
ging disbursements of foreign loans, and a poor 1963 harvest whiCh 
forced food prices up at a tIme when the Government was trying to 
hold down wages. 

A rise in world coffee prices encouraged the expectation of an addi
tional $70 million in export earnings. The net reserve position of the 
Bank of the Republic improved by $10.2 million. An additional boost 
to confidence came in April with the approval by the Export-Import 
Bank of a $17.5 million loan to Colombia's Hydroelectric Develop
ment Institute (Electroaguas) for five power projects. The Govern
ment also announced 0. 10-percent gasoline tax effective January 1964, 
and a general sales tax effective January 1965 as measures to reduce 
the budget deficit. 

The IMF continued disbursements on the 1964 standby agreement 
for $10 million during the first three quarters of the year. 

The United States seized upon the opportunity provided by this 
atmosphere of general economic confidence to make the strongest 
eft'orts to date toward economic development in connection with nego
tiations of the next loan agreement. Heretofore, program loans liad 
either been frankly political with the purpose of tidmg the country 
over an electoral period (as in April 1962 and March 1964) or had 
been primarily aimed at backing up 0. stabilization program (as in 
December 1962). Stabilization purposes continued to be important, 
but developmental objectives now received 0. new emphasis. 

In negotIation of the second 1964 loan agreement, the United States 
had two major sets of objectives. The first was with respect to Colom
bian policies for economIC stabilization and development. The second 
was with respect to the ground rules under which the loan would be 
disbursed. 
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With respect to Colombian policies for economic stabilization and 
development, the United States sought to support a Colombian pro
gram containing-

(1) Limitations on the increase of short-term debt. AID originally 
wanted an increase of no more than $10 million, subsequently raised 
this to $15 million, and then agreed to accept a Colombian letter of 
intent to reduco short-term borrowing. 
. (2) Limitation of imports to $440 million a year (which had been 
agreed to in March) and establishment of procedures which would 
reduce imports of raw materials and intermediate goods for luxury
type production in favor of capital goods. This presented no problem, 
though imports during the first 5 months of 1964 were slightly above 
the limit. 

(3) Prompt development and implementation of a specific progr&!Il 
to promote exports. In June the Government announced plans to estab
lish a single organization to coordinate trade policy and stimulate 
exports. It eliminated prior deposits on exports except for co1l'ee and 
,set u{l several committees to study export problems and recommend 
additIOnal sl?ooific actions. 
: (4) CreatIOn by November 1964 of an organization to undertake 
early completion of a comprehensive agricultural plan, including ef
forts to identify and work on priority agricultural problems with 
'('mphasis on those affecting the balance of payments. This was agreed 
to. 

(5) Colombian cooperation with a forthcoming UNESCO-AID 
study of primary and secondary educaMon, with the possibility held 
ont of assistance to education from the peso proceeds of the program 
loan. 

(6) A number of specific steps to improve tltx administration and 
collection. The United States agreed on tax advisers from the Internal 
Revenue Service to aid ill the colleotion of delinquent taxes and in ex
pediting the issuance of tax assessments. 

(7) Monetary policies which would avoid inflationary pressures. 
Without obtaining specific commitments, AID negotiators concluded 
that in general the actions of the Monetary Board during June were in 
the right direction, show('d tlle Board's control over the monetary situa
tion, and were adequate for AID's purposes. 

(8) A budget with a surplus on current account and an increase in 
investment. This proved to be the thol11iest question of all. Govel11ment 
activities were expanding-principally in the fields of education and 
counterinsurgency-and more funds were needed for current operating 
'expenditures. Few cuts s('emed advisable in the 1964 budget and a target 
was established of 1.1 billion pesos surplus on current account in 1964-
the same level that had been agreed to in connection with the March 
loan-and a target of 1.3 bilhon pesos for Government inv~stment 
during the year. AID also agreed to relense count-orPart up to $10 
million peso equivalent for investment projects if there should be an 
unforeseen shortfall in revenues. 

With respect to the ground rules under which the loan was to be 
disbursed, there were three issues-nddit.ionality for U.S. exports, ma
rine insurance, and forward procurement. 

The issue of additionality was destined to become one of the most 
vexing and complitated in the entire aid program to Colombia. It 
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arose because AID, for bll.lance-of-payments reasons, had long been 
following a general worldwide p01icy of tying its loans to U.S. 
procurement, except in a limited number of special cases. The compo
sition and source of Colombian imports, however, indicated that Co
lombia wn.s using AID loans to pay for goods which would have been 
imported from the United States anyway and was using foreign ex
change generated by its private sector to pay for incren.sed imports 
from other countries. Thus, instead of generating additional U.S. 
exports, AID loans seemed to be permitting the diversion of Colom
bian foreign exchange to third country procurement. 

The issue of marllle insurance arose because of an apparent con
flict between U.S. and Colombian laws. The U.S. law-section 604(d) 
of the Foreign Assistance Act of 1961, n.s amended-provided: 

(d) In providing 8ssistance in the procurement of commodities in the United 
States, United States dollars shall be made avallable for marine insurance on 
such commodities where such insurauce is placed on'll competitive basis in accord
ance with normal trade practice prevalllng prior to the outbreak ot World War 
II: Provided, That in the event n participating country, by statute, decree, rule, 
or regulation, discrIminates against any marine insurance company authorized to 
do business in any State of the United Stntes, ,then commodities purchased with 
funds provided hereunder and destined for Buch country shall ,be insured in 
tho United States against marine risk with a company or companies authorized 
to do 'Il marine insurance business in any State of the United States. 

The Colombian law provided that risks involving shipment to the 
final port of destination within Colombia be insured with companies 
legally registered in Colombia. 

In the spring of 1964, the State Department proposed to meet both 
the problem of additionality and the problem of marine insurance by 
taking a modest first step toward putting AID commodity financing in 
Colombia on a forward basis. Theretofore, AID loaDS hOO been retro
active. In effect, they had paid bills already incurred. This had been 
justified on the grounds that if funds were to be made available for 
future imports on normal credit terms, disbursements would be sub
stantilll1y delayed and thus would have no effect on Colombia's ability 
to meet current obli~ations or on its current credit position-ort what 
was probably more Important, its current political position. Disburse
ments had, however, been seriously delayed anyway. 

Forward procurement would allow AID to select in advance the 
categories of goods which it would finance and thereby hopeful1'\' 
insure that AID financing would result in additional U.S. exportS. 
Forward procurement could also meet the marine insurance problem 
by providing that AID-financed imports could be insured by any 
authorized company in the free world and that if the imports were 
on a c.i.f. basis, the U.S. exporter could contract for marine insurance 
in accordance with standard U.s. procmlul'es. 
It was therefore decided that $10 million of the first tranche of $20 

million of the new loan should be limited to forward procurement. It 
was estimated-on the basis of calculations which are not clear-that 
this would provide additional U.S. exports of $15 million. 

The loan for $45 million was signed on July 13, 1964. The AID 
Mission ,believed that the Colombian Government was dealing seriously 
with its financial problems. No specific item of performance was men
tioned runong the condi,tions precedent to initial disbursement. Prior 
to the signing of the agreement, a letter was obtained from the Minister 
of Finance outlining the policies which his Government intended to 
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follow. The loan agreement specified thwt disbursements of AID funds 
would be in three tranches: the initial tranche of $20 million ($10 
million of which was under the "prior notioo" 01' "forward procure
ment" system) following fulfillment of the basic legal conditions prec
edent, and the next two tranches of $15 million respbCtively following 
program reviews to be held during the months of September or October 
1964, and during January 1965. All of the last two tranches as well as 
half of the first tranche-i.e., $35 million in all-could be used for 
retroactive financing on goods delivered or services performed a~ter 
July 1,1963, as in the case of the previous program loans. As was the 
case under the March 1964 loan, monthly reports were to be made by the 
Bank of the Republic on the progress of the Government's fiscal and 
monetary program. The loan agreement carried the mini
mum statutory terms for AID development assistance lending, i.e., 10-
yel1r grace pei'iod at an annual rwte of three-fourths of 1 percent with 
a repayment period of 40 years at 2 percent interest. Pesos accruing 
from the loan were to be set aside in a separate account in the Bank of 
the Republic until such time as their uses had been agreed upon by the 
United States and Colombian Governments. In the opinion of high 
Agency officials: "As a piece of development economics and as a pro
posal for negotiating strategy this is one of the best program loan 
papers tha.t we have received." 

D. ECONOllrIO CRISIS, 1064-60 

The summer of 1964 might be termed tile calm before the storm inso
far as the Colombian economic situation was concerned. The Bank of 
the Republic quarterly report for May-August, showed stead~ gains 
in most fields of monetary and fisclI:I policy. During that perIod the 
Bank maintained its credI't o,Perations below t~ d ceiling. In fact, the 
contractionary monetary polIcy was so successful that it sparked 0. 

public debate between Cabinet Ministers as to the possible effects of 
such rigid controls on the development of the economy. In August, 
the Monetar~ Board yielded to pressures (especially from merchants 
suffering from depressed retail sales) and lowered the marginal reserve 
requirements 10 percentage points, thus freein~ directly over 100 mil
lion pesos for commercial bank lending. Durmg the same period no 
sigI'!ificant developments occurred in the fiscal accounts, although 
Embassy officials estimated that given existing re"lenue patterns and 
the likelihood that investment spending would increase, the year's 
surplus would probably be around 950 million pesos, somewhat short 
of ,the target set during the loan negotiations. 

Certain rumblings beneath the surface, however, foretold impend
ing financial upheaval. The loudest rumble was the cost of maintain
ing the free exchange rate, which came to $24.2 million during the first 
7 months of 1964. A portion of the cost was explained by the flight 
of capital in April and May when devaluation was feared. A second 
point of concern was the repayment by the Bank of the Republic 
of almost $48 million of public short-term debt to the Fedel'lll Reserve, 
the Export-Import Bank, and U.S. commercial banks. Wl1ile this proc
ess did not si~ificantly alter the Colombian gross reserve position, it 
was accomplIshed by accumulation of an even shorter term debt 
through acceptance drawings and swapiJ. Some observers felt that had 



AlD disbursements followed their ant:!cipated course, such acceptance 
drawing probably would not have been ilec~ssary. In addition to the 
public sbort-term debt problem, private short-term foreign borrowing 
had become increasingly common under a procedure of commercial 
bank endorsement desIgned to circumvent the tight domestic mone
tary policy. About $13 million was borrowed in this way during the 
first 6 months of 1964. 

On August 1, President Valencia and Finance Minister Calle pre
sented their proposed 19G5 national bud~et to Congress. It called for 
exponditures of 4.4 billion pesos, of wInch 3.3 bilhon pesos were for 
operating expen&'s (compnred to 3 billion in the 1964 budget) and 
1.1 billion were for investment (compared to 1.2 billion in 1964). 
Despite the general euphoria which had recently prevailed, the PresI
dent stressed tho bleak realities of the Colombian fiscal situation, ad
mitting that the budget did not meet the Government's responsibilities 
for either current operations or investment. He pointed to the fact that 

:by law revenue estimates were based on 1964 collections (and thus on 
1963 incomes), while expenditures had to faee the price inflation which 
-had occurred and was continuing during 1964. He placed himsolf 
implicitly in opposition to recent. proposals to delay tne implementa
tion of the sales tax and of an income-tax withholding system by indi
cating that the Government might be forced to use authority under 
the new Organic Budget Decree to revise revenne estimates and re
lJuest corresponding new appr0p,riations if so required by "extraor
dinary economic circumstances.' The latter referred to the conflict 
between revenue inflow, based on 1963 prices, and expenditure outflow, 
based on 1965 prices. An obvious risk was that investment spending 
would fall in real terms, even if in current terms the Government was 
adhering to the level agreed to during the loan negotiations. Also, 
ColombIa's fiscal situation would cOlltinue to be serions until new taxes, 
such as the withholding tax and tho sales tax, were implemented. 

In accordance with the intentions it had stated during the loan 
negotiations, tho Colombian Government implemented two decrees 
under the special economic powers law which (1) permitted more 
effective actIOn against tax delinquents; (2) provided for the imple
mentation of the recently established superintendency of foreign com· 
merce; and (3) contained provisions for the control of private short
term credit by the monetary board. These measures stopped short: 
however, of including provisions for establishing a unit to administel 
the withholding system scheduled to go into operation January 1 
1965. 

By mid-October, the time of the first scheduled program review un· 
der the loan agreement, little additional progress had been made to· 
ward further stabilization of the econom;y. One Jlositive achievemen1 
was the control of the price inflation which had plagued the first haJJ 
of the year, and which was stemmed with the help of favorable cropl 
after the middle of the year. This development was largely offset bJ 
the abolition of the coffee retention which Jlreviously had financed ex 
cess coffee stocks on a noninflationary basis. Tho retention tax involvec 
the requiremont that exporters dehver to the National Coffee Fund 
without componsation, a specified percentage of any coffee they ex 
Jlorted, either in kind or by payment of an equivalent amount in cash 
It was first imposed in 1958 to allow the Coffee Federation to absorl 
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excess supplies without incurring further losses. However, as a con
cession to growers, the retention was drastically reduced at the time 
of the main crop at the end of each year. After the 1962 devaluation, the 
retention tax was virtually eliminated in February 1963, as a result 
of pressures from coffee exporters, while the surplus added to stocks 
remained substantial. Thus, throughout 1963 and 1964, the Federation 
of Coffee Growers had increasing recourse to the central bank to 
finance these coffee stocks. The peso became increasingly overvalued 
and imI?ort pressures increased. 

PolitICal deterioration continued in September, and the resulting 
loss of confidence led to increasing pressure on the free-market rate of 
exchange. 

On October 24, with capital flight increasing, the Bank of the 
Republic terminated its support of the free market, because it was 
proving too costly. Four days later the U.S. Ambassooor and AID 
Mission Director requested Immediate release on an urgent basis of 
the $15-miIlion loan which had been signed in March. They under
lined that in view of the economic measures taken by the Colombian 
Government in past days to restrict capital outflows and to achieve 
0. more realistic exchange rate, the availability of the $15 million 
credit might be an important factor in bolstering tho Uovemment's 
financial position and In contributing to political stability. Approval 
from Washington was given immedIately, and disbursements began 
on November 20, 1964. No such rapid action was taken on the still
unreleased first tranche of the JUly loan! however, because of the 
unresolved issues of marine insurance diSCrImination and clarification 
of the forward procurement portion of the loan. 

Colombians were bitter over U.S. insistence on these points. 
1. Effects of terminating support of free exchange rate 

In the fall of 1964, Colombia had three foreign exchange rates: 
(a) The coffee rate, which applied to dollars earned by coffee 

exports and to dollars brought into Colombia for petroleum invest
ments. This was 7.30 pesos per dollar. 

(b) The certificate rate, which applied to certified imports, stu
dents, and governmental transactions. This was 9.00 pesos per dollar. 

(0) The free rate, which applied to noncertified imports and to so
calleil minor exports--that is, everything except coffee, petroleum, a.nd 
bananas. Until October 24, the free rate was 9.98 pesos per dollar. 

The Government's decision to stop supporting the free rate and to 
permit it ,to rise had some of the effects of a devaluation. Minor ex
ports were encouraged, but the dollars thus earned became cor
respondingly more expensive in peso terms. The effect on the economy 
as a whole was inflationary, and the Government was forced to resort 
to deficit spending in order to maintain current expenditures. Further.1 
the increasing spread between ,the free rate, on the one hand, ana 
the coffee and certificate rates, on the other hand, intensified the dis
tortions which are inherent in tl multiple-exchange rate system. 

As the free rate rose during .the first weeks of November, the Mone
tary Board took action by permitting the commercia~ banks to retain 
for resale up to 40 percent of exchan~ eamed by mmor exports and 
lowerl'd the coffee reintegro (that is, the fixed amount of dollars per 
bag which the exporter had to surrender to ,the Government). The first 
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measure increased the supply of exchange and the second reduced the 
demand for it. The result was ,to stabilize the free rate between 12.50 
and 12.70 during the remainder of November and into December. 

This stability was shortlived however. In early December, the free 
rate rose above 13 pesos per dollarhwhile sales in the certifioate market 
exceeded $17.5 million in 1 day. T e gross reserves of the Bank of the 
Republic fell to about $70 million, the lowest level in 15 years. To 
complicate matters, the monetary situation during this period was 
loose. The Monetary Board had intended to create the opposite effect 
by raising domestic reserve requirements 3 percentage 1?oints in early 
November, but there was little initial compliance WIth these new 
levels by the banking system under the pressure of normal increased 
Christmas needs. Unusually large Government borrowing from the 
Bank of the Republic in December also contributed to increasing 
monetary liquidity. The IMF withheld the ,final tranche of t.he 1964 
standby. In order to halt a further diminishing of confidence in the ex
change system, the Bank of the Republic in Decem'ber borrowed on 
short term $30 million from the U.S. Federal Reserve System. Antici
pating similar problems in 1965, the Bank at the slLme time initiated 
negotIations WIth U.S. commercial banks to convert its acceptance 
lines into 5-year loans. 

Before adjourning in mid-December, the Congress approved the 
Government's 1965 oudget proposal. In real terms, this budget was no 
lar~el' than that of 1!)64, but it wns based on an even ~reater level of 
inflationary deficit financin~ because of the terminatIOn in 1964 of 
the 20-percent surcharge on mcome taxes. In an atmosphere of Govern
ment leadership weakness, and general 1?olitical oppo~ition to new 
financial burdens, public protests and strIke threats erupted a~ainst 
the sales tax scheduled to go into effect on .January 1, 1965. A bIll for 
repeal was introduced in the Congress, but failed for lack of time 
before adjournment. 

Although the Government wns publicly insisting that devaluation 
was unthinlmble, it seemed to be viI'tually inevitable. 
~. U.S. response to the economio crisis 

The first review of Colombian economic performance under the 
terms of the July 1064 loan of $45 million, none of which had yet 
been disbl\l'sed, was held in Septembel' and October. It was found that 
while some additional ,progress was needed, the Colombians had not 
only met the specified conditions precedent for release of the first 
tranche, but that their overall efforts had satisfied the conditions 
precedent to the second tranche. 

On this basis and on the basis of indications that the exchange rate 
might be r(lfol1llCd in the ncar fulure, AID administrators in Wash
ington recommended increased flexibility regarding the marine insur
ance and forward procurement problems so that release of the entire 
$45 million could be negotiated on a basis which would permit imme
diate relief to 1-,]lC Colombian foreign exchange position. 

In December 1964, the Colombian Government agreed to place in 
operation as soon ~s possible the system of forward procurement, !liP
plied to $10 million of the first tranche. This system would include 
provisions to assure that imports financed by Alb loans were covered 
oy marine insurance placed with any authorized company in the free 
world. It was suggested that if the imports were financed on a c.i.f. 
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accordance with standard U.S. procedures. Colombia agreed that this 
procedure would be put into effect under any future loans negotiated 
between the two governments. 

The United States reserved decision on the release of the third 
tranche of $10 million until after the January 1965 progrnm review. 
It was understood that this third tranche would not be subject to the 
forward procurement system, but would be available for retroactive 
financing. (This amounted to telling the Colombians that. they could 
run up oills in anticipation of getting the money to pay them.) 

AID requested letters of commitment providing for reimbursement 
financing to be opened on three U.S. oanks on December 28, 1964. 
9. Furtlter economic deterioration 

The new year opened in an atmosphere of general economic uncer
tainty. Speculati\'e activities increased and forced the free rate even 
higher (up to 15.:30 on February 17). President Valencia continued 
to msist that de\'ltluatioIl was politically unacceptable and openly took 
a pledge against it. The scheduled .January program review under the 
July 1064 loan agreement was postponed. 

The fiscal situation seemed to ease somewhat toward the end of 
January when the President avoided a general strike through Govern
ment-union negotiations. He established II. commission to review the 
sales tax against which the strike was to be a protest. The commission 
recommended a 13-point progl'llm which included imposition and/or 
revision of Vltriolls taxes, budgetary limitations, and issuance of de
velopment bonds, among other measures. The progl'llm was to be 
submitted to a special session of Congress to convene in March. 

The first quarter also saw II. drop in the New York price for coffee 
and II. dock strike in the United States which reduced coffee e~rts. 
As a consequence, reserves from export earnings increased less than 
seasonally despite the favorable response of minor exports to the move
ment of the free exchange mte. Although the Bank of the Republic 
repaid its December 1964 loan from the Federal Reserve in March 
1965, it was forced to dl'llw heavily on the new credits obtained in 
January from U.S. oolllmercial banks. 

Toward the end of March the country was shocked by It series of 
kidnapings and increased rurnl violence which culminated in the 
murder of former Development Minister Harold Eder. At the least 
the assault Cltllserl people of means to consider abandoning industrial 
or ngricultul'lll expnnsion plnns; at the most it caused them to con
sider cnshing in their holdings nnd leaving Colombia, on the simple 
theory of sll.fety first. llinewed pre~ure developed 011 the free rate of 
exchange. The special session of Congress was postponed until the end 
of AprIl, and there was doubt that significant actIon would be taken 
before mid-.Tune, if at all. 

Finance Minister Calle resigned on March 28 and the program re
view was again postponed, but. 'Vnshingion was doubtful that release 
ofthe $10 million tranche could have been justified in any event. 

The new Finance Minister, Hernando Duran Duss'an, maintained 
that Colombia was interested in the tranche and II. joint working group 
was established at the end of April to review statistical data. However, 
little progress along this line was made. 
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In June 1965, the forward procurement portion ($10 million) of 
the first tranche of the July 1964 loan was firially released when agree
ment was reached with Colombia on the list of commodities eligible for 
forward procurement financing. At the same time USAID authorized 
the immediate disbursement of 80 million pesos of counterpart from 
the loan to be used for private sector credIt through the Private in
vestment Fund. At the tIme this decision was reached, thel'e was some 
discussion as to the possibility of releasing the $10 million on an ad
vance commodity import financing basis; that is, upon decision to re
lease the funds, the checks would be deposited immediately in U.S. 
banks desi~ated by the Colombian Government, which would then 
agree to utIlize $10 million of its own free dollars under AID procure
ment proo:ldures within 270 days. This procedure was discarded, how
ever, because there remained some possibilities of further problems of 
additionllJity, and also because no basic decisions could be reached at 
that time by the Colombian Government on major economic reforms. 
As a lesult, the dollars were not actually made available for disburse
ment until the confusion over the new forward procurement pro
cedure was ironed out in November of 1965. 

Meanwhile, the special session of Congress which had convened in 
April droned through 3 months of inactivity with respect to the fiscal 
proposals which had been formulated by the Presidential Commission 
III February. One reason was thllt the Government did not press the 
matter vigorously. Finance Minister DUl'Iln preferred to concentrate 
his attention on working out the details of a tax on the sale of certifi
cate foreign exchange. He felt this measure would both generate the 
revenue necessary for budgetary balance [',nd resolve the difficulties of 
the country's foreign exchange system. 

Another reason lay in a statement attributed to President Valencia 
in the Colombian J?ress that the Government might be forced to legis
late in the economIC field under a state-of-siege decree in order to in
crease Government revenues. These remarks set off rumors that the 
President was, indeed, planning an eventual devaluation move, and the 
Senate Economic Committee voted to suspend hearings on tile Com
mission's proposals until the Government defined its position more 
clearly. However, subsequent actions by the President made it clear 
that lie was still adamantly against any form of devaluation. 

Part of Valencia's strategy to assuage public doubts was to send a 
high-Jevel delegation to Washington to negotiate new loans and seek 
refinancing of the short-term debt. h.ll the Colombian newspapers 
agreed that the Government had definitely rejected devaluation via 
any route, and that the major purpose of the mission in contractin~ 
these new loans was to aVOId the necessity for this "traumatic step. 
Valencia designated Finance Minister Duran Dussan to lead the dele
gation. The plan was halted, however, on June 21, when Duran re
signed because of the inaction nnd unfavorable response of the Con
gress to his economic policy. While he admitted that his ~olicy had 
been based on an exchange tax which was "not well received, ' he stated 
that the economic situation would worsen unless "adequate" remedies 
were taken. 

The U.S. position remained firm. The U.S. analysis led to the con
clusion that the best thing both economically and politically for 
Colombia would be a comprehensive, positive program which would 



make for dynamism in the economy in this preelection year. This 
program would include tax measures to achieve budget balance, 
measures to eliminate a Coffee Federation financial problem which 
had long-term as well as short-term considerations III view of the 
increased coffee production, and an adjustment which would make the 
certificate rate credible again so that commercial credit would not be 
impaired. 

In the State Department view, support of an incomplete program 
would undermine the total AID program in the U.S. Con~ and 
the aid effort under the Alliance for Progress in the rest of Latin 
America. This was quite apart from the fact that the Department 
did not believe it in Colombia's best interests to make itself more 
dependent upon foreign aid in order to achieve only barely passable 
economic circumstances. 

In Bogota, the Government's ambivalence was accompanied by a 
steady deterioration of the peso, which fell to almost 19.00 to the 
dollar in June under the stimulus of press reports of Duran's plan 
for a tax on the sale of certificate foreign exchange-a measure which 
would have amounted to devaluation. On June 30, the Government 
set a fixed rate of 13.50 for the purchase of exchange earned by minor 
exporters, leaving private capital transactions and most current invisi
bles at the freely fluctuating rate. On July 8, the Government further 
decreed that minor exporters had to surrender their exchange within 
90 days instead of the previous 180 days, and increased penalties for 
noncompliance. Notwithstanding, the free market hovered around 
20.00. Valencia maintained that he would continue the state of siege 
indefinitely and that the Government would legislate by decree. 

E. VALENCIA'S SECOND STABILIZATION PLAN, 1005-00 

The gloomy outlook changed dramatically with the appointment. 
in mid-July 1965 of Dr. JoaquIn Vallejo Arbeluez as Minister of 
Finance. 

Vallejo announced a stabilization program built around exchange 
reform t higher taxes, and a reduction in Government expenditures. 
ValenCIa accepted Vallejo'S plan immediately and requested Congress 
at the beginning of its regular session on JUly 20 to give the Govern
ment special economic powers to enact the program. After months of 
apparent govel'llmental inaction, the pubhc responded favorably to 
such deciSIveness, and the free exchange market strengthened from 
around 20.00 to 18.00. 

Valencia asserted before the Congress that the heart of the exchange 
crisis was the inadequacy of Colombia's exchange earning capacity, 
and that continued economic development thus depended on forei~ 
assistance. His pre-gram was designed to put Colombia's domestlo 
house in order and thereby justify such assistance. 

On .July 29, Vallejo submitted to Congress tlI(' request for special 
lJowers to implement his program of economic stabilization. The more 
lmportant provisions of the bill would authorize the Government to 
restn:cture its operations, reorganize the foreign exchan~ system, 
impose new taxes, renegotiate Colombia's foreign debt" and take action 
in the capital market. On August 14, Vallejo stated tile nature of the 
proposed exchange reforms, involviug principally the division of the 
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official (certificate) market by the establishment of 0. new, intermediate 
rate to apply to payments for certain imports and 80 percent of freight 
paY!llents. The Monetary Boord would be authorized to set the rate 
ill that market, to change it periodically taking into account foreign 
exchange availabilities and to allocate available exchange between the 
two markets. The Board of Foreign Commerce would be authorized to 
shift products from the preferential to the intermediate market 
(initial rates 9.00 and 13.50 respectively). 

On September 1, the I-louse Third Committee rejected Valencia's 
request for extrn.ordinary powers, and the President promJ.>t1y put 
the Vallejo plan into effect through state-of-siege decrees. BesIdes cre
ation of the new intel1nediate foreign exchange mte outlined a,bove, 
these decrees rnised the exchanfe rate for coffee from 7.67 to 8.50 pesos, 
levied income tax surcharges 0 20 percent on 1964 retroactively, and 10 
percent on 1965 income with a portion to be paid in the form of sub
scriptions to a new issue of 600 million peso.,; in national development 
bonds, and began the gradual elimination (f prior lmport deposits at 
the intermediate rate by reducing them 5 penent a month for 20 months 
beginning in October. 

The immediate concern of Colombian officials was over the cash needs 
for the first exchange auction under the new system September 9. The 
United States was sympathetic, but suggested that non-Government 
sources of short-term financing could be found and stalled on releasing 
t,he last $10 million tranche of the .July 1964 loan. Washington was 
increasingly of a disposition to deobligate this tmnche, but wanted to 
delay final action in view of the new stabilization efforts in Colombia 
and especially in view of various intimations during the summer that 
the tranche might still be made available. The Department of State 
expected to take account of the deobligation in detelwining the amount 
of new assistance, which it hoped could be negotiated by October 1. 
. By September 8, the United States had already established its nego
tiating position for assistance to Colombia over a 12-month perIod 
from October 1, 1!J65, to September 30, 1966. The recommen<Iation 
was for the approval of a program loan level of up to $65 million to 
be supplemented by a number of new commitments by the United 
States and other official financial agencies during the program year. 
The United States entered the negot.iations with substantially the 
sarna !lSS(>6Sll1ent of Colombia's long-term potential which had 
prompted large-scale U.S. assistance programs in 1963 IUld 1964, de
spite the country's disappointing performance in those years. This 
performance was attributed to faulty eX(lcution, but the United 
States felt t.hat the Colombian Government's currently proposed 1?ro
gram was intended to hegin a return to development. The Umted 
States placed its faith in Finance Minister Vallejo and the Liberal 
candidate for the Presidency in the elections of May 1966 as able, 
development-minded leaders. AID administrators cautioned, how
ever, that "failure to secure ('xtemal assistance would severely 
Hmit the chances of success of the program." U.S. financial assistance 
along with that of the IMF nnd the World Bank wns seen as crucial 
to restoring public confidence in the Government, its new Cabinet, nnd 
the reform measures. On the other hand, it was anticipated that with 
the proposed levels of assistance, the Government could carry out its 
reform program and successfully cope with its most acute economic 
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difficulties. Finally, the United States felt itself committed to provide 
"substantial" support for an adequate economic program. 

The AID loan was to be part of a joint assistance package including 
(1) an IMF standby of $36.5 million for the calendar year 1966, plus 
a rollover of an additional $48.5 million in repayments due in 1966, 
(2) an AID progmm loan for $65 million to cover n. program year 
from October 1965 to September 1966; (3) a U.S. Treasury stabiliza
tion agl'cement for $12.5 million; (4) Eximbank guarantees up to 
$15 mtllion; (5) additional amounts in agricultural commodities 
under Public Law 480; and (6) additional AID ,Project loans. 

In a statement of its policy, Colombia emphaSized n. "major ven
ture" of liiJcl'Illizing import re<,tl'ictions and eliminating delays in 
foreig"1l payments which had complicated the management of the 
l'xchang-e system and clouded overall economic perJ!ormance. This was 
to be accomplished by the September reform of tha exchange system 
cI'eating three separate markets, two of them official and the third 
fl·ee. In addition, Colombia said it would strengthen its revenue base, 
?bser~e maximum economy in its operating expenditures, and avoid 
mflatlOnary pressures. It forecast a current account budget surplus 
of at least 1.(; billion pesos in 1966. Quarterly limits were set. on the 
net amount of domestic financing by the Bank of the Republic and on 
the combined indebtedness owed the Bank by the National Federation 
of Coffee Growers and the National Coffee Fund. Finally, the Gov
ernment said it would obser\'e "all due prudence" in setting wage 
Ilnd salary sCllles in public employment, and progressively to abandon 
uneconomic pricing policies. 

Other elements of its economic policy included export promotion, 
tax reform, and the development. of education and agriculture. As a 
key provision of exchange rate policy, the intermediate rate was to be 
maintained at a level to encourage minor exports. 

The Government also now went beyond the temporary measures 
it had initiated in September of all income tax surcharge and the 
issne of Govel'llment bonds to l'esolve an emergency situation. As per
manent measures for balancing- the budget, the Go'vernment indicated 
its plans to revise the legislation and administration of the income 
tax, including- the application of new taxes (e.g., on the cattle in
dustry), an increase in the nnmbcr of taxpayers, and an incl'ease in the 
rate of existing- taxCR. Tux uclminiRtrntion would he reyisl'cl to rNluce 
evasion and cll'lay in collections and to establish systems for the pay
ment of the ineome tax in the sallle year in whICh the income was 
generated. 

It was estimnt('(l that a g-rowth rate of 5.5 percent would require a 
level of reimhl1l'sllhle impo11s of $40 million a month-that is, imports 
representing It charge on (,;()lombian fOl'eign exehange as distingmshed 
from those paid for abroad by foreign companies operating in Colom
bia. Relying just on its own resonrces, Colomhia wonld be able to ap
prove reimbursable import licenses of only about $20 to $25 million 
per month, hence the nel'd for suh::;tantial disbllrscments from external 
financing to rcach the target level of imports for adequate el'onomic 
development. 

AID incorporated all of these policy elements as prerequisites to 
the signing of the 1966 $65 million program loan. The backbone of 
the Colombian program obviously was the exchange reform already 
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in effect together with the import liberalization policy which would 
provide a means of testing the validity of the new 13.50 intermediate 
rate. ~he Colombian plans for agricultu~e nnd edu~ation. represented 
a sigmficant advance over those mnde In connectIOn With the 1964 
progrnm loan. The plnnned shift of mnjor responsibility for primary 
education from the Central Government to locnl governments wns a 
major step in view of the rapidly growing cost of primary education 
and tho sevore strain it placed on the nntio~al budget. 'Vith reg~rd 
to agriculture, the 1966 ~o~mula for tho first b~e ~rg~ted such sp'ec~fic 
areas as pricIng, marketmg, storage, and (hstrlbutlOn for prIority 
attention, as well as early institution of changes in the agrarinn reform 
legislntion. 

The disbursement of the loan was to tnke place in four tranches. 
The first $20 million would be relensed as soon as nn acceptable legal 
opinion wns rendered that the lonu ng-I'eement wns legnlly effective. 
]ollowinO' the close of each tranche period, there would be a joint 
review of the steps taken to implement the program and of statistical 
data directed to certnin specific indicntors (e.g., current nccount sur
plus). The final three trnnches of. $15 million ench would be relensed 
as soon as possible after December 31, lV65, Mnrch 31, 1066, nnd June 
30, 1966, ussuming satisfactory findings by AID ns a result of these 
reviews. 

AID nnd the Colombiun Government were still encountering severe 
difficulties in trying to move from retronctive to ndvance financing of 
imports under progrnm loans. It will be rl'called that $10 million of 
the first tranche of the .July 1061 loan for $15 million hnd been placed 
on a forward procnrement bnsis. This hnd not been successful becauso 
the new system wns not understood by the Colombian Foreign Trkde 
Superintendency and by Colombinn importers and becauso the Foreign 
Trade Superintendency was unable to procm,s import license requests 
quickly. As !\. consequence, not a single dollar was disbursed from this 
trancho until the end of 1065-16 months after the loan was signed. 

Tho snme forward procurement system, \\ ith simpler technicnl pro
cedures which hopefully would i'llcilitntl' ndministration, wns to be 
applied to the Decl'mher 1065 lonn. AID recognized, however, thut 
there would be a need to plovido for immedinte disbur~ement" at the 
Hme of the implementation of the first measlll'es under the stabiliza
tion progmm 111 order to gh'e confidence in the new l'xclutllO'e bystem 
and thus encourage the re('onstitut.ion of norllllll commercTnl credit 
lines nnd t!le, return of ~apitnl from al~rond . .It wns nO'reed, therefore, 
thnt $10 millIon of the lust tranche of 820 nl1l1ion ulI<ler the 1065 loan 
would be disbursed under the nch'ance commodity financing s~'stem
thnt is~ it would be made nvnilable immediatel" and would In eft'ect 
bo replnced within 270 days hy $10 million of Colombia'b own re
sources which would be used in accordance with the forwnrd procure
ment progrnm. 
Thi~ system limited AID financing to a posit.h·e list of eligible im

ports m an effort to prevent the shifting of Colombia's other resources 
~ no,n-U.S. p~oc!lrement. AID realized, however, that the bulk of 
IgentIfiable sluftmg a~ose from Colombia's efforts to utilize the 
bIlateml balances resultmg from sales of coffee in countries (mainly in 
~nstern Europe an~ Spain) with which Colombia had entered mto 
bIlateral compensatIOn agreements. Thus, in addition to the positive 
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list under forward procurement, AID officials suggested that in the 
long run the most effective way to deal with this problem was by seek
ing to remove the necessity for such agreements by promoting agri
cultural diversification-a very long run undertaking indeed. 

The marine insurance prOblem was solved by agreement that aU 
orders be placed on a c.i.f. basis. In practice the result was that almost 
aU of the marine immrnnce was placed in the United States. 

The United States authorized tJ'e loan agreement on November 9. 
By the"third week in N o\"embel' t.hl' Colombian Government had secured 
Ule advice and consent of the Congressional committee. Vallejo 
delayed signing, however, in order to deal with a Government-wide 
strike for wage lllcreases

j 
and at the same time build up political sup

port for the new taxes 1e bel ieved necessary to cover the increases. 
The loan was signed December 20, 1965-repayable in dollars in 40 

years, with a 10-year grace period for r('payment of principal, and 
with interest at 1 percent during the grace period and 2.5 percent 
thereafter. Checles for $10 million-the advance commodity financing 
half of the first tranche-were deposited a week later to the account of 
the Bank of the Republic in two U.S. banks. The balance of the first 
tranche was made available for forward procurement at abo~t the 
same time. 

On December 13, AID deobligated the last $10 million from the 
July 1964 loan. 
1. The first program, review 

The loan negotiations had contemplated that the first program re
view would be held immediat(Jly after December 31, 1965. However, 
the loan was not signed until December 20. The review, though ostensi
bly limited to the October-December 1965 quarter, actually covered 
Colombian performance over the 5-month period through February 
1966 and was carried out under the shadow of congressional elections 
in March and the presidential election in May. 

In short-range terms of economic stabilization, the reviaw was gen· 
erally hopeful. The wage-price reaction to the 1965 devaluation was 
far less marked tIlO.U that which followed the devaluation of 1962. 
Immediately folIowinO' the H)65 action, the Government moved to hold 
down price increases. 'it issued regUlations opening company commis
saries to the genl'l'IlI public, sent out trains WIth price-controlled 
articles of prime necessity for sale, jailed some speculators, and refused 
some price increases bv large companies. Liooralization of imports 
also contributed to ho1<1ing prices back, as did the Government's post
devaluation wage policy. In the fall of 11)65, most Central Govern
ment employees received wage increases avel'llging 25 percent on the 
grounds that they had not l'N'pived pay increases for 2 or 3 years and 
that their cost of lidng had risen con'ndel'llbly during that period. By 
not relating these inC'l'eases to the d('\"aluation and by minimizing 
publicity about tlwm, the Go\"c1'llment llIlcl some sUCC('ss in limiting the 
spillover effect into the private sector where wage settlemellts in late 
1965 and early 1966 wel'e genel'lllly ill the range of 15 to 20 perccnt. 

As a consequence, Colombian officials estimated that prIce increas&! 
during 1966 would avel'llge no more than 11 percent and pC':ohaps 
substantially less. 
. The final quarter of 11)65 also brought a considerable improvement 
m Colombia's balance of payments and foreign exchange pOSition, with 
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an attendant liberalization of import licensing, virtual elimination of 
commercial arrears, and assurance of financing for a much hi~her im
port level in 1966-in major part, of course, through the new mfusion 
of foreign assistan(!e. 

In J Muary 1966, the Government devalued the coffee exchange mte 
from 8.50 ,to 8.94 to compensate the Coffee Federation for a reduction 
in the retention and an increase in the domestic price. Most of the 
revenue thus losl~ was to be made up by an immediate shift of some 
$35 million of additional import payments annually from the prefer
ential to the intermediate import rate. This measure was taken because 
the coffee exchange rate differential was at that time the largest it 
had ever been, and the coffee sector had not benefited in any way from 
the exchange reform of September 1965. At the same time the Finance 
Minister warned the public that the intermediate rate was flexible, and 
gave Embassy! AID assurances that the Government was periodically 
reviewing thIS rate to determine whether it provided sufficient incen
tive to encourage the growth of minor exports. 

On the import side of the ledger, the Government succeeded in reach
ing the goal of placing 75 percent of all registrations in the inter
mediate market during the la'lt quarter of 1965. The Government also 
moved rapidly ahead in its import libernlizat.ion program, meeting 
ahead of schedule its program targets in this field. More than 25 per
cent of all imports were freed from licensing restrictions by J nnuary 
1,1966. 

The Bank of the Republic remained well below credit ceilings 
during the last quarter of 1965 because of an unexpected buildup 
in net reserves. At the same time, it was possible to foresee 0. budgetary 
crisis. The stabilization program of September 1965 had achieved a 
temporary fiscal balance through a series of one-time measures, such 
as temporary income tltX surcharges and fOl'ced sale of Government 
bonds. It WaB estimated that these measures, together with the in
creased customs receipts resulting from devaluation and import liberal
ization, would generate enough revenue to permit an increase in the 
Government's investment budget to more than 25 percent above 1965 
levels without recourse to inflationary deficit financing. But in early 
1966, the Government WItS faced with new preSSUl'es fOI' higher ex
penditures. 

Subsidies which cost 5 million pesos a month in cash plus a million 
pesos in Government bonds had to be provided to urban transit com
panies in order to avoid fare increases during the electoral period. 
Pril !try school teachers staged 0. nationwide strike during February 
and March 196(;, in an effort to obtain salary increases comparable to 
those granted secondary school teachers in October 1965, The teachers 
also demanded an increase in the national budget for education over 
and above that provided for in the initial 1966 budget, which increasl'd 
the Education Ministry's share of the total from 14.4 to 14.9 percent. 
In the absence of congressional approval of incrcasl'd taxes, the Gov
ernment could not commit more than 25 million pesos to meet the 
teachers' demands, and the strike continued through Mar~h, 

The Government had submitted to Congress a tax progmm which 
included such reforms as income tax withholding-something which 
had been announced in 1964 as intended to be instituted in .J anuary 
1965 but which was still pending in 1966. The program also includeil 
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the decentralization of financing for primary education and gave de
partments (states) the right to levy real estate taxes for this purpose. 
The Government felt that implementation of this property tax plan 
was crucial to the long-term solution of the problem of financingpri
mary education, but with the approach of the March elections Con
gress deferred action and the Government was unwilling to use its 
state-of-siege powers to act by decree. It was felt that the imposition 
of new taxes would give ex-dictator Rojas Pinilla a political advantage 
in his attempted comeback. After the elections, it was felt that such 
sweeping measures should be left for the incoming administration. 

Another gap in Colombian accomplishments during the first pro
gram loan review period was in the field of long-term development 
planning. A low priority was given to planning during most of the 
Valencia administration which concentt'ated its efl'orts largely on the 
preparation of projects to be submitted to foreign lending a~ncies 
under the aegis of the IBRD Consultative Group. Inadequacies in 
the planning effort were apparent, not only in the Department of 
Planning, but also in the planning offices of tIll' Ministrie~ which were 
badly organized and inadequately financed and staffed. \.Joordination 
between the Department of Planning and the planning offices in the 
Ministries also was lacking. A plan to use state-of-slege powers to 
l'OOrganize and increase the planning office staff was abandoned be
cause of the opposition of several Cabinet members to the use of such 
powers for the administrative reform of a Government department. 

On balance, AID found that Colombian performance in foreign 
exchange, foreign trade nnd monetary fields WIIS geneml1y good to 
excellent. Progress toward fiscal objectives was moderate. Develop
ments in the prices of food were least satisfactory (due to a drought) 
and prices in general seemed to offer the most troublm;ome prospects 
in coming months. 

US.A.ID/Embassy thus recommended thnt 'Washington approve 
the second tranche of $15 million under the forward procurement sys
tem. In view of the improved Colombian financial situation, no further 
releases under the system of advance commodity financing were in
dicated. The recommendation was approved and the letters of com
mitment issued in late March 1966. It was apparent, however, that 
the outgoing Valencia administration was reluctant to undertake any 
further comprehensive reforms because of t,he possible political con
sequences in the forthcoming elections. In the circumstances, one 
could onlI_ conclude that these same political consequences were a 
factor in U.S. action releasing the second tranche. 
f. TIle second p1'ogratm review 

The second program review was held May 11-16, 1966, in an atmos
phere of optimism. The National Front liad won the congressional 
elections in March, though with less than the two-thirds maJority nec
essary to give it control. It emerged with majorities of 67 to 39 III the 
Senate and 107 to 83 in the House. The size of the vote increased from 
about one-third of-the electorate in 1964 to about 40 percent, but the 
most significant gains were once more made by the followers of Rojas 
Pinilla who elected 17 members of the Senate and 36 members of the 
House. On May 1, Liberal Carlos Lleras Restrepo, a distant cousin of 
former President Alberto LIeras Camargo, was elected President by a 
vote of 1.4 million to 600,000 over his little-known opponent who had 
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Rojas' backin~. Llerns Restrepo, a distinguished lawyer-economist, 
was widely haded as the man who could get Colombia moving again, 
and his inauguration in August was eagerly awaited as an event which 
would inject new dynamism into Colombmn life. The Valencia gov
ernment was justifiably pleased with itself for having survived 0. diffi
cult 4 years. The difficulties of the transition would come later, as 
would the effects of the inevitable interregnum between election and 
inauguration. 

Meanwhile, the general euphoria was heightened by an upsurge of 
economic activity as the V alencia-V IlJlejo stabilization progrnm began 
to produce results. Retail sales and industrial output increased. So aid 
imports, as the Govel'llment pressed its libernlizatlOn policy. By April, 
about 50 percent of total imports had been freed from prior licensing, 
and about 80 percent. had been shifted from the preferential to the 
intermediate rate of exchange. 

A part of the increase in imports was due to the rebuilding of in
ventories and the elimination of indllstrial bottIenecl{s. But 0. part 
was based on d jllbt of the country's capacity to maintain trade libernl
ization at the pr('vailing preferential and intermediate exchange rntes. 
The Government hoped to protect these rates by a tight money policy 
which wuuld presumably make it increasingly difficult for importers 
to obt~in financing. Technical problems of administering bank reserve 
requirements and rediscounting procedures, however, as well as a 
statistical lag in report iug bank credit, tended to vitiate monetary 
controls and meant that the Bank of the Republic's credit was in fact 
greater than it IIppeared. 

Some doubts also arose that the 13.50 rate still offered 0. sufficient 
incentive to minor exports1 but these doubts were not pressed in the 
face of Colombian oppositIOn to devaluation. 

'With resp('ct 10 fiscal policy, the Government met the targets 
stjr~!I\1ed in its Ipt,ter of intent for current account surplus and 
reductions in operntin~ expf'nditures, but its tax proposals were still 
stalled ·in Congress. HIgh current tax collections from the income tax 
surcharges levied in the fall of 1965 removed some of ,the pressure for 
immediate action on new revenues. Meanwhile, 'problems of trnnsition 
from the Valencia to the Llerns Restrepo admimstrntions slowed down 
preparation of the supplementary budget which was needed to insure 
mlllntenanCI3 of investment levels In ,the latter part of 1966 and 1967 and 
also preparation of pluns for installation of the much-postponed in
come tax withholding system, now contemplated for January, 1967. 

Upward pressures were felt on prices, but the Government still 
thought the 1966 increase in the cost of living would be in the range 
of 10 percent. 

The area of lowest Government activity was again that of planning. 
Attempts to achieve si~lIificant structllral chang(\'l in the Planning 
Office were not sllccef>sf.t1, and fllrthcr effol1s awaited the investiture of 
the new Government. 

Agricultural planning followed the same general pattern. A fund for 
n~ricultural finance W"U'l created in the Bank of the Republic to pro
VIde funds to institutions with progmms of supervised or direoted 
agricultural credit, and the Minist.ry of Agriculture made some prog
ress in addit.ional financing and stliffing of its own planning organI
zation. But managemcnt WitS a problem

i 
and thm'c was almost no 

coordination with the specialized agricu tural agencies such as the 
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Land Reform Institute and the Agrarian Bank. Revision of the 
~grarian reform legislation wns clenrly to b~ left to the incoming 
Government. 

On balnnce, the U.S. representatives concluded that despite the 
various shovtcomings in Colombian performance, the new, libernlized 
economic progrnm which wns the basis for the lonn hnd begun to show 
results and thnt the "positive forces" which it hnd set in motion had 
continued to gnin momentum. The forthcoming innugurntion of Cnrlos 
Lleras Restrepo gave ndditional grounds for optimism. The AID Mis
sion thus recommended and Washington concurred, that the third 
tranche ($15 million) of the loan be released under the forwnrd pro
curement system. By mid-June the letters of credit had been issued 
to the account of the Bank of .the Republic in three U.S. banking 
institutions. 

During the review period the World Bank also indicated its fnith in 
the pro~essive nature of the incoming administmtion nnd the lender
ship of Carlos Llerns. Shortly after the presidential elections, it an
nounced the approval of two major development loans to Colombin
$25 million for five finaneieras (private development finnnce com
pnnies) nnd $16.7 million to be administered by the Agrnr.inn Bnnk 
(Gaja de GrMito Agrario, Industrial y Minel'o) for the purpose of 
livestock development. 
S. The third program review 

The third program review under the December 1065 lonn was held 
from July 25 to August 2, 196B-the week before Lleras Restrepo took 
office. It had been ngreed thnt officinls of the incoming administration 

.would pnrticipnte, but mnny of them were absent from Bogota. and 
the linison was limited to the presence nt several meetings of the in
coming Finance Minister and hend of the Plnnning Office. 

The situation had not changed much from the tlIlle of the second 
review in Mny. The Government had continued its import libernliza
tion policy, going even beyond its stated intention, so that by July 23, 
ae percent of nil Imports were nt the intermedinte rnte and 66 percent 
on the free list (i.e., free from all quantitative licensing restrictions, but 
subject to the 13.50 intermediate exchnnge rate). In the first 6 months 
of 1966, net internationnl reserves had improved by $62.0 million, com
pnred to the target of $15 million. Net Bank of the Republic credit to 
the Nationnl Government declined 269 million ,Pesos during the April
June 'luarter1 lenving the Bank with n morgm of 330 mIllion pesos 
under Its ceilmg on June 30. At tile same time, the Monetary Bonrd 
hnd revised redIscount procedures to mnke credit restrictions more ef
fective nnd to correct some of the ·technicnl difficulties which hnd been 
noted in this respect during the Mny review. Prices remnined reas
onnbly stable, the threat of n general strike was n voided, and in June 
Vnlencin-though still refusing to promulgnte his major tax propo
sals by decree-did use his state-of-siege powers to enact a series 
of taxes barely sufficient to nvoid n budget deficit. These included a 
stamp tax on foreign travel, increased income taxes for foreign resi
dents, an automobile tax, tnxes on cattle operntions, incr~nsed snles tax 
rntes, and a public works nssessment tnx. 

But while the sky overhend remnined clenr, the clouds on the horizon 
were dnrkening. Tnere was evidence t.hnt the, 13.50 rate was overvnlued. 
It hnd not stimulated minor exports which, on the contrary, had fallen 
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below projections (though this was at least partly attributable to B 
decline in international prices for such commOdities as sugar, cotton, 
and tobacco). The improvement in the Bank of the Republic's reserv~ 
position was seen as stemming from transitory developments. Receipts 
from coffee exports during the first half of 1966 had exceeded expects
.tions, and the Bank received an additional windfall in July from the 
fact that the sale of exchange for import payments was less than 

.expected. One reason for this was the improvement in suppliers' credit 
terms. A more significant cause was the time lapse betwoon rewstra
tions and actual payments. Whereas $94: million was spent for Import 
payments during the April-J une guarter, disbursements of $120 mil
lion were projected for the July-September quarter as a consequence 

(of the very heavy import re~istrntions of March and April. 
The Bank of t)le Republic s margin of 330 million pesos under the 

ceiling on net credit to the Goverument was the result of the one
time effects of the 15-percent surcharge tax collection and of delays in 
implementing the Government's investment program. Further, a 
larger-than-estimated coffee crop, combined with falling international 
prices and domestic monetary tIghtness, forced the Coffee Federation 
to borrow 42 million pesos more than its subceiling from the Bank of 
the Republic. 

The taxes decreed by Valencia in June, while something of an B.C

.complishment in themselves, served only to prevent a decline in the 
real levels of Government investment. No prOjections of revenue needs 

-and sources was prepared in connection with the 1966-67 supplemen-
-tal budget, and neither had the Lleras Restrepo tellJD formulated its 
.own fiscal program. 

Finally, price stability had been achieved by Il larger volume of im
ports and by strict frice controls on essential goods. It WtlS doubtful 
-If either the level 0 imports or the price controls could be sustained, 
and indeed a number of requests for price increases were left for the 
next Government to resolve. 

Thus, although the Government had managed to moot all the quanti
·tative targets under its commitments, forces were at work to under
-mine the temporary equilibrium created by the stabilization program. 
Colombian officials were reluctant to recognize these forces. They 
strongly resisted suggestions that the 13.50 intermediate exchange 
rate was overvalued. They pointed out that import pressure had dimin
ished somewhat, that demand for exchange had not risen, that the free 
rate had strengthened, and that capital imports had been resumed 
·through the free market. From this, they concluded that the earlier 
·run on imports had been against a feared reversal of trade liberalization 
and not against the rate structure and that public confidence in the 
.exchange SItuation had been fully restored. They did admit that if the 
international coffee price were to drop below the then current level of 
48 cents, it would be difficult to maintain the 9 peso preferential rate. 

On August 11-4 days after Lleras took offioo-USAID recom
mended release of the fourth and last tranche of $15 million of the 
December 196-5 loan. Washington concurred, and the letters of com
mitment were issued on three U.S. hanks during the latter part 
.of August. (It should be noted that although t.he entire $65 million of 
the 1965 loan was committed by the end of August 19r" , '')lllv about 
:$45 million ·\Vas actually used by December 31. The (' l(lm;m~'ll Gov-
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ernment did not make complete use of the 101m until the end of 1967.) 
The dominant factor in Colombia in the summer of 1966 was the 

understandable and strong: inclination on the part of the Valencia. 
administration to leave to Its successor ,Problems which did not require 
immediate attention. As one of ValencUl.'s Ministers put it: "The pilot 
is coming in for landing and does not want to encounter storms." 

The pIlot landed safely. The storms were encountered by his suc
cessor shortly after takeoff. 

F. BEGINNING OF TIlE LLERAS RESTRFJ.>O ADMINISTRATION 

The two positive legacies which Valencia left to Carlos Llems were 
progress in subduing rural violence and the at least temporarily re
furbished economic situation nchieved under the Vallejo stabilization 
plan. Accordillg to Tlte Economi8t, the political stage was set for 
President Lleras Restrepo. All he had to fight was apathy, obscuran
tism vested interests, and the near-impossibility of gettlOg a two
thirds majority in Congress for any measure that really mattered. He 
1'.1so, it might be added, had to face the consequences of the fact that a 
good deal of the success of the Vallejo plan had been attributable to 
foreign loans, which had now been fully committed, and to post
poning decisions. 

Lleras attacked these problems energetically. He presented a compre
hensive constitutional reform program to Congress which would, 
abolish the two-thirds requirement and make it possible for Congress 
to aot -by a simple majority. The program also included provisions 
designed to force Congress to make faster decisions, especially on 
socio-economic bills, and to strengthen executive powers in financial, 
social, and economic areas. 

This was, in effect, an unusual effort by a President to persuade a 
legislative body to assume more rather than less, responsibility; more, 
rather than les3, power in the Government. The Colombian Constitu
tion gave the President extraordinary p!>wers to legislate by decree 
during a state of sieg-e, which the President himself c<.,-ld declare
presumably on occnslOns of a breakdown in public order. t'ublic order 
had been steadily improving in Colombia for 10 years, but for most of 
this time-indeed, fur most of 20 years-the country had been under a 
state of siege, simply because all the Presidents concerned had found 
that they could not accomplish anything without the use of state-of
siege powers. Unless decrees issued under a state of siege were approved 
by Congress, they expired when the state of siege was lifted. Thus, 
there was a further incentive to Presidents not to lift states of siege. 
As Lleras was to point out time and again over the coming months, this 
was an abnormal situation and derogatory of representative self
government. 

It did not, however, prove easy to persuade Con~ that the situ
ation should be otherWise. By uslOg the two-thirds rule to stall action 
and forcing thl' President to legislate by decree, Congress forced the 
President to assume the full political reSponsibility for unpopular ac
tions. Thus1 members of Congress had the best of all worlds-they 
knew that In an emergency, the President would do what had to De 
done, and they also knew that they would then be free to criticize him 
for it. 



710 

Lleras Restrepo did not quite dare to abandon his state-of-siege 
powers, butr-as 0. tactic to force o.ction on congressional reform-he 
aid frequently refuse to use them, or delay using them until the 
eleventh hour. 

On the economic front, Lleras cast aside the cautious at~itude of the 
Valencia administration with resped tb further import lib'3ralization. 
Effective August 21, 1966, he transferred all imports still under the 
preferential rate to the 13.50 intermediate. rate and nt the same time 
transferred additional items to the free list, so that t.he free li'it COlli
prised 80 percent. of all imports. The effect of Lleras' action on the aver
age import rate represented a devaluat.ion of about 10 percent. At the 
same time, howeveI', he increased the buying rat(' for fOl'Cign exchnnge 
receipts from coffee exports from 8.94 J?esos per dollnr to 9.:35. These ac
tions were taken as a result of a drop l\l the world pl'ice of Colombian 
coffee from 49.7 cents in Febntary to 47 cents in August. wit.h prospects 
of a further decline dlll'ing the balance of 1966. This decline, to~etlwr 
with an unchan~ed minimum price to growers caused considemlJle fi
uancial difficultIes for the National Coffee Fcciemtion and resulted in 
excessive borrowing by the Federation fl'Om the Bank of the Republic. 

Import registro.tJOns spurted again as a consequence of increased 
liberalization. Exports did not. keep pace. The price of coffee de
clined further t.o 44.88 cents on September 29. (Each decline of a 
penny in the ~rice of coffee is eqmvalent on nn annual basis to a 
decline of $8 mIllion in Colombin's foreign exchange enrnings.) Minor 
exports were estimated at $100 million for 1966--no more thnn the 
1965 level and far below t.he 30-percent increase which had been fore
cast by the Government. Net. internntionnl reserves, after an improve
ment In the second quarter, declined in the third quarter. Further, 
the Bank of the Republic's assets were increasingly composed of 
inconvertible balancec; arising from hilateral agreements (mnmly with 
countries of Enstern Emope) for the sale of coffee. By September 30, 
these balnnces amountNl to one-third of Colombia's gross reserves 
($43 million out of $126 million). Finnlly. Congress refused to ap
prove an increase in the gasoline 1.ax to provide additional revenue 
for Government programs (specifically, rondbuilding and a campaign 
against unemployment), and in nn effort to force Congress to act, 
IJleras hesitated to use his state-of-siege powers. 
1. MonetarlJ Ori.8i.~ 

The liquidity crisis, which had been forecnst in July, now arrived. 
Even Defore Lleras took office, he had expressed his concern with 

avoiding 0. gap in AID support followin~ the full commitment of funds 
under that loan, which waS anticipated for mid-October. He feared 
that any interruption in foreign assistance would jeopardize import 
liberalization and incite a run on imports (though this did not deter 
him from pursuing import liberalization during his first weeks in 
office). The Monetary Bonrd staff was likewiso concerned, nnd it was 
suggested that t.he Colombian Government he lI110wed to continue 
licensing imports for AID financing bet.ween October 15 and Janu
arY' 1, to be paid for by the new loan. A precedent for this procedure 
haeI been set III a 1966 program Joan to Brazil, and the proposal did not 
draw any grent objection from AID officials either in Bogota or 
Washington. 

As the monetary crisis developed in September and October, the 
Colombians requested specifically that $17 million be authorized for 
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immediate advanced commodity financing-in effect, nn ad vance 
against the next program loan which was still in the early stages of 
negotiation. AID now replied, however, that it could not use 40-year 
development funds to solve nn immedinte liquidity crisis with which 
the IMF and commercinl banks were better equipped to deal. 

Apparently neither the IMF nor commercial banks offered much 
hope, however. The Bnnk of tIle Republic wns already close to the 
limits of its acceptance lines and rollover bnnk obligations. The IMF 
delayed further relenses under the 1900 stnndby agreement, and nego
tiations for n new stnndby were stnlled by a dispute between the IMF 
nnd President Llerns, who ndnmnntly refused to nccede to IMF de
mands thnt the 13.50 rate be devnlued immediately to stimulate minor 
exports nnd r('li('\'{' the strnin on the bnlnnce of pnyments. 

Thus, on November 20, 1900, with foreign exchnnge reserves in the 
Bank of the Republic to c\Jver only nbout 1 month's imports, no co
operntion from Congress on specinl powers legislntion, and no hope of 
immediate external finnncial assistance, Prusident Lleras issued an 
emergency decree establishing full Government control of foreign ex
change trnnsactions and abnndoning the policy of progressive trade 
liberalization. The following day, he blasted the IMF, and by impli
cation the United States, in a nationnl radio address: 

......... I personally preter a policy ot liberalization ot Imports, because there 
Is more open competition and because I believe that this free competition Is 
beneficial to the consumer ......... I know that the United States and the IMF 
are very concerned over maintaining a free Import policy. But I want to ad· 
vise'" • ... that maintaining a polley ot that nature needed the confidence ot the 
people of the country along with opportune financing. I wishfully hoped we 
would reeeh'c this opportune financing In the latter part of this year with a 
loan from tht! "Advanced Commodity Financing" program .... • ... We were not 
able to get these program loans tor the latter part of this year In the manner In 
which we requestl'c1 them. The Alliance tor Progrl'ss officials alleged that there 
were Il'gal Jlrobll'III'" that there were political problems, that the United States 
had difficulties In the balance ot payments 

Then'" ...... It became clear that the U.S. AID program loan hinged on our 
being In full agreement with the IMF, on Its granting the new standby loan that 
hall been asked, and thnt we had to reach agreement with the IMF on the tennq 
ot the loan'" ...... we dlftered with the IMF on how technically to face the 
structural Imbalance of our balance of payments. And we dlf'tered on the degree 
of autonomy that should be preserved by countries, ev('n though th('y need loans, 
In handling their economic pollele'!. 

With theRe four policy guidelines: a balaneed budget policy that will prevent 
Infiatlon stemming frolll /lscal causes and at thl; sallie time permit a greater 
development of public Investment; a cof'tee policy that will lead to the actual 
Implementation of market con trot and of the Internntional Cof1'ee Agreement 
without resorting to Infiationary resources; a credit policy that will fully orll'nt 
credit toward an Increase of production and will divert It from merely speculative 
uses; and a moderate revenue policy for both salaries and pro/lts that will pn>vent 
an abrupt Incrl.'asl' In ('('rtaln lineR of Income from giving rlRe to a demand that 
cannot be suppll2d lind prevent price Incrl'aRes that would nullity the advantages 
that might otherwise be obtained by workers-nil this supplemented hy a planned 
prodUction policy to 'ncreaRe production tor both the domestic and the foreign 
markets. With thl" plan, we thought that we might work In perf('ct harmony 
with the IMF. 

I think the IMF l'l too much Inclined to believe that such a profoundly struc· 
tural lack of equilibrium In the balance of paym('nts should be corrected by 
abrupt varlr .. lons In the rate ot ('xchange, Including baSic devaluation .......... It Is 
the Colombian Gov('rnment's bellet that one cannot automatically proceed to 
decree a devaluation. This dlf'terence ot opinion had become an obstacle to our 
arriving at a standby with the IMF, and we must f!xplt .. !n this to the country. 

http:expla.in
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.During the period of crisis which led to the President's action of 
N ovemoor 29 and his speech of November 30, the U.S. position had been 
somewhat ambivalent. The advent of Lleras Restrepo had been viewed 
with great optimism in Washington. Now at last, it was thought, after 
4 years of the sometimes shaky readership of Valencia, an opportunity 
would be presented to build upon the accomplislunents of the Vallejo 
stabilization plan, to bring about some fundamental reforms, and to 
set Colombia on the road to self-sustaining growth. As early as the fall 
of 1965, AID officials were talking among themselves of a program 
loan in the range of $80 to $100 mIllion for the U.S. fiscal year 1967, 
which would roughly correspond to Lleras' first year in office. A year 
later, as the crisis descended on Colombia, they were still insisting that 
"If ever there were a t\;lle for a big push to help Colombia try to 
achieve the goals of the A1lian\..~ for Prograss, that time is now, lit 
the outset of this new administration." 

