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Attached for your review are the recommendations for
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GUATEMALA: RURAL DEVELOPMENT PROGRAM 

PART I. SUMMARY AND RECOMMENDATIONS 

1. THE BORROWER: 

The Borrower will be the Republic of Guatemala, with

responsibility for 	execution of the Program vested
 
in the Ministry of 	Agriculture.
 

2. THE LOAN:
 

Up to $23,000,000 on concessional terms: 40-year

amortization including a 10-year grace period,

with interest charged at 2% during the grace
 
period and 3% thereafter. Approximately $12.
 
million in Quetzal financing is contemplated.

3. THE PROGRAM:
 

Financing is requested for four distinct Projects
included in the "Rural Development Program" portion
of the comprehensive $143 million "Agricultural
Development Plan  1971/75" recently completed by

the Guatemalan National Economic Planning Council
 
and approved by the President. The Plan will bring

a swecping range of institutional reform, tech
nological modrniiz-tion, and increased investment 
to Guatemalan agriculturc, and will give parti
cular inmpha,,,is to the ,-conomic, social, and poli
tical condition!; and prospects in the rural sector. 
The four Projects, entitled Basic Grains, 
Agricultural Divers;ification, Human Resources,

and Artisanry, form an integrated $44.9 million
 
unit within the $101.7 million Rural Development
 

1/ One Quetzal : one Dollar
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7. STATUTORY CRITERIA:
 

All statutory criteria have been met.
 

8. VIEWS OF THE COUNTRY TEAM:
 

This proposal has been a subject of discussion
between the Ambassador and the President, and
enjoys the full support of the Country Team.

The Secr'etary-General o 
the Planning Council,
formevly Executive Assistant to the Secretary-

General of 
SIECA. has stated that this Program
is consistent with regional CACM agricultural

policies.
 

9. ISSUE: The Pipeline
 

The Mission considers Lhat this 
financing will
not ca 
 the pipeline (all agencies) to rise
above titc S KO iiII ljior level, and that this
level :ivc,: <-pt.able. 
 A detailed justification

of this:u.iL-i, presented in Section V. 

CAPITAL ASS*1STA1!<(E 1.71TTE: 

Capi t,I IK m,-e,.d C (hllant Oft les R. Connolly, Jr.Ag'iF:iiJ .:e~Division 
 Alphonse Chable 
Alan Plant 
L(,uis V. Dixon 
Ray Stadelman 
Philip P. Churc-hEcourlilii:: AlIan Cohen 

Progran ()It L'E Philip 1'.Cox
InLurnat.ij,,L l)evelopment
Intern 
 Howard Handler
Regional L,!,ai Advisor Keint N. Knowles
Ass't. Diretr & Chief
of Economic Scwtion 
 S. Morey Bell
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B. .A'GRIUJLURAJL.4SECTOR.1ANALYSIs 

Agriculture- is thepanecr
oy. I pirovides 30% o'f,,the Grp6ss Dorestic* 4
Product. Pive agriculturalprdct cffe

bahris;cotton, su'gar and meat;- 1ea -~ 70 
o tot l e port . Sme 6 % Of the economically

poPulation works in agrcuIte.
follow~s that deve.opment of the~rrlarclua 
sector is central1 to this counrraloverl ua 
devel-opmej t. 
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In the last decade agrictiAel ~ s experienced
a growth inS~fficient for, sibstantial improvementOf t-he living standards of th-e ruiral. Population.

In'JG-198, gricultural prodUction grew at4.8% annually, a perform'ance unsatisfact'r 6 
only because it exceeded Ppulahtion growth byOnly 1.6%, but also because in large mneasur'ethat growth depended on a feweCxPort products.Internally-crsumed products with 1ic-th1e'e 

ofxurallif is closely associated! gi:,;i almost 
not at all. 
The insufifcienit rural develpiient ipid y~ 
an agriculttiral growth rate Of 4.8% and by~

ne~~y tagnanit handicraft ipduptry h-nobeen countered by signif el4orati hg 

~Phenomena. On ifcr rc n a e o ruc *~~factors restrict the style and rae4 0o rural -~ 

'develo pmnen't. Item~s:~, ,~4 ~ 44-444 
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repres6ent b ,u6(A 'b Pbse currently.~ G~ ~ e ~ b u of t e g oss:o 	 a'lu e of 
4~production i,,dtemndby 

erna 
 ona

market'siuati
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 snaf
 

reverses{in. rec hs r sros
t 

'racticaj'.1 saturated ' ad th rwh 

1%,27., 
 and 3'I~%4espec 
vthree crop's 
 ey fyor the 

b. 0wnership of famln 
or ~ size oforis extremely unequal. 	 ilNearly 9% of the 

44latifundia. total land is concentrated in mfihifundia or
Some 188% of the owners, possess

about 14% of the land,,and 72% of the land
is distributed among 2% of, the6ownes-
 h
land utilization percentage varies irn 4 nverse
relation with, the size of the farm;n 
'fron
95% in thb micro-f arms to 28%inlarge Imulti

:4 
family farms Of 20 cabaljlerias (908,hectarbs)
or more. T'his concentration.of land ownership is an important cause Of the, low degree
Of utilization 
- about 33% - of the workableland resource at the national level.
 

o.Agricultural Productivity isa fraction o
whtcould beachieved ifdeeomna
 
K' 	 services were widely implemented. Exceptfor certain export products ,(cottoni, sugar'yied lemongrass, and citronela), crop 11yield
hav gron vey slwly Feqenl
the growth has been based 
on incorporation
of new crop lands. Lin'ked tothe problemof low productivity is that of insufficient~ 
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capitali tion 
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The agr Icult ura1' 6b 
' derd- -'ec-pt,,-nS e4*coIcentrated

d to export, cros 
whih ppoxmaely 82% -abJ h 

coastal region. r ± tePcic 
Vd .~ Deeopn ha Occurredi zegions. dedi, 

P0if&Coat) while:Othr> regios h 
production ofwhih idestie to sa tsfy 

Preliminary.dt niicate! 
tic. Product 4in the Wesar 

t',Gross Domes
d~ 

equivalent to, about a s ,rnth~of that o'f~the Pacif ic Coast;, and te&arciiia 
tions thatthe rat~e of growth of p'dic 
on the Coast is more6 than tw~ic~e that of,the Highlands. Itis estimated that 60%IIof the agricultural production at presentcomes from the Coast. 

Thus the current agricultural situation is
characterized by the pr'esence of a comimer
and of a large subsistence sector the, 
technology and productivity of which are
not changing. As mnight be expected, the
-subsistence areas are characteri~ed by 

e.minif undia. 
e. Thedual structure of agriculture restrictsthe flexibility needed to 'respond to new ~ 

prdduction requirements. Respecting sub-
sistence agriculture, this is dueto the,limitations of quantity and quality of the
available land and the difficulties of 

. 

~41- introducing new technological elements. 
With respect to commercial aricultujr6,'"~there are often entrepreneurial or attitu,- -~dinal inabilities or refusal to expl~oit,~~-' ~-K4' 
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f. Population~ groth, aIthough freun~ hih 

in 7'hries of, ~sinm~ l e ofdevelop
w, ~ment,.is(ed6calIy onerous in Guate m~la
 

A eo'o'ys depneto n sector has
 
lii capacity h
tb a~rb l1or, in-is.gnii 

in growing 1indices ofUunmpoyet and hide
 
under-em"ly 7nThe> Pl~ainiing Counil
 
employment of~the agiriculturall Iaoor ce 
grew 38%. This situation requiresthiat 

Adevelpmnentz projects put for~ward be labr-2 
intensive. 

g. Two final factors should be mntion-ed. Defi
cient comnmercialization systems make it
 
difficult for farmers to take advantage of
 
the results of their technological innva
tions. Second,~ there is an insufficienit
 
institutional framework for the undertaking
 
of agricultural development. This insuf-.
 
ficiency is due in part to the multiplicity
 
of sources of decision with respect to agri

* cultural problems and to the lack of an
 

integrated policy.
 

C. AID STRATEGY..) 

The USAID strategy~for the rural sector is based
 
p *on a concept which is gaining icesn cet
 

ance within the GOG - - that widespread popular
 
participation in the devolopment process is the
 

~T-
- --

to economic, social~and 'political.-sues-way 

development. The traditional farmers of Guatemala
 
constitute the largest identifiable economic'
 

J group and, Simultaneously, the onewhich has 

- -~ 

-

participated least in~ the~ econobmic other gains,
*and 


of the country in years past. ITo, begin- moving 
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using "mobile agricultural schools"' serving.~

wide areas of the country.
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Ou current projects 4and 
fully.-e'ffective only. 

z urera~ is improvd 

our-strategy .canb 
e~economic base.,of he 

-his -wifll require- a. 
throg moenzaino agricult~ural .practjdces. 
To~ increase~th prdcin and incom' o __m_ 

~4' ~ 4 £2A Tts"-7technical' di a-ivie. aii maik' 
etn pre661nitias.ilablere
souirces -"finan~cial, institutionali and' humian- ~ 4/4. 

are not 'adequiate. 

The C.I.A.P. report issued following the Guate-4 
mala review in February,1969 included Statemnents 
by IDB, IBRD and AID v~presentatives on theneed 
for improving the public inyestieent performance.4 
The AID statement included the following: 

"It is also important to cbserve that Guatemala 
must increase very substantially the level of 
public investment if a more adequate .rate'of 

44~ 

ecncgrowth isto be attained. The.~1968 
noethelaes while much improved over 1967,

nonehelss as equivalent to only~l.47 percent 
per capita. An increase of S0 percent is re
quired to meet the target of 2.5 percent per 
annum :set forth at Punta del Estet '"WT.e 
strongly recommend that the Guatemalan' Govern-. 

4 

£ 

ment clearly define and publicly set forth 
a comprehensive program of rural development 
and that this be accompanied by all.ocationi of 
available investment resources to they rural 

The proposed loan-assisted Program is central 
to the strategy described in theF? 1970 dASP~ 

44'44h.'4 4'7I4CI 
44 
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Part I f CASP),in,'ag.Lc~ult'rel The figures. in., 
voved *ilpy~ thate Program w1l a.so0 fore 

sidlered thejunaetl bare omr ai
 

GENESIS OF'THE APROGRAM 

continuing CLscussirIof how to alleviate theproblems of the ruralA sector beganA.between the AUAIthe Ministry of Finance, and the Planning
Coucilin 1966. 

In April l967 
 the Council issued a three-year

Rural Development Plan intended to draw thissector into the economic, social, and poitilmainsteram of the Republic. 'Itforeca.st al
investment of up to $90 million, $60 millit?n tobe obtained externally. Shortly thereafter,.the
Ministry of Finance requested ani unspbcified AAi~4AA<amount of assistance from A.I.D.I arid 
an Intens-

iveeview Req~uest Was discussed "lin draftli by,
the then LA/CD Office, The large technical andadministrative hurdles ahead were recogniized
by both sides ' and work began at
4 the ,staff-.leve1
 

to develop a feasible Proposal attacking'thisr
 
~sectoraj. problem on a sectoral basis,.A 
 K.'4A 
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onii~this program and othe Primnr Edca.Lo
~"'The latter' also re
 

~<was to be coordinated 
 with~Joahs~ by! 4the'IBRDan 

7-4 - e e e 

cet'tdon' t ,e.duringtne_ rf rst, half of' 19'68
and did not returi~to the-rural 

.4' 

secto~r proposal. 
4"''until late ain 
the year~j h 'vvAID'
tiid i


Iowa State team to surveyagricultue 
in Gda''e-.
male. 
 44''44444 

During the Iowa State study,inwchGaeln 
personnel oE the AgvicultUre Ministy; the Plannling Council and the Central Bankprii'td
enthusiasm for a major attack on 
the4 rural de'v'elopment problem g'rew.
 

In February, 1969 the Misio 
Dietrmd
 
.,strong 
 recommendation ,to. interested4 .. 

GO G'offices4 

Commnittee be reactivated~with a tentative t'get of August, 1969, for I'the, cornpletion~of 'a ~..feasible p'roposal. In.,the spring of 1969 the' 
Government's Rural,~ Developmenit Coinmitte,miade4


4 .. .44 ;'44~up
of the Minister'of Agriculture, Ecoi~n9 

44/4444Finance and Labor, and the Presidents of the
central Bank, the Industrial Development
 

4Institute, 
 the Agrarian Refor~m Institute andother high otficials, wasabtivated in the.-?w 
j

4 
4j 

spring of 1969 
to review the I0wa state fiid->. 
4 

4%.. .ings.
 

4 4ASIIE 

4 .4' .. 
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After the report (Supplement I) was filed,

initial discussions of a possible major

loan program were 
held between the American
 
Ambassador and Guatemala's President Mdndez;

and with the Vice Minister of Agriculture as
 
Coordinator of the Government's rural devel
opment planning group, working groups were
 
established changed with developing projects

of significant impact worthy of 
iternation
al financing in the following areas: grains,

diversified crops, handicrafts, land tenure,

infrastructure, human resources arcd insti
tut ions.
 

During the Iroj'.,rt preparation, USAID spon
sponsured a trip to the Cen tr, In ernacional
de Me j crami.into de Maiz y Trigo(CIMMYT)
facilities in 
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Mexico for, key participants'in~the wrig4-OP
Afterthe Iowa State reportts agment f avoiring 
~efforts with~ small farmers-was ~folowed b 

CITs-eonstration f the7 ssbiiyo
suiccess in such eff tsthe Gpt' 1s s-s 
already -aoe,1amassive program 6n ehalf of~ 
the'smalli~re direted rural .developmnentj 
plannring 'to' tha t e; KA'Knd 

The resulting Rural. Development- Prbgram, of~which 
AID ha~s been asked to~ f inahc f otui, fs Pro
jects, is part of the copeensv6"giutr
Development Plan - 197l/75",ardved~b~h ua 
Development Cmm~ittee and the.President on December 
8, 1969. USAID received a Loan Appl.tcatioh' for 
$23 Million on December 10, 1969 (A'nex III' Ex
hibit 1). 

E. SUMMARY OF PLAN AND PRO)GRAM ~i 

1.i The Agriculture Development Plan -1971-1975 

The Government has devised an "AgricultuireA 
Development Plan -41971/75"._ It includes 
the projects for which this A.I.D.' loan 
financing is requested and related $projects 
to be financed by the 1DB, CABEI' IBRD,, the 
UN and theICO. The Planninig Council docu
ment contp 1ning this Plan appears as Suip

{This 

K 

plement II. 

comprehensive~sectoral Plan f oresees 
a total new public investm~ent in agriculture 
of up to $143,20,000over five years Over 
$52,OOQ,QOO ,wouldbe provided from. new~GOG 
budgetary resources, An analysis of this, 
~investment, showing source and'u e of funds, 
follows in Annex III) Exhibit, 2.r 

A 

*~- ~~UCLASSIFIED > A 
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2.~ h Rural Delopmnt Programv 

----but-two;;th irds of:.the- Agiri'c Itt.eDeiel
m,}rent~Pl~an -' 197/751 makes 6 p he' itRiial& 

The lattercom'pries- ,sx~t,,zict projects~
anid callsjfb~, tmb1ent of some . 

$101, 700,000. Heieinafte',dailed the 
"Program"., ~it i 11 ,e f i, anc d by the GOG 
($45.2MM), IDB ($27.5MM)4Y4'AID: $25MM), ah'd 

ACABEI 
 ($4MM), as shown~ iiArnnex III) Exhibit
 

On Decemnber 10, 1969,,the Government formnally 
sought AID financing,(Annex1IIIJ Exhiibit~. l 
for four of thie Program's~six projects : 
Basic Grains, Diversification, Hum~an Resources 
Handicrafts. 

3.The Projects 


a. AID-Financed ., 

i1. Basic Grains ,.. 

This $12.3 million pioject,,of which 
AVI.D. will finanfce approximately
 
two-thirds, will assist 'inmoder-_
 
nizing production and marketinig of
 
five grains ,(dori, beans rice,
 
wheat, sor'ghum). It-willstrongly
 
emphasize the introdWu.tiorF of
 
iinproved~seed, the uise of ~ert~~
 

cient storage and price~lstabilizd

include~ production.credit, the
construc~tion of, priv7~Vit r e 

IUNCLASSIFIED,
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touch only,3%, of the 'r r
ducers 4i u p-teml a onro 
wide anna production, increase 'of 
5~is_6expected by the end of t 

r_ st ady~a ~ eCted 
t~'_r6f ~'a-s the tehiqe intro

uc a through~h 
counry Its tehia adfnn 
cial details' arelpresented in 
Annex II)Exhibit A.>~ 

ii. Diversification 

V 

This $2. million Pr3cof,'hc 
$8.5 miillio willbef lnnc~d .by 
AID,'is to provide credit and tech
nical assistance for-the production 
of seven crops (vegetables, plant
ain, citrus, sesame, deciduous 
friuts, avocado, flowers). Not 
now of major significancq-they
appear to have a potential produc
tion advantage ±n Guatemala and good 
marketing pr'ospects locally, ini 
Central America' anid world-wide. 
The annual production rate of these 
crops is expected to increase by 
as much as 150%r during the project. 
Technical and financial details are 
presented in Annex II, Exhibit B. 

TI -. -

- --- -- -

iii. 

- - -

Human Resources-

This $8.9 millionproject, of which 
AID will loan-finance $5.6 million 

Will 
provide the tiaining-anid institution
building- ir--ed J~o enable Guiatema2lan 
farmers% agricuitura advisors; -

carry out their repciv 
in the program., ---. 

at 

UNCASSFIE 
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i t i~ ntended to tart a tprocess
of ch~ange in_ rural attiue 

~allow the, Iltechnfi,ibtldes,'gto 

-jects ;to bcoreslf --sustaining.'
Techical ad Financia ~~s r~k> 
presented inAnxM EhbtC
 

iv. Artisaniy 

~4. 	 This $1.25 milliodn p'oject of wh'ichi 
AIDwillfinance $750OOO0 will pro
vide technical\ assistance and cred-7 rit for the produiction and,mai'keting

of handicrafts)' and is d'si id ~to
 
create a viable industry out~df 
what is now a profitable sideline
 
for a very small part of the High
lands population. Technical and
 
financial details are presented in
 
Annex II, Exhibit D.
 

b. Non-AID Financed
 

i. Infrastructure
 

This $37 million project includes 
construction of access roads (13
roads totalling 275 kilometers are 
presently under feasibility study
by the Highway Department); irriga
tion and drainage facilities, and
 
grain silos and food h{olding and
 
pr'ocessing centers, all in 	the 
areas served by the product~ion 

.projects,..Ainanci -ng will be sought----
from the IDBi,($21 million),and.
~Annex III, Exhibit 2 ~~ 

UNCLASSPIEb~ S5--. 
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Teaccess roads ao 

vvsub projects represent continiua

~t inrs':,of actiVities 'now unrderway~
with IDB f iia n,ig The asic,~ 

deeoe.' ro.a-,f easibi) ty, study , 

Kexecuted-by-, ICAIT in _1967,andis 
od6idJihate .With similar: construc

tioin planne~d thrbugh6ut' Central 
Amieri'ca. InvitatibnsFor, Proposals' 
to cover fedsi1 ility studies.'of 
the Diversificatibnprdc hodn 

and process:.ng centers, are being 
prepared by the, Planning Concil 
for A..I.D. approval prior to adver
tising and-financing with cheetag2 

end of Loan 520-L-000. The drainage 
sub-project, cover'ing several areas 
along the Pacific Coast, will be 
the subject of a feasibility study 
in early 1970, likely to be 
financed under A.I.D. Loan 520-L-016. 
The GOG intends to secure the neces
sary financing for all infrastruc
ture sub-projects during calendar 
1970, 'and to complete their construc
tion by mid-way through the 1971-75 
term of the Rural Development Pro
gram. 

11i. Agrarian Reform.
 

This $20 million projeci: will be 
directed at correcting inefficien

cies in land use in Guatemala. 
 'I 

Included in a recent official state
ment (Annex III, Exhibit 3 ,are
 

the various sub-projects contemplated,
 
thus far by the i'lannirig.Couzicil:
 
steps to enforce the vacant lan~d 
 . 

, .taxe.s and lan expropriation laws; 

UNLASIIE 

44. 

I 

http:process:.ng


17 UNCLOASSIFIED' 
AI

mhn.to make itaJl ps
sible for renters a tdsea rk$p dev-

Sto ptrchase the l'n d the ecroppde v 
ofstate-ondr ' 

purchase of farm' adi~rd Jn fore
iicoue by state-ownied banks'; rza inage, andcoloniztion'~~o0c'~ n 

pr~ig~bjects 
the'rapiveojeeatop mth-IB .I-i th H h16 

' 

4 

lion f~rsubprojects of'ad titling
and probduction cooperatives.'' 

iii. Other 

.4trol 

There, are two other projects to be 
carried ouit durin~g the execution term,
of this' Program which could constitu~te 
a duplication of efforts if proper con

is not exercised by the Ministry
of A~riculture and the financing agen
cies%)' 

c., Technical Assistance -UNDP 

V 

j~. 

* 

~'.tion 

. , 

An assistance program proposal entitled 
"Economic and Social: Development of the, 
Central Western Highlands thlrough nitiaJl.J 
Emphasis on Improved Agriculitural Produc

(GUA 14)?' was presented by the UNDP to 
the GOG in January, 1970. The proposal in
volves 24 man-years of expert services,
training, equipment, and miscellaneous corn-. 
ponents for total project cost of $942,400.
Thjisadded to Participating and Executing
Agency costs plus other UNDP expenses,
brings the total co~st to $1,052,500. 

Estimate'dequivalent.value of GO~atcp
ation in project is $2,000O,00during its 
three-year term.~ 

The project will ass,t he GOG t establish 
one pilot demnstration'area ofi 8u 1 200O 
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tenion at
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.4P 

ject
anagr with regiona cnmcpa
ning experience, bake ub ts4-a
expn P 
th field, of coops and byenin,~ 
micuhae, agricultural mark'eting horticltueand fruticulue
 

-44,4 -The.. host-government COordi atr.g agency

will be the National CommunitIeveopment Agency who will Provide couner

pattechnicians, 

4 

This agency willcooperate closely with the Ministry 'of
 
Agriculture to assure that no duplica-4tion 
 of efforts occur while this pro
ject and the AID-assisted Program are
being carried out. 


-d.CoffeeDiversification
- ICANACAPE 

4 ~ 6.5 million from the, OIC Coffee Diversification F'und will be invested in the
4444 introduction of new crops in marginal4 ~~coffee 
areas, under the ditrection of

ANACAPE) the Guatemalan coffee associa-4
tion. 


, 

-4-UNCLASSIFIED 
4, 

ja A'li"' 444. 

4 

I4~4 I , 

: 

/S 44 

~4 

http:Productio.j4


l~T 

19 UNQ.Lr4LIFID,, 

~ <iPalm, _tea, citrus,iother tropical fruits~' 

in theoLadt 
 _e may 
forese ~ nan dntIeDvrifjca sifi 

Project arid .tIere ppeaIr s to'b itl 
~risk of duiplication of 'effort.l~ 

SECTION III. DETAILED DESCRIPTION OF POGRAM 

A. SOCIAL AND POLITICAL ASPECTS 

This loan program should ultimately catalyze far* 
 reaching social and political change in addition
 

much more active participation in national life.
 
Greater Production will yield increased work
opportunities and improved per capita incomes

which, in turn, Will yield better standards of
living, dcesdrrlubnmgainand,it
follows, greater political stability. 

*4 

It is possible to identify six socio-polJ~cical
benefits.
 

1. The program will increase inWomes and .* 
 consumer purchasing. power in those poor 
rural
 
areas which currently coiptrUite most to the
unfortunate mirto 
owr.,h natiorn's

population centers, LparticuL-4y th6 capital.~;~F* Thereby migration will be diminished.,
Simultaneously inicreasedural incpmer wil
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indusrialGuaevelpan intdec o an 
prbancees ihte~rin the qati ,: .~ 

cructr opulae esTis loanjpro~

geatl o 
poducrGuelrs in thucio 

gr. reateas ourtionrdsamong '" 
esosand
mreig
 

uhrough producer associations, cooperatives~
 
and other bargaining agents, The process
 

tion and marketing will introduce an atti-, 
tude of social cooperation which in the-future 
will probably brought to bear on matters
 
of political import.[
 

3. In Guatemala it is unrealistic to expect 
social change from the top down, and this 
loan program reflects the Title IX philo- 1 
sophy in contemplating change from the 
other direction. The Government can 
respond to the needs of itc, constituents
 

4 . only if it is made aware of these needs. ..
 

Two elements of the prograin -- expansion . 

of the cooperative movement aind group~
 
training activities -- will open a way 
for those needs to be proclaimed by the
 
alienated and under privileged rural
 
majority. New rural interest groups will** 
be able to make demands (more credit,_.
services, inputs, better mnarketing..systemp
4...;favorable prices, etc.). 
 Politicians
 
seeking rural support may wdll linik-then 
selves to these r~ising interest groups 1I 
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and idcntifythwi1seves with theirdeads: ~~. )The pol titical balance betwber 4ba4 ~4nine wel chanU jes smay
, eafd be reflectedp~ii~ arates and~leg sla-
S ttzres tenidiniighr'the rna. of .
 

demiocracy. 
1
 

Report on "U.S. and Hcs Govhteir
 
tegies for Agricultura .Deepment in

Latin Am'erica"t -
 AIDTO CIRC A-2141) that,
ladlowners of all sizes are receptive to
participation ini agicutual development

programs. 
 The Report also indicates that
 
owner-farmers whose holdings are generally
considered too small to be economical will
actually be more innovative and productive

than larger, often absentee, landlords
 
when proper incentives and opportunities
are available. 
 This is particularly relevant to the Guatemalan Highland experience,
where the bulk of the prog-ramts efforts
will be concentrated and where the land ten-ure
structure is one 
of small-owner farms. 
 The
 program offers new technology for strengt-hen
ing the position of 
small farm owners now in.,
existence, and also those to be created by
future land distributions or colonization
schemes. With this su'pport the COG can
approach the problem of agrarian reform byrelating agricultural credit to its activities envolving distributi~on and land tenure.
Thereby the agricultural development progazK
would be made immediately meaningfuli


small farmeps on political and social 68

well as economic grounds.
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ebe f*&~of 
Spopulation toT'e etruseofteSexpanded equcati'onallfac1i1ities of the'-

Primary, Schoo0l P-.ogramrin' hcedinugher AILdoan :'520_ -015Ol. Re sexti9 id e i tc e 
will~llowparens tosendchildren t hnewluutructed-rural primary schols 

i 

K 

ties will increase~utilization of th-e~regional schools and the 'adult 'diatoprogram. Instruction in home-eco omcs 
vocational trades, faiLlY Planning, aundagricultural activities will r'eceive wideraudiences and have a greater impact, 

6. The program will also serve as a vehiclie
for expanding the activities of existinginstitutions engaged in the rural sector)and will provide an opportunity to multi-
ply the benefits of past GOG and AIDhefforts. One example is the Instituto dejFomento Municipal (2ENFOM), the GOG agency 
charged with advising and financing ruralmunicipalities in the development of publicworks, programs and social services. Two,effects can be foreseen as increased incomes are felt thro~ughaout the rural area. OJ4newill be an increase in the demand for INFO4's 
serviLces and financing, a demand which willbe articulated with increasing strength asnelv democratic organizations,,gli in number 
an~d influienjce. The secondt"4'11 b, anincrease in the local ability to pay forthese services. INFOM has4 successfully,carried out a progrrani of waterworks financing: 

~ 

. 

