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ANNEX IIT - Volume II

Annex III presents to the Congress all Development Assistance (DA)
and Economic Support Fund (ESF) programs for Latin American and the
Caribbean (LAC) for which A.I.D. is requesting funds for FY 1985.
Volume I of Annex III presents the budget request for the South
American and Caribbean countries and Volume II presents the budget
request for the Central American countries.

Volume II begins with a summary table which provides a breakout by
country and appropriation account of the funding requirements for
the Central American countries from FY 1982 to FY 1985. There is
also a regional summary table of economic and social data for
countries in LAC that receive A.I.D. assistance.

The Central American overview presented in this volume provides a
summary of the Agency's programs in Central America. This is
followed by country narratives for Central America (listed
alphabetically) which describe the total A.I.D. program.

The requests for ESF and DA funds are shown together. The ESF
request for these countries is shown under the heading '"Other

Programs, ESF" on the summary table of active and proposed projects.

Volume II of Annex III concludes with a table on the terminating
program in Nicaragua.
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SUMMARY OF PROGRAMS 3Y COUNTRY AND APPROPRIATION
CIN THOUSANDS OF DOLLARS)

cP-35
RESION: BUREAU FOR LATIN AMERICA AND CARIBBEAN
AGRICULTURE, EOUCATION SELECTED ECONDMIC
RURAL POPULATION AND HUMAN DEVELOPMENT SUPPORT OTHER
COUNTRY TOTAL DEVELOPMENT PLANNING HEALTH RESOURCES ACTIVITIES FUND PRJSRAMS
AND NUTRITION DEVELOPMENT
BELILE
1962 ae- o -—- --- --- --- -—- .-
1983 16,697 60440 -— -—- -— 257 10,020 -—
1984 14,000 3,330 -—- 240 -—- 430 10,000 ———
1985 10,000 1,960 -— 650 2,240 1,150 4,000 -——-
COSTA RICA
1982 31,540 2,930 15 --- 130 Bs495 20,000 ---
1783 184,159 15,650 975 5,988 620 3,945 157,200 ——
1784 153,100 2,550 837 5,250 2,863 11,302 135,000 -
1985 180,000 3,355 1,035 2,200 7,710 5,799 140,000 -—-
EL SALVADOR
1782 154,573 20,304 1,780 26 --- 14,387 115,000 3,376
1583 198,785 35,529 1,850 17,014 272 4,120 140,300 -
1784 281,304 346,300 3,944 10,085 4,175 17,100 210,003 -
1985 290,000 23,900 7,000 123,000 22,090 13,309 210,000 ———
GUATEMALA
1782 8,182 1,617 1,193 104 brilh 393 -—- 264
1983 22,311 8,562 1,933 171 750 530 10,000 95
1984 21,612 5,872 2,250 5,350 2,040 6,100 - -
1785 75,000 16,950 3,265 4,100 3,735 6,907 35,200 ---
HONGURAS
1782 67,967 22,282 756 5,204 2,755 170 36,830 -
1783 87,226 23,780 1,689 4,022 1,275 467 55,009 ——
1734 152,255 21,590 2,238 7,159 3,077 5,700 112,500 -
1985 120,000 10,250 2,400 10,100 11,245 11,335 75,200 -—
NICARAGUA -
1942 5,779 442 -——- 143 4 70 5,100 -—
1983 -—- --- --- -—- --- - -— -—-
1984 -—- - -— -— .- --- - .-
1985 -—- .- - -— - - - -—
PANAMA
1982 11,686 7,248 579 45 20040 1,874 - -
1983 6,230 609 213 --- 5339 6,328 ——- ---
1784 45,200 4,050 550 - 3,310 7,290 30,300 ---
1785 19,300 5,380 1,300 -— 7,020 6,130 20,008 -—-
2



SUMMARY OF PROGRAMS BY COUNTRY AND APPROPRIATION
CIN THOUSANDS OF DOLLARS)

CP=-BS
REZION: BUREAU FOR LATIN AMERICA AND CARIBSEAN
AGRICULTURE, EDUCATION SELECTED ECONOMIC
RURAL POPULATION AND HUMAN QEVELOPMENT SUPPORT OTHER
CQ2UNTRY TOTAL DEVELOPMENT PLANNING HEALTH RESCURCES ACTIVITIZS FUND PROGRAMS
AND NUTRITION DEVELOPMENT
ROCAP
1982 13,130 11,096 - - 1,253 784 — ——
1983 19,359 3,584 = - 2,150 13,665 -——— -
1984 42,900 Ls945 —— 2,830 1,133 4,355 28,000 .-
1985 198,500 3,705 —-— 12,950 5,000 40,145 136,600 hahahe
TOTAL
1982 292,857 65,919 bre23 5,742 10,563 25,670 176,900 3,640
1783 534,807 LY TT] 6,460 27,195 5,636 27,776 373,000 95
1934 710,371 80,337 ?.819 31,475 16,565 51,675 520,500 -
1?85 913,400 59,300 15,000 4«0-000 64,000 4,000 $40,500 .-
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FCONJMIC AND SOCIAL DATA
REGIONAL SUMMARY

REGION: CENTRAL AMERICA

o e e T i L — T o o S T . - .0 . M g A o . i S e -—— — e ———— -

el o ——

ECONIMY  EDUCATIONM POPULATION HFYALTH
DENSITY LABDR INFANT
GANP ANNJAL (PERSONS / SOUARE MILE) FORCE DEATHS
PR LITERACY GRIWTH —— -- % IN IN PEOPLE LIFE FER
CAPITA RATF TNTAL RATE POP/AGR POP/TOTAL URBAN AGRICULTURE PER EXPECTANCY 1,000
COUNTRY (DOLLARS) (PERCENT) (THNUSANNS) (PERCENT) LAND LAND AREAS {PFRCENT) OOCTOR {YEARS) BIRTHS

DEVELOPMENT ASSISTANCE RECIPIENTS

BELIZE 1,080 91 154 2.1 294 16 49 28 2,935 - 56
COSTA RICA 1,430 88 2,624 2.6 273 11¢ 44 28 1,390 71.0 18
EL SALVADOR 650 62 4,685 2,6 865 543 42 50 3,599 64.4 71
GUATEMALA 1,140 46 7,714 3.1 679 168 36 55 1,833 58.2 66
HONDURAS 600 57 4,276 3.4 179 32 37 63 3,294 59.2 7

PANAMA 1,910 85 2,058 2.1 268 60 56 27 1,223 71.0 23
DA SUMMARY 1,034 61 21,511 2.9 316 5% 49 49 1,997 63.0 59
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ECUONOMIC AND SODCTAL DATA
REGIDONAL SUMMARY

REGION: CENTRAL AMERICA

i o - B A B S o e, i i —_

- ECONOMY  EDUCATION POPULATION L HEALTH
T T T DENSITY LABOR INEANT
GNP ANNJAL (PERSONS / SOUARE MILE) FORCE . Liee ue:;:s
PR LITERACY GRUWTH —— — t IN IN PEOPL LIFE L VER.
CAPITA RATE TNTAL RATE  POP/AGR POP/TOTAL URBAN AGR;CU:;{;?E mgga “isems; jLyous
COUNTRY (DDLLARS) {PERCENT) (THIUSANDS) (PERCENT)  LAND LAND  ARFAS {PERCENT) HS

—— e i o T A . it e el 2 e S

i s e S e e . St e S e o ——

ECONOMIC SUPPORT FUND RECIPIENTS

BELIZE 1,080 91 154 2.1 294 16 49 28 2,935 - 56
COSTA RICA 1,430 88 2,624 2.6 273 110 44 28 1,390 71.0 18
EL SALVADOR 650 62 4,685 2.6 865 543 42 59 3,599 64.4 71
GUATEMALA 1,140 46 7,714 1.1 679 168 36 55 1,833 59.2 66
HONDURAS 600 57 4,276 3.4 179 82 37 63 3,294 59.2 78
PANAMA 1,910 85 2,058 2.1 268 60 56 27 1,223 71.0 23
ESF SUMMARY 1,034 61 21,511 2.9 316 55 40 49 1,997 63.0 59
REGION SUMMARY 1,034 61 21,5811 2.9 316 55 40 49 1,997 63.0 59
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CENTRAL AMERICA

PROGRAM SUMMARY
{fn thousands of dollars)
Agriculture, Education
Fiscal Rural Population nd Human| Selected Other
tsca Total Development Plp ) Health | Resources |Development Programs
Year and anning Develop- Activities
Nutrition ment ESF Other
1983
Loans | 264,247 75,000 —_ 25,000 - 15,697 | 148,550 —-
Grants | 270,560 19,445 6,660 2,195 5,636 12,079 {224,450 95
534,807 | 94,445 | 6,660 | 27,195| 5,636 | 27,776 |373,000 952/
Total
1984

Loans | 148,681 | 49,000 - 9,655 2,000 | 12,026 | 76,000 -
Grants| 198,190 | 21,337 | 4,819 3,820| 4,565 9,649 | 154,000 -
Suppl| 363,500 | 10,000 | 5,000 | 18,000{10,000 | 30,000 |290,500 -
Total] 710,371 | 80,337 | 9,819 | 31,475|16.565 | 51,675 | 520,500 -
1985
Loans | 55,292 | 25,000 - 10,342 ~- 13,950 | 6,000 —
Grants| 858,108 | 44,800 | 15,000 | 29,658(64,000 | 70,000 !634,600 --

Total| 913,400 69,800 | 15,000 40,0001 64,000 84,000 (640,600 —

a. Disaster Assistance Funds

Fy 1985
PROGRAM HIGHLIGHTS

- A.I.D.'s Central American program concentrates on four fundamental elements:
economic stabilization,creation of a basis for long-term growth, promotion
of equity, and strengthened democratic institutions and respect for human
rights.

— In FY 1985, the request consists of: $640.6 million of ESF, $272.8 million of
DA, $120 million in P.L. 480 commodities, $77 million of other agency pro-
grams and Operating Expenses, and $600 million in guaranty authority to sup-
port private lending to the region.

- In FY 1984, the supplemental request for Central America includes:
$290.5 million of ESF, $73 million of DA, $25 milldion of P.L. 480 commodities)]

and $12 million in other agency programs and increased Operating Expenses.
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AN ECONOMIC ASSISTANCE PROGRAM FOR CENTRAL AMERICA
INTRODUCTION

Central America is in crisis. As the National Bipartisan Commission on
Central America has documented, the economic, political and social turmoil of
the region poses a seriocus threat to U.S. national interests. Tmmediate
action is essential. This request embodies an action program tn attack the
fundamental economic, social and political problems of the region identified
by the Bipartisan Commission. A separate request has been prepared to address
the military and security issues facing the United States in the region. This
request proposes a four-pronged program of stabilization, growth, equity and
democratization measures to address the underlying problems identified by the
Bipartisan Commission. Because aid alone cannot produce development, the
assistance proposed here would be conditioned on dewonstrations by the
governments of their commitment and ability to undertake fundamental economic
and social reforms,

THE REGION'S PROBIEMS

Economic and social development has been made most difficult by the presence
of military conflict within the Central American region. Even were this
conflict to disappear, however, the region would still face four severe,
long-term, and potentially intractable problems: economic instability, -poor
economic growth, economic and social inequity, and weak political and legal
systems. Each is described briefly below.

Economic Instability. All countries of the region are reeling from the
economic and political shocks of the past several years. The combination of
the 1979-1980 oil price increases and the commodity price declines between
1980 and 1983 opened up a gap of $1.5 billion in the region's balance of
payments, to which most governments responded by excessive borrowing rather
than adjustment. The political turmoil resulting from the establishment of a
Marxist government in Nicaragua and from internal strife in El Salvador
exacerbated this economic problem, leading to cutoffs of commercial credit,
capital flight, and a dropoff in foreign investment. The financial
difficulties left the countries unable to make payments for their Central
American trade, resulting in a collapse of the intraregional payments system
and a sharp contraction of intraregional trade. In addition, regional
governments face difficult fiscal situations resulting from reduced revenue
due to lower production and trade and inadequate tax collection and to
increased spending arising from an expansion of government programs and of
military spending due to insurgency and threats from abroad.

Poor Growth Prospects. The economic problems facing Central America go beyond
the relatively recent instability mentioned above. Sustained economic growth
is the only mechanism over the long haul that can fundamentally change the
reality of widespread poverty in the region, yet prospects are poor for the
traditional agricultural sectors, such as coffee, sugar and bananas, which in
the past have fueled growth spurts. Opportunities for import substitution
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industries have been exhausted. Unless some dynamic growth can be generated
by structural change that allows diversification of production and exports,
productive employment opportunities for the region's rapidly growing labor
force will not be available, and the region will be unable to overcome its
economic backwardness.

Economic and Social Inequity. A third serious problem facing three of the
countries —~ Guatemala, El Salvador and Nicaragua -- is the limited capacity
or willingness of government institutions to address the issues that are at
the core of the development process. Unless the governments of these
countries come to grips with basic equity, social justice and participatieon
issues in a manner that addresses the concerns of all sectors of their
societies, their political stability -- and therefore that of the entire
region —— will continue to be threatened. Honduras, the poorest country in
the region, has so far managed to avoid the divisive internal conflicts of the
three countries mentioned above, but rapid improvement in the quality of life
for all sectors of the population is an important requirement for preventing
the emergence of such a situation.

Weak Political and legal Institutions. Related to the lack of equity in some
of the countries is the lack of strong legal systems, the existence of
unrepresentative political systems and an overall lack of concern for basic
buman rights. Costa Rica demonstrates that democratic political systems are
indeed possible in the region and that they can play a crucial role in
maintaining political stability and promoting broad development goals.
Representative systems cannot be built overnight, nor can they be imposed from
outside. But outside assistance can support indigenous efforts in this area.

MULTIYEAR GOALS AND FUNDING REQUEST

The funding requested here includes two elements: authorization of $8.3
billion in economic assistance and guarantees for Central America, to be
available over the next six years; and a supplemental appropriation of 3400
million in FY 1984 and a request for a $1,120 million appropriation in FY
1985, representing the first phase of implementation of this program. In the
face of large federal deficits and urgent domestic priorities, such a request
requires compelling justification. We believe that the report of the
Bipartisan Commission provides this. The situation is so alarming, the
Commission concluded, that 'whatever the short-term costs of acting now, they
are far less than the long-term costs of not acting now.'" If the proposed
assistance can capture the imagination and energies of the people of Central
Merica, we believe that it can support a dramatic turnaround in the
development situation of the region and eliminate a potentially serious threat
to U.S. national security.

Our ma jor goals for the five-year program are the following:
—— an end to the downward spiral in production by 1985;

-- achievement of an economic growth rate of at least 6% per year in the

12



region within six years, producing more than 250,000 jobs annually through
export~led growth;

-- agricultural production increasing by 4% per year by 1989, generating
80,000 jobs per year and increasing both food availability and
agroindustrial exports;

-— substantially greater participation of all sectors of the Central American
population in the benefits of economic growth, including:

-- an increase in primary school enrollments to 95%7 of the school-aged
population by 1989 from the current 84%;

-- a reduction in the rate of primary-level grade repeaters by 507 in
all countries, and an increase in the primary level completion rates
from 40% to 80% in Guatemala, Honduras and El Salvador, and from 80%
to 95% in Costa Rica, Panama and Belize by 1990;

-- a reduction in infant mortality from the current rate of 65 per
thousand to 55 per thousand by 1989;

-- provision of modern family planning services to almost 600,000
couples, increasing contraceptive usage by 50% by 1989 and reducing
birth rates by 1% each year;

-— an increase of 25% in the rate of construction of low-income housing;

- and

-- a 25% increase in the coverage of water and sewerage services by 1989,

-= a strengthening of democratic institutions in countries where they already
exist, and achieving substantial progress toward participatory democracy
and legal systems that respect individual human rights in the others.

As proposed by the Bipartisan Commission, the assistance to Central America
would be .provided as part of a multiyear and collaborative approach in which
our aid would be closely tied to commitments for economic and social reforms
by the recipient goveruments. OQur procedures for implementation will reflect
a greater emphasis on more flexible instruments for assistance, greater
collaboration with governments and private groups in the region, and
streamlined administration. A Central American Development Organization
€ADO), consisting of highly experienced and respected representatives of
Central America and the United States, will monitor and assess country
performance against both economic and political goals. This approach follows
the conclusion by the Bipartisan Commission that an integrated program
attacking the four major problems of the area -- economic instability, poor
economic growth, poor equity performance, and weak political and legal systems
-- is essential to resolution of the region's problems.

We propose that the full amount necessary for this entire program be

authorized in FY 1984 to provide our friends with the assurance necessary to
take difficult actions to meet the crisis. The supplemental appropriation*
we are requesting in FY 1984 includes:

*This is in addition to the following being amounts financed for Central
America under the FY 1984 Continuing Resolution:  $230 million in ESF; $117
million in DA; and $83 million under P.L. 480.
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-- $290 million of Economic Support Funds (ESF);

-- 9873 million in Development Assistance (DA);

-- 325 million in P.L. 480 commodities; and

~- 312 million in other agency programs and increased operating expenses,

In PY 1985, we are secking appropriation of:

-- 3641 million of ESF;

-- 3273 million in DA;

-- 3120 million in P.L. 480 commodities;

-- 377 wmillion for other programs and operating expenses; and

-~ 3600 million in gusranty authority to support private lending to the
region.

In each case, we request that the E3F and DA appropriation be made available
until expended to allow more effective application of conditionality to these
programs.

PROGRAM STRATEGY

Qur Central American program gstrategy concentrates on four fundamental
elements: economic stabilization, creation of a basis for long-term growth,
promotion of equity, and strengthened democratic institutions and respect for
humen rights.

A, Stabilization

The immediate priority will be to achieve economic stabilization by
eliminating unfinanced balance of payments and fiscal gaps. While all Central
American countries have reduced import levels, increased assistance will be
needed if further declineg in imports -- and therefore in incomes -- are to be
avoided. We propose to provide large-scale balance-of-payments assistance,
condi tioned on steps by governments to Jncrease exports and conserve on
imports for consumption to restore externsl balance, and to correct fiscal
jmbalances through increased taxes and spending controls. To assure this we
will seek to operate within the framework of International Monetary Fund (IMF)
stabilization programs. If an IMP program js not feasible in particular
circumstances, we shall establish our own performence targets for
racroeconomic variables,

Both the time period required for economic stabilization and the level of
resources required will depend significently upon external events. At
present, we expect this phase to require three to five years and $3.1 billion
in U.5. Government assistance. This will include $2.5 billion in appropriated
ESF, $0.1 billion in P.L. 480 commodities, and $0.5 billion in private trade
credita guaranteed by the U.3. Government. The bulk of the funds will be
provided bilaterally, but a portion will be charmeled through Central American
regional institutions to promote restoration of intraregional trade. The
ssajstance will enable the region to increase imports of needed raw materials
and capital goods to incresase production and employment over the near term.
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However, local-currency generations from this dollar assistance will be used
in most cases to support other A.I.D. economic assistance goals, e.g.,
production credit, labor-intensive construction of economic infrastructure and
the most pressing basic human needs in health, education and housing.

B. laying the Basis for Long-Term Growth

The second element of our strategy -- distinct from the first, but pursued
concurrently with it ~- is to lay the basis for self-sustaining growth that
will provide productive employment for the pecple of the region. Rapid growth
in productive job opportunities is the key to promotion of self-sustaining
economic growth and to steadily rising incomes. Our program for growth
promotion through productive employment stresses four elements: reform of
government economic peolicies, promotion of industry and agriculture, and
creation of economic infrastructure.

We believe that our approach can restore relatively rapid economic growth to
the region (6% real growth per year) within five years. We propose funding of
$3.9 billion for this purpose, including $1.7 billion in appropriated funds
(40.9 billion ESF, $0.4 billion DA, and $0.4 billiom P.L. 480), $0.8 billion
in local currency counterpart generations from economic stabilization
assistance, and up to $1.3 billion in guarantees and insurance. The latter
will include trade credits provided through A.I.D. and the Export-Import Bank
and increased insurance coverage by the (verseas Private Investment
Corporation.

1. Policy reform. Increased employment opportunities are essential to
achievement of long-term growth and equity goals. In the past,
import-substitution policies have often discriminated against labor-using
activities by making machinery artificially cheap. Such practices include
interest rates that are negative in real terms, overvalued exchange rates, and
very high tariff walls that encourage production of capital-intensive
commodities. Eliminating such approaches would encourage more labor-intensive
production methods and stimulate increased exports of both traditional and new
products.

The experience in the developing countries over the past two decades suggests
that this policy approach offers the best prospect for creating the
large-scale employment needed by the region's rapidly growing labor force
while permitting steady growth in productivity and per capita incomes. In
turn, this rapid growth in incomes and exports should permit an equally rapid
growth in the imports of raw wmaterials and other products needed to provide
the productive employment that can support a higher living standard for the
people of the region.

2. Industrial Employment. If the people of the region are to have the
employment opportunities needed to increase their incomes substantially the
industrial sector will need to play a major role. Over the medium term only
the export market is likely to provide the market potential needed to spur
rapid industrial growth. Exports of nontraditional products from the region
have in fact been growing rapidly over the past two decades (with annual
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growth of manufactured exports to the United States averaging about 307% per
year), but they are still a small share of total production or exports. The
implementation of the Caribbean Basin Initiative (CBI), providing duty-free
access to the U.S. market over the next 12 years, should provide a favorable
environment for such an export strategy.

U.S5. assistance will directly assist in financing this effort through such
activities as providing credit for imports of machinery for industry and
technical assistance in investment promotion, product development and export
marketing, and improved production methods. Increased activity by the
International Executive Service Corps will be one vehicle for this. We expect
the private sector to be willing to undertake much of the necessary financing
itself where policies provide the proper incentives, while our assistance will
be aimed at encouraging such policies.