The figure of $100 million was settled on at, thnt time (October 
1966) as the absolute minimum level of assistance from AID necessary 
for the contemplated growth level of 6 percent, which would require 
imports of $50 million a month. The $100 million loan figure was based 
on what AID regarded as "some extremely optimistic nssumptions" 
about the level of financing available from other sources. AID nt that 
time was particularly conce!'ned about the diminishing pnrticipation 
of the Export-Import Bank, which was scheduled to hnve only $35 
million in lonns outstanding to Colombin by the end of Hl66. 

AID wanted to use a new progrnm lonn to persunde the Colombinn 
Government. to develop a fiscnl system which would provide ndequate 
revenues for expanded progrnms without continuous recourse to emer
gency fiscal mensures or inflationnry borrowing. AID relied on Lleras' 
aynamism to put through the necessary measures with or without 
congressional npproval. But Lleras, ns we have seen, was delihel'ntely 
refraining from nction on his own ns nn unsuccessful tnctic to force 
Congress to nct. Thus, no progress wns mnde prior to the development 
of the crisis. 

President Llerns' decisive nction tendpd t.o clear the nil' nnd nl1eyinte 
the climate of crisis. As limited t. ading in foreign exchnnge was 
resumed on December 1, the free rate was abolished and n new "capital 
mnrket" rate was crented for most invisible and cnpitnl moyements 
with a buying rntc of 16.25 and a selling rnte of 16.30. The Government 
authorized only $12.5 million of import registrntions ill DecembC'r, com
pnred to $41 million in November nnd $51 million in Octobpr. The 
exchange rnte npplied to the purchm:e of cofTC'c export receipts wns 
incrensed from {l.35 to 9.94 pesos per dol1ar, and the domestic price wns 
lower£'d from 762.50 to 737.50 pesos pel' carqa of 125lcilol!l'nms. Finnl1y, 
after the House of Representatives failed to nct. on a hill to l!ive the 
President specinl economic powers, J~lerns decided to \I<;f! his state-of
siege powers nncI dpcreNl n l!nsoline tnx to increnc;e rC'venues by np
proximntely 650 million peso'>. He nlso promulgnted t.he often:post-
poned income tax withholding system. -

On December 15, Ambnssndor Cnrlson publicly m;sured the Presi
dent thnt t.he United St.ntes would extend Colombin "routine credits" 
for $100 million bnsed on Colombinn balnnce-of-pnyments performnnce 
and not. conditioned on devalnnt.ion. But it took 5 months more to 
negotiate the lonn ngreement. 
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S. EflJoluMge ref01>m 
When Congress returned from its Christmas recess, Lleras prodded 

it further for special powers authorizing the President to regulate 
exchange and foreign commerce and to take measures on loans for 
economIc development. He finally got what he wanted on February 23, 
1967. A month later, he promulgated a major revision of the exchange 
system. 

The Bonrd of Foreign Trnde nnd the Monetary Bonrd were author
ized to determine the principnl exchange policiest which would be exe
cuted by the Superintendencies of Foreign Trade and of Banks and 
by a newly organized Exchange Office attached to the Bank of the 
Republic. 

The chnrt bebw shows the new structure of the exchange system. 
The most important elements of this new structure were that (I} 
there was no provision for a free market; (2) the certificate rate, aud 
therefore the coffee rate which was tied to it, were to fluctuate; and 
(3) the capital rate npplied to a wider range of transactions than 
formerly. 

The nC10 structure 0/ ciDchulIgC rates 1 (values as 0/ Apr. 7, 1967) 

HUllmg BelllnD 
7.67 (fixed rate). Excbange sales by 0.00 (fixed rate). Purcbases of crude 

petroleum companies for exploitation, 011 from foreign-owned petroleum 
and tor exploration otber tban by companies. 
separate contractors. (Uncbanged by 
new excbange system.) 

CERTIFICATE MARKET 

10.03 (certificate market rate minus 26 
percent). Coll'ee exports. 

18.fi5 (certificate market rate). Exports 
of petroleum prOllucts and cattle 
bides. (Receipts from exports of 
crude petroleum need not be surren
dered.) Program loans, projeet loans, 
and loans accruing to the Private 
Investment J<'und. 

15.58 (certificate market rate plus 15 
percent tax credit certificates). Otber 
exports except those from free ports. 

18.58 (certificate market rate). Imports 
except those to free ports. Expenses 
of approved students. Official serv
ices. External publIc debt. Private 
debt registered in tbe former inter
mediate market. 

CAPITAL MARKET 

16.25 (fixed rate). Other eXllOrts. Gold 
purchases. Invisibles. Other foreign 
loans. Exchange sales by petroleum 
companies for expioratlon under con
tract. Capital. 
1 Source: Internatlonnl Monetary Fund. 

16.30 (fixed rate). Other imports. Im
IIOrt freight. Other invlsibles. Other 
foreign debt. Profit remittances and 
caplttll repatriation. 

Exporters of all commodities other thnn coffee, cattle hides~ and pe
troleum nnd its products were to receive a subsidy amounting to 15 per
cent of their export receipts to be paid by the Bank of the Republic. 

The Bank of the Republic contmlled to be the sole buyer and seller 
of foreign exchange. Although the Board of Foreign Trade had the 
authority to designate a free Import list, the new system in:tially con
tinued the requirement of prior licenses for all imports accordmg to 
genernl criteria based on consideration of development needs, ade
quacy of domestic supply, and possible savings of foreign exchnnge. 
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Finallyz there was established an Export Promotion Fund to be ad
ministered by the Bank of the Republic. It was empowered to enter 
into ~arantee and credit operations, to buy and export certain prod
ucts, to conclude trade agreements, to initiate a system of export insur
ance, to promote studies, and to give technical assistance that might 
lead to the development of exports. The Government set 11. target of 
$130 million in minor exports by the end of 1967 and $300 millIon by 
1970. 

President Lleras thought that in time-he would not say soon-the 
certificate and capital markets would be unified. He stressed, however, 
that there would not be any abrupt change in the certificate rate, be
cause the Government wished to control factors that produced brusque 
shakeups and could prodnce It ~rn,"e psychological impact on internal 
prices and wages. In a rndio broadcast, he commented that the t('nd('ncy 
of the United States and the international organizations had h('en to 
support a movement toward exchange and tmde freedom, but he in
sisted that such freedom could only be achieved if there were means of 
sustaining it. He pointed out that trnde liberalization (which he had 
formerly espoused) did not work in Colombia because nn excessive im
port pressure arose from the fear that liberalization was not going 
to last. 

Another major factor had been the decline in coffee prices. This was 
partially met when the IMF on Mal'ch 17, 19G7, agreed to a drawing 
by Colombia of the equivalent of $18.9 million under the Fund's policy 
of providing compensatory financial assistance to countries experienc
ing 11. temporary shortfall in total export earnings attributable to cir
cumstnnces heyond their control. 

The exchnnge reform (Decree Law 444) of March 1967 became the 
cornerstone or new Colombian balance-of-payments policies which 
formed the basis for renewed intm'national agency large-scale lending 
to Colombia in HHi7. The new Llems progrum contained comprehen
sive goals, not only with respect to balance of pnyments nnd monetary 
matters, but nlso with respect to agriculture, industry, and education. 

The Colombian Government attached "the highest priority and 
utmost urgency" to the need to strengthen its international reserves. 
It set comprehensive limits on net domestic credit of the nank of the 
Republic, aimed for a largm' current budget surplns (which, together 
with inCl'eased foreign assiRtance, wns ('xpected to permit a Iiigher 
level of public investment), and nndel·took to seek equilibrium in 
coffee operatiOlls nnd to follow rational price and wage policies_ 

The Government hoped to make more long-term domestic credit 
nvailable from institutIonal investors, snch ns the Colombian Social 
Security Institute, with the help of 11. new Government bond of con
stant purchasing power, thus reducing cl'Cdit demands on commercial 
banks and progressively freeing their funds for short-term financing. 
Government. authorities were confident that the fiscal program and 
prospects for 19G7 woulc1 not require significant central bank credit to 
the National Government. Besides the new taxes decreed at the end 
of 1966, efforts were underway to improve tax assessment and 
collection. 

With respect to agriculture, the Government outlined an immediate 
act.ion program to incrense the production of eight basic food staples
meat, milk, corn, rice, potatoes, yucca, plantains, and wheat. This plan 
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included increased credit, adequate support prices, improved trans
portationt and better marketing anti storage facilities. The bases were 
being laid for a longer rn.nge a&'1'icultural plan to be completed by the 
middle of 1967 by a joint commIttee from tllC Ministry of Agriculture 
and the National Planning Department. A bilI was sent to Congress to 
strensthen the Agrarian Reform Institute (INCORA) by gIving it 
additIOnal funds and broadening its powers. Plans were made to draw 
up a pilot program for agricultural diversifi"ation and the develop
ment of agricultural industries in coffee-growing areas, and studies 
were underway to reorganize the Ministry of Agriculture and the 
specialized agricultural development agenCIes. Proposed Government 
investment in agriculture for 1967 was 70 percent above that of ,the 
previous year. 

The Institute for Industrial Development (IFI) was reorganized 
and given new funds resulting from the SocClal Security Institute's 
investment in Government bonds. 

EXPlulsion and improvement of education became a top Government 
priorIty. Primary financial responsibility for elementary education 
was to be left to the departments (states) and local units of govern
ment, and the Government sl!onsored legislation to increase the land 
tux in order to provide locahties with udditional revenues. Basic re
forms were plamlCd in the structure, school cycle, and curricula of 
secondary and vocational education, and the cooperation of the I'BRD 
wus songht for plans to establish a number of pilot comprehensive high 
schools Itt various points throughout the country. 

On April 15, 1967, the Il\IF announced its authorization of IL 1-y€~r 
$60 milhon standby agreement. 
s. Negotiation of $100 million AID loan 

Meanwhile, negotiations between Colombia and AID were also 
going forward. It was apparent that even with an AID loan of $100 
million, the Colombian balance-of-payments position would not be 
satisfactory. AID estimated that the total balance-of-payments gap 
before new financing during calendar 1967 would be $189 millIon. 
World prices of Colombia's principal exports were declining. It was 
estimated that Colombia could support imports during 1967 only about 
$50 million ahove the level of 1965 when shortages of raw materials 
and intermediate goods resulted in frequent temporary closing of 
industrial plants and incl'ea<;es in un{,lIIployment. In sum, it seemed 
likely that Colombia's growth rate in 19m would be less than the 
5.3 percent achieved in 1966. 

Thus, Colombia's economic prospe~ts were deteriorating wt the same 
time that its economic }Jolicies were moving to come to grips with the 
fundamental problems. This raised serious questions as to the political 
consequences of economic failure which might well strengthen the 
extremist Hoiista<; and the leftwing' radicals m the 1968 elections. 

U.S. agencIes were stilI pI'eoccupied with insuring additionality of 
U.S. exports-that is, preventing a shift of Colombia's non-AID re
sources to European and other suppliers. The problem was becoming 
somewhat more acute because of Colombia's growing cI'edit balances 
with those countries (mainly Enst{'rn Europe and Spain) with which it 
had bilateral compensation agreements. The positive list of eligible 
commodities under the new program loan was revised to elimInate 
those items in which the traditional U.S. share of the Colombian mur-

28·-620 0-69-46 
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ket was more than 50 percent. This was on the grounds that these items 
would be imported from the United Stntes under Hormnl business 
conditions. '1'he new list was designed to expnnd eX1?0rts of those 
U.S. products which had not hitherto had an apprecIable share of 
the Colombian market. 

The $100 million program lonn to covel' the 15-month period of 
January 1, 1967, to Mnrch 31, 1968, WIIS nuthorized by the United 
States Mn.y 2, 1967. It was for 40 yenrs nt 21/:> percent ,,~ith a lO-yenr 
grace perIod on replLyment of principnl during which the interest 
would be 1 percent. '1'he lonn wns to be released in four tranches
$40 million immedintely and subsequent tranches following quarterly 
reviews covering the periods ending June 30, September 30, and De
cember 31. Of the first trnnche, $10 million was available under the 
direct reimbursement system in accordance with prior understandings 
that Colombia c')uld lIcense imports under the loan before the loan 
a~ement was signed. The balance of $:30 million was to be made 
available under the standard procedure of letters of commitment to 
be issued by AID to U.S. commercinl banks, with $10 million specifi
cnlly assigned for the import of capital goods through the Institute 
of Industrial Development. 

Signature did not follow immedintely, however. Domestic coffee 
prices had recently been increased, nnd the question wns raised as to 
whether this provided an incentive for incrensed product-ion. There 
had been little movement in the exchange mte, thus providing no 
new incentive for minor exports. Finnlly, the United States was both
ered by the disincentives to foreign investment crented by strict 
capital controls, especially the rigid 7.67 rute on petroleum 
exploitntion. 

With respect to coffee prices, Colombian officials pointed to increas
ing social tensions and guerrilla activity in the coffee-growing arelLS 
and to political pressures from the Coffee Federntion. 'With respect to 
exchange policies, they agreed amiably but maintltined the time was 
not ripe for action. 

The two countries agreed to consult further on these matters, and 
the loan was signed May 27, 1967. 

O. IlIPI.El\IENTATION OF THE $100 !HLLION LOAN 

1. Fi1'st quarterly review 
The first quarterly review sessions under the May 196710an for $100 

million were held from July 17 through September 1. The review con
centru·ted on examination of fiscal, exchnnge, export, import, mone
tary, wage and price policies, as well as on the preliminary agrIculture 
plan and agriculturul price policies, coffee diversification and addi
tionality for U.S. exports. Such questions as import liberalization, in
dustrial policy, long-term fiscal policy, and education were left for sub
sequent rm'iews. 

In those areas where quantifiable targets had been set, Colombia did 
particularly well during the qunrter, i.e., foreign reserves, reimbursable 
Imports01et domestic credit, and current budgetary surpluses. Bank 
of the Hepublic performance ngainst its target ~or no change in 
net reserves wa~ 11\1' better thnn expected. The unadjusted improve
ment was $47 million, and the total improvement was $72 million (ad-
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justed for a shortfall in external credit during the quarter). Commer
cial arrears, which had risen to a peak of more than $69 million dur
ing the first quarter, were reduced to only $10 million by June 30 and 
were entirely liquidated the following month. 

Net domestic credit of the Bank of the Republic was 1.4 billion pesos 
below the ceiling on June 30. Price increases were moderate
about 5 percent for the first 8 months of 1067, and well within the 
Government's goal of no more than 10 percent for the year. Wage in
creases under collective bargaining agreements had been generally in 
the range of 5 to 10 percent, compared to 15 to 25 percent during 1066. 
The Government even went so far as to increase urban bus fares in 
order to redu('e its subsidy. The Government exceeded its current ac
count surplus target of 1,150 m~llion pesos for the 6 months ending 
June 30 by more than 200 million pesos. At the same time, however, 
there was evidence of a recession in economic activity and an increase 
in unemployment. 

The certificate rate of exchange had been permitted to move toward 
the capital market rate, rising from 13.50 in April to 14.50 by the end 
of June. This represented a depreciation of 7.5 percent. By the end of 
August t.he l'Ilte had reached 15.01, or II. total depreciation for the 
5-month period of more than 11 percent. 1'his inspired H moderately 
good increase in minor exports, which through August 1967 were 16 
percent higher than over the same period of 1966. However, the gou.l of 
$130 million for minor exports in 1967 was revised downward to $1:~0 
million. One of the problems was slowness in implementing the new 
Export Promotion Fund. 

There had also been slippages in cOIl1.rlet.ing the study of overall 
industrial policy und the long-~rm agl'lcultur-al plan. the dute for 
completion of the hitter WitS pushed buck from ,Tune 30 to November. 

With respect to co/}'ee, the Government had dedsed a plan for the 
diversificatIOn of mllrginlll cofl'ee al'ellS in the Departments of Culdas, 
Quindio, and Risurnlda, with possible later extension of the plan to 
other marginal co/fpe arens. 

However, I hel'e WIIS ('onl'm'n that the Government was providing 
an additional incent.ive to co/fee production through tying changes 
in the support price of co/ree to the certificate exchange rate instead 
of to the world »I'iee, as it had indicated it would d'O. Colombians 
pointed out that coO'£'e growers \\"£'re st.ill receiving less in real terms 
than in UHi2 lind said that no fUl't her incl'ea~£'s wel'e contemplnted in 
the domestic support pl'ice. A posit.ive result wu.s the improvement in 
the financial position of the Co/ree Federntion, whose peso debt to t.he 
Bank of the Republic was reduced by 156 million pesos during the 
quart£'r. 

Perhaps the most troublesome prohlems dlll'ing the review sessions 
were those related to additionality of U.S. exports and 10 Colombia's 
bilat~rnl compensation agreements. During the first half of HJ67, the 
U.S. share of the Colombillll commercial import market fell somewhat 
short of the historic share of 39 p£'rccllt. The decline was particularly 
marked in ,Jun£'. In August, the AID Mission in Rogota took action 
on its own initiative to ('xpand the {lositive list 10 include items which 
it felt had lost ground in t.he ColombIan market. This WIIS at least partly 
in response to pressure from U.S. exporters, as well as Colombian 
importers, to place certain products on the lisl. Once the Mission had 
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agreed with the Colombian Government to expand the listJ... the action 
could not be reversed, but it drew a stern warnmg from Alv in Wash
in~n that it was not to be repeated. Washington felt that the larger 
the list, the more there tended to be an erosion or additionality. 

At the same time, the size of Colombia's inconvertible bilateral 
compensation balances ($37.3 million at the end of June, down only 
$0.8 million in the quarter) exerted pressure on the Government to 
direct trade toward the countries with which it held these balances. 

In the end, the Il\IF released tIl(' $15 million second tranche of the 
1967 standby agreement on August 30, and the AID Mission recom
mended release of the $20 million second tranche of the program loan 
on September 11. Three days Intel', Washinoton concm'red) and the 
implementation lettel' committing the second' tranche was delivered 
to the Minister of Finllnce September 21. 
;]. Second quarterly 1'cvicw 

The second quarterly review sessions were held from November 10 
to November 30, H)67: In general, Colomb:an performnnce continued 
good with respect to monetnry, fiscal, price, wage, petroleum, and 
foreign exchange policies. 

The Hnnk of the Republic continued to follow conservative mone
tary poliei!!'!, so that the mOllf~y supply was increasing consistently 
Wit1l the infl)rmal target of a 15-perc~nt rise during the year. The 
Bank's net d{)mestic cI'edit outstanding 011 Ser.temuer 30 was only 
about two-tln:-ds of the adjusted ceiling (4.4 billion pesos compared 
to 6,5 bill iOll). 

In Uw year ending September aD, the cost of living had risen only 
7.3 percent. Wage raises in collective bargaining agreements were 
mostly in the range of 8 percent to 12 percent. 

The Government's net credit from the Bank of the Republic had 
. been reduced by more than half a billion pesos during the first 9 
months of 1967, and its surplus on current account was 400 million 
pesos over the target of 1.75 billion. 

Although Lleras used his special powers to tnke sters against in
come tax evasion, thOl'e was a delay in preparation of a comprehensive 
tax reform bill which it now appeared would not be rendy for presen
tation during the current session of Congress, ns origina1ly intended. 
Furthermore, the Government had not yet completed its detailed 1968 
investmm.t budget. 

The Bank of the Republic's reserve position continued to improve t 

and the certificate exchange rate continued its slow but st~ady depre
ciation, reaching J.5.30 on September 30. Minor exports for the year 
totalled $84 million through September allll $!J8 million through. 
October, on the basis of which AID estimated a level of $115 million 
to $120 million for the year. There had beCll no progress, however, 
toward liberalizing imports. 

A major step to rationalize the exchange system and stimulate new 
petroleum investment was taken in early November, just before the 
review sessions began, when the petroleum rate of 7.67 peso,'! tv the 
dollar was eliminated and replaced by the capital rate of 16.25. This 
meant that petroieum companies which had previously received only 
7.67 pesos for dollars brought to Colombia for exploration and explOI
tation expenditures would now receivp. 16.25 pesos for such dollars. 
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On the other hand, the pr0J3peets for forei~ investment, other than 
petroleum, were not good. Decree Law 444 In March had guaranteed 
foreign investors the ri,~ht to remit only 10 percent profit eneh year on 
cnpit.al brought into Colombia nnd duly registered. Practically no 
remittnnces were nllowed in lOG'f, becnuse registmtion of foreign capi
tnl was being mnde for the first time. Between Mllrch nnd November, 
only sOllle $22 million in new foreign invest.ments were approved by the 
l\finistiY of Planning, and most of these had been pending before 
MllI·CIt. Vl1ry few new commitments were made nfter ~fn,rch. 

The Government indicated that it intended to apply the decree 
liberally and flexibly nnd that it considered the 10 percent figure a floor 
rather than a ceiling, but at the snme time several Goverrunent officials, 
including the President himself, mnde clE'ar their preference for foreign 
loans over im-estment for industrial development. In a mnjor address 
to the Colombian Society of Economists in late October, Lleras dis
cussed the basic need of the country to increase snvings and invest
ment nnd referred to foreign credit ns "anticipnted savings," stating 
that "foroilf,n credit is prefernble to foreign direct investment for 
this renson. ' Publicly and privately, other Colombian officials elnbor
ated on this point. They felt that foreign credits we"e cheaper than 
foreign investment because they resulted in a fixed chnrge on the bal
nnce of {layments over n fixedleriod of time, while remIttances from 
foreign Investment represente an open-ended charge over nn indefi
nite period of time. It was noted, in this respect, that foreign firms 
tended to try to recoup their capital investment in periods of only 
3 to 4 years, even if they did not try to repatrinte all of it in that 
period. In nddition, foreign investment was frequently made in ways 
which minimized the inflow of dollars, nnd created additionnl de
mnnds for domestic peso credit while increasing ti,e future potentinl 
demands on Colombia's foreign exchange resources. An example 
would be a foreign firm which brought in as few dollnrs ns possible 
and borrowed the balnnce of its capital needs on the local peso mnrket, 
sometimes to buy a going ColombIan concern rnther thnn to ~stablish 
0. new industry. In such a cnse, the locnl concern would shift to foreign 
ownershir with only a very small, if any, net addition to the country's 
industria capacity. 

SE:ppagcs contIr,ued with respeet to the formation of overall in
dustrIal, agricultural, and education policies. Two s,Pecific industrial 
pol icy goals had been estnblished: (1) studies by mIxed commissions 
III several sectors, including food metal-mechanical, transport, tex
tiles, leather, petrochemical, and chemical-pharmnceutical industries; 
and (2) a comprehensive study of development problems and policies 
which was to have been ready by September 30. As of the November 
reviews, neither commitment had been fulfilled, though Colombian 
oflicials indicated that nil of the studies were nearing completion. 

Some progress hnd been mnde on Andean regional economic inte
gration, a movement in which Carlos Llems had taken the lead through 
hosting a "Little Summit" in Bogota shortly after his inauguration 
in August 19GG. 

Completion of an overall long-term agricultural plan was not ex
pected before Mnrch 1968, though severn I subsector plans had al
ready been completed. Meanwhile, agricultural credit had been in
creased and it was expected that Congress would pass the agrarian 
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reform law amendments to authorize easier land expl'opriation be
fore it adjourned for Christmas. There continued to be concern over 
repe~ted Government actions to raise the domestic price of coffee. 

With respect to education, Congress had not acted on bills to pro
vide more revenues for local governments, nor had much progress 
been made toward reorganizing either the departmental secretariats 
of education or the natIOnal Ministry. On the other hand, pendin~ 
problems with tellchers, especially over salaries, had been settled, and 
steps were being taken to regulate acadmuic qualifications for teach
ing and to fix rules for promotIon. 

On November 30. the JMF agreed to release the $15 million third 
tranche of the 1967 standby, and on December 12 the AID Mission 
recommended releuse of the $20 million third tranche of the May 
1967 loan. Washington concurred December 16, and 2 days later the 
letter of implementation was delivered to the Minister of Finance. 
S. Third quarterly review 

The third quarterly review sessions were held from February 12 to 
February 23, 1968. The econpmic situation continued good on 
the whole. The Bank of the Republic had achieved a net improvement 
in foreign reserves of $80 millIon during 1967. The Government's op
erations with the Bank had been neutral, and the Coffee Federation's 
debt had been reduced by 213 million pesos. The cost of living rose 
~y only 7 percent in 1967 and wholesale prices by only 6.6 percent. 
Collective bargaining agreements continued to ~rovide wage settle
ments of about 10 percent plus fringe benefits. Current budget rev
enues rose by 11 percent over the 1966 level, and the current account 
surplus was 33 million pesos over the targElt. The certificate rate of 
exchange rose from 15.30 on September 30 to 15.81 on December 31, 
for a depreciation of only 3.3 percent during the quarter. (In Feb
ruary the rate again began an upward movement and reached 16.18 on 
May 3.) Minor export receipts in 1967 had totaled $118 million, a little 
more than 15 percent above the 1966 Jevel, but short of the $130 million 
target. 

According to one view, this was the result of overreliance on specific 
minor export incentives such as the Export Promotion Fund and tax 
credit certificates at the expense of tailoring overall financial policies, 
including exchange rate policy, to facilitate the priority goal of ex
pansion and diversification of exports. In this view, the certificate rate 
was not yet high enough to give exporters an adequate incentive and 
the present movement in the rate was only enough to maintain past 
levels of export expansion. A differing view was tliat gradual increases 
in the rate mainromed for a long perIOd of time were much more im
portant for the stimulation of exports than sharp increases with the 
likelihood of further fluctuations. 

This problem was related to the broader question of import policy 
and specifically of import liberalization. One way to subject the certifi
cate rate to real supply and demand conditions would have been to ease 
import controls, something that the Colombian Government had de
clared its intention of doing. 

The Colombian Government, however was now unwilling to fix an 
exact date for liberalization. An initial draft list of items to be put on 
a :£roo list had been drawn up, but a majority of the members of the 
National Council for Economic Policy were opposed to liberalization. 
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This opposition was due to a belief in the success of the current, sys
tem of gradually increasing monthly import licensing levels. It was 
argued that there was a marked st>eculative approach by impl)rters~ 
who did not expect financial stabilIty to last and who thol'elore took 
advantage of liberalization to put undue pressure on imports. 

Anotlier disturbing devel~pmen t in the area of import policy was the 
continuing decline in the U.S. share of the Colombian commercial (i.e., 
non-U.S. financed) import market. In the last quarter of 1967, this 
share dropped to 21 percent. For all of 1967, it was 29 percent compared 
to an average of 39 percent during 1!)62-66. The reasons given for this 
decline were: (1) the high level of AID licensing in relation to the 
total demand for imports from the United States; (2) the Colombian 
Government's attempt to accelernte the use of its bifateral balances; 
(3) the lack of control over licensing of imports financed through open 
bidding under international agency financmg; and (4) the increase in 
Export-Import Bank disbursements. This became one of the biggest 
issues between AID and the Colombian Government in connection 
with the release of the fourth tmnche of the 1967 loan. It seems clear, 
however, that if AID and the Export-Import Bank were financing 
an increasing percentage of (',olombio'~ imports, then the commercial 
sector would inevitably decline percentagewise and with it, the U.S. 
percentage share. Nonetheless, AID reVIsed the list of commodities 
eligible for AID financing to reduce the number of items and to give 
greater emphasis to capital and other goods for which the U.S. sliaro 
of the market had been trnditionally small. 

As had been the cnse in earlier quarterly reviews, Colombia,'s \)er
formance with respect to current budget and finnncial matters was Jet
ter than with respect to long-rnnge industrial, agriculturnl t and educa
tional policy. The industrial policy study which had been due Septem
ber 30, 1967, was still not ready, nor was the long-telm agriculturnl 
plan which was due in March, 1968. The programs drnwn up earlier 
for increasing the production of eight baSIC agricultural commodities 
were underway but were limited to certain 1lJ.'ens of the country. Legis
lation had been passed brolldening the powers of the Land Reform 
Institute (INCORA) and it was hoped shortly to begin an ambitious 
progrnm lIimed at making Inndowners out of 25,000 sharecroppers in 
250 ml/1Jnicipi()s (roughly equivalent to U.S. counties) by August. 
INCORA Illso had a program to 1?rovide technicnl assistance and credit 
to 12,000 to 15,000 famIlies to Increase production on inadequately 
developed lands, The coffee diversification study was scheduled to 00 
completed by the end of March (originally, the plan resulting from the 
study had Oeen scheduled to be in operation b:y the end of March). 
Meanwhile, the Government continued its 1?ohcy of increasing the 
domestic price of coffee and stated its intentIOn to follow this policy 
until the relll income of coffee growers was restored to the 1962 level. 

Reforms in the educational sector were also still in the planning 
st.age, and Congress had not yet ncted on the President's proposal for 
an mcr~nse in the land tax to be used by 'I1lIUnicipios for education 
expendItures. 

On the basis of the overall review, the AID Mission in Bogota. 
recommended release of the $20 million fourth-and last trnnche
of the loan on February 29, 1968. 
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On March 28, the Mission informed Washington that the Colombian 
Government was making II. serious effort to remedy the additionality 
problem by requiring imeorters to shift $2.1 million in import applI
cations from AID financmg to ordinary payment from Bnnk of the 
Republic reserves for Janunry nnd nn ndditional $2.8 million for 
Feoruary, bllt it was not untill\[aY 8 that. the Colomhian Government 
met the 20 percent import libernlization gon.l and Washington agreed 
to release of the last trnnche of ·the loan. 

H. POr,ITICAl, CONSOLIDATION AND TilE DEVELOPMENT OF ECONOllIIC POLICY 
UNDEIl L1,EnAS m~STnEPO 

1. Political consolidation 
The summer of 1967 marked the beginning of II. period of significant 

political consolidntion in Colombia and preparation for transition 
from the system of the National Front to whatever would follow it. 
This was accompn.nied by the evolution of an economic policy-which 
did not always show through clen.rly in the qunrterly program reviews 
with AID-designed to put more emphn.sis on development as stnbili
zation goals were achieved. 

In December 1966, Congress hnd approved II. law permitting pn.s
sage of II. wide rnnge of measures for II. 2-v('n.r period by 11. simple, 
instead of u two-thirds, mn.jority. NevCl,theless, moving bIlls through 
Congress remn.ined II. time-consuming nnd frustrating process, and the 
PreSIdent still preferred to usc speCIal powers to implement his pro
grnms, Much of the mnjor tnx and ndministrative reform legislation 
was enacted in this mnnner, In June, 1.lerns Restrepo began 11. renewed 
effort to push through additionn.l constitutional reforms. Under the 
existing constitution, decrees issued during the st!'.tc of siege would 
become inoperative when the stnte of siege WII.S lifted unless they had 
been approved by the Congress. One aspect of Lleras' proposed reform 
would provide for a "state of economIC emergency" as distinguished 
from II. state of siege to hnndle economic n.nd social problems, so that 
governments woulr1 resort ,to a stn.te of siege only for the originally 
mtended purpose of fighting subversion nnd rccstn.b1ishing pence. 

Another fn.cet of the reforms to which the President attn.ched great 
impl~rtance was 11. proposal to reduce the membership of both Houses 
of CLngress so as to make the bodies less unwieldy and to mitigate 
the chronic problem of nbsenteeism. The Senn.tc rejected this article 
nnd then refused to reconsider by II. mn.rgin of one vote less thnn the 
neccssn.ry two-thirds. The ndministrntion's defeat was nccounted for 
by absenteeism plus dilatory tactics on the part of independent Con
servn.tive Senators and the followers of Rojas Pinilla. In nddition, the 
House approved a rider to the bill to extend the terms of 11.11 of its 
members for 2 years by eliminating the congressional elections sched
uled for 1968. 

At this point, the President found a new ally in the person of 
Alfonso Lopez Michel,l'n, lender of the Libernl Pnrty factIOn which 
had hitherto been oppo'>Cd to the N ntional Front. One of the tenets of 
the Movimwnto Revolu()iorlario Liberal (MRL), which Lopez hended, 
hnd always been opposition to the principle of presidentIal n.lternJ.
tion, nnd as Lleras Restrepo moved to modify the Nntionnl Fr(lllt, 
Lopez Michelsen moved closer to Llm'as. Now, 'Lopez cnme to Ller!1s' 
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rescue and the Senate voted to reduce its membership by a bare two
thirds majority of 61 to 30. It also passed the constItutional amend
ment providing for the gradual phasing out of the National Front. 

This led to reunification talks between the two factions of the 
Liberal Party, and these bore fruit in an accord of August 11, 1967. 
This was followed by a Liberal Party national convention on October 
20 at which a four-man national dll'ectol'ate (two old-line Liberals 
and two MRL) was elected, a platform was approved, and the merger 
of the Liberal forces was formalized. The convention strongly en
dorsed the Government of President Lleras, supported the policies 
and programs of his administration, and pledged to approve the 
administration-sponsored legislation currently languishing 1I1 Congress 
before the March 1968 congressional elections. 

Indeed, a good deal had been done already. The accord of August 
11 gave the combined National Front forces in Congress 73 out of 
106 Senators (two more than It two-thirds majority) and 127 of 190 
Representatives (exnctly It two-thirds majority). In September, the 
House of Rel?resentatives approved the first of three constitutional 
amendment bIlls. The bill J.lrovided for the establishment of a state 
of economic emergency, wlucII would allow the government to enact 
permanent legislation by decree once a year for 90 days on economic 
matters. It also partially eliminated the two-thirds requirement for 
administration proposals. 

On October 3, the Minister of Government presented to the Con
gress a broad, five-point legislative program. The key areas were the 
third part of the constitutional reform bill dealing WIth departmental 
and municipal reiorm, and a revamping of the tax structure to 
strengthen departmental and municipal fiscal resources. 

Fonowing the Liberal Party Convention later in October, leaders 
of the Liberal and Unionist Conservative Parties and President Lleras 
agreed on November 9 on a program for modifications in the National 
Front. Parity between Liberals and Conservatives in departmental 
and municipal assemblies and conncils would be eliminated in 1970, 
but it would continue in Congress until 1974 and in ministerial and 
admillistrntive positions until 1978 with provisions for equitable repre
sentation of all parties in these positions thereafter. The requirement 
of It two-thirds vote for amending the constittltion would also be elimi
nated. The 1974 date for terminating the alternation of the Presidency 
remained unchanged. These provisions were introduced as amend
ments to the second constitutional reform bilI already before Congress. 
The bill was ,promptly approved by It House committee on November 
23, but because it, amended the constitution, it required approval by 
two sessions of Congrcss. The same week, anothCl' House committee 
approved It bill-already passed by the Senate-giving the President 
sr,ecial powers for administrative refOlm and to raise military salaries. 
'I his bill included anthority for the elimination of offices, creation 
of new agencies, and modification of pay schedules. 

In It final flm'I'Y IJ('fore the Chl'i<;tllllls rc{'ps'l, Congl'c,ss approved 
sovcI'IIl bills of high impOl'tanre to the GOVCI11111pnt, notably the road 
fund bill which I'Iltified the gasolinc tax decl'e('d undcr sta'to-of-siege 
powers in Decpmbcr 1966, aud the bill fOl' militlll·.v pay raises, in
cluding the ridCl' of special powers fOI" public admilli~tl'ntion reform. 
Also passed was the modification of the agrarian reform bill which 
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simplified administration of the agrarian reform law, gave INCORA 
greater powers for expropriation of land, faci1ita~d titling, and en
abled INCORA to contract with private owners to insure against 
expropriation for periods necc,.<;sary to amOitize development invest
ments. 

This activity continued into 1968. On February 20, a House commit
too approved a constitutional amendment reducing the number of 
Representatives from 190 to 162, and the uumber of Senators from 106 
to DO. (These Humbers were subsequently altered due to the creation of 
new departments.) On February 29, the Houc;e approved the progres
sive abandonment of the NationllJ Front. 

Thus, the Llel'lls Restrepo Administration went to the March 1968 
elections at the head of a Libeml Party which was united for the first 
time since the introduction of the National Front 10 years before, and 
also with the support of the biggest faction of the Conservat.ive Party, 
The key to this was Liberal unity, something which had long been 
desired by various groups within the official Liberal Party and which 
was given added im{letus by the failure of CongJ'es'> to pass the Lleras
sponsored constitutIOnal reform legislation in the SLUnmer of 1967, 
This underlined growing awareness that constructive legislative action 
was almost impossible under the existing arrangement. Liberal politi
cians were also concerned about the dangers of entering the post
National Front pm'iod with a divided party, and the MRL (which 
had itself suffered schisms over the Communist issue) was worried 
over its decline at the ballot box between 1964 and 19M. The Unionist 
ConscrvativeR, who needed Libel'lll support to elect their candidate for 
President in 1970 under the National Front principle of I?residential 
alternation, also supported Liberal unity as contributIng to the 
strpnnth ofthe National Front. 

The fruits were gathered in the March 1968 elections for the House 
(Senate seats were not at stake). The National Front increased its 
strength from 107 out of 190 seats in 1966 to 144 out of 204 seats in 
1968 (the increase in the total number of seats being accounted for by 
the creation of new departments.) Most of these gains wero at the ex
pense of the Lauro-Alzatista wing of the Conservative Party (the 
doctrinaire followers of the late President Laureano Gomez). The 
followers of Rojas Pinilla maintained their numerical strength, but 
their votes dropped by approximately one-fourth. 

It should also be noted that on December 17, 1968, President Lleras 
lifted the state of siege under which Colombia had been governed 
since May 1965. This was done after Congress approved most of the 
economic legislation which the President had decreed under his state
of-siege powers. Congress also }?rovided for Presidential proclamation 
of a state of economic and SOCIal emergency for periods of up to 90 
days a year, during which the President could legislate by decree with 
respect to economic and social matters. Congl'ess likewise finally passed 
the constitutional amendments paving the way for dissolution of the 
National Front. 

Pre~ident Llm'as commented: 
A balance betwl'en the executive and tile legislative branches has been estab

IIslll'l1, and It \\'11\ be the latter which will lIave the last word on the suitabl\lty of 
development programs. 
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11. lJevelopment 01 eoonomic policy 
While Llems was consolidating his political position in the last half 

of 1967 and the b~inning of 19681 he was also moving ahead with the 
development of his economic POliCIes. The two things were related, and 
success in one field made it easier to achieve success in the other. As 
the Economist Intelligence Unit put it in September 1967: "Colom
bians now have the feeling that events are not controlling them to the 
extent that they were before." The atmosphere was further improved 
by a lessening of guerrilla activity. 

One of Lleras' major points of emphasis was a bill to curb tax 
evasion. A study by the United Nations Economic Commission for 
Latin America showed. that the top 5 percent of the population re
ceived 30.5 percent of personal income.:- J.nd the top 10 percent received 
4-2.5 percent of incomes, while the bottom half of the population re
ceived only 20 percent of the income. Evasion of taxes meant that thv 
tax burden fell on those least able to ,Pay. Colombia's fiscal problems 
came not so much from excessive spendmg as from insufficient revenues. 
When Congress failed to act on the tax evasion bill (as well as on the 
constitutional reform bill), Lleras publicly chastised it for "an in
credible lack of political discipline and the absence of a functional 
system of congressional operl~tIon." At a later stage, he was to go on 
television to read individual tax returns without mentioning names. 

On July 20, 1967, the last day his special powers were effective, 
Llems issued a tax decree law in the face of opposition from both in
dustrialists and labor unions. The new law was expected to raise 
Government revenues by at least 300 million pesos. It had the follow
ing major provisions: 

1. Late tax payments were to carry a penalty of 2.5 percent 
per month, in place of the former penalty of 2 percent the first year 
IUld 3 percent the following years, which had made it far cheaper to 
owe the Government than to pay bank interest of 15 to 20 
percent for a loan. As the Finance Minister had put it at the end of 
June, the former system meant that the state was treated as a bank 
that gave credit to its ta.."{payers. 

2. Contracts for lifetime income, designed to evade inheritance 
taxes, were outlawed. 

3. All groups hitherto free from making income declarations must 
now do S()-religiolls bodies, universities, public institutes, and other 
nonprofit bodies. Forlllerly taxpayers who received income from such 
groups did not declare it as pal,t of their taxable income, because 
they Imew there were no finnncial statements made to tax authorities 
by them groups. 

4. Tax-free ft'inge benefits were to be listed, and a limit was set of 
10 percent on what an enterprise could spend in ,this way. 

5. Lists of taxpayers were to be published, giving gross income, tax
able income, net estate, and .taxes paid. 

6. All kinds of tax exemption IIsed as promotion were ended
c.g., the tax-free feature of agl'iculturaland livestock bonds. 

During the fnll of 1967, the broad outlines of Llems Restrepo's 
development plans bcclune clear: both farm and fltCtory expansion 
through two growing agencies, the Land Reform Institute (INCORA) 
and the Industrial Development Institute (IFI), with the direction 
they took headed toward l'egiollal economic integration. Such integra-
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tioll had long been one of Herns' major gonls. One of his first ncts 
nfter becoming President "filS to be host to a "Little Summit" Au~rust 
14, 1966. nttended b~ the Presidents of Chile nnd Ven£'zuela, plus rep
resentD',LVes of the I residentc; of Pt,~l and Ecuador. The object wus to 
promote subregionnl Latin Americnll economic integration umong the 
Andean countt1es, on tho premise that it was easier' to integmte pnrts 
of the area than to int(lg'rate the whole. 

This poliey gained force from the difficulties encountered by the 
Latin American Free Tra,le Area (LAFTA), which includes nll of 
South America plus Mexico. In August 1067, the originnl "Little Sum
mit" countries, now joined by Bolivia, ngreed to form the Andean 
Deveiopment Corp., to be capitalized nt $50 million, contributed in 
the same proportion n ... its members' subscriptions to the Inter-Ameri
can Bank, and with its hendquarters in Camcas. Its capital wus to be 
used to finance the expansion and modernizntion of existing industries, 
the establishment of new ones, and multinational development works 
such as highways and power. 

On February 7, 1968, the Andean Development Corp., officially came 
into being in a ceremony in President Lleras' office attended bl' the 
personal delegates of the presidents of Venezuela, Ecuador, Peru 
Bolivia, and Chile. Member countries underwrote a working capitai 
of $25 million, with a $100 million ceiling to be covered in subsequent 
months. Also in February, an agreement was signed between the cattle
raising federations of Colombia and Venezuela for the export of 
120,000 head of Colombian cattle to Venezuela during the coming year 
at a total value of $24 million. Both governments hoped that the new 
agreement would put an ond to smuggling. In March, the presidents 
bf the oil enterprises of Peru and Colombia agreed to colin borate on the 
development of petroleum in the Amazon region. They stated that the 
complementation of oil !!.nd petrochemicals constituted a necessary 
step within the integrl'.tionist policy which the Andean nations were 
strIving to attain. 

Later in 1968, however, the Andenn integrationist movement suffered 
a setback due to tho reluctance of Venezuelan industrialists to subject 
themselves to international competition from countries with lower 
CllSts and weaker currencies. 

Another of the major goals of the Lleras Restrepo government wns 
to break the inflationary psychology of the country. It argued that 
repeated, dramatic devaluations led the country to expect more of the 
same, while a fluctuating, gradually de val uing exchange rate would 
inspire more confidence. 

All of this, of course, mennt increasing central control over tho 
economy based on what Minister of Development Antonio Alvarez 
TIestrepo termed the "development tripod" of balanced budgets, stable 
monetary policy, and adequute wages to avoid increases which could 
lend to an inflationary spiral. 

In his address to the Colombian Society of Economists in Ooto
ber 1967, President Llm'as justified increased government. control of 
the economy in a discllssion of the social implications of various 
methods of capital formntion and their applicability to Colombin. IJe 
~ade it clear that "primitive capitalism" was not the path for Colom
bIll. to f?pow, and t.h.at his goverr.ment wonld adopt policies looking 
toward the harmomous development of all classes, and the creation 
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of a more egalitarian society." He emphasized social justice, the im
possibility of accepting the classical route to capital fonnation, and 
the vital importance to Colombian development of protecting and 
developing humall resources. 

At least through 1967, the anti-inflationary policies were successful, 
nided by firm prIce controls and only moderute wage increu.ses. Price 
controls were relaxed somewhat at the end of December 1967, and 
Colombia's major steel producer, AcerIas de Paz del Rio, inunediately 
raised its prices 25 percent. Through the first 8 months of 1968, how
ever, the cost-of-Hving index rose only 5.5 percent. 

At the same time, the Lleras Government made greater efforts to 
incl'ea<'e pllblic investment, particularly to concentrate resources in 
more I iUllted sectors, to make funds available more promptly for the 
dOlucf>tic costs of projects partially financed by foreign aid, aud to 
"i,'e a higher priority to projects using more labor and less capital. 
According to the Colombian lIldustrial census tabulated in 1D65, em
ployment rose by 18.4 percent between 1959 and 1965, while wages in 
COllhtllnt terms rose 68.2 percent and invehtment 117.9 percent. This 
Illl'lI11t that the country's industrial growth was occllrring tIn'ough the 
establishment of modern facilities requiring skilled labor lIud IICUVY 
capitul investment. This was in accordance with a worldwide trend, 
but it Wllh precisl'ly opposite to Colombia's needs, which were to use 
more labor hO as to reduce unemployment und to use less cupital so 
us to consel've forei~,'11 exchange. 

Publ ic im'l'stment Jinunced by the budget increased 42 percent (20 
]ll'I'Cl>Jlt III real terllls) in 19G7 over 19G6, and Illso showed a marked 
shift in elllphusis toward agriculture, which hud been relatively 
negll>cted in the past. As will be discussed in a hubsequent section, a 
good deal of the increase in investment wus accounted for by the use 
of )lrogI'llm loa n cOllnterpart funds. 

By the end of l!)(i7, the IMF, which a year earlier had been de
nOI\l\el'd by Llems ovel' the devuluation issue, was expressing its sat
isfaction with the course of Colombian policy Ilnd wus even guardedly 
optimistic about Ule future. The IBRD was less restrained. It found 
Colombia's ID(i7 performance "impressive" and saw the beginniugs of 
a "sollnd bllsis for achieving a higher rate of growth." 

Qne further uspect of Lleras' pol;cy must be mentioned-his initia
tive in reestablishing diplomatic relations and promoting trade with 
Eastern Europe. DIplomatic relutions were estublished with Yugo
slnvia, Bulgnrlll, Czechoslovukia, and Polund ill November 1966, and 
with the Soviet Union in January 19G8. The basic purpose was to 
expnnd commercial relations, but by mid-1968 this had achieved only 
modest success. It had, however, served to provide nt least in some 
quurters another reason to justify continuation of U.S. aid ut sub
stllntiaIIy the same levels. This view was based on the fear that if the 
United States should withdraw or substantialLy reduce its support, the 
U.S.S.R. would be inclined to exploit tho situation b'y offering limited 
assistance in selected fields, such as credits for capItal and technical 
assistance for establishment of industries. 

V. USE OF FOREIGN CURRENCY 

U.S. program loans and Public Law 480 sales to Colombia. till mid-
1968 generated some 3.0 billion pesos of connterpart funds, most . 
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of which were available for grants or reloans to Colombia for pur· 
poses of economic development. One of the presumed merits of 8 
program loan and of 0. Public Law 480 sale is this generation of coun· 
terpart which can then be roused so that the original dollars, in effect, 
do double duty. Upon examination, however, the use of counterpart 
turns out to be the most complicated part of foreign aid-the most 
difficult to understand, the most difficult to trace, the most difficult 
to manage. 

There are several rensons for this. The availability of large amounts 
of counterpalt, in effect, gives the United States control over a signifi. 
cant percentage of a foreign country's money supply. It. is as t.hough 
a foreign power controlled some tens of billions of dollnrs of the U.S. 
budget and of deposits in Federal Reserve bnnks. This money is 
fungible with aU t.he other money in the budget or on deposit. But 
although counterpal't is additional available money, it. is not addi· 
tional available resources; these were the commodity or food imports 
paid for by the original dollars, and they are injected into the economy 
only once. 

In 0. balanced monetary situation, the goods finunced by a program 
loan or by Public Law 480 and the countel'lJart generated thereby, 
equal ize each other and the economy procel.'ds at 0. higher level of 
activity. But AID loans and Public 'Law 480 sales are typically not 
made in a balanced monetary situation. More commonly, they are made 
in an inflationary situation, in which the original input of goods serves 
to soak up excess purclm::oing power-an effect which would be nullified 
by the prompt spending of counterpart. In these circumstances, "steri
lization" of the counterpart may be indicated-that is, not using it. 
at all. 

On the other hand, counterpart may be useful in enabling the private 
sector, in either industry or agriculture, to get a piece of the action
that is, to procure some of t.he goods or services which the original 
dollars which generated the counterpart have made available. Thus, 
for example, if 0. program loan finances the import of fertilizer, the 
counterpart might be lent to farmers to buy fertihzer. But this example 
is oversimplified. It is more common that the goods imported through 
a program loan bear no dircct relntion to tho goods or ser\·ices financed 
by the counterpart. Furthermore, the counterpart frequently goes into 
the Government.'s budget, where for an practical purposes it becomes 
indistinguishable from budgetary resources resulting from taxes or 
local borrowing. -

Because money is fungible, cOllnterpart can be managed, directed, 
Bnd controlled only to the degree that a country's total money supply 
is mannged, directed, and controlled. If, for example, AID limits its 
concern only to a given quantity of counterpart, it can be frm:trated 
and evaded through the Simple eXJledient of more go\'ernment horrow· 
ing from the central bank. This is one of the reasons why AID and 
the IMF concern themselve<; with foreign government commitments 
respecting monetary policy-government borrowing, bank reserves, 
budget surpluses or deficits, foreign exchange rates, and all the rest. 
But once these external agencies inject themselves into these matters, 
they nre, of rourse, involving themselves in some of the most sensitive 
areas of sovereignty. And because there are practical, political limits ns 
to how far one can meddle in these areas, AID and the IMF tend to lose 
control, regardless of what may ?e written in the pertinent agreements. 
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Finall;r, in the nature of thin~s, most governments, including Colom· 
bia, which borrow from the Umted States have budgetary deficits and 
see the counterpart resulting from U.S. loans as an easy way to make 
up these deficits without resorting to the more politically unpopular 
device of raising taxes. 

All of these facets have bee.n noticeable in the use of the counterpart 
resultin8' from AID program loans and U.S. Public Law 480 sales to 
ColombIa. Further, for reasons which lie in the inherent complexity 
of the problem, there has been a noticeable tendency on the part of 
AID/Washington to leave decisions regarding counterpa1·t to the AID 
Mission/Bo~ota. Washington has occasionally admonished the Mission 
as to guidelines, and it has occasionally asserted its rights for prior 
approval· but by and large, the allocation and spending of oounterpart 
has been left to the MiSSIOn in Bogota. Indeed, an exhaustive review of 
the files in Washington leads inexorably to the conclusion that it is 
impossible, on the liasis of the'le files, to trace in detail the uses of 
counterpart in Colombia. 'What follows is a brief summary of what 
is revealed by data available in Washington; it does not purport to be 
an exhaustive study, much less an audit, of the use of counterpart. 

One of the great problems of counterpart hns been what to do 
with it. As was related in section IV.A ahove, the counterpart result
in~ from the fir&t program loan to Colombia in 1962 was supposed to be 
sterilized-that iS7 not used at all-as l?art of an anti· inflationary pro
gram. This positIOn was not Illaintamed, and the counterpart was 
eventually released in a single installment for budgetary support to 
'help pay the current operating e'i:penses of the Colombian Government. 

Thereafter, AID developed the policy of using counterpart for 
specific, identifiable projeets, at first in the private sector, later in the 
publie sector. The most ambitious undertaking in the private sector 
was the Private Investment FII!l<l, which between 19G!3 and 1968 re
ceived a total of about 755 million pesos. This fund, which is discussed 
in more detail in section VII below, was designed to provide credit 
to small- and medium-sized business. Rut aside from the Private In
vestment Fund, AID found that there were few projects sufficiently 
well planned to provide an outlet f01' the counterpart available. AID 
policy papers contained repeated statements of the necessity for un
remitting emphasis on project preparation. 

A further problem has been encountered in the unpredictability of 
when, and how much, counterpart would actually be generated. The 
amount of countpl'part is dependent on the exchange rate at which 
program loan dollars, or Public Law 480 commodities, are sold to 
Colombian importers. As the peso depreciated against the dollar, a 
g-iven quantity of aid generated more pesos. In fact, the "reat increase 
m the free rate of exchange at which Public Law 480 ,titre I commodi
ties were sold to the Colombi:m Govel'llment in 1965-66 caused Colom
bia to ('('ase purchases. 

The timing of counterpart generation is, of course, dependent on 
disbursement of loans, a procps<; which has frequently been subject to 
long delays. These delays were extended even more in 1964-65 by the 
polIcy of allowing Colombinn imp()rters 3 or 4 months to make their 
peso payments to the Bank of the Republic against the dollars which 
financed AID program loan imports. This amounted, in effect, to an 
initial use of counterpart as credi,t to Colombian importers, but it de-
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layed by the length of the credit the time when the counterpart became 
·available for more traditional uses. 

Finally, there was a delay of some months before ·the Colombian 
Government decided that the use of counterpart was not subject to the 
appropriation process by the Colombian COngress. 

By mid-1965, AID was re-examining its earlier emphasis on a 
project-by-project use of counterpart, particularly in the private sector. 
AccOl'ding to this analysis, Colombia's private industry was more ad
vanced than its government and it was in the public sector that there 
was to be found the princi pal drag on the country's social and economic 
development. The priority problems were seen to be: (1) lagging in
frastructure development, (2) education at all levels, (3) health serv
ices, (4) ineflicient administration, (5) poor or nonexistent overall 
plannlllg, sector planning, and inter- and mtra-sector coordination, es
pecially in agriculture, and (6) insufficient organization for the tralls
fer of private sector profits to finance public sector development needs. 

AID suggested that these problems were not adequately dealt with 
by a policy of returning to ,the pl'ivnte sector, through credit, the pesos 
which had been genel'llted by commodity sales to the private sector, 
regardless of administrative convenience and regardless of the great 
absorptive capacity of the priva,te sector for low-cost credit under hot
house conditions of overprotection and inflationary spending. 

The recommendation which followed from this observation was that 
AID should concentrate on building infrastructure and public institu
tions by channeling peso funds intended fOI' the public sector into 

. brofld progl'llms carried out by fairly well-operating public institu
tions, rather than into individual investment projects. It WIlS added 
that so far the pl'oject-by-project apJ,lroach had done little institution 
building and had resulted ill little Improvement of sector plannin,g 
and investment coordination. Indeed, there was some evidence that It 
had circumvented consolidated planning on a prioritv basis. USAID 
and the Embassy had sometimes given vague promises of favorable 
financing, without regard to the inherent uncertainties as to the 
timing and amounts of counterpart availability, instead of encourag
ing planning and making clear that priority deSignation was essentially 
a responsibIlity of the Colombian Planning Office. The Planning Office 
itself frequently approved projects outside of an overall analysis of 
financial availabilIties and competing priorities. 

Accordingly, AID began outlining plans to examine possibilities for 
replacing project financing with the financing of sector programs, to
gether with adf'quate inputs of technical assistance. The policy that 
counterpart should not finance items in the budget was modified to 
provide that counterpart should not finance regular, ordinary, opera
tional, that is, recurring, expenditures. AID still believed that these 
expenditures should be financed from regular, recurring budgetary in
come. The change came in AID's new, positive attitude toward using 
counterpart to finance investment projects in the budget. 

The first major allocation of counterpart under this new policy was 
made in June 1966 in the amount of 429 million ~os for 17 actIvities 
in a wide variety of fields. While some of these dId not meet "all desir
able criteria," AID felt that all of them contributed in "some meas
urable way" to program objectives-i.e., social and political stability, 
financial balance, agricultural diversification and increased productiv-
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ity, and infrastructuro development. Two of the allocations were 
approl"ed "reluctantly." One of these was 13 million pesos for the 
Augustin Codazzi Institute, a semiautonomous agency which carries 
out economic mapping, cadastral surveys, and soil and forestry investi
gations. Of the 13 mIllion (all of it a grant), 12 million pesos suo
ported the Institute's operating expenses durmg the last 5 months of 
1966 and made up the shortfall between the Institute's budget request 
and the amount approved by the Colombian Government. The second 
was a 12-million-peso grant to the Ministry of Health to assist in an 
expanded malaria control campaign in coo,Psration with the U.N. 
Children's FWld. AID approved these allocatlOns in view of "the over
riding importance of the project," ,but warned the Minister of Finance 
that It disapproved the use of counterpart for operating expenditures 
and stressed the necessity for the Colombian Government to prc"dde 
an ad~uate operati~ budget from retrnlar sources. 

AddItional allocatIOns of 522.7 milTion pesos were made in Novem
ber and December 1966. These included 11 million pesos to the Plan
ning Office to carry out project preparation, 57 million to the Ministry 
of Public Works to provide part of the local currency required for 
projects whose foreign exchange costs were financed by an IBRD loan, 
and 100 million for school construction. 

The bulk of the 1966 counterpart allocations were on a grant basis. 
Generally speaking, loans were made for activities which would gen
erate revenues, such as power, water supply, sewerage, etc., though 
there were exceI?tions, notably for housing. Grants were made for non
revenue-producmg activities such as education. 

During the course of the year, considerable bad feeling developed on 
the part of Colombian eJ.tities which failed to receive an allocation at 
the time or in the amount they had been led to believe they could 
expect. Aside from the inherent problems mentioned above, there was 
a particular problem arising from diversion of Public Law 480 wheat 
to meet a critical shortage in India. This meant 11. shortfall of 60 mil
lion pesos in cOWlt~rpart generation during 1966. 

Part of the difficulty of counterpart management on the U.S. side 
was the lack of coordination with respect to allocation procedures 
between the Embassy and AID Mission in Bogota on the one hand 
and the State Department and AID in Wasliington on the other. 
The pl'ograming and management of u.S.-controlled locn.l currency 
was primarily a Mission responsibility, and little information other 
than the final decisions on peso allocations was transmitted to Wash
ington. These allocations were originally proposed to the AID Mis
sion by the Colombian Planning Office on the basis of an initial 
review of requests for counterpart from the various ministries and 
independent agencies of the Colombian Government. An agreed AID
Planning Office proposal was then submitted to the Ministry of 
Finance for approval. Before forwlI.:.ding the proposal to the Min
istry of Finance, USAID/Bogota requested the concurrence of 
AID/Washington which usually gave its routine approval. 

In August 1966, AID/Washington sent a circular telegram to all 
missions instructing them that Washin~n needed to know on a. 
forward basis that the mission was usmglrogram currency as a. 
program instrument and how the propose use of local currency 
related to dollar requirements. 

28-820 0-811-47 
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About a month latert USAID/Bogotti reported the guidelines 
which it used in reviewmg the Planning Office's proposed uses of 
counterpart: . 

(1) Importance of the project to economic development and 
program goals. 

(2) The desirability of funding an activity to completion or 
of completing a discrete part of an activity. 

(3) Preference for major activities to mmimize the manage
ment workload of USAID IUId the Colombian Government. 

(4) The desirability of using counterpart to match sources of 
foreign exchange. 

(5) Reluctance to finance a budget shortfall, because of the de
sirability of providing such financmg from a more regular source 
than counterpart. 

The following year; this last guideline was drol?ped and replaced 
by one which emphaSIzed a preference for rapid dIsbursement. 

The December 1966 allocations of counterpart for Colombian Gov
ernment use durin?: 1967 not only reflected these guidelines, but also 
a shift from the 'additive project" programing, which had treated 
counterpart as a special additional funding source to be programed 
apart from the annual budgetary process. USAID and the Colombian 
Government now moved toward progl'llming counterlmrt on the basis 
of an integrated investment plan and budget. It was thought that this 
new system would permit better management of Colombian resources 
by Government plannina authorities and would also provide USAID 
with n wide latitude of mfluence in the planning and implementation 
process. Another advantage was simplified administration, es}?ooial!y 
with regard to the post allocation stage. USAID and the Plannmg Of
fice agreed that instead of negotiating a separate agreement with each 
counterpart recipient, they would include all counterpart allocations 
a.nd commitments in the budget in a single letter of agreement. This 
overall agreement would also cover the self-help measures relevant to 
each counterpart allocation and shift the responsibility for enforcing 
these measures from the Mission to the Colombian Government. The 
Colombian bmlgetary syst~m, as policed by the Controller, was to be 
the form of control to insure that the allocations were used by the re
cipient entities for the purposes intended. 

In addition, the new system required the Colombian Government 
to prepare a total resource investment plan and public sector invest
ment budget, lumping together central government revenue and 
counterpart as a single funding source. This plan and the Colombian 
Government.'s proposed di~i.riLllltion of counterpart would then be 
reviewed by USAID, a pl'oredure which involved USAID more 
intimately i'n the total Colombian budgetary process. 

Finally, it was agreed 4-ltat counterpart under progrnm loans would 
be deposited and made available for allocation at the time of dollar 
disbursement by the U.S. bank to the U.S. exporter. This avoided 
the delay of up to 120 days which had previously been caused by wait
ing until the C"<>lombian importer had paid the pesos to the Bnnk of the 
Republic. 

The AID Mission felt that this syst.em enabled progress to be made 
in a number of key problem arens: the attraction of private capital; 
lower delinquency rates in public housing; the financing of supervised 
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agricultural credit; better financin~ and operation of public hospitals 
and health clinics; and the utilizatIOn of scarce primary school class
room space. 

In July 1967, the Colombian Gm·ernment issued its major supple
mental 1967 budget, containing 461.8 million pesos, of which 238 
million was cowlterpart. It had previously been agreed by USAID 
and the Planning OfIice to limit counter.p,aIt allocatIOns to 238 million 
pesos because of concern over the pOSSIbility of excessive monetary 
expansion and because high priority counterparL requirements might 
be developed later in the year. 

More than half of the total was for agriculture, including 100 mil
lion t>ef.03 in a grant to INCORA for irrigation and land reclamation 
actinties. In addition to the 238 million pesos, 105 million was ear
marked for the Private Investment Fund. 

In December 1967, the Colombian Congress approved the 1968 
budget which had been presented in August. The budget totaled 8 
billion pesos, to be supplemented in January 1968 by 700 million pesos 
in rcccI.pts from the gasoline tax authorized by Congress just before 
the ChrIstmas recess. It included 1 billion pesos in counterpart, which 
was allocated in an agreement between AID and the Ministry of 
Finance in February. Total counterJ?art generation from the 1967 pro
gram loan was estimated at apprOXImately 1.6 billion pesos, of which 
343 million had been allocated in July 1967 as described above and 
included in the 1967 Colombian budget. The remainder was to be 
allocated during 1968 and included in the 1968 Colombian budget. 

As approved m December 1967, the 1968 budget continued a steady 
upward trend which had been noticeable for 3 years in public invest
ment, particularly in education which was to receive 1.25 billion pesos, 
comparable in magnitude only to the appropriations for the Ministry 
of Public Works and the debt re{>ayment of the Ministry of Finance. 
It was obvious, however, that whIle the Colombian investment budget 
was growing, so was its dependence on counterpart (216 million pesos 
in 1966,688 million in 1967, and 1 billion in 1968). This led some AID 
officials to doubt that the Colombian Government was making a 
sustained eifOlt to mobilize more of its own resources. The Mission also 
felt that counterpart allocations to the pri vate sector were inadequate 
and should be increased to a minimum of 20 percent. (They eventually 
reached 17.4 percent including credit channeled to industrial and 
agricultural private sectors.) 