: 

A 

W 

UNLASIIE 

i~ q 
N, 

VW 



.... ..... ,~ 

empl.oying IZD d 
a progran of puD.l .c 

n 
wors 

i s abot 
wtrmr 

t4 bin 

____________ 

increased atbility ~to'pay~will epab], I14POM 
to allocate its resources to a4 g-r FqV'F' 

number of-.Village, and als mrv h 
Prospects of .repayijts.4toIOMVFandj
ultimately~ t'i DB and 'AID, V ~ 

~~~ 
" 4'F 

Be ADMINISTRATIVE VASPECTS 

The Borrower is the Republic of, Guatemala'.j 'General responsibility for execution of the Pro-gramivis vested in the Ministyof.iculturii 
Specific responsibility for 2xecution cf the 
four AID-f inanced Projects will be vested~ 
primnarily in the Agricultural Development Bank 
to be established witl'in the Mlinistry of Agri
culture in the course of that Ministry's compre
hensive reorganization. Other offices within the 
Ministry will also have responsibilities in the I 
execution of these Projects., Organizatio~n charts 
on the following pages show the placL& of this 
Bank~ within the Ministry) and the interrelationshipsI
of the various offices within the Bank. 

~ 
' 

i" 

' 
The organizational details of the new Bank and
the other entities of~the Agriculture Ministry 
are to be worked, out with AID-grant financed. 
assistance by the N'ational Economic Planning.
Council during January-March, 1970, as specified 

. 

-

K 

* 

in Annex III) Exhibit 4, 
The operations and mehd sysest bnduilt~ 
into this Bank, adteresources adato 
rity it is-to have, will be design~ed to focus 
the national rural development effort, in an."I/

eicin manner through the Ministry;'and'.V 
eli'ninate so far-as is possible the wastageV

i~~nu. lack of coordination which have marked 7- ~ iAL 
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-,PLACE OF BANK WITHIN MINISTRY
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ORGANIZATION CHART
 
AGRICULTURE DEVELOPMENT BANK
 

Board of Directors
 
Chairman = MinAg 

Ag. Dev. Bank 

IManager 

(Named by MinAg)
 

Technical. 	 Handicrafts
Admin. 

Dept. SuDervision Department
 

Age
 
Agencies 

MinAg Grains, and
 
Diversification Agents
 

Marketing Institute Agents
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~the, GOGts efforts untill:th~epresent T' .scope~ 
of this .reorganizati, esecribed in' de6tailI 
on pp. 454-26O0 of this, paper.

el dt o policie's, and~praI c ce sw 1a.'e 4 eon rced 

rersntativs-n'.h&eBoards , o 4 tBank ' 'Athe~ 
Marketing anid z o'(ad te 
Land. Tenure Inttt n~h atcpto 
of the Min~ister -a's Chairmn of th"oarB s6a'dA 

4 ."n 

44O 

-'. 

KY 

.. ' 

Responsibility for exection 6fthsPrgam' 
including coordination of credit jandatechnical 
assistance. services, will beveted~±inthe .. 

office of the Vice-Minister fdzKTechnical, 
perations[ within therergnizd.~ Mristrye

Respnsibility for handling the4 bulk of 1the 
A.I.D. loan funds provided to fourProje-cts
within the Program will be vested in ,the A'4 
cuilture Development Bank. Ai na yrd~sis of 
responsibilities by functions within Project'" 
follows. 

' 

'Ki' 

4 441. Basic Grains 

~444a. Production Credit 

4 

44 

4 

~4 

4 

" 

%Developmbnt 

An estimated $5.2 milliorn in41oan funds W11l 
finance production subloans made by4 th'e 
Bank. Thirty Promotion Agents of the 
new Rural Development Office of 4the 
Agriculture Ministry will be charged with, 
idcntifyinq and guiding small-far~mer ~ 
participants in the Basic Grains' produc
~~tion sub-project. Officesof~4 teProo-14 

tion Agentr will be coincident wit th4i' 
rural of!,.ices of the new Agriculural44 

Ban~k. _The, Promnotion :Agents 
will help the, farmers draw up, farm plans 

'" 
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employing modern technologies and specifying
 
the credit needed. These farm plans will
 
form the major part of subloan applications.
 
Loans of less than perhaps $1,500 (as yet
 
unspecified) will be granted at the local
 
agency. Larger loans will require central
office approval. In either case, field
 
supervision of the use of subloans will
 
be the duty of the Promotion Agent. Credit
 
for seeds, fertilizers and pesticides will
 
be given in the form of purchase orders
 
(chits), rather than in cash. Participat
ing suppliers will accept the chits for
 
eligible commodities at pre-arranged
 
prices, and will 	receive reimbursement
 
from the Agriculrure Development Bank.
 
The Bank will have a team of agronomtsts 
to backstop the local credit agents and
 
monitor the technJcal assistance being 
provided by the Promotion Agents. 

b. Marketling Credit 

An csti,t-cd ,'. million of loan funds 
and an (u 1ric'1nt of COG funds will 
financc tL.hnlica_ assistance for grain 
marketinq and sub-lo-nrs for the construc
tion of private storage facilities made 
by the BD.n]<. 'P..,rnt:y-five field agents 
of the 1,irlcting and Price Stabilization 
Institutc will perform roles similar to 
those of tlhc Basic rajins production 
promotion aqcnt ; in the preparation and 
supe'visln ot the sub-loans. 

c. Technical Assistance
 

At a five-year cost of $1.82 million,
 
shared equally by AID loan and GOG budget
 
funds, the technical advisory and super
visory servicps doscribed above will be
 
undertiken by the Rural Development D.G.
 
and the Mar1keting Institute.
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d. Research
 

Five research stations of the new Research

D.G. will have programs in grains research.

There will be direct liason maintained
 
between the research stations and the

Promotion Agents, and some research programs will be carried out in cooperation

with CIMMYT. The five-year cost of the

research program in grains will be Q1.35
million, to be shared by AID loan and GOG 
budget funding. 

2. Diversification
 

a. Production Credit
 

An estimated $7.03 million AID loan funds

plus QlO.l million of the Bank's own

capital will finance the Diversification
 
production sub-loans made by the Bank.
 
One hundred thirty-one Promotion Agents,

each specifically assigned to one of the
 
seven cr"ops, w!ll have the same role inthe lunding process as will the grains 
Promotion Agents. 

b. Marketing Credit
 

The GOG is preparing a Marlketing sub-project
for which perhaps $3 million of IDB
financIng will be requcstcd during 1970. 
The marketing sub-project will be part of
the Infrastructurc Project of the Rural
Development Plan outlined on pages 15-16 

c. Research and Tec)ulical Assistance 

An estimated 83,847,600 of GOG funds and$1,494,60 of f!indsAIl will be spent on re
search and technical assistance activities 
related to this Project. As in the case of
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grains, this research will be crop-specific

and problem oriented, and carried out by

the Research D. G. in close liaison with
 
the Promotion Agents.
 

Technical assistance will be provided by
Promotion Agents assigned to specific crop
programs under the Diversification section
of the Rural Development Directorate. The
Agents will select subloan recipients from
 among interested small farmers in the
vicinities of the field agencies. 
 The
Agents will also choose cooperating farmers
 
for demonstration plots.
 

3. Human Resources
 

An estimated 5.57 million of loan funds and
$3.32 million of COG budget funds will finance

training to be carried out under the aegisof the new Director-,te Gcneral of Agricultural Training. $2 million of Loan funds willprovide seed capital for an expanded national
agricultural cooperdtive confederation. The
existing extension service will be absorbed
by the Training D. G. and will administer the

4-H Club program. Extension agents will alsoprovide technicl ossistance to agricultural
cooperatives and porlicipite in the selection of farmers for the direct training programs. 
 The direct training programs will be

administered by the Bfrcena Institute, which
will itself be absorbed by the Training D.G.
The training programs will be focussed around

specific crops in specific regions. 
 Most
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of the participants will also be participants

in the crop productiop programs of the Rural
 
Development Directorate. Scholarship reci
pients at the secondary and higher education
 
levels will be chosen by a board of high
ranking Ministry officials. Scholarship funds
 
will be administered by the Training D.G.
 

4. Handicrafts
 

An estimated $0.75 million of loan funds
 
and $0.50 million of GOG funds will finance
 
production and nirketing sub-loans and the
 
costs of technical assistance. Slub-loans
 
will be made by the Hanalcraft, Sectio, of
 
the Agricultural Development Bank. Agents

of the Bank will help form anJ supervise

cooperatives of artisans who receive
 
financing. The Bank will also maintain three
 
mobile promotion and training units to work
 
with the co-ops.
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C. FINANCIAL ASPECTS 

1. Projected Costs and Cash llow
 

The following table presents a summary cost analysis

and indicates the projected source and use of funds

in the four loan-financed projects included in the
 
Rural Development Program.
 

Although a breakdown of costs by currency, i.e.
 
local (CACM) costs versus U.S. and other eligible

Western Jiemisphere dollar coats, cannot be made 
with any great degree of firmness, the Planning
Council has projected that $10.8 million of the 
A.I.D. Loan will be employed in financing foreign
exchange costs, and that at least 75% of these

foreign exchange costs will be related to procurement
directly from th, United States. The Mission considers 
these projections reasonable. 

Annex III, Exhiibits 7 and 8 present an openiag Balance 
Sheet, estimated first year's Income Statement, and

5-year cash-flow projection for the Agricultural Develop
ment Rink, which will receive $13.3 million of AID Loan 
funds over the five years of thLs Program. 

2. Alternative Sources of Financing 

The $101.7 million, s:lx-roject Rural Development Program
will neek financing froom CA13UI ($4 million - public grain
storage facilities) 'ted the IDB ($;7, million - access 
roads, irrigation and J-: LJn:tcg, divtwrfifi ed prxlduce
holding and proce:_m; ii-; centerti, Lruvi teziure subprojects)
in addition to the $23 million A.I.1). loan, new GOG 
budgetway resourccs ($35.]. mdilinn), and the reallocation
of present GOG-cntrollod resources (SCITCMS and BNA 
$10.1 illion). Tlu'oughout tho ba.aince of the $143.2
rnillinn "Acicult-te Dvelopment t.iiri - 1)9'1/75" 
financing will be sought from the World Boak, the UUDP,
the OIC and the FAO World Food Progixun, with an addi
tional GOG budgetar'y contribution of $17 million 
contemplated. 

This represents an extraordinary mobilization and
coordination of andcapital technical assistance efforts
from virtually the entire gamut of available tosources 
Guatemala. In devising this scheme the Planning Council has 
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of the participants will also be participants

in the crop productiop programs of the Rural

Development Directorate. Scholarship recipients at the secondary and higher education

levels will be chosen by a board of highranking Ministry officials. Scholarship funds
will be administered by the Training D.G.
 

4. Handicrafts
 

An estimated $0.75 million of loan funds
and $0.50 million of GOG funds will finance

production arid marketing sub-loans and the
 
costs of technical assistance. Sub-loans
 
will be made by the Hana±crafts Section of

the Agricultural Development Bank. 
Agents

of the Bank will help form arid supervise

cooperatives of artisans who receive

financing, 
The Bank will also maintain three
mobile promotion and training units to work
 
with the co-ops.
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C. FINANCIAL ASPECTS
 

1. Projected Costs and Cash Flow 

The following table presents a summary cost analysis 
and indicates the projected nource and use of funds 
in the four loani-financed projects included in the 
Rural Development Program. 

Although a breakdown of costs by currency, i.e.
 
local (CACM) costs versus U.S. and other eligible 
Western Hemisphere dollar costs, cannot be made 
with any great degree of firmness, the Planning 
Council has projected that $10.8 million o2 the 
A.I.D. Loan will be employed in financing foreign 
exchange costs, and that at least 75% of these
 
foreign exchange costs will be related to procurement 
directly from the United States. The Mission considers 
these projections reasonable. 

Annex III, Exhibits 7 and 8 present an opening Balance 
Sheet, estimated first year's Income Statement, and 
5-year cash-flow projection for the Agricultural Develop
ment Rank, wLich vill receive $13.3 million of AID Loan 
funds over the five yetrs of thlis Program. 

2. Alternative Sources of Fintncing 

The $101.7 i[Llion, si.. Pro,)cc 1Lral Ex.velopinent Program 
will raeek financing P-om CAJi3EI ($; ml.lion - public grain

fLvY! 1DB - accessstorage faci:L Lien) e (2 ( 5 nmI lion 
roads, irrig'ali-J on ,,n 1b: n:tg/, d1vr,1fied prc,1uee 
holding an( proce'sing conterts lulm 1tcnure sibprojects) 
in additLion to the $23 million A.I.D. loan, new GOG 
budgetrwy resources ($35,]. million), and the reallocation 
of pret;ent, GOG-a,,trolleA resotuee; (SCICAS and BNA 
i1.O. mTLi].nion). th,,; id,] lal.1ce of the $l(b$3.2
millin "A(I CL ue Development r. Il - ])7/7." 
financing vill be sou1 'hlt from the Wrld P.TOLu, the IJNDP, 
the OIC and the lAO World Food Progr,'un, with an addi
tional GOG budgetary contribution of $17 mllion 
contempla ted. 

This repreLsnts an Cxt raordina-y mobilization and 
coordination of capital and technical assistance efforts 
from virtually the enti-re gamut of sources available to 
Guatenala. In devising this scheme the Planning Council has 
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COST SUI2ARY: AID FINANCED PROJECTS 

PROJECT E A R
1. 

Basc rains 4 5
__D__G__ ____--____ - OG AID - GCG AID GOG AIDProduction GOG.31.T z 3 4 7 .e 236.0 1524.8Marketing 243.2 5249.7 1210. r 
 6 23.0 955.0 955.0 2905.0 2905.Subtotals: 
 7 141. . . 1972.8 861.0 2479.8 1198.2 8154.7 
 4115.9
 

Gw:Qrr2. PROJECT: $ 12,270,600 
Diversification
Production* 
 165. 7 
 . 143 -Sne. 2072.9 _6-..3 1147.7 668.6 127.6
Reserch & TA. 7030.2 10103.1
 . 7. 
 -. ,0.3 733.0 - 1168.0 -- 1158.6 1494.6 3847.6
 . .453... ,41.3! 2282.7 
 668.6 1286.2 8524.8 
 13950.7
 ...: 5, .3." G00: $1l,950,700 
 PROJECT: $ 22,475,500


Human -Resources.. 2153 .6 73. -7. D1S. 
 4. 736.7 •21.
688.6 
 775.7 755.6 5570.5 3320.14:-- z/,5:5O0ZCC: 3,320,100 
 PROJECT: $ 8,890,600 
Artisanry 335. 55.0 135.4 135.0 110.4 
225.0 135.4 .... 
 750.0 502.6
 

TOTALS AI". ? 2 O>: $ 5502 600 PROJECT: $ 1,252,600,0DO COCO $21,669,300. 4 OAL:9 4460.1 FOUR4575.63967.7 e-RO3924.1ECTS 3240.0TOTAL: 23000.0 21889.3$44,889,300 

*The GOG contribti .. divzs".-ica 7...n 2oduction sub-program will be
 
"the acr, -.. rser~ntt f its on capita! resources to the pro-Vision :r......r . Tne $21.9 million OG contribution to the
 

four Projects then includes a reallocation of $10.1 million of present
S capital and the investment of 
$11.8 in new budgetary resources.
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aertdto ,design projecl mcotjng the , aticula~r
cr.iera of the agencis to' ee _oects 

Councili oieon
 
cen iththeo lo a ffice 7ofthe IDB and'we,

seecedfor A.I.D,. considoc'ation as, the first -part,
ofeetedprgato yc:vefiInucing because co-this'
 

ps l oand the fourcma14yiely~jlih dce&eeof readiness,~ProjecConsidering thother'subt'ani'iilpar icipaion panned~ for the.IDB,

M .and the ' RD, and the; retritions'b on~
 

_____r___.2' ~~ ~ __~ : gra~~n
f( ; - Thisj has been confirmed-lby rersn~i~so
 
the 'DB, IBRD, and ' in, tIe, cou aeow te:i e-w +v
 
of this Loan F:.per un dcussions vthnmemde 'f th.
 

USAIDnc AID conCj
andde 

There is local
no ......... 
 A.., orol which
 
could be made availa~ble for this Prograzn.
 

3- Pro-,cto of RpayMent, 

Repaymuent of the loan wil be an obligation of the

Republilc of.. Guatemala, which+is current in meeting its
 
external debt service obligations.
 

Guatemala's medium and long-term external public debt.
 
is appiroaching $100O million. The Mission expects it. to
 
rise slowly from this level during the currant decade. 
 . 

The annual debt service obligation is currently abou~t

$1a5 million and durina the decade is expected to rise,

about $20 mitll:Lon - $25 million as drawdowns ,accelerate,
 
grace :periods expire) and tho effects of higher interest
 

rates arc felt.
 

UNCLASSIFIED 

, :+::
.... ..... :... ... 
 ...... ,. 
 .. .. ......................... 
...... 
 .. . .....
............ 
 +.....r
 

M&A i 



34 
 UNCLASSIFIED 
AID-

Foreign exchange earnings now -Ipproximate
$250 million annually. 
E'ven allowing for
eventual decreases In returns from coffee
and cotton, which now contribute 50% of the
total, thesc al:io are expected to rise
gradually in the future.,
 

Consequently it appears thdA the ratiodebt service to ofexport earnings, currently5.4%, may stabilize at around 8% throughout
the amortization term of this Loan, providing an ample foreign-exchanc- cover. 

It therefore appears that there are reasonable prospects of repayment.
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D. ECONOMIC ASPECTS
 

Quite apart from its socio-political benefits, the
National Rural Development Program is justifiable
on the narrowest of economic grounds.
 

Its impact on national output will be significant, and
its impact on rural sector output tremendous.
 
Individual small-farm cntrepreneurs will secure
high profits from the sub-projects. And the
commercial and financial interests of the United

States will distinctly benefit: the Program
should generate more foreign exchange earnings

for us during the five year period of loan disbursement than the $23 
million outflow from out
 
loan.
 

Macro-Economic Analysis
 

The gross macro-economic impact of the Program
is substantial. 
 In the first year that impact,
without multiplier effects 
will be a growth (Table I)
 



TABLE I 

NET GNP INCREASES RESULTING FROM PROGRAM 
(MrJ!iJons or quetzales) 

Year Divers. Grain Prod. Art. Grain Stor. Co-Op GOG Budget Total GNP 
1 6.4 1.2 .3 .2 .8 3.2 12.3 

2 15.7 2.2 .7 .4 1.7 3.0 23.7 
3 28.8 3.5 1.4 .8 2.2 3.1 39.8 

4 37.4 5.8 2.8 1.2 2.2 3.3 52.7 

5 47.9 8.4 2. 1.9 2.2 3.3 66.5 

frio
9c 
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of 1% of Guatemala's Q1.5 billion GNP. 
Successful
 
accomplishment of the Program can give GNP a 1%
 
annual growth spurt for each of the first five
 
year of its operation.
 

Naturally the relative impact on 
agricultural
 
output is more impressive still. 
 The Program
will augment the total annual flow of gross agri
cultural product by 16%. 
It will add a 150%

increment to the 1969 level of production of 7

diversified crops by the fifth year. 
It will
 
ncrease the annual production of 5 basic grains

by 15%. 
 It will increase annual handicraft
 
production by 200%. 
And counting the effects
 

TABLE II 

ESTIMATED 1.969 AND PROdL2TED 1975 GROSS PRODUCTION
 
(millions ot quetzales..


7 
Ag. Divers. 5 Handi-


GNP Sector* Crops Grains* crafts
 

1969 1634.0 498.2 30.1 50.7 1.31975 2320.3 701.4 78.0 
 71.8 4.1
 

*Growth rates of 6% are 
projected for GNP 
and the agricultural sector. A 3%annual
growth in addition to growth due to the
Progran is projected for grains. 

of grain storage, the increment to annual farmincome from grain production will exceed 20% by
the fifth year. (Table II) 

An additional impact of major macro-economic 
importance is that on employment. The Program
will involve over 11,000 grain farmers, 15,000 

UNCLASSIFIED
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fromno lap 	 Z 

jrdcr prices ) 'which' 1 th0 wisc q 	 Woul&d Have llu 

soled will be. safl s de h
 
-~~a el~'~'7 store e'~rnment t s~ 1
y 	 0 

promotion, efforts w .1 cost Q750 thiousand. 1Th s'1 I 

I~~ heminimum value of, the social ret.Urn is 1.21."111I--

The rate-of-return indices i the cases of grains,
 
byt sholdtio addof are relatively unconplicaired.


b-yluto'f labor inputs. Technif icaion''1 
of g-rain prodction involves insignificantincrea-

14 

ses'Lii labor in~puts ini the produ~ction- processes. 

But th~e Diversification Project involves a J 
considerable additional 1 input a. labor that Was 
formerly not involved, in producing h'nwcops
Labor Is3 i.1surplus in Guatemala9, ath leas tos 
the ex'tent that: Uhe wage ratersI~ by the 1 
Planin~incJ\Councli. anid the Agricu1Xture Minlitry, over
state the inarg-Iiil product of labor III the couzntry-' 

1 


s id e- THeir laiid rent assumnptions are~ also r
exagg a Lded Wc have t heref ore compuited two-
social. retEurni indices: ~19
 

1. 	 The yVtI'e addied III five years'I prodi.ctidn6
 
.7 dIiv ' sified products Is q1107.3 mnilllion. 
 ,11' 

That fligure o'cpia1.s the gross value of produic
tion Asthe do:t of- purchased inputs. ~I 
eomnipinq qiO(,.9 million with the social cost -- ~ 
of tho' prodctlUon -- Q22.5~ mil~lioni by the 
above cI6[inition -- gives a rate of retuirn~ of 
'1. 77. JfBut Lhids method implies a Vzero socia~lIVI 
cost 0land and ldbor. 'i - IoI 

-2. 	niTe riot profit from five years'~ production 

when labor and l Ind are valued at tho'1 
Planning Cou ncil Is,exaggerated prices' is1,
Q56.0 million. The siamp social costs are-

IUNCLASSIFIED 
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The toreurnth 	 t~iRrucspoec~r
 

The ntrtu r to t ns to' suh b t
 
ficar ~~ ~ ~ o~ uhsbprojects~ S 7ogrn~~unas
 

youth clubs, secondary 	 un~riy
'coolng


educationrrarl..lade 	 6LhooThe 
4farmer 

T di t taining sb' poJects ~w 11,4 s e ve 
r-~ re -9Oc7 r 

as added insurance that~the~,prodction ,proj ects 2. 4 k 
succeed.:,, The 6giutr n'_e~-c
 
has siia "nb14ers
 
As with thrsac ex 6f p'ocidiu~ 6he 

tionprI the~traing.u- are,,,
pjects 	 ro6s 

widelyheld 	to be of high but- indirect, economic 

Thecono i eturns oflthe co-op -sub-#6rjct~ar6

subject to rough 'measurement. On the, assumption, 
4; that production sub-lo'ans yield, a 100% gross 4 

profit and that storage sub-loans gen~eratea 40%,
 
return, the co-op loan and thle Ql.3 million grant
 
assistance will generate Q9.5 million of added
 
product over 5 years. This amounts to an un
discounted rcturV of- nearly 3 to 1 on this
 
investmnt. 

The above-described method of calet'llating the
 
social rate of return can be applIed to the
 
Rural Deveilopmneitt Program as, a whole.* Total 
increases to GNP in five years amount to Q195.0 
million; the total cost of the Program, includ-

L 	 ing the Planning Council's exaggerated land anid 
labor co.,tfs, is Q132.3 million. The resultant 
gross social rate of return is 1.47. 

The Rural Dcvelopment Program, therefore,4
 

easily meets the economic test.
 

Indeed, thc 1.17 rate of return udrtesthe 
true value to the economy of the Pr'ogram: it
 

has not becn adjusted for real social costs of 
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j,-

ipu, it, doc&z.not include~ cosideat-jn4;of lIong-rtun be n' ' .'cf ' and it~s of researcanec apzsnu>
on 

and tree crp geus,h 

rtrn ,must be judggedI in' the light oftehh 

e have~ also compt edcthe pres~ent vaue the:additions to GNP w'hich the Prograrri ill c'eateover the next 25 years,;e of total.(xaggerated),production costs., Discoun~ted at l2%,, that value 

is Q177 million; discouinted at 25%, the value i.over -Q70 million. Tie, present value of, the five yearpublic investment in the Program,-7 the6 sum 'of.loan funds, Governmecnt revenues arid net bank resources -- equal, Q33 million discounted at12% or Q23 million dlsc(,ounted at 25%.. Discounit-- -ing at 25%, quite a high rate, crompensates Edi* the high risk elemenit. Yet vcn at thatrite 
and still without counting9 unquantifiable long-~run benefit-s, tho rate iof return on the NlationalRural Development- Projram- exceeds~ three to one. 

Public R:vcnue Anal4'sis 

The Ruralt Develop ' ent Program will require nearly.Q2.5 million annually of increasUd public reve-
nucs t iac..,.heGovernment's Cntra (Table III*contribution. Thus the PL'ogrcrn will requireabout a .1.5% Jxncrease in central government revenues. This Increase, on top of significant 

" 

TABLEIII 

Year 

A1mount 

tTou 

1 

1,644.7 

in ds.of qu 

2. 

1;,788.7 

te s 

3 

2,387.2 

4 

2,828.5 

5 Total 

312616,11,9107 

) 
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±other revenue 'demands for d~evelop,' ent~ fforts 
in .. ducation, health\ infrastrtucture~ard else 
where in the aqricultural sector, Wjlirequire,2

adistinfct anid jpess~ent effortl on' the part of 
the Goverinment. FprtnatelyteG'aemln r 
starting frdm a very~ low taxbase and have 

porformdiicie'.'-

One of the imost propiising S, because' of itsc1 . 
political palatability, is tha t. of txdiita 
and is beginning to'implemnt awide range .of,
 

the AID-COG Program Agreement 1-70 (Su'pjlenent III 
estimates that this reform package will generate
03 8 million during the first year after its 
effectuation, and continue to increase total 

,--

tax 
revenues by 10% annually for each of the next 
several years. 

The Planning Council has outlined. (Annex III)
Exhibit '1) its projections of the sources of 
additional countt~i'pait financing for all of the
 
planned dvelopmcizil efforts of, the, Government 
over thQ iicxt ive years. In additioni to tax 
administration reforms, the Council expects
legislative ref orms~ of the income) property;- sales,
and motor vehi~cle taxes.. By.19J74, the legal~ and 
administrative reforms should be adding Q35 mil
lion annually to the public coffers above the 
normal expected growth of 3-4%. (Table IV)$~ 
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TABLE IV 
- _ y EST TS OF TOL CO G FISCAL PEVE-uES 

(mi lio- of quetzales) 

Year ......TQ r =_ ,,*-. -' .A...n-s razj,,e.0zer, -~Legal 
incom-ie f rom 

Reforms 
Total 
Income 

1970 
_ 

1971
1972 !_z .3i70. 157.6 

197.4 0.75.27;. 7.4 
175.9 
188.6 

1 .7 9.8 577.201.0 

* rojected as of 12/20/69 pr -7 16 .213.9 

ED 
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Balance of Payments Analysis
 

The gross f:oreign exchange cost of the Program
to Guatemala during its five year disbursement 
period has been estimated by the Planning Council 
to exceed q40 million. This figure :is somewhat 
inflated because it ast-urmes that 100% of the
farmer t s cost of key inputs, especially fertili
zers and pesticides, represents foreign exchange
ccsts . About 80% woul-d be a mor'e fair assump
tion. A.; thcse iniut icrotlnt for about 3/4ths,
of the projected forcign exchange costs, it seems
fair to reduce the projected exchange cost by 15%.
In addition, Councilthe assumes incorrectly thatthe co-op fundinig will finance imports; only about
hal wil do so. 'Terefore, we have reduced the
Council',; import projection.s; by 15% plus Q1 million.
Thus tota-l grossexpected foreign exchange costs
 
are Q33 -'Llion.
 

TABLE V 

IPOJECTED I'OI [CH [;1HAUGI1)LRFIMENTSE O PLAN 

Year 1 2 43 5 Total 

Amount 3.1 5.1 7.2 8.3 9.6 33.3 

The $23 million AID loan will finance the bulk of
this (-x('Cnge outflow. E:'pcctcd exports from
the Handicnift project couldalone finance most
of the difference over the five years of the Pro
gram -- Hndicraft exports of over $7 million are 
projected for the first five years.
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Sustatprojected in boththe short andlong run from the Diver~sifi~t6 

proec. dute sti6'vrl " frs 4:, 

r.):eXP~rts o0-sesame; '~ plantairs ad l'owers outside of Central A er±I r....
and vegetableswii h6n.begeX-ee e bbtantial. B.fy thb, third y64ar pf,'th6-Program, ex-
ports of over Q5 MilliontannUauy of sesame andDef " plantains are, expe e iFlower ex.oi.t- $r'c.' 
Q7Imillion annually. Sesame will go laryto,,Japan; plantains andSl m-r o e oa 

' 

h _ . 

* 

. 

exor s-o-.Qmk 5 -meilOi 

are expected by the fifth year, In a ,onger' mue 
frame, exports of deciduous fruits and other,
tree crops within Central America is expected.'.Most of the Q3.5 million annual deciduous fruit., 
production willbe exported) as will a large
part of ql1.2 million of citrus and q044 million 
of avocado production, Overall exports of q44

Qmillionoutside the region and Q23 million 
within the region may be expected during the 
first five years of the Diversification project. 

P.L. 480 

* 

During 1969 Guatemala received under P.L. 480 TitleII (donations) $2 million in milk, wheat flour) corn meal,vegetable oils, and ITt SM"1, a mixture of corn, soya) and
milk. TIhe GOG realizes that should Guatemala become anexport-r of basic foods, the P.L. 480 program could bediscontinued as conditions warrant. 

Effect on U.S. Economy 

* 
* 

'1agricultural 
* -

Since tying restrictions on loan funds, have been
loosened, it is difficult to project the source 
and origin of the imports required by the Program.Of the Q-13.3 million to be imnported, about a
fourth will go for vehicles, educational and

equipment arid foreign study. Since
the funds will be tied to eligible Western H~emis
phere suppliers, we expect 90% of these purchaseswill come from the U.S.; that isI U.S. exports
of $7.5 million of vehicles, equipment and 
educational services should be demanded. 

.- " 

Some CZ25 million of agricultral Chemicals , will' 
be imported. Even if marnufactur ed-e!dsewhere 'In.
the Hemisphere, ~many of -the zopozne~ts mny be of 
UJ origin. W expec , t V11 I 1as 

-.

/3d.b 
g Part o.,he 6toplb' of the..exean~ 'KeA: 

~ ~ 4~4~ 494 N AS.'"4'4 '-**-4-~ 

" '.4'"V-o 4 
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$ PYrogr~am will be spen~t on slollar procurerment. Thus; 
, UUS. agricultur~il chemicals valuing around;&415 

o 1$6~ r'ii 'ion will be d emned 

Therefore total rqi'enso U.S. exportswillbe. between $,22 and $21 fillion, copre oteKx 
proposed capital outf low oi-1$23"millio 1 . Frt~her-~>~ 

Smore, 'an addition'al~demand . created by the la o 
_$_4n5nilio fnnually-in-. S.agricultra- chemJfLZ . 

disbursed.
 

Relation of Program to Common Marl,.et 

The Rural Development Program is collsistent with 
the agricultural development policy of thee OACMd
 
The Secretary General of the Planning Counil,
 
who served as Executive Assistant to the Secretary-

General of the Secretariat for Economic Initegra-,

tion in'Central America (SIECA) through June, 1969,
 
attested to this fact in a letter of January 5)

1970: 

"Mr. Director: 

k JIref er to our conversation of today concerning
thc relatitonship between our Rural Dovelopment
Progrt-im ind the Central American Economic Inte
graton Program. ~~ 

As you know, in drawing up the projects and sub
projctswhich comprise the referenced Program,
 

we took very much into account the effects that
 
the Program would have upon the Common Market
 
in agricultural products, Accordingjly we did not
 
plan increaises in production for cr'ops which
 
other countries of the region can produce in
 
more advantageous econohIAc conditions. Neither
 
did we envisage production increases which could
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anCAl 

2:Produce, surpluses 7 rl rebyi trade probl~emsat the regionjal level FlaLWebiv, th~