3. Agricultural Production. Half of the region's labor force still works in
agriculture. Experience indicates that small farmers are the most productive
users of land resources, yet they lack adequate access in several of the
countries of the region to credit, modern technology and marketing services
that would unleash this capacity. We believe that agricultural production can
be increasing by 4% per year by the end of the five-year period. This would
increase food availability internally and generate exports of nontraditional
agricultural and agroindustrial products, besides providing about 80,000 new
jobs per year. Our program includes credit for small farmers and
dissemination of improved technology both directly and through promotion of
private and public mechanisms, including cooperatives. Our policy dialogue
will focus on price and marketing reforms to provide better incentives to
farmers.

4. Economic Infrastructure. Our strategy alsoc proposes substantial funding
for economic infrastructure. In the relatively less-developed countries of
the region, provision of basic¢ economic infrastructure -- roads,
communications, urban services -— can be important in facilitating increased
production of manufactured and agroindustrial products. Moreover, financing
of such infrastructure is likely to increase economic activity and, by using
labor-intensive techniques, increase employment relatively quickly. Of
course, the multilateral banks will continue to be the main source of
financing for infrastructure projects.

C. Equity and Broad Participation in Development

The third element of the strategy —-- to be pursued in those countries where
the restoration of satisfactory economic growth is not an adequate answer to
the development problem —— is a longer term development program aimed at
improving the quality of life of less advantaged groups. Access to employment
and other sources of productivity growth, such as modern agricultural
technology and improved inputs, have already been mentioned above because they
provide a means of achieving equity goals in a manner that also stimulates
rapid economic growth.
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Altogether, we propose a total of $3.1 billion in assistance in direct support
for our equity goals. This figure includes $1.7 billion in dollar funds
appropriated for this purpose (including $1.4 billion in DA, ‘$0.1 billion in
P.L. 480 Title II commodities, and $0.2 billion in programs administered by
the Peace Corps and the State Department), $0.2 billion in Housing Guaranty
funds, and $1.2 billion in local currency counterpart funds from ESF and P.L.
480 assistance provided for balance-of-payments support. In addition, the
$3.9 billion provided to support long-term growth could be included in this
category because it supports the productive jobs and increased incomes that
are the most powerful vehicle in the long term for meeting basic needs.

The principal direct equity-oriented measures being supported include the
following:

1. Education. Illiteracy is still a serious problem in most of the countries
of the region, and limited access to primary education, particularly in rural
areas, 1s creating a new generation of illiterates. We propose a major
program of support for educational activities in the region, including primary
education, substantial expansion of skills training and vocational education,
and higher education in the United States. At the primary level, we propose
to expand access to the system to nearly 100% of the school-aged population
and to increase the relevance and quality of the education to reduce grade
repetition and dropouts. Major program elements will include school
construction, teacher training, and production and distribution of textbooks
and educational materials. The efforts in the literacy field will include
both support for indigenous public education institutions and for use of Peace
Corps volunteers to supplement their efforts.

We also propose to provide 10,000 scholarships over the next five years for
study in the United States. We have found that those latin American
government officials who are most effective in promoting development in the
region and in promoting democratic values are quite often the product of past
U.S. Government-financed participant training. Moreover, scholarships to
communist-bloc countries are apparently available in much greater number than
those for U.S. study. In some countries, this had led to cadres of
bloc~-trained professionals in government ministries. Our schalarship
assistance will address this challenge, in addition to augmenting the number
of high-level professionals necessary for the accelerated development effort
and to increasing the understanding by Central Americans of U. S. values. The
scholarship program will be administered by A.I.D. and the United States
Information Agency (U.S.I.A.).

2. Health and Mutrition. We will support increased action to improve health
conditions, particularly in rural areas, where government programs are clearly
inadequate at present, Increased efforts to control malaria and other
vector-borne diseases, dissemination of oral rehydration therapy, and training
of nurses and other health workers will be major elements of our program. We
will address nutrition issues through an expansion of our technical assistance
and education efforts, as well as through an expansion of our food aid
programs. The Peace Corps will cooperate in implementing our health and
nutrition programs, and U.S.I.A. will help in translating and disseminating
educational materials.
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3. Family Planning. Despite a significant reduction in birth rates in
Central America over the past decade, the rate of population growth in Central
America remains around 3% per year. Such high growth rates strain countries'
capacities to provide adequate nutrition, education, health care, and
employment opportunities for their populations. Ia addition, increased
population pressures on limited natural resources have resulted in serious
soil erosion and other environmental degradation in many areas. Access to
contraceptives and to accurate family planning information is essential if
poorer people are to have the opportunity to limit family size. Studies have
shown that lack of information is an obstacle to increased contraceptive use,
and that young children in large poor families in the region tend also to
suffer from malnutrition. We will continue our programs in this area, with
particular emphasis on working with private institutions.

4. Access to land. TImproved access to land may be the most rapid way to
provide opportunity to poor groups in some of the countries of the region.
Colonization of new lands can provide part of the solution, but some form of
land reform may be a necessary element of a program in this sector. This
would be the case particularly in Guatemala where access to land in the
central highlands, where the bulk of the Indian population lives, is a severe
constraint to improved living standards. Our program will support efforts to
increase land availability for poor rural families through support for
colonization, through legal reforms needed to increase security of land
titles, and through long-term financing for land purchase.

5. Shelter. Mich of the population of the isthmus lives in substandard
housing which lacks water, sewerage and electricity services. Although
remedying this problem will require both decades and massive financial
resources, we can make progress through support for institutional improvements
in housing finance mechanisms and by innovative programs such as ''sites and
services" projects that can mobilize the labor resources of beneficiary
families at low cost. QOur Housing Guaranty program will be used to channel
private funds toward the solution of the severe shortage of low- and

moderate -income housing while it generates substantial employment.

6. Refugees and Displaced Persons. The tragedy of forced dislocation due to
political violence has exacerbated the poverty of many Central Americans. In
some cases this has led to the spillover of migrants to other countries,
including the United States. In El Salvador and Guatemala 1t has resulted in
the internal dislocation of hundreds of thousands of people now living in
deprived circumstances. We propose to expand our program of assistance for
displaced persons to meet their cash income, health, nutritional, and
educational needs in the near term and to assist in relocation or returm to
their homes as conditions permit. The State Department will be responsible
for administering the refugee program, while A.I1.D. will assist the displaced
persons.

D. Democratic Institutions and Human Rights

The ultimate purpose of economic development is inecreased human wel fare. If
we succeed in generating economic growth in the region without broadening the
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respect for basic human values we not only will fail to achieve our purpose
but will be sowing the seeds of a future crisis when internal conflict becomes
violent revolution. It is important to realize, however, that we cannot
determine the path chosen by the people of the region. But we can provide our
moral and financial suppert to those countries which choose democratic
processes and which respect human rights. As a key element in providing the
economic assistance under this program, we propose to take into account the
situation in each country that responds to commitments regarding free
elections, independence of the judiciary system, and respect for individual
rights.

We also plan specific activities in several areas to support this element of
our strategy. First, we will support strengthening of the administration of
justice through technical assistance, training and material support for the
courts, criminal investigative agencies, public prosecutors and defenders,
justice ministries, law schools and bar associations. Second, we will provide
assistance to Improve the administration of elections. Finally, as discussed
in the section dealing with education, broader understanding of democratic
values will be pursued through scholarships and educational materials on
democracy and democratic imstitutions provided by the U.S.1.A.

Since funding for each of the countries in the region will be affected by
performance with respect to democracy and respect for human rights, the entire
$8.3 billion we propose for the region will support our objectives in this
area. In specific projects, we propose $340 million in funding for democracy
and human rights initiatives.

IMPLEMENTATION CONSIDERATIONS

New Approaches. The emphasis on working closely with host governments to
agssure that appropriate policies are adopted, both in the economic sphere and
with respect to political and human rights, requires that our assistance
program include two departures from past practices.

First, we intend to encourage the establishment of an organization
representing the public and private (including business and labor) sectors of
participating Central American countries to serve as a forum for a frank and
open dialogue on Central American political, economic and social development.
CADO would not, as we envision it, be a separate bureaucracy but would meet
periodically and contain a minimum number of staff necessary to achieve the
purposes set out below. CADO would be structured so as to have labor
representation, with the expectation that the experience with the Triparte
model of the International Labor Organization will be heavily drawn on. While
the specific makeup and functions of CADO will need to be developed in
consultation with the Central Americans, our current view is that it should:

-- establish goals and targets for economic, pelitical and social
development;

-— recommend country performance criteria;

-— evaluate external assistance needs, and recommend resource mobilization
actions;
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—— measure country performance against goals and targets, and recommend
corrective action where countries fall short; and

~— be influential in affecting the level and structure of U.S. bilateral
assistance for Central America.

Second, we believe that greater flexibility is needed with respect to use of
the funds than has existed in the past. The requirement that all funds
appropriated in each fiscal year be obligated in the same year can require us
to make difficult choices between approving programs where a recipient
government has not yet taken needed steps or of losing the funds entirely.
The earmarking of funds by country has reduced our ability to encourage
governments to take necessary policy reforms. We therefore request that the
Congress provide two-year appropriations for this program and that
appropriations not be made with country-level earmarkings.

Third, we seek to increase the role played in the development process by
private voluntary organizations to the maximum extent feasible. 1In
implementing the CBI we have developed closer relationships with these
organizations than previously and have provided substantial funding to them.
We intend to continue this effort,

Absorptive Capacity. The large—scale program proposed raises a question of
the capacity of the region to absorb such an increase. We have concluded that
such capacity does indeed exist. First, the annual level of resources
provided under the program, at about 5% of the total product of the region, is
lower than that provided by donors in a number of other cases. Second, the
countries of the region are now operating at very low levels of production,
and considerable excess capacity exists in the private sector. As our aid
helps restore production, we will be providing the institution-building help
and technical assistance that will prevent the emergence of bottlenecks in the
future. Third, most of our resources will flow through private-sector
agencies rather than governments.

Support Costs. The implementation of the proposed Central American program
will require an increase in support costs for A,I.D. This includes additional
direct-hire employees, plus increased operating expenses associated with the
program. We propose additional funding of $2.5 million in FY 1984 and $6
million in FY 1985 to support this program.

COUNTRY STRATEGIES

Descriptions of the proposed program for each of the Central American
countries are being provided separately. Briefly described below are the
ma jor elements of those country strategies,

Belize. For its per capita income level, Belize has high levels of education
and health standards and a democratic political system. The economy has a
good economic growth record and is relatively well-managed. The major
obstacle is lack of infrastructure, which is made more serlous by the fact
that the country's small population base limits the economic returns to such
investment. Our strategy emphasizes stabilization assistance over the near
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term and support for investment in export-related agriculture and industry
over the longer term. The Government of Belize will need to control the size
of the public sector and to improve its efficiency. The main challenge,
however, will be to generate private-sector entrepreneurship and finances to
develop the country's considerable natural resource base. We propose
supplemental funding of $10 million for Belize for FY 1984 and a total request
of $10 million for FY 1985.

Costa Rica. The country has democratic institutions and high quality of life
in relation to its per capita income. It grew rapidly until the late 1970s
when the combination of failure to adjust to the oil price increase, rapid
growth of the public sector and extremely rapid growth of foreign debt created
an untenable economic situation. The major challenges facing Costa Rica at
present are how to shrink the size of the public sector and how to extricate
itself from its oppressive external debt. The latter can be expected to be a
major limiting factor in economic growth possibilities for at least the
remainder of the decade.

Our assistance strategy emphasizes government policies aimed at promoting
production for export to world markets. This will require the govermment to
maintain adequate incentives for exporters, particularly through the exchange
rate. In addition, shrinking the size of the public sector through divestment
and increased efficiency are high priocrities. We propose supplemental funding
of $75 million in FY 1984 and total assistance of $208 million in FY 1985.

El Salvador.. The development prospects in El Salvador are heavily dependent
upon progress being made against the insurgency. Assuming that the guerrilla
threat will gradually decline over the next several years, El Salvador should
be able to reverse some of the dramatic economic decline relatively quickly.
Nevertheless, reconstruction of economic infrastructure and establishment of
basic services for the reformed agricultural sector will take a number of
years. Given the relative abundance of low-cost labor in the country and its
relative success in generating industrial exports until the rise of the
insurgency, the country should be able to generate rapid growth in
manufacturing exports.

Actions to increase the effective exchange rate for exporters and to resolve
the uncertainty in the agricultural sector {(by completion of the land reform
and making required payments to former landholders) are the two most important
steps that need to be addressed by the government at present. Over the longer
term, expanding economic opportunity, meeting basic needs, increasing respect
for human rights, and encouraging broad political participation are major
challenges. We propose additional assistance of $134 million for FY 1984 and
a total program of $341 million for FY 1985.

Guatemala. Over the past two decades, Guatemala has experienced a combination
of satisfactory economic growth, limited political development, and poor
performance on meeting basic needs, particularly for the indigenous groups of
the central highlands. With a tradition of conservative economic management,
the country's stabilization and debt problems are less severe than any of the
other countries of the region except Belize, but its political and social
problems may be the most intractable in the region.

21



Our strategy for the country proposes high levels of assistance aimed at
addressing the basic social issues and providing substantial economic
infrastructure, but conditioned upon a demonstration of commitment by the
Guatemalan government to a resolution of the social and political conflicts
within that society. Assuming such a commitment, we propose a supplemental
request of $20 million for FY 1984 and total assistance of $96 million for FY
1985.

Honduras. Despite a considerable natural resource base, Honduras is the
poorest country in the region. The primary problems are the low level of
human resources and the weakness of government institutions. Political
institutions are relatively well-developed, however, and the country has not
experienced the social and political divisions that characterize El Salvador
‘and Guatemala. Our strategy includes substantial support for stabilization
efforts in the near term; heavy investment in economic infrastructure,
particularly in the agricultural sector, and long-term institution-building,
particularly in education. The government will need to increase substantially
its capacity to make decisions and to implement projects if Honduras is to
effectively utilize increased resources. We propose an increase in the
assistance level of $84.5 million in FY 1984 and a total funding level of $139
million for FY 1985.

Nicaragua. During the 1960s and 1970s, Nicaragua's economic performance and
its progress in spreading basic health and education were both about average
for the region. A failure to establish political alternmatives to the Somoza
family, however, led to a polarization of society and to the Sandinista
takeover in 1979. The current government has emphasized government programs
in education and health. It has also dramatically increased the role of
government in the economy through both direct ownership and through
replacement of market forces by government decisions in many areas,
particularly prices and foreign trade. As a consequence, severe economic
distortions have been created that make sustained economic growth unlikely
without massive external assistance. Because of both the economic and
political factors, we have not programmed any assistance to Nicaragua. Should
government policies dramatically change, however, assistance to rebuild the
country's economy might be justified.

Panama. Panama has a history of relatively rapid economic growth combined
with a broad spread of the benefits of growth. Its most serious economic
problem, urban unemployment, is due in significant part to government policies
that limit the flexibility of the private sector. The very large presence of
the U.S8. Government in Panama through the Canal and U.S. military
installations has probably contributed to the unemployment problem by creating
a high-wage economy in the midst of a developing country. The current
government has undertaken major policy adjustments aimed at restoring
private-sector incentives and confidence. Our assistance would strengthen the
capacity of the government to carry out such reforms. It would be based on
continued progress in this area, including elimination of inappropriate
pricing policies in agriculture and reform of labor legislation. We propose
increased assistance of $34.2 million in FY 1984 and a request of $40 million
in FY 1985.
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Central American Regional Programs. In addition to bilateral programs in each
of the countries of the region, we propose to emphasize regional approaches in
several areas. First, we are encouraging regionwide discussion of goals and
performance. CADO will provide the mechanism for this. Under the umbrella of
CADO, we will support operation of a strong consultative group of the Central
American governments and all major donors to the region to provide a forum for
discussion of economic policy issues.

A second area of regional activity will be support for the strengthening of
regional institutions. As recommended by the Bipartisan Commission, we will
consider providing further financial support to the Central American Bank for
Economic Integration, which supports investment projects in the region. We
propose to carry out our activities to support democratization and respect for
human rights on a regionwide basis. We are also examining the feasibility of
a regional venture capital company to spur the capitalization of dynamic
indigenous firms. We also intend to provide trade credit guarantees on a
regional basis.

Third, we seek to reverse the decline of the Central American Common Market
(CACM). Restoration of trade carm lead to a spurt in regional growth.
Moreover, because of the very small size of the individual countries,
increased regional specialization may increase the region's capacity to
produce for world markets. With limited U.S. resources trade can probably be
re—established without any direct suppert being provided to Nicaragua. Over
the longer term our strategy would seek to promote the reduction in the
external tariffs applied by the CACM countries to increase competitiveness in
world markets. We propose funding of $30.8 million for FY 1984 and $199
million for FY 1985 to support programs of a regional nature.

Attached are two tables presenting the total resources being requested for the
proposed program.
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Table I
FINANCIAL SWMMARY

ECONOMIC ASSISTANCE TO CENTRAL AMERICA
(millions of dollars)

Supplemental FY 1986-
PURPOSE FY 1984 FY 1985 FY 1989 TOTAL
Stabilization
ESF 272 541 1,644 2,457
P.L. 480 25 103 -- 128
Guarantees - 470 - 470
Sub-total 297 1,114 1,644 3,055
Growth
ESF 10 80 789 879
DA 8 87 327 422
P.L. 480 - - 410 410
Guarantees - 90 1,240 1,330
Counterpart® (100) (220 (520) (840)
Sub-total 118 4717 3,286 3,881
Equity
DA 66 196 1,096 1,361
P.L. 480, II - 17 70 87
Guarantees -= 40 160 200
Counterpart¥® (100 (220) (880) (1,200
Peace Corps 2 18 94 114
State, Refugees -- 15 78 93
Sub-total 168 506 2,381 3,055
Democracy
ESF 8 20 85 113
U.S.1.A. 7 36 179 222
CADO - 1 4 5
Sub-total 15 57 268 340
Operating Expenses 2 6 26 34
TOTAL* 400 1,720 6,205 8,325

*Counterpart figures are local currency generations from ESF or P.L. 480
balanceof-payments financing for A.Il.D.-supported activities in the region,
Since they are programmed for development purposes, they are included in
sector sub-totals but not in the overall total.
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Table II
BREAKDOWN BEY TYPE OF FUNDING

ECONOMIC ASSISTANCE TO CENTRAL AMERICA
(millions of dollars)

Appropriated Funds Guarantees Counterpart  Total
Total ESF DA PL-480  Other
Stabilization 2,585 2,457 — 128 - 470 - 3,055
Long—-Term Growth 1,711 879 422 410 -- 1,330 (840)%* 3,881%*
Equity 1,655 - 1,361 87 207 200 (1,200)* 3,055%
Democracy 340 113 - - 227 - - 340
Operating Expenses 34 - - - _34 . -= 34
TOTAL 6,325 3,649 1,783 625 468 2,000 (2,040)* 8,325

*These figures include local currency counterpart generations from the dollars provided for
economic stabilization. For this reason, they are not additive to the total funding
requirements.
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FY 85 CP ECONDOM

COUNTRYz (5051 BELIZE

*BASIC DATA*

TOTAL POPULATION.. (THOUSANDS,MID 1983} 154
PER CAPITA GNP owessssens {DOLLARS,1981) 1,080
ANNUAL PER CAPITA REAL GNP GROWTH RATE.. (1970-81} 3.5%
ANNUAL RATE OF INFLATION {1970-81) 8.7%
NATIONAL INCOME RECEIVED BY LOW 20% DF POPULATION..{ -} - X
LIFE EXPECTANCY AT BIRTH, IN YEARS
{ .} TOTAL . MALE - FEMALE .
{ ) TOTAL . MALE . FEMALE .
ADULT LITERACY RATE (1970) TOTAL 91T MALE 91% FEMALE 91%
*AGRICUL TURES
:NHUAL PE;-;:PITA AGRICULTURAL PRODUCTION GROWTH RATE
(1973-1982} « X
AGRICULTURAL PRODUCTION AS R OF GDPseecsnnvecess (1980} 22%
POPULATION DENSITY / SQ MI OF AGRICULTURAL LAND (1979 294

MAJOR CROP(S) ARABLE LAND YEAR

SUBSISTENCE: ROOTS & TUBERS ,RICE ,CORN 102 (1982)
CASH: SUGAR CANE ,CITRUS FRUIT 4RICE 60% (1982)
MAJOR AGRICULTURAL EXPORTS:(1982) RAW SUGAR JORANGES

MAJOR AGRICULTURAL IMPORTS:(1982) WHEAT

PROPORTION OF LABOR FORCE IN AGRICULTURE s essess{1980) 28%

SLENTRAL GOVERNMENT FINANCES*®

TOTAL REVENUES AND GRANTS ($ MILLIONS, U.S.)

‘ .) - ( .’ LJ ‘ .' -
TOTAL EXPENDITURES AND NET LENDING ($ MILLIONS, U.S.}
{ ' ] . o) . -1 .
DEFICIT{(~} OR SURPLUS ($ MILLIDNS, U.S.}
‘ " L] ‘ .’ L4 ‘ .’ -
DEFENSE EXPENDITURES s
AS T OF TOTAL EXPENDITURES.. ( o) « T .) « 2 ) - 2
AS z DF GNP..O........‘..... ( .' L] ’ ‘ ., - x t .) - :

OFFICIAL INTERNATIONAL RESERVES, GROSS HOLDINGS END OF PERIOD,
{SMILLIDNS, WU.5.) .} { )
EQUIVALENT TO o}

.'