As finally worked out, the 1968 counterpart allocations were dis
tributed as follows: agriculture, 40 percent; public health, 18 percent; 
industrial development and private sector finance, 12 percent; educa
tion, 11 percent; planning, 8 percent; public works and power, 6 per
cent; urban renewal and social stability, 4 I?ercent; and a special trust 
fund, 1 percent. The trust fund was a new Idea brought ut> in connec
tion with the fiseal year 1969 loan negotiations. It was deSIgned to cut 
down on U.S. dollar expenditures in relation to the nroposed $5.1 mil
lion grant program ot technical assistance. In the- pust, dollars had 
been furnished on a grant bnsis to allow for the generation of counter
part to support the local costs of dollar grant programs, though the 
mtent of the Foreign Assistance Act is clearly that these local costs 
should be paid by the recipient go,vernment. The counterrlUrt trust fund 
from the program loan was desIgned to pay these local costs. 
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'In conclusion, it seems clear that AID has not solved the problem 
of the effective use of counterpart as an instrument to build institu
tions. It appears that too much counterpart has been used simply for 
the sake of using it. The AID Mission has usually submitted proposed 
allocations to lVashington for approval in haste under thelressure 
of Colombian budgetary requirements which demand rapi release 
of the funds. Rarely has Washington been provided with a detailed 
acc.()unt of the uses and effects of counterpart. 

In these circumstances, one cannot reach a firm ~udgment. How
ever, there appear to be grounds for at least tentatIvely concluding 
that: 

1. Much of the counterpart-particularly that used in agriculture, 
public works, and health-may be in substitution for, and not in ad
dition to, Colombian resources. 

2. Counterpart used in agriculture appears to have favored highly 
absorptive activities rather than those institutions and activities which 
are supposed to receive emphasis under the agriculture sector loan 
signed in July 19G8. These Include providing infrastructure and im
proved technology and mllterial assIstance to that group of the rural 
population most In need of assistance from the central government; 
that is, penetration and fnrm-to-mnrket roads in connection with spon
taneous colonization, supervised agricultural credit {o small or medium 
farmers entering the commercial economy, expanded extension serv
ices to place available technological iuformation in the hands of the 
farmer, and agricultural marketing studies of particular food shed 
areas. 

3. There has been a failure to use counterpart vigorously to support 
local development activities, such as rural civic action programs and 
the relief of underemployment and urban renewal problems. Only 4 
percent of the 1968 counterrart was allocated to the diverse purposes 
embraced under the genera heading of social-political development. 

VI. EFFORTS AT MULTlLATERALISU 

A. THE CONSULTATIVE GROUP 

One of the frincipal reasons for U.S. enthusiasm about Colombia 
at the start 0 the Alliance for Progress was .the development plan 
which the Lleras Camargo government produced in December 1961. 
The Charter of Punta del Este put great emphasis on planning, and 
Colombia was the first Latin American country to produce an overall 
plan. It seemed reasonable to assume that support of the Colombian 
plan would encourage planning efforts elsewhere in the hemisphere. 

The Colombian plan was really two-a 4-year public investment plan 
and a 10-year general plan for social and economic development. The 
10-year plan envisaged an annual growth in the gross national product 
(GNP) of 5.6 percent between 1961 and 1970 on the basis of 1959 prices 
(compared with a growth rate of 4.3 percent for the period 1950 to 
1959r. It called for a total investment over 10 years of $8 billion of 
which $1.2 billion was to come from foreiB"ll sources, including annual 
net privrute foreign investment of aJ;>proxlmately $20 million. 

The plan was examined by the mne wise men appointed under the 
Punta del Este Charter and also, at the request of the Colombian 
Government, by the International Bank for Reconstruction and Devel-
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opment (lBRD). Both the Bank and the wise men concluderl thnt the 
targets for output and the levels of investment contemplated in the 
program were feasible and provided II. focalloint for the formation of 
a consortium of interested governments an international agencies to 
review Colombia's needs for external financing of development proj
ects, and . .!oordinate lending activities around the goals of the plan. 

U.S. evaluation of the plan was more critical. It was pointed out in 
April 1962, for example, that some of the monetary and fiscal projec
tions for the first year of implementation were drastically out of line 
with what had transpired: 

(1) There was a budget deficit of $50 million due partially to 
incomplete implementatIOn of the 1960 tax legislation. 

(2) Export earnings were $137 million below the projected 
$636 million. 

(3) The need for foreign loans and credits to maintain a flow 
of essential imports was $uu million more than the $137 million 
anticipated. 

Preliminary evalulltion of the plun also indicated that the predicted 
growth rate was oVbdy optimistic, t.hat potential export expansion was 
overrated, and that import substitution possibilities were exaggerated. 
There were not enough projects sufficiently well advanced in concep
tion, planning, and design to permit prompt implementation. There 
was an absence of precise priorities, inadequate treatment of the 
agricultural secbr, und an insufficient awareness of the need for rapid 
improvement of tax administration to realize the needed revenue. 

There were even some officials who suspected that the Colombians 
had initiated the plan largely as a means to attract foreign develop
ment capital. Nevertheless the plan stated the preconditIOns set oy 
internatIOnal agencies for Colombian policies and 'performances. Fur
ther, it was the first Latin American plan to be gIven serious consid
eration for financing through II. consortium-type arrangement and 
Colombia's experience was lIkely to set II. precedent for other Latin 
American countries. Thus, the United States seconded the request 
of the Colombian Government for an IBRD-led consortium on the 
plan. The United States also concurred with the IBRD and the "nine 
wise men" that, ns conditions for the establishment and continuation of 
a consortium, Colombia should be made aware of the crucial impOltance 
of consislently following realistic financial and exchange policies, of 
making steady and substantial progress in the improvement of tax 
admimstration, and of allocating each year an appreciably higher 
percentage of its nrutional budget for purposes of educatIOn. 

The State Department suggested the following division of effort. 
The United Stutes would concentrate its assistance in the fields of 
agriculture, industry, housing, and improved tax administration, with 
some limited supporting attention to educlttion and public health. The 
lBRD would concentratt) its attention in its traditional fields of 
specialization, namely, power and transportation. The Inter-American 
Development Rank (IDB) would give preferential attention to water 
and sewerage systems. The OAS would provide technical assistance 
and modest financial help in the field of development plan'1ing and 
tltxation. Finally)., the participants from the Development Assistance 
Committee (DAu) would give primltry attention to specific projects 
and specific industries in which .the individual countries had special 
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interests. On the basis of these conditions, the United States was will
ing to undertake a 3-, 4-, or 5-yeo.r commitment to sUP'ply through de
velopment loans some 50 percent of the external fino.ncmg required for 
Colombia's development program, that is, an amount in the magnitude 
of $60 to $80 million o.nnuo.ll~. The United States supported the IBRD 
takin~ primary responsibilIty for arranging to brin~ together pro
spectIve participants in the consortium, for leadershIp in arranging 
financing, and for advising Colombia and the participants with respect 
to the overall program. 
1. Organization of OOruJultative Group 

The IBRD held 0. meeting on August 8, 1962, for the purpose of pre
liminary discussion of procedures for the coordination of financial as
sistance to Colombia. At that time the Bank's plans were revealed for 
a coordinating group which would review the Colombian program, 
discuss plans to finance projects, and serve as 0. mechanism for the ex
change of infonno.tion. A list of priority projects for external financing 
was drawn up. Particular attention was directed to external financing 
for 0. private investment fund which would provide a source of nonin
flationary financing for private industry and agriculture. The point 
wn.s strongly made to the Colombians at this time that the main pre
requisite for the success of the group was ample evidence that Colombia 
was moving promptly and forcefully with its exchange reform pro
gram and toward raIsing the neces"llry domestic revenues to finance 
the plan. 

This_preliminary meeting was followed in September by 0. meeting 
of DAC countries m order to interest European countries in the Colom
bian development program. At this meeting, the United States ex
pressed its intention to undertake the financing of 0. number of projects 
on the IBRD list nnd said it would be willing to participate jointly 
with other countries in specific projects--especially in the case of the 
private investment fund. In a largely unsuccessful effort to inspire 
potential European donors, the Umted States said it expected to make 
a multiyear commitment soon on development assistance to Colombia, 
pending the conclusion of a new standby agreement between Colombia 
and the IMF. Both the United States and the IBRD emphasized that 
soft loan terms for development loans would be highly desirable. Since 
the main purI>0se of the September meetin~ was to familiarize the DAC 
countries with the IBRD and OAS "WIse men" studies of the Co
lombian development program, no official commitments were made at 
that time. A further meeting to organize the Consultative Group was 
scheduled for mid-,Tanunry 1963 in W ashin~ton. 

In the intervening months, the Colombmn Government was urged 
to enact the reforms necessary to implement the plan, that is, new tax 
legislation, exchange reform, a reduction of o}?ernting expenditures, 
and allocation of a greater percentage of financml resources to educa
tion. This was part of a U.S. effort to impress upon the Colombian 
Government the importance which sources of external financing at
tached to the plan and to Government policies which supported it. 
9. The JanuaMJ 1963 Oomultative G1'OUp meeting 

As the date of the January 1963 meeting of the Consultative Group 
approached, it became apparent that the meeting was ill timed. Co
lombia was still in the throes of the repercussions of the 11)62 devaluo.-
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tion. Proposed measures for exchange reform and tax lelrislation had 
wen submitted to the Colombian Congress, but no actIon had been 
taken. There had been a renewal of heavy Government spending to
ward the end of 1962 and insufficient counteracting measures by the 
Bank of the Republic. The Government wage bill before Congress was 
inflationary in that it contained an escalator clause and provided for 
wage increases in the private as well as the public sector. 

The IBRD case for Consultative Group cooperation, however, was 
based on its more optimistic long-tenn estimates of Colombian develop
ment potential in the light of a history of successive self-help initiatives 
taken by the National Front Government since 1958. 

Both IBRD and U.S. representatives reiterated the need for lenient 
loan terms. The 1962 ratio of service of external public debt to for
eign exchange tlarnings was 13 percent. In view of the country's heavy 
reliance on coffee earnings and uncertainties regarding the speed at 
which other exports could be expanded, the Bank warned against 
excess use of short-term exporter credits which would oblige Colombia 
to use a larger proportion of its total resources for the servicing of 
external debt during the period of its development plan. 

In order to support the IBRD position, the United States agreed 
to finance up to $60 million for capital projects before July 1, 1964, 
subject to the approval of J.lrojects and availability of funds. The 
Umted States also stated its mten ~ion to give priority to the projects 
on the IBRD list, and agreed to consider financing beyond the $60 
million level. 

This stimulus did not, however, encourage equal generosity on the 
part of other participants-Belgium Canada, Denmark, France, Ger
many, Italy, .Japan, the Netherlands, Switzerland, and the United 
Kingdom besides the IBRD, the International Monetary Fund, Inter
American Bank, and the OAS wise men. 

The conclusions drawn from these proceedings by U.S. officials 
were: (1) most countries were interested only in selling equipment 
through suppliers' credit, which did not satisfy the needs of Colombia's 
developing economy; (2) an expanded effOlt would be necessary to 
enlist the support of European countries in Latin American develop
ment efforts; and (3) the need was evident for continued and inten
sified U.S. leadership in the consortium arrangement. 
S. Post-conference devewpment,~ 

As economic conditions in Colombia deteriorated during the first 
quarter of 1963, IBRD efforts to attract European donors lagged some
what. Particularly disturbing were the deCIsions by the Colombian 
Congl'ess to increase wages and to change the rate of exchange for 
coffee. In addition, the original estimates of yield from the proposed 
tax measures had to be reduced from a range of 400-500 millIon pesos 
to 200-275 million pesos. What began to emerge from this situation was 
the realization of the difficulty and contradictions involved in enforc
ing an austerity policy while promoting a development program. In 
the case of Colombia, the. apparent weakness of the political leadership 
made the economic problems even more critical. 

By October 1963, the loans made to Colombia under the auspices 
of the Consultative Group amounted to $143 million out of a total 
of $4fl1 million in nroiertR discussed at the January meetinlr' Addi
tional loans of $131 million were under active consideratIOn. The 
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sources of most of these, however, were United States or international 
agencies. The others were mainly in the form of supplier credits and 
other short-term private and public obligations. 

There also seemed to be a lack of coordination of lending agency 
activities and advice. The Consultative Group generally seemed t.o 
be primarily concerned with debt service capn.city and project read
iness. AID was primarily concerned with development priorities, 
especially in agriculture and education-fields which the Consultative 
Grol!P_largely Ignored. In the private sector, the Inter-American Bank 
and World Bank loans to the Private Investment Fund were limited 
to financing foreign exchange costs. 
4. Second meeting of the OO'Mliltative Group, June 1-2, 1964 

The meeting was called to review Colombia's economic position and 
consider past and prospective external credits for individual projects 
and the Private Investment Fund. The United States, IBRD, and 
IMF all approached the meeting with qualified optimism concerning 
Colombia's developmental prospects. 

The main issues were: (1) the need for greater participation by the 
Europeans, Canada, and Japan, who had provided only 7 percent of 
1963 lending by the group; (2) obtaining long-term development 
loans for a second list of projects, and holding down short-tel1D 
supplier credits; and (3) the channelin~ of new funds into the PIF, 
which had so far received long-tenn JOans of $23.3 million (peso 
equilavent) from AID, $3 million from IDB, and $1.4 million from 
the Dutch Government. 

The United States especially emphasized the need for loans on 
favorable terms with long maturities, grace r>eriods, and low interest., 
and expressed concern over the grOWIng debt burden which would 
result from addit ional credits on short term. On the llSSumption that 
new capital would be provided annually in an amount of $210 million 
on IIvemge terms of 20 years at 6 percent with 3-year gl'llce period, 
net new foreign resources for Colombia would fail to zero in 1974. 
With a few exceptions, however, ,the aVGi'Ilge terms of European 
suppliers' credits wero 10 years at 6 percent. It was clear that the 
maJor source of concessional assistance to Colombian development 
still remained the United States which stllited at the meeting that it 
hoped to be able to commit funds at the same level as fiscal year 1964, 
that is, $87 million, at low-interest rates and long repayment tenns. 
6. Third meeting, June 1967 

The third meeting of the Commltative Group was held in Paris 
June 20-21, 1067. After a lap:,e of 3 years since the second meeting, 
during' which Colombia had had a change in government and Llems 
Restrepo had broken and then made up with the IMF, the interna
tional agencies were again optimistic. 

Colombia presented a list of projects entailing public and private 
external financing of $381 million during the next 2 years. These proj
ects included $290 million in public investment, mainly in electrIC 
power, tl'llnsportation, and agriculture; $80 million in the private 
sector, mainly for the Private Investment Fund and the Industrial 
Development Institute; and $11 million in technical assistance. 

Two power proj('cts totaling $51 million and II. Bogota water supply 
project of $26 million were listed for "joint financing," a concept 
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developed by the IBRD in an effort to extend its resources over more 
prolects than it felt able to finance alone. Joint financing apf,lied to 
proJects requiring large amounts of foreigI! equipment normal y eligi
b~6 for sup'plier credits. Countries whose firms were bidding on these 
IBRD proJects would agree to finance a given share of the project if 
the contract was won by their suppliers. 

As of Febrauary 1968, no U.S. firms had qualified for participation, 
and the ,three proJects were under negotiation between the mRD.1 the 
Colombian Government, and Germany, Italy, and Japan, where lirms 
had qualified for participation. 

Although the response of European investors to United States and 
IBRD imtiatives has on the whole been somewhat disappointing, 
recent developments indicate that they are becoming more interested 
in Colombia, apparently because of Improved Colombian economic 
prospects. The EconomIst Intelligence Unit re:ported in March 1968 
that the Consultation Group for the OrganizatIOn for Economic Co
operation and Development from the private sector has chosen Colom
bIa as the only Latin American country in which it will carry out a 
study on prospeots for capital investment. A spokesman for the Group 
added that the European nations, taken together, now have more funds 
to invest abroad than either the United Kingdom or the United States. 
What remains to be seen are the terms on which these potential invest
ments will be made. 

B. THE INTER-AMERIOAN COMMITI'EE FOR THE ALLIANOE FOR PROGRESS 
(OIAP) 

Concurrently with its efforts to promote the Consultative Group 
organized by the World Bank, the United States also was engaged in 
a. somewhat ambivalent effort to fit the Colombian aid program into 
a multilateral inter-American context. 

At the Punta del Este Conference which established the Alliance 
for Progress in Augus!' 1961, the United States had wanted to go 
fUl'ther than the Latin Americans were willing to go in making the 
Alliance a multilateral enterprise. The United States felt that multi
lateralization of the program would lead to better Latin American per
formance~ because the Latins would be more likely to accept criticism 
from, ana meet standards set by, other Latins. The Latin Americans, 
on the other hand, generally preferred to keep their relations with 
the United Statcs on a bilateral basis. In sum, the United States felt 
that it could achieve more leverage on the Latins in a multilateral 
framework; the Latins felt they could achieve more leverage on the 
United States in a bilateral framework. 

The best compromise the United States could get out of this conflict 
in Punta del Este was the establishment of the OAS Committee of 
Experts, which rame to be known as the nine wise men and which 
was charged with reviewing country development plans. By 1963, 
however, on the basis of a report by former President Kubitschek of 
Brazil and former President Lleras Camargo of Colombia, the Inter-

. American Economic and Social Council agreed to create the Inter
American Committee for the Alliance for Progress (popularly known 
as ClAP, after its Spanish initials). 
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The membership of CIAP was to be selected in the same way as the 
Executive Directors of the Intcr-AmeriCllJ1 Development Bank-that is 
to say, one of the seven members would always be a North American, 
while the other six would be elected by the Latin American states 
according to weighted voting based on their capital subscriptions to 
the IDB. CIAP was charged with making an annual estimate of the 
financing needed for Latm American development and of the total 
funds tliat might be available from domestic and external resources; 
with making an annual review of national and regional plans, includ
ing specific recommendations to members of the Alliance; and with 
coordinating those efforts which required multilateral action, such as 
economic integration and foreign trade policies. In addition, in the 
resolution creatinrr ClAP the member States agreed that they would 
give special consi~eration to its recommendations regarding distribu
tion of external public funds under the Alliance for Progress. 

At this point, the U.S. ambivalence toward multilateralism began 
to appear. The United States wanted a multilateral mechanism to 
bring pressure to bear on the Latin Americans to meet the self-help 
standards of the Alliance, but it did not want a multilateral mechanism 
to bring pressure to bear on the United States with respect to the 
distributioll of its aid money. This contradiction was more marked in 
the middle reaches of the U.S. bureaucracy than it was at the top, 
where a more conscious effort was made to influence ClAP in the 
direction which the United States wanted it to take. 

Although ClAP concerned itself with a variety of generalities with 
respect to overall Latin American economic develo{>ment, its most 
specific, concrete activit:y was the anllual country reVIew. During the 
course of this review, ClAP addressed itself to a country's develop
ment plan, economic policies, and performance, and made recommenda
tions. The United States supported ClAP because it felt that these 
recommendations, coming from Il. predominantly Latin American 
group, would carry more weight and would be more politically palat
able than similar recommendations coming from AID. In fact, this 
has sometimes turned out to be the case. 

On the other hand ClAP has shown a tendency to couch its rec
~mmendations in such generalized terms as to weaken their impact. 
This has been due in part to the fact that it is not so well staffed, 
technically, as AID, the IMF, or the IBRD. In part, it has been due 
to the fact that Latin Americans do not like to say harsh things to 
~ch other, at least in public. And in part, it has been due to the fact 
that ClAP's country reviews are much more cursory than the reviews 
.carried out by AID, the IMF, or the lBRD. In the former case, re
vie~s are carried out over a period of days; in the latter case, over a 
perIOd of weeks. 

In practice, furthermore the two sets of reviews have had no rela
tionsliip to each other. ClAp's first country review of Colombia was 
held on August 27-28, 1964. This was 6 months after the IMF had 
lI.}?proved a standby agreement, 2 months after the IBRD Consulta
tIve Group had recommended disbursement levels for 1964 and 1965, 
and 1 month after AID had signed a program loan-all after ex
haustive review, negotiation, and agreement on conditions. 

ClAP's review concentrated on 'the same problems as the earlier 
ones-the need for budgetary austerity; carerul control of imports to 
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assure the availability of needed capital goods especially for agri
culture and for industries that would not depend on subsequent large
scale imports of raw materials; reduction of the short-term debt of 
the Bank of the Re,Public; tax reform; export promotion; the de
velopment of an agrICultural plan; and the preparation of a rational 
scheme of manpower development, together with its implications for 
Colombian education. 

The ClAP recommendations resUlting from this review were sub
stantially the same as the conditions for foreign assistance which 
had been neO'otiated earlier by AID, the IMF, and the IBRD. How
·ever, the CoTombian Government was less hesitant in publicizing the 
·CIAP reconunendations than it had been about the earher AID-IMF
mRD conditions. There is little evidence, however, that this made 
a great deal ot difference in what the Colombian Government actually 
did about the reconunendations-or in what AID actually did about 
.extending assistance. 

The U.S. Congress has been willing to go further than the executive 
branch-or than many Latin AmerIcans, for that matter-in giving 
ClAP more substantial powers. An amendment to the Alliance for 
Progress title of the ForeIgn Assistance Act, adopted in 1966, provides 
that: 

Loans may be made under authorIty of this title only for socIal and economic 
development projects and progmms which are consistent with the findings and 
recommendations of the Inter-American Committee for the Alliance for Progress 
In Its annual revIew of national development activities. 

This is hardly a difficult task in view of the generllil naturd of ClAP 
recommendations. 

VII. THE PRIVATE INVESTMENT FUND 

One of the proposals advanced by the IBRD as a result of its con
sideration of t.he Colombian 10-year development plan in 1962 was 
the formation of a Private Investment Fund (PIF). The Bank's mis
sion to Colombia had concluded that the prospective sources of non
inflationary internal credit and of ordinary external credit would not 
be adequate to finance the investment in private industry and agricul
ture that would be needed if the goals of the development plan were to 
be achieved. The mission accordingly recommended that additiollal re
sources be l?rovided by means of externllil credits to the Bank of the 
Republic WIth the local currency equivalent channeled to the private 
sector through a Private Investment Fund administered by the Bank. 
The foreign credits to the Bank would be used to finance imports, 
principally of capital goods needed to carry out the development pro
gram and to increase private productive capacity. Funds from PIF 
would be lent to private borrowers through mstitutions having access 
to the credit facilities of the Bank of the Republic. The intermediate 
lending institutions would be fully liable for repayment of PIF loans 

-to the Bank. -
The fund would primarily be used for medium- or long-term loans 

for investments resulting in export promotion, import substitution, 
and bottleneck-breaking (e.g., cement industry). H0r-efully I also, the 
fund would promote the development of new, smal -scale mdustrial 
enterprise. The World Bank mission estimated that $40 million would 

:be needed during 1963-65 to supplement financing available from 
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noninflationary internal sources and from external loans from other 
sources. 

Priol' to the January 1963 meeting of the IBRD Consultative Group, 
the IBRD staff expressed great optimism that European countries 
would participate heavily in the fund. The United States was par
ticularly interested in thIS aspect of the IBRD program and decIded 
to stand ready to make up any shortfall in the fund's resources. 

In the agreement for the $60 million development loan in December 
1962, it was provided that the local currency counterpart generated 
by the loan be used to finance projects primarily in the private sector, 
under AID approval and within the framework of the Colombian 
development plan. In January 19G3, it was agreed that uJ? to $30 mil
lion of the peso counterpart would be designated for the PrIvate Invest
ment Fund. (At the IBRD Consultative Group meeting, the Nether
lands {>roposed lending the eguivalent of $1.4 million. Other partici
pants ill the meeting generalIy approved the idea of the fund, but 
were not ready to implement it.) 

The fund was created by the Colombian COJ!gress February 2~ 1963, 
generally along the lines envisaged by the IBRD's mission. 1t was 
made clear the PIF credits would only supplement other investments!· 
in no case would they cover the total value of a project. Individua 
loans could not exceed 3 million pesos, but this limit could be breached 
in "exceptional" cases. Loan terms could be uJ? to 5 years in agriculture 
and up to 10 years in industry. Interest whlch could be charged the 
ultimate borrower by the intermediate lender ranged up to 8 percent 
for 3-year loans, 9 percent for 5-J'ear loans, and 10 percent for loans 
with longer maturities. Loans could be made for longer than 10 years 
by special arrangement with the Bank of the Republic, and the bank 
could also chan*e the specified interest rates "when economic condi
tions require it. The Bank of the Republic was to charge the inter
mediate lender 4 percent. 

A. IMPLEMENTATION OF THE PIF 

The initial financing of the PIF was provided in March 1963 in the 
form of 60 million pesos in counterpart ($6.7 million equivalent) gen
erated by the first tranche of the program loan which had lw.cn dis
bursed in January. U.S. officials made it clear to the Colombian Gov
ernment that any further PIF financing by the United States would 
be dependent on actual experience with the PIF and on joint review 
of any modifications in operation found mutually desirable by the 
Colombian Government, the Bank of the Republic, and the sources of 
external financing, naturally including the United States. 

By_ August 19G3, the first issue concerning the PIF arose betwoon 
the United States and Colombia over the use of counterpal't pe.<;os. At 
that time, the Colombian Minister of Finance expressed his concern 
about the impending 19G3 budget deficit, and on various occasions 
requested that pesos reserved for the PIF from the December 1962 
~rogram 10an.1 out not needed for PIF disbursements during 1963, be 
shifted to bUdget sUJ?port. This request came into direct conflict with 
U.S. ~licy which VIewed the domestic credit system of the country 
as the key tool with which to channel development assistance into 
private sector production. 
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The unused pesos in the PIF were not the result of a scarcity of 
loan a}?plications, but rather of initial administrative lethargy in 
procesSIng the applications. The request to divert the yesos to the 
budget WII.S made when it appeared to Colombian authorIties that the 
amount of pesos allotted to the fund would exceed the value of 1011.11 
applications processed in 1963. The U.S. reaction was to urge the Bank 
of the Republic to expedite the considel'll.tion of loan apphcations and 
the commitment of these funds to the private sector so ns to avoid 
the accumulntion of Inrge uncommitted balances in the fund which 
could become an irresistIble nttrnction to the Government for budget 
uses. , 

This policy was so successful that by November the Finance Min
ister was askIng for more counterplu·t pesos generated by the program 
loan to be nuthorized for the fund, and 150 million pesos were so 
authorized. 

By the end of December 1963, the PIF hnd also received commit
ments of $3 million from the Inter-American Development Bank and 
$1.4 million from the Dutch Government. The IDB loan WII.S ear
marked solely for foreign exchange purposes. Later, the PIF also 
received aline of credit equivalent to approximntely $5 million equiva
lent in deutsche marks from Kreditanstalt of Germany. 

By micl-1964 (the time of the second meeting of the IBRD Con
sultative Groul? on Colombia»)" the PIF had receIved 118 applications 
totaling 512 mIllion 'pesos (U::;$57 million), and had approved loans 
for 70 projects totalIng 327 million pesos (US$36 milhon). Seventy
eight percent of the number of loans approved exceeded the 3 miWon 
pesos limit specified in the fund's charter. At that time the IBRD 
noted that if the Private Investment Fund wns to be the main channel 
for providing medium- and long-term financing for the private sector, 
'it would require additional foreign loans at the rate of about US$40 
million II. yeo.r. (Of the $36 milhon equivalent in loan commitments 
made by the PIF during its first year of operationsz only $26 million 
in foreIgn financing had been committed. Bank of the Republic lend
ing policy was that 11.11 loan npprovals in excess of J?esos on hand were 
conditional; that is, that pesos needed in later perIOds would be pro
vided only if funds were available.) However, the scale of additiona.l 
financing recommended by the IBRi) was not forthcoming. By March 
1965, the only increaso in the total available PIF resources was an 
AID loan of $10 million to the Bank of the Republic in December 
1964 to finance the foreign exchange costs of PIF -npproved projects. 

The shortfall in anticipated foreIgn financing resulted in II. gap be
tween PIF commitments and disbursements in 1963 and 1964. By the 
end of 1964, 93 lonns totaling 438.3 million pesos were approved by 
the board of directors of the PIF, while disbursements for that snme 
period reached only 268.8 million pesos, out of totnl resources of 302 
million pesos. US AID officials expressed concem about the con
tinuance of the policy of making lonns in excess of firm r('sources, but 
nevertheless agreed to consider the possibility of allocating 270 million 
pesos from the proceeds of AID program loans for 1965 to provide the 
PIF with sufficient funds to cover its projected obligations. 

By the middle of that year, however, some disillusionment was ap
parent in the AID Mission in Bogota, though the Mi$ion still expected 
to provide additional peso support for PIF. The Mission continued to 
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consider the PIF with cautious optimism, but was not yet satisfied 
that the fund was in fact an effective, self-perpetuatin~ institution 
which had approached the realization of its potential. There was It 
widespread suspicion that PIF funds were being channeled mainly 01" 
entirely to the large customers of the intermediate credit institutions. 
Bank of the Republic personnel were not satisfied, either, with the 
quality of the investment investigations done by these intermediate 
institutions or with the Bank stail"s own capacit1 to examine projects; 
yet the bank's management had so far I'eJected U.S. technical 
nssistallce. 

Some thought was given to creation of a Government bank to furnish 
small- and medium-industry credit, but ways were not found to over
come the problem of reasonably pinpointing such credit toward de
velopment objectives rather than scattering it over the vast area of 
essential and unessential, efficient and inefficient, small and medium 
industry alike. 

D. FIN ANCIERAS 

Almost half of the project loan applications channeled to the PIF 
were made throu#Jh finarwieras or finance corporations established prin
cipally to foster mdustrial development. The fi'lUllnCieras were, in fact, 
predecessors to the idea of the Private Investment Fund. As early as 
1961, the IDB made a $1 million loan to the OorporaciOn Financiera 
Oowmbiana de De8arrollo Indu.strial, B.A. (Colombian Financial Cor
poration for Industrial Development, Inc.), for industrial develop
ment projects in Colombia. The corporation was to rolend the funds 
to small and medium industries to enable them to purchase new equip
ment and build additional facilities. Preference was to be given to in
dustrieslroducing for export or those whose products substituted for 
importe articles. This particular corporationhad begun operations in 
1959 as a private development bank whose principal purpose was to 
chnnnel domestic and foreign capital toward the promotion of domes
tic mining, industrial, and agricultural production. 

When the PIF was created, and supplied with counterpart pesos 
from the AID program loan, the IBRD sUB'gested the alternative of 
the World Bank lending to the fina7Wiel'a8 dIrectly rather than partici
pating in the PIF. U.S. officials agreed that this sort of operatIOn was 
necessary to supplement the activities of the PIF. They suggested that 
the fina7Wieras might be the channel for individual loans to the ulti
mate borrower larger than the PIF ceiling, and also indicated. that it 
might not be a bad idea for AID to put money into the finarncieras di
rectly. This, it was felt, would enaole the United States to influence 
the {ina7UJieras toward full-scale development operations would make 
additional capital available to the private sector, and wouid strengthen 
the ability of the fina7UJieras to employ technical and management seI"V
ices. In the tight monetary situation which prevailed in Colombia dur
ing 1963, additional loans to jina7Wieras appeared an especially useful 
tool to expand available private sector development firiancing and to 
influence the Colombian cred it system. 

However, it was eventually aecided to limit AID participation in 
private sector lending to the Private Investment Fund. Part of the 
reason behind the U.S. decision may have been the feeling voiced by 
Mission officials that to respond favorably to the separate financiera 
applications might mean financing second priority projects or proj-
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ects which could receive financing elsewhere, since first priority proj
ects presumably were to be covered under the PIF, and the fi,1lO:ncieras 
had shown themselves able to obtain financing elsewhere-from U.S. 
and European banks and tJle International Finance Corporation, as 
well as the IDE. 

In May 1066, after two and a half years of negotiation, the IBRD 
lent the Bank of the Republic $25 million for the specific use of five 
private finanderas on condition that the established interest rate 
structure would be relaxed so that a more reasonable long-term rate
approximating a free market level of 14 to 16 percen~ould be 
established and that the existing flexible ceiling on loan size of 3 
million pesos would be abandoned for this particular credit. In April 
1968, the IBRD made another loan ($12.5 million) to the financiera8. 

VIII. AGRICULTURE 

A. SUMMARY 

The Charter of Punta del Eate contains two agricultural objec
tives-increased productivity and agrarian reform. Although these 
are mutually consistent over the long term, they present certam short
term contradictions, particularly when limited resources are availn:ble 
to devote to them. This is especially so in the case of an a~riculturn.l 
sector such as Colombia'S, which has been well d~ribed m a state
ment by the AID Mission in Bogota to the House Banking llnd 
Currency Committee: 

In discussing the structure of the agriculture sector In Colombia It Is helpful 
to make a distinction between the traditional segment and the capitalized (i.e., 
mechanized crop production and beef cattle) segment. Each of these segments has 
Its own requirements with respect to kinds of land resources used, each produce!! 
Its own types of agricultural products, each has Its own sources of credit and ot 
technical Information and each serves largely Independent end-use demands. The 
surprisingly small amount of competition between the traditional segment and 
the capitalized segment of Colombian ngrlculture In the marketplace and In use 
of soil resources Is due to the circumstance that the two segments do not pro
duce the same agricultural products. Thus it Is not exact to describe Colorublnn 
agriculture as being In "transition" from traditional to modern agriculture. 
Rather, It Is trndltlonal ngriculture to which a modern agriculture Is being 
added, largely through the Introduction of new agricultural products. 1\I0reo\'l'r, 
It seems probable thnt this dichotomy wllI continue for bome time, with separate 
servlceH, Institutions, marketing arrangements and policies for !'nch of the two 
segments. From the standpoint of substantially Increasing the national agricul
tural product, the capitalized segment offers far more llexlbl1lty than the tradi
tional segment of ngrlculture.' 

From one time to another, AID hus vacillated between emphasizing 
productivity (or economic considerations) and emphasizing land re
form (or social considerations). This has been due in part to pressures 
from within Colombia, where for political reasolls AID (and more 
importantly the Colombian Government) have felt that olle purpose 
could not be t'mphnsizeclunduly at, the expense of the other. 

On balallce, however, the main thl'llst of AID's ng'l'irllltul'al pro
gram in Colombia has been toward incI'easing' productivity. This has 
been a reflection of AI D's ovemll prog'l'IIIn in Colombia, which has 
been one basically of balance-of-payments assistance aimed at economic 

I u.s COnl:rr~R. ROIl~r Commlttre on nnnl;ln~ nnd Cllrrenc~'; Sllbcommltt~e on Inter
Dntlonnl FlnnDce, "Food for Progrcs81D Lntln Amerlcn," tlOth Cong., 8econd 8e8R., 1061, 11.10. 
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stabilization as a basis for growth. The greatest benefit that the bal
ance of payments enn derive from af'iculture is through increased 
agricultural exports, and thus AID s 'program in agrIculture has 
tended to emphasize (though not exclusIvely) activities aimed at the 
increase and diversification of agricultural exports, as distinguished 
even from increased production of basic foodstuffs for domestic con
sumption except to the extent, perhaps, that such increased produc
tion would substitute for imports. Indeed, all of the AID lonns to the 
a,gricultural sector have also provided balance-of-payments support 
tnrough financing the import of goods which nre not necessnrily re
lated to the project at hand. 

These loans, which will be discussed in more detail below, totaled 
$38.5 million from ~;;cal year 1962 through fiscal year 1968. An addi
tionnlagricultuml ~/_ctor lonn of $15 million wns made early in fiscal 
year 1969 out of 1968 funds. All of these loans nre repayable in dol
Jars. Further, Colombian agriculture has been allocnted 985 million 
pesos of program loan counterpart and hIlS received $7.6 million in tech
nical nssistance during the Alliance for Progress period. This pro
g-rnm lonn counterpart figure dDl's not include Private Investment 
Fund pesos which were channeled to tha private agricultural sector 
for credit, nol' does it include counterpart alloeated to budget support 
which found its way to the Ministry of Agriculture. 

Finally, note should be taken of Public Law 480 nssistnnce, which 
represents agriculturnl inputs into the country, though by no means 
all of the counterpnrt hns gone into agriculturnl projects. Between 
1962 nnd 1967 a ,total of $108.9 million in Public Law 480 assistance 
was committed to Colombia. A shortfall in deliveries of U.S. agricul
tural commodities, however, reduced the final value of these agree
ments to $76.6 million. Under a 1963 title IV agreement, the Colom
bians declined to purchase the full quotn of tobncco stipulnted becnuse 
of domestic problems with contrnband imports. A 1964 title I (loeal 
currency sales) ngreement was curtailed because of heavy Colombian 
inflation which made purchases at the highest exchunge rate prohibi
tive. A W6G title IV (dollar sales) agreement was not complied with 
by the United States where low wheat surpluses forced a dIversion of 
the Colombiun allotment of whent to Indlll. which was facing a food 
shortnge crisis. On May 31, 1968, a new $13.6 million t.itle IV agree
ment was signed with Colombia. 

Efforts to incrense Colombinn Ilgricultural production, however, 
hnve been nt best only moderately successful. Indeed, on a per capita 
bnsis, food production in 1967 wns only 96 percent of bhe 1957-59 
m"ernge. 

B. DEVELOPl\[ENT OF U.S. POLICY 

1. Technical a8sistance 
At the time the Alliance for Progress began in August 1961, the 

United States had been furnishing technical assistance to Colombia 
in agriculture for a number of years under the point 4 program 
through an agency known as Se1'Vicio Tecnwo de Asistencia Oolom
biano-Americano (STACA). This was one of a number of servicio8 
which had been created throughout Latin America. in the 1940's and 
1950's, some of them predating point 4, to furnish technical assistance, 



747 

primarily in the fields of health, education, and agriculture. Servia/o8 
were staffed and funded jointly by the United States nnd the Lntin 
American country involved. In the caso of STACA, more than half 
the costs were paid by the Colombian Ministry of Agriculture, and 
United States and Colombian technicians worked side by side to carry 
out STACA programs, the basic goal of which was to train Colom
bians. 

At the time the Alliance for Progress came into being, Sl'ACA 
was conducting eight projects-agricultural economics, agricultural 
ndministl'lltion, agricultural extension, forestry, agricultural engi
neering, sJ?ecial tropicalJ>roducts agriculture, livestock improvement, 
and agrarIan reform an supervised agricultural credit and coopera
tives. 

Aside from STACA's technical assistance activities, the United 
States made $34.2 million in loans of Public Law 480 counterpart dur
ing the 1050's to Colombia's Agrarian, Industrial, and Mining Credit 
Dank (Oajadc 01'CditoAgrm'io,lndu,strialy Minero, popularly known 
as tho Oaja Agmria). By the end of 1061, almost 00 percent of these 
loans had been disbursed-mainly, so far as agriculture was concerned, 
for large-scale projects such as fertilizer production, irrigation proj
ects, lumhering, and reforestation. 

With the coming of the Alliance for Progress, U.S. policy with re
spect to assistance to Latin America underwent a massive change. 
Hitherto, U.S. aid had been limited mainly to technical assistance un
der the point 4 conceJ?t that this would gradunlly teach the Latins bet
ter ways of doing thmgs. Now, U.S. aid wns aimed at total economic 
development, accompanied by social reform. The shift was from 
agronomists, or other specialized teclmicians, to macroeconomic 
planners. 

This big change J?roved rather difficult to bring off, personnelwise. 
The "shirt-sleeve dIplomats" of point 4 found themselves no longer 
wanted, while their places were taken by the economic developers, 
who likewise were found to be in short supply. 

In 1061-62, the sCl'Vicio,Q, which llad been the instrument of the point 
4 program in Latin America, were liquidated throughout the hemi
sphere, as tho United States moved from a program of technical assist
ance to 0. program of economic development and socinl reform. The 
end for STACA came in December 1062. 

Technical assistance nctivities were continued, however, outside the 
servicio frnmework. Specifically, AID continued STACA projects in 
agricultural dhrersification and agricultural planning which had been 
oogun in fiscal years 1060 and 1061, respectIvely. The diversification 
project has provided technicians to the Live-stock Bank (RaMO Glma
dero) and the Land Reform Institute (INCORA) and has been geared 
to backing up the development loans made to these organizations. 
The plannIng- project is directed to the Colombian Ministry of Agricul· 
ture and is aImed at improving that organization's efficiency. 

In addition, in fiscal 1066 a project was started in agricultural edu
cation. This is being carried out by the University of Nebraska which 
is workin~ with the f1Istituto OolO1Miano Agrope(JU(lrio (ICA-Colom
hian AgrIcultural and Livestock Institute) and the NatIOnal Univer· 
sity to improve agricultural education, research, and extension 
activities. 

1!8-820 0-88-48 



748 

The central theme of 0.11 of these projects is increased agricultural 
productivity. 
~. Agriculture project loans 

In August 1961, the old Development Loan Fund lent the CajB 
Agraria $8 million to provide production credits to support small 
farms involved in agrarian resettlement programs. The terms were 4 
percent for 20 years with a I-year grace period for repayment of 
principal. ' 

This loan was intended to deal with the social aspects of Colombia's 
agricuItural problem. The basic agrarian reform legislation creating 
the Agrarian Reform Institute (INCORA) was not enacted untIl 
Inter in 1961, but meanwhile the Caja Agraria was concerning itself 
with reset.tlement of landless cmnpc8ino8 and with helping those who 
simply squatted on vacant lund. This loan was intended to enable 
the Caja to provide subloans to these family-sized units in 0. program 
of supervised agricultural credit. It subsequently developed that the 
loan was in fact used to liquidate an existIng debt of the Colombian 
Government to the Caja. In 1966, AID reached agreement with the 
Government to recommit the loan in nccordance wit.h the original 
intent. 

In June 1963, AID lent INC ORA $10 million, again for super
vised agricultural credit to family sized units. The program con
templated bot.h credit and technical assistance; the credit would be 
extended against 0. farm plan worked out between the technical ad
viser and the farmer. The terms were 0.75 percent for 40 years with 
a 10-year grace period. By the time the loan was fully disbursed at 
the beginmng of 1966, it had contributed to the t.ra:,1ing of more 
than 200 INCORA supen-isors and more than 8,600 sub loans were 
made. AID estimates t.hat t.here are 890,000 family sized farms in 
Colombia, of which about half are large enou~h-t.hat is, 12 to 50 
acres-to make proper use of supervised agrICultural credit. The 
figures indicate that the average loan was something more than $1,000, 
and this in turn implies that most of the loans, dollarwise, went to 
larger units. 

In .July 1964, AID lent t.he Bunco Ganadero (Livestock Bank) 
~ million. The terms were 0.75 percent during the 10-year grace 
period and 2 percent during the subsequent 30 years of the loan's 
matul'it.v. The Bank's "uu-(,o\'l'o\\,ers \\'('re to repay in pesos at 2 percent 
over 20 years, wit.h 11 5-year grace periocl, The IJlirpose was to increase 
cattle production throu~h the purchase of breedin~ stocks, acquisition 
of new equipment, and pasture improvement. The loan was aimed 
mainly at incI'('a~ing Colomhia's livestock exports und t.hus improving 
the balllnc(' of payments .• \ secondary purpose was to allay fears 
which had b('(,11 (,111!('nderetl aJllong rmichers hy the ag-rarian reform 
law. ~Iore ellicient ('xploitation of ranchlands would tend t.o protect 
tlu'm from expropriation. 

In March 1966, AID lent IKCORA $8.5 million to cont.inue the 
supervised agricultural credit program started in 1963. The loan was 
for 20 y('al's with a lO-year grace period at an interest rnte of 1 percent 
during t.he grace period and 2.5 percent. thereafter. The same terms 
a'pplied to sub-borrowers. The 10ttn was sl1llplemented by the alloca
tion of 65 million pesos in eounterpart derived from program loans. 
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The subloans were to be directed mainly to campesiMB involved in 
!NCORA's resettlement programs. 

In July 1966, AID made a further loan of $8 million to the Banco 
Ganadero for continuing the activities financed. by the 1964 loan. 
These had been spectacularly successful, as Colombia'S exports of 
cattle, beef, and related products increased from $351,000 in 1961 to 
$11.7 million in 1965. A part of this apparent increase probably re
flected better statistical reporting and a decline in smuggling across 
the Venezuelan border. The new loan was for 40 years ,wIth a 10-year 
grace period at an interest rate of 1 percent durmg the grace period 
and 2.5 percent tlH'n'ni'ter. Sub-borrowers were -to repay at 5.5 percent 
o\'er 20 years with a 7-year grace period. 

Finally, in July 1968, AID made its first sector loan to Colombian 
agriculture-$15 million for 40 years with a 10-year grace period and 
interest at 2 ,J?ercent during the grace period and 2.5 percent there
after. This is m all respects like a program loan, but all of the condi
tions relate to awiculture and all of the counterpart is allocated to 
agricultural proJects previously agreed to. 

The loan is to be used to finance imports needed b:y Colombia's com
mercial farms and the counterpart is to be used .prImarily for infra.
structure projects oriented to rural development and agrarian reform. 
In addition, the loan is tied to policy and institutional reforms aimed 
both at encouraging private investment in large-scale commercial agri
culture and at accelerating the distribution of land titles to INCORA 
colonists. Thus, the loan seeks to bridge the dilemma between economic 
and social objeciives. 

IX. EDUOATION 

As U.S. policy toward assisting Colombian agriculture vacillo.ted 
between an economic and a social emphasis, so U.S. policy toward 
assisting Colombian education vacillated between emphasizing, at vari
ous times, assistance to primary education, to secondary educo.tion, to 
vocational education, or to universities. As in the case of agriculture, 
aid to education was also caught up in the dilemma posed by the -po
litical desirability of producing immediate results in a situation where 
most programs had to be long range. 

Tho United States began technical assistance to Colombian educa
tion as early as 1943, when an educational servicio was organized. The 
effort, howO\'er, was extremely modest, amounting to only $700,000 in 
U.S. funds over the 18 years from 1943 until the beginning of the 
Alliance for Progress. Additional funds were supplied by the Colom
bian Government for 8crvwio projects in educatIOn management and 
planning, primary education, vocational agricultural education, and 
trade and mdustrial education. From 1958 through 1961, the United 
States spent an additional $191,000 on educational demonstration 
projects. 

In 1961, as the Alliance for Progress was starting, the Colombian 
Ministry of Education drew up a 4-year primary education plan aimed 
at the ambitious goal of prOVIding primary education for all ch!ldren 
between the ages of 7 and 11. The plan called for the constructIOn of 
22,000 classrooms, four normal schools, the training of 9,500 new 
teachers, the upgrading- of about 11,000 additional teachers through 
inservice training, and the training of 400 supervisors and 2,500 school 
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administrators and inspectors. This was very much in accord with the 
Charter of ,Punta del Este and its emphasis on the elimination of 
illiteracy. Thus, on December 12, 1961, AID signed a primary educa
tion agreement with Colombia providing for a U.S. contribution of 
$3,540,000 und Colombian financing of 47,850,900 pesos (the peso at 
that time being npproximately 8.50 to the dollar). In Murch 1963,28 
million pesos (the peso then being approximntel~ 9 to the dollar) of 
counterpart from program loans was made aVllllnble to the Educa
tion Ministr), budget for primary school construction, furnishing, and 
administrative expenses. This was despite the fact that the Colombian 
Government had not met its scheduled contributions under the original 
project agreement. In November 1963, AID also acquiesced to a Colom
bian Government decree which allocated approximately 11 million 
pesos from the early 1962 supporting assistance loan to the Ministry 
of Education, to be used primarilx for paymrnt of teachers' salnries 
and Christmas bonuses. MeanwhIle, in 1962, the servicio had been 
terminated and an administrative office for all national education 
programs established within the Ministry of Education. 

By mid-1965, all of the funds for the primary school construction 
project had been expended, but only about 5,000 classroom units had 
been built. One reason for the shortfall was management difficulties, 
but another reason wns an increase in classroom unit cost from an origi
nal estimate of 17,000 pesos in 1961 to 28,000 pesos in 1964. 

Even while supporting the primary school construction project, AID 
began to have serious second thoughts about the matter and about 
Colombian educational efforts in general. 

A spate of reports in the early 1960's-from the Ford Foundation: 
the OAS wise men, UNESCO, the IBRD, and AID itself-had 
stressed the importance of qualitative improvements as well as school 
construction. At both the prImary and secondary levels, the curriculum 
was oriented toward preparation for the next stage of education which 
only a. minority of students would attend. Dropout rates were high, 
eS;J,lecially in rural primary schools, and many students reverted to 
ilhteracy. Teachers at both primary and secondary levels were poorly 
trained. In concentrating on college preparation, the secondary schools 
discouraged enrollment in the urgently needed technical categories 
offered by normal, industrial, and agricultural schools. There was a. 
wasteful proliferation of universities (24 with only 34,220 students by 
1964). Because students were forced to make their career choices upon 
entering the university~ they usually chose the traditionally prestigiOUS 
occupatIOns of law, arChitecture, or economics, and devoted little atten
tion to industry or agriculture. Faculty salaries were low, and most 
professors were part time. The Ministry of Education itself suffered 
from n. high turnover of personnel, the overcentralization of routine 
procedures in the Office of the Minister, and the lack of any clearly 
formulated long-range program objectives. It was attempting the im
possible task of directly administering hundreds of schools. Finally, 
the resources devoted to primary education varied widely from one 
department to another. 

The repcrts which made these findings generally coincided also in 
their recommendations. These were for a reorganization of the Min
istry of Education, including the transfer of primary school adminis
tration to the departments; development of an overall education pol-
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icy looking toward establishment of a l,>alanced system related to the 
country's needs for development; a modification in the construction 
goals for primary schools; a substantial increase in investments in 
secondary, vocational, technical, and higher education; a more bal
anced geograI?hical distribution of the national education budget; and 
moro emphasIs on teacher training and the gathering of manpower 
data. 

Further, it appeared that the primary school construction program 
had been undertaken without ade<I.uate consideration of the scope of 
the program or of the speed at whIch the goals could be approached. 
These goals had been stated almost entirely in quantitatlVe terms 
with little attention given to the quality of the teacher or to the quali
tative aspects of what the child was to learn. Even in quantitative 
terms, there was no evidence that the supply of teachers was expand
ing at the same rate as the number of classrooms. The expansion of 
prImary schools was creating a wk'le new set of massive demands on 
secondary schools. 

AID's response to this situation was to refrain from makin~ loans 
for education, pending the investment of more of Colombia s own 
resources, and to limit Itself, with a few exceptions, to technical assist
ance. One of the mOre important technical assistance projects was to 
provide advisers to a llew planning office which was created in the 
Ministry of Education in early 1964. 

A. EDUCATIONAL TELEVISION 

After administrative weakness and financial crisis had doomed two 
earlier educational television attempta by the Colombian Government 
(1955 and 1960-62), Peace Corps representatives picked up the idea 
in late 1962 as a way to counter the ten.cher shortage. The Colombian 
Government then requested U.S. assistance through the Alliance to 
aid Peace Corps and Colombian agencies in carrying out the project. 
By December 1962, the project had won the support of the U.S. Am
bassador who saw it not only as a means to improve education in 
Colombia, but also as a demonstration project to provide an example 
to other underdeveloped countries of the controlled use of educa
tional television. He suggested that AID should be responsible for the 
purchase and delivery of reception equipment, the Peace Corps would 
handle recruitment, training and salarIes of its own volunteers and 
professionals to service the project, and the Ford Foundation should 
participate in the development of broadcast program content and in 
continuous experimentatIOn, tooting, and evaluation. The Colombian 
contribution was to be the provision of television network operations, 
teacher education and added teacher supervision. The AID Mission 
endorsed the proposal and recommended that the AID portion of the 
financing 'be provided through a development gru.nt. An agreement 
was signed on June 27, 1963, for joint Peace Corps/AID participation 
in the project. AID obligdted $575,000 to be used for the procurement 
of 1,500 TV sets, essentia1 hardware for operation, educational mate
rials for classroom use, and shipping c1iarges. AID also provided 
$59,000 to finance the training in the United States of 28 Colombian 
technicians connected with the project. 

The inau~guration of Colombian ETV took plnce in February 1964, 
under the Colombian sponsorship of the Ministries of Education and 
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Communications. The network WIl8 to tmnsmit 20 to 25 hours n. week 
of instruction to primary grades in language, mruthematics, social and 
natural sciences in 500 schools, and would also conduct teacher train
ing sessions several hours a week. A Colombian. Institute under the 
governing board of the two Ministries controlled the content of in
struction, designation of courses and teacher participation. The fail
ure of the Institute's planning committee to meet f~uent!y and the 
failure of the ~Iillistry of Education to provide suffiCIent Colombian 
technicians caused the project to bIter badly during its first year of 
existence. Ford Foundation support faded when the Colombian Gov
ernment delayed in submitting the organizational and funding assur
ances requested by Ford's chIef representative in Bogotii.. AID's en
thusiasm also waned, in :part because the school construction project 
was coming under increasmg criticism and AID officials were reluctant 
to get deeply involved in another piecemeal impact project in educa
tion. They reitern.ted on several occasions in 1963 that AID's support 
of the project was limited to initillJ hardware. 

By September 1965, only 850 of the planned 1,500 TV sets had been 
installed. Recommendations were made in the State Department that 
"future ETV projects should be initiated only after substantial evi
dence is given that the host government is sincerely interested in 
having such 0. program. This means the ~rovision of a realistic, viable 
program by the Ministry of Education. ' What this recommendation 
overlooked was the fact that. AID administrators in 1962 had been 
influenced by the initiatives already taken by Colombia to instituto 
an ETV program and by ColombIan officials' enthusiastic commit
ments to comply with AID's administrative suggestions. 

The survival of the ETV project was assured by the continuous 
activity of the Peace Corps under 0. dynamic and dedicated project 
director. By December 1965,1,000 of the 1,500 sets had been installed 
in elementary schools of seven departments. ETV programs were reach
ing approximately 350,000 Colombian schoolchildren and 6,000 pri
mary schoolteachers (the source of the most enthusiastic support for 
the program). Decentrn.lization of project administrlLtion waS put into 
effect by 1966, thus deepening local commitment to the longevity of 
the ~rogrnm. This Pence Corps initiative and planning brought AID 
Mission interest back into the project, and in March 1966,0. new project 
agreement was signed committing $25,000 additional AID grant dol
lars for the purchase of equipment needed to complete facilities of 
new ETV studios. Despite the further expansion of the program 
(1,250 receivers installed by February 1967) and increased participa
tion at the denartmental level, one of the major stumbling blocks 
continued to bf', the inability of the Ministry of Education to meet its 
financial commitments as stated in the two project agreements. 

n. ASSISTANCE TO SECONDARY EDUCATION 

Several overtures were made to the AID Mission by the Colombian 
Government. for f!I'ant assistance to secondary school construction prior 
to 1966, but AID refused to allocate funds for this purpose because 
of the lack of 0. basic overall plan for reorgani7ation of thE' secondar,' 
system. Between 1964 and 1966, however, AID did furnish approxi
mately $240,000 in technical assistance to a national education plan-
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J!ing project, the ma.jor focus of which was seconda.ry education. In 
January 1966 the Nationa] Education Planning Mission in Colombia 
recommended that the fragmented system of small single-purpose 
schools be rep]n.ced by a system of large all-purpose or comprehensive 
high schools. These schools were to be consIdered as a first step in a 
program for the reorganization of the total structure of secondary 
education in Co]ombia. The new schools were also to serve as centers 
for the demonstration of new teaching techniques and for inservice 
education of teachers. Two other reasons for building large all-purpose 
secondary schools would be to reduce pel' pupil costs and facihtate 
curriculum refonn. The basic 4-year course would provide all students 
with minimum skills in preparation for earning a living at the semi
skilled level. Completion of an additional 2-year course would provide 
the student with opportunities for greater specialization and allow him 
to continue studies at the university level. The proposal was adopted 
by the Ministry of Education and in anticipatIOn of an IBRD loan 
in support of the project, the Governmel\t included an appropriation 
in the nation a] budget for its share of the l'osts of building the schools 
and acquiring the school sites. 

During the spring of 1966, indications were that the IBRD was 
prepared to act quickly and favorably on the loan proposn.l subject 
to the understanding that USAID would provide the essential tech
nical assistance and partic!J>ant training. (AID technical assistance 
was specified because of AlD e~p~ence with the Colombian educa
tional system.) Doth AID and UNESCO, which were already in the 
process of providing technical assistance to the national educational 
plan, participated in the preparation of the IBRD loan application. 
The AID effort was aimed primarily at designing new curriculum 
organizations and subject matter content. Subsequently, this was ex
panded to include the development of college of education faculties for 
secondary school teaching. It was also contemlJ]uted that AID would 
provide contract teams with specialties in supervision and curriculum, 
school aoministmtion and finance, guidance, and specific subject matter 
areas. UNESCO planned to provide technicians in science, mathe
matics and audiOVIsual educatIOn. The project agreement committing 
$11,200 of U.S. teclmica] assistance to th.e fina] planning of the Colom
bian application for the $12 million IBRD loan WIlS signed on January 
a~, 1!)(j7. The agreement. was amended III Fe!))'\IHn', ~Ia", Ilnd .rllne 
to raise the total value of U.S. planning assistance to $i96,200. This 
increase permitted the expansion of the technical advisory program 
in Colombia) and included provisions for a study-internship program 
for ColombIan education administrators at the University of New 
Mexico. 

The original target of the project was the construction of 18 com
prehensive high schools. However, by the end of May 19671. AID tech
nicians who had been contracted under the agreement and an lDRD 
representative in Dogota recommended cutting this number in half for 
soveral already fam iliar reasons: (1) the lack of Colombian manpower 
available to complete the plans; (2) inability of the Ministry of Edu
cation to support the new schools and salary increases for teachers in 
the future; (3) inadequate supervision faciiities in the Department of 
Inspection of the Mimstry of Education to help the new schools grow 
and improve; and (4) the indecision on the part of the Ministry of 
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Education on the basic questions of the capacity and organizational 
structure of the proposed schools. The completed loan application was 
submitted to the IBRD in October 1967, and in July 1968, the loan 
agreement was signed in the amount of $7.6 million for 10 high 
schools as the first stage of the larger project. AID, however, con
tinued to base its program requirements on the ultimate project of 
18 schools. It justified the expansion of its technical assistance pro
gram on the completion in 1965 of a joint national education plan
nin~ study which it undertook with the Ministry of Education and 
whIch provided a general plan for educational reform and gave pri
ority to an action program in secondary education. AID cited the 
extent of Ministry of Education participation in this project as one 
of encouraging developments toward reform of the Colombian educa
tional system and recommended the approval of additional technical 
assistance funds for participant traimng. In 1968 AID was contem
plating the negotiation of an educational sector loan, the amount to 
be determined. 

O. u.s. ASSISTANCE POLICY TOWARD HIGHER EDUCATION IN OOLOMBIA 

The problem of the proliferation of Colombian institutes of higher 
education and the consequent duplication of effort and expense has 
already been mentioned. In 1962, the Colombian Association of Uni
versities r~uested U.S. assistance to conduct a study of higher educa
tion for the purpose of developing a national plan. The immediate 
AID response to this request was in the form of two technical assist
ance contracts with American universities. One of these involved the 
School of Administration and Finance, MedelHn, and Syracuse Uni
versity. The project began in February 1962, with the objective of 
meeting the needs of Colombian industry for trained administrative 
personnel through the preparation of undergraduates and executive 
development programs. The project absorbed approximately $840,000 
and was extended to December 1966, in order to design a postgraduate 
fifth year course of study, and allow time for an evaluation of the 
curriculum. 

The second contract was between the University of Los Andes, 
Bogota, and the University of Minnesota. The objective was to estab
lisli a program of graduate study in economics, leading to a mnster's 
degree, and to assist in developing research techniques of the Univer
sity's Center for Studies in Economic Development (which is largely 
supported by Colombian Government contracts for studies of local 
problems). The project absorbed approximately $400,000 and was 
completed in May 1966. 

Tliese two efforts were minor contributions to the overall study 
which had been requested by the Association of Universities. It was 
not until January 1965, ,that concrete plans were made by the AID 
Mission to undertake an intensi ve study of postsecondary education 
in Colombia through a contract wirth the University of California for 
advice to the Planning Commission of the Association of Colombian 
Universities. The major reform objectives to be included in the pro
gram were (1) an improvement inedncational standards; (2) substan
tial increases in enrollments; (3) reduction of duplication and waste; 
(4) optimum use of human and financial resources; and (5) an in
crease in the number of well-qualified graduates. Before any of these 
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goals could be accomplished, however, close attention had to be given 
to the reorganization and reform of tho Nat,iona] Unhrcrsity which 
represented approximrutely 25 percent of the total university enroll
ment in Colombia, and had continuously been the center of consider
able politicalactivitI. AID interest in financially supporting National 
Universi,ty reform developed between June 1964, and March 1965. 
During that period, t,he newly installed rector of the university, Jose 
Felix Patino, took several preliminary steps toward administrative 
reorganization, stemming student unrest, adding full-time faculty 
members, and consolidn.tmg some of the schools in the university 
complex. These initiatives plus a desire to alleviate student dissatis
factIOn with inrudequate facilities on the campuses prompted AID 
administrators to propose the allocation of peso proceeds from the 
1!)64 program loans toward the completion of constnlCtion of a new 
library and student center. It was not until December of 1965, however, 
that the amount of 15 million pesos in counterpart was al{l'eed upon. 

In anti~!pation of further USAID peso support, PatIno and the 
National University Planning Commission drew up a comprehensive 
reform program based on a 4-year investment plan. The plan aroused 
much enthusiasm among AID officials in Washmgton and Bo~ota, and 
stimulated several proposals for U.S. loans as well as extenSIve tech
nical assistance. The main objectives of the reform progrn.m were: (1) 
orientation of the university program toward the nation's develop
ment needs; (2) improvement of the university faculty and its con
version from a part- to full-time basis; (3) implementation of a 
'jtudent welfare program, including a student loan fund (90 percent of 
the students came from low-income families) i and (4) the centraliza
tion and strengthening of administrn.tion through the establishment of 
standard proce,dures. Despite strong U.S. interest in sU'p'porting the 
National University effort, however, it was finally deCIded that the 
IDB would provide a more acceptable source of funds. The IDB 
agreed with this n.pproach and worked out it.c; own loan agreement with 
tne National University and the Co]ombian Government. 

An IDB loan of $7.7 million was authorized in December 1966, to 
finance up to 41.8 percent of the project costs included in the 4-year 
investment plan. Both this loan and AID's release of the 15 million 
pesos in cOWlterpart were contingent on a larger budget allotment from 
the Ministry of Education to the National University.,In February 
1968, the United States agreed to the allocation of an additional Be 
million pesos of grant counterpart funds to support the National Uni
versity 4-ycar development plan. 

D. u.s. OOUNTERPART SUPPORT OF COLOMBIAN BCHOLAllSHIP PROGRAM 

During his visit to BO$otn. in December 1961, President Kennedy 
suggested that a substantIal grant should be made to Colombia to pro
vide scholarships to Wlderprivileged secondary and university stu
dents. Shortly thereafter, toe Colombian Institute for Technical Spe
cialization Abroad (ICETEX, after its Spanish initials) submitted 
a loan proposal to the AID Mission. 

ICETEX is an autonomous Government agency which was founded 
in 1952. It has engaged primarily in making loans to needy Colombian 
university students, for study tioth in Colombia and abroad, mainly 
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in the fields of engineering, education, and agriculture. It makes loans 
exclusively on the-basis of academic records, subject to applicants being 
admitted. to the wtiversity of their choice. 