th6ecoomi p lces'denived from th b Program,

are~enirl 
 n~ssternt and Jcofgruernt with the
economico integration' scheme.!!f 
Tesecreto.'y General and his Pricipali. assistant:in thed6~elopmentofti'rgthSof the, Planning Couni' edAg Iy ect!

the Program has been designcd so as to futhe~rregional free trade in agricultural commodities.
It should also be recognized that the' institutioal
reorganization vnaich Will precede the Program ts.implementation will improve Guatemalats effectiveparticipation in the Central American basic grains
price stabilizati~on mechanism in~ that it calls
for the creation of a Ministry-controlled Market-4 
 ~ing and Stabilization Institute.
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E. SELF-HELP AND REFORM ASPECTS
 

Proof that the Natinnal Rural Development Program

is a major commitment by the Guatemalan Government
 
to improvemant of rural life rests in the self-help

and reform aspects of the Program. There will be
action on three fronts: policy, organization, fin
ances.
 

1. Policy
 

The Government will significantly shift the
 
direction of its effort.
 

Absolute and comparative increases in the 
Ministry of Agriculture budget represent a
policy shift to correct past public-sector
discrm.inaLion aqtainst the 65% of the popula
tJ on whi-h :L, i-w al. T1he incceased expendit-
UPC', (>a. 1 (1 foiP by the 4 A1!D Pro ject:s alone -
not cot u l ,, agrj.rlan re oimn, 11 f r'astruH-
Lure, liVCSw s, k and other ioq rams contemplat
ed by 1.he (' 'uonment -.- amount to an 80% increas2, iii t]he A(Iriculturce Ministry's current 
expcnd[.itu ,es over the record-high level of 
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TABLE !
 

RECENT AND FROJECTE7. PUBLIC AGRICULTURE SECTOR EXPENDITURES
 
( iiiions of Quetzales) 

1969 1970 1971 1972 1973 1974 1975 

Total Annual Budhrot 181.4 184 208.9 L25.0 238.0 256.0 272.0 

Domestically-Financed 
Agriculture Budget 6.8 9 !.8 9 11.3 12.9 14.5 16.1 

MinA; 2ur:'rnt 
Min Ag Capital 

Tran: rsto Semi-Autcnorm-ous 
A en ies 

3.2 
1.7 

1.7 

3.9 
6.6 

3.6 

4.6 
i. 

3.6 

5.4 
1.8 

4.1 

6.2 
2.0 

4.7 

6.9 
2.3 

5.3 

7.7 
2.5 

5.9 

zxter1 
ud,, " 

ly-Finanzed Agriculture 
!._- 3.5 10.8 12.4 14.0 15.6 17.2 1 

Ming Ag 1.3 2.2 6.8 7.8 8.9 9.9 10.9 0 

A cmous-- 1.4 4.0 4.6 5.1 5.7 6.3 

M.e,-o i .M3 : 

GO' _; Contribution to Four 
A - .:rn.ed Projects 

AID L:)a, Finding of 1; Projects: 
(Curry.-i Expenses) 

(Capitol Transfers to Bank) 

Domestically Fiuanced Expenditures 
as Percent or Total budget 

Total Agriculture Expenditures as 

!'-ent of Total Budget 

---.... 

---
---

---

3.7; 

4.5% 

--

4.9% 

6.9% 

1.6 

5.2 
2.7 ) 

( 2.5 ) 

4.7% 

10.0% 

1.8 

4.2 
( 2.1 
( 2.1 

5.0% 

10.5% 

) 
) 

2.4 

5.1 
C 2.4 
C 2.7 

5.4% 

11.3% 

) 
) 

2.8 

4.6 
( 1.4 
( 3.2 

5.7% 

11.8% 

) 
) 

3.2 

3.9 
( 1.1 
( 2.8 

5.9% 

12.2% 

: 

W 
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More important than the general shift toward
 
agriculture is the specific shift toward the
 
small farmer. His new access to large amounts
 
of credit and technical assistance, given their
 
previous scarcity or total absence, is a dram
atic indication of a profound shift in Govern
ment policy. A further indication of the magn
itude of the shift is seen in the following
 
data on the increase in current expenditure

budgets projected for Agriculture Ministry

activities directed at small farmers:
 



TABLE II 

Budgeted lYinAa Expend-
itures 1968-1970 on Act-
ivities to be expanded
by AID-financed projects 

Planned Additional Expenditures on 
these activities by year of Opera
tion 

1968 1969 1970 1 2 3 4 5 

Technical
Assistance 126.6 162.9 188.3 635.7 689.4 792.6 902.0 898.1 

Research. 747.7 884.0 904.6 1042.1 779.6 786.9 717.9 805.1 
c 
t Training &

Extension 714.1 715.9 786.9 1379.2 1322.5 1306.3 1425.3 1531.3 

H 

H 

Marketing 95.1 98.2 98.2 192.0 192.0 192.0 192.0 192.0 

Total MinAg
Current Exp. 3105.4 3677.3 3938.9 3249.0 2983.5 3077.8 3317.2 3320.5 

CD 

03 
H. 
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Research will be doubled, training and extension
and marketing tripled, and technical assistance

(crop promotion among small farmers) quintupled

by Program activities alone. 
 (These figures do
not take into account natural growth of Ministry

activities 	or new projects outside the Program).
 

The seriousness of the commitment to directing
efforts toward the rural sector is demonstrated
by the projected expenditure totals. Its pragmatic nature is shown by details of the projec
tiois. 

Heretofore 	 the Agriculture Ministry has had anotably difficult time retaining capable personel. A 	comparison of typical pay scales isshown on Table IIi. A large upward revision
of salary schedules will go far toward overcoming this problem. Such a revision is included in all 'expendJture s projected under the 
Program. 

TABLE III 

Startini Monith4y Salaries of 	 AcLicultuval Technicians in 
Gua tea .11j 

Ind. &
 
_in~ Com. Aqr. Banking 

Perito Agr6noimo Q.225 Q.350 Q.450 

Ingenriro Agr6nomo 300 	 500 750 
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~ed~ nrsonnep1Tie coiji.tnt t a1 Jp'o1.icy y~et dnlothcp, :1ndicc ton that thc Gover~nMoqnt~h~ recogni7 'di its defici~ce ad swilli 6t correct them in order, to achieve~thends of the pr''rtile 

P2. 0 ganization' 

Astill more important (coi 
rccogntion of precsentweakness accompanied by willin~ns-

it is apparent in thle oenntscmphns
iye reorrjdflh/tion planl for tile' nsitituio6sdoaliiiq wit _ vJ6tilt:ro. in Gtoatd i.. The 

;rec 

titutefl tof~'A o a 1969 In~er-Amican~d Insontb-of Agiutua cencs ITC studyc~
activities; which. pointcd 0 clsle 6ut. a's wbaknesses: there are o dozen oil so extensjion services opera tinejf in the country without any1 join~tplanning amrong them; there are duiplication a nd/ 
or lack of coordjination .in research programns;and there is evide~nce of' Unnecossary dupia'oadrivalry amn -rdtinstitutions. 

To ovprcVoith)Msc, the Gover~nment has propocsed
a Uhoroughgoing insFtitutiollal reformt wi th fourprinci ple feCd ureS: 

Stile 

)R(!orcan1,gatio anid srengthening of the,M.IisLittof Agricultuire,'to endow itxwith;ablity to provide strategic deI6p-. 
m InItSCvsov i es to small and medimsized 
f arme vt; 

;- -

I4~ 
- A---A-AI-I 
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b) 	 Incorporation into the Ministry of activ
ities which are currently decentralized
 
and uncoordinated within institutions such
 
as the Agrarian Reform Institute, the Pe
t~n Development Corporation, and the Na
tional Agrar:an Bank;
 

c) 	 Creation of solid institutions to cover
 
the fields of land tenancy, agricultural
 
credit and marketing and price stabiliza-.
 
tion, each to function directly under the
 
control of the Ministry of Agriculture. 

d) 	 Reorientation of the patterns in which 
certain development services, such as
 
credit and extension, are being furnished, 
and incorporation of these services into 
specific development programs; that is, 
the bulk of small farmer agricultural 
credit will be directed to participants
 
in the Rural Development Program, and the 
bulk ck extension work will involve the 
promotion of modern production techniques
 
for spccific crops among Program partici
paints. 

The present orqanization of the Ministry and 
the now one at, shown on the following pages. 

One ont'st-ind.inq feature of the new organization 
is th" em tab, l.i:lmrnt o! c second Vice-minister
ial p(, 2ition. One Vice-MinisteP will be charged 
with administration of the Ministry. He will 
be supported by a new Directorate of Administra
tion, to handle all purchasinj. personnel, org
anization and methods and management matters 
of the Ministry. 

The other and senior Vice-Minister will arti
culate agricultural development policy and will 
be in chargie of the technical Directorates of
 
the Ministry.
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There will be five technical Directorates:
 

1) Renewable Natural Resources.
 

This Directorate at present is in charge
of irrigation programs, forestry develop
rent, fish and wildlife and the weather
bureau. 
It will, in additiDn to its current tasks, administer forestry develo
ment in the Pet6n.
 

2) Agricultural Training.
 

This new Directorate will administer the
Brcena Agricultural Institute and the
extension service, and will be charged
with carrYing out the Human Resources

project within the Rural Dev
elopment Program.
 

3) Research
 

This new Directorate will administer the
expanded research programs in grains and
diversified products, and a greatly expanded soils laboratory. It will alsotake over experiment stations currentlyunder the aegis of 
two separate Direct
orates.
 

4) Livestock
 

This new Directorate will handle the pro-
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gramsof te Ministry _which deal with ania hubandryincudngthe' IBRD' beef and dairy projecpr ts o 

beJ~nrusefo eepighigh potential grazing
lands on th aiicCoast. 

rA 

5)Rural Development 
'.i 

This-new.ietrt Wi.U1b h rnia gn charged ' 

produc-6fonipojects. I~t will1: have Xisoof)r gan
and fo6r die -f to wth, 'up to,A60!fiodj get toselect and guiide' the far"'r who 'tliipt in"t: j"1 
program and to"Siijervise the roduct16n'' sUb .oans made. 

Coordination of governmental activity in the'r'iiraI sectorIWinlbe further enhanced by the creation of three a~gencies under,
Ministry control which will absorb the functions of agenci~soften having ope..rated outside the effective guidance of the 
Ministry: 

"V' 

1) An Agricultural Development Blank. will fuse the Ministry's.
reasonably effective Supervised Credit 'Agency (SCICAS),and the semi-autonomous Agrarian Bank (BNA). The equitycapital of this new Bank will include SCICAS' and BNA'.s 
resources, and will be augmented by AID Loa,, flinds and> 
Government capitalization. Since the ImB anid AID loanfunds -to be employed by this Bank will be ~repaid by theGOG from genera1 r(,venucs, these funds will become eqiycapital for the flank, and the Bank wifllhave no debt
6ervice obligations. A projected'Opening Balance Sheet'fir-st year's Income statement, and 5-year.Cash-Fnow state
mernt follow as Annex III, Exhibits 7 and 8. 

. 

.. f 

. 

* The Bank will be largely devoted to financing the acti~vities
of small and medium-s~ized farmer participants in the
Grains-and Diversification Projects. 

3- at.i4 



A1ough the flank'Ibending 01oles andters hae not; yet been fully' definod, it 12 aeectdta'lnsU 
be<made, fo terms die.ted by the in tended use of the

S ftuids, at ixk intrerates ( Currtiy4) an ,on
ai~! baii~ ather! than' strictly <agains

~'predeternined level of collaterti2, 

Vie feield~agenicies Lte~o. Bankniwill*fbeth 	 of as offices~ 
Ral Dvelo et,Drectoratc of the Miity e

Bank -will,also, includea hadcat inuty depax'tment~
tOad~inter the-A e a-j:oet.----- - --

2) 	 A Marketing and Price Stabilizatiton Inotitute wil~ 
iLncorporate the Ministry's 'ftirkeing Directorate and the
National Production Institute 's (I1wop) gr~ain price,stabilization unit. The operation, costs add working
capital 	needs of this Institute wil be financed~by the
Government outside the AID loan program. It will be 
charged with provision of technical asistance formarketing and the stabilization of agricultural prices. 

3) A land Tenure Institute will take ov~er the AgrarianInstitute' s (INTA) land programs and will carry out * ~ I the agrarian reformn program now being developed by
the Government. In essence the now Institute will be
INTA shorn of its development services, health services 
and infrastructure activities, Pr~ovision of these serviLces 
will be left to the corresponding Ministries. 

These three agoncicri will be controlled by the Miniatry through
appointment of these Executive Directors ma through the

* 	 chairmanship by the Mininter of their resipectivo Boards of
 
Directors.
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~~ 3. F'inances 
-

r' 

The.Gvenen' fin~nci6,s corntribution to. thefAID-.f ifiapced'Projects. will ~consist of~ an $11.8 ~ mil.lion increase, in. thetMinistry budget dturirnj,the, five' years of 'the PrJgrm al- hichi re
and, will coristitut an annua: n ""e"e' 
proximately.75% over th'e prase'nt.totialMinistry
budget; and the 'assignmentof.t$lO.- nilli'fio ,held by the BN'A and SCICAS into the Agr'icutuire.,~
Development B3ank to be specifically9 u~sed forfinancing'smal.l farmier participants in the.Diversification Project. This $10.1 million will 
come from the capital resources of the twostate-owned financii-l ins~titutions (present portfolios and part of IQBfs crodit to SCT.CAS). 
In addition, during the execution term of the--AID- financed projects, the Government willcontribute $23.5 million of its own resourcesto the two other Projects within the Program:$12 million to infrastructure (access r~oads,irrigation and drainage, storage and processingplants); and $11.5 million to 'land reformriact
ivities. The total COG contribution to the Program then is estimated at $35.1 million, a fig-ure which does not include the $17 million GOGcontribution to the other new activities (live-,

~stock 'projects, forestriy, coffee diversificationetc.) included in the overall Agriculture Dev- 'elopment Program (see Annex III Exhibit 2for anl analysis of the $143 million program andthe total COG contribution of $52.1 million 

' 

-

'::'i: 

- --
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program, in their broad Ministerial-level commit
ment to its implementation, and in the highest
level official commitment to reform in the rural
 
sector, that the feasibility of this loan lies.
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P. IMPLEMENTATION PLAN
 

1, Timetable
 

Here is an excerpt from a December 19, 1969,
 
letter addressed by the Secretary-General of
 
the Planning Council to the USAID Director,
 
in translation:
 

"We recognize that executi,- of the Plan
 
depends on carrying out the administrative
 
and institutional reforms described in our
 
loan application, and that; these actions
 
will require a great deal of work in the
 
development of new legislation and imple
menting documents, as well as an initial
 
period of hiring and training personnel
 

"We believe 	this work will take all of 1970
 
on the following schedule:
 

"January-March 1970 

Detailed studies will be carried out to make
 
operacive the institutional scheme described
 
in the Rural Development Plai including the
 
reorganization of the Ministry of Agriculture

and the creation of the Agriculture Develop
ment Bank) the Agricultural Marketing Insti
ture, and the Land Tenancy Institue. To
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assist in this, eight international experts

will come to Guatemala to work with Govern
ment officials in the drafting of legisla
tion ard implementing dccuments and other 
related tanks.
 

"The Rural Development Plan will be completed,
by refining the work done to date and complet
ing the Land Tenancy and Infrastrurture 
projects.
 

"Consultants will be contracted to initiate
feasibility studies iii product commercializa
tion, drainage, an,! other projects in the
 
agriculture sector.
 

"The Loan Agreement with A.I.D. will be
 
signed.
 

"Work underway in agricultural project
 
identification and development will continue.
 

"April.-,July 1970 

Legislative action will be taken to ratify
the institutional and administrative scheme
 
included in the Rural Development Planj

based on the studies made during the
 
previous quarter,
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" The work of project pteparation will continue.
 

" The Land Tenancy and Infrastructure loan
applications will be submitted to the IDB
 as part of the Rural Development Plan.
 

" The A.I.D. Loan Agreement will be ratified
and the Conditions Precedent to Initial Dis
bursement met.
 

" The technical assistance plan with the UNDP
will be put into effect.
 

" August-Deccmber 1970 

The Ministry of Agriculture and the decentralized entities included in the institutional scheme within the Rural Development

Plan will be organized according to the new 
legilation. 

" Personnel will be hired and training willstart as s'heduied in the Plan. 

" Action will be initiated t:o include theRural Devc1oprent Plan in the 1971. NationalBudytL and to '--c.:; thencture salary scalesof the _xprL... participating in the Plan. 
" RPr.lationv; and internal dispositions of the


organizations; participating in the execu
tion of the Plan will be promulgated. 

" Disbursecment of the A.I.D. Loan will beginwith the procurcment of vehicles and equip
ment.
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" 	 The financing remaining to complete the 
funding of the Rural Development Plan will 
be contracted with the IDB. 

" 	 I believe that all of us are conscious of 
the difficulties in the execution of a 
program with the complexity and size of the
 
Rural Development Plan 1971/75. Nevertheless
 
I also believe the Plan is feasible, and that
 
its execution will be of great importance to
 
the development of Guatemala. It is due to
 
this belief that the Government of Guatemala 
has decided to make an extraordinary effort 
financial, administrative, technical, and 
insti.'tional - to do a job whose success 
depends, too, on the timely cooperation of 
international organizations."
 

The full text of this letter (translated)
 
appears in Annex III, Exhibit 2.
 

The Mission recognizes that the rapidity of
 
implementation forecast above may prove

optimistic. Yet this Program enjoys an

extraordinary degree of support at the high
est levels of the Government. And the
 
timing of a nijor reorganization of a Ministry
 
to occur simultaneously with the personnel
changes customarily associated with a change 
in administrations strikes us as particularly 
opportune. On balance we consider the Secre
tary General's projection feasible.
 

The implementation of the four loan-financed
 
Projects is thus scheduled to occur during

the years 1971/75. Detailed disbursement
 
projections covering the flow of GOG and
 
A.I.D. funds for training, production credits,
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technical assistance and research., and other costs
 

are presented in the four Project Synopses (Annex II).
 

2. Procurement and Dlsburriement Proced',r-s 

Procurement will be carried out by the Rural Development 
D.G. and the AgriculLure Deve.,.opmont Bank, acting under 

the direction of the Minister of Agricu].ture, in a
 

manner consistent with the A.I.D. Capital Projects
 

Guidelines. U.S. Government-owned excess property
 

will be procured in lieu of new items whenever possible. 

Disbursemcnt of loan lThmdnl for dollar costs will be
 
effected through the AID Tf;ter of CoIrnitmcrit
 

procedure or through other A.I.Do lw'ocedtrcn as
 
appropr late.
 

Dirbursoinent of loan funds fur local (c-atemnlan or
 

Central Aim-Ltican e .oc1, ; wiill be made
Comiion uOet) 

from the SpccialT l-tcr of Cv(AIlit-generated quetzal
 

account minnULinrAd. by the U"AID/G ConLroller. These
 

costs rl.ll be s ibj-,,ct to -!-he ATD/W disb)urremonL
 

authorizai;Lon I. e prI)pvior to djiob1-Urrm'lefit; by the
 

USAID/G Collit'ol](,-2, 

or-ct:Lv:Lt;ts involving
Disbursrcn I3[under thu jyn :)]n 

AID and GO('ftMh 10.1:i. be 1mjf1.0 uiN1u]taucouly with
 
(1xlrr!-paI;rsu) or itent to bhe (il)uroelent
Li.e. of
 
the OG conU'ibution,
 

3. Reportinrpt,ial_ad L: .1 

Mo1 .olhY. will submnitted'Ngl(U12 kports be to 

the Masa.Lon the he grJ c1,ture Development fank 
(Tainc Grain"ri Diversi fi cation, and Artisanry 
lrojects) and the Training DG. (Hfumn Resources Project). 

UNC rUssriIED 
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Shipping Reports, as required, will be
 
submitted by the Ministry of Finance.
 
The customary Quarterly and Annual
 
Progress Reports will be incorporated

in the annual Evaluation Report.
 

b. Evaluation
 

The Monthly Progress Reports will be

reviewed by the Agriculture and Capital

Development divisions of the Mission,

and will be agenda items for a joint
GOG-AID Evaluation Committee. This
Cominittee will meet at least quarterly 
to review progress towards agreed goals,

compliance with agreed covenants and
operating procedures, and performance by
the GOG and AID in their roles in the
Progi.in. The Evaluation Conmittee will
issue bcief summries of its meetings
during the year and will issue an Annual
Report during the February following
each PNrogram year. The specific bench
marks for evaluation in each Project are
desciribed in the Project Synopses (Annex 
II).
 

4. Director' s Cceuification 

The Direcl.ort , certification of ,January 7,
1970 a3 to the satisfac.ory performance bythe Borrtwer with r'espect to previous
A.I.D. loans and its capability to implement
the proposed bcoan follows in Annex III, 
Exhibit 6.
 

http:Progi.in
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SECTION IV. CONDITIONS AND COVIMANTS 

In addition to the customary terms and conditions, the Loan 
will be subject to the follovIng special Conditions and 
Covenants. The Program Condiltono and Covenants listed below 
are to be applicable to the financing;entire the subsequent
Project Conditions and Covenants will. relate to the release 
of funds for particular Projccts. Not all of these items are 
to be included in the Authorization (Annex IV), but all will 
be covered in the Loan Agreement and Basic Implementation 
Lettero 

A. Pogrm 

1. Conditions Precedent to Disbursement 

a. Borrower Conraibution 

The ikrro.er W.].l fLirniL-h a detailed financial 
p.un for the Program, including evidence that 
the 91ct:a1 equivalcnut; of $1 million will be 
availabl],#: as necded from approprirV-.ed funds lyi
addition to avivountc; pruesently being budgeted 
for rmuxal devc.ommeL.nt Compliance with this 
financial plan throurghout the execution term 
of the Prafcfl',-M.;l be a covenant and an item 
considered :I III "'L1110.2.uanbion und 
1iI(:iltd(ci. i !,hboiiavh1 anrul evaluation report.of isII-le 1'wIt orTl'n available for disbursement 

in cackt (ta1(m(P1u' year ,I be dependent upon the 
.viJ. x. . 3 I i' ,i~i for the Proo'uui in the 

plto",,v > .un ige't r for that yearo 

b. I'inU~r :L; Ia r n 

The Pev-rom-'u ;:!... reo.rg:anize the Mi[nislty of
 
Aieul t-' inovlde for the ,rderly, economical,
 
and eff:LeI.c n0 i'm i niutration and exe,ttion of the
 
Pr.'ogram, [I. re,.orgrni zaticai will inciudk thn
 
actions (Lrcd .I.n Scction III-E of this Loan
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Paper, and will be scheduled to be carried
 
out as described by the Secretary-General
 
of the Planning Council (Annex III,
 
Exhibit 2).
 

In addition to A.I.D. approval of the
 
structural changes undertak,'n, the indiv
idual to be named as operating head of
 
the Bank isto be acceptable to A.I.D.
 

c. Agrarian Reform 

The Borrower will complete for legislative 
presentation the dra<fting of an agrarian 
reform program Intended to increase the 
amount of land in use for, agriculture, 
ir-rease the efficieoncy of land use, and 
improve the incomes of medium and small 
farmers. A covenant will. call for the GOG to 
pursue the envctment of this legislation. 

2. Covenants 

a. Continued Budgetary Support 

i. Rol love )7, 

The Boriowur':ill retain all subloan 
paymenLs of interest and repayments 
of principal. in the Aricultural Dev
elopmct Bank, to be used again for 
Pro cra, pu-poses or for other pur
poses approvcd by A.I.D. 

ii. New Fund', 

The Bo-rrower w-11 Covenant to continue 
financing out ,f its own budget re
sources thu techanical assistance, 
research, and training aspects of the 
Program at activity levels at least
 
as great as those achieved during the 
last year of the Program. 
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As can be seen in Table I, by the
fifth year of the Program the GOG
 
will be financing 68% of the recurring costs of the technical assist
ance, research and training sub
projects. 
 In order to continue
 
these projects at the same level of

activity as that undertaken during

the fifth year, the GOG will have 
to add Q.1 million of additional
 
expenditures to its current budget

in the follow,,ing year. Inasmuch 
as the rev(-nue increases from legal
and administrative reforms discus
sed in Section III-E will continue,
it appears reasonable to expect
that the GOG will be able to sup
port fiscally this level of
expenditure increase. 
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TABLE I 

RURAL DEVELOP- NT PROURAN: TECHNICAL 

YEAR 5 

(oo q. ) 

ASSISTANCE, RESEARCH 

M 

Project/Source of Funds 

Human Resources 

Diversification 

Basic Grains 

GOG 

775.6 

1158.6 

243.2 

AID 

775.7 

243.2 

11 

TOTAL 

1151.3 

1158.6 

486.4 

2174.4 1018.9 3196.3 

Go4 
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b. Crop Restrictions
 

Loan funds usedwill be to finance 
activities related to the crops

included in the Basic Grains and Diver
sification Projects, and to such other
 
crops or subjects as may be approved by

A.I.D.; but in 
no case will Loan funds

be used to finance activities reloting
to coffee, cotton, sugar, or other
 
cOmIV11Odijtls or subjects not acceptable 
to A.I.D.
 

c. Per-Capica Feasibilities
 

To allow the Program the maximum chance

of success in achieving its per-capita

production, income, and consumption

goals, the Borrower will continue the

comnrehensive maternal health program
 
now in operation throughout Guatemaja.

Ibis. prurram includes family planning
servie.;. 

d. Evalua t ion 

The Brrower and A.I.D. will jointly
perform an intensive review of progressmade in each previous calendar quarter
and w:ill reach agreement on the remedial
actions, Jf any, to be carried out to 
neet the various goals of the Program. 

B. Projects 

1. Basic Grains 

a. As a Condition Precedent to Initial Dis
bursemneRt, 	 'he Agriculture Development
an--w---I draw up and put into effect 

a sublending policy acceptable to A.I.D. 
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SECTION V. ISSUE - THE PIPELINE
 

The combined AID-IDB-IBRD-EXIM-CABEI pipeline of loans
 
active (signed) but riot drawn down totals $75,664,665
 
at December 31, 1.969. Detailed analyses of the :Indivi
dual estimates making up this total are presented in 
Annex III, Exhibit 5. In addition, the IDB has recently 
autLhorizerl .iC XAYA-Pixcayi and A.I.D.e,-L5 million loan, 
has two loans (520-L-01.6, Studies, $2 million; and 520
L-017, INFOM, $2.1 million) awaiting signature. 

Since 1966 the Mission has noted a steady improvement 
in the performance of the COG in project iiaplementation, 
as measured both by the record of dI.sbur.;,ments and by 
the accelerated pace of operations within the COG in the 
day-to-day procosses of project execution. Disbursement 
performance during 1.968 arid .1969 is illustratod below: 
SUMMARY: GUATMIJLA PIPEINE AT DECEMBER 3'1 21968 
FINANCING PtOJECTS LUA, T(TAl2 UNDIIUBURS El) 

AID 7 20,800,000 15,978,573
 

BID 6 30,620,000 26,207,529
 

CABEI 2 16,400,000 12,041,304
 

EXIM 3 17,362,000 2,195,164
 

IBRD 3 20,00,000 23,901,000
 

21 113,490,000
 

PIPELINE : 00,329,650 

UNCLASSIFIED
 



SUM>.pYR: GLLAT _.LA PIPELTE AT DEE-BER 31, 1909 

FINANCING AGENCY PROJECTS LOAN TOTAL UNDISBUESED 

AID 

BID 

CABEI 

EXiM 

tBRD 

7 

9 

4 

3 

3 

$21,438,000 

49,620,000 

19,550,060 

17,362,000 

28,300,000 

$14,954,500 

34,540,155 

11,000,000 

356,000 
14,804,000 

TOTALS 26 $136,270,000 

PIPELINE: 75,664,655 

H 

H 
LII 
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These figures indicate that while a pipeline increase
of $22,780,000 occurred during 1969, approximately
$27,444,985 was drawn down. 
 For 1970 the Guatemalan
 
National Budget, as approved by the Congress and publish

ed in the gazette of December 18, 1969, shows as part

of the projected capital expenditure of $53.3 million
 
a $34.1 million drawdown on external loans as follows:
 

SOURCE DRAWDOWN 

AID $4,258,611 

CABLI 7,393,175 

IBRD 11,054,000 

IDB 9,455,603 

EXIM 1,956,085 

TOTAL $34,117,474 

In case of A.I.D. loans, this projection does not include
 
disbursement to tale place under the active loans for 
Rubber Development (520-A-002); in the case of IDB, it
omits mention ()f the Higher Education loan signed in April
1969. 

7t is unlikely, jiiv,2n listoricK] experience, that the 
GOG will fnlfiK 1J.i.00,, of it; capital budget in 1970. But
the histori.col record :itself has- improved markedly in the 
last two ye.ar;.. During the first half of 1969, the GOG 
had fulfillcd ... of its total. capital budget and was
completing over 90% of the projected work on foreign
financed projects. Closed accounts on1969 budget per
formance will not be ayailaih until April.
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It may be expected that budget performance will continue 
to improve in 1970. Therefore, we estimate that total 
drawdown, including those on loans not contemplated in 
budget document, will reach $32-4 million. 

By mid 1970, wh,.rn the new AID Studies and INFOM loans 
and the IDB Xaya-Pixcayi loan as well as the $23 million 
loan contrmplated in th~i s paper are expected to have 
been ine]udd in the pipeliwo , Guatemala 's total undis
bursed log--t.eim-n rol'icjn credit :vailability will have
reached $i00 miTiJon ., a -i zge:ted in the 1971 Gua
temnia C;1n try OI Subin-:;,LJ.o,; alnd annual drawdovw 
will have att -0).li u. $",3 mi].:ior . Because 
lo,:m amorLn L', r ,ig an was; pointed out ini are nr,: cig 
th,, CF , '111y I i-l)( .inri that forced drawdoh.,,, be].ow this 
level tioll(,Ji tL,,! f-ir:;t ha..P of tho 1970' coul.d create 
roxL-h- i,,,mi v,- ,-,m. , ,,f payment:, difficulties. 

Overal], [the Ruu[,l. Dovel op,;i et ,onan i consistcnt with 
a ractlionil fou'egin lend-i!,g policy with respect to Gua
ternala. 
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AID 1240-2 (1-69)"'Page 3 of 19 pages 

(6) Mazkin7 aCOUeM?t.C, neia 1., (6) In addition to the rural development 
mi2d poliftcal revfc.'ll a-,h (IR program, Guatemala has initiated a long
tax collection Fm vo" mnwnt and range program of economic and socio
changen in land , mrr+(tt j(nenta, political reforms and is in the process
and making proayr'tn t.,ord repect. of starting a three year tax improvement
for the rule oJ' lm), ',froedom of program assisted by another AID Loan 
expresvion and of the preas, and (520-L-014). Land tenure arrangements 
rctcqnitzi h r' 7,ortance of are expected to be improved in a related 
individual freedom, initiative, sub-project. The GOG has also embarked 
and private ent,rp'risv,. upon an arbitious educational reform progra

with IBRD, BID, and AID assistance
 
(520-L-015), Sec. I part C,( f tSM.III
 

(7) Aeerinq to th.-: ;,iicipies of (7) Guatemala has been adhering to Lhe 
the Act of 1oqota 'pid Charter of principles of the Act of BogotA and the 
Punta dcl ste. Charter of Punta del Este. 

(8) Attrmp 4p.l7 #.to repatriatecapital (8) In following a course of political
1invo.'ntrd oth', mountries by its stability and attempting to promote 
own 0.ti: zo . economic development, Guatemala Is tak