MONTHS OF IMPCRTS |

IC AND SOCIAL DATA

*FOREIGN TRADE=®

MAJOR EXPORTSess (1981} SUGAR sCLOTHING 4FISH

EXPORTS TO U.S.

+DATRY PRODS. sANIMAL PRODS.

(s MILLIONSs US,y FOB} (1980} 57 {1%81) 41 (1982) as
AS T OF TOTAL EXPORTS | o} «X ( .) «3 0 «) 3
MAJSOR IMPORTSesse(1981) MACHIN®*Y/TRANSP FOODSTUFFS yMANUFACTURES
IMPORTS FROM U.S.
($ MILLIONS, US, CIF) {(1980) 64 {1981} T6  (1982) Tl
AS £ OF TOTAL IMPORTS | o} « X =) ' N | -} X
TRADE BALANCE{S MILLIONS, U.S.H{ .) ol o) of o) -
TRADING PARTNERS: UNITED STATES JUNITED KINGDOM ,MEXICO
EXTERNAL PUSLIC DEBT AS £ OF GNP [ -) « X
SERVICE PAYMENTS ON EXTERNAL PUBLIC DEBT,
(5 MILLIONSy UusSelsecsncscsasssevscscccscrensnace | .) .
AS ¥ OF EXPORT EARNINGS (DEBT SERVICE RATIO)eseeo | -) - 1
*SOCIAL DATA*
POPULATION GROWTH RATE...(1970) 2.3% (1978} 1.5% (1983) 2.1%
POPULATION IN URBAN AREASccecresevse {1970} 51% (1980) 492
LIVE BIRTHS PER 1,000 POPULATION:«+s{1970} 3T (1983} 32
MARRIED WOMEN AGED 15-44 YRS. USING CONTRACEPTION. { -} « 3
POPULATION (1970} IN AGE GROUP:
(0=14YRS) 49.3% (15—64YRS) 46.4% {65+ YRS} 4.3
INFANT DEATHS IN FIRST YR OF LIFE PER 1000 LIVE BIRTHS {1983} 56
PEOPLE PER PHYSICIAN.csasssessscense (197T7) 2,935
MA IR CAUSES OF
DISEASE (19 } r
DEATH.. (1981) FLU & PNEUMDNIA ,PERINATAL DIS. sCIRCULATORY
PER CAPITA CALORIE SUPPLY AS A % OF REQUIREMENTS.. (1977} 122%
POPULATION WITH REASONABLE ACCESS TO SAFE WATER SUPPLY(1970) 803
TOTAL SCHOOL ENROLLMENT AS % OF POPULATION IN AGE GROUP:
PRIMARY s svsesess (1980) TOTAL 85.0% MALE P 4 FEMALE « 3
SECONDARY ceaeansa (1970} TOTAL 22.0% MALE « X FEMALE « 2
POST SECONDARY.. ( <} TOTAL « % MALE . 4 FEMALE T
ENERGY PRODUCTION AS £ OF CONSUMPTIONssesessveseeslI981) - 3
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U.5. OVERSEAS LOANS AND GRANTS — OBLIGATIONS AND LOAN AUTHORIZATIONS

(U.8. Fiscal Years — Millions of Doljars)

ECONOMIC PROGRAMS OF ALL DONORE
{Mitiions of Dollars

A ASSISTANCE FROM INTERNATIONAL AGENCIES — COMMITMENTS

€Y 1982 EY 1983  FY 194883
G.0 5.5 3.9
0.2 5.3 5.3
Q.72 0.3 .0
0.2 0.3 3.0
0.0 0.0 D.O
0.9 0.0 3.0
0.0 0.0 0.0
0.0 0.0 2e5
0.2 0.2 1.1
0.0 0.0 D.0

T,
Q4. COUNTRIES (Grot Qabutvements)

€Y 1982 Y 1978-82
1.0 1.0
5.1 16.7
0.7 11.5
0.2 0.3
0.1 0.1
7.1 59.6

Q.FEC COUNTRIES (Grom Dishursaments}

C. LOANS AND GRANTS EXTENDED GY COMMUNIST COUNTRIES

COUNTRY  BELIZE
TOTAL LESS
T PAY- EY 1881
FOREIGN ASSISTANCE ACT PERIOD OTAL REPaY REPAY.
LOANS AND [MENTS AND | |\ TOTALacasanas 3.0
PROGRAM GRANTS | INTEREST INTEREST 1510 3.0
1978 1979 1980 1981 1982 a8z | e 104682 IFZ 3.0
Ioa Je0
I3 3.0
LE AQS J.0
ECONOMIC ASSISTANCE — TOTAL . .......... 2.6 9.7 0.2 1.2 3.9 22.7 - 22.7 AFD3 3.0
I:mus ......................... - - - - - 10.6 - 10.5 UNAP 3.0
e 2.4 0.7 0.8 1.2 3.9 12.1 - 12.1 OTHER-UN 2.0
L A LD, i Prag L I - - - - - 1.6 - 11.6 Ee- 3.0
lé:::' ......................... - - - - - 10.4 - 10.5%
{Econamic Support Fund) . ... .. ... .. : : : : : '- 9 - 1.3 8 Al FICIA
b FoodtorPaeca (PLABD} ... ..., ......... - - - - - - K
Loans . ... L. LL L - - - - - 3'9 - 3-9
Gramtt ... ...... ... ... - - - - - 3.0 - 3.0 {RELIZE CY 1981
Title | - Total Sates Agreements . .. .......... - - - - - - - -
Repayable in U.S. Doliars - Loans , ., ......... - - - - - - - - United States -
Paysbla in Forsign Currancy -Plannad for Country U . - - - - - - - - United Kingdom 8.2
Tide |l -Tow Geats . . ................. - - - - - 3.0 - 3.0 Canada 0.4
Emery. Asliet, Econ. Davelop. & World Food Program - - - - - 0.3 - 0.3 Nether lands 0.1
Voluntery Aulief Agencies . . . . ., ... ... .. - - - - - 2.7 - 2.7 Belgium -
) Total 8.7
¢ Qthe Ecanemic Assirtamgs . ... ..ol 0.6 9.7 0.9 1.0 2.9 8.1 - Be1
loams . . . . . . ... ... - - - - - - - . -
porants 2.6 3.7 0.3 1.0 3.9 8a1 - 8.1
ace Corps . . . . . .. ... ..., T8 3.7 0.8 De? S 7.5 - 75 2
Narcotics . . . . . . . . .. ... ... - - - - - - - -
Owher . . . . . L - 7.1 * 0.2 3.3 0.6 - Dub
). MHLITARY ASRISTANCE —-TOTAL .. ....... ... - - - - * * - L]
Credimorlosm ...................... - - - - - - - -
Geaamts ... ... - - * " -
L MAPGRmG . . ... ... .. ... ... ........ - - - - - - - -
b. Credit Financing -FM$ . . .. ... ... .. ... - - - - - - - -
c. Mitinary Assistance Sarvice-Funded (MASF) Grants . . - - - - * * - *
4. Transters from ExcessStocks . . .. ..., .., ..., - - - - - - - -
© OtherGans ... - - - - - - - -
1. TOTAL ECONDMIC AND MILITARY ASSISTANCE . 1.6 Ja? D.3 1.0 J.9 22.7 - 22.7
Lest . - - - - - 13.6 - 10.6
Grmney . L 2.6 0.7 0.8 1.0 .9 12.14 - 12.1
Othar US. G LosmsomdGronss ... ........ - 0.2 - - b.5 0.2 d.3
u. Export-lmport Bank Losw . ., .. ... ... ... - - - - - - - -
b, AMOtherLoans . ..., ................. - 0.2 - - - 0.5 Q.2 0.3

« LESS THYN 3502,00).
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BELIZE

PROGRAM SUMMARY
{In thousands of dollars)
Agriculture, LEducation oth
. Rurai . nd Human|  Selected er
FYm:al Total Development P:r ulation | i alth | Resources Development Programs
ear and anning Develop- Activities
Nutrition ment ESF Other
1983
Loans | 10,600/ 1,000 - - - — 9,600| --
Grants 6,097/ 5,440 - -= - 257 400 -
16,697 6,440 | -- - - 2517 10,000 -~
Total
1984
Loans 900 900 - - - - _ -
Grants 3,100f 2,430 -- 240 - 430 - -
Suppl| 10,000 - — - _— —_— 10,000 -~
Towl| 14,000/ 3,330 -- 240 | -- 430 10,000 | --
1985
Loans 1,000 1,000 -— —_— - - - _ -
Grants 9,000 960 -- 650 2240 p,150 4,000 -
Total 10,000f 1,960 - 650 2240 ,150 4,000 --
FY 1985

PROGRAM HIGHLIGHTS
- Continued concentration on economic stabilization through
funding for management improvement and initial capital
expansion of critical parastatals ($4 million).

- Emphasis on economic growth and diversification through support
for export expansion, alternative agricultural production,
and small business development ($2.5 million).

- Support for equitable growth through improved nutrition and
primary health~care service, scholarships in coordination
with USTIA, and significant improvements in the education
system ($1.9 million).
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Belize

RESOURCE FLOWS

{{n thousands of dollars)

{of which Title 1] is)

FY 1983 Fy 1984 FY 1985
Program {Actual) {Estimated) (Proposed)
Aid*
Loans 4,600 2,000 2,000
Grants 222 14,527 9,038 N
Total AID 4,822 16,527 11,038
P.L. 480**
Title | - - -
fof which Title (11 is) { - } ( — { -
 Title lt - - -
Total P.L. 480 —_ —— -
Total AID and P.L. 480 4,822 16,527 11,038
*AID levels represent actual and estimated expenditures.
**p L. 480 levels represent actual and estimated value of shipments.
T 7
PERSONNEL/PARTICIPANTS DATA
FY 1 FY Fy 1985
Category (Actuaa?B (Estima]t'egd?l‘ (Proposed)
A1D Personnel ¢
Direct Hire & 1 4 5
PASAS — - -
Contract 2 13 23
Total 3 17 28
Participants @
Noncontract 20 25 25
Contract 10 5 5
Total 30 30 30
311 5. nationals on duty at the end of the fiscal year,
by and 1985 position levels,
CParticipating agency technicians,
dProgrammed during the fiscal year,
FY 1983 FY 1984 Fy 1985
Program {Actual) {Estimated) {Proposed)
MT $ MT $ MT
Title |
Wheat - - _ —— _ _—
Rice - — —_ — _ —
Feedgrains - _ - — — _—
Vegoil ' - - - -— —_
Non-food - - -— - -
Title | Total w — \\\Q —
NN ( AN ( o

Title i
Voluntary Agencies
World Food Programs

N

\i\\§ (-
NNE

RN -

NN -

Gov't-to-Gov’'t -
TATEZAIS CNN\ A\ SESSI NN\ NN\ -
Total P.L. 480 AN = ANANONONNY - NN —
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BELIZE

OVERVIEW AND STRATEGY

A. Introduction and Objectives

Belize is a small, democratic country, the only one in Central America in the
British parliamentary tradition. Agriculture is the predominant sector. Two
export-oriented crops--sugar and bananas--provide most of the country's export
earnings. The economy depends on international trade for survival, and its
tininess renders it hostage to external market forces beyond its control.

Like other countries in Central America, Belize is experiencing serious
economic difficulties. The balance-of-payments picture has sharply
deteriorated in recent years and is kept in approximate balance by very sharp
reductions in imports which in turn constrict economic activity in the private
and public sectors. Fiscal deficits are a chronic economic negative. Success
in overcoming these problems within the country's strong demeccratic traditioms
would provide a good example for encouraging economic and political reforms
elsewhere in the region.

U.8,. goals in Belize are principally to assist the country to achieve basic
economic stability and growth. Our primary focus will be on rectifying public
sector finance problems and on broadening the country's very narrow export
base. Equitable economic growth is an important longer-term concern, but at
present Belize does not have major problems of maldistribution of income among
the various population elements.

B. Development Peformance and Problems

1. Social indicators. By Central American comparisons, the welfare level of
the Belizean populace is relatively well developed and relatively well
distributed. There are no glaringly disadvantaged groups. Income
distribution is perhaps the most equitable in Central America. The main cause
of poverty is the generally low level of development. Import restrictions
which help keep the balance of payments near equilibrium also constrict
economic activity. Belize's human resource base is not yet developed widely
enough to facilitate sustained growth.

About half the population is urban and not oriented toward agricultural or
entrepreneurial eadeavors. In the urban areas unemployment is high,
especially among heads of large families and urban youth. Poverty is a
serious problem as well among small farmers in all regions of the country who
lack access to inputs and markets,

Educational attainment is relatively high, with 92% of the adult population

having attained literacy and 85%-907% of all children completing primary
education. Colonial curricula, however, do not always serve development
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needs. This is now being remedied through a reorientation of the primary
curriculum to give students practical knowledge and skills in agriculture, as
well as though a strengthening of post-secondary education. But there remains
a serious gap in the training of technically skilled persons. Emigration of
skilled manpower remains a chronic problem.

Health indicators also show that a good deal of progress in social development
has been achieved. Life expectancy is 67 years, and the infant mortality rate
is 30 per thousand. Health services are accessible to most people, but the
capacity to deal effectively with malaria, intestinal disease, and
malnutrition is severely limited. The sharply rising incidence of malaria is
of particular concern. Environmental sanitation is a problem everywhere, and
nearly half the rural populace lacks access to potable water.

2. Fconomic indicators. After a rapid expansion in the 1970s, Belize's
economy has experienced difficulties in the last few years, in large part
because of the sharp decline in the price of sugar, The gross domestic
product (GDP) growth rate fell from 4.5% in 1980 to 1.3% in 1981 and minus
1.8% in 1982. GDP growth was probably stagnant in 1983. The balance of
payments, which showed a surplus of $5 million in 1978, experienced a
cumulative deficit of about $4 million during 1979-1982. The overall deficit
of the nonfinancial public sector rose from 4.2% of the GDP in 1980-1981 to
9.5% in 1982-1983, <C(entral government revenue suffered a sharp decline in
1982-1983, as the devaluation of the Mexican peso resulted in a sharp increase
in unregistered imports from Mexico, with revenues from import duties on
registered imports falling by 20%.

Belize's current financial difficulties lie in the public sector. Sharp
declines in exports and registered imports, with their attendant impact on
Government of Belize (GOB) revenues, reductions in the grant portion of total
external assistance, and unanticipated large increases in budgetary transfers
to public enterprises all served to increase the overall deficit of the
nonfinancial publiec sector, from 4.2% of GDP in Belize fiscal year (BFY)
1980-1981, to 6.3% the following year and to 9.5% in BFY 1982-1983,
Preliminary figures for the first six months of BFY 1983-1984 indicate
continued deterioration,

The GOB has attempted to meet the fiscal challenge by increased borrowing and
by limiting expenditures. However, Central Bank advances to the central
government have reached the statutory limit, the GOB's access to external
commercial credit is limited, and further expenditure cuts would seriously
impair the government's ability to provide essential public services.

The balance of payments poses less of a problem since the reduction in imports
has resulted in approximate equilibrium albeit at a much reduced level of

GDP. Net reserves are now at a dangerously low level: about six weeks of
imports, To help deal with this problem, the GOB borrowed $3.8 million under
the International Monetary Fund's (IMF's) compensatory financing facility in
June 1983, -Additional balance-cf-payments assistance, buttressed by a
judicious mixture of policy and structural adjustment, will be needed for the
next two to three years.
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Stagnant growth in the economy, with the attendant unemployment problem, is
the result of a very narrow productive base of the economy. Sugar, the
principal crop, accounts directly for about 25%Z of GDP and 60% of export
earnings. If the indirect and income effect stemming from sugar production
were to be considered, one can attribute 40%Z of GDP to this crop alone.
Obstacles to diversification include lack of financial capital, lack of
knowledge of investment opportunities in export—oriented industries, and the
small pool of entrepreneurial talent and skilled labor.

C. Strategy and Policy Agenda

Over the near term, A.I.D.'s economic assistance will be targeted on fiscal
stabilization. Additionally, economic growth and diversification will enhance
the equitable distribution of economic assets among the population. These in
turn will help nurture the established, viable traditions of political
democracy in Belize.

1. Stabilization. In 1984 and 1985 U.S. economic assistance will focus upon
the largest factor in the public sector which leads to the chronic fiscal
shortfalls in the GOB budget. In order to stabilize the fiscal situation
several parastatals are in need of management reorganization and capital
expansion, We propose to use ESF local currency generations to cover the
deficits of selected parastatals while reorganizations are underway and to
help in the first year of capital expansion, possibly including the
electricity distribution system. By the end of 1987 we anticipate that
budgetary transfers to public enterprises will be reduced by 50%; and, for
example, that the Electricity Board's revenue will be in equilibrium and
modernization of the distribution system will be nearly completed,

Assistance to the most important parastatals will reguire the GOB's developing
and implementing a broad plan to address the remaining structural elements of
the recurrent fiscal shortfall. Most important, the government will have to
enter into serious negotiations with the IMF towards designing a financial
program to support stability in the fiscal and balance-of-payments account.

In addition, the GOB will be required to take steps to reduce the deficits in
other public sector enterprises. The current subsidy program of the GOB must
be scaled back if not eliminated. The basic indicator of progress will be the
expansion of imports by 25% along with continued approximate
balance-of-payments equilibrium. This means that export earnings through
diversification of nontraditional exports will increase commensurately.

2. Equitable and Bread-Based Growth. 1In order to accelerate the move toward
greater economic and trade self-reliance and self-sufficiency, A.I.D.
Development Assistance (DA) will support the broadening of the production base
of the economy. Export promotions will be stimulated through an export
promotion agency. This will augment foreign exchange earnings, thus
contributing to stabilization by relieving pressure on the precarious
balance-of-payments equilibrium,
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A.I.D. will examine the means for providing capital to simulate development
and expansion of nontraditional sectors. The establishment of a new financial
institution is a possibility. This will help broaden economic activity and
bring additional income to sectors of the economy currently so valuable to
world market fluctuations for the primary crop.

Further stimulus to lessening Belize's dependence on sugar for foreign
exchange and farmer income will come through support for the ongoing livestock
and rural roads project. A.I.D. plans to initiate, moreover, an agricultural
production and diversification project through production of vegetable oil,
cocoa, and fresh vegetables. This new initiative will be geared toward food
import substitution and new exports.

It is unclear at this juncture whether Belize's development needs will require
a long-term commitment by A.IL.D. To set the framework for longer-term
development and structural adjustment, though, policy dialogue must lead to
changes encouraging investment in nontraditional sectors. Progress will be
measured by changes in banking laws, removal of price controls and similar
disincentives to agricultural production, and the establishment of a long-term
marketing development program for more efficient distribution of goods in
internal and external markets.

A.I.D. Program (FY 1983 and FY 1984)

A.I.D, established a bilateral presence in Belize in January 1983. The
current program uses a mix of ESF provided from the Caribbean Basin Initiative
(CBI) supplemental appropriation, DA, and Housing Guaranty (HG) resources.

A. Economic Support Funds

In FY 1983, A.I.D. focused attention on economic stabilization and fiscal
improvement. A $4.6 million ESF Counterpart Fund (505-0004) was established

to assist the GOB to address its balance-of-payments shortfall, low level of
foreign exchange reserves, deteriorating fiscal situation, and the central
government's cash flow deficits. The goal is to achieve in Belize FY 1983-1984
a savings on current account (current account revenues minus expenditures) of
$7 million equivalent with additional savings in following vears.

B. Rural Development

In FY 1983, A $3 million Livestock Production project (505-0006) was initiated
to improve small and medium farmers' production efficiencies in livestock
husbandry and to expand market outlets for these products. Policy dialogue
and institutional development will play a large role in attaining these
objectives. The Ministry of Natural Resources has instituted policy changes
which decontrol beef prices, free the livestock market to the fullest extent,
and result in some exportation of live animals to the Caribbean. A $5.4
million Rural Access Roads and Bridges project (505-0007) also was
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initiated in FY 1983 to upgrade the Ministry of Works' capability to build,
maintain, and protect its rural access roads and bridges. This project should
help increase and diversify agricultural production and increase the income
of, and delivery of techmnical and social services to, small farm families in
rural areas.

These activities will be continued in FY 1984. A $3.5 million Agricultural
Production and Diversification project (505-0008) also is scheduled to begin
in FY 1984. It will assist GOB efforts to diversify away from sugar through
production of vegetable o0il and possibly fresh vegetables and cocoa and to
increase agricultural production geared toward food import substitution and
exports. A.I1.D. plans to undertake a thorough assessment of the agricultural
sector before embarking on major new initiatives in agriculture.

C. Private Sector Development

Consistent with CBI emphasis, A.I.D. encouraged increased private sector
productive, export-oriented investment in agriculture and related industry
under $5 million ESF Private Sector Rediscount Facility (505-0005).
Institutional development in the form of a discount fund and a change in
banking policy to include long-term credit is taking place for the first

time. A.I.D. also supported the Natiomal Development Foundation of Belize, an
indigenous private, nonprofit development organization, through an operational
program grant (505-0011) to expand a coordinated program of credit, business
guidance, and technical assistance to microbusinessmen and producers in Belize.

D. Housing

With ESF from the CBI supplemental appropriation, A.I.D. provided $400,000 in
FY 1983 for housing adviscry services through the Housing Assistance for Home
Improvement project (505-0003). This grant complemented a $2 million Housing
Guaranty program {HG-01) authorized in FY 1982. The GOB has committed itself
under this program to strengthen the institutional capacity of the Development
Finance Corporation and the credit union system and to expand shelter
construction. In FY 1984, a new $3 million HG will finance not only home
improvements but also new prototype low—cost shelter solutions in Belize City
and in other secondary towns.