At the time of its loan application to AID, ICETEX had already 
financed a survey of high-level human resources in Colombia to 'Pro
vide information for unIversity J>rogrnm planning. The proposed loan 
was intended to finance the local currency requirements of the ICE
TEX program with emphnsis on scholarships in technolo¢cal and 
scientific fields in order gradually to fill the existing gaps In skilled 
and high-level mnnpower. 

The loan proposal was sup-ported bv AID ndministrators in Bogota 
and Washington ns contributing to U.S. objectives in Colombia 
through the development of nn institutionnl nnd manpower base, but 
the lonn was not approved until the spring of Hl64: when $1 million in 
counterpart was allocftted to the ICETEX scholarship progl'am to be 
disbursed in five equal annual instnllments for lonns to students for 
study in Colombinn universities. 

The program wns suspended townrd the end of 1965, however, be
causo of a shortage of coun~rpart arising from delays in disbursement 
of program lonns nnd of Public Law 480 snles proceeds and because 
no new program loans hnd been mnde since July 1964. In these cir
cumstances, both the Colombinn Government and AID ngreed that 
ot.her high-priority projects would have to absorb the pesos nllocated 
to ICETEX. ICETEX was nlso undertnking a reorganizntion of its 
domestic scholnrshiJ> program and felt it might not be able to use the 
pesos immedia~ly. Subsequently, there has been developed a similar 
scholnrship progl'llm finnllcccl through commercial banks and the Bank 
of the Republic nnd ndministered by ICETEX on the basis of aca
demic qual i ficntions. 

E. AGRICULTURAl. EDUCATION 

In 1965, the Nntionnl University nnd the Colombian Agricultural 
Institute (ICA, after its Spanish mitinls) began a joint effort to ex
pnnd nnd upgTade the fnculties of three ngricultural colleges in order 
to orient agricultural curricula toward applied research and exten
sion. The target cnmpuses for this program wore Medellln, Palmira, 
and Bogota, and the principnl objectives were crop diversification in 
traditional arens of production nnd the furt,her development of tropi
callandR. 

This project was shortly singled out by USAID ns a potential major 
force in Colombia's economic development and as a prime target for 
technical assistance. On Mnrch 7, 1966, USAID contracted with a con
sortium of universities headed by the University of Nebraska for 
aJ>proxima~ly 30 Americnn professors to nssist the National Univer
sity and ICA ill the modernizntion of existing curriculn and ~ach
ing, research nnd ex~nsion methods, and to supJ;>lement the existing 
Colombian faculty in ~aching important speCialties. The_project 
received a technicnl nssistnnce grant of $600,000. In June 1966, USAID 
concurred in a request by the Ministry of Finnnce to a]]ocaro 20 million 
pesos of counterpnrt on a grant bnsls to finance resenrch nnd cnpital 
Improvement.s under ICA's 5-yenr investment plan in conjunction with 
the project. In December 1966, an ndditionnl 57.3 million pesos of 
counterpart was allocnted to the ICA for disbursement during calen-
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dar 1967 under the same program. Further counterpart was channeled 
into the ICA project from the 1967 program loan as follows: July, 
1967, 20 million pesos; February, 1968, 67 million pesos; and July, 
1968, 5 million pesos. 

In cooperation with the AID-ICA agricultural development pro
gram, the Ford and Rockefeller Foundations agreed in April 1968 
to contribute $750,000 each per year toward the establishment of a 
specialized research and training center in the field of tropical agri
cUlture. The center is located at Palmira, in the Cauca. Valley, with 
research concentrated on adapting improved crop variations to tropi
cal Lilltin America. The center IS associated with local schools of 
agriculture. 

F. nECENT AID POLICY TOWARD THE MINISTRY OF EDUC,ATION 

After its disappointment with the early primary school construction 
project, USAID notified the Ministry of Education that large-scale 
continuing grants to education would not be possible until a general 
plan for the re~rganization of the public school system was developed. 
In VIew of the 'Ministry's efforts to draw up such a plan in connection 
with tlJe secondary school construction project, AID encouraged the 
Ministry to submit a loan application. A loan application for primary 
and secondary school construction was finally received for $13.7 mil
lion, which AID considered excessive. Parts of the plan, however, were 
in consonance with AID thinking, and during 1965 AID suggested 
that counterpart might be available. This idea was shelved, however, 
until the Ministry finally submitted its reorganization plan in January, 
1966. This plan contained the following major points: (1) primary 
education should be financed at the local level (departmental ana 
municipal) largely through the property tax, in order to allocate more 
national government resources to higher and secondary education; 
(2) secondary education should be financed by the national govern
ment and to some extent by the student; and (3) higher education 
costs should be reimbursed, at least in part, by the student after his 
graduation. Although AID had once been disillusioned with its activi
ties in primary education, it 110W saw the Ministry'S approach as a de
parture from the concepts of the Punta del Este Charter which bad 
emphasized universal primary education and which hnd led to expecta
tions of lar~e-scale foreign assistance at the primary level. However, 
the Colombian Government agreed to increase t.he Education Minis
t.ry's share of the nutional budget from approximately 15 percent to 
approximately 20 p,ercent, and In December HJ66 AID agreed to the 
allocation of 100 mIllion pesos in counterpart to public school construc
tion projects-40 million pesos for primary education to assist in the 
construction of approximately 2,000 schoolroom!1 and GO million pesos 
for expansion and improvement of the secondary school system. In 
February 1968, the United States agreed to the allocation 01 an addi
tional148 million pesos of counterpart grant assistance to the Ministry 
of Education to support school construction und improvement in prI
mary, secondary and higher education. 
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O. PROSPECTS FOR THE FUTURE 

Today' more than one-third of Colombia's po,Pulation over the age 
of 7 still can neither read nor write simple mstructions, and are] 
therefore, functional illiterates. The majorIty of the :p,opluation still 
has little more than 2 years of formal education. UntIl the new plan 
for improvement of the secondary education system is formally under
way! the major emphasis will continue to be on I>reparation for a uni
verSIty education which is not in lino with the development needs of 
the country. Higher education planning, which has been the focus of 
Association of Colombian Universities study, supported by a contract 
with the University of California, is still not seen as a governmental 
responsibility. The Association of Colombian UniversIties does not 
seem to speak for the Government, and the Ministry of Education has 
not involved itself in the present I>lanning operations. There have also 
been indications that the universities themselves have not been and 
are not being involved enough in tho development of the basic plan 
for higher education] and mIght well reject the fundamental tenets 
under which the stUdy has proceeded if they were given an effective 
voice. 

The Ministry of Education continues to suffer from policymaking 
and administrative weaknesses. While some progress has been made 
toward decentralizing primary school administration from the na
tional to the local level, the problem of the relative weakness of the 
departmental and municipal governments has not been resol ved. This 
has been ono of the major causes of lack of adequate financing for 
education-one of the most serious handicaps to Colombia's educa
tional improvement. In higher education, a similar problem exists. 
UniversitIeS cannot count on any specific amount of assistance from 
the deI>artments or the National Government, and, therefore, cannot 
proceed with systematic, multiyear budgeting. 

AID is considering an educational sector loan to Colombia which 
in effect would be a program loan tied to Colombian educational per
formance. The loan would finance imports which would not neces
sarily be related to education, but it would be related to major changes 
in tlie organization and financing of the Colombian educational sys
tem-for i\xample, more adequate salaries, a strengthened plannmg 
office in th.~ Ministry of Education, development of an improved sys
tem of financing, establishment of inservice teacher trainmg centers, 
and preparation for a financial and administrative reorgamzation of 
the primary school system. It is anticipated that technical assistance 
will be extended in the fields of secondary teacher training and curric
ulum and administration. 

The biggest problem, however, remains unresolved. In a situation 
where so much needs to be done, neither AID nor the Colombian 
Government has been able to decide what to do first. 

X. EpILOG 

The administration of an economic assistance program to any less 
developed country _ carries with it inherent obstacles, limitations, and 
contradictions, which often frustrate both donor and recipient in ef
forta to implement reforms. On the recipient side, the problems arise 
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from the very characteristics of ~nderdevelo'p~ent: (1) institut!~nal 
vacuums; (2) lack of technical skllis and statIstIcal data; (3) pohtIcal 
and economic instability; (4) political dominance b'y a social and 
economic elite; and (5) strong nationalism a.nd sensitlvity to outsido 
interference in domestic policies. The United States, on the other handl bas a tendency to project its own political, economic, and technica 
biases, to say nothing of its balance-of-payments difficulties, into ita 
nid program. The history of the U.S. aid program in Colombia is 
replete with instances in which these forces have reacted to hinder 

iprogress toward development and at times to cause friction. 
The factors of institutional voids, bllSic statistical data weaknesses, 

and a Jack of skilled human resources combined to render obsolete the 
initial planning efforts of the Llems Camargo administramon in 1960-
62, and hold down to a low level all planning activity and ministerial 
coordination during the 4 succeeding years of the Valencia'administra
tion. Project prepamtion in the key areas of education and agriculture 
was so I?oor that international lenders hesitated to invest ill them, 
and initml U.S. impact projects foundered because of insufficient 
financial and technical backstopping. Even under the current Lleras 
Restrepo regime, lengthy delays have occurred in the drawing up of 
sectoral and subsectoral analyses upon wh~ch development planning 
can be based. Under such circumstances, U.S. projections based 011 
overly optimistic estimates of Colombian short-term growth potential 
led to embarrassment and friction in annual negotia.tions with 
Colombian leaders. 

The goals of the Charter of Punta del Este itself were overly am
bitious, compressing into a decade changes which could more realisti
cally bo expected in a generation. False hopes were encouraged and 
some disillusionment was inevitable on the part of both lenders and 
borrowers as the magnitude of the tllSk became more apparent. 

A byproduct of this situation hns been the emphllSis by United States 
and other international lenders on macroeconomic self-help reforms 
which the lenders were better equipped technicn.lly to handle. In this 
area the conflicting goals of economIc stability and economic develop
ment often complIcated negoti.ations between the United States and 
Colombia, and frequent confusion resulted with the injection of othet 
agency views (espeoially those of the International Monetary Fund). 
At times, programs of austerity and expanding investment competed 
for Government sponsorship, and more often, "objective" economic 
measures recommended by the United States for alleviating forej~ 
reserve and budgetary strains ran counter to Colombian Government 
policy. A case in point was the reiterated suggestion by both AID and 
IMF officials that Colombia devalue its currency to bring domestic 
prices more in line with international hard currency values, nnd 
stimulate exports. Strong Colombian opposition to exchange devalua
tion was grounded in immediate, pl'llgmatic considerations which were 
reflected 111 many of Colombia's other negotiating positions. 

Another situation where conflicting and often counterproductive 
strategy marred development efforts arose when the United States 
attempted to cater to its own balance-of-payments problems nnd to 
Colombia's economic difficulties through the same mechanism-the 
pro~ram loan. By insisti!Jg on additionality-that is, that ,the value 
of U.S. exports financed by the program loan must be an addition to 
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the traditional annual value of regular commercial sales to Colom:bia
the United States has added discussion of an elaborate "positive list" 
to the normally comJ>licated program loan negotiations, and thus 
reduced its flexibility ill other areas of potential leverage. A side effect 
of additionality has been to discourage more active trade with Europe 
at the same time that the United States has been actively encou.raging 
gren.ter investment and participation by European countries in Co
lombia through the Consultative Group. 

Another side effect of additionality'has been to emphasize-through 
the selection of items for the positive list-U.S. exports of capital 
goods to Colombia. This, in turn, intensifies a dilemma which is com
mon to all of Latin America. On the Olle hand, increased imports of 
capital goodfi enhance Colombia's industrial capacity and expand its 
long-term potential for earning more forei~n exchange. On the other 
hand, capital-intensive industry provides few job opportunities, and 
these only for an elite of highly skilled workers. In Latin America 
generally, capital is ex~ensive and labor is cheap-the precise oppo
site of the situation whICh prevails in the United States and Western 
Europe. The technology of the Unitoo States and Europe is developed 
with 0. view to saving ,labor at the expense of capital. This does not 
meet the needs of Latm America, where it would be economically more 
efficient. and socially more n.cceptable to make a greater use of lll'bor 
and a lesser use of capital. 

Failure of the Colombian economy to provide job opportunities for 
more than a frn.ction of its rapidly growing labor force casts a long 
and ominous shadow of massive unemployment and underemployment 
in the decade of the 1970's. 

On the other hand, failure of the Colombian economy adequately to 
expand its export capn.city through the development of products which 
are competitive in world markets will become more serious as dollar 
repnyment of the program loans of the 1960's becomes due in the 1970's. 
This foreign debt service problem will be aggravated by the steadily 
higher interest rates which have been applied to program loans. 



PART II 

Report by the Comptroller General 

Administration and Management of Nonprojeet Assistance 
, to Colombia 

CoHPl'ROLL!lR GENERAL OF THE UNITED STATES, 
WaBhington, D.O., July 8, 1968. 

Hon. J. W. FULBRIGHT, 
Ohairman, Oommittee on Foreign Relatiom, 
V's.SMULte. 

DEAR MR. CHAIRMAN: This is our report on the administration and 
management by the Agency for International Development of nonproj
ect assistance furnished to Colombia during the Alliance for Progress. 
This review was made in response to your requ~t of June 6, 1967. 

A copy of this report is being sent to the Administrator, Agency for 
Intel1lutional Development, as authorized by the committee staff. No 
further distribution of this report will be made without specific ap
proval of the committee. 

Sincerely yours, 

Why the review was made 

ELMER B. STAATS, 
OomptroUer General 01 tM United States. 

I. DIGEST 

The chainnan of the Foreign Relations Committee, U.S. Senate, 
requested the General Accountmg Office on June 6,1967, to review the 
administration and management by the Agency for International De
velopment (AID) of its economic assistance program for nonproject 
purposes in Colombia. 

Nonproject assistance financed imports in support of Colombia's de
velopment program without tying these to s,l?ooific projects. Project 
assistance has Deen directed to individual capItal proJects or techmcal 
assistance. 
Finding8 and conclusions 

The principal findings and conclusions are summarized in the high
lights section of this report. 

Economic assistance to Colombia from all sources from 1946 through 
December 1967 totaled $1.6 billion. Of this amount, $430 million was 
provided by AID, 91 percent of which was made available during the 
Alliance. AID's program in Colombia is its third largest in Latin 
America. 

GAO's review showed that Colombia's a~gregate economic and social 
progress during the first 5 years of the AllIance for Progress (1962-66) 
was less than AID and AllIance goals. 

During the Alliance, AID has not made systematic or substantive 
-evaluations of Colombia's progress and performance in many areas. 

(7nt) 
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There has been a serious lack of basic data in Colombia, and no sub
stantial progress has been made during the Alliance toward developing-
0. system for ~athering and assessing basic data in II. timely manner. 

In ColombIa, AID: 
-Did not develop 1\ system for accumulating prior experience for' 

application in developing its future strategy ; 
-'Vas not explicit or definite, in many instances, in its goals and 

targets j Ilnd 
-Did not tailor its level of assistance to specific levels of country 

performance. 
AID made no independent overall re"j~w of the adequacy and effec

tiveness of AID strategy for achieving U.S. and Alliance develop
mental objectives in Colombia. 
Recommendatio1Ul or 8ugge8tWns 

GAO has made four suggestions to the Administrator of AID which 
we believe may strengthen the administration and management of' 
nonproject assistance. (See sec. X.B., p. 850.) 
Agency actio1l8 

AID agreed that two of our suggestions warrant further considera
tion (see pp. 850 and 852) and, witli respect to 0. number of other issues 
(identified in sec. III), AID agreed to take corrective action. 
lsBUes for further consideration 

AID has taken exception to two of our suggestions. (See sec. X.B.) 
The committee may wish to inquire further into some matters reviewed 
in this report. (See sec. XI.) 
Legiilati'IJ8 prOpo8als 

None. 
II. INTRoDuOTIoN 

The General Accoun tinE Office has examined into the administration· 
and management of U.S. assistance furnished to Colombia by the 
A~ncy for International Development (AID) under the program· 
lending technique for non project purposes during the Alliance for' 
Progress. OU)' review was essentially completed in November 1967, and 
therefore, the contents of the rel?ort are based upon information avail
able uJ;> to that time. This exammation was made at the request of the 
CommIttee on Foreign Relations, U.S. Senatet included as ap}lendix I, 
and pursuant to the Budget and Accounting Act, 1921 (31 U.S.C. 53), 
and the Accounting and Auditing Act of 1950 (31 U.S.C. 67). 

Our work was directed toward developing an exposition of how 
AID's program in Colombia was conceived and implemented alon~ 
with special analyses which we determined to be useful and apJ,>roprl
ate. A country's performance and progress can be analyzed agamst its 
past, against self-established goals, or by comparison with the }ler
formance of other countries in somewhat similar circumstances. We 
have used all three measures in this report. The extent to which each 
was used depended, in large part, on the reliability a.nd comparability 
of available data. 

The indicators of Colombia's economic and social progress and self
help performance during the Alliance, discussed in this report, were· 
selected from those generally recognized by AID and/or other devel-
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()pmental authorities as being of paramount importance in the develop
ment process. We have not attempted to rank these indicators in any 
order of priority or significance with respect to Colombia. 

Our review was made at t1he Washington office of AID and at AID's 
o()Vl\rseBS mission in Colombia (referred to in this report as the mig. 
.sion). The scope of our review is further described in section XII. 

Most of the matters discussed in this report were presented to the 
mission for comment durin~ our review. The mission responses, ap
proved by the AID Washmgton Bureau for Latin America, were 
taken into account, where appropriate, in preparing this report. A 
draft of this report was submitted to AID for review and comment 
on January 19, 1968. AID's comments dated March 19, 1968, and addi
tional comments presented on April 19, 1968, are included as apJ.>en
dixes Band 0, respectively, and are incorporated in applicable sectIons 
of the report and evaluated where appropriate. 

The princi,Pal officials responsible for the administration of the 
·economIc assIstance program in Colombia since 1961 are shown in 
appendix D. A summary of the types of nonproject commodities fi
nanced by AID for Colombia through June 30, 1967, and pictures 
illust.ratin~ the Colombian port warehousing of, and markings on, such 
commoditIes are presented in appendix E. A comparative summary 
.of AID assistance to Alliance countries through December 31, 1967, 
is presented in appendix F. 

III. HIOHUOIITS 

Our review, made at the request of the Senate Committee on For
.eign Relations, was for the purpose of developing an exposition of 
how AID's program in Colombia during the Alliance was conceived 

.and implemented. Colombia was selected by the committee as being 
fairly representative of the Alliance nations. 

Our review showed that Colombia's aggregate economic and social 
progress during the first 5 years of the Alliance for Progress was less 
than Alliance goals. Colombia's average annual per capita economic 
growth rate was 1.3 percent during the Alliance, greater than the com
parable per capita ~rowth rate of 0.9 percent prior to the Alliance, 
but less than the AllIance ~owth goal of 2.5 percent. 

During the Alliance, Colombia has expanded its transportation and 
.electric power infrastructure, but its per capita agriculture production 
has lessened and its external debt burden has increased substantially. 
In the social area, progress toward transforming Colombia's land 
tenure and income distribution structure has been slow. Improvement 
in the availability of health and sanitation facilities has been achieved 
and about 224,000 housing units have been constructed, but the short
age of housing has become more critical. 

Colombia has increased its school enrollment during the Alliance, 
but its overall achievements in Nle area of education have been less 
than Alliance and AID goals. Howevert we have noted that these 
goals, in some cases, were somewhat optimIstic considering the circum
stances in Colombia. A major factor contributing to Colombia's more 
limited than planned economic growth and social progress during the 
Alliance has been problems encountered in self-help efforts. 

Our review of Colombia's self-help performance rluring the first 
5 years of the Alliance, in terms of mobilizing its development re-

28-620 0-69-49 
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sources, revealed problem areas. Minimum levels of domestic saving 
were not attained, tax reforms achieved only limited success, the de
gree of inflation increased, there was a need for improved incentives 
to attract private foreign investment, little progress was made to solve 
~he incrensi!lgly critical unemployment problem, and there was a lim
Ited expanSIOn of eXJlorts. 

Witli respect to Colombia's utilization of its available resources 
during the Alliance, there have been improved efficiency in use of 
available resources and increased utilization of Government revenue 
for development purposes. However, development planning efforts of 
the Government of Colombia encountered problems, nonessential com
modities were imported, capital flight exceeded minimum acceptable 
levels and there was some loss of professional and technical personnel 
from the country. 

During our review we noted thnt: 
-AID, from the beginning of the Alliance, had not made sys

tematic or substantive evaluntions of Colombia's progress and 
performance in many areas. 

-There was a serious lnck of basic data in Colombinl and no sub
stantial progress was being mnde during the Alhdnce toward 
developing a system for gathering and assessing such dnta in II. 
timely manner. 

-AID had not developed a system for nccumulating prior experi
en<:e in Colombia for application in developing its future strntegy. 

-AID gonls nnd targetsl in mllny instances, lacked specificity. 
-.UD hnd not tailored Its level of ll!>sistnnce to Colombia to spe-

cific levels of Government performance. 
-No management reviews had been made, by knowledgen.ble in

ternal or external officials who had no direct responsibility for 
administering the AID program in Colombia, of the overall ade
quacy and effectiveness of AID strategy for n.chieving United 
States and Alliance developmental objectIves in Colombia. 

AID stated in its comments dated Mnrch 19, 1968, that the pvt
formance of the present administration in Colombia during its 18 
months in office had been exceptional nnd that, if the current trend 
should continue, all previous efforts of .\ID would hltvc been worth 
it. AID n.lso pointed out that other internationnl agencies shared this 
general optimistic attitude town I'd Colombia's progress in 1!J67. In 
this regard, AID estimated Colombia.'s ovel'll.ll growth rn.tc as 4.6 
percent during 1967 (equiva.l£'nt to 1.4 percent per capita rnte) and 
6 percent or more during 1968 (equivalent to 2.8 percent per capita. 

raW~ are proposing that the Administrntor, AID, take the nctions 
necessary to-

-Insure that substantive evaluations n.re made on n syst.ematic 
bnsis of Colombia.'s performnnce and progress in each key aren 
affecting its economic and social development. 

-Develop n.lterna.tive nnnuallm'els of ns.c;istnnce tailored to specific 
levels of Colombin.n performa.nce. 

-Develop a method of incremental funding whereby the release 
of AID assistance is conditioned on, a.nd proportionate to, specific 
improvements in Colombian performn.nce. 
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-Require that the overall effectiveness of AID assistance strategy 
in Colombia be reviewed at appropriate intervals by knowledge
able internal or external officllils who have no responsibility for 
management of the program. 

AID has agreed to the fourth proposal above with certain provisos 
as outlined in section X and has agreed that our third proposal war
rants consideration. With respect to our first proposal, AID has in
fonned us that the subject evaluations are already carried out in 
Colombia. We do not agree that substantive evaluations have been 
made in many areas, and we have summarized a number of key areas 
where they were not. 

With respect to onr second proposal, we do not believe AID has 
developed an annual level of assistance for Colombia tailored to 
specific levels of Government performance. This is, in our opinion, 
contrary not only to AID-stated policy and public pronouncements 
but also to prudent management and, thus, deserves reappraisal. 

Although it was not the principal thrust of our work, we noted 
several areas where we believed AID could improve its management 
practices, some of which would be substantive, others less so. We be
lieve there is a need for improvement in AID's management to insure 
that: 

1. AID-financed commodities are not substituted for commercial 
U.S. eX'ports to Colombia. 

2. Inde:pendent management reviews of overall AID strategy 
and effectIveness in Colombia are made at appropriate intervals. 

3. AID-controlled local currency resources are allocated to 
priority Alliance objectives. 

4. Available excess property is used as a first source of supply. 
5. AID-financed commodities are actually received by Colombia. 
6. Timely collections are made for inelIgible procurements. 
7. Adequate audit effort is applied to nonproJect activities. 

After we brought these matters to AID's attentIOn, we were in
fonned of actions being taken: 

1. To insure that available excess property is used as a first 
source of sUPllly in AID-financed procurement. 

2. To establish an adequate commodity arrival accounting 
system. 

3. To obtain collection for ineligible procurements. 
4. To insure that adequate audit effort is applied to nonproject 

activities. 
In commenting on our draft report, AID agreed that independent 

management reviews of overalJ AID strategy were needed, but did not 
inform us of planned actions to insure that: 

1. AID-financed commodities are not snbstituted for regular 
Colombian commercial imports from the United States. 

2. AID-controlJed local currency resources are allocated to 
priority Alliance objectives. 

IV. BACKGROUND 

A. STATUTORY AUTHORITY FOR AID PROGRAM 

The basic authority to finance economic assistance activities in 
foreign countries is provided by the Foreign Assistance Act of 1961, as 



766 

amended. This act provides that, under the direction of the President, 
the Secretary of State be responsible for the continuous supervision 
and general direction of economic assistance. The Secretary of State 
has delegated to the Administrator, AID, the above resl?onsibility. 

The statute provides that economic assistance actiVIties may be 
financed ,by development loans or grant funds for the purpose of 
promoting economic development of less-developed friendly countries 
Rnd areas. The legislation restricts development loans to cases where 
there are reasona.ole prospects of repayment and sets forth the follow
ing criteria which are to be taken mto account in making each loan: 

-Whether financing could be obtained in whole or in part from 
other free-world sources on reasonable terms, including private 
sources within the United States. 

-The economic and technical soundness of the activity to be 
financed. 

-Whether the activity gives reasonable promise of contributing to 
the de\"elopment of economic resources or to the increase of pro
ductive capacities. 

-The activity's consistency with, and relationship t01 other develop
ment activities being undertaken or planned, and Its contribution 
to realizable long-range objectives. 

-The extent to which the reci{lient country is responsible to the vital 
economic, political, and sOCIal concerns of its people and demon
strates a clear determinrution to take effective self-help measures. 

-The possible effects of the loan upon the U.S. economy with special 
reference to the balance of payments and areas of substantial labor 
surplus. 

The basic authority provides, and it is AID's po1icy in accordance 
therewith, that emphaSIS be nlaced on the long-term nature of develop
ment, assistance, the principle of self-help, and the need for concen
tration on selected sectors or areas of activity in ellch country. AID 
policy is to integrate assistance activities with (1) U.S. foreign policy, 
(2) programs of other free-world donors, and (3) the recipient coun
try's development program. 

B. lIIETHOD OF PROGRAM FORMULATION 

The annual prog'ram planning cycle begins with an analysis by the 
mission in Colombia of t.he current situation in the country and of the 
alternative ways in which U.S. aid can most effectively promote de
velopment. The mission discusses the country's development plans 
and .AID priorities with the GO\'ernment of Colombia, The mission 
then recommends to AID/Washington, subiect to approval by the 
Ambassador, the level and content of the U.S. proA'ram of assistance 
to Colombia for the coming year and indicates the expected range 
find pattern of assistance for the next several years. 

The mission's analysis and proposed prog'ram ar(' subjected to review 
in Washington witliin the Regional Bureau for Latin America and 
subsequently by the Administrator of AID. The mission director and 
other key officials often come to Washington to participate in this 
review. The review process is to examine whether the proposed pro
g'l'am reflects adequate economic analysis, Colombia's s('lf-h('lp ef
forts, and the probable availabi1itv of assistance from other donors. 

The consensus reached as a result of this review is summarized in a 
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country assistance strategy statement. The program planned in this 
way provides the basis for AID's annual request to the Con~ss for 
appropriation of funds. The level of assistance for Colombia is then 
later readjusted to fit the total level of funds actually appropriated. 

o. COLOMBIA'S DEVELOPMENT HISTORY PRIOR TO THE ALLIANCE 

According to AID, Colombia's economic development has been some
what out of step with that of the other major countries in Latin 
America. During the 1920's and 1930's, when other countries such as 
Chile, Arg:entina, and Brazil started to develop, Colombia remained 0. 
relatively Isolated agricultural country. During the 1940's this pattern 
was substantial1y changed and the country started developing rapidly. 

During the early 1950's this process was accelerated under the im
pact of high coffee prices. A large part of the income derived from 
coffee was put to good use, improvmg tho country's roads and building 
new industries. During the period 1945-55 about one-half of all im
ports consisted of capital goods. 

As a result, AID found that per capita national income increased 
at a rate of 4.5 percent 0. year, one of the highest in Latin America, 
during the years 11)50-51). Since an abundance of foreign exchange 
was available, much of the new industry developed was based on the 
importation of raw and semifinished materials from abroad. It was es
sentially 0. transformation industry. Because of 0. growing dollar 
shortage in the late 1950's, some of the new industry had 0. difficult 
time to keep going. The Colombian Government also embarked on a 
number of business ventures, most of which failed to achieve the 
desired or expected results. A negative factor which prevented Co
lombia from achieving 0. more rapid development In the 1950's, 
accordin~ to AID, was a lack of planning coupled with a certain 
misdirectIOn of investment. 

On the political front, Colombia, after the overthrow of a dictator
ship in 1957, adopted, by plebiscite, 0. National Front political struc
ture. The National Front, a unique two-party coalition government, 
was adopted as a means of achieving fohtical peace between Colom
bia's two traditional parties-Libera and Conservative. The 1957 
plebiscite, an outgrowth of 0. prior interparty understanding, fOl'mally 
established as a constitutional amendment its major core-parity in all 
levels and branches of government between the two major partIes nnd 
the principle of approving legislation by a two-thirds majority. 

A third major featuro of the system, alternation of the presidency 
between the two parties, was formalized in another constitutional 
amendment promulgated in 1959 which also extended the life of the 
system from 12 to 16,Years (two administrations for each party). 

Generally, Colomblll.'s National Constitution provides for universal 
suffrage, duo process of law, and other civil rights and liberties com· 
mon to most Western democracies. 

D. AID PRE-A[,LIANCE ASSISTANCE TO COLOMBIA 

U.S. assistance to Colombia. began in 1942, in the form of technical 
assistance, under the U.S. Institute of Inter-American Affairs. The 
first assistance operations began in bhe health field under the auspices 
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of II. cooperative health sen;ce created in 1942. For 10 years this was 
the major activity of the U.S. assistance pro~ram. 

In 1954, a technical assistance program In agriculture began under 
II. cooperative agriculture service. A cooperative education service was 
instituted in 1958. The program was subseguently expanded and con
tinued under suooessor agencies and was dIrected primarily for proj
ects in agriculture and natural resources, health and sanitation, and 
education. In H161, the Alliance for Pro~ress was created and Colom
bia was selected by AID as a country In which an important effort 
would be made to achieve rapid economic development combined with 
socin.l progress. 

E. CItEATlON AND OBJECTIVES OF THE ALLIANCE FOR PROGRESS 

The Alliance for Progress had its origin in n. speech in March 1961, 
by the President of the United States to the Ln.tin American diplomatic 
corps assembled at t.he White House. The 20 American RepubJics were 
inVIted to join in u. vast cooperative effort, unparnl1eled in magnitude 
and nobility of purpose, to satisfy the basic needs of the American 
people for homes, work and land, health, and schools. 

In August 1961 the American nations met to discuss the shape of 
the cooperative effort to develop the hemisphere. This meeting cul
minated in the signing of the Charter of Punta del Este. This meeting 
not only established achievement goals, but also established II. frame
work of cooperation. 

The Alliance for Progress was to differ markedly from previous 
foreign assistance programs in Latin America. The sense of the Char
ter of Punta del Este was that external assistance, to be of permanent 
benefit, must be based upon basic social and institutional reforms with
in Latin America. U.S. assifitallce was to be directed toward facilitating 
Latin America's own self-help measures. 

To this end, the Latin American Republics agreed to undertake the 
reforms necessary to insure that the fruits of economic development 
would be broadly distributed. They pledged to improve health, hous
ing, and sanitation; wipe Ollt. illiteracy; modernize tax structures and 
land tenure j reduce unemployment; maintain sound fiscal and mone
tary policies; and stimulate private investment. The countries of Latin 
America also promised to formulate comprehensive Ilnd well-conceived 
programs for the development of their own economies as their con
tributions to the Alliance for Progress. 
Amon~ the most important goals of the Alliance for Progress, as 

contained in the Charter of Punta del Este, are: 
-To achieve sustained growth of per capita income and self-sus

tained economic growth of not less than 2.5 percent per capita per 
year. 

-To achieve more equitable distribution of national income and a 
higher proportion of the national product to be used for invest
ment while maintaining stable price levels. 

-To achieve economic diversification involving reduction of de
pendence on exports of primary products, and stabilization of ex
port earnings. 

-To raise agrICultural productivity as well as to encourage agrarian 
reform. 

http:pendence.on
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-To eliminate adult illiteracy and by 1970 to insure access to at 
lenst 6 years of primary education for each school-age child. 

-To improve health condit.ions, including the incrense of life ex
pectancy by a. minimum of 5 years. 

--To increase low-cost housing construction. 
-To strengthen existing agreements on economic integration1with 

a view to the ultimate fulfillment of aspirntiom: for a Lntin mer
icnn common market. 

The charter called for a minimum of $20 billion in external capital 
during the next 10 years, principally in public funds, in support of 
well-conceived programs, which include the necessary structural re
forms and measures for the mobilization of internal resources. 

On its rart, the United States pledged grants or loans on flexible 
terms am conditions which, along with those anticipated from other 
external sources, will be of a scop'~ and magnitude adequate to realize 
the goals of the charter. The United States also agreed to cooperate 
in seeking international solutions to the problems created by excessive 
price fluctuntions in the basic exports of Latin American countries on 
which their prosperity so heavily depends. 

On November 22,1965, the President of the United States informed 
the Latin American governments that the United States was prepared 
to extend the Alliance for Progress beyond the 10-year perIod fore
seen in the Charter of Punta del Este. 

F. SUMl't[ARY OF ASSISTANCE TO COl.OMBIA BY ALL DONORS 

Assistance to Colombia has been substantial, amounting to about 
$1.6 billion from 1946 through December 1967. Direct U.S. participa
tion has amounted to about $977 million) or 59 percent of the total. 
The balance represents assistance primarIly from internntional agen
cies. A summary of the assistance to Colombia by donor is outlmed 
below: 

U.S. Governmant progrlms: 
AID Ind predecessor Ilenclll •••••••••••••••••••••••••••• 
Public law 480 ••••••.•••••••••••••••••••••••••••••••••• 
Social Progress Trust fund I •••••••••••••••••••••••••••••• 
Export· Imparl Bank ••..•••••.••••••••••••••••••••.•••••• 
Olher US economic prolrams •••••••••••••••••••••••••••• 
Mlillary asslslance programs ' ••••.••••••••••••••••••••••• 

Inlamatlonal Bllancy programs (parcant of U S ~artlclpatlon): 

Totiliulstance through 
December 1967 

Percent furnished 

Amount Percent Durlnll Prior to 
(millions) Alllince Alllince 

$430.3 
163.6 
49.9 

224.3 
26.1 
83.2 

26.1 
9.9 
3.0 

13.6 
1.6 
5.0 

91 9 
60 40 

100 ........... . 
25 75 
89 11 
53 47 

Inlernatlonal Bank for Reconslructlon Ind Developmenl (28 

fnr::;:11~·anjevelopmiiiiiA;;ociailon·(:iiije·rCjjni)::~~~~~~~ 4~H 2r:~ 1~ ...... _._.~~ 
Inlernatlonal Finance Corporation (35Iercen!)......... ••••• 15.0 .9 85 15 
Inler·Amerlcan Developmenl Bank (5 percen!).. •••••••••• 131.9 S. 0 92 8 
United Nallons (approxlmalely 40 percenl)... ••• ••••••••••• 31.2 1.9 74 26 

Olher asslslance. 
Olher free·world donors........ ......................... 8.9 .5 100 ........... . 
US nonprofit foundallons I.... .................. ........ 11.7 .7 '100 ........... . ---------------------Tolal................................................ 1,651.3 100.0 67 33 

I The Seclal Progress Trusl Fund (SPTf) was eslabllshed In 1961 IS • ~Irl of Ihe Alliance for Progress. The SPTf Is 
Idmlnlslered by Iho Inler·Amorlcan Developmenl Blnk, and all financln. hIS been provided by Ihe United Siaies. The 
SPTF Involved a new aJlproach In Ihe forolgn·ald field-a willingness on Ihe part of Ihe United Stites 10 permlll mulll· 
laleral cooperallve Insillullon, represenllng Ihe Lalln American Republics and Ihe United SI.les to mike decisions In Ihe 
froid reglrdlnglhe commltmenl and dlsbursemenl of funds mlde IVlllibie by Ihe United Siaies. 

J June 3D, 1967, figures-mosl recenl ones IVllllble. 
IDoes nolincluda asslslinci br Ihe Rock,feller foundillon, II Ihls dill WIS nol aVlillble to AID. 

, Breakdown by period was no Ivalilble. 
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V. OBJEOTIVES AND DESCRIP1'ION OF AID hOORAH 

A. U.S. DEVELOPMENTAL OBJECTIVES 

The principal long-range objective of the U.S. economic assistance
program in ColombIa is an accelerated rate of economic and social 
progress by a strengthened democratic, private enterprise s'ystem. The 
Immediate goal is to help Colombia reach the point at whIch its own 
increased human and capital resources, combined with its improved 
ability to attract and service foreign investment and credit on com
mercial terms t are adequate to sustain satisfactory growth. The Al
liance economIc ~owth goal is, and has been since 1962, a minimum 
annual increase In per capita growth rate of 2.5 percent-a goal that 
AID believes is both reasonable and attainable. 

In supporting economic development, the United States seeks to 
strengthen Colombian institutions and capabilities essential to eco
nomic development, social stability, and financial balance. In this 
regard AID has concluded that Colombia is one of the major hopes 
for development success under the Alliance for Progress because of 
its: 

1. Exce~tionally rich and varied natural resources. 
2. RelatIvely WIde distribution of industrial and agricultural 

activity. 
3. Large land area-the fifth largest in Latin America-and 

large population-the fourth largest in Latin America. 
4. Unusual potential among developing countries for a rela

tively high level of economic growth and social progress achieved 
in an open poli tical and economic setting. 

The United States has attempted to promote its development ob
jectives in Colombia through cooperation with the consultative 
group for Colombia which IS led by the International Bank for 
Reconstruction and Development (IllRD), and includes the Interna
tional Monetary Fund (IMF), Inter-American Development Bank 
(IDB), the United States, and 10 other developed countries. Three 
meetings of the consultative group on Colombia have been held-the 
first in January 1963, the second in June 1964, and the last in June 
1967. According to AID no minutes have been kept of informal meet
ings among members. 

AID's assistance program for Colombia through mid-1965 was in 
support of Colombia's to-year development plan, with little reference 
in primary AID documents to consultative group decisions. There
after, AID's assistance program for Colombia was directed toward 
support of an outline of goals and measures furnished to the con
sultative group by the Colombian Government. 

n. SUlI[JI[ARY 01" FORlIIS OF AID ASSISTANCE TO COI..()MBIA 

AID assistance to Colombin has taken a variety of forms. Dollars 
have been loaned to finance developmental imports for both specific 
projects and ill support of the general economy (i.e., for nonpr<!.iect 
purposes) and to finance local currency costs of capital projects. U.S. 
specialists and advisers have been financed} usually on a grant basis, 
to teach new skills1 demonstrate techniques, conduct surveys, and ad
vise on programs lor human resource and institutional development. 
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Grant funds hnve also financed the training of Colombinn officials 
and specialists in the United States and other countries. A summary 
of the various forms of AID loan and grant assistnnce to Colombia 
is outlined below. 

lin millions) 

Tolal NonproJect 
asslslance 

Project esslslance 

Fiscal year 1961 and prior: 
LOans •••••••••••••••••••••••••••••••••••••••••• 
Grants ••••••••••••••••••••••••••••••••••••••••• 

Capllal Technical I 

$25. 0 •••••••••••••• $25. 0 •••••••••••••• 
15.4............................ $15.4 

TolIl •••••••••••••••••••••••••••••••••••••••• ---4-:-0.-4 -•• -•• -•• -•• -•• -•• -.-. --2'"':5-=.0-----:1:':'5.-=4 

Fiscal year 196210 December 1967: 
LOins •••••••••••••••••••••••••••••••••••••••••• 
Granls ••••••••••••••••••••••••••••••••••••••••• 

358. 7 $305. 0 53. 7 •••••••••••••• 
31.1 •••••••••••••••••••••••••••• 31.1 

Tolal •••••••••••••••••••••••••••••••••••••••• ---38-9.-S---30-5.-0---53-.7---3-1.-1 

Tolal........................................ 430.2 305.0 78. 7 46.5 

I Includes cosl ollralnlng Colombian officials and specialists. 

In return for dollnr nonproject assistnnce the Colombinn Govern
ment deposits its own currency, in amounts equivnlent to the dollar 
value of the nonproject commodities received, in II. specinl nccount. 
This currency is not owned by the United States but is subject to AID 
concurrence ns to its use by Colombin. The United Stntes nlso sells 
surplus U.S. agricultural commodities to Colombia for Colombian 
currency (pesos). Such snles are mnde under the Agricultural Trade 
Development and Assistnnce Act of 1954, ns nmended (7 U.S.C. 1961), 
commonly refCl'l'ed to ns Public Lnw 480. 

AID has programing reaponsibility for the Colombinn funds re
ceived froln each t.ype of dollnr nssistnnce. These currencies do not 
represent ndditionnl resources; only the imports thnt. generate them 
nrc ndditionnl. They do, however, represent It claim agninst domesti
cally n vailnble resources and constitute an importnnt tool of as
sistnnce to be used by AID to improve the totnl pnttern of Colombin's 
resource use. A summnry of the estimated Colombinn currency re
sources nvnilnble to, nnd progrnmed by, AID for Colombinn develop
ment follows: 

IMllllons 01 dollars equivalent) 

Source 01 generallon Tolal 
FIscal year 
1961lnd 

prior 

FIscal year 
196210 

December 1967 

AID non proJect Import programs............ •••• •••••••••••••••••••• $220 •••••••••••••• $220 
Public Llw 480 programs •••••••••••••••••••••••••••••••••••••••••• ___ 5_7 ___ $3_2 ____ 25 

TolIl......................... ••••••••••••••••••••••••••••• 2n 32 245 

The followin~ srnedule shows the total dollar and peso project 
assistance furmshed for principal economic development sectors in 
Colombia. 
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(In mlilloni 01 dollirs equlvalentl 

Dotllr LocII currency 
obll,IHon. III000Honi Tolil 

At 'drICUlltura·d· •• I •• I ••• •••• ••••••• • •••• •• ••••••••• ••••••••••••••••••• $511
5 

S6
0
1
1 

'110611 
n us ry an m n n •••••••••••••••••••••••••••••••• __ •••••••••••••• 10 34 

TransportaUon Ind power.......................................... I 33 
Public Idmlnlstratlon and lI'ely.................................... 6 12 218

4 EduCition ••••••••••••••••••••••••• _.......... •••••••••••••••••••• 9 15 
Houslna and urban IlcIllUes ••••••••••••••••••••••••••••••••• _...... 23 33 356

2 Hulth Ind lIolllllon.............................................. 10 22 
All olher......................................................... 21 •••• __ •••••••• 21 

--------------------~ Tolal ••••••••••••••••••••• _ ••••••••••••••••••••••••••••••• _ 125 277 40Z 

O. RATIONALE AND OBJECTIVES OF NONPROJEOT ASSISTANOE 

As mentioned earlier AID has used two types of Ilssistllnce-project 
and nonprojectr-in implementing its objectives in Colombia. Non
project assistance has been used to finance imports in sUPI>0rt of Co
lombia's development program without tying these to specific projects, 
whereas project assistance has been directed to the J>lanning and ex
ecution of individual capital projects or techniclli assistance activities.1 

The particular recipients of foreign exchange provided under non
project loans to the Government of Colombia and then made avail
able to finllnce commodity imports Ilre normally determined by market 
forces. 

Nonproject assistance does not involve the de~ree of direct AID 
participatlOn in implementation required in proJect lLSSistance. The 
special characteristic of nonproject assistance is that neither the im
mediate form of the assistance nor the specific use of the funds is 
necessarily directly related to the objective of influencing Colombia's 
development poliCies and practices to which the aid is addressed. 

Of the $430 million of AID dollar assistance to Colombia through 
December 1967, $305 million, or 71 percent, has been made available 
on a nonproj ect basis as follows: 

(Dollar amouols In millions) 

Dala olloan 

Apr. 12, 1962 ••••••••••• 
Dec. 18, 1962 ••••••••••• 
Mlr. 11, 1964 ••••••••••• 
July 13, 1964 ••••••••••• 
Dec. 20, 1965 ••••••••••• 
MIY 27, 1967 ••••••••••• 

Disburse· 
Amount meols as 0' 

Dec. 31. 1967 

$30 $30.0 
60 60.0 
15 15.0 
35 35.0 
65 64.1 

100 25.2 -----------

L1'e 0' lOin (yaars) 

Grace Amortiration 
period period 

5 10 
10 30 
10 30 
10 30 
10 30 
10 30 

Intarest rala (pareenl) 

Grace Amortization 
period period 

3.5 3.5 
.75 .75 
.75 2.0 
.75 2.0 
1.0 2.5 
1.0 2.5 

Total •••••••••••• 305 229.3 •••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

AID has also programed significant additional nonproject loan 
funds for fiscal year 1968. 

The level of AID Ilssistance is based on lon~-term projections of Co
lombia's balance-of-payments situation and IS intended to fill a gap 
between foreign exchange expenditures Ilnd receipts which exists as a 

1 GAO reports B-160064 dated Sept. 23. 1066. and D-161882 doted Sept. 21, 1067, deal 
wltb the management of AID economtc development projects tn Colombia. 
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direct conseA:Iuence of development efforts. The object is to provide 
resources additional to those available to ColombIa in order to ac
celerate the process of development. 

AID has determined that, relative to project assistance, nonproject 
type of assistance--

1. Provides greater flexibility in meeting a~re.ed resource needs. 
2. Provides 0. more effective basis for negotlll.ting specific agree

ments with the recipient country. 
3. Does not unduly emphasize large schemes or the public sector. 
4. May be less expensive inasmuch as the aided country is per

mitted to select for procurement in the United States those parts 
of its import. requirements fo:, which U.S. J?rocurement offers price 
or quality advantages, whereas aid prOVIded on 0. project basis 
must be spent on requirements for the projects financed and 
foreign exchange costs financed by such assistance must be pro
cured from U.S. sources without regard to competitive cost 
advantages. 

Recognized disadvantages of nonproject type of assistnnce include 
a ~eater risk of creating 0. politically frozen aid level, the lack of 
viSIble or tangible results, less public appeal, and 0. greater degree of 
difficulty in achieving effective control of channeling funds into insti
tutions and economic sectors to be employed for development. 

The rationale for, and objectives of, each nonproject loan made to 
Colombia is outlined below. For the $60 million loan of December 
1962, the $15 million 100.11 of March 1964, and the $35 million loan of 
JUly 1964, the following comments do not include data on how the 
specific amount of each loan was arrived at, because we were unable 
to find, and AID was unable to furnish us, this information. 
1. $30 million loa~A.prU 1~,19~ 

During 1961 an austerity program, which started in 1958 was re
laxed by the Colombian Government and the Colombian balance-of
payments situation seriously deteriorated. 

In December 1961 and early 1962, Oolombia requested substantial 
balance-of-payments assistance from the United States. An AID and 
Department of State task force reviewed the Colombian balance-of
payments position} projected Colombia's requirements, and concluded 
that about $38 millIon would be required from the U.S. Government 
to meet Colombia's foreign exchange requirements in the first half of 
1962. The Export-Import Bank agreed to postpone pa~ments due by 
Colombia in the amount of approximately $8 million. In April 1962 
AID provided Colombia 0. $30 million balance-of-payments loan from 
the contingency fund. 

The loan agreement authorized all the $30 million to be advanced 
to Colombia on the condition that AID be provided with satisfactory 
documentation to account for expenditures within 180 days after the 
advance. No self-help performance commitments were specified as 
a condition for the release of the loan funds. 

It was recognized at the time the loan was authorized that Colom
bia's balance-of-payments problem had arisen }lrimarily from inade
quate fiscal and monetary policies but AID felt thnt Colombia had 
performed well in other fields in the spirit of the Alliance for Prog
ress, as evidenced by the enactment of tax and agrarian reform laws 
and the preparation of a 10-year national development plan. For a 
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discussion of the adequacy of the development plan, see section 
VIlA. 

AID judged that the loan would assist in enabling Colombia to 
serve as an example of a country whose government was meeting the 
needs of its people by democratic reforms within the framework of 
the Alliance for Progress. AID also anticipated that the Govern
ment would take steps to achieve sound fiscal and financial policies. 
13. $60 million loa1lr-December 18, 19611 

During 1962 Colombia continued to face serious foreign exchange 
problems. In October 1962, the U.S. coordinator for the Alliance for 
Pr$ress and the country team, after discussions with the IMF and 
IBu,D missions and the Colombian Minister of Finance, indicated 
that the United States was willing to give ur~nt consideratIOn to a $60 
million loan to Colombia to support the imtial phase of Colombia's 
planned 10-year development program. This loan was the first Alliance 
for Progress development loan in support of a national development 
plan. AID had determined that Colombia exhibited an institutional 
capacity for rapid eeonomic growth and that with relatively minor 
policy changes could become a model developing country. AID con
cluded that U.S. assistnllce would promote a laster rate of growth 
for Colombia. 

In November and December 1962, the Colombian Government car
ried out a foreign exchange reform satisfactory to the IMF. On that 
basis a llonproject loan to Colombia in the amonnt of $60 million was 
authorized by AID in December 1962. AID released $13 million of the 
lonn as a cash advance. The loan agl'eement provided that the re
mainder of the loan be released after submission by Colombia of doc
umentation evidencing procurement. 

This loan was to help Colombia maintain an im{X>rt level needed to 
sustain planned levels of investments in both the prIvate and the public 
sectors of the economy. The loan was agreed to on the basis of eVIdence 
by the Colombians (1) that satisfactory monetary, financial, and fiscal 
measures necessary for Colombia's economic an'd social development 
program had been carried out and (2) of the measures undertaken to 
provide the resources to achieve investment levels called for by the 
Government's development program. The second condition was to be
rnet prior to release of loan funds in excess of $30 millioD:. 
9. $15 million loa1lr-Maroh 11, 198J,. 

In July 1!)63, the Colombian Government requested an additional 
nonproject loan of $100 million. AID advised the Colombians that the
United States expected to provide development assistance in 1964 of 
the general magnitude of the past year, or up to $60 million, for a 
development nonproject loan, on the basis of agreed self-help measures, 
if the Congress appropriated the funds. The details of the range of 
self-help policy changes which possibly would be required for 1964 
to make U.S. assistance most effective, however, were not clearly iden
tified. For that reason, AID negotiated only a $15 million nonpl'oject 
loan in support of Colombia's development progrnm. 

The addItional assistance was the subject of It subsequent loan 
agreement. However, the full range of self-help conditions was not 
identified. The conditions established were that Colombia would pro
vide evidence of arrangeml'nts for the implementation of an import 



775 

budget for calendar year 1964, carry out a sound monetary policy, and 
use Its best efforts throughout calendar year 1964 to insure a surplus 
on current account of not less than 1.1 billion pesos. 

Goods IUld services delivered after July 1, 1963, were eligible for 
financing under this loan. 
4. $35 million Zoan-JUly 13, 1964 

In April 1964, the proposal for a second loan during 1964 of $45 mil
lion was prepared by AID. This loan, authorized in July 1964 in sup
port of Colombia's planned development program, was justified on 
the basis that the Colombian Government would comply with certain 
general performance commitments relating to reducinB' short-term 
debt and imports, expanding exports, improving J?lanmng for ngri
culture and education, and adopting sound fiscal polIcies and measures. 
Of this loan $25 million was for financing goods and services delivered 
after .July 1, W63, und $10 million was for commodities ordered after 
.July 14,1964-. 

AID authorized the immediate release of the first $20 million of this 
Joan. Release of the final $25 million of this loan was not dependent 
on specific self-help performance understandings but on a future 
mutual agreement by AID and the Colombian Government that per
formance under the program and prospects for the program were satis
factory. The performance and prospects of the program were to be 
based on a detailed review of the Colombian development program. 
Because of Colombia's failure to act on its budget deficit or to improve 
its balance-of-payments management, AID notified the Government in 
December 1965 that the last $10 million of this loan would not be 
released, and therefore the loan was reduced from $45 to $35 million. 
5. $65 million loa1lt-DecerrWer ~O, 1965 

During late W65 Colombia developed a program of economic and 
financial stabilization. AID and the IERD agreed to join the IMF 
in helping to support a new economic development program in Colom
bia. AID calculated that Colombia would have a balance-of-payments 
gap for the 12-month period of October 1965 through September 1966 
of $133 million and estimated that portion requiring financing by an 
AID loan to be $54 mill ion. 

AID records show that AID determined that a $65 million nonproj
ect loan was necessary to add $54 million to Colombia's balance of 
payments, during the progrnm year of October 1, 196n, to September 
30, 1966, because of the lag between actual fund releases by AID and 
the balance-of-payments effect arising from the arrival of financed 
imports. 

In December 1965 AID authorized n $65 million nonproject loan to 
Colombia. The purpose of the loan was to provide support for Colom
bia's planned development program by (1) assisting In the financing 
of essential imports, (2) enabling the Government to adopt the de
velopment policies neces.<;nry to formulate and implement major de
velopment programs, and (3) permitting the Colombians to establish 
t he institutions and services needed for development. 

AID's earlier nonproject development loans had been in support 
of Colombia's published 10-yenr development program. In early 11)65, 
it was recognized that there was, in fact, no Colombian development 
plan to support and that, therefore, the nonproject 10lUls were not 
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as effective as they might have been. However, following an AID 
review, the development program supported by this loan was an out
line of goals and measures announced by the Colombian Government 
in November and December 1965. 

AID authorized the immediate release of $20 million of this loan. 
The release of the remainder of the loan was conditioned on the Co
lombian Government furnishing AID (1) evidence of satisfactory 
efforts to advance the social and economic development of Colombia. 
in accordance with the Colombian Government's outline of goals and 
measures submitted to the IBRD and the IMF, and (2) evidence that 
prospects were satisfactory for further such development in future 
periods. AID did not, however, specify what would constitute either 
satisfactory efforts or satisfactory prospects. 

In its outline of goals and measures furnished to the IMF and the 
IBRD, the Colomolll.n Government established quantitative targets 
for monetary, financial, fiscal, and trade areas. In addition, general 
statements were made concerning increased efforts on national plan
ning, agriculture, and education development. 
6. $100 million loanr-M ay 137, 1967 

During 1966, AID computed that Colombia's balance-of-payments 
gap for the period .r anuary 1967 through March 1968, would be $246 
milliont of which $73 million would be required to be filled bI AID 
non proJect loan funds. AID records show that AID concluded that, 
because of the timelag' between the shipment of commodities and the 
actual release of AID Joan funds, a $100 million loan was necessary 
to achieve 11. $73 million positive impllct on Color.1bill's balance of 
payments within the program period. 

In May 1967, AID authorized 11. $100 million non:project loan to 
Colombia. This lonn wns justified on the basis thllt It would assist 
in closing Colombia's bnlance-of-payments gap Ilnd permit the Gov
ernment to undertnke the structural reforms and economic develop
ment projects necessnry to ennble Colombia to achieve self-sustaining 
growth} at an annual level of 6 percent during the program period. 

The oan was in suppon of 11. Colombian development program 
announced by the Colombian Government in March and April 1967. 
This program described the specific policies, undertakings, and goals 
which the Colombians believed necessllry for the achievement of their 
development prollTam. 

AID authorized the immediate release of $40 million of this 101ln. 
The release of the remainder of the lonn ns in the J.lrevious loan, was 
conditioned on the Colombian Government furnishmg AID with (1) 
evidence of slltisfllctory etrons to ad vllnce its social and economic de
velopment program pursuant to the outline of goals nnd mellsures 
submitted to the IMF nnd IERD, Ilnd (2) evidence that prospects were 
satisfllctory for further such development in future periods. AID 
did not specify whllt would constitute slltisfactory efforts or slltisfac
tor.v prospects. 

In its outline of gonls, the Government of Colombia established 
quantitative targets for foreign reserves, money supply, minor ex
ports, fiscal surpluses, imports, and expenditures in agriculture. In 
addition, general stntements were made concerning national planning, 
education, and industrializlltion policies. 
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VI. CoLOMBIA'S ECONOMIC AND SOOIAL PnOORESS 

A. ALLIANCE GROWTH GOALS 

Colombia, during the first 5 years of the Alliance, attained an aver
age annual per capita growth rate of 1.33 percent, less than the 
mmimum Alliance goal of 2.5 percent, but greater than the annual 
average per capita growth rate of 0.92 percent attained by Colombia 
during the 5 years prior to the Alliance. 

In 1961, the Colombian Government initiated n development pro
gram which wus designed tolield an annual average increase in gross 
domestic product (GDP) 1 0 5.6 percent, with a resultn.nt annual in
crease in per capitn growth of 2.5 percent, through 1964, and to provide 
n base for an accelerated rate of growth therenfter. Both AID and the 
Colombian Government detRrmined early in the Alliance thr.t the 
planned growth rate was reasonable and nttn.inable. 

Tho following schedule regarding the relative aggregate suceess of 
Colombia's development efforts under the Alliance shows that (1) 
during the first 5 years of the Alliance Colombia's nvernge nnnual 'per 
capita growth rate failed by n substant.ial margin to meet the nuni
mum Alliance goal of an annual increase of 2.5 percent, and (2) 
Colombin's 'annual average per capita growth rate during the first 5 
yenrs of the Alliance exceeded the annual av.erage growth rate for the 
5 years preceding the Alliance by about 0.4 percent. 

[In parctnll 

Ayer~e 1962 1963 1964 1965 1966 Aye~ 
1957 I 1962 

Percapll1arowlh 11011 ••••••••••••••••••••••••• _. 2.5 2.5 2.5 2.5 2.5 2.5 
ActuII par capita 'rowth............... 0.92 1.78 -.06 2. 85 -.12 12.20 1.33 

1 Preliminary estlmlte by AID In AUllUstI967. A member olthe ConsultatlYe Group estimated 2.1 parcent In FebrulrY 
1968. 

AID currently is of the view that as Colombian self-hel~ measures 
take hold there will be n gradual buildup in the rate of Colombian 
growth until the 2.5-percent per capita target is met and surpn.ssed. 
In this regard the $100 million AID nonproject loan to Colombin in 
Mny 1967 was justified on the basis that it would enable Colombia 
to achieve self-sustaiuing growth at an annua.l level of 6 percent or 
a per cnpitnlevel of 2.8 percent. 

The mission director infonned us in October 1967 that Colombia's 
quantitative growth goals during the first 5 years of the Alliance had 
not been met because of inadequate Colombian self-help efforts, but 
that such efforts had improved during 1966. The mission director 
also pointed out that, although non'project assistance provides im
ports which are needed for economIC development and thus affect 
growth rates, there are substantialleadtimes before the re.'mlts of AID 
capital assistance infrastructure projects and many technical assist.
ance activities are reflect.ed in increased growth rnt.es. 

1 GDP Is that portion of gross national product (GNP) whIch resultll In au accrual ot 
Income for nationals as a result of domestic activit,. GNP Is tho total value of final output 
of goods and services produced bv residents of a countr,. 
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To achieve the 2.5-percent per capita growth goal, Colombia estab
lished annual ~wth goals for each sector of its economy. During the 
first 5 years of the AllIance these sectoral ~wth goals on the a.verage 
were exceeded in housing, communications, finance, and personal serv
ices, but were not achieve.f in the basic areas of agriculture, mining, 
manufacturing, construction, commerce, transportation, utilities, or 
.government. 

A comparison of the relative significance of each sector of ColOm
bin.·s economy to its total product, prior to and at the beginning of the 
Alliance and as of 1966, is shown by the following schedule: 

ORIGIN OF COLOMBIA'S GROSS DOMESTIC PRODUCT 

[In percent! 

1957 

Aariculture.. •••• •••••••• •••• •••••• ••••••••••••••••••••••••••••••• 34. 9 
·M.nul.cturlna.................................................... 17.0 
'Commerce....................................................... 15.0 
Penonal services.. •••••• •••••••••••• •••• •••••••••• •••••• ••••••••• 7.3 

~:~f:~~~~~::: :::::::: ::::::: ::::: :::: ::: ::::: :::::::::: ::::::: t 8 
Government......... •••.• ••••••• ••••••••• ••• •••••••• ••••••••••••• 4.6 
Mlnlna.......................................... ••••••••••••••••• 3.6 

·Construction..... •••••• •••• •••••• •••••••••• •••••• ••••••••••••••••• 3.4 
Fln.nce.. •••• ••• ••••• ••••••• ••••• ••••••••••• •••••• •••••••• ••••••• 2.1 
Electric power, las. and water...................................... .7 

·COmmunlcatlons.... •••••••••••••••••••••••••••••••••••••••••••••• .5 

1961 19&6 

32.9 30.3 
1B.1 19.3 
15.4 15.7 
7.1 7.2 
5.0 5.9 
5.4 5.9 
4.8 5.0 
3.4 3.5 
3.3 2.6 
2.3 2.8 
.8 1.0 
.6 .8 

Total •••••••••••••••••••••••••••••••••••••••••••••••••••••• ---1--OO-----:-::-::-----~ 100 100 

Total Colombian GOP (billions 011958 constant pesos)................. 20.2 24.2 30.1 

B. PER CAPITA AGRICULTURE PRODUCTION 

Colombia's overall growth and development is dependent, to n. lnrge 
·degree, on the growth n.nd development of its agriculture sector, which 
in 1966 accounted for about 30 percent of the country's GDP. Our 
review of the growth and development of Colombia's agriculture 
sector during the Allinnce nnd of AID nctions related thereto showed 
:that: 

-Colombia's per capita agricultural production hnd declined dur
ing the Alliance. 

-The average daily per eapita caloric intake in Colombiq. had de
creased during the Alliance and is at II. level below the 2,500 
calories required for an adequate diet. 

-Increased production of food and crops during the Alliance hnd 
resulted mainly from eXJ.lansion of n.reas under cultivation. Yields 
for five of Colombia's SIX most valuable crops were less in 1966 
than yields achieved prior to the Allin.nce. 

-Colombia is a net importer of food, except for coffee, nnd of fiber 
nlthough AID has long recognized that Colombia has sufficient 
land to produce the required food and fiber for its own popula
tion and to sustain a net export. 

-Factors adversely affecting Colombia's agricultural production 
nnd development include (1) problems in planning1 (2) maldis
tribution and inadequate utilIzation of land (3) lack of agri
cultural credit, (4) insufficient availability of fertilizers and pesti
cides, (5) lack of marketing and distribution, and (6) insufficient 
:storage facilities. 
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The problem of Colombia's lagging agriculture sector, in AID's 
o}>inion has long _posed one of tlie most serious obstn.cles to an ac
celerated rate of-Colombian economic development. Colombia's excel
lent soils and variety of climates provide the necessary potential to 
develop a strong agrIcultural economy which could form the founda
tion for accelerated industrial develo}>ment and thus make the country 
less dependent on coffee, which has been traditionally the principal 
source of foreign-exchange earnings, accounting for about 66 percent 
of Colombian exports during tIle Alliance-It drop of about 6 percent 
over the preceding 5-year period. 

Colombia has about 275 million acres of land, of which about 65-
million acres were in agricultural lise ns of 1966. Of the 65 million 
acres, about 9.4 million acres were under cultivntion and the baJance 
in ~nsture and fallow. In 1967 between 40 nnd 45 percent of Colom
bia s labor force WIIS employed in agriculture. Colombin's agriculture 
e.ector accounts for nbout 30 percent of the country's gross domestic 
~roduct, which mnkes it one of the more significant sectors in the 
Colombllln economy. 