ing action to induce its citizens to
 
repatriate capital.
 

(9) Ot.'r'i,[ne ,'rwpondn7 to the vital (9) The GOG by i ts demonstrated interes 

0onIo;'r0, d"(, :.z; 2!oc'al in the rual development program, imple- 1
7con,;rns :.f Ft: peor,' , mid demonstrating mentation of a comprehensive modern 

a c.'.r rcnot.?on to t.ake ffoctive ization and expansion of the entirel 
o 1..; 0',€OWF',s f? Z1: . educational system, improvement in its 

public health services, initiation of a 
program of public works in mLn ictJ alit.' 
throughout the country, and Its determ-, 

B. Are above factor, takrn into account in ined effort to see that pol itical 
tMfr '',%hin, of t;he oubject a8istance? campaigns now well underway continu6 

in an orderly manner and lead to electipr
in March, has demonstrated an interst anc 
responsiveness to the needs of the Gun
temalan people. (See Section 11, Part 
C, Section III, Part A, Part F.) 

B. Yes
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AID 1240-2 (1-69)
 

"2. PAA .60(q). ha.t p)rMo'iion in
thrf 52. The Loan Agreement willaganet use of nulject preclude such use of loan
c, Lo.tance to Oorllrnna'.;a.owners funds.

for, e.xpopriatod or ualdonalinzed
 
property?
 

5t. FAA .al2(b); ,.63((h). Describe 
ctp. taken to ,;ure that, 

53. There are no foreign curto the rencies owned by the USA.maxirmwri exto"nt poooihle, the country
is co)triil)2 tiuiceal ourrencies to 

The GOG will be making a 
ptwet the substantial local currencycoot of oontzactual and contribution. 
(See Financial
othci v i': ad foreign currencies Section).

ownd Thl hc'- U.tU. 
 utilized to 
meet thcr coot of co),tr'actuaZ and other 

54. tlp..104. Will anyt loan funds 54. No.

be u od 
to p,'.pcnzT o , etc., for 

55. App. .11. Co,?-ia,),?c with 55. These requirements will be
 
q.t.fol, 
 complied with.
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61. 	 FAA §.620(k). If construction 61. No. 
of productive enterprise, will 
aggregate value of assistance 
to be furnished by U.S. exceed 
$100 million? 

NOTE This statutory check list does not include such 
new provisions or changes as may become law under
 
the F.A.A. of 1970 or the FY 1970 Appropriation
 
Act. 
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PROJECT SYNOPSIS: BASIC GRAINS
 

I. BACKGROUND
 

A. Present Production
 
B. Factors Limiting Production
 
C. Production Potential
 

II. THE PROJECT
 

A. Summary Description
 
B. The Production Subproject
 
C. The Marketing Subproject
 
D. Costs and Benefits
 
E. Implementation
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BASIC GRAIN SUBPROJECT
 

I. BACKGROUND
 

A. Present Production
 

The average Guatemalan's dietary intake is 2,000
 
calories daily. Of that intake, two-thirds derives
 
from basic grains, mainly corn. Black beans, the
 
second most important food in the diet, serve as a
 
valuable protein supplement. Wheat, rice and grain
 
sorghum substitute for a part of the beans and corn
 
consumed in some areas and add variety.
 

These five crops are the nutritional base in Guate
mala. For the two most important, corn and beans,
 
yields are declining.
 

Average bean yields have declined 42 per cent since
 
the mid-fifties (Table).
 

Table 1
 

AVERAGE BEAN YIELDS IN GUATEMALA
 

Period Pounds per acre Decline in yields
 

1953-57 750
 
1958-62 577 23%
 
1963-67 384 42%
 

Source: Est.jats of Direcci6n General de Estadistica, GOG.
 

At the same time, bean acreage increased 250 per cent
 
in response to declining yields and expanding needs.
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Corn yields on traditional lands are also declin
ing, but the fact is hidden by the shifting of
 
production to new lands that initially produce
 
higher yields. Table 2 shows the trends of corn
 
production, acreage harvested and yields per acre
 
from 1950 to 1968. During this nineteen year pe
riod, production increased forty-three per cent.
 

Table 2
 

TRENDS IN CORN PRODUCTION, ACREAGE HARVESTED, AND YIELDS
 
PER ACRE FROM 1950 TO 1968
 

YEAR AREA HARVESTED PRODUCTION YIELDS
 
(1000 acres) (1000 M.T.) Lbs/Ac. Bu.Ac.
 

1950 1,492 438 646 11.5
 
1955 1,404 361 365 10.1
 
1960 1,644 500 670 12.0
 
1965 1,706 639 823 14.7
 
1968 1,669 627 827 14.8
 

Source: Estimates by Direcci6n General de Estadistica, GOG.
 

From data in Table 2, production increases might
 
appear to be coming from country-wide increases in
 
yields,. This is not the case. During this period
 
various land settlement programs were initiated,
 
especially along the Pacific Coast. These account 
for 3/5 of all the land planted to corn in Guatema
la. Yet this same 1/13 accounted for nearly 1/4
 
of all the corn produced in Guatemala and accounted
 
for nearly 3/4 of the increased production. Corn
 
yields in the traditional areas therefore are slow
ly declining.
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Farms smaller than 17.5 acres (Table 3) produce
 
more than half of Guatemala's basic food grains.

Over ninety per cent of its 400,000-plus farms
 
(Table 4) plant corn, and it is estimated that
 
at least 50,000 additional holdings too small to
 
be classified as farms also produce it.
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Table 3
 

BASIC FOOD GRAINS PRODUCTION CCMES MAINLY FROM SMALL FARMS
 

SIZE OF FARMS PRODUCTION OF BASIC FOOD GRAINS
 

In hectares In acres Corn Rice Beans Wheat G.Sorghum
 

Less than 3.5 8.8 46.2 25.0 35.0 41.9 38.9

7.0 17.5 61.7 36.9 57.5 62.8 54.8
 

45.0 112.5 84.6 65.3 84.8 89.3 80.5
 

Source: Estimates of Direcci6n General de Estadistica, GOG.
 

Table 4
 

PER CENT OF TOTAL FARMS PLANTING BASIC FOOD GRAINS
 

Corn 93%
 
Beans 22%
 
Rice 3%
 
Wheat 8% G
 
G.Sorghum 5%0
 

Source: M.A.G., GOG 
 0
o
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Corn is grown throught the country. Figure Ishows the more important commercial production
regions for the other basic grain crops.
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FIGURE 1
 

BASIC GRAINS (EX-CORN) PRODUCTION AREAS
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Average yields for the entire country during even
 
the most recent years were extremely poor (Table 5).
 

Table 5 

AVERAGE AREAS HARVESTED, YIELDS PER UNIT AREA, AND PRODUCTION 
FOR THE FIVE BASIC GRANS DURING THE CROP YEARS :1963-1967 

Area Harvested Yields Production
 

Crop Hectares Acres Kg/Ha. Lb/Ac. Metric Tons
 
1,000 1,000 1,000
 

Corn* 696.6 1,741.5 963 847 670.6
 
Rice 9.5 23.8 1,832 1,612 17.4
 
Beans 117.9 294.8 387 341 45.6
 
Wheat 31.5 78.8 1,006 855 31.7
 
G.Sorghum 48.0 120.0 704 619 33.8
 

Source: National Planning Council, GOG.
 

• National Planning Council stated that these values con
sider all acreage and thus differs from data in Table 2.
 

Production has not met needs; consequently, imports
 
have generally exceeded exports (Table 6).
 

Table 6
 

AVERAGE NET IMPORTS OR THE BASIC GRAINS FOR THE FIVE-YEAR 
PERIODS 1953-57, 1958-62, AND 1963-67 

AVERAGE NET IMPORTS (1,000 Metric Tons) 
GRAIN 1953-57 1958-62 1963-67
 

Corn 15.0 4.9 8.0
 
Rice 2.2 0.1 -0.2
 
Beans 1.6 - 0.7 1.3 
Wheat 48.7 57.5 65.0 
G.Sorghum -22.6 -46.7 -8.5 

Source: National Planning Council, GOG, and Dir. Gral. de
 
Estadlstica, GOG.
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Cost-of-production estimates vary widely among
 
several reporting agencies (Table 7). The varia
tions are due in part to different agencies using
 
different evaluation methods.
 

Table 7
 

COST OF PRODUCING BASIC GRAINS IN TUATEMALA
U. So $ PER 100 POUNDS 

Corn Rice Beans Wheat G.Sorghum
 

2.50 3.72
B.N.A. 1.71 3.95 1.41
 
5.21 5.02
2.12 3.19
SCICAS 
 3.22 ....Nat.Irrig. Program 1.86 2.92 

Bank of Guatemala 1.34 2.61 3.89 ---- 2.15 

4.36 1.78
AVERAGE 1.76 2.80 4.07 


Source: National Planning Council, GOG.
 

These costs reflect inefficient production methods
 
and are high compared to world market prices (Table
 
8).
 

Table 8 
WORLD MARKET PRICES - BASIC GRAINS 

(RANGE FOR 1960-66) 

C.I.F. IMPORT PRICES GRADE 
$1/00 Lbs.w
 

U.S. No. 3 Yellow
Corn 2.50 - 3.00 

Rice 6.68 - 8.32 Siam P. No. 2
 

Beans
 
U.S. No. 1 hard winter
Wheat 3.04 - 2,54 

U.S. No. 2 yellow milo
G.Sorghum 2.18 - 2.54 

Source: FAO Production Yearbook, 1967
 
*Port of Entry, U.K.
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Internal prices are high. 
They reflect high production costs and large grain losses between time of
harvest and final con-,umption. The internal priceof wheat is fixed by law at U.S. $6.00 per hundred
weight. 
The Instituto de Pomento de la Producci6n

(INFOP) is legally obligated to buy corn and rice
at U.S.$3.75 and $4.50 per hundred weight, respectively; but this function ha:s never been carried out.Consequently, prices have fluctuated in a wide rangearound the official piicu,'. 
How do these prices compare with those of the other 
Central American Republics? 

Table 9
 

ESTABLISHED MINIMUM PRICES FOR BASIC 
 GRAINS IN THECE NT RAL AI 'I.'CAIir l<I:: PPLICS 
( U.s. $ per, luG LiY7.'Y-

Country Corn Rice Boons G.Sorqhum 

Guatemala 
 3.75 4.50

El Salvador 
 3.80 4.40 9.00 
 3.00

Honduras 
 3.25 4.50 
 6.50 ----
Nicaragua 
 3.69 5.296 7.14 2.86
Costa Rica 
 3.91 .9 
 9.77 3.19
 

Source: SIECA/CMEP - 10/D.T.2 Guatemala, March 26, 1969. 

This then Js thc :;ituatien. The five basic grains(corn, be ans, wheat, rice?,, and grain sorghum) formthe nut ri icn-, base in Cu, -mli . Over half thebas:tc grains p-i,-Auced come f-rom ,small farms (17.5acres or leos) jsing traditional agricultural methods. Yiel,., ire extr(mely low and are decliningfor the two mo t important grain crops, corn andbeans. Production costs are high. Production increasri; have come from increased acro~ad in tfaditional areas 
or new lands. Productlfoh has rot metneedsl conGequcrrntly Imports usually exceod exports. 
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Indications 
are that demand will exceed supply of
the basic grains in Central America in the future

(Table 10).
 

Table 10
 
DEMAND, SUPPLY AND BALANCE OF BASIC GRAIN CROPS
CENTRAL AMERICA  1975 PROJECTIONS
 

(1,0001x of M. T.)
 

Demand 
 Supply Balance
 
Corn 
 2,294

Beans 2,115 
 -179
240 
 228
Wheat - 12
438
Rice 42 -96
 
Sorghum 

278 277 
 - I
331 
 261 
 - 70

Source: 
 Batelle Memorial Institute, Projections Supply
of 


and Demand for Selected A 
 utu Products n
Central meri---ca- -to_1970 and 1980, May 1968. 

B. Factors Liriti(r- ut

facorsijfi~rod)rcuction 

The following are the major restraints which
must be overcome before ti-? ituation can change. 
Limited credit is the first restraint.not only in respect This is 
monies, to limited availability ofbut also credit policy limitationson the banking institution.- '. law. 

placed 

The second restraint is an
marketing. inadequate system of
Public involvement in basic grain
marketing is limited to price regulation through
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INFOP. Although INFOP has been in the grain hand
ling business for over fifteen years, it has ex
perienced little success in price stabilization.
 

Limitations to INFOP's price regulation programs
 
are insufficient storage capacity (less than 2% of
 
National grain production), little operating
 
capital, and administrative rigidity. A limited
 
number of buying stations exist on the Pacific
 
Coast, but many producers, particularly in the
 
highlands, are left to depend on traditional pri
vate marketing channels which provide little ac
cess to INFOP facilities. In short, INFOP facil
ities are inadequate for regulating prices or for
 
meeting the country's needs for grain storage and
 
handling. The bulk of grain sales will remain in
 
private hands.
 

The private sector, despite its active participa
tion in marketing, is handicariiped by a lack of 
technical knowledge and accessible credit. The 
results are needless grain losses, excessive mar
keting costs, an.! ineequitabh-, distribution of in
come amonq produceis, sellers, and consumers. 

The third r-:t,v Ant Ji th, paucity of accumulated 
agrtonoini c ,-osearch data on irmpioved practices for 
the basjc' *j!,in crops and ,nilidequate mechanism 
for d]elivering information to farmers. 

It has 1,een estimated by thu National Economic Plan
ning Council that if corn product ion increases con
tinLue at ti , past rathc, thh (0oi1it ry shoild become 
self sufficient in corn by 1.17. This assumes that 
human con:sumption will. remain it its present per 
capita lCvel, that consumpti:Vn by animals will niot 
increase more than six pfr ,.nt, and that storage 
losses will remain constant. But th1_Qicrease in 
corn production has beeni stimuilated by more fertire 
soils within Pacific Coast colonization projects 
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and most of the increase can be attributed to
 
these or other virgin lands. Continued increases
 
in corn plantings within the Pacific Coqst area
 
will meet short-range needs. This is a soil
depleting agriculture, however, and beyond 1975
 
yield levels will decline unless modern farming

practices are adopted.
 

Bean yields are declining. Increased plantings

have decreased the magnitude of the deficit; but
 
unless a strong program to increase per acre
 
yields is undertaken, Guatemala will continue to
 
be a net importer of the high-protein staple.
 

kice production increases, if maintained at former
 
levels, would be sufficient to cover internal con
sumption; but annual internal consumption is estim
ated at only 4.8 pounds per capita. Any factor
 
that stimulated consumption, such as a decrease in
 
price, could produce a deficit.
 

Wheat production is in deficit and the deficit is 
growing. Cuateniila probably nevei will become 
self sufficient in wheat. 

The country is a net exporter of grain sorghum.
While data is limited, it is reasonable to expect

consumption to follow increased animal feed needs
 
with some margin for the demands of the Centr,al 
American markets.
 

Low farm incomes will per,;ist. The average Guate
malan farmer produces 847 pound, of corn (Table 5) 
per acre. His cost of production is 0.176 cents 
per pound (Table 7); henc, prodIuc-tion costs per acre 
are $14.91. The value of thi:: production at $2.50 
per hundredweight is $21.18 and the profit per acre 
is $6.27. In addition, if he personally performs
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all labor he has earned about $13.20 as wages.

His total earnings from the acre of corn are then

$19.47. 
 Since nearly half the corn produced in

Guatemala comes from farms of less than 8.8 acres,

(Table 3), the maximum income from corn for this

farmer would be $171.!4 per crop year.
 

Declining yields and an expanding population diminish the per capita food supply, force prices

upward, and thereby decrease real income and fur
ther lower the already low level of life In the
 
countryside.
 

C. Production Potential
 

Now consider what is possible, based on experience

of the better farmers 
--those who follow improved

practices based on research findings. Looking

first at average yields of corn, wheat, and rice

for selected neighbors of Guatemala, we note that

Guatemala's performiance is consistently lower
 
(Table 11).
 

Table 11
 

AVERAGE YIELDS FOR CORN, WHEAT, ANDRICE IN SELECTED COUNTRIES
 
FOR THE PERIOD 1960-64
 

CORN WHEAT RICE
 
Lbs/Ac. Lbs/Ac. 
 Lbs/Ac.
Guatemala 
 7456
 

United States 
 3500 
 1512 3778
Mexico 
 868 
 1764 1961

El Salvador 
 963 	 ---- 1645 (1)
Nicaragua 
 NA 	 ---- 1353 

Source: 	 U.S.D.A. Agricultural Statistics 1968
 
National Planning Council, GOG.
 

(1) 1968 figure.
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Yet just as an average 3500 pounds per acre (62.5
 
bushels) of corn does not reflect what the better
 
U. S. farmers are producing, neither does the 745
 
pounds (13.3 bushels) average reflect what the bet
ter Guatemalan farmers are harvesting (Table 12).
 

Table 12
 

HOW THE BEST GUATEMALAN FARIS YIELD IN RELATION TO THE CURRENT 
NATIONAL AVERAGE (INCREASED YIELDS THROUGH IMPROVED PRACTIC 

CROP Lbs/Ac. Increase 

Corn 5040 538 % more 
Beans 1470 320 % more 
Wheat 3240 266 % more 
Rice 5090 215 % more 
G. Sorghum 4004 546 % more 

Source: 	 Direcci6n General do Investigaci6n y Extensi6n Agri
cola.
 

Moreover, while these farmers are increasing yields, 
they also unusually are lowering their unit produc
tion cost (Table 13). 

Table 13 

PRODCTION COSTS OF THE BASIC GRAINS PRODUCED ON THE BEST
 
FARMS AS COMPARED WITH AVERAGE NATIONAL PRODUCTION 

COSTS 
U. S. $ per 100 Pounds 

CROP 	 TRADITIONAL TECHNIFIED
 

Corn 1.76 1.08
 
Beans 4.07 4.36
 
Wheat 4.36 2.35
 
Rice 2.80 1.65
 
G.Sorghum 1.78 1.24
 

Source: 	 Direcci6n General de Investigaci6n y Extensi6n
 
Agricola and Table 7.
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In general, yields produced under research condi
tions in Guatemala are of about the same magnitude
 
as those of the best local farmers. This is due
 

t
mainly to the researcher s inexperience and a pau
city of back-up informaation. Where limiting fac
tors were better controlled, researchers have ob
tained yields of 10,147 Kg/Ha., 4,392 Kg/Ha., and
 
2,000 + Kg/Ha. for corn, wheat, and beans respect
ively.
 

When a farmer increases yield and lowers his unit
 
production cost, his potential profit obviously
 
will increase.
 

Increased yields coupled with increased production
 
costs, however, may or may not increase profits.
 
A case in point is the bean production costs shown
 
in Table 13. These improved practices increased
 
yields, but they also increased unit production
 
costs; however, the value of the increased produc
tion more than offset the increased production 
costs, and the farmer would net an additional $40 
per hectare. 

. THE PROJECT 

A. Description
 

The Basic Grain Project includes production and
 
marketing credit and technical. assistance in a
 
coordina:ed attack on the factors inhibiting 
modernization --innacces,,ibility of capital, low
 
productivity, high production costs, and inflated
 
marketing costs.
 

The three major activities ("?subprojects") will: 

1. Provide production credit sufficient to finance
 
the costs of technification of proposed crop
 
acreage;
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2. Improve the storage and marketing of the basic
 
grain crops; and
 

3. Provide an adequate program of technical assist
ance for improving cultivation practices, market
ing and investment by the small farmer.
 

The primary objectives of the Project are to intro
duce to Guatemalan grain producers modern farming
 
technology designed to attain higher yields, ]ower
 
unit costs, and more efficient land utilization; and
 

to introduce modern grain handling and marketing
 
practices, to translate the improved production prac

tices into increased returns to producers.
 

The Project will improve Cultua'l practices on 60,000
 
hectares within a period of five years and elevate
 
yields and production from present levels to those
 
shown in Table 14.
 

Table 1.4
 

CROP LANDS TO BE TEC11HI1IEI ANNUAL YIELD GOALSAND ANNUAL 
5 YEARSPRODUCTION GOALS YO BE RAC1LE]D WITHIN 

INCREASED 

CROPLANDS YIELD GOALS PRODCTION 
1,000 

Crop Hect-ires Acres KL.jHa L.;/Ac. Metric Tons 

Corn 35,000 87,500 3591 1160 93.9
 
Beans 10,000 25,000 1162 1022 5.3
 
Wheat 6,000 15,000 2500 2200 9.8
 
Rice 3,000 7,500 3250 28f0 4.6
 
G.Sorghum 6,000 15,000 3175 27114 13.6
 

These yield goals are about one-half the current 

production levels of the best farmers. 
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The planting goals will be reached according to
 

the following schedules.
 

Table 15
 

PLANTING GOALS 
7H

- BY CROPS AND YEARS 
ectares) 

Crop 1st 2nd 3rd 4th 5th 

Corn 
Beans 
Rice 
Wheat 
G.Sorghum 

5,000 
1,400 

700 
1,000 
1,000 

12,000 
2,100 
1,150 
1,500 
1,500 

21,600 
3,400 
1,650 
2,400 
2,500 

25,300 
6,200 
2,500 
3,600 
4,000 

35,000 
10,000 
3,000 
6,000 
6,000 

Totals 9,100 18,250 31,550 41,600 60,000 

These goals are considered to be consistent with
 
the programmed availability of technical assist
ance personnel.
 

The project will operate in current production
 
rt.gionu: where plantings can be expanded as shown 
on the next page.
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Figure 2 

WHERE NEW PLANTINGS WILL BE LOCATED 
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Marketing goals are to increase private grain
 
storage and handling facilities by 46,000 metric
 
tons over a period of five years. Total modern
 
grain storage capacity should approach 100,000
 
metric tons, excluding that of the grain proces
sing industry. Emphasis will be given to farm
 
and community storage in locating the private
 
grain marketing facilities.
 

Another marketing goal is to reduce handling and
 
storage losses. INFOP estimates that at least
 
20% (150,000 metric tons) of the corn crop is lost
 
between time of harvest and final consumption.
 
With the cost of production valued at nearly $40
 
per M.T., this loss amounts to about $6,000,.000
 
annually.
 

B. The Production Sub-project
 

The production Sub-project's intent is to increase
 
planting and imorove cultivation practices to at
tain higher yield mcd lower unit: costs. It in
cludes research, technicai assistance, and credit.
 

1. Research and Technical Assistance 

The technical assistance offered will include:
 

a. Applied fieid research which will have an
 
immediate economic impact on farm practices; 
and 

b. Promotion of the best practices discovered 
so that the lag betwteen investigation and 
the acceptance of its application is short
ened. 

Local and imported grain varieties will serve to
 
start the program. Breeding, selection and test
ing of varieties will be carried out systematical
ly. This is necessary to insure a flow of disease-
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resistant, fertilizer-responsive, high-yielding
 
more nutritive varieties fully adapted to the
 
local variations in climate and soil. For example,
 
most reports on the composition of corn grain give
 
the protein content as about 10%; however, this
 
value is more often about 7.5% to 8% when grown un
der conditions of nitrogen deficiency. This Pro
ject should increase protein production per hectare
 
a minimum of 125% through an increase in yields; and,
 
equally important, through a 25% increase in quality.
 
Unfortunately, nitrogen does little to improve the
 
quality of protein pfr se. To improve protein
 
quality, efforts will be made ro incorporate the
 
high-lysine gene into the corn breeding programs,
 
and other high protein crops such as soybeans, pea
nuts, garbanzo, etc., will be studied.
 

Under the Basic Grains and Agricultural Diversific
ation Projects a minimum of 5,000 additional soil
 
samples will be arialyze1 by the Research Office the 
first year and up to 50,000 by the fifth year. This 
will be an important elemnent in the technical sound
ness to be built into each production sihloan, and 
will be a factor in the Agriculuire Development 
Bank's wi]-in-n ; to Trake -subloans against little 
or no collateral. In order to meet this need, the 
Soil Fertility-Plant Nutrition Section of the Re
search Office will be amplified. 

The suhpr-ojet: will work directly with farmers 
throughout thic Project artea and will not be con
fined to the e-.xperiment stations. 

The subproject will use the following five experi
ment stations; no additions are needed at this 
time: 
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2. Research Personnel 

The research, technical assistance, and market
ing personnel available at the end of 1969 for
 
all programs being carried out by the Ministry
 
of Agriculture were as follows:
 

Table 15
 

MINAG RESEARCH, TECHNICAL ASSISTANCE, AND MARKETING PERSONNEL
 
1969
 

Research & T.A. 
 Monthly Salaries
 

Technical Personnel 21 $ 300-600 
Semi-technical 
 5 200-300
 
Technical Assistants 12 
 100-200
 
Sub-assistants 5 Up to 100
 
Station Administrators 4 190-300 

Subtotal: 47
 

Marketing
 

Technical Personnel 9 
Studies Technidans 5 
Technical Assistants 2
 

Subtotal: -6
 

This list does not include the staffs of Los Bri
llantes (approximately 12) and the Directorace 
General of P'onewable Na .ur l Resources (Approxim
ately 20) who are also engaged in these activities. 

Field research personnel needed to accomplish the 
objectives of this SLbproject are: 

a. 5 Station chiefs charged with the execution
 
of the planned work projects and reporting
 
to the Research D.G. 

b. 5 Research leaders charg(d with supervision
 

and execution of individual crop programs,
 

UNCLASSIFIED
 



UNCLASSIFIED
 

ANNEX II
 
Exhibit A

Page 23 of 45 
 pages
 

reporting to station leaders. 
 In some gases,
the crop research leader may be the station
 
leader.
 

c. 
7 	Research Assistants capable of carrying out
supervised research and directly responsible

to the crop research leaders.
 

d. 7 Full and part-time secretarial assistants.
 

3. Technical Assistance Personnel
 

Regional promotional centers will be located in the
following fourteen Departments:
 

Chi~maltenango
 
Chiquimula
 
Escuintla
 
Huehuetenango
 
Izabal
 
Jalapa
 
Jutiapa
 
Quezaltenango
 
RetaJhuleu
 
San Marcos
 
Santa Rosa
 
Solol
 
Suchit ep que z 
Totonicpcoin 

Staff requirements are: 

a. 5 Regional Chiefs charged with directing thePromotion Agents in their areas. They
responsible to the 	

are 
Director of the Rural
 

Developm1nt Office. 

b. 36 Promotion Agents charged with promotion of 
a
specific crop or crops 
for a given area and
responsible to a Regional Promotion Specialist.
These Agents will be Peritos Ar6nomos (Agro
nomists) with specia!zed training in cultivation, disease and pest control, fertilization, etc. 
for the crops they advise upon.
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They will be backstopped by specialists in
 
the research program. The effectiveness of
 
these promotion personnel will be increased
 
through the aid of the graduates of the
 
Mobile School; the Landlvar Social Promo
tores, Cooperatives, Municipalities,-religious
 
and other groups at the community level.
 
Each crop specialist will have a minimum
 
of five semi-technical assistants.
 

c. 14 	Office assistants.
 

d. 14 	 Field assistant.s. 

4. Production Credit 

a. Administration 

The duties of the Promotion and Technical
 
Assistinc, Section will also include a close 
collaboration with ihe Credit Agents of the 
Agriculture Devol-,pn,.nt Bank in the appraisal, 
disbursement, monito:'ing, and collecting of 
subloans. In this collaboration, the Promo
tion A!c(:llt5 will: 

i. 	 ident-ify farmer; willing and able to use 
Baaic Grains Project subloans, and assist 
them in p'iparing their subloan applica
tions; 

ii. 	 monit:m t, foariwr ' s use of funds, con
s:ist rit .i }",tho terms of his subloan; 

iii. 	 certify the cu, :ctra of payments un
dr. the sub] o, , ; 

iv. 	 respond to rh. firer's requests for 
technical advLce, backstopped by the 
Grains Research Section; and
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approve repayment term extensions when cir
cumstances so dictate. 
 These credit opera
tions will be subject to regular audit by COG
 
auditors.
 

Coordination of the efforts of the Research
 
Station Chiefs, the Regional Promotion Spe
cialists, and the Credit Agents will be the
 
responsibility of the office of the Vice-

Minister for Technical Operations. An or
ganization chart illustrating this system
 
appears on Table 16.
 

b. Costs
 

The Plarming Council estimated that over the

five years of the Project employing $4,038,800

of the A.I.D. Loan and the use 
of rollovers
 
there will be up to $24 million in production

subloans made. Production subloans will be
 
fully financed by the Loan.
 

The Research and Technical Assistance costs
of the Project totalling $2.42 million will
 
be shared equally by the GOG and A.I.D.
 

A detailed cost analysis of this subproject,

showing the projected source and use of funds
 
over five years, follows as Table 17.
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Table 16 

ORGANIZATIO CHART: GRAINS PRODUCTION SUBPROJECT 

Vice Min 
Tech. Ops
 

L1L
 
Research 

D.G. 

Research 
Agents . 

5 
5 
7 
7 

Station Chiefs 
Research Leaders 
Research Assistants 
Clerical 

Rural Devel. 

D.G. 


Promotion 
Agents 


5 Regional Chiefs 
36 Promotores 
14 Field Assistants 
14 Clerical 
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Ag. Devel
 
Bank 

Credit 
Agents
 

14 Credit Agents 
14 Clerical
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CSTANLYIS 

Technical 

17 

BASIC GRAINS PROUICTION SUBPRWECT 

Assistance and Research Cost Breakdown 

o 
000 Q 

Year 1 2 3 4 5 6 

AID GOG AID GOG AID GOG AID GOG AID GOG AID GOG 

Purpose 

Personnel 181.7 181.7 187.8 187.8 199.3 199.3 202.3 202.3 209.6 209.6 980.7 980.7 

Maintenance 4.3 4.3 6.7 6.7 6.7 6.7 8.5 8.5 8.5 8.5 34.7 34.7 

Materials 25.2 25.2 25.2 25.2 25.2 25.2 25.2 25.2 25.2 25.2 126.0 126.0 

Equipment & 
Vehicles 

69.5 69.5 ... .. ... ... ... ... ... ...- 69.5 69.5 

Subtotals 280.7 280.7 219.7 219.7 231.2 231.2 236.0 236.0 243.3 243.3 1210.9 1210.9 
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II. Production Credit - Wholly A.I.D. Financed 

( 000 q ) 

Year 

Seeds 

1 

149.1 

2 

122.7 

3 

158.3 

4 

290.6 

5 

335.0 

Total 

1055.7 
CO 

Fertilizers 360.2 296.5 382.5 702.2 809.5 2550.9 
z 

Pesticides 61.0 50.2 64.8 119.0 137.1 432.1 

Subtotal 570.3 469.5 605.6 1111.8 1281.6 4038.8 

GOG Total: $1,210,900 A.I.D. Total:$5,249,700 Subproject Total:$6,6560,600 
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3. Production Benefits
 

The factors that influence production are inter
related and cannot be compartmentalized to say
 
"this factor must increase yield by X per cent".
 
The factors are not additive. For example,
 
nitrogen application may increase yields 500
 
Kg/Ha. and an application of phosphorus may in
crease yields 200 Xg/Ha. When applied together,
 
however, this nitrogen plus phosphorus often
 
would increase yields on the same field 1000
 
Kg/Ha. Such synergistic relationships exist
 
between nearly all factors involved in improved
 
practices. The effect of this relationship on
 
producers' returns is illustrated in Tables 18
 
and 19.
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ac 0 
H .jrq COSTS AND VALUES PER HA. FOR TRADITIONAL AND IMPROVED PRACTICES 

z x ( With Improved Practices With Traditional Practices 

crop YieldYqIHa. ValueQja CostQ/Ha. YieldXg/Ha. ValueQ/Ha. CostQ/Ha. 

Corn 

Wheat 

Sorghum 

Rice 
Beans 

3591 

2500 

3175 

3250 

1162 

197.50 

325.00 

174.62 

282.75 

185.92 

143.50 

200.93 

123.91 

210.77 

156.01 

963 

1006 

704 

1832 
387 

52.96 

130.78 

38.72 

159.38 
61.92 

76.48 

136.85 

56.92 

143.18 
85.51 

1-4 

z 
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Table 19
 

MARGINAL COSTS, PROFITS, IND MATERIAL INPUT COSTS 
OF IMPROVED AGRICULTURAL METHODS COMPARED WITH 

TRADITIONAL METHODS 

Marginal 
Costs 

Percent of 
Total 

Marginal 
Profits 

Material 
Input 