E. Other Activities

With Program Development and Support funds (505-0000), two important studies
were initiated in FY 1983: an environmental profile of Belize and a Belize
and Caribbean Community Common Market (CARICOM) export development survey. In
line with CBI objectives, A.I.D. alsc organized a seminar for Belizean
businessmen to review possible joint ventures with selected U.S5. businessmen.
In FY 1984, A.I.D., will support a Caribbean/Central American Action and
Overseas Private Investment Corporation mission to Belize, and a second
investment mission to Belize under the aegis of the International Center for
Entrepreneurs, Inc. A.I.D. also assisted Belize to meet CBI
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certification in December 1983, Program Development and Support (505-0000)
funds in FY 1984 will be used for project development, evaluations, special
studies, and analyses of key issues related to development in Belize. Grant
funds also will be used for operational program grants in agriculture, health,
and education (505-9999).

Under the Selected Development Activities fund (505-0010), in FY 1983 A.I.D.
initiated a joint A.I.D. and Peace Corps Small Project Assistance Program to
fund development efforts in the broad areas of food, energy, competitive
enterprise development and/or income-generating activities. 1In FY 1984, this
project will continuve to finance small, self-help, community-based development
activities.

Belize continues to receive assistance through regional programs managed by
the Caribbean Regional Development Office in Barbados. Agriculture, human
resources, and health have all received assistance under regiocnal program
auspices.

F. Centrally Funded Programs

Through an operational program grant, the Pan American Development Foundatiom
(PADF) will continue to strengthen the National Development Foundation (NDF)
of Belize as a means of assisting small-scale entrepreneurs. The project
involves participation by the local private sector in delivering techmical
assistance and making credit available. PADF serves as a catalyst to
stimulate private sector oversight and support of the NDF.

FY 1984 Supplemental Request and Requested Year Program (FY 1985)

To respond to recommendations of the National Bipartisan Commission on Central
America, we are requesting $10 million and $3.9 million in ESF resources in

FY 1984 and FY 1985, respectively. In FY 1985, A.I.D. will require $6 million
in DA resources. The ESF program will be used to improve the balance-of-
payments situation and contribute to structural improvements in the supply and
distribution of energy. FY 1985 ESF and DA resources will focus on social
development activities, including small business, health, and education.

A. Economic Stabilization

Balance-of-payments assistance will be used to continue the stabilization
effort undertaken in FY 1983. We propose $10 million in FY 1984 supplemental
ESF assistance and another $4 million of ESF in FY 1985 to increase Belize's
international reserves. The foreign exchange assistance will support policy
and structural adjustments and will include a plan to reduce the budget
deficit through divestiture or restructuring of those public enterprises which
have been a current account drain for the government. Local currencies
generated by the ESF assistance will help the GOB weather the fiscal crisis
which has caused it to cut total expenditures in the last two years and to
resort to deficit financing. Local currencies also will support a study of a
needed capital expansion of selected parastatals and, if appropriate, will
initiate work on that expansion in early 1985.
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B. Economic Growth

1. Export Promotion ($2 million, FY 1985). We are requesting $100,000 under
the Selected Development Activities account and $1.9 million under the
Agriculture, Rural Development and Nutrition account for FY 1985 to continue
the export promotion activities undertaken in earlier private sector and rural
development projects and to broaden those activities in those areas to include
adaptive research in alternative crops, cadastral modernization, industrial
processing expansion, and export market investigation.

2. Small Business Development ($500,000, FY 1985). Small loans for
micro-enterprises through an operational program grant will be made from the
Selected Development Activities account in accordance with suggestions of the
Bipartisan Commission. The possibility of creating a small business bank will
be examined. '

3. Public Administration Reform and the International Executive Service Corps
($500,000, FY 1985). In response to the Bipartisan Commission recommendations,
we are requesting $500,000 in Selected Development Activities account to
finance technical assistance and training activitites to improve public
administration techniques in key government institutions and the internal
management methods of small businesses. This will be coordinated with the
International Executive Service Corps.

C. Equity

1. Health and Butrition ($650,000, FY 1985). A.I.D. resources will be used to
begin work on the long-term goal of reducing malaria cases by 50% by 1990, to
improve nutritional status through improved primary health care services (oral
rehydration, immunization, nutrition and family planning), and to improve
access to water and sanitation. DA resources of $650,000 are proposed for

FY 1985 to develop a malaria control project ($200,000) and an expanded
primary health care program ($450,000). Technical assistance and training
will improve the epidemiological and entomological data base to facilitate the
design and implementation of household spraying and drug distribution
activities for the malaria control program. Techanical assistance and training
will also be provided to introduce oral rehydration techniques and to expand
immunizations within the context of the primary health-care services. Limited
amounts of commodities (pesticides, vaccines, oral rehydration salts) will be
provided for both programs.

2. Education. ($1.7 million, FY 1985). A.I.D. plans to initiate work in the
education sector with this request for FY 1985 DA funds in the amount of $1.7
million, all of it from the Education and Human Resources account. A.I.D.
will work towards developing a vocational training facility, initiating
nonformal skills training programs especially oriented towards small
enterprise development, and making selective improvements in the education
system so that graduates are more adequately prepared to compete in the labor
market.
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3. Scholarships. ($500,000, FY 1985). In accordance with recommendations of
the Bipartisan Commission, DA funds totaling $500,000 under the Education and
Human Resources account are requested to finance 15 short- and long-term
scholarships in the United States. The scholarships will be provided under a
joint A.1.D./U.S.1.A. program and will be designed to meet critical
development needs in the areas of science and technology, energy, environment,
institution building and the private sector.
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FY 85 CP ECONOMIC AND SOCIAL DATA

COUNTRY: {(515) CDSTA RICA

*BASIC DATA®* *FOREIGN TRADE*

TOTAL POPULATION.. [THOUSANDS,MID 198B3) 24624 MA JOR EXPORTSees

PER CAPITA GNPoesswoasss {DOLLARS,1981) 14430 EXPORTS TD U.S.
($ MILLIONS, US, FOB) (1980}
AS % OF TOTAL EXPORTS (1979}

ANNUAL PER CAPITA REAL GNP GROWTH RATE.. (1970-81} 2.4%

ANNUAL RATE OF INFLATION (1970-81) 15.9%

NATIONAL INCOME RECEIVED BY LOW 20X OF POPULATION..{1971}) 3.3 IMPORTS FROM U.S.
($ MILLIONS, US, CIF) {1980}
AS T OF TOTAL IMPORTS {19719}

LIFE EXPECTANCY AT BIRTH, IN YEARS
(1982) TOTAL 71,0 MALE 69.0 FEMALE T73.0

(1970) TOTAL 66.9 MALE 65.0 FEMALE 68.8 TRADE BALANCE($ MILLIONS: U.S.){1979}

ADULT LITERACY RATE (1973) TOTAL 88T MALE 89T FEMALE 88T TRADING PARTNERS: UNITED STATES +WEST GERMANY ,JAPAN

—

#AGR ICUL TURE*

e e . i

ANNUAL PER CAPITA AGRICULTURAL PROODUCTION GROWTH RATE
(1973-1982) -0,7%

AGRICULTURAL PRODUCTION AS % OF GDPececcconsasss{11981) 192 *SOCIAL DATA®

POPULATION DENSITY /7 SQ MI OF AGRICULTURAL LAND (1979 13 POPULATION GROWTH RATE...(1970}

POPULATION IN URBAN AREAS.icesvsesaaal1970)

RAJOR CROP(S) ARABLE LAND YEAR LIVE BIRTHS PER 1,000 POPULATION.....(1970)
SUBSISTENCE: CDRN ,BEANS-DRY ,RICE 302 (1982)
CASH: BANANAS ,COFFEE +RICE 658 {1982) MARRIED WOMEN AGED

MAJOR AGRICULTURAL EXPORTSE{1982) COFFEE sBANANAS ,BEEF AND VEAL POPULATION (1980) IN AGE GROUP:
(0=14YRS) 38.3% {15-64YRS) 58.1% (65+ YRS)

MAJOR AGRICULTURAL TMPORTS:(1982) WHEAT LCORN ,OILCAKE

INFANT DEATHS IN FIRST YR OF LIFE PER 1000 LIVE BIRTMS (1983}

PROPORTION OF LABOR FORCE IN AGRICULTURE sceseess {1980} 29%

*CENTRAL GOVERNMENT FINANCES*

TOTAL REVENUES AND GRANTS {$ MILLIONS, U.S.}

t1978) 671 (79) 737 (80) 860 DEATH.. (1979} HEART DISEASE ILL-DEFINED CAUS sACCIDENTS
TOTAL EXPENDITURES .AND NET LENDING (% MILLIONS, U.5.)
{1978} 847 (79} 1,010 (80} 1+218 PER CAPITA CALORTIE SUPPLY AS A T OF REQUIREMENTS.. (1977
DEFICIT(-) OR SURPLUS ($ MILLIONS, U.5.)}
(1978} =176 (79} =273 (80) =357 POPULATION WITH REASONASBLE ACCESS TO SAFE WATER SUPPLY(197&)
DEFENSE EXPENDITURES, .
AS T OF TOTAL EXPENDITURES.. (1978) 2.8% {79} 2.7% (B0) 2.5% TOTAL SCHOOL ENROLLMENT AS % OF POPULATION IN AGE GRODUP!
AS X OF GNPsvesssnnossvacenrs (1978) O0.7% (T9) 0.7% (80) 0.7% PRIMARY.scceanes 1072 MALE FBtALE
SECONDARY s scaaea TOTAL 48.0% MALE 45.0% FEMALE
DFFICIAL INTERNATIONAL RESERVES, GROSS HOLDINGS END DF PERIOD, POST SECONDARY »» 9.3% MALE 10.4% FEMALE

(SMILLIONS, U.S.) (1978) 209 (79) 155 180) 199
EQUIVALENT TO 1.7 MONTHS OF IMPORTS (1980)
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(1981) COFFEE +BEEF & VEAL

MAJOR IMPORTSeess(1981) MANUFACTURES

—_— EXTERNAL PUBLIC OEBT AS T OF GNP {1981)

SERVICE PAYMENTS ON EXTERNAL PUBLIC DEBY,
($ MILLIONS,

UsSelovsacsscaasssssscsssscssssavenne

AS I OF EXPORY EARNINGS (0DEBT SERVICE RATIO)aess

2.BT (1978)

15-44 YRS. USING CONTRACEPTION.

PEOPLE PER PHYSICIAN..uscasncssccess {1977}

MAJOR CAUSES OF
DISEASE {1980} INFLUENZA »GONGRRHEA

11982)
333 (1981}

yMACHINERY »TRANSPORT

1982)
37% (1981)

-373(81)

(1981)
{1981)

11983)
(1982)
(1983}

{1981)

ENERGY PRODUCYION AS % OF CONSUMPTION:ssacwssssseasil981)
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U.S. OVERSEAS LOANS AND GRANTS — OBLIGATIONS AND LOAN AUTHORIZATIONS

{U.8. Fiscal Years — Millions of Dollsrs)

ECONDMIC PADGRAMS OF ALL DONORS
{Miliions of Dollars)

A AS (STANCE FROM INTERNATIONAL AGENCIES — COMMITMENTS

COUNTRY COSTA RICA
TOTAL LESS
T REPAY- ¥
FOREIGN ASStSTANCE ACT PERIQD LO‘::lsA:NO MENETSAAND REPAY. £Y 199
TXTALeswnvans 12044
PROGRAM GRANTS | INTEREsT | MENTS AND
18D 29.90
1946.82 194582 INTEREST ¢
1978 1979 1080 1841 1982 ) 1946-82 IFZ 3.0
134 0.0
103 1.3
I. ECONOMIC ASSISTANCE - TOTAL . .......... 9.1 7.9 16,2 15.3 s1.7 470.9 4549 425.9 Ail J.0
Coams ... ... ... .. 5.5 1541 12.7 16.0 w2.7 329.1 45.3 28441 AFDJB J.0
Gramts . .. ... .. 3.6 2.3 4.0 5.3 9.0 141.8 - 141.8 UNIP J.1
OTHER~UN 3.0
a. ALD. and Prodecessar Agencies .. .. .. .. .. ... 5.9 16,6 13.6 11.5 31.5 365.3 33.5 3t1.8 EE J.0
LOANS .. ... 5a5 15.1 12.3 10.0 24.7 298.5 313.5 245.0
Gramts . .. .0 e 1.4 1.3 1.5 1.5 5.8 46,8 - 46.8
(Econemic Support Fund) . ... .. ... ... - - - - 22.0 20.0
b. Food forPasce (PLASDY .. .. ..... 3.8 * 0.4 1.8 19,1 40,8 - 40.6
Loans . ...... ... .. ... - - - - 18.0 18.0 - 18.0
Grants . . . . 0.8 - 0.4 1.8 1.1 22.5 - 22.6 OST,
Title | - Totel Sates Agreements , . ... ........ - - - - 18.9 18.0 - 18.0 A RICA <Y 1981
Repayable in U.5, Doktars - Loams . ... . ... .. .. - - - - 18.0 18.0 - 18.0 United States 6.0
Puyatra in Farsipn Curvency - Plsnned for Country Use . - - - - - = - - "
Tote 11 Total Grants . - .. ... ... ..... 1.8 * Dut 1.8 1.1 22.6 - 22,6 | Sormany Fed. Rep. 18.2
Emprg. Relist, Econ. Deveiop. & World Food Program 0.3 * 0.4 Ja2 Ja2 T3 - 7.3 Netherland 1.4
Volunary Relwet Agencies .. .. .. .. ....... Ja5 - - 1.6 J.9 15,3 - 15.3 United Kingdom 1.2
€ Dter Ecomomic AIRtaROY . . .+ . ...\ i . 1ad 1.5 2.2 2.0 1.1 B5.0 11,5 73.5 Ot,IS:;I 3i‘3
Loams . . . . . . . .. - - - - - 12.5 11.5 1.1 ‘
Gramts . . . . L L. 1.4 1.5 2.) 2.0 1.1 724 - T2.4
Peace Corps . . . . . . . . ... ... 1.3 15 1.4 1.7 1.0 192 - 1%.2
MNareatios . . . . . . .. . ... .. .. - - - - - 0.1 = 0.1
Other . . . . . . . . ... * ” 0.5 0.2 J.1 53.1 - 53.1
1L MILITARY ASSISTANCE - TOTAL . ........... - - . 2.1 2.1 5.1 4.0
Credittorloam ... ... ................ - - - - " 5.0 5.1 9.1~
Brants . .. . e = h = * 2.1 b1 - 4
o MAPGONE . L - N : - 2.0 2.9 : 2.9
b. Cedit Finsacing- FMS ... .......... ... . - - - - - 5.0 5.1 0.1
c. Mifitary Assistanca Strvice-Funded (MASF} Grants . . - - - b 3.1 1.0 i 5'2
d. Transfers from ExcessStocks . . . ... .... . . .. - = : - = 2.1 N -
o OmerGrant . .............. e - - - 0.1 6.1
1H. TOTAL ECONOMIC AND MILITARY ASSISTANCE . §.1 17.7 16.3 15.3 53.8 480.C 58,1 429.9
. 5.5 15.1 12,3 10.0 42,7 334.1 50.1 284.0 cY 1981
GRATE oo 3.6 2.8 4.2 5.3 11.1 145.9 - 145. %
_______________________________________________________________ e — UssR -
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e S 4.3 2.7 6.2 5.1 - 67.7 5944 1.7~ -
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« _E53 THaN $50,0J1.
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EY 1982 EYIip3 EY 194893
2%.8 124.0 1055.5%
0.0 25.2 406.4
0.3 1.5 8.7
0.1 0.0 ot
29.2 7.2 622.9
0.0 0.0 0.0
0.0 0.0 .0
0.6 0.0 1.7
0.0 0.1 3.2
0.0 0.0 0.0

CY 1982 X 1978-82
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COSTA RICA

PROGRAM SUMMARY
{in thousands of dollars)
Agriculture, LEducation Oth
Fiscal Rural Population nd Human| Selected p ther
e Totat Development Plp . Health | Resources |Development rograms
Year and anning Develop- Activities
Nutrition ment ESF Other
1983
Loans | 138,200 14,200 - 5,700 - 300 118,000 -_
Grants 45,959 1,450 975 288 600 3,646 39,000 -
Total | 184,159 15,650 975 5,988 600 3,946 157,000 -
1984
Loans 82,350 2,000 - 4,300 - 6,050 70,000 -
Grants 2,750 550 475 150 625 950 - -
Suppl 68,000 - - 362 1,400 (2,238 4,000 60,000 --
Total] 153,100 2,550 837 5,850 2,863 11,000 130,000 -
1985
Loans 4,800 - - - - 4,800 - -
Grants| 175,200 3,355 1,035 2,200 7,710 900 160,000 -
Total) 180,000 3,355 1,035 2,200 7.710 5,700 160,000 -
FY 1985

PROGRAM HIGHLIGHTS

- $160 million Economic Support Fund (ESF) program to help
stabilize the economy and initiate a period of economic
recovery. '

- A $28 million P,L. 480 Title I program to finance essential
food imports and to generate local currency to continue sup-
port of GOCR reforms in the agricultural sector,

- $10.8 million to support a private sector trading company to
stimulate the production and processing of nontraditional
agricultural export products, and to support the activities of
a new private investment company.

- Local currencies generated from the P.L. 480 program and
pledged in the ESF assistance agreement to help generate em-
ployment, farming and small rural enterprises and to suppert
housing and other scocial development programs.
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Costa Rica

RESOURCE FLOWS
{in thousands of dollars)

{of which Title {11 is)

NN

(

) *\\\\Q %8’990)

Fy 1983 Fy 1984 Fy 1985
Program (Actual) (Estimated) {Proposed)
Aid*
Loans 19,981 198,010 25,943
Grants 38,167 76,039 161,889 |
Total AlD 58,148 274,049 187,832
P.L. 480*"*
Titte | 27,500 27,000 28,000
(of which Title 111 is) { - (- y oo - )
_ Tie 184 - —
Total P.L, 480 27,684 27,000 28,000
Total AiD and P.l.. 480 85,832 | 301,049 215,832
*AID Jevels represent actual and estimated expenditures,
"*P.L. 480 levels represent actual and estimated value of shipments,
PERSONNEL/PARTICIPANTS DATA
Fy 1983 Fy 1984 gy 1985 —
Category
{ Actual) {Estimated) (Proposed)
AID Personnet ¢
Direct Hire £ 15 22 24
PASAC - 4 4
Contract 9 10 12
Total 24 36 50
Participants ¢
Noncontract 68 - -
Contract - 145 137
Total 68 145 137
4(J 8. nationals an duty at the end of the fiscal year.
bey 1984 and 1985 position fevels.
CParticipating agency technicians.
dProgrammed during the fiscal year.
P.L. 480
(000 MT/$000)
[ Fy 1983 Fy 1984 Fy 1985
Program {Actual) (Estimated) (Proposed)
MT $ mT MT 3
Title ! 7,000%
Wheat 71.4 11,900 ( 65) 153 17,800 128 20,000
Rice 21.1 7,200 - - —— -
Feedgrains 54.8 8,400 (440) 27 2,200 63 8,000
Vegoil - == - - - ==
e NN 77,500 27,600 N
Title | Total » s
NN 0
-

Titte 11
Voluntary Agencies

N

_\i
N

World Food Programs 184 —_ \ -

Gov't-to-Gov't N, -— N - R _

Title 1 Total NN 182 NSO = NN\ =
Total P.L. 480 NN 27,880 ANNSNN\Y 77,000 NN\ 78, 000

*Supplemental Request: (81 mil. Wheat; $6 mil. Feedgrains)
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COSTA RICA

Overview and Strategy

A. Introduction and Objectives

Costa Rica's economy, long a stellar performer among the countries of Latin
America and the Caribbean, is now among the region's most troubled. The rapid
accumulation of external debt in the 1970s, when undue optimism was generated
by favorable prices for traditional agricultural exports, at first permitted
the country to continue its strong growth-with-equity performance; but by the
early 1980s the risks of heavy external debt accumulation became painfully
evident as the international economic enviromment deteriorated sharply. In
July 1981, the Government of Costa Rica (GOCR) suspended principal and
interest payments on an external debt whose servicing requirements it could no
longer meet. Cut off from new external financing and faced with falling
prices for its main exports, Costa Rica was forced to undergo a sharp economic
contraction.

As a stronghold of democracy in a region that has seen little of this form of
government, Costa Rica is of great importance to U.S. efforts to see
established, throughout a geographic region close to our borders, free,
stable, democratic nations with whom we can enjoy good relations. Costa
Rica's model of strong political democracy and broad-based economic growth
cannot be allowed to crumble. Thus far, the country's democratic traditions
have held up well in the face of a sharp deterioration in living standards.
But unless Costa Rica receives considerably greater economic assistance for
perhaps another decade, a further significant decline in living standards will
occur whether or not Costa Rica defaults on its massive external debt. The
social and political risks of such an outcome are unacceptable.

The major objectives of U.S. assistance to Costa Rica, therefore, are to
consolidate the process of economic stabilization; to restore rapid and
sustained economic growth without an unmanageable increase in external debt;
and to preserve Costa Rica as a model of democratic, broad-based development
for the region.