In 1953 AID instituted a technical assistance progl'llm in agricul
ture for Colombia, and since 1962 agriculture hns been an AID top
priority goal in Colombia. AID has directly channeled about $111.1 
million into Colombia's agricultural sector smce W[13, including loans 
totaling $38.5 million, technicalnssistance totaling $11.7 million, and' 
the equivalent of $60.9 million in U.S. owned Il1ld/or controlled 
Colombian pesos. Assessments mnde in 1966 indicated thnt there 
had been relntively little progress toward the mutual AID and Colom
bian agricultural gon.1s of (1) self·sufficiency in ngricultural pro
duction t \2) diversIfication of agricultural exports in order to reduCO' 
ColombIa s almost total dependence on coffee for foreign exchanger 
(3) improvement in the present land tenure system and (4) raising 
living stnndards in rural areas. 

The following index of Colombia's agl'icultural production shows 
that, in the aggregate, Colombia's per capita ngriculture production 
is decreasing; out crop production, excludmg coffee, has risen slightly., 

INDEX OF PER CAPITA AGRICULTURE PRODUCTION 

11957-59-1001 

Overall ........................................................... . 

~:: ~::~~:Ig~::.:::::::::: :::::::::::::::::::: ::::::::: ::::::::::: 
Crop production, excludlnl collee ••••••••••••••••••••••••••••••••••••• 
Livestock production ......................................... , •••••• 

I Based on preliminary data, 

Source: US Department 01 Alrlcullure and AID, 

1960-64 1964 

101 
101 
102 
107 
97 

99 
99 

100 
111 
95 

1965 19661 

97 
102' 
98 

106 
93' 

9T 
100 
98 

112 
94 

Colombia's relatively low agricultural output has been a ma~or 
cause of a deficient Colombian diet and measures fire needed to Ill
crense J;>roduction in the ngricultural sector at prices that permit 
absorptIOn of the increased output by exports and the internal market. 
The average daily per capita caloric intnke in Colombia has decreased 
during the Alliance as sliown by the following schedule and is below 
the 2,500 calorie level established under thE' A11iance as the minimum: 
required for an adequate diet. 

28-620 0-69-1i0 
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1957 1961 1966 

Averill dilly per Clplta coJoric Intakl ••••••••••••••••••••••••••••••• 2,525 2,~ 2,428 

The AID mission director informed us in November 1967 that the 
short fall in caloric intake, although increasing, was not considered 
critical. This view differed from tlie view of the mission's food·for· 
peace officer, who pointed out that the above averages did not reflect 
the wide variance In the caloric intake between Colombia's high- and 
low-income groups or the protein deficiencies in the diet of Colombin's 
low-income groups. 

In this regard a mission study estimated, in December 1966, tJlRt 
one third of Colombia's population, principally that located in the 
less prosperous urban areas, bad a caloric intake of only 1,800 cnlories 
.a c!ll.y. 

We reviewed production data for Colombia's six most important 
agricultural crops and found that total annual production of each 
crop had increased, because of expansion of cultivated land, but that 
yields for four of the six crops were less in 1966 than ;yields achieved 
prior to the Alliance, as illustrated by the following tabulation: 

Year Collee Rice SUlar Brown Corn Potatoes 
SUII! 

7ot·lc~~~~.c.t~~~~~~~~~~~~.~r.~~~~.: •• 365 350 234 480 698 682 
1961 •.••••••••••••••••••••••••• 450 474 363 610 758 551 
1966 ••••••••••••••••••••••••••• 456 700 386 650 895 832 

Vleld1'~07~~~~~~~~r.e!: ••••••••••••• 0.46 1.84 4.4 2.6 1.2 11.4 
196t ........................... .54 2.00 5.8 2.8 1.1 11.5 
1966 .••••••••••••••••••••••.••• .56 1.86 4.2 2.4 1.0 10.2 

Source: Department 01 Slate and AID. 

Our review did show, however, that, for Colombia's four major 
agricultural noncrops, production had increased during the Alliance 
as shown below: • 

lin millions) 

Velr Cattle 
(head) 

Milk Paultry 
(tans) (each) 

1957............................................... 2.2 1.1 22.0 879 
1961............................................... 2.3 
19651............................................. 2.6 

t.2 27.4 
1.4 38.0 l:m 

Illtest ay.llable data. 
Source: Dep.rtment 01 State and AID. 

Colombia is a net importer of food, except for coffee, and of fiber 
despite the availability of sufficient land to produce the required food 
and fiber for its own populntion and to sustain a net export. On the 
:average, during the AllIance, Colombia was a net importer of food 
and fiber to the extent of $6.4 million. In 1966 Colombia was a net im
porter to the extent of $31 million. 

AID determined1 prior to the Alliance, that sufficient quantities of 
paper and pulp, 'Wheat, rubber, cocoa, wool, and edible oils-Colom-
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bin's principal agricultural food and fiber imports-could be produced 
within Colombia to meet Colombian ~uirements. AID accordingly 
provided assistance to Colombia to assist m achieving such production. 
Nevertheless, Colombian imports of these products during the Alliance 
increased from about $42 million in 1961 to about $77 million ill 1966-
an increase of 83 percent. This compares with n Colombian population 
increase of about 16 percent from 1961 through 1966. 

Key factors, many of which are interrelated, limiting Colombia's 
agricultural growth and development during the Alliance are discussed 
below. 

Planning.-During the Alliance periodic assessments indicated de
ficiencies in Colombia's agriculture policy planning and coordination, 
which adversely affected Colombia's agricultural growth and develop
ment. 

In 1962 Colombia's agricultural planning and coordination were 
significantly deficient, and overall specific plans and priorities with 
respect to achieving planned increllSes in agricultural production had 
not been developed. 

In 1963, because of various reasons, an overall agricultural policy or 
plan had not been developed. In 1964 the urgent need in Colombia for 
developing a national agriculture planning organization to formu
late agricultural development poliCIes and priorities was recognized. 
In addition, it was generally recognized that sufficient basic data was 
not available in Colombia on which to formulate long-range agricul
ture plans. 

In 11)65 agricultural planning in Colombia continued to be deficient 
u.nd outside the Agricultural Ministry. More studies hnd been made, 
more experts consulted, and more institutions set up in the area of 
agriculture than in any other area of Colombia's economy. The prob
lem, however, was that only a relatively small amount of attention wns 
given to agriculture in PllSt development efforts and that these activi
ties were not being coordinated into an overall pattern of agricultural 
policy. 

Agricultural programs were plnnned and run by individual groups 
which lacked cOOl-dination with overnll national planning. This ap
peared to be the basic reason for the many changes over the 'yenrs 
m the relationship between Colombian crops in cultivation, yet little 
change in the overaIlacmnge. 

In both 1966 and 1967, inadequate agriculture plnnning efforts were 
identified as a continuing key area thnt limited Colombia's agricul
ture growth and development. Also, in 1967 a study indicated that, in 
the field of agriculture, statistics were inadequate and were gathered 
by various Government entities and that the data was conflicting and 
very difficult to use to detel'lnine what hnd happened in Colombia's 
agricultural sector in any given year, which made it particularly dif
ficult to reach informed polIcy decisions_ 

The mission director mformed us in November 11)67 that Colombia's 
slow llrogress in agricultural planning was due to several factors, the 
most Important one beLIg a severe shortage of qualified personnel. 

Land distribution and utilization.-There are vast areas of unuti
lized and underntiIized lands in Colombia, and durin~ the Alliance 
poor distribution has had an important impact on utilIzation. Never-
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theless, progress in changing Colombia's land tenure system during 
the Alliance has been slow. 

Large and medium holdings comprise the best lands, which are the 
level fertile valleys of Colombia's predominantly mountainous coun
try; small holdings are located on mountain slopes with poorer soils. 
The best lands, representing the large holdings, are often used to raise 
stock; the poorer mountain-slope 'plots are used to raise new crops. 
Stock raising is frequently extensIve rather than intensive, and, al
though 46 percent of farmland is used for stock raising, only 30 }>£'r
cent of the agricultural income is produced by stock raising. At the 
time of our review in November 1967, it appeared that it would be 
some time before Colombia's marketing and trnnsportation facilities 
would be adequate to permit more intensive land l1se. 

Available statistics indicate that about 988,000 acres have been 
brought under cultivation during the Alliance; this brings the total 
cultivated area to 9.4 million acres. Approximately 429,000 acres of 
land have been irrigated since 1961. 

AID has determined that, since there is a need to increase agricul
tural production and there is a large amount of underutilized laud in 
Colombia, reasonable, but effective, taxation of properties could lead 
property owners to exploit their land more fully, which would tend' 
to reduce rural unemployment, provided that capital intensive meth
ods were not employed. 

Agricultural credit.-AID has det{lrmined that approximately 600,-
000 farm families in Colombia cannot qualify for bank credit al
though they have potential need for supervised agricultural credit. 
Supervised agricultural credit is the provIsion of both credit and tech
nical assistance to small farmers wlio are unable to obtain sufficient 
credit on reasonable terms from other sources. 

AID has supported Colombia's supervised agricultural credit pro
gram since 1961. The AID goal, established in 1964 and revised up
ward in 1965, was to provide supervised agricultural credit to 30,00(}' 
families by 1967. The total number of families receiving supervised 
agricultural credit in l!)(14 was 2,556; in 1965, it was 7,621; and in 1966, 
it was 11,570. 

AID records show that through December 1966 only AID re
sonrces-$26.5 million in dollar loans and the equivalent of $14 million 
in peso releas£'!;-were allocated to make supervised credit available to 
Colombian farmers. The Colombian Government financed the equiva
lent of $7.1 million in administrative costs from Hl63 through 1967 
and provided tho equivalent of $5.2 million for supervised credit in 
1967. 

About 15 percent of bank loans in Colombia are agricultural credits. 
It has been reported by a leading U.S. commercial banking institution' 
that these funds are channeled to large farmel's who have the rec:ourc£'s 
and ability to use the funds ell'ectively. AID informed us in November-
1967 that, at the close of 1!J66, the loans outstanding in ag-ricultllre
amounted to 36 percent of the total loan portfolio in Colombia. 

A recent Embassy evaluation pointed out that continued shortages 
of agricultural credit have hindered Colombia's agricultural de\'elop
ment, and this was confirmed by a member of the consultative group~ 
An international agency also pointed out that the supervised agricul-



788 

tural credit program needs to be expanded to nationwide coverage as 
soon as possible. 

During a field trip to a supervised agricultural credit project, we 
observed that the program appeared to be effecti ve in terms of making 
credit available to small farmers who might not have been able other
wise to obtain credit to farm small plots of land. However, sufficient 
basic data on the increased yields, if any, and on the relative cost was 
not available for enabling determination of the aggregate effect, if any, 
'iuch supervised credit programs have had on Colombia's total agricul
turnl production. 

FertilizC1' and pcstioides.-Colombian agricultural yields during the 
Alliance have been limited, to n large degree, because of insufficient 
availability and use of fertilizer. The United Nations Economic Com
mission for Latin America determined that for 1963 the ideal annual 
fertilizer consumption in Colombia would be 350,000 tons. From 1963 
through 1966 Colombia has never had nearly the amount of fertilizer 
needed, as shown by the following table: 

1963 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1964 ............................................................ . 
1965 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1966 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

Ideal 
lertlllzer 

consumption I 
(IIIn.) 

350.000 
350,000 
350 000 
350:000 

Fertilizer 
Ivallable 

(tons) 

86,900 
129,300 
90,300 

128.000 

Pereant 
evalleble 

25 
37 
26 
37 

I Adualannualldeal consumption 01 fertilizer. based on 1963 estimate Amounl would nucluate somewhat each year 
depend Ina on amount of land In cultivation and types 01 crops. 

Since the Alliance began, import!'! of fertilizer financed with AID 
nonproject loans have been about $260,000, or less than 1 percent of the 
total value of commodities financed. This compares, for example, with 
$39.7 million or about 19 percent of all nonproject loan funds, which 
was used to finance motor vehicle spare parts during the same period. 

Throughout the Alliance, AID has recognized that the increased use 
of fertilizer could significantly increase crop emduction in Colombia 
and that1 for many Icey crops, the nse of fertIlizer could produce an 
increase In crop production valued at from two to eight times the cost 
of the fertilizer. On the basis of agricultural research data, some esti
mated typical yields from use of proper amounts of fertilizer as com
pared to actual yields were made as follows: 

[Ton. per hectare) 

Crop 

~w~::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 

Yield from 
use of proper 
emounts 01 

fertilizer 
(estimated) 

3.7 
3.0 
2.5 

Aclual yield 
ranae, 

196H6 

1.8-2.2 
1.11-1.2 
1.5-1.9 

During the period 1957-62 AID made available to Colombia. ap
proximately $11.5 million worth of pesos for a fertilizer production 
project.1 This project, which went into limited production in 1968, 

I ThIs project has been commented on In de talI In OAO report B-1618S2, dated Sept. 21, 
1967. 
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increased Colombian production of nitrogenous fertilizer but went 
out of business in 1965 because of plant breakdown and accumulated 
losses. AID infonned us in December 1967 that the company respon
sible for this project had been reorganized, that the reorl$amzed com
Jmlly had completed a ~eneral plant overhaul and expanSIOn, and that 
the project should be In production by the end of 1967. AID subse
quently informed ns in February 1968 that production was to start 
in March 1968. 

In addition to the shortages of fertilizer, there were decreases ill 
the availability of pesticides during the AIEance. Essentially all of the 
active in~edients for pesticides are imported, and currently Colombia 
is imposmg an import duty. of 30 percent. Major losses of rice and 
cotton in Colombia are attrIbuted to inadequacy of pesticides. A com
parison of the imports of pesticides prior to and during the Amance 
IS shown below: 

Net Importll 
(million, 0/ 

kilo.) 
1957-61, prior to the AlIIance _________________________________________ 46.1 
1962-66, during the AlIIance ____________________________________________ 34. 4 

Marlcetirl{l and diBtribution-Although studies have been made of 
only a. few phases of Colombia's agricultural marketing, the lack of an 
effective integrated marketing and distribution system places serious 
restraints on agricultural production and on the producer, especially 
the small farmer, who has no effec.tive marketing facility or orgam
zation. 

AID has detennined also that marketing studies have not been 
made that are of sufficient breadth and depth to serve as a confident 
basis for the formation of Colombian marketing policies, the result 
being that Government marketing programs have noL always been 
effective. In this re~ard the mission hItS arranged for a study of the 
problem, to be initmted in 1968, to determine what aspects of the 
m'~rall problem should receive priority attention. 

St07'a[le /aoilities.-- The lack of sufficient grain storage facilities in 
Colomblll has been identified by AID as a factor contributing to Co
lombia's stagnant a~riculturo production. Public agricultural storage 
capacity in ColombIa is about 150,000 tons. At the end of 1966, the 
capacity of privately owned storage for public use was about 1.2 mil
lion tons, according to AID. Public sector storage capacit~ has boon in
creased b;r about 80,000 tons during the Alliance. An addItional 97,000' 
tons of public sector storage has been identified as needed. 

On the basis of our review of Colombia's overall agricultural prog
ress prior to and during the Alliance, we believe that the effectiveness 
of AID assistance, in the aggregate, might have been improved by 
increased Colombian Government efforts. 

Recognizing that agriculture accounts for about 30 percent of Co
lombia's GDP and therefore is of paramount importance to an accel
erated rate of Colombian growth-the basic AID objective in Co
lombia-we believe that AID, prior to formulating future assistance 
programs, should satisfy itself that (1) Colombia has identified the 
key policy, political, social, physical, and other factors limiting Co
lomoia's overall agricultural growth and (2) Colombia is attaming 
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speCific improvements in such factors. In addition, we believe AID 
should get an agreement with the Colombians that commodity financ
ing be based on mutually agreed levels of Colombian inputs into the
agricultural sector. 
1. Agency comments and QUr evaluation thereof 

AID in its conunents dated March 19, H)68 and in additional com
ments presented 011 April 19, 1968, acknowledged that there are basic 
deficiencies in Colombian agriculture but stat~d that Colombians had 
made more headway than it appears in the conclusion of tIllS report. 
In this regard AID indicated that the :picture presented by our report 
is distol'too because the report fails to gIve A ID sufficient credit for t.he 
headway made (as stated below) in the agricultural sector. 

1. The support of II. li\'estock bank and the mobilization of the 
Government's own resources to capitalize it. 

2. The establishment of an efl'ective supervised credit program t 

whlch serves approximately 11,570 1 borrowers a year and returns 
about 2.10 pesos for each peso loaned. 

3. The removal of price controls on milk find milk products. 
4. The establishment of II. long-term training program with the 

University of N ebl'lLska. 
In this regard, we reviewed the aggregate agriculture progress 

made by Colombia during' the Alliance and emphasized the key areas 
affecting that progress. We agree that there may be a number of indi
vidual nctions bei"ng taken by AID nnd the Colombian Government 
affecting, to some degree, Colombia's agriculture development. We 
found, however, that AID had not developed evidence showing either 
the individual or collective effect of such nctions on Colombia's actual 
agricultural production or pruduction capacity. 

Also, AID stated that it has encouraged the Colombian Government 
in its current efforts to reorganize the institutional complex responsible 
for agricultural policy, and that a far more streamlined policy making 
apparatus is emerging. The Government is preparing II. com:prehensive 
plan for the agricultural sector, which will become the lmsls for pos
sible future AID n.ssist.nnce to that sector. A sector loan currently 
being negotiat~d emphn.sizes that the plan be completed. The 1011.11 also 
emphasizes increased inputs, especially of fertilizer and pesticides, to 
the agricultural sector. 

C. LAND TENURE SYSTEM 

Colombia's progress, durinl?i the first 5 years of the Alliance, toward 
the effective adjustment of Its land tenure s)'stem has been slow. 
Colombia recognizes that land reform is a difficult and challenging 
long-term problem. 

The United States has long recognized that the attainment of pri
mary assistance goals regarding human welfare is dependent, in great 
part, upon immedinte and positive steps to adjust unjust land tenure 
systems, inequitable taxes 011 farmland, and other economic and social 
prnctices that work hardshi J.>s on rural people. For this reason, land 
reform in its broadest mennmg, including Improvement of all social 

t The Colomblnn Government agency responsible for administering the agriculture super
vised credit progrllm reportl'll that the total number of families recelvlnll' agricultural credit 
In 11104

b 
ll1llll, and 11100 was 2,l1li0, 7,621, and 11,1170, respectively, not 11.1170 per year as 

noted a on 
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and ~onomic relations among men engaged in agriculture production, 
is a basic principle for which the United States stands in world affairs. 

A specific goal of the Alliance is progmms of comprehensh'e agrar
ian reform lending to the effecth'e transformation of unjust structures 
and systems of land tenure and use, with a view toward replacing 
huge and dwarf holdings by a more balllnced system of land tenure. 
A mission study expressed fI.·belief that land reform is the most impor
tant action Colombia can undertake for the development of its rural 
nrens. 

When the Alliance began, :1.5 percent of the landholdings in Colom
bia involved 66 percent of the land and, at the other extreme, 62.5 
percent of nil landholdings invoh'oo 4.5 percent of Colombia's land. 
'fhe following comparison shows the degl'ee of progress in Colombia's 
land tenure during the first 5 years of the Alliance: 

Farms over 100 hectares (247 ecres): 
Percent 01 10111 larms ..................................................... .. 
Percent 01 10111 land •••.••••••••••••••••••••••••••••••••••••••••••••••••••••• 

Firms under 5 hectares (12.4 acres): 
Percenl 01 lolal larms ••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
Percenl 01 10111 land ••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

1960 1966 

3.5 
66.0 

&2.5 
4.5 

2.7 
58.9 

71.4 
6.3 

Cadastral statistics in Colombia are not sufficiently detailed to de
termine the I>ortion of the above landholdings that represents economic 
size family furm units therefore not subject to redistrihution. Also, 
tho manager of the Colombian Institute of .\gral·iun Reform 
(INCORA) hus pointed out that cadastral statistics in Colombia do 
not timely reflect the growing tendencx of colonizers, squatters, and 
others to acquire legal titles on lands stIll registered as large holdings. 
Nor would such statistics reflect additiono.l accumulo.tions of land by 
large landholders. 

With respect to land tenancy in Colombia, the mission director in
formed us In November 1967 that there were 0. number of smo.ll plots 
from 2 to 4 hectares (5 to 10 acres) in Colombia having good soil that 
are plo.nted in intensive crops and represent economIc family farm 
units o.nd that, in certain areo.s less suitable for economic agriculture, 
relatively large farms of 100 or more hectares are required to support 
a family. 

Land reform in Colombio. is the responsibility of INCORA, which 
wns establish(o,i in December 1961. AID and the Export·Import Bo.nk 
allocated ahout $33 million for o.grnrian reform in Colombio. prior 
to the Alliance. Since the beginning of tho Alliance, AID has made 
dollar loans totaling $18.5 million and has o.llocated the equivalent of 
$20.6 million in pesos for agrarian reform in Colomb ill.. The first 
dollar loan for $10 million was made by AID to INCORA in June 
1963 for supervised agricultural credit. Prior to making the loo.n, AID 
concluded that a program of supervised agricultura,l credit was a key 
element of, and crucml to, agrarian reform in Colombia. In March 
1966, AID made an $8.5 million supervised agricultural credit loan 
to INCORA to su{>port Colombio.'s agro.rian reform program. AID 
also financed a prelIminary survey and II. detailed study of INCORA's 
supervised agricultural credit program. 
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In response to our request for AID's annual or periodic evaluations 
()! the extent of progress toward the A11iance goal of transforming t.he 
lnnd tenure structure in Colombia, senior mission officials informed us 
that AID's evaluations of INCORA's activities to date have focused 
on the performance of specific agricultural projects rather t.han on 
the overall progress of Colombia in transforming its land tenure 
strncture. 

INCORA's progrnm has not been an exclusivo program for dis
tributing lands but more of a program to mnlm supervised agricultural 
credit and other benefits available to existing sma)) lanrlholders in 
Colombia who have insufIicient knowledge or capital to make their 
lnnd sufficiently producth-e. In this regard, the mission has determined 
thnt the law that created INCORA does not a))ow it, with certain 
limited exceptions, to expropriate or take by eminent domain a large 
farlll which is being adequately exploited. 

INCOHA's activities, fiince its organization, have included grant of 
titles for public lands, development of economic use of uncultivated 
landsl efforts to incl'ease productivity through the use of improved 
techmcal methods, programs of supervised agricultural credit, COll

struction of access roads, and irrigation and drainago projects. 
INCORA reports show the following achievements as of June 30, 

1967: 
Heota,.e. 

(t1lou.and.) Colonization of public lands __________________________________________ 1,984 
Eminent domaln _____________________________________________________ 1,886 
Gifts recelved________________________________________________________ 264 Purcbases ___________________ -_______________________________________ 96 
Expropriations ______________________________________________________ 45 

Total _________________________________________________________ 4,275 

INCORA reports also show that it has distributed titles for about 2 
million hectares, which involve about 54,000 families. 

As indicated by the facts above, INCORA-the Colombian agency 
responsible for land reform in Colombia-has achieved a degree of 
snccess in its various activities but has not, in the aggregate, achieved 
any appreciable success in effectively transforming the maldistribution 
of land in Colombia. In this regard, the mission director informed us 
in November 1967 that agrarian reform is one of the most sensitive 
nnd difficult problems facmg the Latin American countries and that 
the United States, at best, can only advise and encourage continuing 
~ction in this area. 
1. Agency comments and our evaluation thereof 

AID acknowledged the importance of land reform in Colombia and 
advised us that it will continue to channel a substantial share of its 
assistance to the agricultural sector through INCORA. AID stated, 
however, that our report takes insufficient notice of the relevance to 
land redistribution of supervised credit, irrigation, and access ronds, 
which AID has financed, Ilnd docs not give sufficent emphasis to t.he 
extreme difficulty involved in changing well-entrenched land tenure 
patterns. 

In this regard, we have pointed out thnt AID during the Alliance 
hns channeled approximately $39 million, including $20.6 million in 
pesos, to INCORA-the Colombian agency responsible for land re-
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form in Colombia; that INCORA's activities have included programs 
of suporvised agricultural credit, construction of access roads, and 
irrigation and drainage projects i that 11,570 families were receiving 
supervised credit in 1966; and that 429,000 acres of land have been 
put under irrigation since the beginning of the Alliance. How
ever, sufficient basic data was not aVnIlable to determine the aggregate 
effect, if any, that such programs have had on Colombian land tenure 
adjustments. 

Wit h respect to the difficulty involved in changing Colombia's 
well-entrenched land tenure pattern, we have recognized that diffi
CUlty. 

D. DISTRIBUTION OF INCOME 

During the first 5% years of the Alliance, little pro~ress was made 
toward meeting the Alliance's goal of more equality In the distribu
tion of income. Available datil. indiclltes that tho lower income groups, 
which are tho ones with the greatest needs, have received the least 
benefit from Colombia's economic development effort~. 

A fundamental U.S. and Alliance objective in Colombia is to make 
the benefits of economic progress available to all citizens of all eco
nomic and social groups through a more equitable distribution of 
national income and thus raisp more rapidly the income and standard 
of living of the needier sectors of the population. 

Since 1962 it has been AID's polIcy in evaluating the progress of 
social and political measures of a country to answer the key question 
of whether income distribution is becoming more equitable. Neverthe
less, AID has not obtained basic data showing the distribution of 
income in Colombia prior to or durjn~ the Alliance. Nor had AID 
made any substantive emlulltion of thIS matter prior to 1967. 

Assessments made in 1967, however, showed that (1) urban unem
ployment was risin~; (2) the wages of the low-income groups in 
urban areas were stagnant; (3) the daily per capita caloric intake in 
Colombia had dpclined; and (4) the standard of livin.1! for the lower 
income groups in rural areas was constant or falling. 

We recognize that the achievement of an equitable distribution of 
income in a developing country such as Colombia may require more 
than a few years. 'Ve believe, ilOwever, that AID should develop, as 
a minimum, a plan which establishes the steps to be taken each yelli' 
toward achieving this long-term objective and which provides a basis 
for a systematic evaluation of progress achieved each year. 

E. EDUCATIONAL GOALS 

Progress was limited in Colombia during the Alliance in develop
ing educational and training facilities, and in achieving its educa
tional goals. In our opinion, these goals in some cases, were somewhat 
optimistic under tIle Cll'cumstances. Our review revealed that: 

-Colombia increased the percent of its primary school-age children 
enrolled in primary schools from 60 percent in 1961 to 70 percent 
in 1966, hilt it fillhstantill lIy failed to achieve the goal of providing 
primary education for all primary school-age children in Colombia 
by .July 19H5. Of 22,000 primary classrooms estimated as needed 
and ,,:hich were to he constructed by JUly 1965, 5,150 were 
reported to bo complete a" of October 1967. 
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-Enrollment increased in Cblombian secondary schools by about 
141,000, or 42 percent from 1963 through 1966, which represented 
small progress toward the AID goal of a 300-percent increase by 
late 1967. 

-Less thall2.7 percent of Colombia's hi~her school-age youth were 
enrolled in school in 1966 compared wIth 1.7 percent in school in 
1961. 

-Available data indicates that progress has been slow toward 
eliminating illiteracy' during the Alliance. 

In our opimon, key factors contributing to Colombia's limited 
progress in education were insufficient funding and alack of Colombian 
educational planning. As early as 1963, the planning function had been 
identified as being essential to effective assistance for education. 

Key Alliance educational objectives include (1) insuring, as a 
minimum, access to 6 years of primary education for each school-age 
child by 1970; (2) eliminating adult illiterncy; and (3) modernizing 
and expanding vocational, secondary, and higher education facilities 
to provide the human resources required for rapid development. 

Both AID and the Colombian Government have long recognized 
that the degree of progress in education development is a factor which 
will determine the success 01' failure of Colombin's development pro
grnm. In 1962 AID determined that the area of educatIOn was an 
area in which U.S. assistnnce efforts could be most productivel,Y 
employed to support Colombia's efforts for orderly progress. In thIS 
regard AID determined that Colombia's human resource potl'ntial 
had barely been tapped aud that the country's economic and social 
development was bemg retarded because of an antiquated national 
curriculum, inadequate facilities, poorly trained tencllers, low teach
ing standards, lack of books and other equipment, inadequate school 
supervision and inefficient administrative procedures. 

During tile Alliauce education has been an AID top-priority goal, 
toward which AID invested about $22 million, including the eqUIvalent 
of $15 million in Colombian pesos. About 150 Colombians were trained 
through 1965 under AID's participant training program in the area. 
of education. AID has estimated thnt about 50 percent of these par
ticipants have utilized their trnining to a high degree. 

About $6.6 million of the above assistance was provided for a pri
mary' education project to assist the Government in develop-ing the 
facilities and in training the personnel necessary to prOVIde basic 
education for all primary school-age children in Colombia by July 
1965. The following sche<fule shows that this goal was not met but that 
Colombia increased the percent of its primary school-age children 
enrolled in schooll from al)ollt 60 percent in 1961, at the beginning of 
the Alliance, to abOut 70 percent as of 1966. 

(In thousands! 

1961 1962 1963 1964 1965 1966 

PrImary school·age children (ales 71011> _____ • _______________ 2,278 2,376 2,477 2,582 2689 2804 
Primary school'lge children .nrolled In school. ____ .. _________ .. 1,364 1,476 1,574 1,667 1:714 1:951 
P.rcenl.nroll.d ___________________ .. ____ .... ___ .. _____ .. ___ 

59.9 62.1 63.5 64.6 63.7 69.6 
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Also enrolled in Colombia primary schools were children of second
ary school age. During the Alliance such children accounted for about 
25 percent of the total enrollment in Colombia's primary schools. 

In 1966 AID determined that of the 23,000 prImary schools in Co
lombia, only 20 percent offered a full cycle of five grades even though 
primary education of five grades is obligatory under the Colombian 
Constitution; 12,500 of the schools, or about U4: percent, offered two 
grades or less. The shortage of classrooms and qualified teachers is 
more acute in rural areas, where only about 1 percent of the school-age 
popUlation completes five grades. 

A key problem identified early in the Alliance was the relatively 
high dropout rate in primary schools. In 1963 AID determined that 90 
percent of Colombian primary school enrollees dropped out of school 
before completing the fifth grade. An AID goal was to reduce the drop
out rate to 70 percent by 1968. In 1966 an AID study showed the fol
lowing dropout rates : 

Dropout rate 
(peroent) Grade 2 _____________________________________________________________ 4S 

GradeS _____________________________________________________________ 79 
Grade 4 _____________________________________________________________ 89 
Grade 5 _____________________________________________________________ 93 

Of the 22,000 primary classrooms which were to be constructed by 
July 1965 under Colombia's development program, 5,150, or about 25 
percent of the total, reportedly were complete as of October 1967. In a 
1965 review we found that (1) a number of the newly constructed class
rooms were being used by Colombia to replace existing classrooms, al
thou~h its educational program provided for continued use of the 
existmg classrooms, and (2) the newly constructed classrooms were 
not being adequately maintained and were deteriorating.1 

AID estimated that there was a shortage of 25,000 primary class
rooms in Colombia in 1966, and has estimated a shortage of 48,500 
primary classrooms in Colombia by 1973. 

In the area of secondary education, AID in 1963 established a goal 
of increasing the enrollment in Colombia's secondary schools by 300 
percent by late 1967. From 1963 throu~h 1966, enrollment in Colom
bia's secondary and vocational schools mcreased by about 42 percent. 
The level of such enrollment during the Alliance is shown by the fol
lowing schedule: 

lin Ihoullnds) 

1961 1962 1963 1964 1965 1966 

Secondary sd!ooille children (lies 1210 18) •••••••••••••••••• 
Erlrollment In aecondary and voeational schools ••••••••••••••••• 

2,415 
261 

2,526 
291 

2,624 
331 

2,710 
361 

2,798 
405 

2,872 
472 

'ercent enrolled •••••••••••••••••••••••••••••••••••••••••••• 10.8 11.5 12.6 13.3 14.5 16.4 

A large part of Colombia's secondary school students drop out be
fore completion of a secondary education. In 1966 AID estimated that 
the dropout rate was about 75 percent-a decrease from the 80·percent 
rate experienced in 1963. 

Key problems in Colombia's secondary school system, which has a 
high private school component, amounting to about 65 percent, in-

s GAO report No, B-161882 dated Sept. 21, 1967. 



791 

clude (1) a limited enrollment capacity, (2) 0. scarce supply of teach
ers witil college degrees; in 1966 only about 16 percent of the teuchers 
were college graduates and this I?ercentage was decreasing because 
secondary school enrollments were Increasing faster than college grad
uates could be supplied, (3) an inefficient use of teucher and plant re
sources, and (4) curricula not adequately directed toward midale-level 
manpower requirements for development. 

In the urea of higher education in Colombia, enrollment is some
what limited as shown by the following: 

[In Ihousandsl 

1961 1962 1963 1964 1965 1966 

Higher school age youth (ages 19 to 24).... ••••••• ••••••••••••• 1,54
27
3 1,5

3
9
0
2 1,6

3
4
4
3 1,69

3
6
7 

I, 7~~ 1,807 
Enrollment In schools 01 higher education....... •••••••• .•••••• 49 

Key problems in the area of higher education include (1) 0. dropout 
rate of 50 percent, (2) the small number of full-time professors
about 35 percent in 1966, (3) limited facilities, and (4) an unbalanced 
mixtnre of disciplines relative to Colombia's manpower noods, there 
being a heavy emphasis on doctors, lawyers, and engineers, and not 
enough emphasis on the social and physical sciences and other less 
traditional professions. 

Little datlt was available with respect to literacy rates in Colom
bia. The data that was available showed that, in 1951, 43 percent of 
the populatioll in Colombia was illiterate and that, in ID64, the year 
of the last census, the rate was 31 percent. AID estimated in May 
ID67, that about 44 percent of Colombia's population was illiterate. 
HowevCl', no infol1lIation ,.-as available to show whether the basis 
used to com pute each l'Ilte was compamble. 

O,'erall factol's which, in our opinion, have inhibited Colombia's 
educational development and progress during tI e Alliance have been 
a lack of funding and inadequate educational planning. With respect 
to funding, the Colombian Government has allocated Increased fUnds 
for education during the Alliance as shown below: 

[Expenditures In millions 01 constanl1958 pesosl 

1961 1962 1963 1964 1965 1966 

Total government expenditures ••••••••••••••••••••••••••••••• 2,811 2,561 2,566 2,~ 2,833 3,227 
Total educational expendrtures •••••••••••••••.•••••••••••••••• 213 286 290 361 380 
Percent allocated to education •••••••.•••••••••••••••••••••••• 7.6 11.2 11.3 14.8 12.8 11.8 
Pesos per school·age student, per year ........................ 34.2 44.0 42.9 52.4 50.0 50.7 

Colombia's overall performance in the area of development plan
ning during the Alliance is di::icussed in section VII.A. With respect to 
education planning at the time of our review in November 1967, it had 
long been recognized that the Government's ineffective and uncoordi
nated planning efforts were a key factor inhibiting Colombia's educQ,
tional development. AID has programed $566,000 in technical assist
ance since 1963 to assist Colombians in developing a national education 
plan. 

Neither AID nol' the Government of Colombia has developed Q, 
comprehensive plan for identifying tho human resource requirements 
necessary for attaining Colombia's future economic and social goals, 
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but they have developed some basic data toward this end. The mission 
director infonned us in November 196'{, however, that during 1967 
two surveys concerning manpower requl: .. ~n"':lts in industry, govern
ment, and education were made under AID auspices. He informed us 
that the studies concentrated on procedures by which maupower de
mands would be more clearly communicated to educational agencies, 
rather than on theoretical estimates of the number of skilled people 
required. 

The mission director also informed us in November 1967 that alack 
of comprehensive planning, insufficient funding, and other problems, 
such as II. complicated educational administratIve structure, II. school
age population growing at more than 3 percent II. year, and the lack 
of sufficiently trained planners, udministrators, and teachers, do exist 
in Colombian educatIOn, althouO'h AID has supported numerous 
studies in the area of education. 'lie advised us that the present Co
lombian Government has expressed an awareness of the need to deal 
with these issues and is implementing specific plans in several key 
areas. 
1. Agerwy comments 

AID, in its comments dated March 19) 1968, acknowledged that 
there are basic deficiencies in the Colomblll.n educational system but 
stated that the Colombians had made more headway in educational 
development effort than it appears in our report. In this re~ard, AID 
p~inted out that our report failed to mention the joint effort of the 
Colombian Government, IBRD, and AID to reform the basic struc
ture of secondary education, in J?art through the establishment of 19 
com:prehensive high schools. TillS reform, AID struted represents II. 

sigmficant attack on existing deficiencies in secondary education. AID 
stated that efforts are continuing to insure that new schools will serve 

. as II. nucleus for the revision of the entire Colombian secondary school 
system. 

AID infonned us that Colombia now proposes to develop II. com
prehensive program in the education sector and that AID plans to 
respond to well-conceived Colombian initiatives with nonproject 
aSSIstance tailored to sector programs in education. 

F. HEALTH AND SANITATION 

Available statistics show that Colombia's general level of health and 
sanitation has improved during the Alliance although onl~ about 60 
percent of the planned expenditures on heaJ~11 and sanitation pro
grams were made by Colombia during the/eriud 1962-65. Life expect
ancy has increased and mortality rntes an deaths from communicable 
diseases have decreased. Contributing to these improvements were an 
increase in the number of physicians and hospital beds and an increuse 
in the urban population served by sewer systems. 

The following schedule contaIns data from AID records, which in
dicates the status of Colombia's health and sanitation n.s of 1957, 1961, 
and 1966: 
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P.rcent chan .. 

F.ctars measurlnl health and .. nllaUan 1957 1961 1966 Pre-Alliance Alliance 
perlad\ period, 
1958-6 1962~ 

1. Number 01 Ph/slclans per 10,000 people ................. 3.5 3.9 4.3 11.4 10.3 
Nurses tralne annuaIlS ............................... 57 79 107 38.6 35.4 
Number 01 hospital be s ~r 100,000 people ............. 1.6 1.6 2.4 .............. so. 0 

2. Perc.nt of urban popula ion lor which potable water II 
17.6 8.5 6.9 available .......................................... 66. 9 72.6 

Percent 01 urban population served by sewarale SYltems ... 52.3 56.6 59.5 8.2 5.1 
3. liIelXPlClancy at birth (in ~ears) ...................... 47 51 59.3 8.5 , 16.3 

Death rate per 1,000 ~Ia ion ........................ 12.4 11.0 9.4 -11.3 -14.6 
Inlant morla'Jlr. per 1. live births .................... 100.0 89.6 79.0 -10.4 -11.8 

4. Deaths per 1 .000 population lor key communlceble dis· 
eases: 

-20.1 Diarrhea ......................................... 1.752 2,061 1,647 17.6 
Innuenza ........................................ 2,337 493 442 -78.9 -10.4 
Maiaria .......................................... 547 163 75 -70.2 -54.0 
Measles ......................................... 237 186 119 -21.5 -36.0 
Gonorrhea ....................................... 239 344 194 43.9 -43.6 
Whooping cough .................................. 244 132 97 -45.9 -26.5 

AID's assistance for Colombian health and sanitation has totaled 
about $31.4 million, including three dollar loans totaling $4.4 million, 
about $5.7 million in technical assistance, and the equivalent of about 
$21.3 million in U.S. owned and/or controlled Colombian pesos. Of 
AID's total contribution to this sector, about $19.9 million has been di
rected toward water and sewer systems. 

Colombia's development program, supported by AID, provided for 
public investments of about 1.9 billion pesos for water, sewer, and 
health programs during the period 1962-65. Colombia's actual expendi
tures during the period were about 1.1 billion pesos, or about 60 per
cent of the planned expenditures, 

A specific goal of Colombia's development program was to provide 
water supply services to about 6 million urban and 1.6 million rural 
residents by 1965. AID had not evaluated the extent of progress to
ward the goal. The mission director informed us in November 1967 
that, as of 1966, potable water was available to 77.6 percent of Co
lomhian urban population, or an estimated 7.7 million urban residents. 
1. Agency com.tments 

AID, in its comments dated March 19, 1968, and additional com
ments presented on April 19 1968, stated that there were basic de
ficiencies in Colombia's health services but that Colombia had made 
more headway in the area of health than was apparent in the con
clusions in our report. In this regard, AID informed us that an in
ternational organization in a report, dated February 1968, on economic 
development in Colombia during 1967 made the following statement: 

The Government has given Increased emphasis to the Improvement ot water 
supply and sewerage facilities. With rapidly growing urban areas, the Inadequacy 
of facilities multiplies health problems and Inhibits economic growth. Although 
Investment planning Is adequate In the larger cities-BogotA, Medellfn, etc.
substantial Improvement Is still necesRary In the medium and small cities. Prep. 
arations are well advanced for a major e~panslon of the Bogotli water supply 
system: the expansion ot sewerage facilities Is already underway. Preparation 
ot projects and feasibility studies ore being accelerated In medium size cities. 

G. HOUSING 

Durin~ the Alliance Colombia's shortage of housinf! has increased 
substantIally. Our review of the extent of Colombia s housing pro
gress during the Alliance showed that Colombia constructed about 
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224,000 new housing units from 1962 through 1966, or about 62 per 
cent of the AID goal of 360,000 units. This rate of housing construc 
tion was about 5 percent gI:eater than the avernge annual rate of hous 
ing construction achieved during 1960 and 1961 1 prior to the Allinnce 
A key factor in Colombia's fnilure to meet its housin?: needs hns bem 
a lack of available credit due, in turn, to (1) Colombia s inflation prob 
lem which tends to limit savinBS and (2) the lack of an effective mech 
anism for chnnneling savings mto housing for the mass market. 

A fundamental AID objective is the improvement of living condi 
tions of people in AID.receiving countrIes. AID has invested th 
equivalent of about $55.9 million in Colombia's housing sector, includ 
ing 2 dollnr loans totaling $19.5 million, technical assistance valued a 
about $3.4 million, and local currency totaling the dollar equivalent 0 

about $33 million. 
The gravity of Colombia's housing problem is incrensed by its higl 

rate of population growth-about 3 percent a year-and migratiOl 
from rural to urban arens. At the beginning of the Alliance, there wa 
a shortage of about 277,000 urban housing units. This shortage hal 
increased to about 375,000 units as of 1966. Moreover, it was estimate! 
in 1966 by Colombia's Land Credit Institute that, of the 778,000 avail 
able urban housing units in Colombia, about 200,000 or about 25 per 
cent were substandard. In rural areas there was a shortage of an es 
timated 500,000 housing units as of 1966. Colombia's AgricuIturl 

Bank estimated that, in addition, about 400,000 rural housing unit 
in Colombia were substandard. 

The AID program in Colombia has been designed to promote estab 
lishment of institutions which would be capable of mobilizing re 
sources into a building industry that wouk! provide marl{ed impetu 
to the national economy and meet the serious housing shortage. 

The following comparison shows the extent to which estnblishel 
AID goals for housin~ construction have been met each year durinl 
the Alliance. The miSSIOn determined that the record completions it 
1962 resulted mainly from a peak in foreign financing available iI 
1961 and early 1962 : 

Year AID loal 
Total housing 

units 
constructed 

Shortfall 

1962............................................................. 20,000 64,278 -44,27 
1963............................................................. 60,000 44,876 15,12 
1964............................................................. 80,000 40,859 39,14 
1965............................................................. 100,000 32.501 67.4! 
1966............................................................. 100,000 41.543 58,45 

------------------~ Tolll...................................................... 360,000 224,057 135.94 

Note: Percent Dr shortrall. 37.8. 

AID determined that Colombia's construction industry and its labol 
supply was capable of a greater rate of housing construction. AlI 
determined also that a prime factor limiting the expansion of housin~ 
construction was a lack of financing. 

1 Data on rural housing construction for earJler years was not available. 
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The shortage of financing in the private sector was attributn.ble in 
part to the absence of II. sn.vings and loan system, or equivalent, for 
housing and the difficulty of establishing II. mechanism to protect the 
value of long.term investment in housing against inflation. Although 
private sn.vings continued to increase in terms of numbers of pesos, 
pmctically no increase in the real value of such pel' capita savings 
resulted during the period l!HiG-GG because of inflatIOn. 

The Colombian Government, in Se\ltember' 1065, established a sn.v
ings ,mel loan policy. The policy estab ished did not include the provi. 
sions necessary to )lermit the system to grow or de,·elop. R{lvislOn of 
the folic~ is essentutl if suflicient resources are to become available for 
seN capItal. 

In April 1!)G7, the Government adopted u plan intended to protect 
the value of long·term housing itn-estments against inflation. AID 
stuted that the plan constituted only u partial ap'proach, which might 
make a system for protection of value more difficult to realize. The 
plan pro\·ided that. the unknown future situation, which might vary 
widely with the vllriable rates of inflution, was to be met by a fixed 
degTeo of protection . 

• UD recently reduced its gOl'l1 for new hOUf;ing units, 50,000 for 
10(lS increasing to 100,000 in 1!>72, and determined that this rate of 
construction, if achieved, will not permit anv reduction in the cumu
lative quantitative shortage of housmg before·1072. 

With respect to planning of urban de\'elopment in Colombiu1 AID 
has identified It number of deficiencies. To assist in the solutIOn of 
these problems, AID plans to continue its technical assistance for 
urban development through 1072. 

II. TH.\NSl'ORTATION DEVELOl')IENT 

A study by an international organization indicates that Colombia's 
transportation network has expanded during the Alliance, but on a 
piecemeal busis. This may not have constituted optimum utilization of 
available re'>OUl'ces due to the lack of an integrated plan for the coun
try, specifying priorities for the various modes of tl'llnsport. The study 
points out that. the then current trnnsportution system could hn.ve 
satisfied needs if properly managed and maintained. 

The length of the I'oad network, the number of commercial airports, 
the passenger kilometers flown by commercial nil' and the cargo han
<lIed by rIver transport, seaports, and air and rail lines incren.sed 
during the Alliance as shown by the following schedules: 

TRANSPORTATION FACILITIES 

Kilometers 01-
Number 01 

Paved Gravet Unimproved All roads Roads ~er Operatlnl commerclat 
roads roads roads vehlc e rail lines airports 

1957 ................... 2,750 4,576 21,877 29,203 0.18 2,960 14 
1961 ................... 5,078 9,837 20,582 35,497 .IS 3,437 52 
1966 ................... 6,327 15,254 23,610 45,191 .18 3,437 67 
'Percent ave raM nUll 

Increase, I I ..... 21,2 28.7 -1.5 5.4 ............ 4 67.9 
,ercentlvera12 annul' 

Increase, I -66 ..... 4.9 11.0 2.9 6.5 ........................ 5,8 

28-620 0-89-lil 



TRANSPORTATION MOVEMENTS 

Million. 01 metric tons/kllomlt,r Pu.en1,'11 
Clr,o nown ~ 

hlndle~ by domest 
.. 1C::rb Ilrline • 

(mill on. of (million. of 
mltrlc tons) IIIssenlll1/ 

kilometer) 

Yur 
Callo C'IIO Clrlo 
hluled hluled nown by 
by r.1I by river domestIC 

tl1nsport .Irllnes 

6.2 615. 2 
6.6 822.8 
9.3 1429.7 

1.6 8.4 

8.2 14.8 

1957 ••••••••••••••••••••••••••••••••• 703.5 367.6 56.3 
1961 ••••••••••••••••••••••••••••••••• 768.9 836.2 48.1 
1966 ••••••••••••••••••••••••.•••••••• 1113.7 891.0 74.2 
Parcent IVel11e .nnuII Increa .. , 

1958-61 ••••••••••••••.••••••••••.•• 2.3 31.9 -3.6 
Parcent avera,e .nnual Increase, 

1962-66 •••••••••••••••••••••••••••• 9.0 1.3 10.9 

AID has invested the ~uivalent of about $21.6 million in U.S.
owned and/or controlled COlombian pesos into Colombia's transporta
tion sector, $18.7 million of which has been allocated during tlie Al
liance. The mission has been Wlable to furnish us any substantive 
analysis of the extent of progress made by Colombia's transportation 
sector from the beginning of the Alliance to date. In this regard1 the 
mission has informed us that AiD's role with respect to Colombia's 
transportation development has been supplementary. A problem 
identified with Colombia's transportation sector has been the low 
road maintenance standards. 

Colombia, from 1962 through 1965, expended about 93 percent of 
the funds originally planned for in its program for transportation de
velopment. The amounts expended represented about 11 percent more, 
on the average, than two internatIOnal organizations had recom
mended. In December 1966 the Government decreed a gasoline tax to 
finance a national highway fund. The following schedule summarizes 
the Colombian development program investment goals, the amount 
recommended by the international organizations, and the actual 
amount expended by Colombia each year from 1962 through 1965 for 
its transportation sector: 

[In millions of 1961 constant pesos) 

International Government 
Vear Government orlanlzltlons' actull 

plln 10.1 recommend I· upendltures 
tlon 

1962.......... ............................................ ....... 851 629 782278 
1963.............................................. ............... 885 751 
1964............................................................. 888 784 797 
1965............................................................. 919 786 935 

--------------------------------Tot.I....................................................... 3,543 2,950 3,287 

I. POWER DEVELOPMENT 

Colombia's electrical power generation an,d per capita usage has in
creased significantly during the Alliance. The increase in power pro
duction during the Alliance has been greater than such increases prior 
to the Alliance. 

The AID-supported goal for Colombian electric power generation 
capacity was 1,800 megawatts by 1965. About 86 J?Crcent of this goal 
was met by 1965. AID informea us that the origm of this goal was 
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not clear. The capacity goal was not achieved primarily because the
planned expenditures for power development, provided for in Colom
bia's development program, had not been met. However, actual capac
ity exceeded demand. 

The following schedule shows and compares, to the extent of avail
able datn, thnt Colombin's electric power generation capacity, actual 
power production, capncity utilization, and per capita power usage 
as of 1957, as of the beginmng of the Alliance in 1961, and as of 1966 : 

Vear 
Installed 
capacity 

(megawatts) 

Total elec· 
trlcat power 
Benaration 
(millions 01 

kilowatt· 
hours) 

Pertent 01 
capacity 
utilized 

Per ca~ltl 
usage (kilo
walt·hour.) 

1957.......... .•.............•..••••.•.. .•.. .•...•• 861 1,380 18.3 192' 
1961............................................... 929 1,973 24.2 • 
1966 ••.•••.••............•.•.............•..•....•• =='=1,=55=0===5,=206====38.=3====280= 
Percenl 01 average annuallncraase. 1958-61............ 2.0 10.8 ••.••••••••.•• 6.6 
Percent 01 average annual Increase, 1962-66............ 116.7 32.8 •.•.•••••••••• 25.2 

'1965 data Data lor 1966 not available 
I Percent 01 average annual Increase 1962-65. 

AID nssisinnce to Colombia's power spctor hns totaled $12.9 million 
including a $1.3 million loan nnd the allocation of the equivalent of 
$11.6 million inlocnl currency. 

Colombia's development program provided for public expenditures 
of nbout 2.9 billion pesos for power development during the period 
1962-65. Actunl expenditures during thnt period amounted to 1.9 bil
lion pesos 01' about 35 percent less than plnnned. However, as pointed 
out abore, cnpncity exceeded demand. 

1. Agency comments 
AID, in its comments dnted Mnrch 19, 1968, informed us that: 
• • • failure to fulfill a goal (for electric power generation capacity) is not 

necessarily 11 bod thing; it would have been folly to meet the goal since, as the 
report states, demand was being met with less investment. Also, the report fails 
to note the implication of its own figures, that capacity utlllzatlon increased 
by 43 percent fl'om 11)61 to H165, growing from 2,130 kilowatt·hours produced 
per kilowatt at Installed capacity to 3,050. As AID pointed out to the GAO • • • 
electrical power generation Increased by 11 percent a year from 11)60 to 11)65. 

~. Evaluation of Agency comments 
Our report points out that Colombia's electrical power generation 

and per cnpittt usage hns increased significantly during the Alliance. 
In this regard we show that 86 percent of the goal for electric power 
generntion capacit.y by 19(j5 has been achieved but we also point out 
that Colombitt's actual generation capacity has exceeded the demand 
for electricity. We do not state nor, in our opinion, imply thnt the 
failure to meet this goal is a "bad thing." 

With respect to AID's comment that we failed tC' note the relative 
utilization of available generation capacity, we have now incorp0l'ated 
such dllta. Our report does note, however, that electric power gener
ation increased an average of 32.8 percent a year during the period 
19ts2-66, a total of 164 percent. The mission, on the other hand, stated 
that Colombia's electric power generation had increased by 11 percent 
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a year from 1960 to 1965. However, the mission obtained, directly from 
the Colombian government, data relative to electric power genera
tion which shows that such generation increased an average of 32.8 
percent percent a year during the period 1962-66. 

J. EXTERNAL DEBT SEUVlCE nURDEN 

Our review showed that Colombia's external debt service burden has 
almost doubled, since the beginning of the alliance, from approxi
mately $34 million in 1961 to about $67 million in 1966. As a result, the 
percent of Colombin's export earning'S needed to service its external 
debt increased from 7.8 percent in 1961 to 13.1 percent. in 1966. Colom
bia's gross foreign assets declined from an annllnl average of $1ll1 mil
lion during the pre-Alliance period 1958 to 1961 to an annunl avernge of 
$142 million during the first. 5 years of the Allinnce. 

One of the significnnt byproducts of development efforts financed 
through foreign loans is a rIsing external del,t service hurden, which 
is the payment of principal and mterest on ortstanding loans. The fol
lowing sch('dule shows that. (1) Colorr.bin's exlerna! ~ebt. service burden 
increased from $34 million in 1961 to $67 mWi£'1l in 1966 and (2) the 
percent. of export enrnings needed to service this burden increased 
from 7.8 percent in 1961 to 13.1 percent in 1966. 

Exlernal debt 
~ ~~~~ 

(In millions of 
US. dollars) 

1961 ........ _.............................................................. $34 
1962....................................................................... 36

51 1963 ..................................................................... .. 
1964....................................................................... 64 
1965....................................................................... 58 
1966....................................................................... 67 

Exlernal debt 
service burden 
IS I percenl of 

exports 

7.8 
7.8 

11.4 
11.7 
10.8 
13.1 

'Ye were unable to identify estnblished absolute criteria for deter
minin~ a country's debt-carI:ying capacity. One member of the con
sultatIve group report('(l in 1967 tlll1.t. servicing the external debt. had 
not been n heavy burden for Colombia's b~lance of payments. How
ever, a different memher of the commItatlve group had determined 
earlier that to r('quire the usc of 12 percent of export. earnings in 
Colombia to service its ext('rnal debt wouM he hig-h and that a l'atio 
of 15 percent would be unsafe. 

AID provided dollnr loans amollntin~ to about $26.J. million to 
Colombia during- tlw perio<l1962-66. Dllrm!! this same period, Colom
bia used about $276 million of its foreign exchange resources to service 
its external deht burden. 

Debt service paym(lnt.s to AID by Colombia during 1966 were $2.8 
million, or about. 4 percent of t.he Colombinn tot.al debt service burden 
during H166. The debt, fler\·ic(l }Jnvnll'nts to AID, however, wiII increase 
significantly after 1972 dlle to' (1) expiration of grace periods for 
repayment of ]onn principal and (2) mcrensed interest rates which 
become effective after tIle expiration of the grace periods. In this re
gard, of the $264 million AID lonned to Colombia during the period 
1962-66, the re{>aym(lnt of principal on $233.6 million is to start in 
the 1973-77 period. In addition, interest rates on $147.5 million of the 
AID loans will more than double after 1973. 
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Along with a rising external debt service burden during the Allinnce, 
ColombIa has also experienced a decline in the average of its foreign 
assets during the 5-year Alliance ~riod compared to the average dur
ing the prior 4-year period. This IS a favol'llble indication that Colom
bia has used both its own foreign exchange resources and those pro
vided by the United States, less an:y capital flight, for goods importa
tion and not for reserve accumulatIon. The following table shows the 
gross foreign assets of Colombia's Central Bank for the period 
1958-66: 

Oro" foreign 
alief, Of Oolombla', 

Oelllral Bank 
(in mllllolll 0/ 

Year: U.S. dollars) 1958_______________________________________________________ $170 
1950_______________________________________________________ ~~1 

1960_______________________________________________________ 178 
1061 ______________________________________________ .________ 174 
1962_______________________________________________________ 121 
1063______________________________________________________ 181 
1064_______________________________________________________ 149 
1965_______________________________________________________ 155" 
1006______________________________________________________ 15G 

In addition to the Government's external debt service burden havin~ 
almost doubled during the Alliance, the portion of its total expendi
tures needed for servicing its internal debt compared with the portion 
needed for the compal'llble pre-Alliance period has also, on thl' aver
age, almost doubled during the Alliance. 

'We believe that increased considel'lltion by AID should be given to 
Colombia's debt service burden, particularly since the probability 
exists that its debt burden will become greater within the next 5 to 10 
years. 

1. Agency comments 
AID, in its letter dated March 19, 1968, made the following com

ments concerning Colombia's increasing external debt burden: 
First, a rising debt service burden Is not In Itself a bad thing, since debt service 

Is expected to rise as countries borrow In order to nccelerate development. The 
Impol'tnnt question Is whether a country Is developing sufficiently to be able t(l 
reduce the burden In the long run. Second, fnlllng foreign reRerves Is merely 
another nspect of the foreign eX('hnnge gnp which Is, In the cllse of Colombln anll 
the mnjority of other developing countries, nn integral pnrt of the development 
process. • • • 

VII. COLO:\mL\'S SEr.J.,·HF.LP PERFORUANCE 

Colombia's self-help performance-the actions taken by Colombia 
to mobilize and utilize its own development resources-during the first 
5 years of the AIliance, revealed problem arens. With respect to Colom
bia's utilization of its avnilable resources during the AlIiunce, there has 
been improved efficlCncy in the use of available re~oul'ces aud an 
increased utilization of Government revenue for development pur
poses; however, Colombia's dm'elopment planning e/Torts ellcountered 
problems, nonessential commodities were imported, capital flight ex
ceeded minilllum acceptable levels, and there was some loss of profes
sional and technicnl persollnel from the country. 

With respect to Colombia's mobilization of resources, minimum 
levels of domestic savings were not attained; tax reforms achie\-ed 
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only limited success; the degree of inflation increased; little progress 
was made to solve the increasingly critical unemployment problem; 
there was a. need for improved Incentives to attrn.ct private foreign 
investment; and there was a. limited ex,pansion of exports. 

The Latin American countries, in si~mg the Charter of Punta del 
Este, agreed. that, to achieve their obJective of accelerated economic 
growth, it would be necessary for nat.ional programs of economic and 
social development to be based on the prinCiple of self-help and on the 
ma.ximum use of domestic resources. 

AID recognizes that the success of a country's economic develop
ment effort depends both on the amount of resOurces the country can 
mobilize and on the efficiency with which its resources are used. The 
President of the United States in his 1067 message to the Congress on 
:foreign aid stated that no sustained development proO'ress is possible 
without self-help, which has been characterized as the lifeblood of 
-economic development, and that assistance provided as a substitute is 
assistance wasted. 

The Foreign Assistance Act of 1961, as amended, requil'CS that the 
·extent to which a recipient country is demonstrating a clear determina
tion to take effective self-help measures must. be taken into nccount 
-when formulating the level of AID's non project assistance. AID 
recognizes that the length of time for which assistance is required de
pends to 0. large degree on the vigor of the recipient country's own 
aevelopment efforts. Improved mobilization and use of resources is 
both a. menns for and 0. me.n.sure of progress in 0. developing country. 
Therefore, it is U.S. policy to relate, whenever possible, the degree of 
development assistance to the recipient's effectiveness in mobilizing its 
resources and applying them to prio!ity inv~stments. J ns}stence on self
hel,p does not mean Interference In the mternal affmrs of anothet' 
nation. It does mean that developing countries which receive assistance 
should have sensible programs for mobilizing and utilizing their own 
resources. 

Colombia's performance during the Alliance with respect to the 
self-help factors, which are brenerally recognized by AID and other 
international lending agencies as being of paramount' importance to the 
development process, and AID actions related thereto, are discussed in 
the following sections. 

A. DEVELOPMENT PLANNING EFFORTS 

AID criteria provide that the willingness of 0. country to fonnulate 
and implement a workable development plan is, in itself, one of the 
strongest indications of self-help. Available information indicates 
that: 

-Colombia has not developed a workable, coordinated, and com
prehensive development plan to serve as a guide for its economic 
and social development under the Alliance. . 

-Periodic assessments during the Alliance identified deficiencies in 
planning. as being of crucml significance and as being a major 
factor adversel~ affecting Colombia's development effort. 

-During the period of fiscal years 1963-661 AID programed assist
ance to Colombia totaling about $218 millIon in support of Colom
bia's develoJ>ment plan although that plan was only 0. statement 
of statistical goals, it included no strategy or procedures for 
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achieving the stated goals and it did not constitute n. workable 
development program. The 1966 AID program was subsequently 
revised to support, along with the fiscal year 1967 and 1968 pro
grams for ColombIa, an outline of goals and measures announced 
by the Colombian Government. 

-Since 1961, AID has provided technical assistance to Colombia 
at a cost of about $15.9 million, including the equivalent of $12.4 
million in local currencYj 

in support of Colombia's development 
planning efforts althoug 1 Colombian efforts continue to be de
ficient in this area. 

-Key factors relating to Colombia's problems in planning efforts 
during the AUiance1 include (1) the lack of ,Political and financial 
support, (2) attentIOn addressed to immedIate rather than long
range problems, (3) a lack of coordination between the depart
ment of plannin~ and the planning of sections of the various min
istries and pubhc agencies, (4) a lack of sufficient basic datl1 for 
sound policy formulation and long-range planning-in this re
gard, it has been generally recognized that the lack of timely, re
liable, and sufficient basic data is a deficency of significant impor
tance in Colombia-and (5) a lack of qualified personnel. 

The formulation and implementation of lllltional development plans 
has long bpen recognized by AID, and by at least one other interna
tional assistance agency, as a prime requirement for effective use of 
available resources to improve the performance of an economy. AID 
has determined that a comprehensive development plan (1) serves to 
clarify a nation's goals and assessment of its wiIlin,gness to make pres
ent sacrifices for future growth, (2) provides u baSIS for allocating the 
scarce resources of the economy, (3) supplies an overview of the most 
desirable future development of the natIOnal product and its compo
nents, (4) helps to insure that the activities of different government 
departments and private groups are consistent, and (5) provides a 
basis for identifying those activities in which assistance may be par
ticularly effective in promoting growth. 

It is AID policy to encourage recipient countries to formulate na
tional development plans-in which goals are specified and the policies 
and action necessary to achieve them defined-and to establish the ad
ministrative machinery for their implementation. AID criteria, how
ever, provide that mere paper plans or inadequate planning organiza
tions are no substitute for the sustained effort required to mobihze and 
direct public and private resources into development activities and 
that, when development plans are no more than mere paper plans, 
assistance should not be relnted to them. AID criteria also provide that 
non project loans for balance-of-payments purposes will normally be 
made only to countries with a coordinated national development plan. 

In Colombia, the lack of adequate Colombian planning has long been 
a major factor adversely affecting development progress. During the 
fifties, when a relative abundance of foreign exchange was avaIlable 
due to high coffee prices, there was substantial misdirection of invest
ment and ineffective use of public funds, which had hindered Colom
bia's development progress, due to a lack of proper planning. 

AID found that Colombin..'s efforts had centered primn.rih on 
developing broad objectives and had not concentrated on (1) dev"~lop
ing plans for achieving such objectives, (2) developing projects on 
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which work could begin, and (3) developing basic data re<J.uired for 
rational long-term planning. AID, therefore, established goals to 
assist in the development of an adequate planning mechanism within 
the Government and to ussist in the development of a system within 
tho Government for gathering basic duta on which realistic long-term 
planning is dependent. Colombian legislation in 1058 provided for 
a Government department of planning. 