Q/Hectare Production Q/Hectare Costs 
Crop Cost q/Hectare 

Corn 66.99 46.7 77.55 70.70 
Beans 70.50 45.2 51.50 73.30 
Rice 67.59 32.1 123.37 77.85 
Wheat 64.08 31.9 130.14 93.96 
Sorghum 66.99 54.1 68.91 58.70 

C. The Marketing Subproject
 

Private grain storage and handling facilities will
 
be increased 46,C00 metric tons in five years
 
(Table 20). This plus an estimated 54,000 metric
 
tons of new/ public storage capacity will result
 
in some 100,000 metric tons of new capacity within
 
five years, a capacity increase from 2% of project
 
production levels to 14% of projected pvoduction
 
levels, exclusive of the facilities presently oper
ated by the grain processing industry.
 

Table 20
 

CUMULATIVE GRAIN STORAGE CCMPLETION SCHEDULE -
Year Following Initiation Metric Tons Storage 

1st 5,100
 
2nd 10,200
 
3rd 20,450
 
4th 30,700
 
5th 46,000
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New private grain storage facilities will be
 
located in areas covered by the Production sub
project. The marketing subproject comprises:
 
Marketing assistance; Construction credit; and
 
Commercialization credits.
 

1. Marketing Techniudl Assistance
 

Marketing technicians will provide a variety
 
of services to the private sector. These
 
services include:
 

a. Feasibility studies to determine worthwhile
 

investments;
 

b. Technical acisign of installations;
 

c. Assistance in the operation of new
 
facilities; and
 

d. Dissemination of accurate market informa
tion to grain holders.
 

These services require a central office staff
 
plus regional agencies to maintain close con
tact with grain producers. Included are local
 
personnel for:
 

Personnel
 

Design and Construction of Installations 3
 
(Professional)
 

Studies and Feasibility of Installations 
 2
 
(Professional)
 

Storage and Conservation 
 7
 
(Professional)
 

Market News 
 4
 
(1 Professional and 3 Assistants)
 

Domestic Sales Promotion 
 2
 

2
 
(1 Professional, I Assistant)
 

Crop Forecast 5
 
TOTAL 25
 

Export Promotion 
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2. Construction Credits
 

This major subproject expenditure ($4.95
 
million) will be the financing of the cons
 
truction, improvement and expansion of
 
private grain marketing facilities. These
 
sub-loans will be promoted and executed in
 
the same manner as the production subloans,
 
with the Marketing Technical Assistance
 
staff collaborating on technical grounds
 
with the Cvedit Agent of the Agriculture 
Development Bank. ( The publically owned
 
facilities scheduled to be constructed at
 
the same time are expected to be financed 
by a $4 million credit from CABEI).
 

Coordination of the construction credit sub
project with the grain production promotion,
 
technical assistance, and commercialization
 
subprojects will be the responsibility of the
 
Director of Rural Development.
 

3. Commercialization Credit
 

Unless producers have credit for working ca
 
pital, they will not be able to operate their
 
new storage and handling facilities efficiently
 
or to bargain effectively in selling. The vo
lume of operating capital required is large. 
Not only must the costs of drying, cleaning, 
storing and transportating of the grain be met 
but the purchase of the grain itself must be 
financed. Transportation cos;ts, fiscal taxes, 
drying, cleaning and temporary storage of grains 
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all hit the producers at harvest time when
 
their working capital is exhausted and in
debtedness is greatest.
 

These farmers may be quite willing to sell,
 
but in most cases they must have immediate
 
payment in cash to cover their own expenses
 
and to pay off production credits. The cash
 
is often not available or scarce, and the re
 
sult is that storage facilities may stand
 
idle because all of the local and public re
sources were put into fixed investment 
structures and equipment - leaving no reserves
 
for operating expenses, and the farmer, when
 
he does sell, must accept a disappointingly
 
low price.
 

Assuming that the proposed 46,000 metric tons
 
of new private sto-age capacity to be built
 
under the subproject were filled entirely with
 
corn, the capital needed to buy the grain from
 
producers at q55per metric ton (q2.50 per cwt.)
 
would total t2,530,000. With a handling and
 
storage cost of Ql0/metric ton, an additional
 
Q460,000 would be needed to cover costs until
 
the grain is marketed. The total of Q2,990,000
 
would have to come from some source: producers,
 
themselves, advance payments by buyers, bank
 
financing, etc.
 

The GOG intends to meet this problem by pro
 
viding to the Marketing and Price Stabiliza
tion Institute a $7 million working capital
 
fund, which may be used to finance grain hold
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ings in public and in private facilities,
 
and which will be created by a $3.5 million
 
donation of wheat from the FAO World Food

Program and a matching contribution of $3.5
 
million In cash from the COG budget. Should
 
the negotiations with the World Food Program

not succeed, however, then the GOG has agreed

that the development of a solution to this
 
problem satisfactory to AID will be among the
 
Conditions Precedent to 
'iefirst disbursement
 
of loan funds under the Basic Grains Project.
 

Under consideration at present are the follow
 
ing alternatives:
 

a) 	an additional GOG budgetary contribution
 
to the Project scheduled to be made as
 
storage facility construction is complet

ed, and of sufficient size to finance all
 
or a major part of the new working capi
tal requirement; or
 

b) 	the creation of a "Guarantee Fund" design

ed to offer a private banking system an as
 
surance of an adequate profit level and a
rapid enough claims procedure to make this
 
financing commercially attractive.
 

A detailed cost analysis, projecting the source
 
and use of funds over the five years of the
 
Marketing subproject (and not including any

GOG contribution for grain storage working ca
 
pital costs) follows in Table 21.
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TABLE 21 

COST ANALYSIS: BASIC GRAINS MARKETING SUB-PROJECT (000 Q.) 

YEAR 
PURPOSE 1 2 3 4 5 Total
 

AID GOG AID GOG AID GOG AID GOG AID GOG AID GOG
 

S A. Technical

Assist. -

H Salaries 45 45 45 45 45 45 45 45 45 45 225 225
 
H 
mVehicles, 

20 20 20 20 20 20 20 100 100 MMaint., etc. 20 20 20 

Scholarships 10 10 10 10 10 10 10 10 10 10 50 50 

B. Installations H H~H 

Construction 4 

Credit 275 275 275 275 55D 550 550 550 880 880 2530 2530
 

TOTAL 350 350 350 350 625 625 625 625 955 955 2905 2905
 

GOG TOTAL: $2,905,000 AID TOTAL: $2,905,000 SUBPROJECT TOTAL: $5,810,000
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D. Summary Costs and Benefits
 

I. Costs
 

The costs of Basic Grains Project will be ap
portioned in the following manner:
 

Crop Production Subproject:
 

Production: A.I.D. 4,038,800
 
G.O.G.
 

Technical
 
Assistance A.I.D. 1,210,900
 

G.O.G. 1,210,900
 

Subproject
 
Cost 6,460,600
 

Marketing and Storage
 
Subproject:
 

Construction
 
Credits A.I.D. 
 2,530,000
 

G.O.G. 2,530,000
 

Technical
 
Assistance A.I.D. 
 375,000
 

G.O.G. 375,000
 

Subproject
 
Cost 5,810,000
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Basic Grain Project:
 

Total Contribution A.I.D. 8,154,700
 
G.O.G. 4,1152900
 

Total Project Cost: $12,270,600
 

2. Benefits
 

The Project will reach more than 6 million
 
consumers. About 11,000 loans will be made
 
which will directly affect some 55,000 people
 
and indirectly affect 350,000. About 7,750,000
 
man days of labor requiring an additional 1
 
million man days of supporting services will
 
be generated.
 

Increased yields of the basic grains will free
 
land for other diversified agricultural pr)Iuct
 
ion. Thus more food of better quality and
 
greater variety at reasonable prices will Le
come available.
 

Nevertheless, it is the economic benefits that
 
will finally determine whether or not the in
novations will be retained. What are there
 
economic benefits?
 

Grain production increases projected over the
 
five-year Projectterm amount to nearly 339,000
 
metric tons worth about $21.5 million and yield
 
ing some $10.8 million in profits. Moreover,
 
the capacity to produce an additional 128,000
 
metric tons of basic food grains annually will
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be developed. About $12.6 million will
 
enter the economy annuclly, of which at
 
least $4.6 million will be direct profits
 
to small farmers.
 

Per unit production costs will usually be
 
lowered. In all crops profits will be in
creased. Estimated marginal benefit-cost
 
ratios for production arc:
 

Corn 2.2 

Beans 1.7 

Wheat 3.0
 

Rice 1.8 

G. Sorghum 2.0
 

All Crops 2.0
 

Losses of stored grain, from the time of
 
harvesting until sale to final consumer,
 
will be reduced three-fourths. Savings
 
of 17,700 metric tons of grain worth al
most $1 million will result from construct
 
ion credits during this period. Storage los
 
ses for the combined public-private market
 
ing sector will be lowered some 15,000 me
tric tons annually. Savings, at $55 per
 
metric ton of grain, will amount to some
 
$825,000 annually.
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The combined economic benefits of improved
 
production, lowered per unit production
 
costs, and grain savings will result in low
 
er domestic consumer prices and increased
 
producer incomes. Lower prices also will
 
stimulate entry of these products into the
 
Central American Common Market and favorably 
influence export earnings. 
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E. Implementation Plan
 

1. Policy
 

Basic Grains policy will be established by the
 
Rural Development Committee composed of the
 
Ministers of Agriculture (as Chairman), Finance,

Economy, and Labor; the President of the Bank of
 
Guatemala; and the Secretary-General of the NEPC;

and implemented under the direction of the Vice
 
Minister of Technical Affairs assisted by the
 
Director-General of Rural Development. 
This
 
Policy will include the development of an ade
quate legislative and administrative backdrop
 
for the successful production and marketing of
 
the Basic Grains; the provision of adequate

funding for the Project activities; and the

determination of lines of authority and general
 
operating procedure for the implementation of
 
the Project. The Director-General of Rural
 
Development will be specifically charged with
 
coordinating the efforts of three offices in
 
carrying out this Project: the Agriculture

Development Bank (production credit); the
 
Marketing and Price Stabilization Institute
 
(storage and marketing); and the Research
 
Office (technical assistance).
 

2. Production and Marketing Credit
 

Credit will be advertised, contracted, disbursed
 
and collected by teams of Promotion Agents and
 
Credit Agents located in rural areas. The pro
cesses of promoting, executing, and monitoring

subloans and the specific functions of the 100
 
Technical Assistance Agents and the Credit
 
Agents are described earlier in this Synopsis.
 

Credits for Easic Grains storage facilities
 
construction will be extended by the Agricul
ture Development Bank following the completion
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of satisfactory feasibility studies of each
 
particular construction proposed. AID ap
proval of the findings of each study, the
 
final plans, specifications, and bid docu
ments, and of the construction contractor
 
selected will be required as a condition to
 
the release of Loan funds to finance con
struction.
 

3. Technipal Assistance
 

Technical assistance will be provided to the
 
Bank in appraising subloan applications and
 
to the farmer in the preparation of his ap
plication and the execution of his particular
 
subproject. The Human Resources Project con
templates the training of Promotion Agents
 
over the course of the Project as shown on
 
page 23 of this Synopsis. This training
 
will be scheduled in phase with the in
creasing technical assistance likely to be re
quired to meet each year's credit, planting
 
and production goals. These agents will re
side in the areas they are serving.
 

4. Research
 

Research services will support the Promotion
 
Agents in (1) their analyses of farmers' pro
posals, and (2) responding to farmers' requests
 
for special assistance during subloan execu
tion terms. The Research Office also will con
duct continuing experimentation in the crops
 
receiving attention in this Project.
 

5. Implementation Schedule
 

Following the negotiation, signing, and rati
fication of the Loan Agreement and the meeting
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of the primary conditions to the Loan, an im
plementation term of five years is projected
 

for that portion of the Project which will in

volve AID/GOG financing. The Project will con
tinue for several years thereafter employing
 
solely GOG funds and rollovers.
 

6. Procurement and Disbursement
 

The items to be financed with Loan fundsz, as
 
shown in Table 17 on page 29 will be procured
 
in accord with A.I.D. regulations. U.S. Gov
ernment-owned excess property will be procured
 
in lieu of new items whenever possible.
 

Most of the Loan funds used in this Project
 
will finance the commodity costs of production
 
subloans. In the case of orders placed with
 
U. S. or other eligible suppliers outside the
 
Central American Common Market the Letter of
 
Commitment or the Direct Payment procedures
 
will be used.
 

For all other transactions, A.I.D. will set
 
up in the Agriculture Development Bank a
 
local currency revolving fund of perhaps
 
$100,000. The Bank's requests for replenish
ment of this fund will include a detailed list
 
of the specific subloans receiving financing,
 
identifying each sub-borrower, subproject loca
tion, subloan size, purpose and terms, and
 
whether this is the sub-borrower's first cre
dit under the Project.
 

Subloans will be disbursed by the Bank to
 
farmers via cash advances, supplier chits, or
 
direct payments to suppliers, depending on the
 
terms of each subloan agreement.
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7. Evaluation
 

The first level of evaluation will include the
 
monthly progress reports to be submitted by the
 
Bank to A.I.D., arid the results of regular site
 
inspections and other checks performed by USAID
 
technicians. 

The second level of evaluation will be the end
use and control-of-funds checks included in the
 
periodic audits to be performed by the GOG and
 
A.I.D.
 

The third level of evaluation will be carried
 
out quarterly by a joint USAID-GOG committee
 
measuring progress in the following:
 

a. Meeting area planting goals;
 

b. Subloans ,,ade and their repayment record: 

c. Meeting yibld and production volume goals; 

d. Increases in prodicers' returns. 

Reports covering all three ]evcls will be re
viewed by the Mission with an eye to remedying
 
problems or redirecting Projeet efforts and 
will be transmitted to AID/Washington for in
formation or for speciol attention as the case 
may be. 
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PROJECT SYNOPSIS: AGRICULTURAL DIVERSIFICATION 

I. BACKGROUND 

A. Present Agricultural Situation 

Agriculture contributes about 30% of Guate
malats GNP. Coffee, bananas, cotton, sugar 
and beef provide some 70% of present export
 
earnings, and about 65% of the economically
 
active population owes its living to agri
culture. 

But agricultural growth is barely keeping 
ahead of population growth. The heavily
 
populated area comprising the larger farms
 
on the South Coast is commercially active
 
and produces about 60% of all agricultural
 
products. The other major area of popula
tion density, the western Highlands, is
 
engaged in traditional agriculture close
 
to the subsistence level, with many small
 
farms insufficiently capitalized, technolo
gically backward, and of decreasing
 
fertility. Underemployment in both these
 
areas is increasing.
 

Traditional marketing methods are uneconomic
 
and there is no institutional framework able
 
to carry out an integrated attack on the
 
problems of agricultural development.
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The recurrent setbacks suffered by Guatemala
 
in export earnings due to an overwhelming de
pendence on coffee, bananas and cotton also
 
point out the need for changes in agricultur
al policy.
 

B. Agricultural Potential 

The potential for agricultural development in
 
Guatemala is nearly unlimited. Almost any 
type of climate may be found, from the trop
ical rainy lowland, through irrigable dry 
areas, to cold highland regions. In all of 
these areas there are soils of good structure 
and texture with reasonable requirements of 
fertilization. There is an adequate labor
 
force and a good network of roads, many of
 
them paved. Large new areas could be opened
 
to agriculture by building additional all
weather roads as contemplated in the Infra
structure Project. Technification and div
ersification of Guatemalan agriculture will
 
initially depend, however, on more intensive
 
production methods on the land now in crops,
 
with special attention to the tradition-bound
 
Highland areas.
 

The potential for agricultural development

in Guatemala is great enough to rescue the
 
country from the dangers of over-population
 
and under-production menacing the rest of
 
Central America.
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C. Problems Impeding Development
 

Some of the restraints are implicit in the
 
foregoing description. There are deficiencies
 
at all levels, from the farm up to the federal
 
government, in regard to the use of economic
 
resources, application of technical knowledge,
 
transport, marketing, and price stabilization..
 
Specific problems in these fields are caused
 
basically by lack of an integrated overall
 
institutional framework which would enable
 
the necessary decisions to be made soundly and
 
rapidly, and by lack of sufficient trained
 
personnel to carry out the decisions. And at
 
the root of these deficiencies is the lack of
 
sufficient funds to cover the requirements of
 
a well-staffed group of institutions.
 

The Rural Development Program includes a major

reorganization of the agricultural institution
al framework. The Agricultural Diversification
 
Project will offer a major incentive for this
 
change and an unusual opportunity to capital
ize on it. It will increase rural employment
 
and incomes, the quality and variety of the
 
domestic food supply, and the volume of agri
cultural exports. The Project is directed
 
primarily at small and medium-sized farmers
 
on the South Coast andt in the Highlands; some
 
attention is also given to the development of
 
citrus and plantain in the Northeast. It
 
could lead to greater income from lands at
 
present considered marginal for coffee produc
tion, but it is not dependent upon or tied to
 
the use of such lands.
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II* PROJECT DESCRIPTION 

A. 	 Crop Selection
 

Of the large number of crops which could be
 
grown in Guatemala in much greater quantity 
than at present, seven have been selected
 
for the Project:
 

1. 	 Citrus
 

Oranges and tangerines (to constitue 80%
 
of proposed plantings)
 
Lemons (to constitute 10% of the proposed
 
plantings)
 
Grapefruit and limes (to constitute 10%
 
of the proposed plantings)
 

2. 	 Avocado
 

3. 	 Cold-climate fruits (apples, pears,
 
peaches, plums) 

4. 	 Plantains
 

5. 	 Sesame
 

6. 	 Flowers (roses, gladiolas, carnations,
 
chrysanthemums)
 

7. 	 Vegetables (onions, carrots, tomatoes,
 
garlic, bell peppers, cabbage, lettuce,
 
cauliflower, cucumbers, muskmelons, cel
ery, eggplant, beets, potatoes)
 

This selection was based on the existence of
 
favorable feasibility studies of these crops
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and successful experience with them on the
 
part of some Guatemalan farmers. Production credit
 
in each of these crops does not now exceed
 
$300,000 annually.
 

These feasibility studies have been made in
 
recent years by competent specialists in
 
Guatemalan Government agencies, and cover the
 
crop situation at the time of writing, detail
ed costs and benefit analyses, market studies,
 
cultivation practices, varieties, yields, tech
nical assistance needs (including research)
 
and a description of how the sub-projects would
 
be administered.
 

The emphasis of this expanded development is
 
directed: first, to satisfying the national
 
market; second, to supplying Central American
 
demand; third, to trade to other Latin American
 
outlets; and finally, to trade with
 

other markets which have commercial rela
tions with Guatemala.
 

This Project reflects substantial revision of
 
the original proposals, with two production
 
goals (avocado and citrus) sharply reduced.
 
A precis of each report follows.
 

CITRUS - Published by Ministry of Agriculture
 
In-i-6, this study covered the planting of
 
10,000 hectares which would produce 360,000
 
metric tons of fruit from 2 million trees, and
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would require financing of Q.13,964,500. It
 

was compiled by nine specialists from the
 

Ministry, Bank of Guatemala and the National
 

Economic Planning Council (NEPC).
 

The prime market for Guatemalan product in
 

the near term is El Salvador, a traditional
 

importer of fresh citrus.
 

AVOCADO - Published by the Ministry in 1966
 

(second edition), this study considered the
 

planting of 3,000 hectares in five years at
 

a cost of Q.4.3 million. The income from
 

the 468,000 trees would amount to Q.468,000
 

in the first year, and to Q.3,27
6 ,000 in the
 

10th year. The report was written by 11 spe

cialists from the Ministry, the Bank of Gua

temala, and the National Economic Planning
 

Council (NEPC).
 

Avocado is one of the most widespread tree
 

crops in the country. It is a seasonal
 

export item to El Sciador.
 

- Published by the Min-
COLD-CLIMATE FRUITS 

istry in 1967 (second edition), this study
 

1,537 hectares
considered the planting of 

during 10 years, with full production of
 

Q.3.5 million per year after 20 years. Fin

ancing of Q.2.25 million would be required.
 

It included a description of soils and clim
selected. Guaatic conditions in the areas 
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temala'c Highlands have a natural advantage
 
in the production of deciduous fruits for the
 
CACM. For the next 10 years retail and pro
cessor demand are expected to exceed Common
 
Market production.
 

This study was written by four specialists
 
from the Ministry, Bank of Guatemala and
 
USAID/Guatemala.
 

PLANTAINS - Published by the Ministry in 1967, 
this study considered the plantinq of 2,000 
hectares in three years at a cost of Q.2.46 

estimmillion. Income over seven years was 

ated at Q.9.6 million. This report was writ
ten by 9 specialists from the Ministry, Bank
 
of Guatemala and the NEPC.
 

Traditionally coffee farmers have grown plant
ain as temporary shade for their plantations,
 
and the National Coffee Association may event
ually set up its own marketing agency for the
 

fresh fruit as well as product diversification
 
(chips, flour, baby foods, etc.)
 

SESAME - Published by the Ministry in 1968,
 
this study considered planting 10,000 hect
ares the first years, and 11,600 the second
 
and following years. Cost was estimated at
 
Q.1.6 million the first year and Q.1.7 million
 
each following "ear.
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Sesame is looked upon with great interest in
 
those areas now diversifying out of cotton.
 
Japanese buyers in particular have responded
 
very positively to this crop as an item in

exchange for their industrial products. During

1967 Guatemala exported 5,048 metric tons of
 
sesame ($1.3 million), of which about one-fifth
 
went to Japan. The marketing prospect is ex
ceptionally good during the next five years.
 

FLOWERS - This 1968 study considered the plant
ing of 205 hectares of the four most important

flowers - chrysanthemums, carnations, roses
 
and gladiolas, at a cost of up to Q3 million
 
per year for the first three years, falling to
 
about Q500,000 in the 7th year. The report
 
was written by 7 specialists from the Ministry,

the Bank of Guatemala and the NEPC.
 

To date the major outlet for flower production
 
has been the CACM. This demand is still un
satiated, and the additional 130 hectares
 
scheduled for this subproject will address in
ternal and Common Market demand in the near
 
term. Exports to other markets will expand as
 
economical and reliable air transport facilities
 
develop.
 

Three cooperatives have formed recently to enter
 
this business. In time smaller growers through
out the country are expected to be incorporated

into regional groupings for the channeling of
 
technical and marketing guidance.
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VEGETABLES - This report has not been publish
ed. It sas compiled by Ministry specialists,
 
assisted by the USAID/Guatemala Vegetable Ad
visor arid others, and is generally known to
 
the present USAID staff.
 

New vegetable production is centered around
 
those areas of favorable soils which will be
 
irrigated in the near future. Contracts are
 
now being let for design and construction under
 
the IDB irrigation program. At least eight

projects are under construction which upon

completion will provide 12,500 hectares of land
 
with a water supply adequate for intensive
 
farming.
 

The vegetables sub-project will reach the
 
equivalent of 20,000 hectares of production

through the multiple cropping of 10,000 hect
ares including 2,500 hectares of new plant
ings:
 



HECTARES IMPROVED: VEGETABLES 

Location Y e a r s Total 

1 2 3 4 5 

Technification of 
Existing Production 
Areas 750 1125 1500 1875 2250 7500 

New Land Development 
on Irrigated Areas 250 375 500 625 750 2500 

HMCumulative Total of 
Improved Areas 1000 2500 4500 7000 10000 10000 

H* H 

00t 

en 
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Over a five-year period a total 10,000 hect
ares of land will have benefitted by improved
 
practices. At no time will there be more
 
than this amount being cultivated under the
 
Project. By double cropping each year, this
 
land can produce the equivalent of 20,000
 
hectares and will constitute the major com
mercial production of the country. At least
 
75% of this production will go into the na
tional market -- both fresh and processed.
 
The export component is scheduled for CACM
 
and Latin American markets, with gradual
 
entry into more quality-concious markets as
 
the quality of production improves.
 

Substitutions may be made within this list
 
should studies now being carried out by the
 
Ministry reveal more attractive opportunities
 
in other crops. Present subjects of study are
 
cacao, cashlew, pineapple, yucca, soya, peanut,
 
and barley.
 

B. Planting and Production Goals
 

Present plantings of these crops will be en
larged and intensified, and modern technology
 
and management brought to bear in their prod
uction to obtain larger yields, higher product
 
quality, and an improved unit margin which may
 
be translated into a higher net return to the
 
producer.
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1. Planting Goals
 

New plantings and technification of these
 
seven selected crops will be carried out
 
according to the following schedule:
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Plantain 

Fruit* 
Avocado 

Citrus 


six Crop* 
Total 


* Excludes 
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Sesame 

Fruits 

Plantain 
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Citrus 
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-
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-
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C. 	 Production Credit
 

Slightly more than $7 million of the A.I.D.
 
Loan will finance production credits, which
 
the Planning Council estimates may exceed
 
$50 million in five years including the roll
over use of funds repaid by farmers. The
 
amount of AID Loan financing to be directed
 
to each crop is shown in Table I following.
 
These subloans will be made by the Agriculture
 
Development Bank employing the services of the
 
Promotion Agents described in Section D. Tech
nical Assistance immediately below, witht-
routines of credit administration to be carri
ed out by local Credit Agents working in close
 
collaboration with the Promotion Agents. Credit
 
Agents will:
 

1. 	 Receive subloan applications;
 

2. 	 Approve or reject those under $1,500, and
 
forward those over $1,500W the Bank's
 
main office in Guatemala City for consid
eration;
 

3. 	 Advise the farmer and the Technical Assist
ance Agent of the approval or rejection of
 
the application;
 

4. Disburse funds or chits to the farmer or
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TABLE I 

NEW LOANS BY CROP BY SOURCE OF CAPITAL (FIRST USE OF FUNDS) 

Year 1 2 3 4 5 TOTAL 

Sub-Project AID - GOG AID - GOG AID - GOG AID - GOG AID - GOG AID - GOG 

Citrus 119.2 -- 196.8 -- 287.0 -- 242.7 -- 293.6 -- 1139.3 

Deciduous 64.6 -- 103.7 -- 175.0 -- 266.5 -- 375.0 -- 985.0 --

Vegetables 490.6 418.7 735.9 628.1 981.2 837.5 1226.5 1046.8 1471.8 1256.2 4905.9 4187.4 

Sesame -- 675.1 -- 486.1 -- 405.1 .......... 1566.3 

Plantains -- 434.4 -- 794.0 -- 147.2 1375.6 

Flowers -- 879.6 -- 1055.3 -- 398.2 .......... 2333.1 

Avocado -- 74.8 -- 134.2 -- 156.1 -- 148.4 -- 127.6 -- 641.' 

TOTAL 674.6 2482.6 1036.4 3097.7 1443.2 1944.1 1735.7 1195.2 2140.4 1383.8 7030.2 10103.5 
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directly to suppliers, as planned in the
 
subloan contract;
 

5. 	 Collect and record payments of interest
 
and repayments of principal;
 

6. 	 Maintain books and records of all trans
actions; and
 

7. 	 Report to the bank and the interested
 
Promotion Agent on the financial status
 
o each approved subloan.
 

Credit Agents will have the authority to stop
 
the disbursement of subloan funds if the Pro
motion Agent's reports or his own investiga
tions indicate that funds are being misused,
 
and to approve repayment term extensions when
 
circumstances so dictate. These credit opera
tions will be subject to regular audit.
 

The ANACAFE subproject also deals with agri
cultural diversification, but it will be car
ried out separately as follows: the funds col
lected through the .60 per bag tax on coffee
 
exports to new markets will be used to finance
 
diversification within the coffee zoites under
 
the supervision of ANACAFE. There is $6.6
 
million programmed for this purpose for the
 
Departments of San Marcos, Retalhuleu, Suchi
tepdquez, quezaltenango, and Alta Verapaz.
 
Major emphasis will be placed on African oil
 
palm, tea, citrus, other tropical fruits and
 
dairying.