B. Development Performance and Problems

During the quarter century ending in the mid-1970s, Costa Rica appeared to be
a model developing country, with a growth of real gross domestic product (GDP)
averaging over 6Z per year, an expansion of social security and worker
benefits, and a widening distribution of social and physical infrastructure
throughout the country. The results were dramatic: adult literacy reached
90%; infant mortality declined sharply to under 20 per thousand; the
population growth rate declined from 3.7% to 2.6%; and open unemployment and
underemployment were held to less than 6% of the labor force.
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Beginning in 1979, however, the GDP growth rate began to fall below the
long-term trend, and in the last three vears it has been sharply
negative—-minus 4.6% in 1981, minus 8.8% in 1982, and an estimated minus 3.0%
in 1983. Per capita GDP has declined for four consecutive years, by a
cumulative total of about 23%. The decline in Costa Rica's CGDP has been
accompanied by a significant increase in unemployment and underemployment,
officially reported to be 9.4% and 14.4%, respectively, in July 1982 but
actually probably higher.

Costa Rica's economice difficulties are due in part to cyclical problems
resulting from the severe worldwide recession in 1980-1982 that drove down the
prices of traditional commodity exports and limited demand by other Central
American Common Market (CACM) countries and developed countries for Costa
Rica's manufactured exports. Another short-run problem has been the sharp
rise in interest payments on the external debt to commercial lenders,
contracted largely at variable (LIBOR-plus) interest rates, which rose more
sharply in the early 1980s than most observers had predicted.

Costa Rica's present development problems, unfortunately, are more than just
cyclical. They are due also to structural factors, including the excessive
growth of, and economic distortions in, the public sector. Some public
agencies, such as the state petroleum company and the electric power company,
were heavily subsidized in an effort to keep down prices of goods and services
to consumers. Public sector employment rose from 15% of total employment in
1973 to 20% in 1981. Beginning in the late 1970s, public sector expansion
could be financed only through substantial external borrowing, mainly at
commercial rates. By July 1981, Costa Rica could no longer service this debt
and had to suspend both principal and interest payments. Sustaining or
increasing real public expenditure levels also required excessive domestic
monetary expansion. This led to an inflation rate that reached 90% in 1982,

Structural problems were also inherent in the import substitution
industrialization strategy followed after 1960. High levels of effective
industrial protection, an overvalued exchange rate, subsidized interest rates,
and other incentives to capital investment resulted in an industrial sector
with considerable excess capacity, dependent on imported inputs, and relying
heavily on the growth of domestic and regional (CACM) markets. The import
substitution industrialization incentives also discouraged exporting to
extraregional markets.

Although the previous government had negotiated an Extended Fund Facility
arrangement with the International Monetary Fund (IMF) in June 1981 to achieve
economic stabilization, implementation of essential measures was not
undertaken and drawings were halted in August 1981. By the time the present
administration took office in May 1982, all elements in the country were
sufficiently alarmed to make possible the imposition of the necessary
discipline of a new stabilization program, which was formalized in a standby
agreement with the IMF in December 1982. This program sought to sharply
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reduce the budget deficit, achieve exchange rate stability, resume payments on
external debt, and restore balance-of-payments equilibrium. The fiscal
deficit, which had reached 14% of GDP in 1981, was reduced to 9% in 1982 and
5% in 1983, and good progress was made in the other areas of stabilization
policy.

C. Strategy and Policy Agenda

Our strategy in Costa Rica 1s to assist the government in consolidating its
stabilization program, implementing the policy reforms needed to achieve rapid
and sustained economic recovery, preserving the country's commendable
attainments in meeting equity objectives, and forestalling challenges to Costa
Rica's long-established democratic traditions. Given Costa Rica's exemplary
record of equitable development within a democratic framework, our direct
technical and financial assistance in support of equity and democratization
will be modest. Our strategy instead will be to preserve what has already
been achieved by supporting economic stabilization and recovery.

l. Stabilization. The major long-term economic problem facing Costa Rica is
the servicing of its external debt. The public external debt at the end of
1983 was approximately $3.4 billion, and private debt was between $0.5 and
$1.0 billion, bringing the total to between $3.9 and $4.4 billion. Debt
service requirements for 1984-1986 equal 78% of projected exports. Shifting
the mix of this debt and extending the average maturity will be necessary if
the problem of repayment is to become manageable.

In examining prospective balance-of-payments gaps, which will determine the
level of U.S. assistance, we have assumed that there will be a continuous
process of rescheduling commercial bank debt--which the National Bipartisan
Commission on Central America urges be done at the lowest possible interest
rates-~even if this results in some increase in the size of the overall debt
during the 1989-1993 period. On this basis, the required level of Economic
Support Fund (ESF) and P.L. 480 Title I flows is approximately $150 million in
FY 1984 and approaches $200 million each year in the 1985-1988 period. This
level of assistance is consistent with the recommendations of the Commission
report. Without such assistance, Costa Rica would be faced with the
alternatives of defaulting on its external debt, which would lead to deeper
economic depression and consequent social turmoil, or utilizing a
disproportionate share of its export earnings to service the debt, with the
same end result.

Qur macroeconomic policy dialogue will emphasize an improvement in Costa
Rica's public sector finances. We will encourage the GOCR to adopt a program
of fiscal austerity and tax and tariff reform, including public sector wage
restraints, self-sustaining operatiomal costs for public sector enterprises,
positive public sector savings, a cap on the overall public sector deficit,
and a restructuring of taxes and tariffs to remove their anti-export bias. In
addition, improvements will be sought in the efficiency of tax collections and
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in financial management. Technical assistance will be provided as needed. It
is assumed that the IMF will deal with many of these measures in its
negotiations for standby or extended fund facility agreements, and that our
assistance will support IMF conditionality.

2. Growth in the Productive Sectors. Existing agricultural and manufacturing
activitles require increases 1n efficiency and productivity. In addition,
there is a need to diversify production toward those products in which Costa
Rica has a competitive advantage and away from traditional products--such as
coffee, bananas, and sugar-—-for which price prospects are not bright, and from
products which have been protected. As the Bipartisan Commission points out,
this requires policy reforms to encourage private enterprise and individual
initiative. The chief problems which must be addressed in order to turn the
productive sector around include the following: government policies biased
against export production and administrative practices which contribute to
inefficient management in agricultural and industrial activities; inadequate
financing due to credit squeeze, inefficient financial intermediation and
insufficient foreign investment; insufficient technical know-how to improve
and diversify agricultural and industrial production in an efficient and
competitive manner; lack of linkages to new markets; and lack of trained
manpower able to work with new methods and types of production.

During the next five years (1984-1988), the important economic and social
goals which we believe are achievable are an annual GDP growth rate rising
gradually from zero in 1984 to 5% in 1988 and sustained at or above that rate
thereafter, and an inflation rate limited to 12% per annum or about twice the
world inflation rate. These goals are heavily dependent upon (1) a real
export growth rate of 10% per annum, based on past trends, with traditional
exports likely to grow by &4.5% and nontraditional exports by 17% to
extraregional markets and by 13% within the CACM; and (2) an overall public
sector deficit limited to 4% of GDP in 1984 and declining to 2% in 1989,
together with current account savings by the central government of at least
10% of revenues.

3. Broadening the Benefits of Growth. With unemployment and underemployment
likely to remain serious problems well into the 1990s, special attention will
be given to directing a portion of U.S. resources to the housing sector, as
recommended by the Bipartisan Commission, to provide a near-term employment
payoff and to improve living standards for low- and moderate-income groups.
Even with this assistance, however, total employment may not rise until 1985,
and the unemployment and underemployment rates may not start to decline until
1987.

Since Costa Rica has a broad network of social infrastructure now in place, no
additional such investment is justified at present. The main task is to
maintain social services without strong cutbacks and yet without recourse to
inflationary finance.
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A.I.D. Program (FY 1983 and FY 1984)

The program stresses emergency economi¢ assistance to help Costa Rica reduce
the balance-of-payments deficit, stem the growth of the public sector,
minimize the social effects of negative economic growth, and establish a new
productive base for increased employment and sustained economic growth. The
currently planned FY 1984 level of $15.0 million in Development Assistance
(DA) and $70 million in ESF is substantially below the level provided in

FY 1983 and will have to be supplemented with additional resources to address
the difficult situation facing Costa Rica and to meet the A.I.D. objectives.

A. Economic Support Funds

In FY 1983, $157 million was provided from the ESF account, including §75
million from the Caribbean Basin Initiative supplemental appropriations and
$32 million from the FY 1983 supplemental appropriation. In FY 1984, a $70
million ESF program will provide balance-of-payments support. The GOCR will
pledge to make available an equivalent amount to finance the importation of
U.S. machinery, raw materials, and spare parts required to help restore
production and employment. The GOCR also will contribute an equivalent amount
in local currency to fund expanded credit to private enterprises and to
support industrial, agroindustrial, agricultural, and other employment-
generating activities,

B. Agriculture, Rural Development, and Nutrition

The Northern Zone Infrastructure Development project (515-0191), initiated in
FY 1983, will finance rural community infrastructure, small farmer research,
extension and marketing, land titling, and production c¢redit. This project,
which builds upon the progress being made in the Agrarian Settlement and
Productivity project (515-0148), will bring new areas into production and will
improve the productivity of existing agricultural investments in Costa Rica's
northern region. With centrally financed support, Agricultural Cooperative
Development International provides technical assistance and training to
develop the Costa Rica Cooperative Bank into a full consumer-owned cooperative
bank. In FY 1984, Program Development and Support (515-0000) funds will be
used to design a major private sector agricultural production and processing
program. The project will build upon the infrastructure put into place by the
Northern Zone I project. Additionally, $2.0 million will be provided for the
Investment Finance Facility project designed to finance capital investment in
new export ventures.

C. Population Planning

Continued funding is planned for the Family Planning Self-Reliance project
(515-0168), which was initiated in FY 1983 to support private and public
sector efforts to expand coverage among fertile-age women.
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D. Health

In FY 1983, $5.95 million was provided for the Health Supplies Management
project (515~0203) to streamline the drug and medical supplies purchasing
system and to supply foreign exchange for imported medicines and medical
commodities for the Social Security health and hospital facilities. In

FY 1984, an additional $4.3 million is planned for this project. The project
is tied to the ongoing dialogue to increase the efficiency of health sector
delivery systems.

FY 1984 Supplemental Request and Requested Year Program (FY 1985)

This program builds on the current efforts to consolidate the process of
economic stabilization. A.I.D. also proposes to expand efforts to improve the
efficiency with which the GOCR manages its social programs so that it can
maintain past levels of services with the diminished resources available. In
FY 1984, A.I.D. requests an additional $60 million in ESF, $8 million in DA
and $7 million in P.L. 480 Title I. 1In FY 1985, A.I.D. requests a total of
$160 million in ESF, $20 million in DA and $28 willion in P.L. 480 Title I.
These levels are necessary to help provide the balance-of-payments support
required to maintain current levels of economic activity and to lay the
groundwork for initiating new economic growth.

A. Economic Stabilization

The GOCR's stabilization program will be supported with both ESF and P.L. 480
resources. In FY 1984, an additional $60 million of ESF is requested for the
Econcmic Stabilization and Recovery II project (515-0192), bringing the ESF
total this fiscal year to $130 million. An additional $7 million in P.L. 480
Title 1 is also requested, bringing the FY 1984 total to $27 million. 1In

FY 1985, $160 million of ESF assistance is requested for the Economic
Stabilization and Recovery III project to continue balance-of-payments support
for the stabilization program. The GOCR will pledge to make available an
equivalent amount of U.§., dollars to finance the importation of commodities
from the United States required to generate industrial, agroindustrial, and
agricultural production and employment. Also in FY 1985, a P.L. 480, Title I
program of $28 million is requested to finance essential food imports.

Local currency generations from the P.L. 480, Title I program will be used to
continue support of GOCR reforms in the agricultural sector. Emphasis will be
placed on facilitating a strong shift toward the private sector in order to
promote a more open economy. Local currency generations from the ESF program
will be used to provide counterpart for development projects undertaken with
A.I.D., World Bank and Inter-American Development Bank assistance; to support
other high priority items in the GOCR budget; and to provide additional credit
to the private sector.
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B. Economic Growth

Following the Bipartisan Commission recommendations, A.I.D. will continue to
support private sector export promotion activities., Costa Rica has an
adequate infrastructure base upon which to expand its productive capacity, and
it serves as a model for equitable distribution of the benefits of growth.

Our program will concentrate on creating a strong financial and institutional
base for the expansion of nontraditional export activities and new employment
opportunities in agriculture and industry.

In support of economic growth objectives, A.I.D. requests $3.355 million in
FY 1985 under the Agriculture, Rural Development and Nutrition account. Of
this amount $3.0 million will support the development of a private sector

trading company to stimulate the production and processing of nontraditiomal
agricultural export products by small-scale farmers and rural entrepreneurs.

Under the Selected Development Activities account, an additional $3.0 million
in FY 1984 and $5.4 million in FY 1985 is requested in support of growth
objectives. The FY 1984 funding and part of the FY 1985 amount will help
create a new private investment company. This project will put special
emphasis on export—-oriented industrial activities, nontraditional
agroindustrial products for export markets, and investments with significant
employment-generating potential. The private investment company will function
as a major link between the Costa Rican business community and U.S. companies
seeking to expand and manufacture overseas under the auspices of the CBI.

A Trade Credit Insurance Program will be initiated in Costa Rica in FY 1985.
This program will be designed to induce private U.S. banks to increase their
lending for short-term credit to the private sector in Costa Rica in order to
increase production significantly. For FY 1985, $75 million in guaranty
authority is requested.

C. Broadening the Benefits of Growth

Costa Rica's achievements in providing social services have been impressive,
However, the economic c¢risis in Costa Rica severely limits the ability of the
government to maintain the level of services achieved to date. Meeting the
economic growth targets of the program will be the most effective response to
this problem. However, A.I.D. also is requesting limited amounts of funding
directly to assist Costa Rica to meet its commitment to social programs.

Under the Population Planning account, an additional $362,000 is requested in
FY 1984 and $1.035 million in FY 1985 to continue private- and public-sector
family planning activities.

A.I.D. is requesting additional FY 1984 funding of $1.4 million and FY 1985
funding of $2.2 million under the Health account to continue activities in
financial planning, management, procurement and logistics. Research will be
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provided to carry out studies in the health sector to develop cost-containment
programs. The goal is to help prevent a decline in the health status of the
Costa Rican people by assisting the government to maintain its present level
of services in the face of continued budget constraint.

An additional $2.238 million in FY 1984 and $7.710 million in FY 1985 is
requested under the Education and Human Resources account for scholarship
programs and for university and technical education. Part of these resources
will support long- and short-term scholarships for training in the United
States. U.S.I.A. will manage academic exchanges of students with leadership
potential in educational, cultural and civic affairs, and A.I.D. will manage
training programs in critical development fields. Resources are also needed
to support our ongoing programs to improve the capacity of the educational
system to supply management and technical skills to the private sector.
Funding will be provided for educational reform, upgrading technical and
university education and translation of materials. FY 1985 funding is also
requested to continue the Policy Planning and Administrative Reform project
(515-0190).

In FY 1984, under the Selected Development Activities (SDA) account, $1
million is requested for a Cooperative Banking Service and Credit project
through existing cooperative banks, which in turn will lend to member
cooperatives. Approximately 200,000 farmer-members will ultimately benefit
from this project.

A new Housing Guaranty program will be initiated to support the Costa Rican
Institute for Water Supply and Sewerage. Under the SDA account, technical
assistance totaling $300,000 is requested in FY 1985 to implement this program.

D. Democratic Institutions and Human Rigpts

Costa Rica has a long, exemplary record of participatory democracy and defense
of human rights. Nevertheless, the country will be able to take advantage of
regional programs, enabling it to strengthen further the institutions that
have made this possible. It will also benefit from the USIA scholarship
program.
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For ol project with an initel obiigetion dete sfter D

FY OF FY OF
INITIAL FINAL
0BLIG  OBLIG
52 ¢ ——-
77 77 5,500
79 0 3,000
30 81 500
80 81 9,590
32 83 2,099
§3 83 530
33 83 14,230
34 84 ---
54 a5 ---
78 c ---
40,200
1,000
39,200
52 ¢ ---
83 89 2,500
34 84 -—-
56
Ngation dats batore O

TITAL
PROJECT COSTY
AUTHD PLANNED

5,500
8,000

14,200

2,000

3,000

-

45,200
4,300
41,200

3,100

362

SUMMARY JF ACTIVE AND PROPOSED PROJECTS
(IN THOUSANDS OF DCLLARS)

=THROUGH FY33~-

08LIG

ATIONS

5,655

5,500
5,200

503

9,500

2,339
5G9
14,200

1,530

47,355
8,155
39,230

125

50

31,1983 sre based on the aythorized dete.

31, 1883 1he FY of {lnal oblgition i besed on a pianned daty.

EXPENDI
TURES

5,552

C 52143

RE-1-]

537

164,939
6,316
8,623

08LIG
ATIONS

450

2,000

2,550
550
2,000

=ESTIMATED FYBd&~-
EXPENDI

TURES

409

357

1,500

2,003

700
130
500
503

832

Trt2s
1,568
5,557

25
700

145

Q3aLIG
ATIONS

3,355
3,355

-

35

1,203

CP 85

-PROPOSED FY35-
EXPENDI
TURES

350

2,000

730
142
5,309
1,500

1,200

12,630
1,930
19,729

2%

500

145

s



SUMMARY DF ACTIVE AND PROPOSED PROJECTS
(IN THOUSANDS OF DOLLARS)

PRIGRAM: COSTA RICA CP B3
PROJECT TITLE * L PROJECT FY 0F  FY OF TOTAL ~THROUGH FY83-  -ESTIMATID FY84= =PROPOSED FY&5-
-/ NUMBER INITIAL FINaL PROJECT COST 08LIS  EXPENDI  38LIG EXPENDI 03LIG  EXPENDI
G 0BLIG 08LIG AUTHD PLANNED ATIONS TURES ATIONS TURES ATIONS TURES
TOTAL FOR ACCOUNT 2,520 Jr462 1,075 1M 837 870 1,035 670
GRANTS 2,530 3,452 1,975 111 8317 370 1,035 470
LOANS --- -—- --- ——- --- -—- - -
HEALTH
PRIGRAM DEVELGPMENT AND & 515-0000 52 C - - 40 27 150 153 100 20
SUPPORY
HEALTH SUPPLIES MANAGEMENT G 315-0203 33 24 250 250 250 —— - 70 ——- 80
HEALTH SUPPLIES MANAGEMENT L 515-0203 83 34 10,0G0 10,000 5,700 - 4,300 6,009 - 4,300
NEd ACTIVITIES 6 515-9993 34 85 === 3,300 - - 1,409 540 2,100 1,400
TOTAL FOR ACCOUNT 10,250 13,750 5,990 27 5,850 4,782 20200 Srk80
GRANTS 250 3,750 292 27 1,557 783 20220 1,480
LOANS 10,000 10,0200 5,700 .- 4r302 5,000 --- 4,000

EJQUCATION AND HUMAN RESOURCES

PRIGRAM DEVELOPMENT AND 5 515~-0000 52 c - —— 355 323 125 75 290 75
SUPPORT

SCIENCE AND TECHNOLDGY Lt 515-0138 79 79 2,000 2»000 2,000 - - 800 = 350

POLICY, PLANNING, AND ADMIN 5 515-0190 83 85 500 2,300 500 - 502 300 1,030 bele]
KETORM

NEW ACTIVITIES G 515-9998 34 es - 8,558 - - 2,238 895 6,420 3,480

TOTAL FOR ACCOUNT 2,530 12,658 2,855 323 2,843 2,070 7:712 4,835

GRANTS 500 10,658 833 323 2,863 1,270 Ts710 4,033

LOANS 2,000 2,300 2,000 - - 820 - 350

SELECTED DEVELOPMENT ACTIVITIES

PROGRAM DEVELOPMENT AND G 515-000CC 52 o —— - 1,073 1,023 350 275 500 309
SUPPORT
URBAN EMPLOYMENT AND L 515-0130 78 78 5,500 50500 5,520 5,023 —— 77 - .-

COMMUNITY IMPROYMNT

* Aufers 1 the planfed proe surtwury shest 57
C Lol of sttort agtivity

FY of finel obllgetion oohutey — AN projects in this column with an initisl cbilgstion detw before Deosmber 31, 1583 sre based on the suthoriped dewm
For sil projecu with s inidisl obiigedon detw st D 31, 1993 the FY of finel obligetion is hesed on a clanred dets.




PROGRAM: [OSTA RICA

PROJECT TITLE

SPECIAL DEVELOPMENT
ACTIVITY FUND

SCIENCE AND TECHNOLDGY

NATURAL RESOURCES
CONSERVATION

ENERGY POLICY DEVELOPMENT
PRIVATE SEZTOR PRODUCTIVITY
PRIVATE SEUTOR EXPIRT CREDIT

PRIVATE SELTOR LOW-LOST
SHELTER :

POLICY, PLANNING, AND ADMIN
LKEFORM

INVESTMENT FINANCING
FACILITY

NEW ACTIVITIES

TOTAL FOR ACCOQUNT

GRANTS
LOANS

ECONOMIC SUPPORT FUND

COOP BANKING SERVILES AND
CREDIT

ECONOMIC STABLIZATION AND
RECOVERY II

ECONOMIC STABLIZATION AND
RECOYERY 11

ECONOMIC STABILIZATION AND
REZOVERY III

NEW ACTIVITIES

™ Retors % tin plirind projiet RaTVRery shert

€ Lavet of otfort sathity

(] &~

PROJECT
NUMBER

515-0133

515~0133
$15=0145

515=-0175
515-0176
515~0187

$15=-0188

515-0190

515-0204

515-9998

515-0178

515-0154

515-0186

$15=3192

515=-9998

SUMMARY JF ACTIVE AND PROPOSED PROJECTS

FY OF
INITIAL
0BLIG
77

79
79

81
31
82
83

83

34

34

83

33

83

84

34

FY OF
FINAL
0BLIG

C

79
80

83
81
83
83

25

86

H

83

83

83

84

(IN THOUSANDS OF DOLLARS)

TOTAL
PROJECT COST
AUTHD PLANNED

2,500 2,500
1,800 1,800
1,000 1,000
7,800 7,800
8,000 8,200

320 330
2,800 3,300

- 21,000

- 4,300

29,7040 55,500
4,100 8,920
25,600 46,4690

500 500

37,735 37,735

118,000 118,000

- 70,000

- 220,000

58

=THROUGH FY33~-

OBLIG
ATIONS

552

2,500
1,800

1,000
7,320
3,009

o0

2,330

31,345
S.725
25,5620

530

37,735

118,000

FY of fml abligasion colunn — AR projacs in this column With an inttiel obligetion dets before Dacember 31, 1983 e besed on the suthorized date.