In December 1960, Colombia published u. 4-year p'ublic investment 
plan. AID found that this J?lall consisted primarIly of investment 
plans submitted by vUl'ious nuni5tries and other Govel'llment agencies 
with a minimum application of overall national priorities and WIlS thus 
severely unbalanced. 

The Charter of Punta del E~te, adopted in August 1961, provided 
that participating Latin American countries would formulate 1001g
term comprehensive development programs. In December 1061, Colom
bia published a 10-year general development plan which was to sel've 
as a guide for its social and economic development through !U71. 
This plan was prepared by Colombia's National Council for Economic 
Policy and its staff agency, the Department of PluBning. A major 
component of the 10-year plan was the public iuvestment plan dis
cussed above. 

AID analysis of the 10-year plan in December 1962 disclosed that it 
was basically a series of statisticnl goals which did not include detailed 
sector plans and lacked specificity regurding concrete proposals on 
how the stated goals would be attained. 

In December 1962, AID made a $60 million nonproject development 
loan to Colombia to assist in initiating Colombia's 10-year 'plan, This 
loan was the first Alliance for Progress developmellt loan m support 
of a nationul development plan. The loan was justified on the basis that 
the 10-year plan represented the intial stage in Colombia's planning 
process. AID's understanding, at the time, was thut the Government 
wus moving forward with a number of important activities with respect 
to development plunning, including (1) completion of the 10-yenl' 
plan by developing concrete plans on how the stated goals were to be 
achieved, by completing detuiled plans for euch economic sector to
gether with plans for s~ecific priority projects and by annually up
dating the 4-year public investment plan, (2) improvement of its 
orgamzation for planning, (3) relation of planning to the budgeting 
process, and (4) provision of the revenue required to support the 
development l)rogram. 

The $80 ml lion fiscal year HIM assistance program for Colombia, 
formu, tOO in late 1962, included $fiO million of non project assistance 
which reflected the initial ~hase ll1uItiyeal' nssistunce to Colombia for 
use in fulfilling the objectIves of its 10-yeur pln.n, The program was 
designed to assist Colombia, among other things, to overcome its 
planning deficiencies. 

During 196a and 1964 the mission found that (1) Colombia's pl'Og
ress in planning hud not greatly imJ)roved, (2) for various reasons 
including neglect, neither tIle o\'ern I plan nor the several detailed 
sector plans liad been completed, and (3) the 4-year public investment 
plan hud not been renewed anllually. 

The $3.6 million fiscal year 1965 Ilssistance program, formulated in 
late 1963, Ilnd the $75.4 million (including $65 million in nonproject 
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assistance) fiscal year 1966 assistance program, formulated in late 
1964, were in support of Colombin's 10-year plan and continued tech
nical assistance to Colombia for development planning. 

In early 1965, it was recognized that there was, in fnct, no Colombian 
development plan to support nnd that therefore, the non project lonns 
were not as effective as they might have been. AID nonproject as
sistance to Colombia during 1965 was withheld until December 1965 
when a $65 million loan was made. This loan, together with the fiscal 
years 1967 and 1968 assistance progrnms for Colombia, wns not di
rected toward support of Colombia's 10-year plnn but townrd II. pro
gram of goals and measures announced by the Colombian Govern
ment. 

During 1966 and 1967, the Inck of ndequnte Colombinn plnnning 
was II. major deficiency. In 1967, AID determined thnt the department 
of planning wns S'raCiually improving in organizntion nnd cnpncity. 
In 1967, the miSSIOn decided to continue the technicnl nssistnnce to 
Colombia for development plnnning nnd progrnmed trnining in the 
United Stntes of 35 participnnts, in fields relnted to development plan
ning. 

AID records show thnt the Colombinn Government in 1967 was 
working on II. new 4-yenr development plnn for the public sector. The 
Government prepared II. 1-yenr plnn of very limited scope for 1967 
outlining certain plnnned public sector investments. 

1-Ve were informed by the mission in November 1967 thnt, in evnl
uating the need for more plnnning in Colombin, it wns necessnry to 
distinguish between drawing up long-term plnns nnd developing II. 

usable, current process which would tnke renlistic difficulties of implfi
mentntion into nccount nnd would provide necessary experience for 
longer term planning. It wns stnted thnt, nlthough there wns still much 
to be done, the qunlIty and the renlism of Colombinn planning had 
greatly increased, especially after 1966. 

On the basis of our review we believe that AID technicnl nssistnnce 
in support of Colombia's development planning efforts hns been less 
than effective primnrily becnuse of the deficiencies noted nbove. Also, 
it seems evident thnt the nttainment of II. grenter degree of growth by 
Colombia in the future ~~Jlends in Inrge mensure on more ndequate 
effort and performnnce. We believe, therefore, thnt AID, when con· 
sidering future assistance to Colombia, shot~ld give increased em· 
phasis to, and the menns of achieving specific performnnce in, national 
and sectoral planning, including the systematic identification of key 
national and sectol'll.l problems hindering development and the es
tablishment of priorities and development of II. definitive strategy for 
attacking such problems. 

D. LEVELS OF SAVINGS 

We found that Colombia's levels of savings, during 3 of the first 4 
years of the AlIinnce 1 failed to meet AID's minimum marginal sav
Ings requirements. Colombin's marginnl savings were more thnn 1.1 
billion constant 1958 pesos below the minimum levels required by AID 
criteria. In addition, Colombia's gross nationnl savings, as II. percent 

1 ColombIan natlonDI Income accounts data tor 196B-the lItlt :rear of the AJJJance-waa 
not avalJable to AID 01 of November 1967. 



804 

of GDP, declined substantially during the first 4 years of the Alliance, 
cOAb)red with the pre-Alliance period of 1957 to 1961. 

has developed criteria which provide that the best available 
measure of a country's achievement in improving its domestic capital 
supply available for investment is the proportion of additions to GNP 
which it saves; that is, its marginal sav10gs rate. AID criteria J>ro
vide that a mmimum of 20 percent of annual increments to GNP 
should be saved by a country and that, in serious development efforts, 
tho rate will often exceed 30 percent. Colombia, in accordance with 
the Charter of Punta del Estel agreed to devote a steadily increasing 
share of its national product to 10 vestment. 

The following schedule shows that (1) Colombia met AID's mini
mum marginal savings rate in only one of the first 4 years of the 
Alliance and (2) Colombia's average annual marginal savings rate 
during the first 4 years of the Alliance was a negative 4.7 percent or 
a very substantial decrease from the average pre-Allianco (1957-61) 
marg10al savings rate of 24.8 percent: 

(In millions 01 cc.nsllnl1958 pesos) 

TOI~ 1962 1963 1964 1965 TO~ 1957 1 1962 5 

Grose nltionll ~roduct.. ••••••••••••••••••••••••• 108.420 24.90; 25,785 27,342 28,141 106,177 
Increlse In GN _ ••••••••••••••••••••••••••••••• 4289 1,120 876 1,557 799 4352 
Grose national sevlnfs (GNS) I ••••.•.••.•••....••• 21;166 4,453 4,422 ::~ ~86 17;170 
Increlse In Iross na lonll Slvlnls ••••••••••••••••• +1,063 -239 -31 77 -206 

Rilio 01 Increase In GNS 10 Increlse In GNP (mlrll· 
nil sevlnls rile) •••••••••••••••••••••• percent •• +24.8 -21.3 -3.5 -39.4 +84.7 -4.7 

1 GNS Is Ihe lotal savlnls minus nellorelgn Irade bllance (Imporls over exports) and flclor Income from abroad. ,..! 
Ilclor Income conslsls 01 Ihe nel recelpls from Ihe resl of Ihe world of Inveslment Income, such as Inillesl, dividenDI, 
Ind brlnch proHls; of earnings 01 residents worklnllbroad; and 01 olher Ilclor Income 01 normal resldenls. 

The total marginal savings shortfall during the first 4 years of the 
Alliance was more than 1.1 billion constant 1958 pesos (about $134 
million). The above schedule shows that, in 1965, marginal savings 
rose substantially-a year when imports were curtailed and a new 
AID nonproiect loan was withheld until the last month of the year. 
Since Colombia national accounts datal that is, data on the major 
components of the GNP of a country, for 1966 was not available to 
AID at the time of completion of our fieldwork in November 1967, 
we have no basis to evaluate whether the substantial increase in the 
marginal savings rate in 1965 may have been attributable to AID's 
suspension of the nonproject loan during most of 1965 or whether 
the marginal savings trend may have shifted to the positive side. 

AID nonproject loans to Colombia have been justified on the basis 
that they would induce and enable the Government to adopt neces
sary economic development policies and to permit Colombia to carry 
out its planned development program. Colombia's development pro
gram provided that the level of investm'ilnts, which are financed to a 
large extent by savings, would be increased from 20 percent of GDP 
in 1960 to 26 percent by 1964. The following table shows that invest
ments were 18.2 percent of GDP in 1964 rather than the 26 percent 
planned and that total investment as a percent of GDP has declined 
during the Alliance. 
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lin millions 01 consllnt 1958 pesosl 

AYerlle, 
1957~1 

1962 1963 1964 1965 Ayerll~ 
1962~~ 

Qross domesUc product •••••••••••••••••••••••••• 22,043 25,400 26,200 27,800 28,700 27,025 
TollllnYlltment................................ 4,479 4,805 4,780 5,058 4,899 4,886 

==~==~~~~==~==~==~ Tollllnvestment"l percent 01 GOP.............. 20.3 18.9 18.2 18.2 17.1 18.l 

According to Colombia's development J;>rogram, the incrense in in
vestments was predicated on national savmgs rising from 18 percent 
of GDP in 1960 to 23 percent by 1964. The schedule below shows that 
(1) the planned rate of nntional savings (,)f 23 percent of GDP, which 
was to lia ve been achieved by 1964, had not been achieved as of 1965, 
(2) the rate of nntionn.l savings during the Alliance was less than the 
average pre-Alliance rates, and (3) during the first 4 years of the 
Alliance, the average rate of national savings was 15.9 percent of GDP. 

Oro" nallona' 
.alllng' aI a 

peroen' olODP )lverage 1957-61 ______________________________________________________ 19.2 
1962 _________________________________________________________________ 17.G 
1903 _________________________________________________________________ 16.9 
1964 _________________________________________________________________ 13.7 
1965 _________________________________________________________________ 15.6 
lLverage 1962-65 ______________________________________________________ 15.9 

Some of the more important fnctors, which apparently contributed 
to the shortfall in Colombia's gross national savmgs and the low mar
ginal savings rate, were (1) the relatively low interest rate-4 per
cent-paid by snvings institutions, compared with the 14 to 24 percent 
charged by lender!:!, (2) the limited success of tax reforms, which is 
discussed Inter in this report, (3) the inflation problem-one of the 
most pervasive effects of continued inflation is to discourage domes
tically financed savings while encournging spending on durnble goods1 such as automobiles, that tend to increase in value (the value of 
passenger automobiles imported by Colombia during the Allin.nce 
was more than double the value of passenger automobiles imported 
durin~ the 5-year pre·Allinnce period), and (4) the steady increase 
in pnvate consumption expenditures. In this regard it appears that 
the Colombians have considered it unfensible to adopt policies which 
would restrict consumption expenditures as a means of achieving a 
higher level of domestic savings. Colombian private expenditures 
during the Alliance were as follows: 

(In millions 011958 pesos I 

Aver~e. 196Z 1963 1964 1965 IIvenu, 
1957 1 19S1~~ 

PrlYlte consumption expenditures ••••••••••••••••• 
Gross domesUe product •••••••••••••••••••••••••• 

16,190 
22,043 

18,924 
25,400 

19,744 
26,200 

21,706 
27,800 

21,714 
28,700 

20,522 
27,025 

Prlvlte consumption expenditures as I percent of 
GOP ••••••••••••••••••••••••••••••••••••••••• 73.4 74.5 75.4 78.1 75.7 75.9 

Actions taken by AID in attempting to correct the national savings 
problems have included (1) the J;>roVlsion in nonproject loans thn.t n. 
specific current account surplus (that is, that the Government's cur-
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rent receipts exceed its current operating expenditures) be obtained 
(the Colombian Government did not fully achieve the current ac
count su~lus goal in 1964 but exceeded the goal for 1966), (2) 
encouraging the Colombian Government to adopt and enforce varI
ous tllX measures, (3) a provision, in connection with counterpalt 
releases for water and sewerage projects, that the entities bene
fiting from the loaDS must raise their tariffs to allow profitable opera
tions, thus making :rarticular entities revenue producin~ rather than 
tax burdens, and (4) certain measures regarding inflatIOn which are 
to be discussed. 

In October 1U67 the mission director informed us that Colombian 
Government regulations limited the interest rate which commercial 
banks and other savings institutions may pay on savings deposits to 
4 percent but that the Government was conducting a study of this 
matter with a view toward eventually raising interest rate levels. 

We found no evidence that the mission had considered specifying n 
certain level of national savings to be achieved in Colombm as a con
dition precedent to the disbursement of nonproject loan funds. In 
this regard we noted that AID had used this procedure with apparent 
success in another country. 
1. Agency comments and Olt1' et'alllati(m thereof 

AID, in its comments dated March 19 and additional comments 
presented on April 19, 1968, eXl?ressed concern over Colombia's per
formance during the Alliance WIth respect to savin~, AID informed 
us that Colombia's marginal savings rate for the period 1962 through 
196, was 0.06. This compares with the negative marginal savings rate 
of 4.7 percent for the period 1962 through 11)65 presented above. 
At the time we completed our fieldwork in Novemoer 1967, Colom
bian national accounts data was not available for 1966 and 11)67. 
After receiving AID's comments, we attempted to obtain the Colom
bian national savings and investment data supporting the above 
rate so that it could be included in our report. Our check revealed 
that Colombia's national accounts data was still not published for 
1966 or 1967. AID officials informed us that the Colombian data for 
1066 and 1967 was, a~ least in part, not yet available and that they 
had used estimates for their computation. Assuming that these estI
mates-and thus the above 0.06 marginal savings rate-are correct, 
such rate is still, to a large degree, short of both the 20-percent rate 
which AID criteria proVIde as a minimum and the 30-percent rate 
that is to be achieved in serious development efforts. 

AID stated that Colombia's savings data was unreliable and that 
the savings data included in our report was tenuous. In this regard 
it should be noted that our computations of savings were made from 
data furnished by Colombia to the United Nations and classified in 
accordance with the United Nations national accounts system; that 
AID guidance provides that United Nations data be used in evaluat
ing the economic activity of an AID recipient country; and that AID 
was unable to furnish us other data which would serve as a more re
liable indicator. 

During the 5 years prior to the Alliance (1957-61) Colombian im
ports averaged $475 million ,a year. With this level of imports, Co
lombia achieved a marginal savmgs rate of 24.8 percent and a level of 
investment equal to 20.3 percent of its GDP. Comparativp :: ri'om 1962 
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throu~ll 1965 Colombian imports averaged $521 million a year. With 
this lll~her level of imports Colombia's marginal savings rate fell to 
a negative 4.7 percent and Colombian investment fell to a level equal 
to 18.1 percent of its GDP. 

c. TAX REFORlIS 

Our review of official records and data regarding taxation in Co
lombia revealed t.hat : 

-Tax revenues, as a percent of gross national product, have not 
increased during the Alliance and that, on 0. per ca,Pita basis, 
Colombia ranked ninth in 1961 and dropped to 15th In 1965, in 
our comparison of the taxation by the central governments of 18 
Latin American countries. 

-Tax reform measures have been less than successful, although 
some improvements have been made primaril,r due to (1) the 
temporary nature of many of the reforms established durmg the 
Alliance, (2) their introduction befo.l·e the administrative ca,Pa
city and capability were adequate, and (3) the lack of statistical 
data. 

-Lack of successful tax reform resulted in a Government policl 
of deficit financing-a key factor contributing ,to Colombia s 
problem of inflation. 

Although it has long been recognized by many observers that the 
Jllck of sufficiently qualified :personnel was a key contributing factor 
to ,the inadequate tax admimstration, it was not until 1967 that the 
Government of Colombia began to create incentives to attract better 
qualified personnel. 

Tax improvement is one of the major goals of the Alliance for Prog
ress, since taxes should be a main source for financing public invest
ments. The alternative is inflationary deficit finanl'ing. AID has de
termined that Colombia's ability to 'maintain a high level of invest
ment depends on the transfer of purchasing power from the pri
late sector to the public sector through tax revenues in excess of those 
needed to meet the Government's operating expenses. 
It is genel'lllly recognized that the success of a countT', 'e; economic 

development efforts depends, to a large degree, on the amount of 
resources it can mobihze. The Act of Bogotn, which preceded the 
Charter of Punta del Este, sets forth various measures for improving 
social and economic conditions, in connection with the Alliance for 
Progress, and provides that one measure for mobilizing domestic re
sources is to examine, with a view of providing additIOnal revenue, 
the equity and effectiveness of existing tax schedules, assessment 
practices, and collection procedures. 

The following table shows that, on t.he average, tax revenues of the 
Colombian Government was G.8 percent of gross national product 
during the 5 yep.rs preceding the A1liance as well as the first 5 years of 
the Alliance, thereby indicating that, in l'elative terms, the levels of 
tax revenue have remained unchanged. 



Til 'Ivinul 

v .. , Mlllioniol AIIIMI~nl 
1958 pesos olGNP 

1,178 6.0 
1,431 7.1 
1,519 7.0 
l,r>83 7.4 
1,598 6.7 

1957 .......................................................................... . 
1958 .......................................................................... . 
1959 .......................................................................... . 
1960 .......................................................................... . 
1961 .......................................................................... . 

5-YII, Iv"alli .......................................................... . 1,482 6.8 

14SO 5.8 
1:738 6.7 

I'LO: 7.0 
6.5 

2:420 18.1 

1962 ......................................................................... . 
1863 .......................................................................... . 
1964 .......................................................................... . 
1965 ......................................................................... . 
1866 ......................................................................... . 

5-yea, ave'alll ........................................................... . 1,869 6.8 

I GNP filum esUmated by AID. 

AID has indicated that the increase in tax revenue in 1966, as indio 
cated in the table above, came from a general increase in import duties1 
I?a.rtially attributable to increased importation of automobiles, ana 
1:om sales taxes and income taxes. The followin~ table shows that the 
value of the automobiles imported into ColomolR in 1966 was about 
three times greater than for 1965 automobile imports and about four 
times greater than for 1964 automobile imports: 

Valull 
(fn million, 01 

Year: u.s. dol/ar,) 1962 ___________________________________ .________________________ 0.0 
1968 ____________________________________________________________ 4.0 
1064 __________________________________ ._________________________ 0.8 
1965 ____________________________________________________________ 8.8 
1066 ____________________________________________________________ ~.O 

The level of taxation in Colombia is relatively low. The table below 
comparing per capita taxation by the central governments of 18 Latin 
American countries shows that (1) ColomblR rnnlced ninth in per 
capita taxation in 1961 and 15th in 1965, (2) Colombia was olle of 
three countries in which per capita taxation decreased during the Alli· 
ance, and (3) the relative portion of Colombia's per capita income 
absorbed by taxes, while comparing favorably with that of most of the 
other countries. decreased during the A1lian('~. 
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COMPARISON OF PER CAPITA TAXATION BY CENTRAL GOVERNMENTS OF LATIN AMERICAN COUNTRIES 
(IN U.s. DOLLARS) 

1961 1965\ 

Percent Percent 
Per oll:r ceplta Per oll:r caplt. 

Counlry cepit. neame Counlry ceplta ncome 
taxation absorbed laxallon .bsorbed 

by taxes by taxes 

1. Venezuela._ •••••••••• $156.65 27.8 1. Venezuel ..... _ ........ $175.89 23.9 
2. Uruguay .. _ ........... 88.64 16.9 2. Chile ................. 112. 99 23.9 
3. Chile ................. 168.41 24.2 3. Argentina ............. 71.85 9.3 
4. Argentln •• _ ........... 149.21 10.0 4. Uruguay .............. 167.89 15.2 
5. Panama .............. 42.52 12.6 5. Panama .............. 56.58 13.9 
6. Cosla Rice ............ 40.08 13.1 6. Peru ................. 55.12 24.0 
7. Peru ................. 32.98 17.0 7. Cosla Rice ............ 52.36 14.9 
8. Dominican Republic .... 31.52 17.7 8. Ecuador .............. 36.79 20.2 
9. Colombia ............. 29.71 16.6 9. Mexico ............... 32.07 7.& 

10. Ecuador .............. 24.26 1&.8 10. Nicaragua ............. 31.47 8.9 
11. U Salvador_ .......... 22.61 11.3 11. Brazil ................ 30.16 29.7 
12. Medea ............... 20.96 6.6 12. U Salvador ............ 29.38 12. 4 
13. Brazil ................ 120.39 16.5 13. Domlnlcen Republic .... 28.67 11.4 
14. Gualemala ............ 19.97 8.6 14. Gualemala ............ 22. 95 8.& 
15. Nlcaragua. __ ......... 19.86 8.0 15. Colombia ............ 21.66 13.1 
16. para~uay ............. 14 56 9.5 16. para~uay ............. 18.00 9.5 
17. Hon uras .. _ .......... 114 40 8.1 17. Hon urIS ............. 17.22 8.& 
18. Bolivia ............... 9.89 9.8 18. Bolivia ............... 15.95 11.1 

I Lalesl year lor which dala was available. 
I Amount Is lor 1962 since 1961 dala was not available 
I Amount Is lor 1964 since 1965 dala was nol available. 

Our review indicates that one reason for the relatively low levels of 
taxation in Colombia is that tax reforms, in several cases, are only 
temporary measures-a circumstance that we believe may inhibit long
range development growth. According to a responsible mission offi
cial, Colombia's Constitution ,Permits the President, under certain con
ditions, to declare a state of siege, which gives him the power to decree 
laws which, unless approved by the Colombian Congress as penna
nent laws, remain in effect only until the state of siege ends. We under
stand Colombia is presently under a state of siege and that the increase 
in the sales tax rates, the private automobile tax, and the tax on Co
lombian nationals traveling abroad are examples of decreed taxes 
which will expire when the state of siege ends, since, as yet, these taxes 
have not been approved by the Colombian Congress. 

In addition, there have been several tax measures which were spe
cifically designed as temporary taxes, such as the 20'percent surcharge 
on 1962 and 1963 income-tax payment, the J I)-percent snrcharge on the 
1964 income-tax payment, and the 10·percent surcharge on the 1965 
income-tax payment. 

These refonns are representative of measures which have been lim
ited in their successfulness since they satisfy only an immediate need 
and do not lend themselves to solving the long-term problems of sus
tained economic growth. 

Another factor contributing to the limited successfulness of tax 
reforms, and th" !oss of tax revenue, has been a shortage in the num
bers as well as ~he training of staff available at the time tax refonns 
were being impl~mented. For example, we understand that the sales 
tax was placed into operation hurriedly so that there was confusion 
as to the items that were taxable and who was to collect the tax; and 
there was insufficient dissemination of information regarding regis
tration and filing requirements. Improved tax .!dmimstration is an 
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integral part of tax refonn, for without it tax laws will not Itave the 
desired effect. 

As early as 1963, the tax administration system in Colombia suf
fered from (1) the lack of sufficient1~ qualified personnel, resulting 
from the low salaries paid and the civIl service restrictions on hiring, 
and (2) inadequate audit and eollection procedures and management 
controls. The inadequacies resulted in the failure of individuals to pay 
established .tax liabiliti~ submit declarations of income, and fully 
report taxable income. lnadequate enforcement had increased tax 
evasion and the difficulties of raising tax revenues. 

Since 1964, financial balance, wluch includes improved tax adminis
tration, has been the mission's first priority activJty. The mission has 
recognized that increased revenue through improved tax administra
tion is necessary to pel mit the Government to meet its development 
and investment needs w:th~:.!t. resorting to inflationary borrowing. 
Further, increased revenues are n".:a,:,cl to nermit the Government to 
finance growing public investments for cievelopment, provide essen
tial social services, and improve public administration through better 
salaries. 

AID has provided project grants for improving tax administration 
each year smce 1963. The mam objectives of these projects were (1) 
to convert manually performed operations to electronic datI\. process
ing (EDP) to the extent feasible, (2) to develop and implement pro
grams for the identification of delInquent accounts and to apph' 
systematic, effective collection procedures, (3) to develop and imJ.)le
ment programs for obtaining tax declarations from those who fall to 
file declarations, (4) to develop and implement programs for estab
lishing correct tax liabilities through analysis and investigation of 
declarations and records of taxJ?ayers and third parties, and (5) to 
improve tax administration trainmg programs. 

Some of the more significant accomplishments in tax administration 
have been (1) the installation of EDP equipment, (2) the processing 
of income tax retul'l1s in the nogoto. region on the EDP equi pment, (3) 
the use of EDP equipment for mathematical verification of all com
putations affecting' taxpayers' accounts, (4) the development and 
mitiation of a program for the collertion of delinquent accounts, (5) 
the improvement find expansion of field auoits of tax retu1'l1s, (6) the 
cstablishmpnt of new methods for performing office audits, inclUding 
the use of EDP equipment for cross-checking, and (7) the establish
ment of a training office and the providing of numerous inservice 
training courses. 

Although it has long been recognized by many observers that the 
lack of sufficiently qualified personnel was a key contributing factor 
to the inadequate tax admimstration, it was not until 1967 that the 
Government of Colombia began to create incentives to attract better 
qualified r.ersonnel. In this regard we understand that during October 
1067, a bIll was submitted to tho Colombian Congress requesting au
thorIty to reinforce fiscal administration and to restructure the public 
administration. 

Another factor contributing to the difficulty of administering the 
national taxes in Colombia is the complicated income tax law which 
encompasses taxes on income, wealth, and pxcess profits. The basic in
come tax is a unitary progressive tax on (!ertain forms of income. All 
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property rights that can be used to obtain income are subject to a wealth 
tax while net income derived from capital is subject to an excess-profit 
tax. 

In 1967 a member of the consultative group concluded that the in
come taxes in Colombia had not been a success and that, unless re
forms were nndertaken, income taxes would continue to decline in 
importance as a sourco of revenue. The following table shows that the 
income taxes comprise approximntely half of the total Government tax 
revenue and that they are becoming a less important source of re\'enue. 

[Revenue amounts In millions of 1958 pesos) 

Year 

1962 ••• _ ••••••••••••••••••••••••••••••••••••••••••••• , .......... . 

iEt:::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 
l~'c::::::::::::::::::::::::::::::::::::::::::::::::::::::::: 

J Amounts shown are for the 1st 8 months of 1967. 

Total tax 
revenues 

1,450 
1,738 
1908 
1:829 
2,420 
1,751 

Income tax 
I ncome til revenues al • 
revenues pen:entof 

Iatal revenues 

806 55.6 
851 49.0 
993 52.0 
957 52.3 
956 39.5 
715 40.8 

To achieve ,the levels of revenue from income taxes, as noted above, 
it was necessary for the Government to impose certain temporary 
measures in years 1062 through 1965. 

One of the problems associated with incomo taxes has been the 
inability of these taxes to insulnte Government l'evelllies from the 
effects of rising price levels. This results from tho fact that payments 
are made from 1 to 2 years after the income has been earned, which 
tends to invite enforcement difficulties in an inflationary environment. 

As a means of alleviating this problem, the Colombian Government 
stated its intention to introduce a pay-as·you-go income tux system by 
January 1965, but did not do so. In the meantime, nonproject lending 
was suspended during most of 1965. The Government introduced the 
pay-as-you-go system in January 1067, and it is being implemented 
over a 5-year period. 

It has generally been recognized that the statistical services of the 
Colombinn Government are generally considered to be unsatisfactory 
and that current economic indicators are particularly lacking. In 
regard to taxntion, a member of the consultative group reported in 
1967 that very few useful statistics had corne out of the tax office nnd 
that, before any meaningful analysis of proposed chan~es in tax re
forms or tax administration could be made, these statistics must be 
forthcoming. As one means of alleviating this problem, the project 
~rants for tlLX administration discussed earlier, have an objective of 
mcreasing the usage of EDP equiJ?ment for processing tax stl1.tistics. 
Tho miSSIOn has indicated that tnls measure should be implljmented 
during fiscal years 1967 and 1968 and should be completed by the 
end of fiscal year 1968. 
1. Agency comtments 

AID, in its comments dated March 19 and additional comments pre
sented on April19t 1968, stated tha.(, the Colombian tax Systelfi had en
countered difficulties, but that the Government ha.d performed well 

28-620 0-69-62 



, 
'l 812 

in raising its surplus on current account during the Alliance, and es
timated tbat Government revenues in 1967 had increased by 10.7 per
cent in current terms over 1066 levels. AID advised us that most ofthe 
tax reforms referred to in our report as temporary had been put on 
0. permanent basis. AID stated tnat the Colombian Government had 
made it clear that the state of siege would not end until the increased 
sales tax, the travel tax, and the auto tax were confirmed. It is mis
leading, AID stated, to comfare Colombia with other Latin Amer
ican countries on the basis 0 taxes per capita, inasmuch as three of 
the countries do well because the~ are able to tax the profits of for
eign companies exploiting natural resources and because half of the 
countries rated above Colombia have substantially higher incomes per 
capita and should be expected to have higher taxes per capita. 
fl. Eva7A.uLtion of Agency comments 

AID stated that although the Colombian tax system had encountered 
difficulties, the Government had performed well in raising its surplus 
on current account. Colombian tax revenues, on the average, were 6.8 
percent of GNP during the first 5 ~ears of the Alliance (1962 through 
1966)-the same level as during the 5 years preceding the Alliance. 
The highest level of taxes achieved bI Colombia was in 1066 when 
taxes were equal to 8.1 percent of its GNP. In this regard AID has 
determined that tax revenues of less than 10 percent of GNP in Colom
bia are too low to support a sustained development effort. Comparo,
tively, tax revenues as a percentage of GNP in the principal industrial 
nations of the world range from 19 percent to 41 percent of GNP. 

With respect to AID's comment that it is misleading to compare 
Colombia's per capita taxation with that of other Latin American 
countries, because of the relatively higher per capita income levels in 
such countries, we have incorporated data showmg the relative per
centage of each country's per capita national income absorbed by taxa
tion, so as to eliminate this possible misleading element. 

With respect to AID's comment that three of the countries do well 
because they are able to tax the profits of foreign companies exploit
ing natural resources, Colombia, in 1965, obtained $30 millionhequiv
alent to approximately 8 percent of its tax revenue, throug taxes 
on foreign petroleum companies. 

D. UNEUPWYlIIENT 

Since the beginning of the Alliance unemployment has been a 
serious problem of paramount importance in Colombia. Estimates 
of the current rate of unemployment in Colombia ran~e us high as 
20 percent of the total labor force. A private Colombian agency in 
1966 projected that, by 1971, 3.6 percent of Col.ombia's labOr force, 
or 1llmost 20 percent of Colombm's total populatIOn, would be unem
ployed. We understand that unemployment continnes to be serious, 
and there is still a significant lack of economic data regarding unem
ployment in Colombia. 

A prime U.S. interest in developing countries is in countr'ywide 
improvement in resource utilization, including imp'rovement m the 
effectiveness with which manpower resources are utilized. A key goal 
of the Amance is to provide productive and remunerative employment 
for the unemployed. 
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Throughout the Alliance AID has recognized the increasingly evi
dent unemployment situation in Colombia as being a major economic 
and social problem. AID recently concluded that this longstanding 
problem was among the most pressing problems to be solved III Colom
bia. Estimates of the rate of unemployment in Colombia in early 
1967 ranged as high as 20 percent of the totnllabor foree. AID estI
mated in 1966 that the unemplovment rate among manual workers 
was about 25 percent and among' white collar workers about 12 per
cent. 

The Colombian Government has not developed a system for gather
ing and Pllblishing data showing the rate of unemployment in the 
country. However, available data indicate that new jobs are being 
created at, a rate of about 50,000 a year while the work force is growing 
at a rate of 200,000 to 300,000 a year. In 1966 Colombia's National 
Association of Industrialists made a study of the unemployment 
situation in Colombia and projected that 'by 1971, assuming con
certed measures were not taken immediately, unemployment would 
reach 36 percent of the labor force, or almost 20 percent of the total 
population of Colombia. 

Similarly, the Bogotn City Planning Department projected unem
ployment in the capItal city in 1971 at 28 percent of the economically 
actIve popUlation in that year. In this re~ard the level of AID assist
ance to Colombia since 1964: has been iustlfied on the basis that, among 
other things, it would permit Colombia to attain a decreased rate of 
unemployment. 

Kev factors affecting or contributing to Colombia's unemployment 
problem during the Alliance are as follows: 

1. Overestimating the role of the manufacturing sector as 0. 

source of employment. Colombia's development program pro
vided that the manufacturing sector would provide much of the 
new employment needed in urban areas. Although Colombia's 
manufacturing sector has achie"ed an average annual growth 
rate during the Alliance of 5.8 percent compared with the goal of 
7.6 percent, our review showed that jobs were being prOVIded at 
an Insufficient rate in relation to each year's new entrants into 
Colombia's labor force. In t.his regard, data were available, prior 
to the Alliance, showing that Colombian industry, from 1953 
through 1959, had generated jobs for less than 5 percent of the 
yearly increase in the Colombian labor force. 

2. Need to establish norms or cI'iteria and to establish policies 
to J!romote development of labor-intensive, as contrasted with 
capltal.intensive, industrial operations. In this regard an inter
national agency ,Pointed out in 1962 that, to insure employment 
for a large portIon of the people moving into the cities, it was 
(1) imperatIve to reexamine Colombia's planned investments, by 
sectors, to determine precisely the employment opportunities 
offered by Colombia's development J!rogram and thus balance 
capital.intensive fields against those lllvolving a substantial use 
of manpower and (2) necessary to make II. full study on the 
oppOl~unities for employment offered by the development pro
gram III ~eneral. 

3. Pohcies followed by management and trade unions in Colom
bia. The tendency hIlS 'been for the unions to demand, and for 
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management to ~ant, high wages in large-scale industry in Colom
bia, and as 0. result management compensates for the higher cost by 
increasing the intensity of the use of eguipment and correspond
ingly restricting employment opporturuties. 

4. Need for effectIve efforts to develop work schemes to utilize 
unemployerl or unrieremployed manpower rosourrcs. 

5. Need for 0. system for gathering and publishing data show
ing, among other things, the overn11 extent of unemployment to
gether with the areas of greatest unemployment, which would 
provide a sound basis for effective policy formulation. The only 
regular survey of unemployment made in Colombia is made by the 
Center for Economic and Social Studies of the University of Los 
Andes, and this survey covers only Bogota. 

AID has determined that the undertaxing of land in Colombia and 
that periods of overvalued exchange rates, due to the pace of inflation 
and Colombia's pegged exchange system, which encouraged manufac
turers to import capital equipment, were factors that may have con
tributed to unemployment in Colombia. With respect to underto.xed 
land, AID reasoned that higher taxes on land could lead to more 
intensive use of the land and thereby reduce rural unemployment pro
vided that capital-intensive methods were not employed. 

AID records show that unemployment was a consideration in (1) 
Colombian plans for the Social Security Institute to invest in housing 
to stimulate employment in the construction industry; (2) Colombian 
plans that in the future one factor to be considered by Colombia's 
Superintendency of Foreign Commerce in licensing foreign capital 
goods imports, and by Colombia's National Department of Planning 
m approving applications for new private investments, will be the 
amount of employment to be provided by the new investments; (3) 
Colombian plans to raise public investment to levels which will insure 
a sustained growth rate of 6 percent, in real terms, and will reduce 
unemplo>P1ent; and (4) a recent increase in the gasoline tax that 
was justIfied as necessary to finance a highway construction program 
that will generate employment. 

AID was unable to furnish us with evidence showing that it had 
taken any substantial action prior to 1967 to help the Government of 
Colombia develop a definitive course of action to insure the timely 
gathering and publishing of data essential to an evaluation of the 
uneml?loyment problem and to the develo'pment of policies and courses 
of actIon to alleviate the problem. In thIS regard we noted that AID 
identified unemployment as a serious problem in Colombia as early 
as 1959 and at that time concluded that sufficient data was not available 
or being gathered to }JCrmit effective evaluation of the problem. 
Although the need to determine precisely the employment oppor
tunities offered by Colombia's development program was identified as 
early as 1962, AID was also unable to furnish us any evidence that this 
need was considered and evaluated prior to makmg the substantial 
AID non project loans to Colombia each year in support of its develop
ment program. 

AID, in 1967, entered into a contract with the Rand Corp. to con
duct a study on urban unemplo,Ylllent in Colombia. One economist 
under this contract has explored with Colombian agencies, which 
had produced unemployment I~timates, the basis for their estimates 
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and the definitions used. In addition, the mission, in 1967, requested 
nn industrial economist for its staff to assist in analyzing the unem
ployment problem and programed a consnltant for fiscal year 1968 to 
advise Colombian labor-related institutions on, among other things, 
labor statistics, manpower planning, and employment services. 

The mission director informed us, in November 1967, that up to the 
end of 1965 the U.S. Government believed that unemployment in 
Colombia could be solved only by stimulating a higher rate of overall 
growth. He sUtted that Colombia's method of gathering unemployment 
statistics was admittedly inadequate but that Colombia's National 
Statistics Department lacks both the resources and the manpower 
ability to study the question seriously. He also pointed out that the 
Government: 

1. Is undertaking a study of its entire industrialization policy, 
to determine changes in policy which could contribute to mak.ing 
better use of labor-Colombia's most abundant resource-instead 
of its scarcest resources. 

2. Is making a study of its tariff policy and the effects of vari
ous alternatives on utilization of labor capital. 

We recognize that substantial alleviation of Colombia's unemploy
ment problem may require a long-term solution. We believe, however, 
that AID should, in addition to the actions mentioned above, de'velop 
a. course of action designed to (1) insure the timely gathering and 
assessment by the Government of Colombia of data necessary for 
formulation of rational labor policies and (2) focus positive attention 
and action on developing a definitive strategy for alleviating the 
unemployment problem in Colombia. 

E. INFLATION 

Our review of inflation in Colombia revealed that (1) the rate of 
inflation fluctuated substantially during the period 1957 to 1966, (2) 
the average rate of inflation during the first 5 years of the Alliance 
was 15.1 percent compared with 9.8 percent during the 5 years preced
ing the Alliance, and (3) in 1964 and 1966 the inflation rates were 17.1 
percent and 20.1 percent, respectively, substantially exceeding the U.S. 
goal of ~ maximu!" increase of 10 percent estabhshed as a condition 
for maximum assistance. 

In the Charter of Punta del Este, Colombia agreed to maintain 
stable price levels, which would reduce inflation that is basically in
compatible with economic development. Latin American countries 
with substantial rates of inflation tend to have low economic growth 
rates. Inflation as experienced by Colombia in recent years, tends to 
suppress the mobilization of resources needed f(lr development by dis
couraging domestic savings and foreign investments, which are in
gredients of paramount importance in any development effort, while 
encouraging capital flight and spending on durable goods which tend 
to increase In value. 

During the 3-year period from 1964 to 1966, it was the U.S. policy 
to provide support to Colombia in the framework of Colombia's estab
lishing a monetary and fiscal policy that would contain the inflationary 
pressures that nccelerated growth tends to produce. The following 
table shows that-
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1. The rates of inflation were 17.1 percent in 1964 alll120.1 rer
cent in 1966 which substantially exceeded the 10·percent goa. 

2. During the pre·Alliance period from 1057 to 1061, Colom
bia's rate of increase of inflation rnn~ed from 3.7 percent to 14.9 
percent, or an average annual rnte of O.S percent. 

3. During the first 5 years of the Alliance the rate of increase 
of inflation ranged from 2.5 percent to 32.3 percent, 01' an average 
annual rate of 15.1 percent. 

4. The rate of inflation during the first S months of 1967 aver
aged 7.5 percent. 

Yea 

1957 ••••••••••••••••••••••••••••••••••• 
1958 ................................. .. 
1959 .................................. . 
1960 ................................. .. 
1961 .................................. . 

Annulllver1le: 1957-61 ............... . 

Rate of 
Increa" 

(percent) 
Year 

14.5 1962 .................................. _ 
14.9 1963 .................................. . 
7.0 1964 .................................. . 
3.7 1965 ................................. .. 
9.0 1966 .................................. . 

1967 (8 months) ........................ . 
9.8 Annualaverale: 1962-66 ................ . 

Rate of 
Incrllse 
(percent) 

2.5 
32. 3 
17.1 
3.7 

20.1 
7.5 

15.1 

We recognize that the factors producing inflation are complex and 
difficult to analyze. However, mission officials informed us that there 
W()1'lI special factors in 1963 and 1966 which contributed to the high 
rates of inflation. We were informed that the hi~h rate of inflation in 
1063 was attributable, in part, to the Goyernment s decreeing all across
the·board wage increase of about 40 percent to both the private and the 
public sectors coupled with the monetary effect3 of a large Government 
deficit in 1962. Mission officials indicated that the high rate of inflation 
in 1966 was due, in part, to : 

1. The devaluation of the exchange rate covering imports. 
2. A substantial wage increase for tIle public sector. 
3. Heavy borrowing by the National Coffee Federation. 
4. Higher tariffs on prices of imported goods. 
5. Increase in public utility tariffs. 

Wb understand that other factors contributing to Colombia's in
flation have been the extent of central Government deficit financing 
due, in large part, to the failure to increase Government revenues ade-
9,uately, by a combinatioll of new taxes and improved tax administra
tIon, and to the increasp. in domestic credit. 

The following table shows that (1) the Colombian Government's 
deficit financing amounted to an avernge of 1,077 million pesos per year 
during the AllIance period 1962-66 compared with an average deficit 
of 301 million pesos per year during the pre-Alliance period 1957-61 
and (2) domestic credit has increased an average of 10.2 percent per 
year during the first 5 years of the Alliance compared with an average 
Increase of 15 percent per year during the 5 years preceding the 
Alliance. 



817 

Year 

1957 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1958 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1959 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1960 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1961 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1962 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1963 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1964 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1965 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
1966 ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
Annuiliveril', 1957-61 ••••••••••••••••••••••••••••••••••••••••••• 
Annuli Iverll', 1962-66 ••••••••••••••••••••••••••••••••••••••••••• 

Government 
lurplu.(+) 

or deflcll(-) 

-95 
-37 
+83 

-162 
-1,296 
-1,243 

-940 
-543 

-1,397 
-1,263 

-301 
-1,077 

Dome.11c 
credll 

4,139 
4,641 
4,911 
5461 
6:762 
8,340 
9577 

11:181 
13,078 
16,247 
5,183 

11,685 

Annuli per· 
cenlolln
cr .... d"" 

mlSlIc credit 

21.9 
12.1 
5.8 

11.2 
23.8 
23.3 
14.8 
16.7 
17.0 
24.2 
15.0 
19.2 

The mission director infonned us in October 1067 that the Colom
bian Government had adopted several measures during the Alliance 
which tended to restrain illflation. We were infonned that it adopted 
new monetary measures which raised the legal reserve requirement of 
commercial banks and that a new monetary commission was created 
as the policy body on monetary, credit, and exchange policy. In addi
tion, the mission director informed us that, in negotiating nonproject 
loans with Colombia, the mission required certain measures which 
tended to restrain jnflation, such as: 

1. Limiting the increase in short-term debt liabilities. 
2. Establishing limitations on National Coffee Federation bor

rowing from the central bank to seasonal needs. 
3. Establishing realistic public services tet'iff rates designed to 

reduce the nrCCs5Ity of Government subsidies. 
4. Establishing Government wage policies designed to keep 

wage increases in line with productiVIty gains. 
1. Agency comments 

AID, in its comments dated March 19, 1068, and additional com
ments presented on April 10, 1968, stated that Colombia showed signs 
of havmg shaken the "inflationary psychology" inasmuch as gradual 
devaluatIOn in 1067 hlld succeeded in avoiding sudden and drastic in
creases in the cost of living. AID stated also that deficit financing was 
eliminated completely in 1966 and 1967, and there were excellent pros
pects for avoiding deficits in the foreseeable future. 
13. Evaluation of Agency comment8 

In the preceding table \\'e show that Colombia incurred a deficit of 
1,263 million pesos (about $77.5 million) in 1066. This data was ob
tained by AID from the Colombian Government in November 1967 
and was furnished to us. Our followup on AID's above comment that 
deficit financing was completely eliminated in 1966 and 1067 revealed 
tbat AID excluded Government expenditures to amortize its national 
debt, certain bond transactions, and deficits associated with the use of 
local currencies generated from AID non,Project loans in making its 
determination that the Government had ehminated deficit financing in 
1966 and 1967. Also, the determination for 1067 was based on estimated 
central Government revenue and expenditure data. Although there was 
no deficit financing, as defined by AID, in 1966 and 19G7, the Agency, 



818 

ill FebruarY' 1968, provided data to the Congl'ess showing that the 
Colombian Government incurred deficits in both 19GG and 19G7. 

F. l'RIVATE FOREIGN INVESTMENT 

The overall climate in Colombia for attrncting private foreign in
vestment since November 19UU has not been reasonltbly attractive be
cause of exchange and trade controls and profit remittance limitations 
imposed by the Colombiun Government. This view was drawn from 
data amilablo at the completion of our review in Colombia in No
vember 1UG7. Throughout the Alliance the climate for attracting in
vestment in the arens of petroleum and mininH has not been favorable. 
Neither AID nor the Colombians luwe compIled data on the amounts 
of, 01' increubcs in, foreign investml.'nt in Colombia. The U.S. Depart
ment of Commerce has compiled data showing that U.S. private in
vestments in Colombia during the Alliance rose from $425 million in 
lUG 1 to $576 million in !flo6. 

The expansion of private foreign investment is generally recognized 
as having an important role in the development process of a developing 
country since such investment can increase employment opportulllties, 
raise local incomes, and provide additional sources of tax revenue. 

Prior to tho AlliltTlce AID determined that Colombia wus neglecting 
positive foreign investment proposals and WIIS ~encru.lly doing little 
to attract foreign investment. A contract stUdy for AID in 1961 
pointed out that the creation of a favorable investment climate in 
Colombia would attract investors from all parts of the world. Accord
ingly, AID established goals to encourage Colombia to establish the 
incentives necessary to attrnct such investment and to press Colombia 
to enter into a comprehensive investment guarantee agreement with 
the United Stutes. 

I.JittIe information regarding Colombian incentives to attract private 
foreign investment durlllg the Alliance was available. Our review did 
indicate, however, that such things as low quality and high costs, all 
resUlting from protectionalism which was keeping away both foreign 
and domest:i~ competition, were making much of Colombia's industry 
noncompetitive. 

As of August 19G7 it appeared that the unsatisfnctory environment 
for attractin~ foreign private investment wus not likely to be imprOVed 
unless the Government increased profit rp-mittance limitations in 
meritorious investment proposals. 

Our review has shown that, since early in the Alliance, Colombian 
policies WJith respect to petroleum investment have acted as a dis
Incentive to, and significantly curtailed, such investment. The Colom
bian Government, however, in November 1967 took a major step to 
encourage the petroleum industry by taking action to change t.he 
exchange rate for petroleum transnctlOns from 7.67 to 16.25 pesos to 
the dollar. This matter is commented on in detwil later. 

With respect to U.S. investment in Oolombia, an investment guar
antee agreement wns reached in principle with the Colombian Gov
ernment in 1962 and was signed in 1963. The agreement, howeverJ has 
not Y'et been.ratified by the Colombian Congress. In this regard the 
Foreign Assistance Act of 1961, as amended, states that it is the sense 
of the U.S. Congress that the institution of full investment guarantee 
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programs with recipient countries is to be l'~arded as a significant 
measure of self-help by Buch countries dmprovmg the climate for pri
vate investment, both domestic and foreign. 
1. Agency comments and our evaluation thereof 

AID in its comments stated that the investment climate in Colombia 
is considered quite favorable, as evidenced by a recent speech in 
Bogota. by David Rockefeller, who urged U.S. investors to consider 
Colombian opportunities. 

Determining investment climate is a matter of judgment. However, 
the above agency comments contrast with an assessment made in the 
latter part of 1967. At that time the assessment was that foreign invest
ment in Colombia was not being stimulated and that thA establishment 
of comprehensive excha.lge and trade controls, the fixing of a 10-
percent limitation on profit remittance, and the abolition of the free 
exchange market also tended to discourage some in,'cstment. 

G. COLOMBIAN GOALS FOR EXPORTS 

Our review revealed that Colombia, during the Alliance, has not 
achieved its goals for expansion of petrolewn and minor exports. 
However, certain actions taken in 1967 should tend to encourage the 
expansion of Colombian exports. Minor exports in Colombia are clas
sified as all exports other than coffee and petroleum. The exports of 
commodities other than coffee for the period 1962 through 1965 was 
$220 million, or 26 percent less than the goal established by the Colom
bian Government and supported bY' AID. Of 18 Alliance countries, 
Colombia was one of four that failed to increase its per capita exports 
during the Alliance. 

Our study of three specific commodities indicated that (1) the Gov
ernment has followed a petroleum policy that has resulted in a sig
nificant curtailment of investment in the exploitation of its petroleum 
resources since the inception of the Alliance for Progress, (2) wood 
and wood products export potential has been underexploited because 
of the lack of investment and working capital and because of a restric
tion on log exports, and (3) Colombia's shrimp and fish export poten
tial has been underexploited because of less than vigorous and effective 
promotion and lack of investment capital. Detailed discussions of these 
studies follow. 

Significant factors, that have adversely affected Colombia's export 
development during the J\.IIiance include: 

-Establishment of new industries before giving adequate attention 
to efficiency or export potential and prohibition on exports. :Much 
of Colombia's industry is noncompetitive abroad and a drag on 
the rest of the economy because of excessive protectionalism and 
resulting high costs, low quality products, and high profit margins. 

-Exchange rates which were frePllently and unpredictably changed 
and wlucll were often too low to promote exports. 

-Shortage of available credit because of unpredictably changing 
credit rolicies. 

-Trade s being subject to many different controls. 
-Insufficient incentives for export. In this regard" information was 

a vailable as early as 1962, which cast doubt on wnether Colombia's 
export system was conducive to the establbhment of incentives 
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for investment in activities oriented to the external market. II 
was }>ointed out that the free rnte confers n. substllnt.ial exporl 
subsiily, but it is difficult for anyone investing for export tc: 
plan on the free rate's continuing. The free rnte is subject tc 
many capricious market forces-for example, capital flight aml 
contraband imports-and, by the same token, to unpredictabl( 
Government action. 

Studies in 1!J67 conclmled that the failure of Colombia to develo}l 
exports! other than coffee, in sufficient volume had been a lcey factor se· 
verely hmiting the imports available to Colom.bia, that. this had limited 
the economic growth of Colombia, and that the prospects for improve. 
ment in ColombilL's balance of payments were slight, unless majOl' 
changes were made in Colombia'spolicies and econo~nic structure. 

A vitaJ1y important aspect of Colombia's development progl'llm cen
ters on its heltvy dependence on coffee exports and the frequent fluc
tuations in coffee prices that result in devastating balance-of-payments 
crises. Consequently, it is incumhPllt upon the country to di"ersify 
and develop other exports-an objective of the Alliance. 

Colombia's balance-of-payments problem has long been recognized 
by AID as one of the most significant fuctors tending to impede self
sustaining growth of the Colombian economy to a point where there 
will be no need for continuinft sizable external assistance. As early 
as 1!J5!J, AID determined that Colombia must embark on an aggressive 
export promotion program. In 1!J63, AID pointed out that program 
loans were anticipated for an interim period until Colombia sufficiently 
developed its exports. 

U.S. assistance strategy since early 1!J64 has provided that special 
emphasis would be placed on estabii'3hment of export promotion in 
Colombia as a national goal. Subsequent U.S. actions in two fields
U.S. implementation in .July 1!)65 of the International C.offee Agree
ment and the conclusion of a Bilaternl Textile Agreement in .July 
11)65 for the increas£>d importation hy the United States of Colombinn 
textiles-ha\'e, nccording to the mission, made significant contributions 
to Colombia's export development program. 

In late 1!)(i6, the mission reviewed Colombia's performnnce town I'd 
export development under the 1!)66 non project lonn nnd concluded 
that little had been nccomplished. In May 1!J67 AID agnin determined 
that the only long-run answer to Colombia's bnln.nce-of-payments gnp 
liell in diversificntion nnd expnnsion of Colombia's exports other thnn 
coffee. AID believes thnt export promotion is of bnsic importnnce be
cause of the serious and potentially chronic balnnce-of-payments prob
lem in Colombia. 

A comparison of the nctual exports with the goals established under 
Colombia's development program for eaclll.of the cnlendar years 1!J62 
through 1!J66 is set forth in the. sohedule below. Also, the schedule 
shows thnt exports have increased to n. limited extent during the Al
liance but except for 1!J65, there remains a substantial gap between 
exports and imports. 

http:eaclv.of
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lin mUllona' 

eal.nd., Yllra I 

1982 1963 11164 11165 1968 

Goal Actual Goal Actu.1 Go., Actual !loll Actu.1 Ga.1 Actu.1 

MI/ar .xporta: 
$338 $332 $346 $301. Coli ................... 

P.tral.um •••••••••••••• 116 61 111 77 
$355 
127 

$394 
75 Iff: $344 

88 r.~ ~ 
Subtat., •••••••••••••• 434 393 457 380 482 469 482 432 •••••••• 400 

Minor "POrta (atllir tII.n 
coli ... nd petrollum) ••••• 72 71 86 66 106 79 127 107 (I) 110 

Tat., .xporta. •••••••• 506 464 543 446 588 548 609 539 •••••••• 510 
Tat.1 Importa ••••••••••••••••••••••• 540 •••••••• 506 •••••••• 588 •••••••• 453 •••••••• 674 

SurNua or dellclt (-) 
a Importa aVII '1' 

-76 •••••••• -60 •••••••• -38 •••••••• 86 •••••••• -1M porta •••••••••••••••••••••• 

I D.t. WII not .v.lI.ble to AID for 11167 .t thl tim. of our fttldwork • 
• Goala not establl.hed for 1966. 

Our comparison of the per capita exports for 1961 and 1966 for 18 
Latin American countries shows-that Colombia ranked 14th in 1961 and 
16th in 1966, in descending order-$27.35 and $27.23 per capita, reo 
spectively-and was one of four countries whose {Jer capltll.exports had 
not increased since the bes:inning of the AllIance. The following 
schedule shows the per capIta exports for 1961 and 1966 for the 18 
countries. 

t961 1966 

R.nk Country P.r capita 
.. porta 

Rank Country P.r capita 
'Iporta 

I V.nauel •••••••••••••••••••••• $344.58 I Ven.zuel ....................... $301.54 
2 Costa Rica ••••••••••••••••••••• 70.17 2 Casta Rica ...................... 92.47 
3 Urulu.y •••••••••••••••••••••• 67.19 3 Nlcar.,ua ...................... 81.00 
4 Chile ••••••••••••••••••••••••• 64.10 4 Chll ............................ 79.67 
5 P.ru •••••••••••••••••••••••••• 47.98 5 Arl.ntln ••••••••••••••••••••••• 70.19 
6 EI S.lv.dor .................... 47.64 6 Pan.m ......................... 68.77 
7 Dominican R.publlc ............ 46.16 7 Urulu·Y •••••••••••••••••••••••• 66.36 
8 Arl·ntln ...................... 45.69 8 EI S.lv.dor ..................... 64.27 
9 Hondur.s ..................... 36.50 9 Peru ........................... 63.60 

10 Nlcar.llua ..................... 35.65 10 Honduras ....................... 60.46 
II Gu.t.m.I ..................... 28.90 II Gu.l.m.I ....................... 49.48 
12 Ecu.dor ....................... 28.20 12 Dominican Republic .............. 37.14 
13 P.n.m ........................ 27.55 13 Bolivia ......................... 36.66 
14 Colombia ...................... 27.35 14 Ecu.dar ........................ 29.56 
15 Mexleo ........................ 22.14 15 M .. Ico ......................... 27.86 
16 Bolivia ........................ 20.94 16 COlombl ........................ 27.23 
17 Brazil ......................... 19.19 17 Pllanuay ....................... 23.52 
18 PII.au.y ...... • ............... 17.06 18 BrlZ .......................... 20.55 

Although the Colombian exchange rate program has shown some im· 
provement, the policies affecting internatiOl~al trade have handicapped 
new eX}Jort investment. The following ~chedule shows that, in real 
terms, the exchange rate received by eworters decreased from 8.06 
pesos per dollar in 1962 to 6.42 pesos per dollar as of July 31,1967. 

Detfated rate 
Year: ~ (peeo. per doflar)1 1962 _____________________________________________________________ 8.06 

1063 ____________________________________________________ ~ _______ 7.11 
1004 _____________________________________________________________ 6.41 
1065 _____________________________________________________________ 8.0D 
1966 ____________________________________________________________ 6.63 
July 31. 1961 ______________________________________________________ 6.42 

1 Tbls rate fl the average 1earl1 escbaoge rate escept tor a Bpot rate tor Jul, 81. 1967. 
tbat II InereaBed b1 tbe amount ot an export subsld1 wblcb Is In the form of a tu exemp
Uon. Tble sum fII tben adjusted b1 the empl01ees' c:od·ot·llvlDg fndex (19118=100). 

http:order-$27.35
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Since 1963 the mission has released the equivalent of approximately 
$62.8 million in pesos, and it made a $10 million loan (December 1064) 
for a private investment fund (PIF). The objective of tho PIF was 
to provide credit resources, lmavailable through normal credit chan
nels, to Colombia's private sector for the purpose of incI'easing and 
-diversifying exports and replacing necessary Imporl:JJ of basic goods. 
AID has long recognized that substitution of indigenous production 
for imported commodities is rarely IL sufficient means to effectively ac
celerate growth in a developing country. 

An AID contract report on Colombia's industl'ial development in 
Au~ust 1961, pointed out that there had been an overemphasis on 
the Importance of import substitution in relation to the importance of 
development of more products for export. In 1967 AID determined 
that Colombia's industrial sector has been capital-intensive and has 
been oriented toward import substitution and that, if it is to again 
become Colombia's leading sector for economic growth, it must to a 
larger degree change its orientation toward exports. AID guidance 
provides that emphasis should be placed on both immediate and long
run policies and measures to promote exports. 

In this regard we noted that, through June 30,1967, the equivalent 
of approximately $26 million in pesos, or 46.7 percent of the pesos 
released for the PIF, were for import substitution projects. The mis
sion director informed us that as of October 19, 1967, approxima.tely 
$4.1 million of the $10 million loan had been disbursed and that 43 
percent of the disbursements had been for import substitution projects 
and 57 J>ercen~ for eXp'0rt projects. Mission officials also indicated that 
an addItional $4.3 mtllion of this loan had been committed for sub
loans by the PIF, of which about 73 percent was for export projects. 

According to mission records, the Colombian GO\'ernmtlnt recently 
created an export development fund (EDF) which provides the struc
tural foundation for promoting exports. The EDF, to be financed in 
large rart by a 1%-percent tax on im~orts, is to provide working 
capIta and export credit, finance feasibIlity and market studies, and 
engage in active promotional efforts abroad. In addition, the Govern
ment recently (1) {lermitted a 15-percent tax credit on export ship
ments, (2) gave prIOrity to imports of capital equipment for export 
productIOn and to imports of raw materials for processing and export, 
by exempting them from import licenses, prior deposits, and tariffs, 
and (3) established an export marketing mformation center. 

The mission informed us! in October 1!J67, that the structural weak
nesses are being dealt with masmuch as (1) certain Government agen
cies currently take into account both the efficiency and the export po
tential of new industries seeking credit or permission to establish new 
businesses, (2) a new flexible exchange rate system is expected to per
mit the rate to rise sufficiently, (3) tIll, EDF is a new and important 
source of credit for export promotion, and (4) more export credit and 
n certain tax credit provide additional incentives for export. In ad
dition, tho mission informed us that, historically, minor export per
formance has been less than might have been hoped for but past per
formance was not bad, considering the difficulty of entering new world 
markets. 

We believe that AID's efforts during the Alliance, in connection with 
.colombia's export development, have not placed sufficient importance 
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either on the achievement of AJlinnce objectives or on Colombian de
velopment. However, in certain instances, other considerations may 
have precluded effective AID actions. 
1. Agency comments and our e'IJai1lation tllereof 

With respect to Colombian expansion of exports during the Alliance, 
AID commented as fo)]ows: 

• • • Colombia's eftorts to diversify Its export mix by promoting minor ex
ports have been fa:rly rewarding: these exports have almost doubled In the 
oj years since 106.,). 1'he GAO properly emphfif!lzes the high priority aRslgned to 
promotion of noncotree exports, but doeH not sufficiently emphnslze the Important 
strides r('('ently taken by the Colombillu Governmeut In export promotion. In 
1067 It (1) demlued the exchnnge rate by 17 percent. (2) rallied the tllX ('r('dlt 
on minor exports to ]Ij percent, and (3) established an export promotion tund 
to supply credit and technical advice to exporters. AID SIJ)lpol'ted th('se meas
ures with the 1067 progrllm loan, 

'Vith rel'lpc('t to thp COllllllpnt that Colombin'~ llIino)' exports have 
almost doubled in the '1 ypUI'S sineI' Hl6:l on the basis of estimated data 
for 1!)(ji, a member of the ('onsl11tatiw gl'oup has pointed out that, if 
Colombia is to nwpt its plllnned ~l'o\\'1 h goals, its JIlmol' pXPOl'ts should 
bo increased at an II "PI'agc ratc of not less than 30 percent a year. 

AID ulso stated thut tIll' compnl'if'on of pel' rltpita exports for 18 
I .. atin Americlln countries ignol'Ps Colombia's dependpnre for about 
60 percent of its export earnings Oil cofl'ee, a product. with little market 
growth potential unuer existing world mUl'ket conditions. 'Ve believe 
this commellt mUl'lt he viewpd in the light of the fact that Latin A11Ipr
ica produces two-third'l of tIl(' world's cofl'ep, thllt muny of thc Latin 
Amel'ican cOllntries dPl>end on ('ofree liS their Inrgest single forpign 
exchange earne)', alld t lilt five of the 18 nations depPl1(1 011 cofrpe for 
more than ·10 ppl'('ent of thpi)' export income. 

• • • • • • • 
The results of our study of Colombia's exploitation, during the Alli

ance, of thl'ee of its commodities thnt ha"c significant PXpOl't potentinl 
are presented ill the following sections. 
2. Petroleum 

Our rcvipw indicated that, sin('e the in('eption of the Allianre, 
Colombia has fo]]owed a petroleum policy whicl] has resulted in a sig
nificant. cUJ'tailment of invl'stment in and exploitation of its petroleum 
I'l'SOlll'('es. The value of ex~orts failed to meet the 1961-65 goal, estab
lished by the Colombian Govel'lllllPnt and supported by AID, by $152 
million, 01' ahout :34 percent. The Colombians, ho",e,,£>r, in No"embpr 
11)67, took a major stcp to l'ncourage the petroleum industry by taking 
action to chnllge the pxchange rate for petroleum transactions from 
7.67 to 16.2;j pesos per dollar. Oil ('OI11pany officials believed that this 
Ilction would gh·e II real boo'lt to petroleum invpstlllPnts. 

Uajor Colombian policies that tended to curtail investment explora
tion and production during the Alliance included (1) enactment of a 
petroleum law in 1!J61 that seemingly negated a depletion pl'!>vision 
already incorporated in executed contracts, (2) the Govel'nment's at
tempt to apply inconsistent foreign exchange rates for investments 
and for computations affecting profit remittances1 which would have 
increased the petroleum company's taxes (3) untavorable petroleum 
exchange rates, and (4) a requirement that 50 percent of petroleum 
shipmenb! be on Colombian vessels. 
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Apparently ns 0. result of Colombia's petroleum policies, the vnlue 
of e~ports was significantlv less than the export goals established by 
the Colombinn Government. The gonls estnblished mlLy IllLve been un
del'stntpcl hnd optimum conditions prevn.iled. StntistICs showing the 
pl'odu..:tion of retroleum for the yenes H)62 through 1966 nnd the vnlue 
of exports nn< gonls for 1962 through 19G5 nre outlined below. 