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D. Technical Assistance
 

A pre-requisite to making more credit available to the small and medium farmers in this
Project will be the provision of sufficient
technical assistance to assure that the small
and medium farmers are borrowing on a technically sound basis and can offer a reasonable
assurance of repayment from their earnings.
For the Agriculture Development Bank this
availability of technical assistance will take
the place of the physical guarantees which
public banks now demand as collateral.
 
The research, technical assistance and marketing
personnel available at the end of 1969 for all
programs being carried out by the Ministry of
Agriculture were as follows:
 

TABLE 15

MINAG RESEARCH.TECHNICAL ASSISTANCE, AND
 

MARKETINq PERSONNEL- 1969 

Research & TA 

Monthly Salaries
 

Technical Personnel 
 21
Semi-technical $300-600
 
5 
 200-300
Technical Assistants 
 12 
 100-200
Sub-assistants 

5 
 up tolOO
Station Administrators 
 4 
 190-300
 

Subtotal 
 47
 

MarketinA
 

Technical Personnel 
 9
Studies Technicians 
 5
Technical Assistants 
 2
 
Subtotal 
 16
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This list does not include the staffs of Los
 
Brillantes (approximately 12) and the Directorate
 
General of Renewable Natural Resources (approximat
ety 20) who are also engaged in these activities.
 

Technical assistance will be more expensive
 
than in the past, reflecting the GOG's aware
ness that competent performance can only be
 
obtained by employing competent people, fairly
 
paid and well supplied with the necessary ve
hicies and equipment. All technical assistance
 
under the Project will be provided by Ministry

of Agriculture personnel.
 

A total of 131 Promotion Agents hired and as
signed to crops as shown in Table II on the
 
next page, working under 7 Project Chiefs res
ponsible to the Rural Development Directorate
 
General, will have the following duties:
 

1. To carry out the educational and promotion
al programs being brought to large numbers
 
of farmers under the Human Resources Pro
ject;
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YEAR 

1 

2 

3 

4 

5 

CITRUS 

1 

1 

1 

PROMOTION AGENTS' 

AVOCADO DECIDUOUS 

1 2 

1 1 

- 1 

11 

1 

TABLE II 

HIRING AND ASSIGNMENT 

PLANTAIN SESAME 

2 5 

1 3 

- 2 

_ 

SCH'-LE 

FLWfEs 

5 

1 

1 

VEGETABLES 

25 

25 

25 

25 

TOTALS 

41 

33 

30 

3 

26 

1 

Cumulative
Crop Totals 3 2 
Cumulative Promotion Agents 

6 3 10 7 100 

131 

I-
0" M' 30 - U 

cI~ 
9-4 0 w
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2. 	 To identify farmers willing and able to
 
use Diversification Project subloans, and

assist them in drawing up their Farm Plans
 
and subloan applications;
 

3. 	 To monivor the farmer's use of funds, con
sistent with the terms of his subloan; 

4. 	 To certify the correctness of payments

under the subloan;
 

5. 	 To respond to the farmer's requests for
 
technical advice in the development of

his crop, backstopped by the Research
 
Section; and
 

6. 	 To report to the Credit Agent and to the
 
Agriculture Development Bank on the prog
ress of each subloan.
 

The Technical Assistance Agent will be at least
 a Perito Agr6nomo with specialized training in
 
cultivation, pest control, fertilization, and

harvesting and marketing of the product.
 

E. 	 Cost Analysis
 

i. 	 Production Subloans
 

Table III on the following page presents

the estimated disbursement cash-flow for

this five-year Project, covering the first
 
use of AID and GOG funds.
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TABLE III 

NEW LOANS BY OBJECT OF EXPENDITURE BY SOURCE OF FUNDS
 

Year 
 1 2 3 4 TOTAL
 
Object 
 AID GOG AID 
 GOG AID GOG 
 AID GOG AIDe; GOG AID GOG
 

Labor 

Seeds, Plants 

163.2 600.8 250.8 749.6 349.3 470.5 420.0 289.2 518.0 334.9
72.9 268.1 111.9 334.6 1701.3 2445.0
155.9 210.0 187.5
Fertilizer 129.1 231.2 149.4 759.4
62.1 228.4 95.3 1091.2
285.0 132.8 178.9
Pesticides 29.7 159.7 110.0 196.9 127.3 646.8
109.2 929.6
45.6 136.3 63.5 
 85.4 76.4
Organic Mat. 52.6 94.2 60.9 309.4
0.7 2.5 1.0 444.4
3.1 1.4
Packing 1.9 1.7 1.2 2.1
139.6 513.9 214.5 641.2 1.4 6.9 10.1
 
Water 298.7 402.4 359.3 247.4 443.1 286.4
17.5 64.5 1455.2 2091.3
27.0 80.5 
 37.5 50.6 45.1
Other Inputs 86.3 31.1 55.6 36.0 182.7 262.7
317.8 132.7 396.5 184.7 
248.9
Mechanical Serv. 35.1 222.2 153.0 274.0 177.1 899.9
129.1 53.9 161.1 75.0 101.1 90.3 

1293.3
 
Marketing Serv. 62.1 111.3 72.0
11.5 42.2 365.6 525.4
17.6 52.7 24.5 
 33.1 29.5 20.3
Agronomic Serv. 25.0 91.9 38.4 36.4 23.5 119.5 171.8
114.6 53.4 71.9 
 64.2
Tools 2.7 9.9 44.2 79.2 51.2 260.2 373.8
4.1 12.4 5.8 
 7.8 6.9
Machinery 1 .2 52.1 4.8 8.6 5.5 28.1 40.4
21.8 65.0
Construction 4.7 17.4 

30.3 40.8 36.4 25.1 44.9 29.1 147.6 212.1
7.3 21.7 10.1 13.6

9.4 34.8 14.5 43.5 

12.2 9.7 49.3 70.8
Other Invest. 8.4 15.0 

20.2 27.2 24.3 
 16.7 29.9 19.4 
 98.3 141.5
 

Total 
 674.6 2482.6 1036.4 3097.7 1443.2 1944.1 1735.7 1195.2 2140.4 1383.8 
 7030.2 10103.5
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AID Loan funds will be used to finance
 
production subloans, technical assist
ance and research, and will be disburs
ed within five years. Subloan disburse
ment beyond five years and the costs of
 
research and technical assistance there
after will be financed with GOG resources
 
and the use of rollovers.
 

2. Technical Assistance
 

The costs of technical assistance for
 
the Diversification Project have been
 
estimated at $2,756,500 for five years

and Q.5971,300 during ten years. This
 
includes salaries, per diem allowances,

equipment, vehicles, mainteiince, etc.
 

Presented by subprojects, thetotal 10
year technical assistance costs are as
 
follows:
 

a. Citrus Q. 239,500
b. Avocado 187,300
 
c. Fruits 374,300
 
d. Plantains 242,500
 
e. Sesame 
 604,900
 
f. Flowers 479,100
 
g. Vegetables 3,843,700
 

The vegetables subproject requires the
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major part of technical assistance resources because it involves the technification of existing and new plantings increasing from 1,000 to iO,O00
hectares in five years. 
 Because the
plantings will often be on small family
plots, there may be as many as 
2,000
additional individual farms to be tech
nified each year.
 

Research Costs
 

Research costs will amount to about
Q5,168,200 during the lO-year period, and will be spent on the solution
of problems as they appear. 
Half of
this total has been allocated to this 5
Project, as shown in the summary costs,
-yea,
 

indicating the source and use of funds
which follows as Table iv.
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Year 

?er -
hizles 

ruel, e,-
Office ELTip. 
ltab. -qidp. 

AID 
173.7 

77.4 
141.5 
20.0 
34.0 

108.0 

1 
TECMTICAL ASSISZAN--to AND 

2 
GOG AID GCl3 
253.1 301.5 468.9 

- 88.5 -
- 39.0 -
- 25.9 -
- 6.0 -
- 8.0 -

RESSEARC-i CST 

3 
AID JOG 
97.4 799.0 

96.9 -
3-.C -
28.7 -
6.0 -
8.0 -

B?ZA2SC -: 

-

:::3.5 

"1.7 
la. 
2a.7 
6.0 
8.0 

' CG 
1J9. 

12.7 
3.C 

29.0 
6.0 
8.0 

T____--_L 

AID 
377.6 33-.

252.8 
21.5 21... 

74.- 57.7 
46.0 12.0 
124.0 1.Z 

TOTAL 739.4 253.1 468.9 468.9 255.3 799.0 1157. 133.6 1494.6 3.6. 
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4. ij CostsV.' 

Mar]l<.inq costs (personnel, eittipment, 
credit: for construction of produce holding and processing 
facilities) are estimated roughly at Q.6 million. Studies
 
will be undertaken in the first semester of 1970 to define
 
them more exactly, at which time negotiations will be un
dertaken for the financing. The Plazining Council is draw
ing up scopes-of-work for the necessary feasibility studies,
 
which will be financed under AID Loan 520-L-008.
 

F. Project Costs and Benefits
 

In the following analysis a period comprising 10 
years has been used since two subprojects, cold-climate 
fruits uld avocadoes, will require five years or more to 
come into production. 

The total annual production costs and benefits,
 
in currnnt dollar values and without adjusting to net pre
sent values, will be spread over the first ten years as 
shown on the following Table V.
 

A percentoge breakdown of the total production
 
costs for the ten-year period follows Tiblr- V. It should 
be noted that mater:ial inputs represent more than half of 
the total cost, an indication of the high degree of tech
nificatton in the Project.
 

Manual labor also represents a significant amount 
(19.6%) of the total, reflecting the emphasis given to im
proving rural employment. 
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Mechanization has been kept to a minimum and 
capital investment is also low. Thus the techrlogical 
structure of the Diversification Project reflects the 
technification and employment objectives of the Agriculture 
Development Plan 1971/1975. 
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PRCINTAOGJ BREAKDOWN OF TOTAL 14ZODUCTION COSTS 

Nature of Cost
 

1. Labor 19.6%
 
2. Material Inputs 52.0% 

Seeds, plants) etc. 9.3% 
Vertil1w,;rs 7.0% 
Pesticides 3.8%
 
San, Wood, Organic Matter 0.1%
 
Packaging Materials 17.8%
 
Irrigation Water 2.2%
 
Others -1.0%
 

3. Services 8.1% 

Mechanized work 4.0%
 
Marketing .1.3%
 
Agronomic 2.8%
 

4. Investment 3.5%
 

Imple mnts and tools 0.3% 
Machin,'ry and eq~lipment 1.6% 
Buildings and 
Installatiou s 0.5% 
Others 1.1% 

S. Land rent 4.6%
 

6. Administration and contingencies 12.2%
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Income by Crop
 

Total income from crops produced during five and ten
 
years is estimated at $136 million and $365 millionp as
 
shown below:
 



Vegetables 


Flowers 


Sonme 


Plantain 

Decid. Fruit 

Avocado 


Citrus 


* Metric Tons 

GROSS INCOmE PROJECTIONS 
Five Years 

M. T.* (000) q. . T.* 

881.480 96,102.9 2,644,440 


82,000,000 
 29,318.1 164,000,000 

(doz)
70,042 10,89C.0 140,084 


218,899 9,662.5 
 437,798 


924 157.7 24,892 

950 27.5 
 24,740 


1,650 
 85.5 35,600 

136,214.2 

Ten Years 
(oo) q

258,308.9 70.7 

58,636.2 16.0 

21,780.0 6.0 

19,325.0 5.3 

4,581.3 1.3 

717.4 0.2 

1,844.1 0.5 

365,193.0 103.0 

o H a 
to, tv1 
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Population lene fited
 

Approximately 15,000 farmers will take part in
 
this program. Most of the crops discussed are highly
 
labor-Jntensive and can be expected to absorb a minimum 
of five I.ihoters per hectare. This will provide employ
ment to approximately 75,000 farmers or approximately 20% 
of the farm family heads. Considering that the cumulative 
value of production in the 10th year is nearly 365,OOOOOO, 
a significant increase in rural income may be forseen.
 

G. Implementation Plan
 

1. Policy
 

The Agricultural Diversification policy
 
will be established by the Rural Development Committee 
composed of the Ministers of Agriculture (as Chairman), 
Finance, Economy, and Labor; the President of the Bank 
of Guatemala and the Secretary-General of the NEPC; and 
implemented under the direction of the Vice-Minister of
 
Technical Affairs assisted by the Director-General of Ru
ral Development. This policy will include crop selec
tion; the development of an adequat-e legislative and 
administrative backdrop for the successful I)roduction 
and marketlng of the crops selected; the provision of ade
quate funding for the Project activities; and the deter
mination of lines of authority and general operating
 
procedures for the implementation of the Project. The
 
Vice-Minister for Technical Operationswill be specifically
 
charged with coordinating the efforts of three offices in
 
carrying out this Project: The Agriculture Development
 
Bank (production credit); and the Rural Development Direc
torate General and the Research Directorate General
 
(technical assistance) as shown in the following organiza
tion chart.
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ORGANIZATION CHART: DIVERSIFICATION PROIDICTION 

Vice Kin 
Tech. Ops 

I I 
Researchra 
D.G. 

bv 
D. G. 

Agr. Devel 
Ban 

Research Promotion Credit 
Agents Agents I -- Agents 

tLN S*Ix,,lED 
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2. Production Credit 

Credit will be advertised, contracted, 
disbursed, and collected by teams of Promotion Agents and
 
Credit Agents located in rural areas. The processes of
 
promoting, executing, and monitoring subloans and the 
specific functions of the 131 Technical Assistance Agents
 
and the Credit Agents are described in pages 16 and 21
 
of this Synopsis.
 

3. Technical Assistance
 

Technical Assistance will be provided to
 
the Bank in appraising subloan applications and to the 
farmer in the preparation of his application and the exe 
cution of his particular subproject. The Human Resources 
Project contemplates the training of Promotion Agents over 
the course of the Project according to the schedule shown 
on page 20 of this Synopsis. This schedule is in phase 
with the increasing technical assi,;tavice likely to b re
quired to meet each year's credit, plintitig and production 
goals. These agents will reside in the areas they are 
serving.
 

4. Research
 

Research services will support the Promo
tion Agents in their analyses of farmers proposals and 
in responding to farmers requestn for special assistance 
during subloan execution terms. The Research Office also 
will conduct continuing experimentation in the crops re
ceiving attention in this Project. 
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5. Implemeinter on Schedule 

Followiing the negotiation, signing, and 
ratification of the Loan Agreement and the meeting of the 
primary conditions to the Loan) an implementation term 
of five years is projected for that. portion of the Pro
ject which will involve AII)/GOG finmcing. The Project 
will continue for several years thereafter employing
 
solely COG funds and rollovern. The five-year planting 
program and AID Loan disbursement figures are presented 
earlier in this Synopsis. 

6. Procurement and D.i.shu.ir-,;ment 

The items to be financed with Loan funds 
as shown in Tables III and IV will he procured in accord 
with AID regulations. U.S. Government-owned excess pro
perty will be procured in lieu of new items whenever pos
sible. 

Most of the Loan funds used in this Pro
ject will finance the commdity costs of productioii sub
loans. In the case of orders placed directly with U.S. 
or other eligible suppliers outsidn the Central American 
Common Market the Letter of Commitment or the Direct 
Payment procedures will he usned. 

For all rthnr transactions, AID will set 
up in the Agriculture Dev,] opmr'nt Bank a local currency 
revolving fund of porhaps $100,000. The Bank's requests 

if this tund will include a detailedfor replenishment 
list of the specific subloans: receiving financinLg, iden 
tifying each sub-borrower, subproject location, sublo,-i 
size,, purpose and toerms, and whether this is the suib-bor 
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rowerts first credit under the Project.
 

."Oblrn~-s will be dt:!bur,.-ed by the Bank to 
farmers via cash advances, stippilev chits, or direct pay 
ment to suppliers, depend.Lng on the t:orms of e-ach sub~oan 
agreement.
 

7. IlVJ.u,1 Lion 

The fi.t.,(-: will. includelevel of eva.1.iattlon 
the monthly pro~gress reports to he suliitted by the Bank
of AID, and the rnr:,i.ts of rgtilar site inspectionms arid
other checl]s pertformed by USAID techniciatis. 

The second level of evaluation will be the
 
end-use and control-of-funds checks included in the pe
riodic audits to be performed by the GOG and AID.
 

The third level of evaluation will be
 
carried out quarterly by a joint USAID-GOG committee
 
measuring progress in the following:
 

1. meeting area planting goals;
 

2. sUbloans made and their repayment record;
 

3. meeting yield and production volume goals;
 

4. increases in producers' returns.
 

Reports covering all three levels will be 
reviewed by the Mission with an eye to remedying problems
 
or redirecting Project efforts (for instance, into a new
 
crop), and will be transmitted to AID/Washington for in-
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formation or for special attention as the case may be.
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PROJECT SYNOPSIS: HUMAN RESOURCE8
 

INTRODUCTION
 

II. SUBPROJECT SUMMARIES 

A. Farm Youth
 

B. Cooperatives
 

C. Farmers Direct Training
 

D. Agricultural Ministry Personnel
 

E. Secondary Schools
 

F. Rural Change Agent Upgrading
 

G. University Students
 

H. Information SerT ice
 

III. COST SUMMARY
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PROJECT SYNOPSIS: HUMAN RESOURCES
 

I. INTRODUCTION
 

The fl-dmincludes a comprehensive Project to develop
 
human resources as a necessary complement to the
 
production programs. It has two primary foci: direct
 
training of small farmers, and formation of technical
 
cadres for this and future rural development plans.
 

On the necessity for basic educational programs in
 
rural Guatemala we can cite datp from the 1964 popula
tion census: of 2 million persons 7 years old and
 
older in rural areas, 82% had had no formal educa
tion and only 3% had had more than 3 years of educa
tion. Needless to say, formal vocational training
 
in agriculture has been negligible.
 

The current supply of agricultural technicians is
 
small, but to the extent that higher salaries can
 
attract technicians to government service there should
 
be enough available over the next 5 years to man the
 
rural development program. There are about 850
 
"peritos agr6nomos," or graduates of agricultural
 
high schools in Guatemala, 230 of whom are currently
 
employed by the government. The Technical Agriculture
 
Institute is being rapidly expanded and should be
 
graduating over 100 students annually in the 1970's.
 
At a higher level there are 83 registered and 40-50
 

")
unregistered agronomists ("ingenieros agr6nomos
 
in the country. An expansion of university programs
 
is also occurring.
 

The Human Resources Project proposes to provide
 
training in terms of recipients ad detailed in
 
Table I.
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TABLE 	 I 

Goals 	of the Human Resources Proaram 
(in terms of recipients of training)
 

Subprojects Recipient Groups 
 Number
 

il 	 Farm Youth (via 4-H Club Development) 50,000
 

2. 	 Small and medium Farmers (via agri
cultural co-ops) 
 50,000
 

3. 	 Small and medium Farmers (via direct
 
training) 
 36,000
 

4. 	 Agriculture Ministry Technical Personnel 
 160
 

5. 	 Secondary school students 
 1,000
 

6. 	 Rural change agents (school teachers,

promotores sociales) 
 2,900
 

7. 	 Secondary school teachers 
 125
 

8. 	 University students 
 100
 

The-two subprjbects affecting the greatest number of people
are intended to facilitate long range agricultural develop
ment through increasing the present and future farmers?
 
receptivity to technological changes via the organization

of rural youth (4-H Clubs) and adults (co-operatives).

These subprojects strongly reflect the objective of Title IX

of the U.S. Foreign Assistance Act in their direct involve
ment in the formation of private democratic organization.
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II. SUBPROJECT SUMMARIES 

A, Farm Youth 

The first subproject alms at increasing 4-H
 
Club memberships from 5,000 to 50,000 in five
 
years. To do this, the government proposes:
 
to merge the 40 existing extension agents into

the new Directorate of Agricultural Training 
to
 
atcach to each agency 3 rural social promoters

(sub-technicians receiving QIOO per month)

trained at the Landivar CAPS program,whose

sole task would be the promotion of 4-H Clubs;
 
to provide educational and agricultural materials
 
for the clubs; to grant 125 scholarships for
 
training promoters and specialists in didactic

methods, languages and social sciences at local
 
institutions such as CENDAP, B~rcena and San
 
Carlos; to conduct competitions in crop produc
tion and other agricultural pursuits; and to
 
hold annual 4-H conventions. It is expected

that each of the 1-20 promoters will supervise

10 clubs. The cost of the subproject is Qi,200,000
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FARM YOUTH SUBPROJECT: COST ANALYSIS 
(OOO quetzaIes)
 

YEAR 
 1 2 3 
 4 
 5 Totals
 

Item:
 

Personnel 82.6 82.6 82.6 82.6 
 82.6 82.E 82.6 82.6Training 8.5 8.5 8.5 8.5 8.5 8.5 8.5 
82.6 82.6 413.0 413.0
 

8.5 8.5 8.5 
 42.5 42.5
Services 74.1 74.1 74.1 
74.1 74.1 74.1 
 74.1 74.1 74.1 74.1 370.5 370.5
 
Equipment 12.8 12.8 


12.8 12.8
 
Materials 23.8 
 23.8 23.8 23.8 
 23.8 23.8 23.8 
23.8 23.8 23.8 
 119.0 119.0
 

Awards,

Conventions ii.O 11.0 11.0 1.0 11.0 -1.0 ii.I 11.i 11.1 11.1 55.2 55.2 

GOG TOTAL: $600,000 AID TOTAL: $600,000 
 SUBPROJECT TOTAL: $1,200,000 : 

a
g3l,J.

UT" C 
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AID funds will finance one half the subproject.
 
Foreign exchange costs amount to Q95,600 for
 
fertilizers, pesticides, sprayers and audi
visual equipment.
 

In the short run the benefits of this subproject
 
will be only a slight increase in the members'
 
food output; however over the long run a major
 
change in the willingness of youth to remain
 
on the farm and to adopt new methods is expected.
 

B. Cooperatives
 

Cooperatism began in ".954 In Guatemala. While 
still relatively weak and disorganized at the
 
national level, co-operatives are popular in
 
the Highlands and stand ready to serve as a
 
medium through which to spread economic develop
ment to that backward area. At preseitt perhaps
 
one dozen co-operatives are functioning well
 
in Guatemala.
 

The Cooperatives subproject will provide $2
 
million seed capital for st-imulating a self
sustaining agricultural co-operative movement 
in Guatemala. The AID Loan will finance credit 
for storage facilities construction, working
 
capital for 125-140 individual Highland agri
cultural co-ops and regional co-op federations
 
to finance storage operations and crop inven-' 
tories, and for sub-lending to individual mem
bers to finance modern aUricultural production 
inputs. 

USAID is grant-funding 6upport to local institu
tions so that the co-operative movement is 
strengthened at the national level. U.S. 
contracts and direct hire experts will advise
 
the local institutions. The latter will provide 
training for co-op leaders, supervision of 
co-op financial affairs and fthei technical 
assistance on co-oi§aftlVe mattarvi 
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Agriculture extension and crop promotion
 
agents of the Agriculture Ministry will
 
provide technical assistance to co-op members.
 
Sub-loans will be made by the Co-op Federation
 
and discounted by the Development Bank with
 
little or no interest markup. The interest
 
differential between the 3%-or-so cost of money

to the Co-op Federation and the 12% they collect
 
will cover operating expenses, subloan losses,

and regular increments of capital of the Co-op

Federation. Full disbursement of loan funds Is
 
expected to require three years.
 

COOPERATIVE SUBPROJECT: DISBURSEMENT
 
ANALYSIS
 

(000 quetzales) 

YEAR 12 3 Totals 

Item:
 

Credits 
 500 500 1,000 2,000
 
Storage const. 250 125 
 125 500
 
Storage credit 125 125 500 
 750
 
Ag. Prod. 125 250 375 750
 

LOAN TOTAL: $2,000,000
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This subproject will be fully financed by A.I.D.
 
Up to half of the loan funding of the co-op
 
subproject may finance foreign exchange costs
 
of inputs and storage facilities.
 

C. Farmers' Direct Training
 

A large part of the Human Resources Project is
 
devoted to the direct imparting of technical
 
knowledge to about 36,000 small farmers through
out Guatemala. In large measure the recipients
 
of this training will be the same small farmers
 
who are participating in the crop production
 
phases (see the Basic Grains and Diversification
 
Annexes) of the National Rural Development
 
Program. The recipients of training will be
 
selected by local extension and promotion agents,
 
The recipients will be among the most dynamic
 
farmers in their communities, and may be
 
expected by example to stimulate an interest
 
in improved techniques among their neighbprs.
 

This training will be offered in new agriculture
 
centers and via mobile schools. Six training
 
centers will be constructed in the Ministry of
 
Agriculture stations of Chiantla, Chamelco,
 
ChocolS, Totonicapln, Cuiiapa and Navajoa (see
 
following map). The Agriculture Ministry's
 
new Directorate of Agricu*tural Training will
 
staff each center with five resident agronomist
instructors. The Technical Institute at BArcena
 
and the Research Directorate will provide back
up technical expertise in specialized areas.
 
At these centers the farmers will receive 30
day courses involving the demonstration of
 
modern agricultural techniques adapted to local
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conditions. 
Simpler training will be offered
by the three mobile schools headquartered,
at the experiment stations at Cuyuta, Chimaltenango and Labor Ovalle. 
The mobile schools
will bring farmers and Agriculture Ministry
technicians together for somewhat less
sophisticated 15-day training courses, 
Each
of these nine centers will handle 800 students
per year for an expected total of 36,000
students in 5 years. 
 The total cost of this
subproject is estimated at $l1873,OOO to be
financed half and half by the GOG and AID.
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FARMERS' DIRECT TRAINING: COST XNALYSIS 
(OO quetzaJles) 

YEAR 1 2 3 4 5 Totals 

GOG AID GOG AID GOG AID GOG AID GOG AID
 

Personnel 76.5 76.5 76.5 76.5 76.5 76.5 76.5 76.5 76.5 76.5 765Admin. 8.5 8.5 15.5 15.5 22.5 22.5 22.5 22.5 22.5 22.5 183Maintenance 6.2 
 6.2 6.2 6.2 6.2 6.2 6.2 6.2 6.2 6.2 62
Naterialt 4.1 4.1 
 4.3 4.3 4.7 4.7 4.7 4.7 4.7 4.7 45
Meals 45.0 45.0 45.0 
45.0 45.0 45.0 45.0 45.0 45.0 45.0 450
r Equipment 84.0 84.0 42.5 42.5 
 253
t Construction 32.532.5 25.0 25.0 
 115 
a TOTALS: 256.8 256.8 215.0 215.0 154.9 154.9 154.9 154.9 154.9 154.9 
1,873
 

AMD TOTAL: $936.5 COG TOTAL: $936.5 SUBPROJECT TOTAL: q1,873,000 

H 
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1 

'00 
S 
S 



UNCLASSIFIED
 

ANNEX I
 
Exhibit C 
Page 12 of 21 pages 

Up to $203,000 in foreign exchange may be needed
 
to pay for vehicles and agricultural and
 
educational equipment.
 

D. Agriculture Ministry Personnel
 

Several sub-projects are aimed at providing the
 
needed technical personnel for the Rural Develop
ment Program and other current and future rural
 
development efforts. The first of theke is a
 
Q250,000 short-course activity upgradin. inistry

of Agriculture personnel. 9C technician: will be
 
sent abroad to foreign universities and research
 
centers. 70 will be sent to Guatemalats San Carlos
 
University and to the INCAP and ICAITI research
 
facilities within Guatemala. Students will be
 
chosen by a board of high-level Ministry officials.
 
60 of the grants for foreign study will sponsor

study of the production of diversified crops; 20
 
grants will deal with irrigated agriculture and/or

irrigation administration; 10 grants will deal with
 
marketing. The program will be administered by

the Training Directorate.
 

The Planning Council has indicated its awareness
 
that this sub-project incorporates under loan
 
financing training that might have been forth
coming under AID participant training grants, and
 
thus represents loan-financed technical assistance6

The program will be 100% loan financed.
 

PERSONNEL UPGRADING: COST BREAKDOWN
 
(UX quetzales)
 

YEAR 1 2 
 3 4 5 Total
 

Foreign Study 58 
 48 48 28 180
 
Local Study 15 15 20 20 70
 

36- IS3_ W8 TO- 250
 
LOAN TOTALt $290,0b .,, P er#fi OWQhfl @ Ceoi
 

will Amount to Qeo,ooo 
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E. Secondary School Students
 

Future technicians will come from the Agricul
tural InstJtute at Barrnna. 
 This Institute
will be up(1raded by this $1,920,000 subprojectproviding; (a) 7 new sp. lalzod full-tiflmteaching positions; (b)30 irttitonrl m aml/ of hrdcians; (c) the awardicr of 30 tive-year
scholarships each year for students specializing
in the senior levels; and, (d) the awarding
of 50 five-year scholarships each year for
students of the regular program. 
Barcena will
be expected to produce 110 graduates annually.
 

Another secondary level activity will be the
initiation of vocational agriculture programs
in the new regional high schools being financed
by a World Bank loan. 
Each year another school
will be added to the program which will call for
the assignment of five agriculture instructors
to the regional high school for the training of
40 students per school in agricultural curricula
and giving additional courses for all students.
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Items 

Barcena
 
Teachers 


Barcena
 
Scholar
ships 

Teachiers 


'Totals 

OG'TOAL: 

SECONDARY SCHOOL PROJECT: COST BREAKDOWN 

1 2 3 4 5 

GOG AID GOG AID GOG AID GOG AID GOG AID 


73.5 73.5 91.5. 91.5 109.5 109.5 127.5 127.5 145.5 145.5 

12.5 1 35.0 35.0 52.5 52.5 70.0 70.0 92.5 92.5 

10C0 10.0 20.0 20.0 30.0 30.0 40.0 40.0 50.0 50.0 


60.0 60.0 92.5 92.5 120.0 120.0 147.5 147.5 180.0 180.0 


Q960,000 AID TOTAL: Q960,000 SUBPROJECT: Q1,920,000 

This subproject has no foreign exchange costs. 

Total
 
GOG AID
 

547.5 547.

262.5 2E2.5
 

!50.0 :
 

960.0 950.
 

M 
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F. Rural Change Agents
 

Taking vacation time advantage of the facili
ties of B&rcena, the regional high schools,
 
and the AID-financed rural primary schools,

the Training Directorate will carry out a
 
program of rural change agent upgrading. Va
cation courses in agricultural techniques and

the techniques of knowledge dissemination are
 
to be given to rural primaey teachers, iural
 
social workers and promotion agents, 3ad other
 
rural leaders. The object of the subproject

is to show rural communityleaders where they and
 
their neighbors can find solutions to various
 
agricultural problems. 
They will be taught not
 
to solve problems directly but rather to identify

them and how to locate specialized help. These
 
rural leaders will complement the Promotion
 
Agents in developing customers for the Produc
tion projects in the Program. This subproject

will cost Q420,OOO or a little more than Q140
 
per student.
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RURAL CHANGE AGENT UPGRADING: COST BREAKDOWN 
(O00 quetzales)
 

YEAR 1 2 3 4 5 Total 
G GOG AID GOG AID GOG AID ID- GOG AlD 

Item 

Instruction 3.5 3.5 7.0 7.0 10.5 10.5 14.0 14.0 17 17.5 52.5 52.5 

Per Diem 10.5 10.5 21.0 21.0 31.5 31.5 42.0 42.0 52.5 52.5 157.5 157.5 

Totals 14.0 14.0 28.0 28.0 42.0 42.0 51.0 51.0 70.0 70.0 210.0 210.0 

GOG TOTAL: q210,OCO AID TOTAL: Q210,000 SUBPROJECT TOTAL: Q4 2 0,000 

rThere will be no foreign exchange costs. 

1-id
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G. University Students
 