For all projects with & it obligacion dew atwr O

31, 1983 the FY of finel obligetion is bassd on & planned dete.

EXPENDI
TURES

341

1,59%

3,628
1,974
6,654

30,735

10,000

08LIG
ATIONS

100

5040

6,050

4,090

11,003
4,950
5,950

70,000

53,000

=ESTIMATED FY34~

EXPENDI
TURES
100

7Té
400

781
3,200
2,300

175

1,200

500

1,5600

11,784
4,131
7+653

300

7,000

108,003

70,600

63,000

cP a5

-PROPOSED FY35-

QBLIG
ATTINS

130

4,800

300

5,700
900G
4,800

152,000

EXPENDI
TURES

140

1,200

3,000

1,720

13,333
3,442
10,393

200

150,000



SUMMARY OF ACTIVE AND PROPOSED PROJECTS
{IN THDUSANDS OF JOLLARS)

PRIGRAM: COSTA RICA ce 35

PROJECT TITLE * L PRDJELCT FY QF FY OF TOTAL =THROUGH FY33~ =ESTIMATED FY84= -PROPISED FYR5-
f NUM3IER INITIAL FINAL PROJECT COsY Q3LIG EXPENDI O3LIG EXPENDI 0BLIS EXPENDIL
G 0BLIG 0BLIG AUTHD PLANNED ATIONS TURES ATIONS TURES ATIONS TURES

PRIVATE aND V0L G 515=~9%97 78 C - ——- 252 48 .- 120 - 82

ORSANIZATIONS = 02G'S

TOTAL FOR ACCOUNT 156,235 445,235 156,485 40,783 137,200 245.423 140,000 150,282
GRANTS 34,235 258,235 33,435 32,793 43,007 47,423 142,022 150,282
LOANS 116,000 188,300 115,300 13,300 73,000 173,003 - ---
TOTAL FOR COQJINYRY 241,385 576,805 245,085 546,811 153,100 274,249 120,303 187,832
GRANTS 46,533 2894205 54,585 39,534 70,752 76,339 175,230 151,839
LOANS 194,850 237,420 190,520 25,277 82,351 138,013 4,507 25,943
Figters 10 the DR frojet sersnnry shaut 59
C Lowet of sfort agtiviry
PY of fingl chlymion conwmn — Al projects In this columm with an initiel dete befors Decpmber 31, 103 wre bamd on the suthorimd dete,

Far ol proiscl with an initlel obligation dets after Dessmber 31, 1903 the FY of tinel obligetion iy bawed on 3 plewisd dew.
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FY B5 CP ECONOMIC

COUNTRY: (519) EL SALVADOR

*BASIC DATA*

TOTAL POPULATION.. {THOUSANDS,.MID 1983) 4 ¢6BR

PER CAPITA GNP .cevssesee (DOLLARS,1981}) 650

ANNUAL PER CAPITA REAL GNP GROWTH RATE,. (1970-81) 0.0%

ANNUAL RATE OF INFLATION (1970-81) 10.5%

NATIONAL INCOME RECEIVED BY LOW 20T OF POPULATION..{ .) P 4

AND SOCIAL DATA

*FOREIGN TRADE=*

MAJOR EXPORTS... (1981) COFFEE »COTTON 4SUGAR
EXPORTS TO U.S.
($ MILLIONS, US, FOB) {1980)
AS £ OF TOTAL EXPORTS (1980}

442 {(1981)
41% (1981)

206 {1982)
26% (11982)
MAJOR IMPORTSae.ae{i1981) MACHINERY PETROLEUM ,RAW MATERIALS

IMPORTS FROM U.S.

(% MILLIONS, US,y CIF) (1980) 245 {1981) 2513 {1982}
LIFE EXPECTANCY AT BIRTH,: IN YEARS AS T OF TOTAL IMPORTS {(1980) 25% (1981) 26X {1982)
{19821} TOTAL 64.4 MALE 62.6 FEMALE 66.3
11970} TATAL 5745 MALE 56,0 FEMALE 59.1 TRADE BALANCE(S MILLIONS, U.S5.)11980) 1781(81) ~103(682)
ADULT LITERALY RATE {1975%) TOTAL 62% MALE 6562 FEMALE 59% TRADING PARTNERS: UNITED STATES sGUATEMALA ,WEST GERMANY
- e e EXTERNAL PUBLIC DEBT AS T OF GNP (1981) 19.0%
*#AGRICUL TURE#*
e et e SERVICE PAYMENTS ON EXTERNAL PUBLIC DEBT,
ANNUAL PER CAPITA AGRICULTURAL PRDDUCTION GROWTH RATE ($ MILLIONSy UsSe)evesssvssssscntovsnraanssanass (19811
11973~-1982) -2.6% AS £ OF EXPORT EARNINGS {DEBT SERVILE RATIO)aee. (1981)
AGRICULTURAL PRODUCTION AS T DF GDPrsccsussensea (1981} 268 *SDOCTIAL DATA=®
POPULATION DENSITY / SQ MI OF AGRICULTURAL LAND (1979 865 POPULATION GROWTH RATE...{1970Q) 2.9% (1978) 2.7T% (1983)
PAOPULATION IN URBAN AREAS.cacrsacreesail1970) 39% {1982}
MAJOR CROP{S) ARABLE LAND YEAR LIVE BIRTHS PER 1,000 P0PULATIONces~al19T0) 40 {1983)
SUBSISTENCE: CORN ,BEANS~-DRY , 37T {1982)
CASH: CCFFEE sCOTTON ,RAW SUGAR 32% {1982) MARRIED WOMEN AGED 15—-44 YRS, USING CONTRACEPTION,. 11978)
MAJOR AGRICULTURAL EXPORTS:{1982) COFFEE COTTON RAM SUGAR POPULATIDN (1980) IN AGE GROUP:
(0-14YRS) 45.6% {15-64YRS) 51.5% (65+ YRS
MAJOR AGRICULTURAL IMPORTS:({1982) WHEAT ,CORN ;VEGETABLE QILS
INFANT DEATHS IN FIRST YR OF LIFE PER 1Q00 LIVE BIRTHS (198
PROPORTIDN OF LABOR FORCE IN AGRICULTURE aasssnesl1980) 50%
PEOPLE PER PHYSICIANeessvroracanssnee {(197T7) 3,599
SCENTRAL GOVERNMENT FINANCESX
MAJOR CAUSES OF
TOTAL REVENUES AND GRANTS (% MILLIONS, U.S.) DISEASE (1979) MALARIA ,FLU £ PNEUMONIA ,
{1980) 407 (81) 427 {(82) 43T DEATH.., (1977) ACUTE RESP. INFE JACCIDENTS LENTERIC DISEASE
TOTAL EXPENDITURES AND NET LENDING (3% MILLIONS, U.S.)
(1980} 627 (81) 645 (B82) &80 PER CAPITA CALORIE SUPPLY AS A T OF REQUIREMENTS .. (1977)
DEFICIT(-) DR SURPLUS ($ MILLIONSy U.S«)
{1980) -221 (81) -217 (82) =243 POPULATION WITH REASONABLE ACCESS TD SAFE WATER SUPPLYLL197TS
DEFENSE EXPENDITURES,
AS % OF TOTAL EXPENDITURES.. (1978B) 6.8% (79) 9.3% (80) B8.6% TOTAL SCHODOL ENRDLLMENT AS £ DF POPULATION IN AGE GROUPE
AS X OF GNPesessvessonssssee {1978) 1.0 (79} 1.4% (80) 1.6% PRIMARY . eeessvesn (1979) TOTAL B2.0% MALE B83.0% FEMALE
SECONDARY eewewss 11979) TOYAL 26.0T MALE 27.02 FEMALE
OFFICTAL INTERNATIONAL RESERVES; GROSS HOLDINGS END OF PERIOD: POST SECONDARY.. L11975) TOTAL 6.5% MALE B.5% FEMALE
(SMILLIONS, U.Sa) {1980) 100 {81) 94 (82) 130
EQUIVALENT TO 1.3 MONTHS OF IMPORTS (1980) ENERGY PRODUCTION AS £ OF CONSUMPTION: ceascsssssase(1981)
62
( f ‘

192
278

242
273

=107

39
4.0%

2.6%
42%
41

34 .42

} 3.0%

3) T

943

) 533
81.0%
24.,0%
4,4%

17.1%



U.S. OVERSEAS LOANS AND GRANTS — OBLIGATIONS AND LOAN AUTHORIZATIONS
{U.S. Fiscal Years — Millions of Dollars)

ECONOMIC PROGRAMS OF ALL DONORS
(Milliong of Dollacs!

COUNTRY EL SALVADOR
TOTAL LESS
TOTAL REPAY-
FOREIGN ASSISTANCE ACT PERIOD LOANS AND |MENTS AND REPAY-
PROGRAM GRANTS | INTEREST | MENTS AND
1946.82 104682 INTEREST
1978 1979 1960 1881 1982 1946-82

5. ECOMOMIC ASSISTANCE - TOTAL ........... 13.9 1.4 58.3 114.0 182.2 $11.0 52.7 55843
Loams . ... 5.7 et 4044 80.0 63.8 340.6 52.7 287.9
GRARML . oo e 5.2 1.2 17.% 34.0 11B. 4 27044 - 270.4
s. ALD. and Pred Aqencies .. ... ... ..., 3.0 5.9 52.3 73.3 1566 443,0 311 417.9
Lomms . ... ... 5.7 bed 3T4% 53.8 43.9 2511 31.1 220.0
GRRES . . .o e et i 2.3 2.7 14.9 2445 112.7 197.9 - 197.9

tEconomic Support Fund) .. ... ....... - - [ | 44,9 115.9 169,.0
b FasdforPesce(PLABD) .. ............... 1.7 2.7 5a5 3543 27,8 134.9 1.1 103.1
LBAME . o oot e e e e - - 3.0 26.2 17.9 49.6 1.1 48.5
GEMNIS . ... 1.7 2.7 2.5 9.1 TaT 55.3 - 55.3
Tithe | - Total Saleg Agresmenn , . .. ..... .. - - 3.2 26.2 17.%9 3.6 1.1 48.5
Repayable in US. Dollass-Losns .. .......... - - 3.2 L4 19.%9 49.6 1«1 48.5
Payahle in Foreign Currency - Planned for Country Use . - = - - - = = -
- s 1.7 2.9 2.5 a1 77 5543 - 5543
Emerg. fislief, Econ. Develop. & World Food Program Jas 1.3 0.5 42 5.5 17.5 - 17.5
Voluntary Relisf Agencies . . . ... ..._...... 1.1 1e5 2.3 4.7 2.2 37.8 - 37.38
€ Dther Econmmic Apitomes . .. .. ... ... 1.2 1.5 0.5 0.6 * 57.1 20.5 36u6
Loans . . . . . . ... .. .. ... - - - - - 37.9 2045 19.4
Gramts . . . . . . .. T1a2 1.8 3.5 0.6 * 17.2 - 172
Peace Corps . . . . . . . . . . ... .. 1.2 1.8 2.5 - - 12.7 - 12.7
Narcotics . . . . . . . . . . .. ... = - - = - - = -
Otar . . . . - - * Dad * a5 - 4.5
. MILITARY ASSISTANCE —TOTAL . ........... * * 5.9 35.5 3Z.0 140.3 8.7 133.5
Cl’.ﬂiuavlulm ...................... n h 5.? 10.3 15'5 35.6 o.? 25-9
Granty . ... * * 0.2 2545 85.5 134.7 - 104.7
 MAPGrnn . ... ... * * * 25.3 6345 93.5 - 93.5
t. Credit Financing-FMS . . ., . ... ., .. . ... .. - - 5.7 19.3 15.5 35.6 6.7 28.%
«. Wilitary Assistance Service-Fundad (MASF) Grants . . i : 0.2 9.5 2.0 8.6 - 8.8
d. Transfers from Excess Stocks . . ... .. ... ..... T - 2.5 - 245
o OtherGrants . ... ... ..........0 ..., - - - - T 2.1 - 0.1
JIL TOTAL ECONOMIC AND MILITARY ASSISTANCE . 13.9 11.4 56,2 14945 266a2 751.3 59.4 5%1.79
Lo oo 5.7 4.2 Y- TN %0.0 8J.3 374.2 5944 316.8
GoantE .. 5.2 1.2 18,1 5945 183.9 37541 375.1
Other US. Govarnment Lasnsand Granty ... ... ..... 2.1 0.1 - - 24.9 23.% 1.1
2. ExportimportBank Losny . . ... . ......... 3.1 0.t - - 23.4 2247 0.5
b AHOtherLoams .. ... ... oo : ________ :_________________: ______ 1:5___ _ E'z _ 0.5

* _ESS THAN $50,01).

A ASSISTANCE FROM INTERNATIONAL AGENCIES — COMMITMENTS

FY 1981
TOlALuwvwanane 4)e5
I8RO 3.0
IFC J.0O
IJA 2.0
103 L )
and J.0
AFDB 2.0
UNJP 3.1
OTAER=~UN 2.0
EEZ Ja0

SAEVADOR CY 1981
United States 99.0
Japan 0.2
Canada 6.4
Germany Fed. Rep. 1.5
France 0.2
Other 4.2
Total 111.5

EY 1982

-
e

COOoOCONOOON
[=R=R X=-R+R Jrgnl-]. ]

CY 1982

1m.o

L3

0.
1.4

[
~1

-
. »
"o

EY 1963
52.9
0.0
0.0
0.0
52.%
0.0
0.0
0.0
0.0
0.0

EY 194683

778.8
215.1
1.0
25,6
50v.8
0.0
240
21.3
6.0
.0

CY 1978-82
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EL SALVADOR

PROGRAM SUMMARY
{In thousands of dollars)
Agriculture, Education
Fiscal Rural Population nd Human| Selected Other
1sca Total Development Plp . Health | Resources |Development Programs
Year and anning Develop- Activities
Nutrition ment ESF Other
1983
Loans 47,600 32,100 - 15,500 - - - -
Grants, 151,185 3,429 1,850 1,514 272 4,120 140,000 -
Total | 198,785 35,529 1,850 17,014 272 | 4,120 140,000 -
1984
Loans 32,155 26,800 - 5,355 -— - - -
Grants | 129,149 4,200 1,944 730 175 2,100 120,000 —
Suppl 120,000 5,000 2,000 4,000 (4,000 15,000 90,000 --
Total| 281,304 36,000 3,944 10,0854,175 17,100 210,000 --
1985
Loans 21,642 19,000 - 2,642 - - -- -
Grants | 268,358 9,000 7,000 7,358422,000 13,000 210,000 -
Total| 290,000 28,000 7,000 10,000)22,000 |13,000 210,000 -
Fy 1985

PROGRAM HIGHLIGHTS

$210 million in ESF, primarily for balatice-of-payments support tc assist in
financing private sector importation of raw materials and intermediate goods
from the United States. Macroeconomic policy reforms, particularly to
encourage production, exports and employment, will be sought.

$17 million for programs to arrest institutional deterioration in health and
continue support for family planning programs.

$10 million in DA and $7 million from P.L. 480 Title II to support programs
with private voluntary organizations and to expand and improve humanitarian
assistance efforts which provide food, health services, jobs, and resettle-
ment opportunities for persons displaced by the current conflict.

$35 million in DA to continue support for the agrarian reform and related
agricultural sector programs,
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E}l Salvador

RESOURCE FLOWS

{In thousands o

f dollars)

Program Fy 1983 Fy 1984 Fy 1985
{Actuai) (Estimated) {Proposed)
Aid*
Loans 63,905 55,081 29,755
Grants 89,829 275,440 240,679
Total AID 153,734 330,521 270,434
P.L.480*"
Title | 39,000 46,000 44,000
fof which Title {11 is) { - ] = { -
_ Title I 7,738 5,343 7,073
Total P.L. 480 46,738 51,343 51,073
Total AID and P.L. 480 200,472 381,864 321,507
*AlD levels represent actual and estimated expenditures,
**P.L. 480 levels represent actual and estimated value af shipments.
PERSONNEL/PARTICIPANTS DATA
Category FY 1983 FY 1984 FY 1985
{ Actual} (Estimated) {Proposed)
A1D Personnei @
Direct Hire 2 27 31 33
PASAC - — -
Contract 15 22 26
Total 42 53 59
Participants &
Noncontract 115 210 195
Contract 22 31 74
Total 137 241 269
2() 8. nationals on duty at the end of the fiscal year.
bry and position levels.
t"\Pa'r‘l‘if:ipat.r'ng agency technicians,
Programmed during the fiscal year,
P.L. 480
(000 MT/$000)
Fy 1983 Fy 1984 Fy 1985
Program {Actual) {Estimated) {Proposed)
MT MT $ MT
Title 1 14,000%
Wheat 116.3 18,300 (19.5%)138 17,300 147 22,000
Rice 4.8 1,700 [ 2.0%) 3 1,200 5 2,000
Feedgrains 83.8 11,700  [(54.5%) 97| 9,000 78 10,000
Vegoil 13.9 7,300 ( 4.0%) 11| 4,500 14 10,000
Non-feod — - <
Titte | Total 39 , 000 46 000 44,000
{of which Titte 111 is) \\\\\ (== \\\\\ (’ == \\\\\ (2o )
Title 11 \ \\
Voluntary Agencies 1,584 1,846 - 2,098
World Food Pragrams 3,658 2,883 2,122
Gov't-to-Gov't & 2,496 % 614 & 2,853
Title It Total OO 7,738 ANNNONNY 5,343 ANNNNNY 7,073
Total P.L. 480 AN 46,738 NN\ 51,343 OONNNNT 51,073

*Supplemental Request: (53 mil. Wheat, $.7 mil. Rice, $7.3 mil. Feedgrains,

$3 mil, vegoil
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EL SALVADOR

Overview and Strategy

A. Introduction and Objectives

The outcome of the political struggle in El Salvador is of great strategic
importance to the United States. A victory for the Marxist left would make
the struggle for economic recovery and the institution or preservation of
democratic processes even more difficult in the rest of Central America.
Throughout the region foreign and domestic investors would be less willing to
undertake the capital expenditures needed for economic recovery and export
diversification; trade credits and other private external flows would be even
more difficult to obtain; and capital flight would accelerate. Economic
stabilization efforts in other Central American countries could well collapse,
aggravating already serious unemployment problems and raising social and
political tensions that would be exploited by forces hostile to our interests.

OQur fundawmental objective in El Salvador, therefore, is the development of a
friendly, stable democracy which is not susceptible to Soviet or
Soviet-surrogate influence. To achieve this objective, our economic
assistance program is assisting the Government of El Salvador (GOES) in
completing its economic program and achieving a 3% real growth rate in gross
domestic product (GDP) in both 1984 and 1985. To achieve rapid and sustained
long~-term growth, we must encourage and support policy reforms needed to make
such growth possible. We must also ensure that the process of economic growth
will be broad-based, so that it will i1mprove the quality of life of the
country's less advantaged groups. Finally, we must promote other improvements
in human welfare by helping to create and strengthen democratic institutions
and by requiring, as recommended by the National Bipartisan Commission on
Central America, that the government commit itself to respecting human rights.

Economic recovery in El Salvador has been more difficult to achieve than had
. been anticipated several years ago, both because of the slow recuperation of
the world economy and because of the slower-than-expected military and
political progress in El Salvador. Substantially increased economic
assistance can play a major role in initiating El Salvador's recovery, but by
itself it cannot be counted on to solve all of the country's problems. A more
effective military effort is also needed, as is a commitment to democratic
processes and respect for human rights so that the government emerging from
the March 1984 elections acquires greater political legitimacy. As the
Bipartisan Commission report states, no political efforts at reconciliation
can succeed if the government itself aids and abets violence against its own
people. The QJES, then, must take effective measures to curb the actions of
the death squads and to provide free and secure expression of opinion., If
these reforms are undertzken, substantially increased U.S5. assistance would
constitute a significant demonstration of support to the Salvadoran private
sector and to moderate elements throughout Salvadoran scciety. This would
stimulate more investment and facilitate the long-awaited economic recovery
that would enable the government to pursue more effectively its campaign
against the insurgents.
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B. Development Performance and Problems

Be fore 1960, El Salvador's economy was dependent on a few subsistance crops
and coffee. The creation of the Central American Common Market (CAMM) in that
year stimulated exports of manufactured goods to other Central American
countries, and real GDP growth during the 1960s and 1970s exceeded 5% a year.
Political development and social progress, however, proceeded more slowly.

The country's rapidly growing poor population continued to be neglected by
public and private institutions. Between 1972 and 1979, politics became
increasingly radicalized and polarized, with the development of wviolent
underground left- and right-wing groups dedicated to resolving the impasse
through paramilitary means, including terrorism. In October 1979, fearing a
fuli-scale communist revolution, the military carried out a coup to preserve
El Salvador's pro-Western orientation. The resulting government subsequently
implemented a series of sweeping economic reforms, including expropriation of
agrarian lands and nationalization of the financial system and of coffee and
sugar marketing operations. Political violence increased, however, inhibiting
commerce, disrupting public services, and destroying infrastructure and
productive physical plant.