Production Elflorted • Percent Vatue 0' GOII Percentaoel. 
Year (millions 0' (mil Ions 0' exported 'Iflllrts (millions) were missed 

barrels) berrels) (m 1II0na) 

1962 ••• __ •••••••••••••• 51.9 24.3 46.8 $60.6 m·o 36.1 
1963._ •• _._ ••••• __ ••••• 60.3 31.8 52.7 77.2 11.0 30.! 
1964 •• _. _ •••••••••••••• 62.2 31.2 50.2 75.0 127.0 40.1 
1965 ••• _ ... _ ••••••••••• 712 40.7 55.6 88,2 119.0 25.! 
1966 ••••••••• __ •••••••• 7 •• 4 35.6 49.9 71.7 <I) ---_ .......... 

1 No a011 was established. 

A significant portion of the gross foreign exchange generated by 
Colombia's petroleum ex~rts is offset by foreign exchange costs of the 
producin~ companies. J.t has been reported in 0. reputable periodicnl 
that (1) m the early 1960's Colombia was on the threshold of 0. major 
petrolewn boom which, had it developed, could have obviated the need 
for nIl foreign aid in 0. few ycars, (2) at that time apparently every in
ternational producer was working in the country, pulling oil out of the 
ground and enthusiastically lookmg for more, but (3) in 19G4 and 19G5 
the boom almost came to It lmlt in the wnke of Government measures 
t.lmt rnised the industries tax rate dl'lLbtically, and (4) mosL of the 
industry apparently decided to wnit for 0. court decision on the tax 
issue prior to making any further investment in Colombia. 

Tha following schedule shows the net foreign exchange generated 
from petroleum exports from 19(i2 through l!)GG compared with the 
tnxes nnd other revenue collected from the petroleum industry ench 
year: 

(In millions 01 u.s. dollars' 

1962 ••• _ •••••••••••••••••••••••••••••••••••••• _ •••• _ ••••••••••••••••••••••••••• 
1963_ •• _ ••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• _ ••••••••• 
1964 •••••• _ ••••••• _" •••••• , •••••••••••••••••••••••• _ •••••••••••••••••••••••••• 
1965 •••••••••••• _. _ •••••••••• _ •••••••••••••••••••••••••••••• _ •••••••••••••••••• 
1966 ••• _ •••••••••• _ •• _ •• _. __ ••••••••••••••••••••••••••••••••••••••••••••••••••• 

Net 'orelan 
.Ichana' 

aeneratlill 

25.2 
30.8 
38.5 
25.6 
21.3 

Tu.s and 
other revenue 
collected Irom 
the petroleum 

Industry by 
the ColombIan 
Government I 

20.8 
16.5 
22.7 
21.3 
30.0 

I Computed Irom Inlormation provIded by Colombia's petroleum Industry. The amolnt ollorelan uchanae Is basfcelly 
aenerated Irom exploration and development Investment, royalties, and conversion 01 dollars lor local expenses. 

I Computed by Colombia's prfvate petroleum Industry. 

The policies that tended to curtail the foreign investment for the 
exploration and exploitation of Colombian's petroleum resources and 
their current status are discussed below. 

First, in August 19G4, a major dis,llute concerning depletion allow
ances developed between the Colombtnn Government and the private 
petroleum industry over the iwplementation of 0. 1!JG1 law which 
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amended the Colombian Petroleum Code. The issue was that the Gov
ernment seemingly nullified on 0. retroactive basis 0. depletion allow
ance provision, which had been granted in 1955 as an investment in
centive and incorl?orated in many of the concession contracts executed 
in the 1955-61 perIod. 

We were advised by a mission official that the provisions of ·the 1961 
law were, in the final analysis, made applicable only to contracts ex
ecuted subsequent to March 1961, which, in effect, was to the general 
satisfaction of the private petrolewn companies. This issue was settled 
late in calemlar year 1965. 

A second issue involved the computation of petroleum companies' 
taxes. The companies were required to purchase all their peso re
quirements, not met by the proceeds of local internal sales, at the 
petroleum rate, which WItS a specially appreciated rate which varied 
from 7.10 pesos per dollar in lato 1962 to 7.67 pesos per dollar in 1965. 
Their profits, subject to Colombian income taxes, although earned in 
foreign exchange, were converted into a peso equivalent for assess
ment of income ·tnx. Profits were assessed for taxation on the bltSis 
of convel'Sion at the special petroleum rate until 1963 when the tax 
nuthorities decided that assessment should be made on the basis of the 
more depreciated free exchange rate ranging from 9.90 pesos per dol
lar in 1963 to 18.29 pesos per dollar in 1965, which would have resulted 
in increased taxes for the petroleum companies. 

This issue WItS settled in favor of the petroleum industry in October 
1965 when the Govenunent set the exchange rate on which to com
pute profits for tax purposes at the same rate as the petroleum ex
changemte. 

A third issue, identified by an international organization, WItS that 
of a comparntively less favorable exchange rate for the petroleum in
dustry than for the coffee industry. 

During 1962-65, the petroleum rate WItS identical with the coffee 
export rate. The coffee rate WItS allowed to depreciate, starting in Sep
tember 1965, and depreciated to 9.94 pesos per dollar by December 
1966, but the petroleum rate remained at the 1965 rate of 7.67 pesos 
per dollar. As domestic costs continued to increase, this rate acted 
to reduco the attrnctiveness of petroleum investment, the result being 
it loss of potential foreign excnange income from petroleum industry 
operations. 

A fourth issue involved a Colombian action in April 1966, that gave 
the Government the authority to requiro that 50 percent of all exports 
from Colombia be transported on Colombian vessels. Although this 
action had not boon implemented ItS of November 1967, wo were ri.dvised 
by a consultnnt to the petroleum industry, in September 1967, that, 
if the decree was implemented, it would be another deterrent to the oil 
industry because the Colombian fleet was not largo enough, the ships 
were not of tho type required for transporting oil, and some oil com
panies owned theIr vessels. 

Also, a Colombian law dated l\fnrch 1967, dampened the petroleum 
climate in Colombia: This law involved, among' other things, estab
lishment of domestic petroleum prices by the Governm£'nt, removal 
of natural gns operations from the petroleum industry, petroleum 
exchange rates and other tax issues. The passage of this law resulted 
in a series of meetings between petroleum industry officials and the 
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Colombian President in June and July 1967. The industry presented 
the President with projections of investment and the resultmg balance
of-pa~ents position, under a formula recommended by the industry 
concerning exchange rates, establishment of prices, and tax issues. The 
results, as presentea by the industry, showed that the amount of for
eign exchange would increase from an estimated $28.5 million in 1967 
to an estimated $67.1 million in 1969 because of potential additional 
exploration and exploitation activities. 

In November 1967, the Government changed the exchange rate for 
petroleum transactions from 7.67 pesos per dollar to the capItal market 
rate of 16.25 pesos per dollar. Various oil company managers com
mented in private to U.S. offici aIR that they believed the capital market 
rate would give a real boost to investment projects. In addition, a news
pa'pcr article of April 20, 1968, reported that Colombia's Minister of 
Mines and Petroleum indicated that this rise in exchange rates for 
petroleum trnnsact.ions was accompanied by a promise from the private 
r-etroleum corporations to drill at least 70 exploratory wells by the end 
of next year. 

(a) AgerunJ comments 
AID, in its comments dated March 19, 1968, commented 011 this mat

ter as follows: 
• • • exploration during the period under review resulted In dlscov&rY of the 

Putrunayo field, which has bcen tbe object of large Investments, including eon· 
structlon of a major pipeline. This field should come into produetlon In tlle 
early 1070's and may increase Colombian production by 00 percent. 

S. Wood and 100(ld products 
Our l'eview indicated that Colombia's exports of wood and wood 

products, during the Alliance, have been SIgnificantly curtailed be
cause of a lack of investment and working capital and because of a 
restriction on log exports. 

Colombia has significant timber resources located in tropical forests 
that cover 173 million acres, or about 60 percent of its territory. The 
timber extraction rotential of Colombia is estimated to be the second 
largest in the worl< because of the locations of forests-near the Pacific 
Ocean and the Caribbean Sen. and along the Amazon and Putumayo 
Rivers. Only about 2.1 million acres of forest land, or about 1 per
cent of Colombia's total forest land, is being exploited at present. A 
majority of the troJ?ical hardwoods are located in the Amazon jungle 
forest-an inaccesmble area having: no transportation facilities or 
resident population, except for yrimItive Indians. However, as pointed 
out by an authority on tropica forests, the Po.cific coastal regions of 
Colombia possess the most potential in Latin America. 

From 1962 through 1966, Colombia's annual exports of wood and 
wood products aVCl1lged $3.1 million. Colombia's potential of wood 
and wood product exports for 1966, as estimated oy the Ministry of 
Finance in 1961, was $10 million, or about $7 million more than was 
actually achieved in 1966. In May 1965, the mission's export develop
ment adviser on agricultural products determined that, of minor ex
ports, lumber had the highest dollar volume potential and presented 
the easiest opportuni~y for ra.~id development. The mission estimated 
in August 1967, that Colombia s exports of wood and wood products in 



827 

1970 could reacll $15 milliOli, on the basib of a stronii world demand 
and a new investment in sawmills and wood J~rocessmg ~lallts. 

Our review revealed that, throughout the Alliance, the lRck of avail
able credit has been an obstacle to Colombia in the development of 
its wood and wood products industry and that data showing the po
tential in this area. has been available at least since 1961. We found 
that, as of June 30, 1967, the PIF had made four loans to the wood 
and wood products industry for about $2.4 million, of which $1.9 
million was for the manufacture of wood pulp for import substitution. 

Another factor which has limited Colombian wood exports is a 
restriction on log exports. The restriction was issued as 0. Government 
decree in October 1962, to be effective for 10 years, to provide more 
intensive employment of Colombian workers in local saw mills. 

In August 1965, it was found that the restriction hnd failed. to pro
vide more than 0. slightly improved employment balance. It was also 
found that (1) Colombia could supply U.S. needs for quality hard
wood for the next two decades and that excess production, if o.chieved1 
would find a ready world market, (2) the wovld need for hardwooCl 
logs could be partially met by Colombian timber if the restriction 
could be mod:ified, and (3) if the restriction remained, the timber 
would come from other sources and development of this industry in 
Colombia would continue to be retarded. 

The mission informed us in October 1967, that it was believed the re
striction on log exports needs considernble further investigation to 
ascertain the degree of its effect both on unemployment and log ex
ports. It also informed us that Colombia now lias an individual who 
will specialize in the expOlt promotion of this industry. 

AID records show thnt smce 1961, in addition to providing techni
cal assistance on export promotion, AID has provided technical as
sistance of $88,000 and peso funds ~l1ivalent to $1.3 million specifically 
for lumber development in Colomblll.. How~wer, we found no evidence 
that the mission had mnde any real effort to effectively nlleviate or 
help solve the problems, identified nbove, thnt have restricted Oolom
bia's exports of wood nnd wood products during the Allinnce. 
4. Shrimp am.d fish 

Our review indicuted thut Colombia's exports of shrimp and fish, 
during the Allinnce, have been underexploited because of less thnn vig
orous and effective promotion and the lack of investment capital, even 
though the United Stutes recognized the importance of this industry. 

Fish and shrimp abound off the Colombian Pacific const and indi
cations are that tliere is a strong demand for shrimp by the interM
tional markets, particularly the United States. 

From 1964 to 1966, Colombia's annunl exports of shrimJl and fish 
uveraged $1.3 million. Data on the potentiul of Colombia's shrimp in
dustry hns been available since 1961. A mission export development 
adviser estimated, that, with 100 modern bouts, Colombin could ex
port nbout G million poupds of shrimp, representing 0. potential of $6 
million annually. Colombia's fishing fleet consisted of about 54 boats 
in 1966, most of which were under repair during the yenr. 

Our review revealed thut the lack of available credit for capital fi
nancing for boats and equiI>ment had been 0. deterrent to Colombia's 
development of its fish ana shrimp industry. In this regard, AID 

28-620 0-69-63 
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files show that, in September 1963, 0. Colombian fishing firm's boat 
loan applico.tion was not considered by the PIF. even though the firlll 
was one of the first to make an application based on a formal study of 
the industry. 

Our examination of PIF loan application reports at the mission did 
not show that fish and shrimp boat applications had ever been con
sidered by the PIF. In an earlier review 1 in Colombia, we found that 
the PIF had made available the equivalent of approximately $8.5 
million for the production of su~ar for export, nlthough AID policy 
prohibited the furnishing of aSSIstance for the production for export 
of sugar or other commodities in excess world supply. AID's com
ments concerning this matter included information on actions tnken 
to insure that AID-controlled funds will not be used in the future for 
incrensingthe production of commodities in excess world supply. 

We found no evidence that consideration had been given to includ
ing the required boats on the positive list of iroms eligible for AID 
nonproject loan financing. 

In October 1967, the mission director informed us that the respon
sibility for administering- the AID funds waq delegated to the PIF 
and such banks and other finnncial institutions that select subborrowers 
of these funds, in nccordance with the export and import substitution 
criteria that governs PIF's operations. 

In addition, the mis.<;ion director stilted that the mission had taken 
positive steps of including on the list of items eligible for AID non
project loan financing such items as diesel engines for marine usc, re
frigeration units other than for home use, eledric motors, radio-tele
phone equipment, and food processing equipment, all of which cnn 
be used In the shrimp and fish industry. He stated that one of the 
reasons that shrimp boats were not on this list was that the mission 
believed that Colombia had the capacity for building the basic struc
ture of the required boats h~ using local labor and materials nnd would 
possibly outfit the boats witn the foreign equipment needed. 

The mission director also informed us that the Colombian Govern
ment has been negotiating a $2 million, 4-year project agreement 
with the United Nations Food and Agriculture Organization to pro
vide a feasibility study and technical assistance for t.he development 
of Colombia's shrimp and fish industry, which might well lead to 
increased development of this export potential. 

H. EXPENDlTURJ'l! FOR DEVELOPMENT PURPOSES 

On the average, the percent of GNP in relation to Colombian Gov
ernment expenditures has risen slightly during the Allionce, although 
the 1961 percentage was not again attained through 1966. In addition1 
during tJie Alliance the Government has spent a larger proportion of 
its available funds for development purposes. We also noted that at. 
lenst 6 percent of the 1966 expenditures represented subsidies to vari
ous public and private organizations. 

The following schedule shows the relationship of the Central Gov
ernment expenditures to the GNP for ench year from 1957 through 
1fltl6: 

1 GAO Report B-161882. dated Sept. 21. 196T. 
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[GNP and expenditures In millions of consllnt 1958 pesos) 

1957 1958 1959 1960 1961 5·year 
averale 

GNP ••••••••••••••••••••••••••••••••••••••••••• 19,786 20,267 21,791 22,787 23,789 21,684 
TolIl Centraillovernment .. pendltures •••••••••••• 1,498 1,673 1,728 2,001 2\811 1,942 
AI a percent 01 GNP ••••••••••••••••••••••••••••• 7.6 8.3 7.9 8.8 1.8 8.9 

1962 1963 1964 1965 1966 5·year 
averele 

GNP ........................................... 24,909 25,785 27,342 28,141 130,096 27,255 
TolIl Central Government expenditures ............ 2\561 2 566 2,483 2\833 3\227 2\734 
As a percent 01 GNP ............................. 0.3 \0.0 9.1 0.1 0.7 0.0 

1 Estimated by AID. 

During the Alliance period, there has been a greater percent of 
Government exrenditul'es in severnl arens, including agriculture, 
education, socia welful'e and public health, and pubhc debt service 
and there has been a smaller percent in other areas, including local 
and national defense, transportation amI communication, and general 
administrative expenses. 

The following schedule shows, by functional distribution, the total 
Central Government expenditures for the 1957-61 and 1062-66 periods, 
the percent of total expenditure for various progrn.ms, and the percent 
of increase or decrease of the latter in relation to the fmIDer period. 
Complete and reliable data was not available to AID on the func
tional distribution of Colombia's municipal and departmental Govern
ment expenditures. 

[Amounts in millions 01 consllnt 1958 pesos[ 

Expenditures 

Percent 01 
FuncUon Amount, Percent of Amount, Percent of Increase or 

fg!riod\ tolll period tolll decrease (-) 
957-6 1962-66 dur~ 

1962 

Locallnd national delense ............. 2,545 26.2 3,277 24.0 -2.2 
Transporlltion and communication ...... 1,667 17.2 1,903 13.9 -3.3 
Generaladminislrative expenses ........ 1,583 16.3 1344 9.8 -6.5 
Public debt service .................... 9n 9.4 2:230 16.3 6.9 
Social welfare and public health ........ 755 7.8 1,224 9.0 1.2 
Educallon and cultural. ................ 721 7.4 1,683 12.3 4.9 
Water, sewer, and other community 

services ............................ 343 3.5 318 2.3 -1.2 
Other economic development ........... 339 3.5 231 1.7 -1.8 
Minin~ and enerfcy .................... 328 3.4 494 3.6 .2 
Agncu lur, and orestry ................ 3ll 3.2 648 4.7 1.5 
Housinl .............................. 169 1.7 240 1.8 .1 
Industry ............................. 40 .4 77 .6 .2 

TolIl ........................ 9,712 100.0 13,669 100.0 .............. 

'Ve were unable to find any in·depth studies concerning Government 
subsidies. However, at our request, the mission prepared a paper 
which showed that in 1966 the Government provided at least 200.1 
million constant 1958 pesos for subsidies as shown below. 

Mllliona oJ 
cona/anl 

10S8 praoa 
Subsidies to Government enterprises performing quasi·commercial func· tions _____________________________________________________________ 131.7 

Direct subsidies to the prIvate sector__________________________________ 62.6 
Tax concessions to private business____________________________________ 5.8 

Total ____________________________ ~ ____________________________ 200.1 
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The mission stated that the infonnation provided above was not 
complete and that other subsidies existed in the form of tax subsidies 
for exporters and tariff protection and license concessions to importers. 

I. EFFECTIVENESS OF USE OF AVAILADLE RESOURCES 

AID criteria provides that an aggregate index of the effectiveness 
with which resources are used in It developing country is the ratio of 
the increase in output to total investment in the economy. This ratio 
indirator, which takes account of better use of existing capital and labor 
as well as additional investments, increased from an average of 19.2 
pel'cent during the J,lre-Alliance period of 1957-61 to 22.2 percent dur
mg the Alliance perIOd of 1962-65, as shown by the following table: 

(In millions 01 conslant 1958 pesos] 

Aver~', 1962 1963 1964 1965 Avera.!" 
1957 1 1962 5 

, 
Gross national product. •••••••••••••••••••••••••• 21,684 24,909 25,785 27,342 28,141 26,544 
Annuallncrllse In GNP •••••••••••••••••••••••••• 858 1,120 876 1,557 799 1,088 
Tollllnvlltmenlt ............................... 4,479 4,805 4,780 5,058 4,899 4,886 

I!JIio 01 10111 Investment 10 Increase In GNP (percent). 19.2 23.3 18.3 30.8 16.3 22.2 

J. WPORTS OF NONESSENTIAL COMMODITIES 

For the period January 1962 through July 1966, Colombia utilized 
about $78 million of its foreign exchange for the import of commodi
ties categorized as being nonessential. AID's estimate of the maximum 
amount of nones'lential impOl'ts represented an amount equal to 38 
percent of the $205 million which AID has provided Colombia in 
llonprojert loans for the import of essential commodities fl'om ApI'il 
1962 through the third quarter of H)66. 

AID implied that Colombia was utilizing its own fOl'eign exchange 
resources for the production and pmchase of essential commodities, 
In this regard AID informed Congress that nonproject loans to Co· 
lombia were for the express purpose of helping Colombia carry out its 
de\relopment pI'og'ram through assisting in the financing of essential 
commodities. It IS U.S. policy that only the additional imports eco
nomically required to sustain the agreed increases in investment be 
provided and that any decision for extensive use of the nonproject 
assistance approach should rest in a careful analysis of needs llnd a 
clear agreement of the purpose of the non project support. 

Outlmed below is a schedule showing the maximum amount of com
modities categorized by AID as being nonessential and imported by 
Colombia durmg the period January 1962 through July 1966: 



831 
Category Amoun' 

In 'lIou.anll. 
1. Cacao and cacao products, tobacco _______________________________ $27,289 
2. Oils, perfume, cosmetics, toiletries, explosives, fireworks, matches, 

photo, and cinema goods______________________________________ 25, 000 
8. Arms, ammunition, parts________________________________________ 9, 554 
4. Clocks, watches and parts, musical Instruments, sound equipment, 

~V, and accessorles _________________________________________ _ 

5. Edible vegetables, roots and tuber8, edible fruits, nuts, fruit peels ___ _ O. Ceramic products ______________________________________________ _ 

7. Carved or molded articles, brooms, brushes, powder puffs, sieves, 

4,036 
3,178 
3,019 

toys, games, sI)()rts equlpment_________________________________ 2,533 
8. Leather goods-saddles, harnesseli, luggage, hundbugs-furs and fur products ____________________________________________________ _ 

O. Preclous stones and metals, jewelry, colns _______________________ _ 
10. Wood and wood articles, charcoal, straw, basketware, wicker 

articles ------------------------------------------------------
11. Footwear, headgear, umbrellas, whips, feathers, art dowers, hair, fans _______________________________________________________ _ 

12. Carpets, mats, tapestries, trimmings, net, lace, embroidery, knitted 
and crocheted goods, textlle apparel and accessories, other textile articles, old clothing, rags ___________________________________ _ 

13. Passenger autos vulued at over $3,000 ___________________________ _ 
14. Works of art, collector's items, antlques _________________________ _ 

840 
803 

744 

100 

92 
60 
48 

~otal _______________________________________________________ 78,491 

The mission director informed us in October 1967, after we brought 
this matter to his attention, that the above amounts were maximum 
amounts of nonessential imports which may have entered Colombia, 
because the data had been prepared in connection with nonp'roject loan 
negotiation, and that in each category the maximum pOSSIble amount 
was shown. He also pointed out that these imports represented only 3.7 
percent of Colombia's total imports during the period, and he pro
vided the following analysis concerning the list of nonessential 
commodities. 

1. The $26 million of category 1 was for cacao which has rep
resented a staple in the Colombian diet for years. 

2. The $25 million for category 2 was further categorized as 
$8 million for oils and perfumes, which include oils and essences 
for industry, food productsl soa[.>, and other essential items; $5 
million in explosives which mcluaes fireworks and explosives for 
mining and construction j and $12 million in photograJlhic prod
ucts which includes consumer goods, scientific and eaucational 
films, and X-ray plates. 

3. Category 3 was included by the mission because it could in
clude arms for consumer use although it could be assumed that the 
majority would have been for military use. 

As early as 1059 AID had established the goal of gradun:l1y eliminat
ing the imJ;lortation of those products that could be produced within 
Colombia, mcluding cacao and edible oils. Prior to the Alliance, the 
AID technical assistance program for cacao had surveyed most of 
Colombia to find the most desirable regions for this crop and AID de
termined that the importation of cacao could be eliminated by 1966. 
The volume of cacao and edible oil imports increased 75 and 56 per
cent, respectively, during the 5,Years of the Alliance as compared with 
such imports in the 1957-61 perIOd, although population increased only 
17 percent. 
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1.· Agency comments 
AID, in comments dated March 19, 1968 and additional comments 

pl'eSented on April 19 1968 stated that, although we included the mis
sion's comment that Colombia's nonessential imports represented less 
than 2 percent of total Colombian impm'ts over tho period, we had 
failed to modif1, an ori~inal statement that "nonesscl,tml commodities 
were impolted. ' AID also stated that Colombia's record had been quite 
good and pointed out that it would have been surprising if Colombia 
had not imported some nonessential commodities. 
It. Evaluation of Agency comments 

It should be noted that the mission stated that the $78 million of 
Colombinn imports it had cate~orized as nonessential represented 3.7 
percent of Colombian-financed total imports during the period, not 
less than 2 percent as AID stated. 

We have not deleted this factual data from our report, however, be
cause we believe that it. educes a basic question of whether AID does, or 
should, condition its nssistnnce on agreed limits of such imports in 
recipient couUfries such as Colombia where such imports, although 
repl'esenting only a small percent of total imports finnnced by the coun
b'y, do represent an amount equal to a significnnt proportion of the 
AID commodity assistance provided to the country. In Colombia the 
maximum of such imports from .T amUlry 1062 through JUly 1066 rep
resented nn amount equal to 38 percent of the $205 million of AID non
project or commodity nssistance provided to Colombin during the pe
riod April10G2 through Septemuer 1066. 

K. CAPIT.\L FLIGHT 

Since the beginning of the Alliance, Colombia's financial policies, 
conpled with other factors, have been such that they have not held 
estimated capital flight, which is the flow of private capital from de
veloping countries to developed countrie.'l, to acceptable levels. 

Cnl?ital flight, which generally is inevitable to some extent in a de
velopmg country, represents poor utilization of resources, in that the 
private capital outflow hns the effect of offsetting an equal amount of 
externnl assistance and thereby reduces the resources available for a 
country's development effort. AID hns established that United States 
finnncing the replncement of cnpital flight on a large-scale bnsis over 
a significant term is not acceptnble. 

A stuff rel?ort. prepllred by n. member of the consultative group, re
~ardinO' capItal flight in developing countries, concluded that, in the 
field of internntionlll I,layment.s, the magnitude of capitnl flight was 
most difficult to determme and thatJ generally, statisticians were unable 
to produce exact figures on capital tlight. 

An acceptable level of capItal flight from Colombia would approxi
mate $15 million to $25 million annually. AID evaluated the problem 
and estimated the amount of capital fliS'ht in 2 of the first 5 years 
of the Alliance. The AID-estimated capItal flight from Colomuia in 
1962 amounted to about $35 million Md in 1063 amounted to about 
$82 million. AID made no estimate of the amount of capital flight in 
1964; but the growing capital flight problem caused the Colombian 
Government to stop supporting the capital market and the exchange 
rate serving it. No estimate of the amount of capital flight was made 

http:imported.rl
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by AID for 1065 or 1966. A member of the consultative group reviewed 
the problem in W65 and estimated that the bulk of an estImated $47 
millIon decline during the first hnH of 1065 in Colombia's international 
reser,'es was accounted for by capitnl fli~ht, 

AID has indicated that the ImpositIOn of strict exchange controls 
by Colomb .. l-such as (1) providmg for continued vigilance in scru
tInizing import registratiolls as a means of controlling any over
invoicing, (2) maintainin~ administrative control over the transfer 
of capitnl with the objectIve of obtaining a better utilization of the 
nation's foreign e:'{change resources, and (3) establishing definite and 
stable norms that govern remittance of profits and principal of foreign 
capital investment-may curb capital flight to a major extent but that 
these controls will also restrict foreign investment which is needed 
for accelerated economic development. 

The mission direct~r informed us in October 1967 that exchange 
controls may be deemed necessary as an interim measure for control
ling capital flight but that the only feasible answer in Colombia is the 
achievement of the political, economic, and social stability required to 
keep private capital within the country and this stability can be 
acluevcd only through long. term development efforts. 

L. HUMAN FLIGHT 

In addition to fli~hts of monetary capital, Colombia has experienced 
flights of human capital. A member of t.he consultative group reviewed 
the situation and found, using U.S. Department of J ustioo informa
tion, that over 800 professionals from Colombia entered the United 
States in 1965 with immigrant visas. These professionals included 
physicians, engineers professors, nurses, and others who were capable 
of contributing to Colombia's economic and social development efforts. 
In addition, there could have been losses of professionals to countries 
other than the United States as well as some influx of professionals 
into Colombia. However, it appears reasonable that the factors which 
would cause professionals t~ leave Colombia would also tend to prevent 
professionals from entering Colombia. 

VIII. PROGRAM MANAGEMENT 

A. U.S. EXPORTS TO COLOMBIA 

Information furnished to the Congress by AID may cause the reader 
to believe that the funds appropriated for AID's oommodity import 
programs in Colombia result nearly 100 percent in additional U.S. 
exports to Colombia and that, therefore, these programs have little 
or no negative effect on the U.S. balnnce-of-payments position. Our 
analysis of AID data indicaws that this is not the case, inasmuch as 
the relative share of ColomLian imports from the Uniwd Staws has 
been decreasing since the beginning of the Alliance despite the sub
stant.ial infusion of AID assistance for commodity imports. 

A prime U.S. 150111 wit.h respect to AID oommodit.y import pro
grams in ColombIa is t~ insure "additionality." AdditlOnaht.y means 
that AID financing is to be used for U.S. goods and services which 
would not have been exported in the absence of AID. The policy of 
relating AID programs to the U.S. balance-of-payments problem was 
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adopted by AID in 1959. The following ag;grepte analysis showR 
that the average U.S. market shc.re of Colomolan Imports not financed 
with U.S. assistance (1) has steadily decreased since the beginning of 
the Alliance, and (2) has decreased from an average of 53.9 percent, 
for the 5 years prior to the Alliance to an average of 42.4 percent fOl' 
the 5 years since the beginning of the Alliance: 

(DolI.r .mounts In millions) 

1957 1958 1959 1960 1961 
Aver~e, 
1957 1 

1. Tot.1 Colombl.n Imports ...................... $483 $400 $416 $519 $557 $475 
2. Tot.1 Colombian Imporb not fin.nced with U.s. 

354 368 504 438 .. 5Ist.nee ................................. 473 491 
3. 1 mporb fr.m U.S. not financed with U S •• sslst· 

279 192 .nee ...................................... 201 281 227 236 

4. U.s. m.rket sh.re of 2 .bove (percen!) ......... .:- 59 54.2 54.6 55.8 46 53.9 

1962 1963 1964 1965 1966 
Avell.u' 
1962 

I. Tot.1 Colombian Imports ...................... $540 $506 $586 $453 $674 $552 
2. Tot.1 Colombl.n Imporb not financed with U.S. 

SIJ 483 .ss/stance ................................. 488 424 400 591 
3. 1 mports from U.S. not fin.nced with U.s .• sslst· 

.nce ...................................... 232 181 208 164 241 205 

4. U.S. m.rket sh.re 01 2 .bove (percent) .......... 47.S 42.7 40.7 41 40.8 42.4 

This analysis does not include an estiIl!a.te of the positive effect, if 
any, on the U.S. balance.of.payment pOSitIOn resultmg from the use 
of AID dollars by Colombia through trade channels to third countries 
which may, in turn, use them to purchase goods in the United States. 
Such an estimate is not included because neither the mission nor AID 
has developed any direct evidence showing the effect, if any, that this 
"feedback' has on the U.S. balance·of.payments position. 

The followin,g schedule shows that the United States would have 
realized $276 mIllion in additional exports to Colombia during the first 
5 years of the Alliance, had the U.S. avernge pre·Alliance mar
ket share been maintained and had lOO-percent additionality been 
achieved from AID·financed commodities. This amount represents 
11. failure to maintain the U.S. pre-Alliance market share to the extent 
of $40 million and a failur£: i.o achieve additionality with the $236 
million of AID commodity assistance during the period. 

lin millions 01 dollars) 

1962 1963 1964 1965 1966 TOII~ 
1962 

Amount of Imports from United SlItes " .vell,' pre-tlll.nee 
shar. h.d been malnt.lned (53.9 percent 01 I ne 2 0 .bove 

263 229 275 21& 319 1,302 schedul.) ................................................ 
AID·linancld Colombian Imports .............................. 38 &0 511 23 59 236 

TolIl Im~rts from United SIIIIS " .ver •• e pre-AIII.nce 
share .d been mllnllined .nd 1000percent.ddltionalily 

301 1,538 h.d been rllifled ................................... 289 331 239 378 
Actu.1 Colombian, non·U S. .sslsllnce, Imporb from United 

270 241 264 187 300 1,2&2 States plus AID·lin.nced Imporb .......................... _ 

utent to which addlUon.nly WlS not .chleved ........... 31 48 67 52 78 271 
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As shown above, the average U.S. market share decreased from 53.9 
percent during the 5 years prIor to the Alliance to 42.4 percent during 
the first 5 ~ears of the Allio.nce. The 11.5-percent average U.S. market 
share loss Identified above has been offset by increased market shares 
by other countries as shown below: 

[In percentJ 

1957~1 1962-66 Decrease Increlse 

United Statn.. .•••.• •••••••.•• •••••••••••••••••••••••• ••••• 53.9 42.4 n.5 .......... .. 
Western Europeand J.p.n................................... 35. 5 41.5 •••••••••••• 6.0 
South America......... •••• •••••• •••••••••••••••• ••••••••••• 2.2 5. 9 •••••••••••• 3.7 
Communist bloc countries.. ....... .......... •••• ............. .7 1.8 •••••••••••• 1.1 
Centrll America............. ......... .............. ......... 3.7 4.5 ............ .8 
All others.................................................. 4.0 3.9 .1 ........... . 

Total. ............................................... --I-OO-.O----I~OO~.O:-.-•• -•• -•• -•• -•• -•• -•• -•• -•• -•• -••• 

As shown above Colombia is obtaining a greater percentage of its 
imports froll1 Western Europe and Japan, from the Latin American 
Free Trade Association (LA.FTA), and from Communist bloc coun
tries with which it has entered into compensation agreements (for 
example, agreements which provide for balancing the trade account 
between the participating countries in commodities rather than in for
eign exchange). The mission has endorsed the 1?ursuits of LAFTA. 
However, in this regard the missiol J?lans to contmue discussions with 
the Colombian Government concermng the several disnd\'antages of 
nonproductive compensation agreements. 

Actions taken by AID through August 1967 in attempting to achieve 
additionality have included: 

-Specif'ymg commodities to which AID financing is limited and 
publiCizing the commodities on nonproject loan positive lists
lists that outline commodities that can be purchased with 110n
project loan funds. Commodities to be listed nre determined, 
n.1most without exception, on the basis of the possibility of in
creasing the U.S. percentage of total Colombian imports. 

-Cooperating with the export promotion activities of other 
branches of the U.S. Government. 

-Seeking to help the Colombian Go\'ernment realize that the U.S. 
Government intends to make available funds for fillancinO' prod
ucts which will contribute to Colombia's development ,,!j'lile, at 
the same time, taking into consideration the U.S. balance·of
payments problem. 

In addition to the above, the mission has recently arranged with 
the Colombian Go\'el'nment to obtain current illformnti:m re!!,al'c1in~ 
all licensing by the Colombian SuperilltendencY' of Foreign Trade so 
that the U.S. market share, the extent. of additionality, and other 
related factors can be evaluated on It more timelv basis than in the 
p~ • 

AID reported to the Congress in March 1967 that one step taken to 
insure additionality in AID· financed commodities had been to refuse 
to finance items such as spare parts or goods in which the United 
States is strongly competitive, which a recipient would buy in the 
United States in any event because they were available at reasonable 
cost only in the United States. In this regard we noted that as of 
June 30, 1967, the mission had permitted tlie use of $39.7 million, or 
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about 19 percent, of non project loan funds for motor vehicle spare 
parts. However, motor vehicle spare parts were not included as an 
eli,.-rible item for AID financing under the May 1967 non project loan. 

We found no evidence that AID had considered specifying normal 
impOlt levels for p.ommodities to be purchased from the United Stat.es 
before AID financing could be drawn upon or had considered the 
political costs of this or other similar control measures. However, AID 
had included a provision, in its May 1967 $100 million nonproject loan 
to Colombia, that during the period of the loan, June 1967 through 
March 1968, the U.S. market share of Colombia's non-U.S.-financoo 
im{lorts would not be substantially less than the recent historic ratio. 
TIllS provision mal be subject to rather broad interrretation since 
neither the term' substantllllly less" nor the term' recent historic 
ratio" is further defined. 

In commenting on the matter of additionality, the mission noted 
that the U.S. markot share of Colombian non-U.S.-financed imports 
wa~ rapidly declining prior to the Alliance. We were also informed 
that, after the goal of achieving additionality was adopted by AID, 
some time elapsed before this goal was given priority over other 
objectives sought in AID lending. In this regard it was pointed out 
thnt it has been only since 1964-65 that AID has begun to give the 
achie"ement of additionality priority over other desirable objectives 
in its program in Colombia. 

B. 1IlANAGEMENT REVIEWS OF OTERALL AID STRATEGY AND EFFECTIVENESS 
IN COLOlllDIA HAVE NOT BEEN 1IlADE 

No independent ovel'llll reviews of the adequacy and effectiveness of 
AID strategy have been made by AID or the Department of State dur
ing the Alliance for achieving U.S. developmental objectives in Colom
bia. Althou,.-rh three units of AID-the AID/Washington internal 
audit staff, the Inspections and Investigations Staif (lIS), and the 
Operations Evaluation Staff (OES }-and the InspPC'tor General of 
Foreign Assistance (IGA) in the Department of State do not have 
responsibility for administerin~ AID country-assistance prog1'llms, 
they do have responsibilities tor reviews in connection with AID 
programs. 

Our review of data on work performed during the Alliance in 
connection with the AID program in Colombia, made available to us 
by these units, showed that such work involved examination of indi
Vidual projects or other special matters. The AID/Washington internal 
audit staff has performed work concerned with numerous individual 
project loans and the financial and administl'lltive opel'lltions of the 
mission. We found that the work performed bv t.he lIS pertained to 
investigating allegations of illegal activities involving AID resources. 
We were informl'd by officials of the OES that thl'ir stuff had not per
formed allY work pertaining to Colombia. The IGA examined into a 
number of individuul AID projects and mattm'S. 

We believe that the magllltude of the progl'llm and the relative im
portance of U.S. develormentnl objectives ill Colombia indicate a need 
for independent o"eml reviews of the adequacy and effectiveness of 
AID strategy at appropriate intm'vals by knowledgeable internal or 
external officials having' no direct responsibility for management. of 
the pl'ogl'llm in Colombia. 
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C. INADEQUATE ARRIVAL ACCOUNTING SYSTEU 

The procedures established by AID to meet its responsibility for 
monitoring the receipt of AID-financed commodities in Colombia were, 
in (lUI' opinion, not adequate to insure that all commodities had been 
ac'.ually received b('cnuse the mission was not obtaining the informa
tion needed to identify those commodities which should have been 
received in Colombia. 

The mission has established an arrival accounting system to deter
mine the arrival of AID-nnanced commodities ana their movement 
from customs warehouses into Colombia's trade channels. Our review 
showed that the system was seriously weakened through the failure 
of the mission to receive, as required by AID regulntion, (1) copies of 
bills of In ding for commodities fiuanced by nonproject loans i and (2) 
monthh' reports from the Gm'el'llment of Colombia of arrIvals and 
paid sliipments. 

In Octoh('r 1967, we redewed mission records to deteI111ine the ex
tent that suppliers had submitted the required bills of lading to the 
mission representing paid shipments under nonproject loans for the 
periods ,January through :March 1966 and March lLt37. We found that 
U.S. suppliers had failed to submit the required documentation for 
commodities amounting to about $350,000 and $160,000, representing 
36 and 40 percent of the total paid shipments for the periods stated 
above, respectively. The mission files did not show thnt. the mission 
had made any followup attempts through October 1967 to obtain the 
required informntion from suppliers. In addition, mission personnel 
informed us that the Colombian Government did not submit a report 
to the mission showing arrivals and paid shipments nor did mission 
files show that such a report had ever been requested. 

The mission contl'llcted with a public accounting finn in ,January 
1967 to establish files of shipping documents and to check the shipping 
documento; against the AID list of paid shipments. Since to a lar~e 
degree the required bills of lading had not ueen received by the mIS
sion, the value of this exercise was limited in tClm<; of insuring that 
commodities financed by AID were actually rcceived by Colombia. 

AID informed us in August 1966 that it was concerned with arrival 
accounting in all countries and had attempted to make U.S. sUR
pliers more responsive to the requirement for submitting bi Is 
of lading and invoices. In addition, AID informed us that it was 
stressing the responsibility of the borrower to perform the arrival 
accountmg fUllction to the extent possible, to make reports to the 
mission Oil commodity arrival, and to identify those items which had 
not arrived after an appropriate period of time. 

After we brought these matters to the mission's attention, the mission 
director informed us that the mission was establishing a procedure 
to notify noncomplying U.S. suppliers to submit the required shipping 
documents and WIlS working out arrangements with the Government 
of Colombia to receive monthly transaction statements evidencing 
arrival of commodities financed with nonproject loan funds. 
1. Agenc1J comment8 

AID informed us, in its comments dated March 19, 1968, that our 
repOlt did not reflect the mission's end-usc audits and considerable test
ing of import procedures, and AID also pointed out that such audits 



and tests had revealed no instance of mismana~ment but had indicated 
that AID· financed goods were properly arriving in Colombia and 
entering the economy. 
~. EvallMtion of AgellCY commellt8 

As discussed earlier, the mission was not obtaining information 
needed to identify a large percent of shipments of AID·financed com· 
modities which were to nave been delivered to Colombia. Our test check 
for the periods January through March 1966 and March 1967 revealed 
that documentation was not available for commodities amounting to 
about $350,000 and $1601000, representing 36 and 40 percent of total 
AID·financed commoditIes for these periods, respectively. Without 
this documentation showing what AID· financed commodities were to 
arrive in Colombia, mission auditors could not determine whether 
such commodities had or had not arrived. The mission director in· 
formed us in November 1967 that the mission was working out arrange· 
ments to obtain the necessary data. 

D. NEED FOR UIPROVEMENT IN AID MANAGEllENT OF GENERATED LOCAL 
CURRENCY RESOURCES 

Our review 0"1 AID management of the approximately $244 million 
worth of Colombian currenc,Y generated by U.S. nonproject assistance 
to Colombia, during the perIod 1962 through mid·1967, revealed that: 

-The allocation of these funds to the various economic and social 
sectors, to n. large degree, did not follow the AID·established 
priorities-in this regard, we believe that the allocations should 
more closely parallel priorities-and 

-A system hn.d not been established to monitor and periodically 
evaluate the progress of certain projects, or activities for which 
local currency was released. 

AID has the responsibility for programing the use of all local cur· 
rency generated by U.S. non project assistance. These currencies do not 
represent additionn.l resources; only the dollar-financed imports that 
~enerate them are additional. They do however, represent a claim 
ngainst Colombia's domestically available resources and, as such, con· 
stitute an important tool of assistance to be used by AID to improve the 
total pattern of Colombia's resource use. In this regard AID guidance 
provides that the subject local currency is to be allocated to established 
AID priority activities. 

The following schedule shows the extent to which AID allocated 
availn.ble Colombian currency to AID priority activities during the 
period 1962 through Septemoor 1967. 

Vear 

1962 ••••••••••••••••••••••• 
1963 ••••••••••••••••••••••• 
1964 ••••••••••••••••••••••• 
1965 ••••••••••••••••••••••• 
1 •••••••••••••••••••••••• 
1967 ••••••••••••••••••••••• 

1962-67 •••••••••••••• 

l'otallocal 
currency 
releases 
(millions 
01 us. 
dollir 

equivalents) 

Percent 01 total releales lor activities nsl_ned AID priority 

2 3 4 5 6 7 

NoAID 
priority 

(percent) 

$29.9 4.1 ••••.•.• 71.2 ••••.••• 24.7 .•••••••••••.•.••••••••.•. 
50.9 8.5 13.2 45.9........ 5.3................ 27.1 
13.8 40.3................ 43.6 ........................ 16.1 
52.6 51.1 28.4 3.2 3.6........................ 13.7 
36.1 14.4 1.0 36.9 18.1 8.2 3,0 18.4 ........ .. 
59.8 13.0 16.0 48.4 12.4 10.2 ......................... . 

243.1 20.9 13.0 35.8 8.9 8.7 .4 2.1 9.5 
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The priorities assigned to basic AID goals in Colombia have varied 
from year to year during the Alliance. The following schedule shows 
AID's allocatIOns of local currencies with the goals ranked in accord
ance with the relative priorities assigned from 1962 through September 
1967. 

Pr/mlr), lOlls by rink 

Tolillocal 
currency 

IlIocaUons. 
196Hi7 

(millions 
"' U.s. dollars 

equivalents) 

Percent 
0110111 
Illocation 

Financial balance/export development...... ••••••••••••••••••••••••••••••••••••••• $90.1 37.1 
Education. ••••••• ••• ••••••••• ••• •••••••••• ..................................... 15.0 6.2 
Alrlculture .................................................................... , 42.2 17.3 
Amelioration 01 social unrost.......... ..... ................................ ...... 53.9 22.2 
Industrial development.......................................................... 6.3 2.6 
Planning........................ ..... ........ ................. ............. .... I 12.4 5.1 
Transporlltlon/electrlc power..................................................... 123.2 9.5 -------TolIl.................................................................... 243.1 100.0 

I Included In Ihese figures Is a lolal 01 over $23.000,oob r.presenting allocallons 01 local currencies Into these 2 areas 
prior to Ihelr being assigned an AID prlolily goal. 

As can be seen from the above, dlll'ing the Alliance AID has made 
ubout as much local currency available for its fourth most important 
goal as it has for the total of its second and third priority goals. In 
fact, local currenc:y releases for AID's second most important goal 
were less than for Its least important goal. In this regard the mission 
director has informed us that (1) the major responSibility for estab· 
lishing appropriate allocations of the subject local currency in Colom
bia hus rested with the Government of Colombia and (2) AID believes 
that its priority objectives in Colombia and the allocation of local 
currency are not necessarily correlated, due to frequent bottlenecks 
that have imposed restraint's on the efficient use of such resources. 

Education has been an AID top·priority goal in Colombia since 
1962, ranging from priority 1 in 1962 to priority 4 in 1967. As pointed 
out earliel' III this report, a major factor contribut.ing to Colom
bia's lack of real progress in education during the Alliance has been 
a lack of funds. Since 1962 AID has released the equivalent of $15 
million in Colombian currency, or about 6 percent of the total releases, 
£01' education purposes in Colombia. This compares, for example, with 
the equivalent of $42 million, or about 17 percent of the total releases 
since 1962, released for actiVities with no assigned I?riority or for the 
lowest three AID priority activities. Of special sigmficance is the fact 
that both AID and the Colombian Government have long recognized 
that education is one of the areas which will determine trle success 01' 
failure of Colombia's development program. The mission informed 
us that It principal reason why more local currency was not jointly 
allocated to Colombian education during the Alliance was Colombia's 
need for a comprehensive educational plan, 

After allocations of local currency resources are made, the mission 
has the continuing responsibility for monitoringJlnd evaluating the 
progress of each project or activity supported. We reviewed alloca
tions for 10 different projects totaling tIie equivalent of $29 million, 
or 12 percent of total allocations during the Alliance. 'We found that 
the mlssion had not monitored the progress of five of the 10 projects. 
In this regard AID policy provides that releases of local currency are 
to be made only after satisfactory certification of progress. 
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In II. 1965 examination of AID projects in Colombia,t we reviewed 
the ColombilUl Private Investment Fund (PIF) project for which 
AID had released the equivalent of $37.8 million in local currency. 
Our examination showed, among other things, that significant amounts 
of funds were---

1. Used for the purpose of incrensing the production of sugar 
for export contrary to U.S. policy and legislative intent. 

2. Loaned to firms that already had sufficient credit or other 
refJources a vailablo to finance then' proposed proi ~(lts. 

a. Loaned to large l!nterprises although profl!ssional studies 
had J20inted out that small- and medium-sized Hrms which had II. 
sigmficant potential for growth and for replacing necessnry im
ports had the greatest need for credit. 

4. Channoled through private commercial banks that were per
mitted to charge substantial fees relative to the degree of eft'ort 
and risk involved, 

We concluded that the principal cause of these situations was the 
release of funds by AID without first establishing adequate criteria 
and controls with respect to the' utilization and management of the 
funds. 

E. INADEQUATE CONTROLS TO INSURE USE OF AVAILABLE EXCESS l'ROPERTJ 
AS A FIRST SOURCE OF SUPPLY 

Our review showed that the mission had made no efforts to insure 
that excess personal property, owned by AID or avai1able from other 
Federal agencies, was used as the first. source of supply for public sector 
commodities purchased with AID nonproject assistance lonn funds. 
Our review was a followup to our 1964 multicountry review 2 in which 
we pointed out that positive steps by AID were required to achieve 
effective utilization of excess property in the foreign assistance pro
gram. 

AID policy is to promote the optimum utilization of excess property 
in tho implementation of AID projects and progrnms. This pohcy is 
in accordnnce with the Foreign Assishmce Act. of 1961, as 'lmended. 
and the Federal Property nnd Administrative Servic{'s Act. of 1949, 
as amended, which provide, in effect, thnt AID shall, as far as practi
cable, utilize excess property as the first source of supply. Optimum 
utilization of excess propert.y serves to complement the accomplish
ment of AID programs, either through dollnr RavingR by substituting 
excess property for new mnterial or through dollar stretching by 
complementing the material assistance programed.s 

The mission did not have information showing specificnlly what. had 
been or was to be imported by Colombia with AID nonproject lonn 
funds 0 .. the extent to which such imports were for Colombia's public 
sector. We believe that without this information it waR not poqsible 
for the misqion to insure that excess property wns used to the maximum 
extent pORRible aR the first Rource of supply. in this regard the mission's 
excess property officer informed us thnt'no excess propert,y had been 
used in connection with AID nonproject assistnnce in Colombia. 

In our nbove-mentioned April 1965 i'epol't, we pointed out that posi-

1 GAO report, B-161RR2, dntefl S~pt. 21, 1067. 
I GAO rerort, B-14600l'i. dnt~d Apr. 12. 101m. 
• AID policY prohlhltA till' provlAlon or I'Xce"" propl'rty tor URe wlth'n the prlvnte Rector 

In order to minimIze prlvnte enrichment and ndverse e/fects on established commercIal rela
t1onshlpB. 
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tive steps by AID were required to achieve effective utilizntion of 
eyccss property in the foreign assistnnce pro~rnm. We recommended 
that the Administrator, Agency for International Development-

1. Require aid-recipient countries to furnish more complete 
information on proposed U.S.-financed property purchases. 

2. Direct those individuals responsible for procurement activi
ties to diligently screen proposed new procurements against excess 
property listings with the view of substituting availnble excess 
property in lieu of new procui·ement. 

3. Require 0. written certification from responsible individuals 
that, for Mch purchase of new property, either no suitable excess 
property was available or available excess property was not used 
for a stated reason. 

4. Require approJ,>riate review and policing of excess property 
utilization in the aId program. 

After the release of our report AID informed us t.hat procedures 
were being devised to insure that missions review forei~n government 
procurement specifications financed with AID funds nnd that missions 
were being required to make and document screenings, in advance of 
procurement, for the purpose of substituting excess property for [>ro
pos('d purchases. AID ~nformed us nlso that periodic reviews woula be 
made re~'I\I'ding the adherence to the excess property screening require
ments of AID procurement policy. 

As pointed out aho\'e, the AID ml~sion in Colombia had not obtnined 
information showin~ specifically what had been or was to be imported 
by Colombin. with AID nonproject loan funds 01' the extent to which 
such imports WCl'C for Colombin's pri\'ate sector. Also we w('re unable 
to find evidence that ~eriodic reviews had be('n made by AID/Wash
ington of the mission s adherence to AID excess property utilization 
requirements. 

We brou~ht this matter to the nttention of the mission in September 
1067. In November 1967 the mission director inforlll(ld us that the 
mission and the Colombian Gm'ernment had discussed and worked 
out a practical procedure to insure optimum utilization of excess 
property in connect.ion with AID nonproject loans. lIe informed us 
also thnt the procedure would attempt to insure that. a maximum 
amount. of Government procurement outside nonproject loan assist
ancc take the ami lability of U.S. excess property into consideration. 
In this r('gnrd the Colombian Government furnished the mission infor
mation showing that about. $50 million in new procurement had been 
mnde by governmental ent.ities in Colombia during the first 8 months 
of calendar yen.r 1967, of which $1.9 million was financed with AID 
nonproject assistance loan funds. 

F. NEED FOR OTHER IlIlPROVEMENTS IN AID MANAGE?tIENT 

Our review indicated certain weaknesses in AID management in 
other Ul'<'as. These weakness(ls, which are discussed in det~il below, 
include the.application of a disproportionately small amount of audit 
effort t.o non project activities, the delay in collectin~ reimbursement 
for ineligible procurement, and the relative lack of success during 
the Alliance of AID strategy for securing other bilateral nssistance 
donors to Colombia. 
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1. Lhnited audit effort on nonproiect l18si8tance activitie8 to be 
increased 

During fiscal years 1963 through 1967 the mission applied a dis
proportionately small amount of Its available internal audit effort on 
non project type of assistance. The mission director infonned us, after 
we Drought this matter to his attention, that the amount of audit effort 
to be used for nonproject assistance matters in 1968 will be substan-
tially increased. . 

AiD records, as summarized in the following schedule, show that, for 
fiscal years 1963 through 1967, only about 12.4 percent of the total 
mission audit effort wns expended on AID nonproject assistance, al
though such assistance constituted more than one-half of the total 
nssistance for which the mission had audit responsibility. 

Man·months Percent or Amount or Percent or 
Type or ISslstance or Iud It ludlt effort assistance assistance 

ellort applied (millions) 

~~l~~~~t::::::::::::::::::::::::::::::::::::::::: 27.8 12.4 1$205.0 51.5 
85.6 38.3 58.7 14.7 

Public Law 480 ••••••••••••••••••••••••••••••••••••• 72.3 32.4 8Q.4 20.2 
Other .............................................. 37.8 16.9 54.2 13.6 

Tolll. ....................................... 223.5 100.0 $398.3 100.0 

I Does nollnclude the $100,000,000 non project lOin sl,ned In IIscIlyear 1967 ror which there were n. disbursements In 
fiscal,elll967. 

AID records show also that the AID/Washington audit staff has 
not audited the AID nonproject assistance program in Colombia since 
September 1964. In November 1966 the Inspector General of Forei~n 
AsSistance made checks at four Colombian ports and fOWld no dIS
tressed cargo; that is, commodities which have not entered Co
lombia's trade channels within 90 days after arrival in Colombia. 

Mission audit effort expended on nonproject assistance dudng the 
above ~riod was directed principally toward reviewing Colombia's 
system for ~tting AlD-financed commodities out of port warehouses, 
Colombia's complying with AID loan agreements, and assuring that 
appropriate amounts of local currency were deposited. Consideration 
was not given to such matters as (1) the relative priority or essentiality 
of Colombian imports, (2) the degree to which specific commodities 
were stockpiled as a hedge against mflation, (3) the adequacy of mis
sion controls to insure optimwn utilization of available excess prop
erty in lieu of new procurement, and (4) the overall adequacy of the 
mission's arrival accounting system. 

In response to our inquiry the mission director pointed out that the 
mission audit program represented only one aspect of the mission's at
tention to nonproject assIstance activities, and the AID ~roject and 
Public Law 480 food program activities required more audit effort for 
adequate coverage than aid the more homogeneous nonproject pro
grams. He also infonned us that the mission planned to use over one
half of its 76.5 man-months of audit effort in 1968 on the AID non
project assistance progrnm. 
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(a) Agency comments 

AID in its comments dated March 19, 1968, informed. us that it was 
currently conducting a comprehensive survey of audit activities in 
connection with AID·financed program assistance worldwide and that 
the Colombia program was being tlioroughly reviewed as a paN of this 
survey. 
~. Delay in collecting reimbursement for ineligible procurement 

We found that AID had not initiated action to collect about $161,077 
from the Colombian Government for ineligible procurement under t.he 
$60 million fiscal year 1963 AID nonproject loan. However, after we 
brought this matter to AID's attention, a bill of collection was pres· 
ented to the Government for the subject amount. 

In reviewing the evidence of procurement submitted by the Govern· 
ment of Colombia between December 1962 and April 1963, in connec· 
tion with a $13 million cash advance under the $60 million nonproject 
loan made to Colombia in December 1962, we found that AID had 
determined that documentation representing procurement totaling 
$161,077 was ineligible under the terms of the Joan. However, a bill of 
collection for this amount had not been issued b! AID. We brought 
this matter to AID's attention in August 1967 so that AID could issue 
an appropriate bill of collection and could check its procedures to as· 
certain whether this delay was an isolated oversight or represented a 
weakness in its procedures. AID presented a bill of collection to the 
Government on January 17, 1965-a few days prior to the expira· 
tion of the statute of limitation for the filing of a refund claim. 

Agency officials informed us on March 27, 1968, that the Colombians 
agreed to reimburse AID the $161,077 by June 16, 1968. 
3. Limited AID success in securing other bilateral aBsUJtance donors to 

Oolmnbia 
Available data shows that relatively little assistance has been pro

vided to Colombia by other donor countries during the Alliance·for· 
Progress period, although a major U.S. objective has been improve· 
ment in the amounts and terms of such assistance. 

U.S. policy is to work with other free-world aid· donor countries to 
encourage increased amounts of aid to develo,ping countries with ap
propriate terms consistent with the debt-servicmg capacity of individ
ual recipients. AlD is to act as a catalyst to stimulate others to pro
vide aSSIstance to the developing nations. 

Information provided by AID shows that only three loans have 
been made by foreign governments to Colombian governmental en
tities during the AllIance·for·Progress period, amounting to the equi· 
valent of $7.4 million, as outlined below: 

Lender Borrower Year Amount 
(millions) 

N.therl.nds •••••• __ ••••••••••••••••••••••• _ Centr •• 'nYernmenl...................... 1964 $1.4 
G.rm.ny •••••••••••••••••••••• : ••••••••••••••••• do...... .•.•.•••..••.•.....•••••••• 1966 5,0 

Do ••••••••••••••••••••••••••••••••••••• Local'ov.rnm.nt..... ••••••••• ••••••••• 1966 1.0 

10....................................................................................... 7.4 

In addition, according to a special study by AID, nine European na-

28-6200-89-64 
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tions and Israel dUrill~ 1965 t>rovided Colombia with a total of about 
$1.l; million in techmcal assistance. Data was not available on the 
amount of technical assistance, if any, provided to Colombia by these 
or other' country donors in other years. 

An AID $10 million project loon for a Colombinn private investment 
fund was justifioo, in part, on the basis that it would constitute power
ful pressure on ot.her potential lenders, such as the European coun
tries and Japan, to mnke funds available on suitable terms to the PIF 
for foreign exchange. In this regard the $5 million lonn from Germany 
in 1966 was for Colombia's PIF. 

AlD has <Hennined that participntion by other go\'ernments in 
assistance to C.,lombia has been small mainly because of unfavorable 
tenns o.nd the lnck of planned projects in Colombia. In this regard 
the mission informed us, in November 1967, that smaller aid-giving 
countries frequently prefer to extend nssistance to the developing 
countries by menns of the international lending ngencies in the form 
of quota subscriptions, purchnso of bonds issued by these agencies, and 
creation of trust funds. We were also informed that European coun
tries, d 'Iring the period 1964-67, were reluctant to proceed. with 
increased development assistnnce for Colombia because of the IBRD's 
reluctance to endorse Colombia's development program due to 
inadequacies in Colombinn financial policies and the lack of sufficient 
projects for financing. 

IX. GENERAL AOENCY COMMENTS AND OUR EVALUATION TIIEREOF 

In its comments dated March 19, 1968, and in additional comments 
presented on April 19, 1968, AID made the following statements con
cerning accomplishments of the Colombian Government during 1967: 

It Is unfortunate that the GAO Inve8tlgatlon was not begun geveml months 
later, becauRe the timing made It difficult to take Into consideration the ex
ceptional performnnce of President Lleras Restrepo's admlnlstrwtlor. during 
1961. • • • A leading Internn,tlonal agency Indicated that the principal concluflion to be 
drawn from Its revll'w of Colombia's economic performance In 1001 Is that after 
a year and a hnlf In office, the present Governml'nt Is fulfilling the high expecta
tions hl'ld In Colombia and abroad for much needed Improvements In economic 
polley design and Implementation. This Institution found that Colombia's record, 
together with the Improved balance of payments management fiSCllI achieve
ments and rnpldly rising Investment expenditures, give ()romfse of a high rwte 
of growth. 

The review of a lending regional organization complimented ,the Government 
of COlombia on Its good use of fiscal, monetary, and exchange policy during the 
year. The organization's recommendations Included continued new external 
financing In 1009 with an Important poJ:!tlon of this amount required In the 
form of non proJect lending. 

Also, AID stated that our report detailed arens in which the per
formance of bot.h the Colombinn and AID programs can be improved 
and stated that thig contribution is not to be minimized. AID, however, 
commented that shortcomings in the basic approach and the style of 
presentation resulted in an unnecessarily negative apprnisal. AID's 
specific comments concerning each of these matters nre outlined and 
eVR.1uated below: 

AID comments.-Regnrding our basic approach, AID, in effect, 
stated that: 

-AID nonproject assistnnce to Colombia should not be measured 
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against Alliance and AID-established or AID-supported goals 
but instead should be evaluated against t.he validity and success 
in achieving certain central aims. AID identified t.hese central 
aims as II. relatively few but central Colombian policy and per
formance measures relating to monetary and fiscal actions, invest
ment programs, and balance-of-payment 'policies. 

-Increased emphasis should be given to the Impressive performonce 
of the current Colombian admmistration, which has boon in office 
since August 1066. 

-Most of the four proposals made to the AID Administrator have 
have been AID practice for some time. 

Evaltuation.-AID's first comment above raises the bn.sic question: 
What is the best or most appropriate method for measurinf the sacceSB 
of AID's nonproject assistance program in Colombia ~ A D contend:,; 
that the success of its assistance should be evaluated against the vtl.iidity 
and success of soouring Colombian performance with respect to II. rel
atively few but central development policies and practices. We do 
not agree. AID's nonproject assistance to Colombia during the Alliance 
has been directed toward the economy as a whole. The basic purpose 
of, and justification for, this assistance was to permit Colombia to 
attain an increased level of economic and social development and 
specific Alliance ancl AID goals. 

To consider the success of AID's assistance to Colombia as AID sug
gests, exclusi,'el:y in terms of whether Colombian performance has 
been achieved ,,:Ith respect to a relatively few central policy actions 
and measures, without considering or assessing the extent to which 
snch performance has resulted in improv('ment in Colombia's economic 
or social progress, is not only contrary to the implication of AID's 
public pronouncements but is tantamount, in our opmion, to attempting 
to assess the etl'ecti,'cness of a strategy without evaluating the success in 
attaining stated objectivcs achievcd by that strategy. 

The ultimate AID purpose of securing Colombian performance with 
respect to its development policies anci practices is to correct causes 
t.hat have been determined by AID to be adversely affccting Colombia's 
attainment of a greater degl'ce of economic and social progress-the 
joint ana overall Colombian, Alliance, and AID goal. Thus, in our 
opinion I,he validity of, and AID's success in attempting to achieve, 
such policy changes al'e innate to and reflected in the degree to which 
Colombia's eeonomic and social progress has met established goals. 

As II. means of assessing the relative improvement in Colombia's eco
nomic and social {lrogress during the Alliance, we utilized II. trinal 
approach-as outlined in AID guidanoo-which involved analyzing 
both Colombia's aggregate and sectorial pro~ress against its past prog
ress, against self-establisllPd goals, und agamst the comparative prog
ress of other countries in somewhat similar circumstances. The extent 
to which euch measure was used depended, in large palt, on the relia
bility and comparability of amilable data. As a part of such analyses 
we identified, and measured the progress made during the Alliance 
toward, specific Alliance and AID goals. 

W'ith I'espect to AID's comment that sufficient emphn.sis is not 
given in our reJ.lort to the impressive performance of the current Co
lombian admimstration, we have incorJ,lorn.ted into our report addi
tional data made available to us by AID m March 1968, with respect to 



this performance. It should be noted, however, that our report contains 
information on a number of specific Colombian Government actions 
taken during 1967 favorable to Colombian development. For example, 
we discussed several actions taken by the Government for the purpose 
of increasing exports and we pointed out that in March 1967t Colom
bia. eliminated the artificial petroleum exchange rate and that mdustry 
officials reported that this action would give a real boost to petroleum 
investment in Colombia. We believe the real test of these and other 
actions taken by the current Colombian administration will be in terms 
of the future results that they produce. 