This subproject encompasses three activities.

The first is direct student support: 15 fiveyear scholarships for the study of agronomy

or veterinary medicine at San Carlos
University will be awarded each year, as will
5 two-year scholarships for study abroad in the
 same fields. 
The second involves support to
students of secondary teaching who will specialize in agriculture: 
195 one-year scholarships

at San Carlos will be offered. The third involves Q20,OO0 annually in support of academic
research in agriculture. 
These scholarships
and research grants will be awarded by a unit
of the to-be-created Directorate of Training of
the Agriculture Ministry., The University Program
will cost a total of Q707,000 over 5 years and
will finance the education of about 125 secondary

teachers and 100 agricultural university graduates at an average cost slightly over $3,100

each.
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UNIVERSITY STUDENT SUBPROJECT: COST ANALYSIS 
(OOO quetzales)
 

YEAR 
 1 2 3 
 4
GOG ACD OG A! GO 5 Total
AD OG 
 O GOG A
 
Items
 

San Carlos
 
Stedent
Scholarshps 15.0 30.0 
 42.5 2.5 50.0 
 10.0 52.5 22.5 
 190.0 35.0
 

'~Foreign Study
Scholaships 25.0 50.0 50.0 50.0 50.0 225.0
 
Research 
 8.5 8.5 17.5 17.5 17.5 17.5 175f 
 17.5 17.5 17.5 
 78.5 78.5 

Secondry
 
TeachingScholarship 15.0 5.0 20.0 - 15.0 5.0 15.0 
 5.0 20.0 85.0 15.1 
Totals: 38.5 38.5 67.5 67.,$ 75.0 75.0 82.5 
 82.5 90.0 90.0 353.5 353.5
 

GOG TOTAL: q353 ,000 
 AID TOTAL: $353,000 SUBPROJECT TOTAL: $707,000 

Foreign exchange costs will come to $225,000.
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H. Information Service 

Finally, to provide support for all of the
 
human resources and crop promotion programs
 
of the Ministry of Agriculture a new agricul
tural information service will be created.
 
This service will produce educational materials
 
for the 4-H Clubs, co-op and training centers,
 
pamphlets and newspaper articles for general
 
distribution.
 

Up to sixteen technicians skilled in publishing
 
and radio programming will be retained. The
 
total cost of this subproject is estimated at
 
$520,600, of which A.I.D. will finance half.
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INFORMATION SERVICE: COST BREAKDOWN 
(OOO quetzales ) 

3 4 5 Total 

i 

Item 

Personnel 
Equipment 

Totals 

40.3 
58.8 

99.1 

40.3 
58.8 

99.1 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

40.3 

201.5 
58.8 

260.3 

201.5 
58.8 

260.3 

GOG TOTAL: $260,300 AID TOTAL: $260,300 PROJE= 

Foreign exchange costs for vehicles and equipmenft 
will amount to $117,600. 

T TOTAL: $520,600 

OC3 
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III. COST SUMMARY
 

The following table presents a summary of the
 
source and use of funds under the Human Resources
 
Project.
 

HUMAN RESOURCES PROJECT: COST SUMMAR 

TOTALS 
GOG AID 

600,000 600,0001. 	 Farm Youth 8 $ $1,200,000 

2. 	Cooperatives --- 2,000,000 
 2,000,000
 

3. 	Farmers Direct
 
Training 
 936,500 936,500 1,873,000
 

4. 	Agricultural
 
Ministry Personnel --- 250,000 250,000
 

5. 	Secondary School
 
Students 960,000 960,000 1,920,000
 

6. 	Rural Change Agent
 

-Upgrading 210,000 210,000 420,000
 

7. 	University Students 353,500 353-,500 701,0
 

8. 	Information Service 260,300 260.300 520,600
 

TOTALS 	 $3,320,300 $5,570,300 $8,890603 
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PROJECT SYNOPSIS: ARTISANRY 

INDEX 

I. PRESENT SITUATION 

A. The Resource Base
 
B. The Productivity Restraints and the Record
 

II. POTENTIAL
 

III. THE PROJECT
 

A. Objectives
 
B. Methods
 
C. Costs
 
D. Benefits
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I. 	 PRESENT SIUATION: 

A. 	The Resource Base
 

1. 	Natural Resources
 

Guatemala, renowned for its handicrafts,

has 	raw materials in plentiful supply

throughout the country - cotton, wood,
 
silver and other alloys, clay, materials
 
for 	dyes, glazing components, sisal,
 
willow bamboo and sedge.
 

2. 	Human Resources
 

Roughly 87,000 people are employed in
 
handicrafts production. Of these, some
 
40,000 reside in the Indian Highlands,
 
1,600 in the capital. Thus artisan
 
activity contributes directly or
 
indirectly to the livelihood of about
 
10% 	of the country's population. Within
 
this work force exists, sometimes to an
 
unusually high degree, the manual skill
 
and 	artistic talent imperative for a
 
true handicraft industry. By and large

these artisans are under employed.
 

3. 	Institutional Resources:
 

Institutions presently assisting in
 
handicrafts production and marketing
 
are 	these:
 

a. 	The Department for the Development
 
of the Indian Economy, a dependency
 
of the Ministry of Agriculture,
 
which administers:
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i. The Chiantla Development Center-

A vocational training center
 
holding 121 students and gra
duating approximately 50
 
indians, age 12 and above,
 
every two years. It teaches
 
carpentry, weaving and various
 
agricultural activities. 
The
 
purpose is to train leaders who
 
are in turn supposed to return
 
to their communities and with
 
their own capital set up a
 
business. On completing their
 
two year training, however,
 
many migrate to the capital.
 

ii. The Rabinal Development Center-

Specializing in ceramics. 
It
has a capacity to train 40
 
students. At present 15 are
 
enrolled.
 

iii. Cooperatives 
- The State has
 
organized three artisanry

cooperatives, one at San Pedro
 
La Laguna, Solola (rug produc
tion); another at Rabinal,
 
Alta Verapaz (ceramic produc
tion); a third at Totonicap~n

(weaving). Several graduates
 
of the training schools are
 
working with these cooperatives.
 

Department for the Development of
 
Indian Economy budget:
 

Annual Operations .$136,344
 

Existing Rotating Fund
 
for credit and
 
marketing 
 25,000
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b. 	The Handicraft Department of the
 
Government's Community Development
 
Program was created in 1967 to
 
promote the internal and external
 
marketing of handicrafts. Two years
 
later it has established one store
 
for the sale of handicrafts in the
 
capital. With a working capital of
 
Q40,O0O it has been limited to
 
purchasing from producers only enoulh
 
items to meet current foreign and
 
domestic demands. It can address
 
itself only to small groups of new
 
artisans, and fails to reach the
 
majority of unorganized, small-scale
 
producers who, with a minimal
 
exposure to handicrafts promotion,
 
might increase their production
 
substantially.
 

The Handicraft Department of the
 
Community Development Program budget:
 

Annual Operations $30,000
 
Existing Rotating Fund 40,000
 
Annual Budget: T7U;=
 

c. 	The Museum of Handicrafts and Popular
 
Industry, a dependency of the Ministry
 
of Education, maintains a permanent
 
exhibition for sale of various handi
craft articles.
 

The Museum of Handicrafts and Popular
 
Industry budget:
 

Annual Operations $ 9,419 
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The current annual total GOG budget
 
in support of artisanry is then
 
$176,063.
 

Other institutions interested in handi
crafts include the Popular University.
 
Created through private Initiative and
 
supported by state and private donations, 
its function is the teaching of plastic 
arts. Still othem are various religious 
orders and penal institutions throughout
 
the country.
 

With sparse and scattered financial and
 
human resources, these organizations
 
cannot carry out an effective develop
ment program.
 

B. The Productivity Restraints and the Record
 

The altogether unsatisfactory state of handi
craft activity in Guatemala today results
 
from fundamental restraints on production
 
and marketing and from an inadequate institu
tional structure.
 

Low productivity and poor quality are caused
 
by faulty preparation and utilization of
 
raw materials (e.g., lack of knowledge on
 
the proper use of dyes); lack of modern tech
nology in production and design; lack of
 
production.crcdit;\and thin markets in raw
 
materials and demaAd for finished products.
 
The last point is oi particular significance,
 
for these thin markeV; raise the producer's
 

and create a
co-.ts, reduce his prfits, 
vicioa. circle of loIv returns reducing the 
incentive -t produce, which in turn ftrther
 
contracts th? raw mal:erials and finished
 
product markets.
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Public and private institutions involved in
 
handicraft development have attempted to improve
 
quality increase production, and establish a
 
marketing system. Success has been slight.
 

Statistics are scarce, but a survey by the Handi
crafts Department puts total handicraft produc
tion in 1968 at Q1.3 million. This low figure
 
reflects the unemployment and underemployment
 
prevelant in the rural areas, especially the
 
Highlands, and it points up the existence of a
 
large pool of manpower which, if utilized through
 
an effective handicraft development program,
 
could markedly improve the quality of life in
 
those areas and contribute to the national econo
my by improving Guatemala's export base and pay
ments position.
 

II. POTENTIAL
 

Guatemalan handicrafts posses an unusual artistry.
 
Hence they are a highly saleable product. The success
 
in handicraft development in such countries as Mexico,
 
Peru, Ecuador and Bolivia (see Ebersole, Robert P. "Pro
ject Report on Handicraft Development in Peru," tSAID/
 
Peru; Banco de Guatemala, "Situaci6n y Desarrollo de
 
las Industrias Artesanales en Guatemala," memorandum 
No. 21/68 Guatemala, 1968; and Primer Seminario Latino
americano de Artesania y Artec; Populares, Mexico, D.P. 
1965) offer a realistic precedent for the success of 
a Guatemalan Handicrafts Development Program if it can 
be carried out in a professional manner.
 

Of the approximately 40,000 artisans in the Highlands 
alone, the overwhelming majority now underemployed, 
each could turn out at least Q500 worth of products 
yearly the National Planning Council estimates. 
Thus there would be a total annual production 
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of Q20 million, contrasted to ql.3 million in 1968.
 
It should ailso be noted that many of the estimated
 
370,OOO people in the I~ighlilnds now engaqcd in 
agriculture during much of the yeJr would devote 
more time to handicraft activities if the industry
 
were developed.
 

The potential for a rapid productivity increase
 
within this group is relatively high, since most
 
artisans are underemployed and their production 
processes are inefficient. Moreover, additional
 
capital investment required to achieve higher pro.

duction is comparatively small.
 

III. THE PROJECT 

A. Objective
 

The objective of the Project is to modernize
 
handicrafts nroduction and marketing. Meeting

this objective will permit an increase in
 
rural employment and producer incomes and an 
increase in exports.
 

B. Methods
 

There will be a promotional progriim of producer
coopceratLves who will eventual.y assu~me res 
ponsibility for their own m.irketing opertLions.
Produccrs will be proviled , through :he HiTndi
crafts Department of the Aric.iulturai] Develop
ment Baink, assistance in production - mechanical 
training; improved productLion techniques;
improved raw materials purchasing practises;
introduction of quality standards and controls;
and credit for plant and working capital. This 
assistance with production is intended to
 
reduce unit costs and increase gross production.

It wi].l be carried o, t in the field through the 
Department's extension agents work:ing out of 
the regional production ceriters and mobile 
schools. Then there w:ill he ass.Istance 
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in marketing - promotion of producer 
cooperatives, advertising, sales to the 
state, Intended to provide the incentive 
for increased production arid an increasing 
number of people to enter the indu!;try. 

The Project will directly touch some 2,000
 
artisans, in terms of organizing, training 
and credit facilities. That figure does
 
not, of course, refl(ect the handicraft
 
industry's expansion beyond the four-year
 
Project period. The new administrative
 
organization will create employment for 33
 
persons.
 

Technical and financial assistance will 
be provided by a Handicrafts Department 
to be created within the new Agricultural 
Development Bank, through the operation 
of two Divisions (See Table I): 

1. Production Division 

Its activities will include technical 
research and analysis of credit needs; 
administration of mobile school units 
for the promotion and training of 
handicrafts; establislment of produc
tion centers; organization of produc
tion enterprises, and production and 
dcsirIn ruidance. 1he field operations 
will be carried out through: 

a. Mobile Training Schools
 

Their purpose is to take training 
to the artisan. The system has had 
wide success in Mexico and Spain 
at very low costs of operation. Its 
operation will be similar to that of 
the agricultural mobile 90NIK's Oseadhi 
Ly oo~i~tiny with ANi sIt~~@~ 
rual 4wAtemala. 

UNCLASSIFIED 
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TABLE I 

CHiART: ARTISA .Y PROJECT 

Agricultural Development Bank 

Rural Develocment 
Division 

Ministry of 
Agriculture 

Handicraft Department 

Chief 

z! 

CO 

Pducticn Divis-43. Admnistration Marketing Division 

Tihestigation and analysis 
M?-ile Schcols 
Establisihment of Prcduczion Centers 
Artisan Organization 
Design and production 

Administrative Control 
Personnel 
Budgeting and payment 
authorizations 

Research and investigation 
Purchasing 
Sales 
Ey.Dort 7Trites" 
Salesroo- administration 
Cataloguing Haniicrafts 
Publicity and promotion 
Doestic Corw-nercial Handi-
craft Centers 
International Fairs and 
Conventions 

7 
e 
En 

-
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There 	will be three units, each
with two instructors and orie driver. 
It is estimated that the maximum 
cost for each, [uAlly (*quipped, will 
be q20,OOO. Major areas of training
will be weaving, wood crdft and
ceramics. Trainees will be selected by the
regional extensionist once the regional
centers are established.


b. Rural Production Centers 

Four centers will backstop the mobile
 
units and offer production training.
 
They will be located In the High
lands in TotonicapAn, Huehuetenango,
 
Panajachel and Rabinal.
 

Training and technical assistance
 
will be provided to producers of
 
specific lines as indicated below:
 

Weaving:
 

i. Extension work (promotion

and training) in modern tech
niques of weaving, quality

control and standardization.
 

ii. 	 Reduction of production costs
 
by wholesale purchasing and
 
by introduction of proper

dying 	technique, to eliminate 
the need for purchasing com
mercially dyed yarns.
 

iii. 	 Simplification of designs
 
and processes to permit mass
 
production.
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Iv. Broader use of the treadle 
type loom with the wider fly
ing shuttle that will permit
production of a wide range
of items. 

V,0 Introduction of lighter weight
material for the weaving of 
clothing. 

Ceramics:
 

i. 	 Technical assistance to
 
improve clay preparation and
 
glazes (the present use of
 
lead glaze is harmful to the
 
health of the potterer and those
 
using the utilitarian items
 
glazed).
 

ii. Introduction of "Jolley and
 
jigger" so that uniform din
ner ware can be produced

systematically and in complete
 
sets.
 

Woodcraft: 

i. 	 Training people with aptitude

to do tridimensional wood
working.
 

ii. Promoting a variety of designs.
 

iii. 	 Encouraging production of 
wooden articles such as trays,
bowls, etc., as presently
produced in Honduras.
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Silver 	Craft:
 

i. 	 Ordering of silver wire and
 
shect in volume, for the
 
lower prices thereby
 
obtainable.
 

ii. Introduction of lapidary to
 
provide settings and basic
 
materials. Interesting
 
stones such as jadite,
 
jasper, and serpentine are
 
available in Guatemala.
 

iii. 	 Introduction of new designs

and combinations with other
 
materials.
 

Leather Craft:
 

i. 	 Technical training for
 
practicing artisans.
 

ii. 	 Introduction of new designs
 
and pattern's.
 

iii. 	 Procurement and reproduction
 
of good foreign shoe lasts.
 

2. Marketing Division
 

Its reponsibilities will be investigation
 
and analysis of internal nd extcrnal 
marketing; gov't. buying; doincstic saies; 
exports; cataloging articles; adVfrt,[zing
and participation in fairs ;ind nolven
tions. The three major functLions 
internal marketing, extprnal marketing

and state buying - will T' ear'ded out 
as follows:
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a. Internal Markets
 

This Division will establish and/or 
assist in creating handlcraft markets 
in the principal. tourist areas of the 
country and at the frontiers. It will 
also periodically stage domestic expo
sitions for promotional purposes. It 
is expected that by the fifth year 
the producers' cooperatives will take 
over their own marketing operations. 

b. External Markets
 

will locate and analyze potentialIt 
export markets, and organlze exhi

bitions for international conventions
 

and fairs. With the technical assist
ance of AID (the newly-established
 
position of USAID Export Development 

Advisor and the ROCAP Regional Export 
Advisor) the Division will contact 
American firms dealing in handicraft
 
sales.
 

c. Buying
 

Approximately Q1O,O00 (COG-f Inanced) 
will be available for ,1ale purchases 
over the four-year period. These 

Marketpurchases will bo m,,d by the 
Ing Division (lirindg pr,rlods ol ,,lack 

demand. 

3. Credit Operations 

These will be handled by the credit
 

office of the Agricultural Development
 
Bank. Lobns will be between qOO and
 

ql,500. It is estimated that 75% of
 
the loans will be for raw materials
 

25% for machinery,pVirchases and 
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e:uipment and marketing. The tentative
 
lending policy contemplates loan terms 
of I to 5 years, depending on the 
intended use of funds, at concessional 
interest rates and with brief grace 
periods.
 

C. Project Costs
 

An analysis of Project costs, showing the
 
source and use of funds, appears in
 
Table II following.
 



Financial Analysis: 

TABLE II 

ARTISANIRY PROJECT: AD AND GOG CASH DISBURSEmENTS 

Items 
Year 

UOG 
1 

AID 
Year 2 

G G AiD 
Year 3 

GOG AID 
Year 4 

GCAG A.D 

i. Operations 

0 
2 

A. Personnel 
a.. Prod. 
b. Mktg. 
c. Admin. 

R. Equipment& Supplies 

58,800 
42,000 

9,600 

-
-

71,000 

58,800 
42,000 

9,600 

-
-

30,000 

58,000 
42,000 

9,600 

-
-

58,800 
42,000 

9,600 

-
-

2. Credit 

a. Raw Material 
b. Equip.
c. Wrkg. Cap. 

150,000 
50,000
15,000 

25,000 
100,000 
25,000
10,000 

25,000 
-

175,000 
50,000 

- -

": 

3. Construction 11,000 49,000 - _- 0 

4. Nkt. Purch. .25,000 )Icc 

TOTALS 121,400 335,0CO 135,4-00 55,000 110,400 133,C0O 135,400 225,000 

TOTAL 
TOTAL 
TOTAL 

GOG CONIBNUTION: $ 
AJD CON=UTION: $ 
PROJECT COST : q, 

502,60
750:.O 
252,600 
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D. Benefits 

'The gross macro-economlc meaurt of the bene
fits of the Handicra.t project is the value of 
the production which would not have occurred 
in the absence of the project. During the 
first four years of the project Q5. 2 million
 
of addcd productioni is expected. Annual
 
production levels of Q2.8 million would
 
occur thereafter even if the promotion
 
program were discontinued after the initial
 
period.
 

The net value of the project to Guatemala's
 
national product equals the value added
 
component of the addcd production adjusted
 
for the social cost of the labor input.
 
Since Guatemala is a labor surplus economy,
 
the social cost of labor approaches zero.
 
Thus the maximum benefit of the project by
the fourth year is equal to the total value
 
added -- Q3.4 million, or considerably more
 
than the combined total GOG and AID input
 
of Ql.3 million. If the social cost of 
labor is valued at QO.50 per day, an
 
ample wage in the Guatemalan Highlands, the
 
total social cost of the added production
 
still amounts to littl.e more than half the
 
net bcnefits.
 

Gross Value Input Value 
of Production Vali s Added 

Year 1 $349,259 $_25,.'J6 $226,163 
Year 2 732,058 2"6,216 475,812 
Year 3 11416,272 4'4JG,"14 91.1), 788 
Year 4 2,791,391 979,340 I,8[2.,051 

Total Value Added: $3,433,814
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2. Effect oil Balance of Payments 

The project in its fourth year will 
generate the following foreign exchange: 

Exports of handicrafts 2,325,000
 
Internal Marketing to
 

260,400
tourists 

Exchange Earnings 21513140
 
Less Imported Inputs 149,300
 
Net Benefit to Balance of
 

2,436,i00Paymerts 


3. Return to the Artisan
 

Modernization of production and marketing
 
by the fourth year will create approxim
ately $625,000 of new income in the
 
Highlands. Assuming that the Planning
 
Councilts estimate is 100% too high,
 
returns to producers will still exceed
 
$300,000. Spread over a producer base
 
of 2,000 - 3,000 artisans, this implies
 

an increase in annual income of $100 
$150 per producer. This would be a 
doubling of the area's present per 
capita income.
 

4. Employment
 

The Planning Council estimates the Project
 
will directly involve approximately 2)000
 

income benefit
artisans. This implies an 

to families totalling perhaps 10,000
 
people.
 

5. Title IX' 

Inherent in the project is greater 
cooperation by producers in the produoz 
tion and marketing of their produot. 
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The program will promote and assist the
 

formation and operation of producer
 
associations, cooperatives and other
 

Working together in
bargaining agents. 

production and marketing will be a form
 

of economic and social cooperation that
 

could well have useful political ramifica

tions: successful group action will
 

increase the confidence of rural artisans
 

in their capacity to deal with their
 

own problems, and they may begin the
 

express themselves on national political
 

issues through their trade groups.
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LOAN-APPLICATION :hk 

Ministry ofK Fin~ance 

December 9, 1969 

NMr.'RichardE. Kaegi'-
Activng ector 
A'ncy f _r Iern Development ,nal 
Edificio Cruz Azu1 
Ciudad.~ 

Mr. Director:
 

It is a pleasure fror me to submit frf'ryour considera
tion the official ............... ovenmento atma
 

-
forarcfinancia assistance$23,$?ain n mount of OpO,
 
(tweiity-thre million -dol1ar)d"f; fithe pu,rposeof collab
orating In our Rural Development Plan.
 

As you know this-Plan'has benh claborated during
the last few'moith i orde toiiip~iowvo"'the lee -,of 
rural life iri~a short term. The Plan~fosees' substn'ntiai 
increarcs inthe agiutrl6datia',rdcip 
wh~ich Will contribute towards reaching the:,d6eaebiimrit 
goal provided in our Development Plan r ef[period
1970-1975 of a 6% annual increase in thers g hc 
product. Lieie ,ihtefoeen nesm6t we,.Would 
meet three basic additioxalends-weouJd~impove'income 

;Vfi' iql~n o ,£n 


distributin in Guiatemnala iby.dedicating,att6n i t i
 
creasing exports;and coiitribiitJ-,i &idiny'A- poy.......

Vmeit~nd uhneployment~ald thus enefit 400, pe
 

the Guatemalan rtirai area. 
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ag1an~takcoa'iwvb bda

4ThcRirdl'l~eopmet, ata'icu -tu a e o m n 'an 4- c n e ates six s c i i

inegrdted projects.'n Suh , pj cts~ arc:_basic gris, 
. -diversification,; huan resources lduv'..alopmntL,'riny 

. 

a series of ,sub-pr'djects, with thi'.epcierdc

tion goals and~detailed costs*4 On;,th ,e.
oth'erdiand;.the
 

- . Plan'contempliates institutional, refdrms in-.tl'rgnza
 
4444.j- tions dealingj with agr6 i'i dvloeit oIfthe p~urpiose
 

4- strengthening such~organizations aind avoiding dtiplica'.of 


tions in project executions.
 

Uto date, we have concludcdd the documentation re
ltdwith the first four projects previously enumerated,


which are part of this request. As youacan seel,the ex-
 .-- .

ecution, of these programs requires exterhal'finanfcin~g for
 
4 an amount of Q.32.8 million an~d a state 4donation -'-:in
 

addition~to the resources actually being provided for
 
this --for Q.11.4 million during the.-five years'.of-the

Plan. Of the global externial assistance foreseen, .we.
 
hope to obtain approximautely Q.10.0 million from-other
 

4 .4 sources (UN~DP) BID), .and the balance of Q.23 million from 
the Agency for International Development, in the best 

-. 

possibleconditions as far as interest rate, time and
 
grace period is concerned.
 

I trust that the Agency for Itrainl eelp
ment will receive this request favorably, and'.I anmi at 
you disposition t~o initiate negotiations at the time 
you consider convenient. Likewise, the,,signee; ,the Min-4 
ister of Aricultur~e and our technical personnel,,will be 
glad to clarify any concept related to this request. 
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Waiting for your comments, I take this occasion to 
renew my best considerations, 

Cnel. y Lic. Emilio A. Peralta P.
 
Minister of Finance
 

cc: 	 Minister of Agriculture
 
NEPC's General Secretary
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LETTER: AGRICULTURE DEVELOPMENT PLAN 1971/75 
(TRANSLATION)
 

NATIONAL ECONOMIC PLANNING COUNCIL 

Guatemala, December 19, 1969
 

Mr. Richard E. Kaegi
 
Acting Director
 
AID Mission to Guatemala
 
Guatemala City
 

Mr. Director:
 

I refer to our conversation of this week related to 
the National Rural Development Plan, and to the com
plementary information that you need to support our 
request foi financial assistance which the Government 
of Guatemala submitted for consideration to the Agency
 
for International Development on December 1Oth.
 

First of all, and as I told you during our conversa
tion, I must point out that our financial projections 
for the Plan have been revised during these past days. 
In accordance to this revision, the source providing 
funds for the total expenditures of this Plan, Q153.7 
million during the next five years, are the following: 

AID Loan q 23.0 million 
Central Government Support 11.5 million 
State Banks' Support 10.1 millIon 
Participating Farmers' Support 40.1 million 
Loan Rollovers 69.0 million 

TOTAL Q153.7 million
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As you can see, the first four projects that are part
 
of the Rural Development Plan -- grains, diversifica
tion, human resources and handicrafts -- do not 
contemplate financial assistance from other inter
national organizations than the Agency for Interna
tional Development. Nevertheless, we have estimated 
that both programs pending elaboration -- infrastruc
ture and land tenancy -- will need additional financing 
from the Interamerican Development Bank for approxim
ately US$ 27.5 million. 

I call your attention to the fact that the Rural 
Development Pldn is just one element -- even if it 
is the principal element -- of the action that the 
Government will develop in the agricultural sector 
during the next five years. According to the attached 
Table -- which I only show to give you an idea of 
the scope, since the figures are too tentative -- we 
propose to request assistance from various interna
tional organizations to contribute to the financing 
of the agricultural programs that will be part of the
 
Public Investment Plan 1971-1975. According to this
 
Table, the Governinent will invest Q143.2 million in
 
the sector during the period 1971-1975, from the
 
following resources. 

Amount in Relative 
uetzales Participation 

Government support Q 52.1 36.5% 
State Banks' Support 10.1 7.1 
Loans: 

AID 25.0 17.5 
IDB 27.5 19.2 
CABEI 4.0 2.0 

Intern Support:ational 
ICO 6.5 4.6 
WFP 3.5 2.4 
UNDP 1.5 .9 

TOTAL 1SI.0%
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I would aiSo I.kL to point out that :-()me of the GOG 
counterpart contribution,,; to ot.her agtIcu.ltiral prog'ams
will hacve a dLircct bearing upon tih RuraJ. leve.OLmelit;

Pldn. For example, this; w:ill be the iase with tLhe
 
GOG Q. 3.5 mi.ll on 'onitril'ution LS 0 comp.[ement to Lhe
 
donation from the World Food Program to stupply work
ing capital. to Lhe future Marl<eting Iimtitute for Agri
cultural Commodities. In summary, once the agricultural 
development program is initiated within the Public 
Investment Plan 1973-1.975, the relative contribution 
of AID to the prograin will approximate 17.5 pet' cent. 

We recognize that the magnitude of the previously

described projects is ambitious and that for its timely
and adequate execution we will need, among other things,
international technical assistance. In this sense, 
we propose to join the Rural Development Plan to our 
integrated development project in the Hlighlands, sub
mitted to the United Nations Dcvelopment Proqram.
tinder that project, we anticipate a mobilization of 
more than 4 exprt/ycars in different field.; :'elated 
to the .r.cLu]tural development, inK..ud.inUg hoerti('IltuLe,
fruitculture, soll conservation, soil chcmintry, agri
cultural productL.; coimnnercfalizat.Ion, fairm adnl niStra
tion and handicrafts. On the other ,;ide, we hope to 
establish cooperation with the Centro International de 
Mejoramiento de Malz y Trigo (CIMMYT) of Mexico, for 
our grain program, and aS you know, we l1,ive already
started conversations on the subject. Finally, we 
would request the additional technical assistance to 
be required by the development of the different pro
grams from among the various international orgnizations
and friendly Governments that provide this kind of 
cooperation. 

We also recognize that.the execution of the Plan 
involves effective administrative and institutional 
reformi to which the loan request document refers. 
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These will need intense work in the preparation of
 
new laws, regulations and dispositions, as well as a
 
preparation period to hire and adequately train person
nel. We believe that these jobs will take all of
 
1970, and will cover the following working schedule:
 

January-March 1970
 

There will be detailed studies to raise to oper
ative levels the institutional scheme described in
 
the Rural Development Plan, including the Ministry
 
of Agriculture reorganization and the creation of
 
the National Agrarian Development Bank, Institute
 
of Marketing for Agricultural Commodities and the
 
Institute of Land Tenancy. For this effect, eight
 
international experts will arrive in Guatemala
 
who will cooperate with Government officers in
 
the preparation of documents, law projects and
 
other jobs to be done.
 

The Rural Development Plan will be completed by
 
refining the existing documents and completing the
 
land tenancy and infrastructure programs.
 

Consultants will be contracted to initiate feas
ibility studies in agricultural products commer