The economy also has suffered from external factors such as the world
recession, declining prices for the country's main exports, and sharply
reduced demand from El Salvador's trading partners in the CAMM. This has
resulted in an unparalleled economic crisis. Economic activity since 1978 has
fallen in real terms by 25%, the unemployment rate is estimated to be 30% to
40% of the labor force, private investment and private capital inflows have
fallen to very low levels, and foreign exchange availability has dropped
dramatically. The fiscal deficit is estimated to have exceeded $250 million
in 1983. The government has not had the resources to maintain living
standards, to continue the quality and coverage of social services or to deal
with the most severe humanitarian problems produced by the continuing
conflict. An increase in U.S. economic assistance to more than $200 million
in FY 1983 appears to have prevented a further decline in economic activity in
1983, but there is an urgent need to begin the process of economic recovery.

Over the long term, El Salvador must also face the problems arising from a
natural population growth rate that is still very high. This will place
additional pressures on a rural land base that is by far the most densely
populated in the region, and an already serious problem of eavironmental
degradation will likely become worse. In addition, a rapidly rising
population will require new investment in social services to prevent a
deterioration in the quality or coverage of these services.

C. Strategy and Policy Agenda

The directions in which economic stabilization and recovery need to proceed
are clear. The U.S. strategy is to assist the (DES in completing its economic
stabilization program, undertaking policy reforms that will lead to rapid and
sustained economic growth, promoting a more equitable pattern of growth, and
institutionalizing democratic processes and respect for human rights.
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1. Stabilization. The most critical and immediate objective of our
short-term strategy 1s to reverse the long and steep decline in the real GDP.
There must be a greater flow of imports of raw matérials, intermediate goods,
spare parts, and capital goods to the private sector, to enable production and
employment to increase and thus to provide hope to the Salvadoran people that
standards of living can be improved without recourse to violent change. Both
the private sector and the public sector need to replace and repair equipment
and infrastructure destroyed by guerrilla activity. Agrarian reform measures
need to be further strengthened, and farmers must have better access to credit
s0 that the agricultural sector can expand and the need for food imports can
be reduced. As the Bipartisan Commission points out, this can best be
achieved through an emphasis on small-farm production.

Specific macroeconomic goals in the short term include achievement of a 3%
real GDP growth rate in both 1984 and 1985 and establishment of a basis for
long-term growth with equity by planning and then implementing the basic
institutional and pelicy reforms needed to promote sustained economic growth
following the conclusion of hostilities.

Our balance-of-payments and related assistance will be accompanied by a policy
dialogue to promote reforms that will maximize the probability that our
stabilization objectives will be attained. Particular emphasis will be
placed, in consultation with the Central Bank and the International Monetary
Fund, on further movement toward exchange-rate unification, the elimination of
distortions discouraging exports, and a reduction in the chronic imbalance
between the demand for and supply of foreign exchange. Other emphases will be
fiscal measures to eliminate, or at least substantially reduce, the deficit in
the central government's operating budget; to prohibit future budgets showing
unfinanced gaps; to increase total revenues through tax reforms and
administrative improvements; and to increase, as rapidly as possible, the
rates charged by electric power companies and other autonomous public
institutions operating at a deficit to put them on a self-sustaining basis.

2. lLong-Term Growth in the Productive Sectors. Over the long rum, a

sus tained economic recovery in El Salvador will require policies that
stimulate export diversification. While land resources are limited, the
productivity of existing crops can be increased and new high-value export
crops can be introduced. The industrial sector can no longer rely as heavily
as 1t has in the past on the CACM and must be given incentives to orient new
production more toward external markets. Our aim is to:

~—— achieve and sustain, after termination of the civil conflict, an average
annual GDP growth rate of at least 5% to 5.5%;

-- target the growth of exports of manufactured goods to third country
markets at 15% to 204 per annum;

-- encourage the private sector by promoting a favorable environment for both
foreign and domestic investors via a relatively stable and realistically
valued exchange rate, non-inflationary monetary and fiscal policies,
abolition of foreign exchange controls and guarantees against
expropriation of foreign investment; and
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—- rebuild the country's infrastructure, particularly power generation and
distribution, bridges, and damaged or destroyed farms.

3. DBroadening the Benefits of Growth. The inequitable pattern of economic
growth that prevailed during the 1960s and 1970s must not be allowed to
return. The achievement of rapid economic growth with equity will require
policies and programs that:

-— stimulate small-farm agriculture, both for agrarian reform beneficiaries
and for other small farmers;

-- raise the level of employment by 3% per year and emphasize the development
of labor-intensive secters, which should coincide with sectors oriented
toward the production of extraregional, nontraditional exports;

-~ place major emphasis on restoring and developing further the basic social
infrastructure, particularly in health and education, reflecting the
Bipartisan Commission's view that accelerated human development must be
the cornerstone of a comprehensive effort to promote democracy and
prosperity;

~- provide humanitarian assistance to the approximately 450,000 persons who
have been displaced within the country because of the armed conflict; and

-- promote more equitable income distribution through a tax system whose
reliance on direct taxation increases from 27% to 40% of total revenue
collection.

4. Democratic Institutions and Human Rights. As the Commission has
emphasized, economic assistance alone will not be an adequate respomnse to El
Salvador's needs. Such assistance must be coordinated within an overall set
of principles that will foster democracy, reform and human rights. We plan to
encourage continued progress in human rights and the institutionalization of
democratic processes through further improvements in the criminal justice
system, the expansion of free democratic labor unions, the strengthenlng of
social reforms, and the regularization of free elections.

A.I.D. Program (FY 1983 and FY 1984)

A. Economic Stabilization

During FY 1983, A.I1.D. provided $58.6 million in Development Assistance (DA),
$140 million in Economic Support Funds (ESF), and $46.7 million in P.L. 480
Title I and II commodities for programs which kept El Salvador's economy
viable, food available, and its basic economic infrastructure functioning.
A.I.D. financed direct employment programs for some 12,000 displaced persons
during FY 1983. Including the indirect employment impact, U.S. economic
assistance supported over 160,000 jobs during FY 1983, or about 14% of El
Salvador's labor force. U.S. assistance enabled El Salvador to import the
essential raw materials, capital and intermediate goods to run its private
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sector industries and farms during FY 1983. Both the ESF and P.L. 480
programs provided local currency generations and supported priority economic,
social, and humanitarian programs.

During FY 1984, A.I.D. plans to provide $41.3 million in DA, $120 million in
ESF, and an estimated $37.3 million in P.L. 480 Title I and Title II resources
to protect El Salvador's economy from further decline and to finance food
imports. A.I.D. will allocate $15 million to a new Industrial Stabilization
and Recovery project which will provide dollar and local currency credit,
technical assistance, and training resources designed (1) to rehabilitate and
reactivate existing firms in the industrial sector; (2) to broaden and deepen
the participation of small businesses in the economy, particularly in the
agroindustrial subsector; and (3) to lay the groundwork to attract local and
foreign investment. A survey of Salvadoran export policies and legislation,
to be undertaken with Program Development and Support project {(519-0177)
funds, will provide the basis for policy recommendations in this area. In an
effort to provide low-cost housing for El Salvador's poor while increasing
employment, A.I.D. authorized a §5 million Housing Guaranty (HG) program in FY
1983. An evaluation of the HG program carried out during FY 1983 indicated
the need for a working capital fund which would allow builders to begin
construction of HG-financed low-cost housing early, while waiting for the GOES
to enter the U.S. credit markets under the HG program. This working capital
fund was established during FY 1983, using $2 million in P.L. 480 local
currency generations. Additional local currencies will be provided in FY 1984,

B. Humanitarian Assistance

During FY 1983, U.S. assistance, directed through the GOES, the World Food
Program, and U.S. and local private voluntary organizations (PVOs), provided
health services and food to over 250,000 persons displaced by the conflict.
Under the emergency program, A.I.D. and the State Department Refugee Program
provided $4.5 million through the Health and Jobs for Displaced Persons
project (519-0281) to finance health services, vaccination of over 260,000
mothers and children, and employment for over 12,000 displaced persons during
FY 1983.

During FY 1984, A.I.D. will provide another $7.5 million in ESF for the
emergency program under the Health and Jobs for Displaced Persons project
(519-0281), in addition to $7.5 million expected to be provided from the
Department of State Refugee Program account. Operational program grants
(OPGs) with U.S. PVOs will provide additional health, training, and general
support to persons living in camps for displaced persons. A pilot rural
housing project, begun in early FY 1984 with $210,000 in Disaster Assistance
funds, will provide low-cost housing for displaced persons who choose to
resettle on agrarian reform lands. If the pilot effort proves successful,
additional A, I.D. financing will be provided to expand this resettlement
effort.
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C. Social Development

1. Agrarian Reform. 4An important factor in El Salvador's recovery from the
current economic and social upheaval is the effective completion of agrarian
reform initiatives begun in 1980. During FY 1983, A.I.D. provided over $34
miliion, including $23.9 million for agricultural credit, in direct project
assistance to institutions supporting the agrarian reform program and its
beneficiaries. 4s of September 1983, over 193,900 people had benefited from
the phase I reform program, encompassing properties of 1,235 acres and larger,
and the GOES had paid over $113 million in cash and bonds to 174 former
property owners.

Under the phase III program, which allows former renters and sharecroppers to
claim the land they work up to a maximum of 17 acres, over 334,800 persous,
including family members, are claiming ownership of formerly rented land, and
358 former property owners have received over $7.26 million in compensation.
By the end of FY 1983, over 20% of El Salvador's farm land had been affected
by the reform and over 10% of the total population was benefiting from the
land reform program. About $24 million in U.S. assistance provided under the
Agrarian Reform Credit project (519-0263) during FY 1983 was used to support
production loans for phase ITI and other small farmers and for phase I
cooperatives.

During FY 1984, A.I.D. plans to provide another $17.5 miliion in DA funds for
the Agrarian Reform Credit projeéct (519-0263) and another $10 million for the
Agrarian Reform Sector Support project (519-0265). In addition, $1.15 million
is planned for technical assistance to be provided under an OPG to
Technoserve, Inc., a U.S. PVO.

2. Health and Population. During FY 1983, the A.I.D.-financed Health Systems
Vitalization project (519-0291) provided $16.77 million to buy pharmaceuticals,
other medical supplies, and equipment; to support malaria control; and to
develop emergency medical services. A.I.D. also financed the shipment of
medical supplies donated by U.S. ecitizens in cooperation with PVOs to

El Salvador and provided a $1.8 million OPG for a new family planning activity
to be administered by the Salvadoran Demographic Association, a local PVOQ.

Following an evaluation of the project in wid-1984, $5.5 million in additional
DA funds will be provided to the Health Systems Vitalization project
(519-0291). Work also will begin in late FY 1984 on the design of a new,
longer—term effort to strengthen the administration and delivery of health
services in El Salvador, particularly in the rural areas. An evaluatiom of
the Salvadoran Health and Family Planning project (519-0275), scheduled for FY
1984 under funding from the Program Development and Support project
(519-0178), will provide the basis for design of a new Population Dynamics
project to begin in FY 1985, :

3. Democratic Institutions. To help the GOES assure timely and fair
elections, A.I.D. provided $3.4 million in FY 1983 ESF support to the
Salvadoran Elections project (519-0293).
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4. Policy Improvement. Funds provided under the Reform and Policy Planning
project (519-0260) financed a study by a private U.S. firm of the operating
procedures and policies of the Central Reserve Bank. An evaluation of the
agrarian reform programs carried out by Checchi and Company, and funded by the
Program Development and Support project (519-0167), concluded that the
agrarian reform program is moving well in achieving its objectives. The
evaluation also led to improvement in the way the GOES and A.I.D. are working
to implement the reforms.

FY 1984 Supplemental Request and Requested Year Program (FY 1985)

For FY 1984, A.I1.D. requests an additional $90.0 million in ESF, $30.0 million
in DA, and $14.0 million in P.L. 480 Title I funds. For FY 1985, we are
requesting $210.0 million in ESF, $80.0 million in DA, and §51.1 million in
P.L. 480 Title I and Il resources, to be complemented by support from HG,
Commodity Credit Corporation (CCC) and trade credit guaranty programs.

The resources requested are essential for strengthening and building upon
achievements made to date in stabilizing the economy, effecting needed reforms
and dealing with the physical and social traumas suffered by a nation at war.
Using the ongoing work in those areas as a base, A.I.D. will support a
comprehensive program to assist El Salvador on the road to economic recovery
and to bring the provision of social services, particularly in health and
education, back to pre-war levels. In addition, resources will go toward the
strengthening of democratic imstitutions, notably in the area of judicial
reform. Their use will follow closely the recommendations made by the
National Bipartisan Commission.

A. Economic Stabilization

A.I.D's primary strategy here will be the provision of balance-of-payments
assistance to El Salvador at a level needed to maintain the flow of essential
foodstuffs into the country and to keep the private sector of the economy
producing and generating employment. ESF and P.L. 480 Title I assistance (an
additional $75.0 million of ESF and $14,.0 million of P.L. 480 in FY 1984 and a
total of $170.0 million of ESF and $41.1 million of P.L. 480 in FY 1985) will
be provided to ensure that import needs are met for agricultural commodities
and vital industrial and commercial production and capital goods. The P.L.
480 Title I program will be complemented by an agricultural commodity import
risk insurance program (CCC-guaranteed credits totalling $90 million) which
will facilitate the importation of additional quantities and kinds of
commodities, albeit on harder (non—concessiocnal) terms.

Local currencies generated by the ESF and Title I programs will continue to
finance priority activities involving the private sector, public services,
agrarian reform, and other rural development programs. The ESF and P.L. 480
programs will be used to encourage the policy reforms or initiatives necessary
to maintain or increase production and employment, especially in the area of
nontraditional export development.
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Additional ESF resources will enable the GOES to repair or maintain
infrastructure such as bridges and power distribution systems damaged in
guerrilla attacks throughout the country. Approximately $10.0 million has
been programmed for this purpose under the FY 1984 Supplemental request, and
another $12.0 million is planned for FY 1985.

B. Economic Growth

In accordance with the Bipartisan Commission recommendations, ESF assistance
and DA resources will also be used to provide the impetus for economic
recovery in both the agricultural and industrial/commercial sectors of the
economy. Policy dialogues will be used to establish incentives for increased
domestic and foreign investment, particularly in those areas which are
conducive to labor-intensive, export-oriented activities.

1. Agriculture (45.0 million DA, FY 1984 Supplemental; $28.0 million DA, FY
1985). DA funds will be used to institutionalize and consolidate the land
reform processes undertaken by the GOES and to eliminate the uncertainty
affecting both reformed and nonreformed sectors. DA resources have alsc been
programmed to increase the country's capacity to provide credit and
agricultural inputs and to develop and disseminate improved technologies. The
additional Agriculture, Rural Development and Mutrition (ARDN) funding
proposed in the FY 1984 supplemental request is $5.0 million. The local
currency equivalent of $5 million in ESF assistance proposed under the FY 1984
Supplemental request will be used to continue the compensation due landowners
affected by the reform. A combination of $28.0 million in ARDN funds and theé
equivalent of another $29.0 million in ESF local currency generations have
been programmed in FY 1985 to provide credit to the agricultural sector and to
continue to strengthen the institutions serving the sector and implementing
the agrarian reform, particularly the extension, research and training
services of the GOES. A substantial portion of the local currency funds will
go to continue the compensation of ex-landowners. A portion of the DA funds
will also finance the maintenance of small-scale irrigation systems,
investments in agroindustrial enterprises serving traditional and
nontraditional export crops, improvements in marketing services and an
information system to promote nontraditional exports and domestic marketing of
staple foods by small farmers. The efforts outlined above, together with
activities already in progress, should provide 70,000 or more Salvadoran
families with clear title to their land by 1990 and should make possible an
annual growth rate of 15% to 18% in nontraditional agricultural and
agroindustrial exports.

2. Industrial Recovery: Sector Support ($5 million ESF, FY 1984 Supplemental;
$15 million ESF, FY 1985). Supplemental ESF fuands in FY 1984 in the amount of
$5 million and FY 1985 funds totaling $15 million will be used to complement
project being designed this fiscal year which will constitute a more
structured response to problems encountered in making available investment
credit and working capital to small businesses, providing medium-term credit
for the importation of capital goods, making full use of industrial capacity,
and developing and marketing nontraditional products for export. As an
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adjunct to the foregoing activities, the Export-Import Bank will issue Trade
Credit Guaranties to private U.S. banks providing short-term credit to
Salvadoran businesses. The portfolio of insurance should grow from an initial
level of $25 million in late FY 1984 to $100 million in FY 1985. ‘hese
activities, taken in concert with projects now being implemented by

A.I.D., will result in increases in the production of manufactured goods; the
number of export-oriented businesses developed or expanded (together with
resultant employment increases); productive, profitable participation in the
economy by small- and medium-sized businessmen; and, eventually, new foreign
investment .

C. Broadening the Benefits of Growth

While A.I.D. is working to stimulate a recovery in the economy, it will also
support the @ES in its efforts to ensure that the positive benefits of that
recovery are widely distributed throughout the society, particularly in the
form of social services such as health, education, and housing.

1. Family Planning (§2.0 million DA, FY 1984 Supplemental; $7.0 million DA,
FY 1985). FY 1984 supplemental and FY 1985 funds will finance the
continuation and expansion of ongoing programs in the public and private
sectors. Population resources totaling §2.0 million from the supplemental
request and another $7.0 million in FY 1985 will be used to expand the
activities of the Ministry of Health, the Social Security System. and the
Salvadoran Demographic Association in the areas of public consciousness-—
raising and increased retail sales of commodities. As a result of these
inputs, acceptance of contraceptives should reach 40%, or 340,000 users, by
the end of 1984 and 42%, or 360,000 users, by the end of 1985.

2. Health and MNutrition (§4.0 million DA, FY 1984 Supplemental; $10.0 million
DA, FY 1985). Supplemental Health account resources amounting to $4.0 million
have been programmed for FY 1984 to complement the ongoing efforts in this
area which began in FY 1983. Part of these funds will go to improve the
nutrition surveillance, education, and evaluation components of emergency
feeding programs, particularly for displaced persons. FY 1985 will see the
initiation of a new, multifaceted health program which will include technical
assistance and training in planning and management, provision of essential
drugs and supplies, training for mid-level and community-based health workers,
and expanded programs for immunization, oral rehydration, malaria control and
emer gency medical services. Additional resources will be used to continue
nutritional support to the food aid program, primarily for displaced personms.

3. Housing (93.0 million HG, FY 1984 Supplemental; $5.0 million HG, FY 1985;
$200,000 DA, FY 1984 Supplemental). A.I.D. will increase the HG availability
in FY 1984 by $3.0 million to help Salvadoran housing agencies secure funds
they need to provide lower-income families with housing and particularly with
complementary housing infrastructure such as water and sewage systems.
Another $5.0 million in HG assistance will be provided in FY 1985. A modest
amount of technical assistance (3200,000) from the Selected Development
Activities account will be provided in FY 1984,
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4. Education (93.0 million DA, FY 1984 Supplemental; $15.0 million DA, FY
1985). The Salvadoran public education system has deteriorated markedly
during recent years because of tight budgets, increasing school-age
population, and major rural-urban migration. Supplemental Education funds in
FY 1984 and funds from this same account in FY 1985 will be used to accelerate
the restoration work of primary and secondary schools, to improve
instructional materials, to improve program management and implementation
systems, to extend and improve programs for post-secondary technical
education, and restore educational television facilities to continue mass
education programs developed in the 1970s.

5. Scholarships (§1.0 million DA, FY 1984 Supplemental; $7.0 million DA, FY
1985). Supplemental Education and Human Resources funds in the amount of $1.0
million, together with $7.0 million in FY 1985 funds, will finance the
establishment of am A.J.D. program that together with a similar U,S.I.A.
program will provide long- and short-term scholarships to the United States
for technical, vocational or academic training. The A.I.D. and U.S.I.A.
programs should finance about 960 long-term and 960 short-term scholarships
through 1989. A.I.D. will also seek U.S5. private sector assistance in support
of the program (e.g., defraying a portion of transportation costs or direct
provision of various types of technical training).

6. Humanitarian Assistance (3$12.0 million DA, FY 1984 Supplemental; $10.0
million DA, FY 1985; $10.0 million BL.480 Title IT, FY 1985) These requested
funds, combined with funds available under the 1984 Continuing Resolution,
will finance an expansion and improvement of the ongoing Health and Jobs for
Displaced Persons project (519-0294). The project will finance cash-income
employment opportunities in community-useful projects (e.g., environmental
sanitation, health services, and other basic needs of the displaced persons).
The project will also assist these persons to reestablish themselves in their
home communities when security conditions permit. The FY 1%85 funding request
is primarily intended for resettlement activities to finance self-help shelter
construction, agricultural tools and inputs, food supplies until local
production is possible, and basic medical services. The program will work
through a variety of mechanisms: the GOES coordinating agency, international
organizations, and PVOs. P.-L. 480 Title II food commodities will be provided
through PVOs to address the nutritional needs of displaced persons.

7. Public Administration Reform and International Executive Service Corps
(4500,000 DA, FY 1985). In response to the Bipartisan Commission
recommendations, §500,000 in FY 1985 Selected Development Activities funds
will be used to improve public administration techniques in various
government insritutions and the internal management methods of small
businesses. This will be accomplished with the help of the International
Executive Service Corps.