AID's final comment above points out that most of the fonr propos
als that we made to the AID Administrator have been AID practice 
for some time. We have included an evaluation of AID's specific com
ments, with respect to each of our proposals in section X.B. 

AID c01nment.-With respect to the style of our presentation, AID 
stated that, although we included its views on most of the mattl'l'S dis
cussed in our report, certain of our conclusions remain unaltered in 
the face of modifying explanations by AID. In support of this state
ment, AID cited that its explanation relating to Colombia's nonl'ssen
tinl imports-to the effect that such imports represented less than 3.7 
percent of total Colombian-financed imports-was included in ollr 
report but that, ne"ertheless, we faill'd to modify an original statement 
on the matter. 

Eval'llation.-First, it should be noted that our report contains no 
conclusions with respect to this matter. Our report does, however, in
clude data showing the extent to which Colombian-financed im~rts 
during the Alliance have been classified by AID as bein~ nonessential. 
Our report includes also AID's explanation that such lmports repre
sl'nted only II. small percent of totn.l Colombilln-financed imports. 'Ve 
did not delete this factun.l data from our report, because we believe it 
educes a basic question of whether AID does or should condition its 
assistance on agreed-to limits of such imports in recipient count.ries 
such as Colombia, where such imports, although they represent only 
a small percl'nt of total imports financed bv the countrv. do repr('sent 
an amount equal to a. significant proportion of the AiD commodity 
assistance provided to the country. In Colombin. such imports from 
January 1962 through .ruly 1966 represented an n.mount e~llal to 38 
percent of the $205 million of AID Honproject or commodIty assist
ance provided to Co~ombin. during April 1962 through September 
1966. 

Aid rmmnent.-AID requested that we publish II. ('ondl'nsed version 
of mission responses to 31 of the different matters raised during our 
review and included in this report. AID also requested that we include 
the Agency's letter of December 21, 1967. to the Comptroller Gl'nernl, 
which contained AID's comments on an earlier GAO report on AID 
development projects in Colombia.l 

EvalJuation.-We do not believe that the inclusion of the subject 
mission responses would serve any practicable or useful purposl', smce 
we hn.ve taKen these l1\.sponses into account, where appropriate, in pre
paring this report. After analyzing the .A~ncy letter of December 21, 
1967, we concluded that, becn.use of the combined length of the subjE'ct 
Il'tter and of our analysis of the letter it would be more practicable 

J GAO report, 8-161882, date4 Sept. 21, 1981. 
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to make these documents available upon request to the committee or 
other interested parties as separate documents. 

X. CONOLUSIONS AND PROPOSALS 

A. CONCLUSIONS 

Colombia's unusual potential for growth and development has long 
been recognized by AID and other international lending aKencies. 
Nevertheless, as shown by the preceding sections of this reporthColom
bia's economIC growth and SOCIal progress during the Alliance as been 
substantially less than planned because of, in large part, problems 
encountered in Colombia's own self-help performance. 

It should be noted, however, that the failures and shortfalls of the 
Alliance in Colombia tend to be specific and conspicuous, although 
the successes may be diffused and less tangible. The very fact that 
technical assistance has been provided at a cost of about $30 million 
and about 2,000 Colombians have received training under AID auspices 
during the Alliance is certain to have improved, to some degree, 
Colombia's structural capacity for economic development. 

Economic growth, to a large extent, is a function of investment, 
and the most Important ingredient in investment is capital. There are, 
of course, other essential ingredients involving human and institu
tional factors, such as honest administration, managerial and technical 
skills, and entrepreneurial initiative. Foreign assistance performs dual 
economic functions. It adds to the total resources available for develop
ment and, at the same time, provides additional financing for imports. 
In its first aspect, aid is a supplement to taxation and prIvate savings. 
In its second aspect, aid is an alternative to increased exports or 
reduced imports. 

A developing nation may obtain capital for development, internally 
through increased domestIC savings and expanded trade surpluses or 
externally through loans and grants or private investment from other 
countries. In a developing country, the external debt service burden's 
becoming too large in relation to the nation's export earnings limits 
t.he amount of external debt the nation can incur and thus may severely 
hamper its development efforts, since the impact of a progressively 
larger proportion of external development loans to a developing na
tion, even those on concessionary terms, will in effect be offset by exter
nal debt servicing palments. This, therefore, necessitates that AID 
development loans lie Judiciously managed so as to promote maximum 
economic development and social progress. 

The objective of AID's nonproject assistance to Colombia has been 
to have a constructive effect upon Colombia's development policies and 
practices and facilitate Colombia's own self-help measures. There is 
little question that AID has done so to some degree during the Al
liance. The real question is whether AID actions have had sufficient 
effect and whether, under the circumstances, AID actions have been 
directed toward proper and priority matters. 

The emphasis on a country's own self-help performance is not only 
an eX.l?ression of the mutualit~ concept but also a recognition of the 
neceSSIty that U.S. assistance be implemented in such fashioR as to 
call forth optimum contribution by the cooperating country to the 
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development process. This difficult objective requires great clarity in 
the statement of AID objectives and agreements firmness in the estnb
lishment of conditions for assistance, and resoluteness in rewarding 
achievement rather than failure. 

We observed, during our revl.cw, that-
1. In II. number of key areas, AID had not made systematic, 

substantive evaluations of Colombia's performance and progress 
affecting Colombia's economic and social develo~ment. 

2. There is a serious lack of basic data in Colombia, and no 
substantial progress has been made during the Alliance toward 
developing a system for gathering and assessing such dnta in a 
timely manner. 

3. AID hns not developed an effective means of accumulating 
and storing its development experience in Colombia for applica
tion and use in developing its future assistance strateg>:. 

4. AID goals nnd targets in certnin areas lacked specificity. 
5. AID has not generally tailored the level of its assistance 

to specific levels of Colombian performance. 
6. No management reviews have been made, by knowledgeable 

- internal or external officials having no direct responsibility for 
administering the AID program in Colombia, of the overall ade
quacy and effectiveness of AID strategy for n.chievin~ United 
States and Alliance developmental objectives in ColombIa. 

1. Agency comments {l;TId our evaluation thereof 
AID, in its comments dated March 19, 1968, nnd ndditionnl com

ments presented on April 19, 1968, infol'med us thnt its nonproject 
assistance approach in Colomb in. was soundly conceived; thnt AID 
non project lending from the beginning of the Alliance in Colombia 
hn.d progressively concentrated attention on attainment of relati·rely 
few Dut central objectives related to monetary and fiscal actions, invest
ment programs, and balance-of-payments policiesband that, n.s a result 
of this concentration, there then existed a better asis for Colombia's 
achieving a higher rate of economic growth which would enable Co
lombia to give complementary attention to agricultural development, 
educational reform, nnd other needed institutional changes. 

AID pointed out that it, as well as certain prominent int{lrnationnl 
ngencies, had found Colombia's performance during 1967 to be im
pressive enough to merit support of Colombia's plan to obtain sub
Rtnntial external loan commitments in 1968. In this regnrd AID stnted 
that it was unfortunnte thnt the GAO review hnd not begun several 
months later because the timing mnde it difficult to tnke into considern
tion the exceptional performnnce of President Lleras Restrepo's ad
ministration during 1967. 

We believe that AID's current assessment-that its nonproject ns
Ristnnce strategy, which during the Allinnce hns concentrated atten
tion on a few central country performnnce and Eolicy objectives, has 
l'Psulted in creating a better basis for Colombin s nchieving n higher 
rate of economic growth and socinl progress in the future-must be 
"valuated in light of strikingly similar assessments mnde by the 
Agency each yenr since 1963. Notwithstnnding these enrlier assess
ments, Colombia's (lconomic growth and social progress each year was 
both considerably less than had been planned nnd substantially less 
than hnd been determined by AID as being within Colombia's capa-
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bility of achieving under the circumstances. Moreover, available AID 
experience and criteria show that the achievement of the AID ob
jective of a greater degree of Colombian economic growth and social 
pr0lP'ess depends, in large part on broad and complex factors. 

Smce the beginning of the Alliance, AID's actions, or the effective
ness of such actions, with respect to many of these factors have been 
minimal. A case in point--one of a number which are discnssed in 
section VII in this report-is the factor of domestic savings. AID 
criteria provide the concept that the success of a country's economic 
development effort depends on, among other things, the amount of 
~esources it can mobilIze; that self-help measures ml~y be required to 
ll1crcnse the sUI?ply of SCltrce factors such as capital; and that 1\ 
a country desirll1g to increase its supply of capital must save for 
development purposes as much as it can of its natiollal income by 
instituting measures to increase savings and limit consnmption. ' 

As early as 1963 AID determineci 4hat Colombia's snccess in meet
ing Alliance goals was dependent on her ability to mobilize increas
ing amounts of domestic resources for develol?ment. As shown in sec
tion VII.B, Colombia's averarre annual margmal savings during the 
first 4 years of the Alliallce ((lata for 1966, the fifth year of the Alli
ance, was not available to AID at the completion of our review in 
November 1967) was a negative 4.7 percent, a very substantial decreaso 
from the average pre-Alliance (1957-61) marginal savings rate of 
24.S percent and far short of the AID minimum goal of 20 percent. 
Nevertheless, AID, since the beginning of the AIIian('.e, has not reached 
a mutual agreement with the QQvernment of Colombia on annnal sav
ings goals or on a set of policies and a strategy directed toward 
attaiull1g such goals. 

Since Colomblll's economic growth and social progress-and thus 
the attainment of AID objectiVes in Colombia-is aerendent on II. 
broad range of self-help factors, we believe that AID s strategy of 
concentratmg its attentIOn on a relatively few such factors is ques
tionable and deserves reassessment. The fact that Colombia's per
formance during the first 5 years of the Alliance has reflected prob
lems with respoot to a number of such factors reinforces this belief. 

It is for precisely these rCllSons that we have proposed that the AID 
Administrator require the overall effectiveness of AID a~istnl1ce st1'llt
egy in Colombia to be reviewed, at appropriate intervals, Ly knowl
edgeable internal or external oflicials who have no responsibility fOl' 
management of the program. AID advisod us that. it snpports this 
recommendation with the proviso that any reports issued as a conse
quence of snch reviews fully reflect the views' of AID, present a bal
(lUccd picture of the prog1'llm in Colombia, and employ a framework 
of analysis capable of reflecting the complexity of the dm'elopment 
process. 

AID, in its comments, has noted that it has a small oJ.lerations eval
uation staff attached to the Administrator's office, whose function 
has been to carry out the kind of objective review recommended. AID 
advised us, however, that the number of country reviews which this 
staff can conduct in any particular year is limited by the staff avail
able. As pointed out earlier, the AID Operations Evaluation Staff 
informed us that it had never performed any reviews of the AID pro
gram in Colombia. 
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In addition to the proposal discussed above, we made three other 
projlosals to the AID Adniinistrator. AID's comments concerning these 
additional proposals are outlined and discussed below. 

For ready reference, all four proposals are outlined below. 

B. PROPOSALB 

Acco~II, we pro~ that the Administrator, Agenoy for Inter
national Development, take the actions necessary to-

1. Insure that substantive evaluations are made on a systematio 
basis of Colombia's performance and progress in eaoh key area 
affecting its economic and social development. 

2. Develop alternative annual levels of assistance for Colombia 
tailored to specific levels of Colombian performance. 

3. Develop a method of incremental funding whereby the release 
of AID assistance is conditioned on, and proportionate to, specifio 
improvements in Colombian performance. 

4. Require that the overall effectiveness of AID assistance strat
egy in Colombia be reviewed at appropriate intervals by knowl
edgeable internal or externd offiCials who have no responsibility 
for management of the program. 

1. Agency commumts and our eva7uation thereof 
Our first propoa&.l to the Administrator was that he take the action 

necessar,Y to insure that substantive evaluations are made on a system
atio blLSls of Colombia's performance and progress in each key area 
nffecting its economic and social development. AID, in its comments, 
stated tnat such evaluations had already been carried out as an essen
tial part of its annual program reviews, its nonproject loan nego
tiations, and its periodic reviews held before each tranche release. 
AID stated also that the records of these reviews are extensive and 
detailed. 

On the basis of our review of the records evidencing not only the 
above-mentioned reviews and negotiations but also all other related 
and supporting documentation made available to us, we cannot agree 
that AID has made systematic and/or substantive evaluations of Co
lombia.'s performance and progress in each key area affecting its eco
nomic and social development. 

In connection with a number of the matters presented in this report, 
we have discussed arens where AID has not made systematic ana/or 
substantive evaluations. For example, in the area of land reform AID 
has been unable to find or furnish us any evaluations made during the 
Alliance of the overall progress being made to transform Colombia's 
inequitable lard tenure structure, altliough land reform is a basic and 
specific goal 0: both AID and the Alliance ~n Colombia, toward which 
AID has invested many millions of dollars. 

As pointed out earlier, responsible AID officials, in response to our 
request for AID's annual or leriodic evaluations of the extent of 
progress toward the AID and lliance goal of land reform, informed 
us that AID evaluations regarding lana reform had focused on the 
progrElSS of specific agriculture related projects rather than on the 
overall progress of land reform in Colombia. Other similar examples 
have been discussed. 
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Intrinsic to this problem is th~ serious lack of basic data in Colom
bia. Such data is necessary for evaluating Colombia's developmental 
progress, for evalua.tin~ the effectiveness of Colombian performance, 
nnd for developing a basIs for fonnulation by both AID and the Colom
bian Government of rational policy decisions and strategy regarding 
Colombia's development. It was our observation that no substantial 
progress had been made during the Alliance toward gathering such 
data or toward developing a method for systematically gathering and 
assessin~ such data on a tImely basis. The problem of msufficienfbasic 
data, as It relates to specific matters presented in this report, has also 
been discussed. 

Our second proposal to the Administrator was tha.t he take the 
Ilction necessary to develop alternative annual levels of assistance for 
Colombia tailored to specific levels of Colombian performance. 

In response to this proposal AID stated that it does closely tailor its 
level of assistance to the performance of recipient Governments. In this 
regard AID stated that 10 1965 it did not release the tranche of a non
project loan. 

We are unable to agree that AID has tailo,ed its level of assistance 
to Colombia to the level of Colombian self-help performance. We found 
no evidence that AID had either developed or implemented alterna
tive annual levels of assistance for Colombia tailored to specified levels 
of Coiombia's self-help performance. We did find that AID had not 
established specific self-help performance goals with respect to a 
number of matters generally recognized by AID as being of paramount 
importance to Colombil).'s development. 

With respect to AID's comment that in 1fJ65, it did not release the 
tl'llnche of a nonproject loan, we believe that this comment must be 
considered together with the following facts. 

The subject tranche which AID did not release to Colombia involved 
the last $10 million of a $45 million nonproject loan made to Colombia 
on July 13, 1964. This $45 million loan was the second of two loans 
totaling $60 million made to Colombia during 1964. The release of the 
final $10 million was scheduled to follow certain general Government 
announced self-help measures. The measures were not accomplished. 
AID informed the Colombian Government on December 15, 1965, that 
this $10 million tmnche would not be released and the $45 million loan 
was subsequently reduced to $35 million. This resoluteness, however, 
WItS llullifipd to some extent, in our opinion, because of the concurrent 
provision hy AID of a $65 million nonproject loan to Colombia on 
])ecember :!2, 1965, $10 million of which was made available on Jan
uury 13, 1 U66. 

Relevant to the above proposal, AID has stated that the object of 
its assistance to Colombia is to provide resources additional to those 
Ilvailable to Colombia in order to accelerate the process of develop
ment. In t.his regard AID has pointed out that t.he level of U.S. assist
ance to Colombm is based on long-term projections of Colombia's bal
ance-of-payments situation and is intended to fill a gap between foreign 
exchange expenditures and receipts which exists as a direct conse
quence of development efforts. AID has stated also that Colombia's 
self-help performance is manifest in a higher ~rowth rote, which may, 
but does not necessarily, imply a larger foreIgn exchange gap. 

Our third proposal to the Administrator was that he take the action 
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necessary to develo{) a. method of incremental funding whereby the 
release of AID assIstance is conditioned on, and proportionate to, 
specific improvements in Colombian performance. 

AID infonned us that it would be difficult to develop and negotiate 
a. method of proportional funding but stated that the proposal had 
sufficient merIt to warrant further consideration. AID also pointed 
out that its practice had been to release nonproject loans in increments 
or tranches, releasing all of a tranche if indicators were generally 
satisfactory, none if they were not. 

XI. MATI'ERB FOR C01l[1III1TEE CONSIDERATION 

AID did not agree with our proposals that substantive evaluations 
are needed in many areas and that AID should develop alternative 
nnnuallevels of assistance for Colombia tailored to specific levels of 
Colombian performance. AID took the position that substantive eval
uations were already carried out. We have not agreed that they have 
been, and we have pointed out a great number of areas where they 
weronot. 

Furthermore, we do not believe AID has developeclan annual level 
of assistance for Colombia tailored to specific levels of Colombian per
formance as previously discussed. The failure to do so, in our opinion, 
is contl'llry not only to its own stated policy and pu blic pronouncements 
but also to prudent management and, thus, deserves reappraisal. 

Because of the fundamental importance of these two matters to the 
effectiveness of the AID progrnm in Colombia, we are highlighting 
these matters for the committee's further consideration. 

XII. SCOPE OF REVIEW 

Our examination consisted principally of a review of the financial 
Ilnd related management prnctICes followed by AID in developing nnd 
administering its non project assistnnce program for Colombia, with 
particular regard to their consistency with basic United States and 
.Alliance for Progress objectives. Our examination included analysis 
of Colombia's economic growth, social progress, and self-help perform
ance and analysis of the extent to which AID identified, and developed 
a strategy to effectively alleviate, key factors hindering Colombia's de
velopment during the Alliance. 

Although we have been concemed primarily with tIJC administrntion 
afforded non project programs during the Alliance for Progress, 01' 
since 1961, our examination necessarily, in some instances, has mcluded 
A. review of AID project-type assistance, and has extended into prior 
periods, due to the nature of certain identified Colombiun structural 
problems. 

We reviewed policy papers, strategy stntements, program docu
ments, reports, correspondenc~ and other pertinent records availnble at 
AID and the Department of ::;tate headquarters in Washington, D.C., 
and at AID's overseas mission nnd the U.S. Embassy in Colombia. 
We also reviewed consultative group, international agency, and special 
private industry evaluations and reports dealing with Colombian de
velopment. 'Ve discussed relevant matters with responsible AID, De
partment of State, and other U.S. Government officials; with repre
sentatives of certain agencies of the Government of Colombia; and 
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with representatives of the Colombian business community. In addi
tion, we visited Colombian port facilities, industrial centers, and 
selected projects implemented with local currency resf>urces generated 
by AID lionproject programs. 

Our field work was substantially completed in November 1967. 

XIII. API'ENDIXES 

Hon. ELMER B. STAATS, 

,ApPBNDIX A 
U.B. SENATE, 

Oouurrru ON FoREIGN RELATIONS, 
June 6, 1961. 

Comptroller General, General Accounting OjJIoe, 
WaBhington, D.O. 

DUB MH. STAATS: Since 1062 a substantial amount of U.S. assistance has been 
furnished to Colombia by the Agency for International Development under the 
program lending technique for nonproject purposes. In connection with a study 
of the Alliance for Progress which we are undertaking, we request that you 
review and report to us on the administration and management of this program 
In Colombia. We understand that you have recently reviewed the project-type 
assistance In Colombia and have a report In process which will be submitted to 
the Congress shortly. For this reason we are requesting that you currently review 
only the non project-type assistance to Colombia. Colombia was selected because 
It Is fairly representative of tbe Alliance nations. 

We understand that under the concept of non project assistance the program 
objectives arc normally generaliZed and Indirect and thnt the achievement of 
stated objectives and goals frequently depends on a broad and complex range of 
circumstances In which the rate of use and specific content of the U.S. assistance 
may playa relatively minor role. Therefore, since the program In Colombia may 
Inv"lve many value judgments, we suggest that you direct your review toward 
deVeloping an exposition of how the program was conceived and Implemented 
wltlt whatever special analyses you believe useful and appropriate under the 
circumstances. 

It will be most helpful if you can furnish us your report on this matter before 
the end of the year. 

The Administrator of AID Is being notified of this request. 
Sincerely yours, 

J. W. FULBRIGHT, Ohairman. 

ApPENDIX B 

DEPARTMENT Oli' STATE, 
AGENOY FOB INTERNATIONAL DEVELOPMENT, 

WaBhington, D.O., Maroh 19,1968. 
Mr. OYE V. STOVALL, 
Director, International DlviBWn, 
U.S. General Accounting O/flce, 
WaBhington, D.O. 

DF.AB MR. STOVALL: As requested In your letter of January 10, 1068, we have 
reviewed the General Accounting Office draft report entitled "The AdmlniBtra
tlon and Management of Nonproject Assistance to Colombia." Our detailed 
comments on the report are Included as attachment A to this letter. 

We disagree with the General Accounting Office's analysis of the conception 
and Implementation of nonproject assistance In Colombia. 

We believe the program assistance approach In Oolombla was soundly con
ceived to address Colombia's primary Immediate constraint on growth; namely, 
economic policies needed for Internal development and balance-of-payments via
bility. AID program lending operates In a multilateral framework and alongside 
substantial financial assistance by International agencies. There has been good 
progress In selected Colombian policy areas which have been central to our 
purpose. These policies Include monetary and fiscal policy, Investment expendi
tures, and balance~f-payments management. 
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The report of the General Arcountlng Office has pointed out areas In which 
the performance of the AID program can be Improved. This contribution is not 
to be minimized. However, shortcomings In the basic apllroach and In the style 
of presentation both contribute to the unnecessarily negative appraisal. 

First. AID's nonproject assistance In Colombia should be evaluated against 
the validity of and sllecess In achieving Its eentrul objectives, rather than 
measurement against a diffusion of aSlllraUons, goalH, und targets that may have 
been considered desirable for Colombia In l002-{1j, bllt eould hardly have been 
entirely sntlsfil'd. 

Second, the history of program asslsllllnce In Colombia Indicates a U.S. aware· 
npSB of serious polltlcnl, economic, and Instltutionnl dlffirultles and a sensitivity 
to opportunities fur mujo1' stells townrd Colombian stability and growth. Since 
the General Accounting Office re\'lew was begun In mld-1001 there should be 
clear recognition that tIl!' L}pras admlnlstrlltion hilS In Its 18 months In office 
made highly hnpress!\'e progres.'! In achlC\'lng objecU\'es the Colombians and 
WI' agree to be central to nonllrojE'ct assistance. 

Tbh'd, the General Accounting Olllce IIdvances four mnjor rrcommendatlons 
I'I.'lating to country IK'rfol'mance evaluation. tailoring levels of assistance to 
countl·y JX'rformance, Incremental funding, and the l'evlew of program effective· 
IIt'SS by officials not dll'ectly resllOnslble for program management In the country 
concerned. 'fhe drntt rrl'Ol't falls to note, howe\'er, that most of these recom· 
mendatIons hare, In tact, been AID practice tor sOllle tillie, as Is established In 
onr detallell comments enclosed. 

Finally, the style ot Ill'eS{'ntatIon Is such that IlIltially nE'gatlve conclusions 
remuln unaltered by the face ot modifying eXlllanation by AID. Although AID 
comments are frequently (not always) Included, summary and concluding state· 
ments take little or no note ot them. 

We hope that the vlE'wS expressed In our response will be helpful In presenting 
8S compll'te a picture as [lOsslble ot the concept and Implementation of nonproject 
aSNlstance In Colombia. We shall be looking forward to receiving a copy of your 
final report to Senator ~'ulbrlght. 

Sincerely yours, 
H. REX LEE, 

[Attachment A] 

A.OENOY FOB INTERNATIONAL DEVELOP1>IENT COMMENTS ON TilE GENERAL ACCOUN'r
INO OFFICE (GAO) DBAFl' REPORT, ENTITLED "TUE ADMINISTRATION AND 
MANAOEMENT OF NONPROJECT ASSISTANCE TO COLOMBIA" 

Tbe program assistance approach In Colombia was soundly conceived to address 
Colombia's primary Immediate constraint on growth j namely, ('('onomlc IIOlicies 
needed for Internal development and balance-ot·payments viability. AID program 
lending, in policy and financial cooperation with the World Dank and thp Inter. 
national Monetary Fund (IMF), has made good progress toward achieving tholle 
libjectlves which are centro I in Colombia to program assistance. 

Senator Fulbright In his letter ot June G to Mr. Staats recognizes relationshills 
among program objectives, COWl)lex surrounding clrcumstances, and U.S. assist· 
nnce. Decause of these Rame conSiderations, AID program lending In Colombia 
hos progressively concentrated attention on attainment of objectives related to 
monetary anl1 fiscal actIons, Investment programs, and balance-of-payments poli
cies. As a result of this concentration and the policy mellSllres til ken and 1m. 
plemented by the Colombians, all geared toward growth witb progressive flnan. 
clal st'lblllzntion of the economy, there exists a better busls for achieving a higher 
rate of growth. This bosls now enables Colombia to gh'e cOllllllellll'ntnry ottention 
to agricultural development, educational retorm, and other needed Institutional 
changes. In tile light of Its impressive perforlllances during 1007, Colombia con. 
tlnues to merit support In Its plan to obtain the substantial external loan com. 
mltments In lUGS. [AID shares the foregOing evaluation and outlook with promi. 
nent International agencies j the January 1008 review ot a leading regional orga. 
nlzatlon was similarly complimentary of Colombia's fiscal monetary and exchange 
performauce in 1001 and is encouraging for the tature.'] 

ID~~hnnges made os 11 result or Agency comments which were presented to GAO on Apr. 19, 



855 

The multilateral effort in Colombia deserves recognition and emphnsls. Am 
aBBlstance Is within the framework of a consultative group on Colombia to co· 
ordinate the views and activities of sourees of aBSlstance, undel' International 
Bank for Reconstruction and DeVelopment (IBRD) leadersWp. AID Is guided 
by the OIAP review of Colombia and Its recommendations. In brief, Colombia's 
problema and programs receive careful multilateral attE:ntlon and the assistance 
provldctl Colombia by AID and others reflects International judgments on priority 
needs. 

The report of the GAO has detailed areas In which the performance of the AID 
program can be Improved. This contribution Is not to be minimized. However, 
shortcomings In the basic approach and In the style of prebentatlon both con· 
tribute to the unnecessarily negative appraisal. 

First, AID's nonprojcct aBSlstance In Colombia should be evaluated against 
the validity of, and success In achieving Its central objectives, rather than meas· 
urement agninst a diffusion of aspirations, goals and targets that may have been 
considered desirable for Colombia In 1002-1007 but could hardly have been en· 
tlrely satisfied. 

Second, the history of program IlSllstance In Colombia Indicates a U.S. aware
neBS of serious political, economic and Institutional difficulties an·:i !l sensitivity 
to opportunities for major steps toward Colombian stability and growth. Since the 
GAO review was begun In mld·1oo7 there should be clear recognition that the 
Lleras administration has In Its 18 months In office made highly Impreaslve prog· 
reBS in achieving objectives the Colombians and we agree to be central to non· 
project assistance. 

TWrd, the General Accounting Office advances four major recommendations 
relliLiult to country performance evaluation, tailoring levels of aSblstance to coun· 
try perl'l>rmance, Incremental funding, and the review of program effectiveness by 
officials not directly responsible for program management In the country con· 
cerned. '!'he draft report falls to note, however, that most of these recommenda· 
tlons have In fact been AID practice for some time, as Is established In our 
detailed comments enclosed. 

Finally, the style of presentation Is such that Initially negatlve conclusions 
remain unaltered In the face of modifying explanation by AID. Although AID 
comments are frequently (not always) Included, summary and concluding state
ments take no note of them. 

The balance of this statement dools with these four points as concisely as pos. 
sible and Illustrates the lost one with detniled comments on the GAO findings. 

1. OBJEarIVES OF AID'S NONPBOJEOT ASSISTANOE 

The GAO analysis compares Oolomblnn perfonnnnce, sector by sector, against 
previously set goals. This approach accepts uncritically numerous quantitative 
targets of various origin-hemispheric, Colombian and other-and seems to 
assign the achievement In Colombia of ench goal roughly equal weight. DUring 
the years 1002-67 Colombia's political and economic circumstances dictated 
otherwise. In practice, Colombian authorities and AID have learned, In part 
through trial and error, tl18t not all of the 6('rloul'l Colombian problems could or 
should be undert.aken Wltll the same Intensity of effort and that success In se. 
lected areas was critical to social and economic progress In the entire society. 
It has for some time been evident tl18t neither tho Colombian!!, nor we, could 
hope to resolve all prOlJlems simultaneously. 

The development of U.S. nonproject assistance to Colombia In the past 5 years, 
as the record will attest, hlLll as It!! central feature Increasing rel-'Ponslveness to 
Colombian self-help pollcle'l mill perfonnance. These Jlollcle!! and actions form 
Colombia'S program; Colombia's performance on Its program Is the basis for AID 
support. While the program-centered approach ha!! contlnnously heen selective 
among tlte very wide arrny of problem!! confronting developing countries like 
Colombia, expcrlenc(' hnR Indlcawd the deslmblllly of roochlng firm understand· 
Ings on relnth'ely few hut central objeetlves. Thu!! the record will slww a process 
of deliberate choice and, year by year, a reduction In the diffusion of purpose and 
mennR, TIle record will all-lO ~how that t1w standardR of )1<'rfOrnlance applied to 
Colombian programs for action have become Increasingly practical and Intensive. 

AID's nonprojeet nRlllst.nnce during the period nnd<>r GAO review wns relawd 
most directly to Colombian monetary and fiscal actions, Investment programs, 
and balance-of·pnyments policies. AdeqUate performance In t.hls closely connll('tcd 
group of policy areas can In our judgment yield tho means for achieving ~ho 
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sustained growth Colombia needs, the environment in which basic institutional 
and social reform can be achieved, and an eventual viability without assistance 
on concesslonnl terms. It Is slgnillcant that international fioonclal institutions 
active In Oolombln surh II.S the IBRD and IMF have concentrated attention on 
these areas as well. There is, accordingly, close cooperation among the principal 
sources of assistance to Colombia and a consultative group on Colombia Is active 
under leadership of the International Bank. 

We believe that there has been significant Colombian progress In the policy 
areas AID has wlected for primary attention In program aSllbtnuce. Infiatlonary 
pressures represent substantially reduced burdens to wage earners, investors, 
and exporter>!. As expressed by an International agency, tile Colombian fiscal, 
wage, coffee, and monetary policies have been designed to reduce the rate of 
Infiation and thereby !4lpport the policy of continuing exchnnge rate fiexlblIlty; 
this implementation during the past year has already resulted In reducing the rate 
of price Increase in 1007 (about 7 percent) to less than half of that In 1966 
(about 16 percent) ; the 1003 increase was about 33 percent. Public and private 
investment has increased by about 20 percent since 1003. Government revenues 
in 1967 were up to 16.3 percent over 1966 levels [In current terms 1], despite a 
strong decline In collections from customs duties. While coffee Is stili the pre
dominating export, expanding noncoffee exports now add about $120 mllllou to 
foreign exchange earnings annually.' 

Oolomblan nnd other nuthorltles have pointed out deOclencies In Colombian 
agriculture, the educational system, the nation's health services, nnd other areas. 
The Colombians have mnde some headwny In these fields, more thun nppcnrs In 
the conclusions of the GAO report. Given the overall economic progress and a 
favorablo polltlC'nl Il"adershlp, Colombln now proposc'! a comprehensive program 
In the agricultural sector and Is developing a similar approach In education. 
AID plans to respond to well-conceived Colombian Initiatives with non[lroject 
assIstance tailored to sector programs In agriculture and, subsequently, In educa
tion. As In previous program assistance, we would wish to be responsive to Colom
bian programs for fundamental changes In policy, to look to carefully Identified 
Colombian performance, nnd to support such performance ns It occurs." 

2. nISTORY OF PROGRAM LENlJINO AND ACCOMPLISIUIENTS OF LLERAS AlJMINIS'l'RATION 

Ten yenrs of polltleal vloll'nee in Colombln ended with the formntlon by the 
Liberal and Conservative Parties of the National Front In 1l)57-58. The first 
Presldl'nt under the Natlonal Front, Alberto Lllmls Oamargo, who took office 
In August 1958, was development minded. Reorganized extensively Into a more 
effective Instrument for economic nnd social change, the Llerns Camargo gov
ernment hnd eompleted, by the beginning of the AlIlance for Progress in 1001, a 
development plnn conslderNI by the Int!'rnntionnl ngencles and by the U.S. 
Government to be nn ncc!'ptable basis for expnnded economic asslstnnee. 

Structural reforms, undertaken by Lleras Camargo, botll In the G<lvernment 
nnd In the country DS a whole, Included such mensures as the estahllshment ot 
the Agrarian Reform Institute, the establishment of a National Planning De
partment and planning bodies In various governmental ministries, the establish
ment of a series of new ngencles to handle such questions as agricultural re
search, extension, and education, and the first really substantial Increase In 
Government Investment expenditures. 

However, coffee prices had already begun In 1005 wha,t proved to be a long
term downward strend. At the snme time, the relatively suceessful first stages 
of Import-substitution oriented industrialization were creating an ever-rising 
demand for imports of raw materials and semlmanufnctures for further procCBS
Ing. Hence, by the time President Lleras Camargo took office In 1958, the country 
already was beginning to fnce serious balnnce-of-payments problems. Colombia 
subsCl)uently faced a series of devaluations, each of which tended to result in 
large domestic price Increases. 

Early in 1002, the Lleras Carmnrgo government requested balance-of-payments 
assistance from the United States. On April 12, 1962, the first AID nonproject 
loan to Colombia was signed. Since a shortage of foreign exchange to pay for thE' 

1 Changes mado as n result of Agency comments which were presented to GAO on Apr. 19, 
1968. 

I See npp. C for additional Agency comments which wore presented to GAO on Apr. 19, 
1968. 
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Imports the Colombian economy needed for continued growth has continued to 
represent the prlmary Immediate constraint on growth, five ensuing nonproJect 
and program loans have constituted the principal U.S. form of economic assist
ance toward attaining self-sustaining growth In Colombia. 
AocompliBhmentB 01 the LleraB Restrepo administration 

It Is unfortunate that the GAO Investigation was not begun several months 
later, because the timing made It dltHcult to take Into consideration the excep
tional performance of President Llerns Restrepo's administration during 1967. 

A leading International agency Indicated that the principal conclUSion to be. 
drawn from ItE review of Oolombla's economic performance In 1007 Is that after 
a year and a hill In office, the present Government Is fulfilling the high expecta
tions held In Colombia and abroad for much needed Improvements In economIc 
policy design and Implementation. This Institution found that Colombia's record, 
together with the Improved balance-of-payments management fiscal achieve
ments and rapidly rising Investment expenditures, give promise of a high rate of 
growth. 

[The January review of a leading regional organization complimented the 
Government of Colombia on Its good use of fiscal, monetary, and exchange policy 
during the year. The orgnnlzatlon's recommendations Included continued new 
external financing In 1008 with an Important portion of this amount required In 
the form of nonproject lending.'] 

The GOO recovered from a foreign exchange crisis In November 1966, caused 
largely by an unexpected fall In cofl'ee prices, by Instituting basic reforms In the 
management of Its balance of payments and undertaking stringent fiscal and 
monetary policies designed to control Inflation. It released the certificate rate, 
under which most goods were Imported, from Its pegged rate of 13.50 pesos per 
dollar with the result that It depreciated 17 percent to 15.80 j the rate Is now 
used as the basis for export transactions as well. Although Imports have been 
strictly controlled, monthly registrations are being Increased In a deliberate 
effort to provide Increasing Inputs for development. Exports other than coffee 
and petroleum were encouraged, not only by the devalued exchange rate, but by 
a 15-percent tax credit and the establishment ot an export promotion fund which 
provides technical and financial assistance to (lxporters. As a consequence, mInor 
exports Inereased by about 20 percent In 1007. Finally, net reserves Increased by 
$95 million from April 1 to December 31, which was $70 million more than the 
;J:MF had set as a target for the stablllzation program. 

Tho fiscal program was equally successful. In 1007, central government reve
nues Increased by over 10 percent In real terms, a substantial accomplishment 
In the faco of sharply lower customs revenues as a consequence of reduced Im
ports. Direct taxes rose by about one-quarter In real terms, moving the GOO 
toward a more elastic and equltnble fiscal system. A larger current account 
surplus allowed capital outlays to Increase by 38 percent In real terms, with 
no recourse to doficlt financing. As a consequence of this strong fiscal perform
ance and a restrained monetary policy, the cost-of-lIvlng Index rose only about 
7 percent, well belOW the average for rccent years.' 

In 1007 gross natlonal product (GNP) Is estimated to have grown by 4.6 per
cent, In spite of sharply reduced Imports and monetary-fiscal restraint. It Is 
anticipated that Colombian GNP may Increase by 6 percent or more In 1968, 
above the Alliance target of 5.5 percent, and that growth should continue at 
a high level In the next few years.· 

3. GAO RECOMMENDATIONS 

The report concludes with four recommendations which are restated below 
and followed by Agency comments. 

1. "Insure that substantive evaluations are made on a systematic basis of 
Colombia's performance and progress In each key area affecting Its economic 
and social development." 

The evaluations envisaged by GAO are already carried out as essential parts of 
(1) the annual country analysis and strategy paper and AID progrnm reviews and 

1 ChaDges made DB a resDIt of AreDe,' commeDta which were preseDted to GAO on Apr. 19, 
1068. 

• See app. C tor addltlODal AgeDc.Y commeDta which were preseDted to GAO on Apr. 10, 
1068. 



858 

(2) the negoUa tions leading to ~rogram loans and the periodic reviews held before 
each tranche release. The records of these reviews are extensive and detailed, and 
were available to the GAO. 

2. "Develop annual levels of assistance for Colombia tailored to specific levels 
of GOC performance." 

AID does closely tailor Its nJd levels to the performance of recipient govern
ments. Loan agreements are only signed with governments which undertake 
satisfactory self-help programs, while poor pertormance otten forces the 
Agency to withhold either new loans or even disbursements under existing 
ones. 

3. "Develop a method of Incremental funding whereby the release of AID 
assistance Is conditioned on, and proportionate to, specific Improvements In GOO 
performance. " 

The purptise of AID's practice of releasing program and sector loans In tranches 
Is-and has been-precisely to effect Incremental funding: Tranches are released 
only If an extensive joint review shows sntisfactory performance of several 
criteria. However, In Colombia we have not developed a method of proportional 
fundlngs. 

4. "Require that the overall effectiveness of AID assistance to Colombia be 
reviewed at appropriate Intervals by officials who have no responsibility for 
management of the program." 

The Agency supports this recommendatIOn, with the proviso that any reports 
Issuoo as a consequence of such reviews fully refiect the views of AID, present 
a balanced picture of the program In Colombia, and employ a framework ot 
analysis capable of refiectlng the complexity of the development process. 

Actually, AID has had for some time a smnll operations evaluation staff, at
tached to the Administrator's officI', whose function has been to carry out the 
kind of objective review recommended by the GAO report. The number of 
country reviews which this staff can conduct In any particular year Is, of course, 
limited by the staff available for such purposes. 

4. DETAILED COMMENTS 

In preparing Its report, the GAO followed a procedure which Inevitably em
phasizes the negative aspects of Colombian development and AID's part in It. 
A generally unfavorable discussion of each Issue by the GAO Is fOllowed by 
comments of the miSSion. The tone of the GAO portion Is authoritative, while 
the mission's rebuttal Is presented as mere opiniOn. lIIoreover, the summary and 
concluding pages refiect nothing of the more favorable aspects pointed out by 
the mission. And In many cases the mission's views were omitted altogether 
from the text. Had the authors of the report Incorporated the mission's view In 
their own presentation and reflected these In their conclusions, the result would 
have been n more balanced picturE' of thl' Colombian progmm. 

What follows Is an attempt to lllustrate the ways In which the GAO has dis· 
torted the picture. It has not been possible to do an exhaustive trOllitment in 
the time available and the Agency would prefer that the GAO publish a eon
densed version of all 31 mission replies to the original 31 GAO memorandums. 
However, examples cited below covel' a number of key Instances in which unbal
anced analysis contributed markedly to the negative tone of the report. 
A. Agrloulture 

... • • we believe that It Is Incumbent on AID, prior to formulating future 
assistance programs, to (a) specifically Identify, mutually with the GOO, the 
key policy, poLltlcnl, social, physical, and other factors limiting Colombia's 
overall agricultural growth; and (b) devise a program strategy conditioning 
AID assistance on specific Improvements In such factors and conditioning AID 
commodity financing on the GOO's securing mutually agreed on levels of inputs 
Into the agricultural sector." 

AID has encouraged the Colombian Government in Its current etl'orts to re
organize the Institutional complex responsible for agricultural policy. A far 
more streamlined pollcymaklng apparatus Is emerging. The Government Is pre
paring a comprehensive plan for the agricultural sector, which will become the 
basis for possible future AID assistance to that sector. The loan also empha
sizes Increased Inputs, especIally of fertilizer and pesticides, to the agricultural 
sector, a point discussed by the GAO. Further, the report does not give sufDc1ent 
credit to the U.S. AID/Colombia for the following accomplishments In the agri
cultural sector: 



859 

(1) The support ot a Hvestock bank (Banco Ganadero) and the moblll· 
zatlon of the GOO's own resources to caplbtllze It. 

(2) The establishment of an effective supervised credit program which 
serves approximately 11,570 borrowers a year and returns about 2.10 
pesos for each peso loaned! 

(3) The establishment of a long·term training program with the Univer· 
say of Nebraska. 

"As Indicated by the facts obove, INCORA-the Colombian agency respon· 
sible for land reform in Colombia-has achieved a degree of success In Its 
various activities but has not, In the aggregate achieved any appreciable soc· 
cess In effectively transforming the maldlstrlbutlon of land In Colombia." 

The Agency ngrccs with the GAO on the Importance of land reform and wUl 
continue to channel a substantial share of Its assistance to the agricultural 
sector through INCORA. However, the report falls to give sufficient empl.oSsls tu 
the extreme difficulty Involved In changing well-entrenched land tenure pat· 
terns. The GAO also takes Insufficient notice of the relevance to land redl,ltrlbu· 
tlon of Bupervlsed credit, Irrigation, and access roads, Which AID has financed. 
B. Education 

In discussing secondary education, the report fnlls to mention the joint effort 
of the GOO, IDRD, and AID to reform the basic structure of secondary education. 
In part through the establishment of 19 comprehensive high schools. This reform 
represents a significant attaclc on existing deficiencies In secondary education. 
Etrorts are continuing to Insure that the new schools will serve as a nucleus for 
the revision of the entire Colombian secondary school system. 
O. Balance of payment8 

"Along with a rising external debt service burden, Colombia has experienced 
a decline In Its forclgn assets." 

First, a rising debt scrvlce burden Is not In Itself a bad thing, since debt service 
18 expected to rise a8 countries borrow In ordcr to accelerate development. The 
Important question Is whether a country Is developing sufficiently to be able to 
reduce the burden In the long run. Second, falling foreign rescrves Is merely 
anothcr aspect of the foreign exchange gap wllich Is, In the case of Colombia and 
the majority of other developing countrlcs, an Integral part of the development 
process. Would the GAO have been more satisfied wltll rising reserves, Implying 
that U.S. aBBlstance Is financing reserve accumulation rathcr than goods Impor· 
tatlon? 

"Our review has shown that the Colombian Government has followed a petro· 
leum policy which has rcsulted In a significant curtailment of Investment In, and 
exploitation of, Its petroleum resources since the Inception of the Alliance for 
Progress." 

As the report Itself notes below, the Colombian Government recently took a 
major step to encourage petroleum production, by Increasing the exchange rate 
for petroleum transactions from 7.67 to 16.25 pesos per dollar. Moreover, ex· 
ploration during the period under review resulted In discovery of the Putamayo 
field, which has been the object of large Investments, Including construction of a 
major pipeline. This field should come Into protl'Jction In the early 1970's and 
may Increase Colombian production by 50 percent 
D. Saving8 

". • • Columbia's average annual marginal savings rate during Its first 4 
years of the AlIlance was a negative 4.7 percent, or a very sUMtantial decrease 
from the average pre·Alllance (1957-61) marginal savings rate of 24.8 percent." 
• • • The marginal savings rate for [1962-67°] Is [0.06"] which, aUhough very 
low, Is not negative. Although AID explained to the GAO the unrellablllty of 
savings data for Colombia, the GAO made no mention of the tenuous statistical 
base for their conclusions. 
E. FfBcal performanco 

II ••• COlombia's ablllly" to maintain a hJgh level of Investments depends on the 
transfer ot purchasing power from the prlvate 1!CC1:0r to the public sector through 
tax revenues In excess ot that needed to meet the Government ot Colombia's 
operating expenses." 

I See app. C for additional Agener comments whlc:h WeT8 preaented to GAO on Apr. 19, 
1988. 

• Changee made as a result of Ageney eomments whleh were presented to GAO on Apr. 19. 
1988. 
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The Government of COlombia has performed wallin raising Its surplus on cur
rent account from $113 million In 1961 to $170 mllUon In 1966 (In 1965 prices). 
Central Government revenues remained about the snme proportion of GNP In 
1966 as In 11l61, but admittedly started from a low level and should be Increased. 

Moreover, Import duties fell by a third In 11l67, In spite of which total revenues 
Increased. II. · · The table below comparing per capita taxation by the centrol governments 
of 18 Latin American countries shows that Colombia ranked eighth In per capita 
taxntIlon In 1001 and 15th In 1005." 

Most of the tax reforms mentioned by the GAO have been put on a permanent 
basis and are not temporary, as stated.1 

"The following table shows tha t (1) Coillmbln's deficit flnnncing amounted to an 
average of 1,077 million pesos per year during lLe Alliance period of 1002 to 11166 
compared to an average deficit of 301 mllllon pesos per YCfir during the pre-Alliance 
period of 1007 to 1001, anll (2) domestic credit has Increased an average of 19.2 
pereent per year during the first [j years of the Alliance compared to an average 
Increase of 15 percent per year during the [j years preceding the Alliance." 

Deficit financing was eliminated completely In 1006 and 11l67, with excellent 
prospects for avoiding deficits In the foreseeable future.1 

}'. Private invc8tment 
"The overall clLmate In Colombia for attracting private foreign Investment since 

November 1fJOO hns not been reasonably attractive because of oxchange and tradl' 
controls and protlt remittance limitation Imposed by the Government. Throughout 
the Alliance tile cllmnte for attracting Investment In the areas of petroleum nnd 
mining has uot been favorable." 

The Investment climate In Colombia Is considered quite favorable, as evidenced 
by a recent speech In llogolil by David Rockefeller, who urged U.S. Investors to 
consider Colomblnn opportunities. The recent devaluation of the exchange rate 
applicable to petroleum trnnsactlon from 7.67 to 16.2[j pesos per dollar has 
markedly Improved thl' cllmatl' for petroleum companies, as they have acknowl
edged to President Lleras. 
G. Power 

"The goal for electrlcnl power production capacity of 1,800 megawatts by 1965 
was ahort of being met by 13.1l percent, but actual capacity exceeded demand." 

First of all, failure to fulfill a goal Is not necessarily a bad thing: It would 
have been folly to meet the goal since, as the report states, demand was being 
met with less Investment. Also, ehe report falls to note the ImpJlration of Its own 
figures, that capacity utilization Increased by 43 percent from 1001 to 1005, grow
Ing from 2,130 kilowatt hours produced per kilowatt at Installed capacity to 3,050. 
As AID pointed out to the GAO In Its comment on memorandum No. 14, electrical 
power generation Increased by 11 percent a yenr from 1000 to 11l65. 
H. Aid dCB/gn, managcmcnt, and accounting 

(In addition to the points noted below, see fUrther discussion of GAO recom
menda tlons, earlier In this appendix.) 

"AID goals and targets, In many Instancl's, lacked specificity." 
Specltlc, qunntltlve targets as set by the Colombians themselves have become an 

Integral part of program loans to Colombia. 
"AID records show tbat for the period January 1002 through July 1900, the 

Government has utlllzed over $78 mlllion of Its foreign exchange for the Import 
of commodities categorized by AID as being nonessential." GAO hns also Included 
the mission's refutation of this statement, which shows that such nonessential 
Imports represented less thnn 2 percent of total Colombian Imports over the 
period, hardly scandalous behavior. Howev('r, the report falls to modify Its orIgi
nal statement on the matter nnd even Includes the statement, In Its "highlights," 
that "nonessential commodities were Imported." It would have been surprising If 
they had not been; the record hns been quite good.a 

"During fiscal years 11163 through 1967 the mission applied a disproportionately 
small amount of Its available audit e1'l'ort on non·project·tylX' assistance." 

This and other statements on audit procedures and e1'l'ort fall to refiect the 

18ee app. C for additional Agency comments which were presented to GAO on Apr. 19. 
1968. 

1. 8ee app. C for additional Agency comments which were presented to GAO on Apr. 19, 
1968. 
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mission's end-sue audits and considerable testing of import procedures, which 
have revealed no Instance of mismanagement to date and have Indicated that 
AID-flnanced goods were properly arriving In Colombia and entering the economy. 
Currently AID/W Is conducting a comprehensive survey of AID-financed pro
gram asslstanco worldwide. The Colombian program Is being thoroughly reviewed 
as a part of this survey. 

In addition to comments on nonproject assistance, the GAO report includes 
criticism of management of local currency projects referrlng to Us published 
report dated September 1067. 

It negative comments referring to the September published report, which con
cerned six selected projects chlefiy Involving Colombian-owned counterpart pesos, 
are to bo Included In tho final report on nonproject assistance, it Is requested that 
there be Included also the AID comments whiCh Indicated Important points of 
disagreement with the earller project report. Perhaps the best way to achieve 
full consideration of aspects discussed concerning local currency project assIst
ance would be to include In Its entirety the Agency's letter of December 21, 1967, 
to the Comptroller General which contained AID's comments on the published 
report along with its attachment. 

Ml'ENDIX 0 

U.S. GoVERNMENT MEMORANDUM 
MBD. 8, 1008.' 

To: LoUis W. Hunter, Assistant Director, General Accounting Office. 
From : AAjLA-James R. Fowler. 
Subject: GAO draft report entitled "The Administration and Management of Non

project Assistance to Colombia." 
As dlllCussed by members of our staffs, there are certain minor rev1slcns and 

clarIfications which are noted w.lth regard to the Agency's response dated March 
14, 1008, to the subject draft report. These are set forth bE'low In response to a 
request from your staff and are of two categories: (1) adjustments as to word
Ing; and (2) supplementary and explanatory comment. 
1. Wo,.ding 

On page 850, the figure of 16.8 percent Is from an International agency report. 
l\Iorp recent nnd morp COIll-ervntlve fig urI's from thp AID ml'slon In BogotA give 
an Incrcuse of 10.7 percent In current terms but these were not available when the 
reply was written. 

On page 851), the years are 1062 through 1007 using 1007 estimates. The figures 
refer to gross natlonnl savings and are taken from Information developed by 
AID and presented to the Congress for the program for fiscal year 1009. 
S. Oomment 

(a) (Re pn!:'£! 850) Figurps nrp nil tllrollgh 1007, using e~t1mntes for 1{)G7. Note 
that In all cases these estimates are subjcct to change, but represent the best 
data a vallnble nt the time of writing. 

(b) (Re page 856.) Regarding steps In the fleld of health, an International 
organization In a February 4, 1008, report on economic development In Colombia 
during 1007 made the following statement: 

"The Government hns given Increased emphasis to tho Improvement of water 
supply and sewerage facilities. With rapidly growing urban areas, the inadequacy 
of facilities multiplies health problems and Inhibits economic growth. Although 
Investment planning Is adequnte In the larger cltle~Bogotd, Medellin, etc.
substantial Improvement is stili necessary In the medium and smnll cities. Prep
arations are well advanced for a major expansion of the Bogotli water supply 
system; the expansion of sewerage facilities Is already undenvay. Preparation 
of projects and feD!dbility studies are being accE'lerated In medium size cities." 

(c) (He pnge 857.) To show evidence of the favorable trend In reduclng 1n1Ja
tlon with resultant Impact on public attitudes, we Include the followIng tabulation 
which shows: (1) the monthly worker's cost of 11 ving Index tor 1007 and (2) the 
monthly exchange rate for the peso In 1007. ThIs comparison demonstrates how 
gradual devaluation In 1007 has succeroed In avoIding sudden and drastic 
Increases In the cost of living. Treatment of exchange rate matters In the press 
Is much more restrained than was the case 2 or 8 years nco. 

I These commeDts were preseDted to GAO OD Apr. 19, 1968. 
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WORKERS' COST OF LIVING INCREASE VERSUS EXCHANGE RATE CHANGE 

, 1967 
Costolllv· 
Inllndex ExdIlnle 

(1954-55-100)' rail 

~!~~?::::::::::::::::::::::::::::::::::::::::::: 
ru~l.~:::::::::::::::::::::::::::::::::::::::::::::: 
i~liiii.:::::::::::::::::::::::::::::::::::::::::::: 
September •••••••••• , •••••••••••••••••••••••••••••• 
Octob.r ••••••••••••••••••••••••• , •••••••••••••••••• 
Novemb.r •••••••••••••••••••••••••••••••••••••••••• 
Decemb.r ••••••••••••••••••••••••••••••••••••••••• 

'Source: Nallonallndlces 01 Consumer Prices. 
I Cumulallv. Irom December 1966. 

354.9 
356.4 
360.4 
361.8 

.364.1 
370.8 
370.8 
369.9 
370.9 
373.8 
376.2 
378.0 

13.50 
13.50 
13.51 
13.95 
14.19 
14.50 
14.72 
15.31 
15.31 
15.53 
15.72 
15.81 

Cumulallve p.rcent Increasl 

Cost or IIv· Elchanle 
Inllnd.x rale l 

0.5 
.9 

2.0 
2.4 
3.1 

ig 
5.0 
5.0 
5.8 
6.5 
7.0 

o 
o 
o 
3.3 
5.1 
7.4 
9.0 

13.4 
13.4 
15.0 
16. 4 
17.1 

(d) (Re page 860.) Fiscal operations of the Government of Colombia 1967 
(enclosure to Embassy A-572 of February 23, 1008) Une V shows Gi)vernment 
cash surplus of 54.2 In 1006 (254.2 adjusted for INCORA bonds), and cash deficit 
of 243.1 In 1007. Lines VIII and IX show no net central Government borrowing 
from BOR In 1007 or 1000. Lines VI-C and VII-B show no net borrowing from 
Internal private sector In 1007, and 1000 when adjusted for INCORA bonds (be
cause bonds, though shown In Government accounting as receipts from borrowing, 
were not sold, rather they were delh'ered to INCORA). Also lines VI-A and 
VII-A show no net external borrowing In 1000. Net borrowing In 1007 rellects 
usc of Colombian owned counterpart arising from disbursement of AID pro· 
gram loons, which permitted higher Investment budget. Hence there was no 
central Government deficit In 1000--67 except that associated with counterpart 
usc. This remains the exact position taken In Mission reply to the GAO memo 
on the subject. In this regard, w(' again express our preference that the GAO 
publish a condensed version of all 31 mission replies to the original 31 GAO 
memoranda. 

(0) (Re page 850.) The English version of INOORA's 1000 annual report lists 
the number of families participating In the loan plan In 1000 as 11,570. The Span
Ish version of this report, which Is unuvallable In Washington lists the gross rote 
of return as 2.10 pe'iOS for each peso loaned. The 1007 annual report, which is 
available In Washington, lists the 1005 rate of return as 1.80 pesos for each !JI!90 
loaned. The rate of return refers to production not Int('rest on loan. 

(I) (Re page 857.) The figures on Government revenues and expenditures are 
consistent with International agency estimates which were available at the time 
of writing. However, more recent Information from U.S. AID shows the f01l0w
lng, somewhat more conservative, estimatl.'s: (1) eentral Government revenues 
Increased by 10.7 percent In current prices; (2) direct taxes (I.e., Income taxes) 
Increased by 24 percent In current prices; (3) callital outlays Increased by 42 
percent In current prices. 

(u) (Re page 857.) The anticipated Increase In GNP of 6 percent Is a prediction 
mode by the mission, largely on the basis of an Increased fiow of Imports durIng 
1968, made poSl>lble by Colombian Government pollcle'! to promote exports and 
capltnllnllow by foreign assistance. The estimate is based on post performance j a 
leading regional organization shores thi'! favorable outlook. 

(h) (Re page 860.) The figure of "less than 2 percent" for nonesS('ntiallmports 
was derived entirely from information In the GAO report. From the figure of $78 
million were substracted the following items, listed by the mission as being essen· 
tial Imports, although included In the nonessential categories used to build up the 
$78 mlIIion llgure: Cacao. $20 mlIIion; explosives, $5 million j essential oils, $8 
mUlIon. These add up to $30 million, reducing the statl'd estimate of 3.7 percent 
by half. Our exclusion of those three itt'ms Is meant to be indicative only and 
Is not the result ot' precise estimates. However, all such calculations are arbl· 
trary and this Is only meant to question the use of any appa.entIy precise estl· 
mate of "nonessential" Imports as 3.7 percent without a critical appraisal of 
Its meaning. 
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.ApPENDIX D 

OITI0IAL8 l'BDlAmLy RESPONSmLE :rOB ADMINISTBATION O:r THE EcONOMIO AND 
TEcHNIOAL ASSISTANCE PBooRAM :rOB COLOMBIA SINOE 1961 

Tenurl 01 olllce 

From- To-

DEPARTMENT OF STATE 
Secretary or State: 

ChrlsUan A. Herlar •••••••••••••••••••••••••••••••••••••••••••••• ApfIl1959 •••••••••• January 1961. 
Dean Rusk ••••••••••••••••••••••••••••••••••••••••••••••••••••• January 1961 ••••••• Prlsen!. 

Under Secretary 01 State: 
C. Doualas Dillon •••••••••••••••••••••••••••••••••••••••••••••••• February 1959 •••••• January 1961. 
Georae W. Ball •••••••••••••••••••••••••••••••••••••••••••••••••• November 1961 ••••• October 1966 
Nicholas deB. Kallenbach •••••••••••••••••••••••••••••••••••••••• October 1966 •••••••• Prlsen!. 

Assistant Secretary 01 State lor Inter·Amerlcan AHllfland U.s. coordinator, 
Alliance lor Prolress: 

Edwin M Martin •••••••••••••••••••••••••••••••••••••••••••••••• May 1962 ••••••••••• January 1964. 
Thomas C. Mann •••••••••••••••••••••••••••••••••••••••••••••••• January 1964 ••••••• February 1965. 
Jack H. Vaughn ••••••••••••••••••••••••••••••••••••••••••••••••• March 1965 ••••••••• March 1966. 
lincoln Gordon ••••••••••••••••••••••••••••••••••••••••••••••••• March 1966 ••••••••• June 1967. 
Robert M. Sayre (acUng) ••••••••••••••••••••••••••••••••••••••••• June 1967 •••••••••• July 1967. 
Covey T. Oliver ••••••••••••••••••••••••••••••••••••••••••••••••• July 1967 ••••••••••• Presen!. 

Ambassador to Colombia: 
Dempster Mcintosh ••••••••••••••••••••••••••••••••••••••••••••• JunaI959 •••••••••• February 1961. 
Fulton Freeman ••••••• _ ........................................ May 1961 ........... Mardi 1964. 
Covey T. Oliver ................................................. May 1964 ........... October 1966. 
Reynold E. Carlson .............................................. Odober 1966 ........ Presen!. 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

Administrator: 
James W. Rlddleberler .......................................... March 1959 ......... Febru.ry 1961. 
Henry R. Laboulsse .............................................. February 1961 ....... November 1961. 
Fowler Hamilton ................................................ Septamber 1961. .... December 1962. 
David E. Bell ................................................... December 1962 ...... July 1966. 
William S Gaud ................................................. Auaust 1966 ........ Present 

Assistant Administrator, Bureau lor LaUn America: Teodoro Moscoso I .... November 1961. .... May 1964. 
Director, mission to Colombia: 

Charles P. Fossum .............................................. February 1960 •••••• June 1964. 
James R. Fowler ................................................ June 1964 .......... July 1967. 
Marvin Weissman ............................................... AUlustl967 ........ Presen!. 

lin eddlUonr Mr. Moscoso was appointed U.s. coordinator lor the Alliance lor Proaress In February 1962. The positloD 01 
Assistant Adm nlstrator, Bureau lor LaUn America, was abolished In January 1964 • 

.ApPENDIX E 
SOHEDULE 01' AID·FINANCED NONPBOJECT COMldODITIlES TO COLOMBIA AS 01' 

JUNE 30, 1007 1 

(In thousendll 

:J!rlI1~ December March 1~ July 1964, December 
Commodity 0

1
000, 1962, $15\000, $35\000,000 1965, Total 
oan $60

1
000,000 oan oln $651000,000 oan oan 

Motor vehicles and paris ....... $4 334 $14,057 $5,598 $10,224 $17,813 'H,~ Industrlll machinery and paris. 9:594 12,796 4480 8643 10,437 
Chemical products ............ 2,926 10,996 1:574 5:926 21,701 43'123 
Minerai and metal products •••• 3,~ 5,922 I,On 2,223 1,491 13:720 
Paper products ............... 2,427 358 2,837 4004 10334 
Coal and petroleum products ••• 1949 2,123 157 1,544 1:742 7:515 
leather and tutlle products .... 1;079 2,556 746 946 2,184 7,511 
Rubber and rubber products .... 1.068 2,468 431 606 581 Hi: Edible commodities ............ 384 

~:= 
8 580 2,151 

Alrcrall and paris ............. 230 349 762 9 3:848 
Instruments and laboratory 

In:3~rem~~~i·in·ciinin;il··· .. • 154 950 69 437 124 1,734 

producfs ................... 70 476 27 61 455 1,= Lumber products .............. 30 75 32 31 68 
Railroad equipment and paris •• 22 41 9 7 30 1m 
Sea vessels and paris .......... 29 5 6 .............. 7 47 
Miscellaneous commodities and 

services .................... 78 1,092 45 128 292 1,635 
UnldenUned disbursements ..... 4,338 405 30 4 612 5,319 

Total .................. 30,000 159,952 '14,996 34,959 63,701 203,608 

Most recent data IVlliable. CommodlUes hive not Ylt been Imporled under lOin dllad M"~, 1967. 
SActualloln total. No further disbursements IntlclPIIad. 
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APPENDIX F 

OoKPABATIVII SUlUlABY 01' Am ASSISTANCE '1'0 A.r.I.L\NCE OotmTBUB 
TImoUOB DEC. 81, 1967 

[In mIllJODI of U.S. doUan] 

Ooun'", Ooun'", 1. Dl'Ilzll _________________ $1,092.6 11. Mexico _________________ '76. 4 
2. OhUe ___________________ 1:178." 12. Nicaragua _____________ 78.1 
8. Oolombla _______________ 480.8 18. Honduras _____________ 67.8 
4. DoUria _______________ 829. 1 14. Venezuela _____________ 66.0 
5. Domlnlcan RepubUc_____ 21:19. 0 15. Haiti __________________ 61. 6 
6. Peru ___________________ 11:17.8 16. Costa Blca______________ 00.0 
7. Argentina ______________ 144.4 17. Paraguay ____________ ISO. 7 
8. Ecuador ________________ 124.8 18. El Salvador_____________ ISS. 6 
O. Guatemala _____________ 122.0 19. Uruguay _______________ 82. IS 

10. Panama ________________ 111:1. '1 