cialization, drainage projects, and other projects
 
within the agricultural sector.
 

The Loan Agreement will be signed with AID.
 

The work begun on identification and project
 
preparation in the agricultural sector will
 
continue.
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April-July 1970 

Legal and legislative measures will be taken to
 
legalize the institutional and administrative
 
scheme which is part of the Rural Development
 
Plan, based on the studies made during the
 

previous quarter.
 

Project preparation work will continue.
 

The land tenancy and infrastructure documents will
 

be submitted to the Interamerican Development
 

Bank, as part of the Rural Development Plan.
 

The Loan Agreement with AID will be in operation.
 

The Technical Assistance Plan for UNDP will be
 

put into effect.
 

August-December 1970
 

The Ministry of Agriculture and the decentralized
 

entities that are part of the institutional
 
scheme of the Rural Development Plan, will be
 

organized according to the new legilation.
 

Personnel will be hired, trained and organized
 

in accordance with the features of. the Plan.
 

Budget measures will be taken to include the Rural
 

Development Plan in the 1971 Budget, and to
 

restructure the salary scale of the experts who
 

will participate in such Plan.
 

Regulations and internal dispositions of the
 

organizations patticipating in the execution of
 

the Rural Developtfent Plan will be established.
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Disbursement of the credit given by AID will be
 
initiated fc-, the acquisition of vehicles, equip
ment and accessories.
 

The financing required to fund the Rural Dev
elopment Program in its totality will be
 
contracted with the Interamerican Development

Bank.
 

I believe that all of us, Mr. Director, are conscious
 
of the difficulties implicit in the execution of 
a
 
program that has the characteristics and magnitude

of the Agriculture Development Plan 1971/1975. Never
theless, I believe that the Plan is realizable, and
 
that its execution will be of great significance to
 
the economic development of Guatemala. It is due to
 
this belief that the Government of Guatemala has decided
 
to make an extriordinary effort -- financial, admin
istrative, technical and institutional -- for the
 
realization of a job whose success depends, also, on
 
the opportune cooperation of international organiza
tions.
 

If you need any additional information related to the
 
documents that are enclosed to this ietter, I am at
 
your disposition. At the same time, I take this
 
opportunity to renew our best considerations.
 

Lic. Gert Rosenthal K.
 
Secretary General
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AGRICULTLU3E DEVELOpt4i T PLAN 1971/75: 

idlons 
PRELXENARY 

oT Dollars) 
ESTLr:TE OF PUBLIC COSTS 

Proga & Sources of Devel. 
Pro-__s Funds GOG Bank. 
I. -ral Development Plan 35.1 10.1 

JL Basic Grains 4.1 -1. Diversification 3.8 10.1C. Human Resources 3.1 -1. Artisanry 0.6 -L t f a t r cu e0 6--
Infrastructure 12.0 -1. Market Roads b.0 -2. Irrigation 3.0 -
3. Silos 1.0 -
4. Strage or processing centers 1.5 -.5. Dranage 1.5 -F. Land -nure 11.5 -
1. C~zolidation of agraria--tparcelamiento s 2.5 -2. Colonization- Ixcin 2.0 -
3. Improvements in Highlandlend Tenure 1.0 -
4. 0them projects 6.0 -

CABEI 
4.0 

-
-
-

-

4.0 -

-
4.0 

-

-

-
-

AID 

25.0 

8.1 
8.5 
5.6 
0.60.8 
--
-
_ 

-
2.0 

-

-

2.0 

_ 

DB 

27.5 

-
-
.-

21.0±.O 
5.0 

3 
3.0 

6.5 

2.5 
4.0 

-

-

IBtD 
-

-

-

_ 

-
-8.0 

-
-

-

-

-

-

-

-

UMP 

1.0 

-
-

_ 

-

-

-

-

-

ICO 

-

-

-

-. 

-3.0 

-

-

-

-

-

W,,p 

-

Ttal 

IC.7 

12.2 
2-.2 

.-.7 

.7 

37.0. 

0 

45 
2C 

5.0 
6.0 

3.0 
6.0 

-
 -
 6.
 
0 H



Agfrulture Development Plan 1971/75: Preliminary Estimate of Public Costs (Cont'd) 

Programs & 
Proj cts 

Sources of 
Funds GOG 

Ag. 
Devel. 
Bank CABEI AID IDB IBRD UNDP ICO WFP To-31 

II. last of Agricultural Sector 
A. leet cattle 
Z. Milk cattle 

17.0 
2.0 
1.0 

.. 

.. 

.. 

.. 
.. 
.. 

13.0 
10.0 
3.0 

0.5 
-
-

6.5 
-
-

3.5 
-
-

4C 
12.0 

4.0 
C. Other livestock 
D. ANACAFE Program 

1.5 
. 

.-

.. -
0.5 

-
-

6.5 
-
-

2.0 
6.5 

o 

& Forestry projects 
F. Capitalization Institute 

of Marketing 
G. Technical Assistance 
. Other Projects 

5.0 

3.5 

4.0 

.. 

..-.. 

..-

- -
1.0 
- -

-

3.5 

-

5.0 

7.0 
1.0 
4.0 

GRAND TOTAL 52.1 10.1 4.0 25.0 27.5 13.0 1.5 6.5 3.5 143.2 

PERCENTAGES 36.4 7,1 2.8 17.5 19.2 9.1 0.9 4.6 2.4 100.0 

1- H' 
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LETTER: LAND REFORM 

(Trans]t ion) 

National Economic Planning Council
 

Guatemala, December 23, 1969
 

Mr. Richard E. Kaegi
 
Acting Director
 
USAID Mission/Guatemala
 

Seflor Director:
 

With respect to our conversation of yesterday after
noon, relative to the land tenure program which will form
 
part of the Rural Development Plan, it is my pleasure to
 
attach to the present letter a document which outlines
 
certain preliminary ideas over the possible content of
 
that program.
 

As you will be able to appreciate, our object is to
 
significantly alter the present system of land tenure in
 
Guatemala by the means of the execution of a mixture of
 
initiatives. 
We hope to convert these initiatives -- des
cribed in the attached document -- into specific projects

in a short time and, opportunely, to submit them to inter
national organizations for their consideration.
 

In hopes that this document is of interest to you, I
 
take this occasion to renew the examples of my highest
 
consideration.
 

Lie. Gert Rosenthal K.
 
Secretary General
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PRELIMINARY POINT3 CONCERNING TIE CONTENT OP A LAND TENURE
 
POLICY
 

The content which is given the policy by which the actual
 
patterns of concentration of real property are to be mod
ified, will condition the degree of advance of rural dev
elopment. As much as it is certain that such modification
 
constitutes only a part of the solution to the problem of
 
development of social and economic systems in agriculture,
 
it is no less certain that new advances will have to be
 
undertaken in order that the land support a greater number
 
of agricultural workers.
 

The matter of future land tenure policy can be concentrat
ed in the application of schemes of direct action or in
 
indirect mechanisms. There is) rightfully, a wide margin
 
of doubt with respect to the ability of indirect mechan
isms to get to the base of the agrarian problem. But, on
 
the other hand, it is no less certain that the application
 
of a direct scheme or a profound agrarian reform which
 
totally transforms the agricultural and social picture,
 
is to a certain pnint incompatible with a constitutional
 
state. The historical focus of aqtxarian reform underlines
 
the fact that, effectively, the deeper schemes have been
 
applied where they have been preceded by important changes
 
in the constitutional order.
 

The ideas which are outlined on the following pages take
 
off from the belief that that which is viable, in a short
 
term, is an application of a group of measures of the in
direct type. There are, among the groups of instruments
 
that make up this scheme) variots which the next govern
ment can manipulate with satisfactory results. In this
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way, the land tenure policy would come to conform to our 
objectives. Although each of the individual measures 
would have very limited effects, the effect of the whole
 
group, added to other programs already prepared, would
 
be a substantial impact. Among the measures will be some
 
of national effect; others will be applied in specific
 
form to determined regions of the country which current
ly present particular problems with respect to the con
centration and use of land.
 

1. 	 It is evident that the body of law currently applied 
to land tenure should be modified. With a new con
ception, the fundamental laws over the matter should 
facilitate actions such as the following: 

1.1 	 Acceleration of the paperwork for, the expro
priation of empty land and a redefinition, in 
terms of technical criteria, of the concept 
of emptyness. This measure is basic in order 
that the new Institute of Land Tenure be able 
to develop with more agility specific projects 
of agrarian developmenc in areas of high poten
tial, such as the South Coant.
 

Furthermore, there should be created mechanisms 
of automatic expropriation applicable to those 
lands which have been found to be permanently 
empty. This measure would liberate an appre
ciable quantity of land in the northern part of 
the country and would widen the physical ba.e 
of the Land Tenure Institute to execute new 
development projects. 

1.2 	 Restructuring the system of agricultural taxes 
so that land .is taxed in accord with its prod
uctive potential rather than its fiscal value, 
as currently occurs. Ab agricultural potential
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is a concept linked to aspects which connote
 
agronomic conditions (such as access, physical

location, possibilities of external economics,
 
public services) it would be affected by near
 
concentrations of public investments such as
 
highways, irrigation, electricity, banking
 
services, etc.
 

1.3 	 To have adequate dispositions in the matter of
 
formation of irrigation districts and drainage
 
zones in order that future investments that the
 
state applies to this type of projects give the
 
results of a convenient distribution of land in
 
the affected areas. With this measure, consid
earable land areas will be rescued which will
 
then be destined to projects of agrarian devel
opment with deep social and economic content.
 

1.4 	To suspend provisional titling in areas where
 
there is possible application of agrarian dev
elopment programs.
 

1.5 	 To establish financial facilities by which farm
ers who have determined requisites of eligibil
ity or, preferably, associations or communities
 
of them, can acquire lands throuqh purchase,

always given that these lanids be assigned to
 
the execution or productive projects previously
approved by the Land Tenure Institute and the 
Ministry of Agriculture. The new Agricultural 
Development Bank could managTe these funds. 

1.6 	 Program of Development and expansion of the 
national fincas (held by BNA and INTA). Ac
quisition of other fincas that are in auction 
by state owned banks. 
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2. At a level of identifiable agricultural regions, the
 
land tenure policy could be implemented by actions
 
such as the following:
 

2.1 South Cost:
 

2.1.1 	Consolidation of the development of the
 
agrarian parcelamientos (settlements) by
 
means of the granting of services which
 
are still lacking or which have an inade
quate scale.
 

2.1.2 	Development of complementary investments
 
in irrigation, drainage, internal roads,
 
and commercialization projects In these
 
parcelamientos.
 

2.1.3 	 Expropriation of empty lands for the form
ation of new agrarian development projects.
 
These projects would imp]y a modification
 
in the patterns applied until the present$
 
approximately in the terms that are ind
icated in 2.4 below.
 

2.2 Western Highlands
 

2.2.1 	Regrouping of minifundios;
 

2.2.2 	 Promotion of cooperative and pre-cooper
ative enterprises or communities.
 

2.2.3 	Construction of eart-hworks, small -Irriga
tion, drainage canals, etc.
 

2.2.4 	Promotion of fruits, vegetable, flowers
 
and other activities.
 

2.2.5 	Formation 6f eommerciil forests with fast
 
growing varieties, An ublic or privatn
 
lands which are othweow!GP_ itnodt.0 t 
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other crops. The incorporation of
 
community systems of land tenure could
 
redistribute in a better way another 
important natural resource such as for
ests.
 

2.3 	 East 

2.3.1 	Development of irrigation works where the
 
potential permits it and 
over new legis
lative bases in the matter of tenure.
 

2.3.2 	Appropriate taxes for lands under irriga
tion -- as long as this is supplied by
public investment -- when these are in
adequately taken advantage of, and expro
priation when lands ramain empty which 
no longer have a deficit of water. (This 
measure could be applied throughout the
 
country).
 

2.3.3 Promotion of adequate crops for the zone.
 

2.4 	Northern Lowlands (Izabal, Alta Verapaz and
 
the north of Huehuetenango and Quichr).
 

2.4.1 	Consolidation of existing parcelamientos;
 

2.4.2 	Execution of the Colonization Project in
 
the northern zone of Ixc~n and others
 
which will be identified later. 

It is opportune to indicate at this point

that the new projects of agrarian devel
opment will be applied in patterns diP
ferent from the historical ones. The dev
elopment of resources, the size of the
 
individual parcelas and the existene

bf hdivid'ual pazetias and the exist~noe 
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of parcelas in common use 
-- if this is
 
the case -- the concentration of popula
tion in centers and other characterist
ics of the projects will be carefully
 
programmed by the Institute of Land
 
Tenure. 
 In this manner local resources
 
will be taken advantage of in a better
 
manner 	and the cost of 
the projects at
 
the charge of the state can be reduced
 
and the services improved.
 

2.5 El Pet4n
 

2.5.1 
To modify the law of use of the resources
 
of El Petdn and transfer to the new Land
 
Tenure Institute the colonization func
tions that used to be given to FYDEP.
 

2.5.2 	New legal dispositions should be emitted
 
based on technical economic criteria, in
 
order that the lands which have been dis
tributed in El Petdn be made productive

in certain periods of time or that they 
be returned to the state patrimony and
 
thereby widen the public base for new
 
development projects.
 

3. It should not be forgotten that the execution of a
 
land tenure policy on all of the fronts above noted
 
implies a cost and effort beyond the possibilities

of the state, if this has to attend adequately to
 
other program already functioning or that have been
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prepared for their future execution. It is clear
 
that land tenure policy should be implemented keep
ing in mind priorities determined by the henefits
 
that the respective actions will yield to agricult
ural development in a short term. 'rhe restructuring
 
of the relevant body of law is, of course, the
 
first priority. There will be developed shortly
 
several projects of greater benefit-cost ratios and
 
more immediate effects, such as irrigation drainage,
 
actions proposed for the western highlands (the
 
majority of which are low cost) and the consolidation
 
of the existing agrarian parcelamientos. In the
 
future -- or perhaps at the same time -- new projects
 
of colonization in the northern lowlands will be
 
studied over new patterns of orientation.
 

With respect to El Pet~n and from the point of view
 
of agricultural development exclusively, immediate
 
action should be concentrated in achieving the legal
 
dispositions mentioned above, and the execution of
 
profitable projects (particularly of forests). Mas
sive development actions -- if this were possible -
should be carefully studied in the light of their
 
cost, in their technical facets and their possible
 
real effects on the national economy.
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LETTER: FISCAL PLAN
 
(TRANSLATION)
 

NATIONAL ECONOMIC PLANNING COUNCIL
 

Guatemala, 23 de diciembre de 1969
 

Mr. Richard E. Xaegi
 
Acting Director
 
USAID Mission to Guatemala
 
Guatemala City.
 

Mr. Director:
 

I would like to refer myself to our conversation of
 
yesterday afternoon, relative to our request for
 
financial assistance from AID for the execution of
 
the Rural Development Plan, and especially to your

question related to the financial capacity of the
 
Central Government to provide the total counterpart
 
to the subject loan.
 

As I pointed out to you, this General Secretariat is
 
currently working on the financial programming of
 
the Central Government for 1971-1975 and we hope to
 
conclude the first version of this work in the middle
 
of January. However, making all the necessary reserv
ations over the preliminary nature of the figures with
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respect to your question, it is my pleasure to ad
vance some fundamental elements of the proposals

which will undoubtedly be contained in our document.
 

In the first place, we recognize that if the Govern
ment of Guotemala intends to undertake an Economic
 
Development Plan of significant size, it will have
 
to amplify the financial base which sustains that
plan. In effect, we estimate that savings in the
 
current account for 1970 will ascend only to Q28.9

million (ordinary income == Q157.G million, and or
dinary expenditures == Q128.7 million), an amount
 
which will be destined in large proportion to cover
 
the amortization of the public debt. 
The develop
ment plan which we are preparing requires a substan
tial increase in public expenditures --as much in
 
investment as in current-- for which fiscal income
 
will have to increase at least at the same rate as
 
the increase in expenditure. Our financial program

contemplates achieving this increase In three forms:
 
(a) a minimal annual increase due to expansion of
 
the gross domestic product; (b) a much more substan
tial increase to result from a program of improvement

in administration and collection of existing taxes;

and (c) an increase coming from reforms in the struc
ture of existing taxes.
 

With respect to the historical growth rate of income,
 
we estimate that this oscilates between 3% and 4%
 
annually; that is, less than the annual increase in
 
gross domestic product (in other words, in the ab
sence of reforms in the administration o:, structure
 
of the tax system, the tax pressure would tend to 
decline). We estimate that ordinary income from cur
rent tax system without the introduction of improve
ments of any kind would ascend to Q178.9 million in
 
1974.
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On the other hand, we believe that a program of im
provemnnts in administration and collection of exist
ing taxes offers important gains and to this end we
 
have outlined the formulation of a program to be put 
into action in middle of 1970. This program will in
clude recommendations for improved assessment, reditc
tion of evasion, facilitation of payment, and mnobiliza
tion of administrative action on the following taxes:
 
income, property, sales (alcohol, tobacco, petroleum
 
products), stamps, and foreign commerce (imports and
 
exports). The program also contemplates a more res
trictive exemption policy, and institutional improve
ments in the Ministry of Finance. Among the latter, 
we have in mind unifying the General Directorates of 
Income and of the Income Tax into a General Director
ate of Internal Taxation and the creation of a govern
mental center of data processing at the level of said 
Directorate General. Based in preliminary work that 
we have eloborAt:ed, we estimate that the administra
tive refovfn.-- cold render an additional Q18.7 million 
for the year 1974. 

Finally, with respect to the legal reforms referred
to, 	 we forer;ee the following change:; for the period 

1970-1975:
 

a) The perspectives for the ratification of the
 
Protocol of San Josd are highly favorable
 
(luring the first quarter of 1970. If this is
 
so, the Stabilization Tax will be charged on
 
all 	Central American imports and not only on 
;ome as; currently occurt... We estimate that 
the full action of the San Jo.i( Protocol will 
represicnt additional fiscal :income for the 
Government of Guatemala in excess of Q5 mil
lion (luring its first year of application. 

b) 	We will propose several reforms to the income
 
tax, basically in the reduction of exemptions
 

UNCLASSIFIED
 



UNCLASSIPIED
 

ANNEX III
 
Exhibit 4
 
Page 4 of 5 pages
 

and 	legal deductions now applied. Said re
forms will bring in Ql.5 million during their
 
first year of application and we estimate that
 
they can be applied in 1971/1972.
 

c) We will also propose certain changes in the
 
motor vehicle taxes in order to make them more
 
equitable. Said reforms, which would be applied

in 1971, would bring in about Q500,O00 during

their first year of application.
 

d) 	We will wish to reform the real estate tax to
 
the end of taxing all property at the propor
tional rate of 6 per thousand. This reform
 
could be introduced in 1.971 in order to begin

bringing in an additional Q1.5 million in 1972.
 

e) 	During 1971/1972 there could be a new attempt
 
at the creation of 
a sales tax in substitution
 
for the stamp tax. We estimate that with a
 
generally applied rate or 
5%, said tax could
 
bring in Q5 million additional during its first
 
year of application.
 

In total the above described reformi could bring in Q1G.3

million additional in 1974.
 

Permit me to summarize the very preliminairy e,timateS of
the total fiscal income of the Central Government for the 
next five years (in millions of Quetzales): 

Income from Income from
 
Historical Administrative Legislative Total
 

Year Tendency Reforms Reforms Income
 

1970 Q 15;6 - 157.6

1971 163.9 
 6.8 	 5.2 175.9
 
1972 170.5 10.7 
 7.4 188.6
 
1973 136.5 14.7 
 9.8 201.0
 
1974 178.9 
 18.7 16.3 213.9
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The projected increases from legal reforms in the tax
 
system are as follows:
 

Stabilization Vehicle Income Sales Total
 
Year Tax Taxes Tax Tax
 

1971 Q 5.2 Q 5.2 
1972 5.4 Q .5 Q 1.5 7.4 
1973 5.6 .7 2.0 9.8 
1974 5.9 .9 2.5 Q 5.0 16.3 

As you will be able to appreciate, our program of impro
vement in the collection of fiscal income is relatively
 
modest, but realizable. In ab::-o1ute figures we project 
annual income increases of from Qlfl.3 million in J971 to 
Q12.4 million in 1973. 

If you would like any additional information about fi
nancial aspects of the new Ievelopment Plan of the Gov
ernment, I would be happy to give it to you if it is in 
my power to do so. On the other hand, I hope to be able 
to refine the projections contained in this letter by 
the middle of next month with better bases of judgement. 
In the meantime, I take advantage of this opportunity 
to assure you of my highest consideration, 

Lic. Gert Rosenthal K, 
Seoretary General 
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SUMMARY: ESTIATED GUATEM ALA PIPELINE - DECEMBER 31, 1969 

FUTANCING AGE'T CY 

AID 

BID 

ClBEI 

EXIM 

IBRD 

PROJECTS 

7 

9 

4 

3 

3 

LOAN TOTAL 

$21,438,000 

$49,620,000 

$19,550,000 

$17,362,000 

$28,300,000 

UNDISBURSED 

$14,964,50.3 

$34,540,15S 

$11,000,00a 

$ 356,000 

$14,804,000 

PIPELINE: $75,664,655 
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ESTMATED AID - G'C LO'AN PIPELINE AS OF DECEMBER 31, 1969 

(1)
 
PRJELr LOAN SIGNED DIS PSED BALANCE 

1. Rubber Development $5,000,000 t-17-59 $2,950,-),T) $ 2,"5 ,>.3 

2. Rio Hondo Paving 75P,OO0 1.)-14-66 638,500 119,500
 

3. Surveys & Studies 2,000,000 ,9- 1-65 770,000 1,230,000
 

4, Customs Modernization 700,000 8-17-65 325,000 375,000
 
(2)
 

. alaria Eradication 2,180,000 8-17-66 1,440,000 740,000
 

. Property Tax Development 2,200.000 7-10-67 35-3,000 1,850,000 

7. Primary Education 8,600,000 11-14-68 -- 8,630,000 

$14,964,500
 

ACTIVE LOANS TO GOG - 7; PIPELINE - $15 MILLION 
OMITS AU-.T'O'RIZED BUT UNSIGNED NFCO: $2. 1M AND STUDIES (SECOND): $2MI 

(1) Oi±t Loan 520-L-013 ($5M) to FIASA, a private financLera. 
(2) Ia=wased from $1,550,000 on July 30, 1969 

'-h 
Etmmes at 12-12-69 4b 

SQ 
0m 



BID - COG ACTIVE LOAN PIPELINE AT DECE24BER 31, 1969 *
 

PROJECT LOAN SIGNED DISBURSED BALANCE 
1. Low-cost Housing (I"I) j 10-1-62 $5,300,000 

2. Municipal Water Systems SPTF-100: $3,020,000 
(INFOM) (Q920,000; $2,100,000) 8-U-66 1,292,o98 $1,727,302 

3. Rural Water Supply (SESP) U3-FSO: $1,300,000 
(Q100,000; $1,200,000) 9-30-66 812,698 487,302 

4. Banco de Guatemala 
ind., a,., livestock 

133-0/C: $3,200,000 
(all $) 12-1-66 2,030,494 1,169,506 

4 Banco de Guatemala 
ind., ag. credits 

105-FSO: $2,000,000 
(Q700,000; $1,300,000) 12-1-66 642,825 1,357,175 

4c Banco 
md., 

de Guatemala 
"a . credits 

106-rSO: 
(all Q) 

$800,000 
12-1-66 761,132 38,868 

S. Feeder Roads 129-FSO: $9,000,000 
(Ql,900,000; $7,100,000) 3-9-67 2,817,832 6.182,168 

_6.. Sall Irrigation Worixa 162-FSO: $5.03,000(03,325,000;- $2,675,000) 2-15-68 685,457 5,314,543 

7. Aj. Credits (SCIPAS) 204-FSO: $4,50a,000 
(Q2,093,000; $2,407,000) 4-25-69 4,500,030 

a. Educati on 217-PSO: $9,500,000 
(Q1,217,000; $8,283,000) 4-25-69 9,500,oo 

9. low-cost Rousing (MWI) 219-FSO: $5,000,000 
(Ql,325,000; $3,675,000) 4-25-69 736,709 4,263,291 

M SUJMtRY - ACTIVE PROJECTS~: 9; LOAN TOTATL: $49,620,000; PIPELMN: $34,540,155 C 

.4 
* ]kdes estimates of December's disbursements. L 0 

P% 
4QO 
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CERTI PICATTON PUI ;UANT T081:e!T. ON 611lQv O I..l.;
FORI,.T NA 38I,;[/N C A( TJ" "' ""')J /L; N IMNI)} 

I, Richard E. Ka, l, the princ.ipal officer,for Internat-ionil of tile AgencyDeve.opmcnt tin Guatemala,into accotnt, among having takenothr things,utilization the maintenanceof projects andin Gaitemala or assisted by Previoisly financedthe nited Statec';,in my judgment do hereby certify thatGuatemala has both the Tinanciality and the human capabilresources capbilitymaintain to effectivelyand utilize the capitoJ.l as:;istance project,Rural Development Program. 

This judgment is based uponrecord of t:he imp.rovilng implementationAID-financed project-s in Guat-emalaquality of and thethe plann-[nq which ha,; gone :Into t-his new project. 

(signed n 7.
 

(date) Jiinuary7- 1970 
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OPENING BALANCE SHEET - DECEMBER 31, 1970
 

AGRICULTURE DEVELOPMENT BANK
 
($ Thousands)
 

ASSETS $26, 8 

Liquid Assets 
Loans/Investments 
Other Assets 
Loans in Arrears 

$ 1,232 
16,056 
1,860 
6,950 

LIABILITIES $15,030 

Deposits 
Credits from Central 
Bank 

Other Obligations 

$ 4,.650 

8,812 
1,568 

CAPITAL & SURPLUS $11,068 

FIRST YEAR INCOME STATEMENT
 

Income
 
Interest Earnings $1,194,000


Expenses
 Administration 

474,00o
 

Net Income ... ....... ... . ............... $* 720,000
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SOURCE'OF FUNDS 

Liquid Assets(l) 
AID Loan 
IDB Loano Scicas)(2)Bor r ow e r ( 3 )c ,
Intre rng
Interest Earnings (8%)(4) 
Subloan Collections 

USE OF FINDS 

Subloans: Rural DevelopmentOriginal Use 
Rollover Use 

Suoloans: Others 
Administration (L%)(5) 
Available Surplus 

CASH-FLOW PROJECTION 

AGRICULTURE DEVELOPMENT BANK 
($ Thousands) 

1971 1972 1973 

$ 1,697 $ 2,002 $ 1,5082,500 2,100 2,700 
1,425 1,425 
1,000 1,000 --
1,194 1,650 2,062 
6,000 11,852 17 388 

$13,816 $20,029 $368$29,024 

$ 5,852 $ 5 536 $ 4,773 
--- 5,852(6) 11,388(6)
6,000 6,000 6,000 

474 696 886 
1,490 945 611 

$13,816 20,0729 $23,658 

1974 

$ 1,2303,200 

---. ... 

2,427 
22,164 

$ 4,348 
16,161(6)
6,000 
1,060 
1 455 

$9:024 

1975 

$ 2,0742,800 

. 

2,718 
26,509 

$34:101 

$ 2,928 
2 ,0(6)
6,000 
1,177 
3 487 

$348101 

(1) -Includes 10% annual growth rate of deposits;(2) To be repaid to IDB by Ministry of Finance; not obligation of Bank.
(3) Counterpart to IDB Loan;
t4) interest earned on average balance outstanding;
(5) Charged against gross annual lending;
6) Reflects six-month rollover of vegetables sub-project. 
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DRAFT
 

LOAN AUlI IORIZATTON 

Provided from: Alliance for Progress Loan Funds
 
GUATEMALA: Rural Development Loan
 

Pursuant to the authority vested in the Deputy U.S.
 
Coordinator, Alliance for Progress, by the Foreign
 
Assistance Act of 1961, as amended, and the delega
tions of authority issued thereunder, I hereby autho
rize the establishment of a loan pursuant to Part Is 
Chapter 2, Title VI, Al.liance for Progress, to the
 
Government of Guatema.La ("Borrower") .up to 
twenty three million Unitcd States dollars ($23)000,000) 
to assist in financing the costs of Borrower's rural 
development proqram, including up to 16.67 million
 
dollars for basic grains improvement and agricultural 
diversification, up to 5.58 million dollars for human 
resources cind up to . 75 m:llion dollars for improve
ment in handicrif t:s ( "Po'1OJ cc"). 

1. Interest and Terms of Repayment: 

Borrower sho]J rcpay the loan to the Agency for 
Internat-ional Development ("A.I.D.") in United 
States doll(rs within forty (40) years from the 
date of th, (frst di-sbursement under the loan, 
including a grace period of not to exceed ten 
(10) year.s. Borr'owcr shall pay to A.I.D. in 
United States dollars interest on the disbursed 
balance of the loan of two (2) percent per annum 
during the grace period and three (3) percent 
per annum thereafter. 
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2. 	 Other Terms and Condltion : 

a. 	 Equipment, materials --nd services financed 
under the loan ,;hai.1 have their origin in 
and be procured from the United States or 
independent countries of* the Western Hemis
phere south of the nfItcl States (except 
Cuba).
 

b. United States dollirs utilized under the loan
 
to finance local currency costs shall be made 
available to Borrowcr or its designee through
 
Special Letter of Credit procedures and shall 
be used only for procurement in the United 
States.
 

c. 	 Prior to and as a condition precedent to
 
the first disburs.*ement under the loan,
 
Borrower shall furnish A.I.D., in form and
 
substance satisfactory to A.I.D., evidence
 
that it has:
 

i. 	 Furnished a dctailed financial plan 
for the Project, including evidence 
that the Qttetzal equivalent of 
$l,000,000 will be available as
 
needed for the Project from appropriated 
funds in add.tion to amounts presently 
being bud(hquted for rural development; 

ii. 	 Completed reorganization of the Ministry 
of Agriculture; 

iii. 	 Completed for legislative presentation 
the drafting of an agrarian reform 
program intended to increase the amount 
of land in use for agriculture, increase
 
the 	efficiency of land use, and improve 
the 	incomes of medium and small fari~rs.
 

1INCInGSIFLUD 



UNCLASSIFIED
 
AID-

ANNEX IV 
Page 3 of 3 pages 

d. 	 Borrower shall covenant that it and A.I.D.
 
will jointly perform an intensive review
 
of progress made in the previous quarter
 
or quarters towards meeting the goals of
 
the Project and will reach agreement on the
 
remedial actions, if any, to be carried out
 
by Borrower. These reviews shall evaluate
 
the progress of the program and the extent
 
to which qualitative improvements has been
 
effected.
 

e. 	 The loan shall be subject to such other
 
terms and conditions as A.I.D. may deem
 
advisable.
 

Deputy U.s. Coorinator
 
Alliance for Progress
 

Date
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