8. Other Selected Development Activities. (832.3 million DA, FY 1984
Supplemental; 2.5 million DA, FY 1985). These amounts will be used to fund
OPGs and other special development activities.
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D. Democratic Institutions and Human Rights

El Salvador will benefit in both FY 1984 and FY 1985 from a regional program
designed to promote and support the efforts of governments and private legal
institutions in Central America to develop, enhance and maintain fair and
effective systems for the administration of justice. Program activities in FY
1984 and FY 1985 will include scholarship programs, supported by U.S.I.A.;
seminars and training programs aimed at strengthening the role of bar
associations, improving the investigatory and evidentiary procedures of the
various courts, and updating legal codes and publications; and professional
development courses for officials involved in the legal profession.,
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FY of finsl obiigation column — All projects in this ook with an initial obigetion dete befors Decamber 31, 1583 sre biwed o0 the suthorised dets.

For alt projects with an inithel obfige deis sfwr Dx

31, 1963 thw FY of final cbiigation is besed on a plenned dete.

EXPENDI
TURES

62

2,611
9,611

383

1,341
1,341

b&?

71

3,845

kre373
533
3,345

03LIG
ATIONS

1,302

3,944
3,944

85

- —

145
5,355
4,900

500

10,085
4r,735
5,335

40,300

4,175
40175

~ESTIMATED FYB84~
SXPEINDI

TURES

1,450

2,949
2,949

75

235
30
1,000
14,33G
1,603
500

17,711
3.711
14,0090

235

109
355
1,531
2,293

1,944
155

cP 85

=PROPOSED FYB5-

0BLIG

ATIONS

1,830

7,000
7,000

50

34
2r642
5,724

532

10,009
7,358
2,562

430

21,6240

22,0230
22,003

EXPENDI
TURES

1,500

4,410
4r410

40

12,125
5,270
6,855

50

10,240

10,290
16,290



PRUGRAM: EL SALVADIR

PRIJECT TITLE *

@ e

SELELCTED DEVELOPMENT ALTIVITIES

SPECIAL LEVELOPMENT o
ACTIVITIES
PROGRAM DEVELCPMENT AND &

SUPPQORT = 504

[

MARSINAL COMMUNITY

IMPROVEMENT

PUBLIC SECTOR EMPLOYMENT G
REFORM ANO POLICY PLANNING G
HZALTH AND JOBS FOR G

DISPLACED PERSONS
NEd ACTIVITIES G
TOTAL FOQR ACTOUNT
GRANTS
LOANS
ECONOMIC SUPPORT FUND

AGRARIAN REFORM ORGANIZATION ]

PRIVAYE SECTOR SUPPORT I G
PU3LIL SERVICE RESTORATION G
PUBLIL SERVICE RESTIRATION L
HEALTH AND JOBS FOR G

QISPLACED PERSONS

IND STABILIZATION/RECOVERY G
SEZTOR SUPPOR

SALVADORAN ELECTIONS PROGRAM 5

JUDICIAL REFORM

3

NEW ACTIVITIES ]

Rafors % the plenned project summary sheet
€ Lonel of offort sctivity

PROJELT
NUMBER

519=-07%4

519-0177

S19-0251

519-0256
519-02460
519=023

519-9993

519=-0262
519-5247
519-0277
519=027¢
519-0241

519-0287

519=-0293
519=-0296
519=-9998

FY OF
INITIAL
03LIG

70

74

80

30
B0
83

34

80
31
82
32
83

34

33
34
84

FY QF
FINAL
0BLIG

©

81

33
25

85

L]

83
25
a3
35

85

8¢

83
B6&
a5

TITAL
PROJECT LOST
AUTHD PLANNED

4630

955
1,950
2,273

3,783
5,730

5,198
240,000
14,500

13,400

P g

79

600

955
4,200
2,275

26,150

34,180
34,180

6,198
400,330
38,600
13,400
15,000

50,000

3,400
9,300
186,000

SUMMARY JOF ACTIVE AND PROPOSED PROJECTS
(IN THOUSANDS OF DOLLARS)

=THROUGH FYB83~-

J3LIG

ATIONS

730

1,320

ER

1,753
2,275

7,540
7,580

6,198
240,000
14,600
13,400

LR

3,400

FY of tinsl obiligation colern ~ AH projects In this column with sn nitie) cbilgation deis before Degamber 31, 1983 sre bused on tiw suthorized dete.

For sl projeess with sw initiel daee ofuwr

31. 1983 vim FY of finai cbiiartion is hemd on a pianasd deie

EXPENDIT

TURES

424

2,407
2,439

- -

3,041

202,002

0BLIG
ATIONS

350

500

15,000

17,100
17,100

80,000

12,300

7,500

15,302

3,000
$0.000

=ESTIMATED FYB4-
EXPENDI

TURES

650

807

139

338
1,300
2,274

6,000

12,203
12,908

1,157
113,003
12,002
3,915

7,503

13,002

2,764
3,000
90,000

CcP 3§

~PROPOSED FY35-~

08LIG

ATIONS

352

500

-

1,000

11,150

13,030
13,000

-

-

33,000

12,000

7,500

15,000

3,000
90,000

EXPENTI
TURES

350

500

10,4690

12,345
12,345

53,300

12,300

7,500

10,200

3,000
85,000



SUMMARY OF ACTIVE AND PROPOSEZD PROJECTS
(IN THOUSANDS OF DOLLARS)

PROGRAM: EL SALYVADOR CP 8BS

PROJECT TITLE * L PROJECT FY OF FY OF TOTAL =THROUGH FY33~ ~ESTIMATED FYS84= —~PROPOSED FY8S5~-
/ NUMBER INITIAL FINAL PROJECT COST 08LIG EXPENDI QBLIG EXPENDLI OQBLIG EXPSNDI
G 08L1IG DaLIa AUTHO PLANNED ATIONS TURES ATIONS TURES ATIONS TURES

PRIVATE AND VOL G 519-9999 79 c - - - - 2,500 2,500 2,500 2,500

GRSANIZATIONS = QPG'S

TOTAL FOR ACCTOUNT eTT+,598 715,598 277,593 2169681 212,000 251,037 210,320 200,000
GRANTS 264,198 70Z2,1%8 264,193 207,477 210,000 247,121 210,300 200,000
LOANS 13,400 13,400 13,400 F,434 —— 3,916 -—— ——
TOTAL FOR COUNTRY ' 437,650 1,092,676 409,656 3047233 281,304 330,521 290,09 270,434
GRANTS 292,133 313,529 256,306 226,154 249,149 275,440 258,338 240,679
LOANS 145,550 189,147 113,350 79,069 32,135 55,081 21,5402 29,755
1]
* Fafers to the plsnned project sommary shest 80

cuuhﬂﬁhnuumv
FY of finsl abligstion colurm — All projects in this colamm with en initial obigation dats betors December 31, 1983 are based on the authorized dete.
For ail projecty with an initist obiigation dete sfter Dx ber 31, 1983 the FY of final oblgetion is basd on 3 plenned dete.
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FY 85 CP

COUNTRY: (S520) GUATEMALA

YOTAL POPULATION.. {THOUSANDS,MID 1983} TeT14
PER CAPITA GNP ecsswesser {DOLLARS,1981) 14140
ANNUAL PER CAPITA REAL GNP GROWTH RATE.. (1970-81) 2.5%

ANNUAL RATE OF INFLATION (1970-81) 10.4%
MACHIN®Y /TRANS P

NATIONAL INCOME KRECEIVED BY LOW 20% QF POPULATION..(1970)

LIFE EXPECTANCY AT BIRTH, IN YEARS

(1982} TOTAL 59.2 MALE 5T7.4 FEMALE
{1970} YOTAL 52.9 MALE 52.1 FEMALE
ADULY LITERACY RATE (1973) TOTAL 46T MALE 54X FEMALE

*AGRICUL TURE*

- ————

ANNUAL PER CAPITA AGRICULTURAL PRODUCTION GROWTH RATE

(1973-1982) -0,

AGRICULTURAL PRODUCTION AS X OF GDPevavensssasosd )

POPULAYION DENSITY / SQ MI OF AGRICULTURAL LAND {1979

MAJIR CROP(S) ARABLE LAND
SUBSISTENCE: CODRN ,5QUASH ,PULSES STE
CASH: COFFEE ,RAW SUGAR ,COTTON 37z

MAJOR AGRICULTURAL EXPORTS:{(1982) COFFEE ,,COTTON ,RAW SUGAR

ECONOMIC AND SOCIAL DATA

*FOREIGN TRADE*

MAJOR EXPORTSe.e. (1980) COTTON ,COFFEE »SUGAR

EXPORTS TO U.S.

MAJOR AGRICULTURAL IMPORTS:{1982) WHEAT ,DAIRY PRODS. ,OTHER GRAINS

PROPORTION OF LABOR FORCE IN AGRICULTUREseseeses(1980) 5
*CENTRAL GOVERNMENT FINANCES*
TOTAL REVENUES AND GRANTS ($ MILLIONS, U.S.)
(1973} 661 (T9) 666 (80)
TOTAL EXPENDITURES AND NET LENDING ($ MILLIONS, U.S.}
{1978} 733 (79) 816 (80)
DEFICIT(-) OR SURPLUS (3 MILLIONS, U.S5.}
(1978} =Tl {79) -149 (80)
DEFENSE EXPENDITURES,
AS £ OF TOTAL EXPENDITURES.. (1978) 10.0% (79) 10.4% (80)
AS X OF GNPasvsevsceassacnss (1978) 1.2% (79) 1.2% (80)

OFFICIAL INTERNATIONAL RESERVESs GROSS HOLDINGS END OF PERI
{$SMILLIONS, U.S.) 11980 } 467 (81) 172 {82}
EQUIVALENT TO 1.3 MONTHS OF IMPORTS (1981)

(s MILLIONS, US, FOB)} {1980) 420 {1981) 223 (1982) 331
AS % OF TOTAL EXPORTS {1979) 3¢% (19801} 28% {1961) 17%
MAJOR IMPORTSeees(1980) MANUFACTURES ,0IL PRODUCTS
5.0% TIMPORYS FROM U.S.
($ MILLIONS, US, CIF) {1980} 552 (1981) 566 (1982] 429
AS % OF TOTAL IMPORTS {1979) 35% (1980) 37X {1981) 371%
61.0
53.8 TRADE BALANCE($ MILLIONS, U.S$.1{1979) -180(80) 4T7(81) —254
39% TRADING PARTNERS: UNITED STATES +EL SALVADOR sWEST GERMANY
EXTERNAL PUBLIC DEBT AS X OF GNP (1981) 12.1%
SERVICE PAYMENTS ON EXTERNAL PUBLIC DEBT,
{‘ HILLIDNS' U.S.}.............................. ‘1981' 50
33 AS T OF EXPORT EARNINGS {DEBT SERVICE RATIO)auae (1981) 3.9%
35 *SOCTAL DATA*
619 POPULATION GROWTH RATE..« (1970} 2.7 {1978) 3.2% 11983) 3.1X
POPULATION IN URBAN AREASvecscesveesee {1970} 1 4 {1982} 36X
YEAR LIVE BIRTHS PER 1,000 POPULATION..««.{(1970} 42 11983) &k
(1982)
(1982) MARRIED WOMEN AGED 1%-44& YRS. USING CONTRACEPTION. (1978} 18.2%
POPULATION (1982} IN AGE GROUP:
{0—14YRS) 45.0% {15-64YRS) 52.0% {65+ YRS} 3.0%
INFANT DEATHS IN FIRST YR OF LIFE PER L000 LIVE BIRTHS (1983) 66
5%
PEOPLE PER PHYSICIAN.svssvvevvavnoee (1982) 1,833
MAJOR CAUSES OF
DISEASE (1982) ENTERIC DISEASE ,ACUTE RESP. INFE ,

T44 DEATH.. {1902) ACUTE RESP. INFE oENTERIC DISEASE »DEFICIENT DIET
1,087 PER CAPITA CALDRIE SUPPLY AS A £ DOF REQUIREMENTS.. (1977} 9222
=344 POPULATION WITH REASONABLE ACCESS TO SAFE WATER SUPPLY(19T76} 40%

9.3% TOTAL SCHOOL ENROLLMENT AS X OF POPULATION IN AGE GROUPI
1.3% PRIMARY.vesserse (1980) TOTAL 69.0% MALE T74.02 FEMALE 63.0%
SECONDARY saacaes (1980F TOTAL 15.0T MALE 15.0% FEMALE 14.0%
a0, POST SECONDARY.. (1977) TOTAL 3.8% MALE 5.6% FEMALE 2.0%
134
ENERGY PRODUCTION A5 X 03f CONSUMPTIDN: concccnanassil98l) 20.,2%
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U.5. OVERSEAS LOANS AND GRANTS — OBLIGATIONS AND LOAN AUTHORIZATIONS ECONDOMIC PRDGRAMS OF ALL DONORS
{U.8. Fiscal Years — Millions of Dollars) {Miitions of Dodars!
COUNTRY  GUATEMALA A. ASSISTANCE FROM INTERNATIONAL AGENCIES — COMMITMENTS
TOTAL LESS
Tor 2 : FY 1981 FY1062 FEY 1963  EY 194883
FOREIGN ASSISTANCE ACT PERIOD Lonneano lueneo | REPAY.
MENTS AND TOTALuanenssns 26e5 45.9 101.8 V46,4
PROGRAM GRANTS | INTEREST | ° o 0o 18R0 2.0 0.0 18.5 296.D
1978 1970 1980 19081 1982 104682 1m862 1046.82 IFC 2.0 0.0 0.0 18.2
104 3.9 0.2 0.0 D.0
103 25.5 42.5 83.3 599.3
I ECONOMIC ASSISTANCE - TOTAL ........... 10.5 6.7 13.3 19.2 15.5  492.6  156.5 33641 :2:5 2.0 0.3 0.0 2.0
T P - ) 5.2 5.6 3,0 193.3 15645 36.8 S 13'3 g-g g-g 22-2
Grants .. ... . - - - . % - 9. . * * - .
13.6 1J3.1 3.3 13.4 t2.5 2 3 2 3 OTHER-UN 9.0 205 0o 1.3
+. ALD.and Pradecesson Apencier .. ... ... “.s 17.4 7.8 9.1 $.2 319.5  142.)  177.8 Ees .0 0.9 0.0 9.0
Loams .. - Thut 5.0 5.5 3.9 154.0 142.9 22.0
Grats .. .o 4e3 2.8 2.8 1.5 5.2 155.8 - 155.8 & BILA FFICIAL DEVELOPMENT T,
{Economic Support Fund) . ... ... . ... - - - - - 33.5
! 1. QAC COUNTRIES (Gross Disbursementst
b Food forPesca (PLABDY .. ... .ovvvntnn L.6 5.3 1.3 7.5 5.6 75.8 - 75.8
Loans . ........ ........ .. . ...... - =- - - - - - -
GRRTS ..o i 4.6 5.3 1,3 7.5 5.6 75.8 - 75.8 [FURTEMALA CY 1981 CY 1982 CY 1978-82
Titte | - Total Sades Agresments . . ... . .. ... .. - - - - - - - - )
fiepayable in U.S. Doters - Loam . . ... ....... - - - - - - - - United States 19.0 22.0 93.0
Paysbie in Forsign Currency - Plenned for Country Use . - - - - - - - - Germany Fed. Rep, 5.8 5.3 29.4
Title (- Torat Grwnts . ..., ........... 4o 5.3 1.3 7.5 5.6 75.8 - 75.8 Canada 1.3 1.3 10.6
Emerg. Aaliet, Econ. Davelop. & World Food Program 2.1 - 0.2 0.3 1.3 5.6 - 5.6 Japan 2.0 1.3 10.2
Voluntary Relief Agencies . . ... . ........, 4.5 543 5.9 7.2 4.3 79.2 - 70.2 Netherlands 1.5 1.4 6.5
Other 2.9 2.0 12.4
©. Othar Economic Anistancy .. .. ... ... 1.5 2.0 1.9 2.4 1.7 9740 1445 82.5 Total 32.5 33.5 162.1
Laams . . .. .. ... - - - 0.1 - 29.3 1aes 14.8
Grants . . . . ... ... 1.5 2.2 1.9 2.3 1.7 57.7 - 67.7
Prace Corps . . . . . .. ........ 1.5 2.2 1.3 2.2 1.7 21.7 - 21.7 2 QPEC COUNTRIES {Grom Dirturssments)
Marconics . . . . ... ... .. L - - - - - - - -
Other . . . . v o v i - * 0.1 7.3 M 45.0 - LE.0
I5 MILJTARY ASSISTANCE - TOTAL . .,...,... .. ® - - 4145 13.2 8.3
Cradisorloams ... ................... - - - - - 13.7 13.2 2.5~
Gants ... e - 30.8 - 3I0.8
o MAPGARTY . .. ... ... ..., * * - - - 16.3 - 16.3
b. Credit Finencieg-FMS .. ..., ... .. ..,.... - - - - - 1.7 13.2 2.5
c. Military Assistance Service-Funded IMASF} Grents . . - - - - - 7.5 - 7.
d. Transfers from Excem Stocks. . ... .. ........ - - - - - 6.7 - Ser C. LOANS AND GRANTS EXTENRER BY COMMUNIST COUNTRIES
o OtherGrants . ... ................... - - - - - 0.3 - 0.3
11, TOTAL ECONOMIC AND MILITARY ASSISTANCE 12,6 2447 13,3 19.2 15.5 534.1 159.7 36444
LOMME ... - 14.5 549 5.6 3.0 234.5 159.7 34.3
Gramts .. .. .......... ... ... 12.6 13.1 e 13.4 12.5 330.1 - 330.1
Other US. G Loanssnd Gemn ... ........ - 0.8 - - 50.4 47.8 2.6
s, Exportimport Bank Lowns . .. . .........,. - - - - - 46.2 42,1 4.1
b AllOtherloams ...................... = - G.8 - 6.2 5.7 1.5=
® _ESS THAN 350,0)31.
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GUATEMALA

PROGRAM SUMMARY
{In thousands of dollars)
Agriculture, LEducation Other
. Rural . nd Human| Selected
!=Y|scal Total Development P;r ulation | aith | Resources Development . Programs
ear and anning Develop- Activities
Nutrition ment ESF Other
1983
Loans | 17,500 7,500 - - - - 10,000 -
Grants | 4,811 1,362 1,933 171 750 500 - 95
Total | 22 311 5,862 1,933 171 750 500___ 110,000 95 2/
1984
Loans -— —_— _ - . _ —_— -
Grants 1,612 872 50 550 40 100 - -
5 1| 20,000 5,000 2,200 4,800 2,000 6,000 - -
WPl | 212612 5,872 2,250  |51350  [21040 6,100 - —
1985
Loans | 4,000 4,000 — - — - — —
Grants| 71,000 12,950 3,265 4,100 (8,785 6,900 35,000 —
Total{ 75,000 16,950 3,265 4,100 8,785 6,900 35,000 -
a. Disaster Assistance Funds
FY 1985

PROGRAM HIGHLIGHTS

- $15.2 million to support land marketing.

- $7 million to promote and develop agribusiness.

- %35 miilion in ESF for balance-of-payments support.

-~ $9 million to diversify and increase crop production,.
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_Gunatemala

RESOURCE FLOWS
{In thousands of doliars)

FY FY FY
Program (Actua!:)[983 (Estimate}(-ig))&4 (Prm:lose]c-i?85
Aid*
Loans 19,700 17,611 12,870
| Grants 3,357 14,303 58,061
Total AID 23,057 31,914 70,931
P.L. 480"
Title | - 7,000 16,000
{of which Title 11! is} { —— ) { — { _—
~ Title 1 5,349 4,952 5,353
Total P.L. 480 5,349 11,952 21,353
Total AID and P.L. 480 28,406 43,866 92,284
*AlD fevels represent actual and estimated expenditures.
*°p L. 480 levels represent actual and estimated value of shipments.
PERSONNEL/PARTICIPANTS DATA
FY FY
Category (Actual) {Estimated) {Propos%(?)s 3
AID Personnel ?
Direct Hire 2 15 15 19
PASAC -- 5 5
Contract 6 5 12
Total 21 25 36
Participants &
Noncontract - - -
Contract - - -
Total — et -
811 8. nationals on duty at the end of the fiscal year.
bey 1984  angd 1985  position levels
"'Pam'cipating agency technicians
Programmed during the fiscal year.
P.L., 480
(000 MT/$000)
Fy 1983 FYy 1984 Fy 1985
Program (Actual} {Estimated) {Proposed)
MT $ MT MT
Title |
Wheat - — - - 64 10,000
Rice - - - - - -
Feedgrains - - - - - -
Vegoil - - 9 7,000 8 6,000
Non-food - < p— == ~ - - \ -
Title | Total -
(of which Title I1 is) k\\\\ en N Z '_000\ %6190?
Title 1 S ) \ )
Voluntary Agencies 4,297 4,622 4,986
World Food Programs \ 1,052 330 \ 367
Gov't-to-Gov't k - \ - -—
Title 11 Total OO\ N] 5, 349 AANOODNY 4,952 \\\\\\\ 5,353
Totai P.L. 480 AW 5, 349 ANONNNNY 11, 952 21,353
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GUATEMALA

Overview and Strategy

A. Introduction and Objectives

Cuatemala'’s geographic position and resource endowment give it great
importance for U.S. interests in the Caribbean Basin. As the largest country
in Central America, which borders on Mexico, it is a key actor in the
political drama now playing in the region. Its rich soils are capable of
producing a wide variety of tropical and temperate zone c¢rops. It has a
sizable 0il reserve. It has a large manufacturing sector, a skilled
entrepreneural class, and an extensive pool of skilled labor, all of which
have grown up during two decades of industrial growth in the regional market.

However, Guatemala is plagued by a number of socio-political problems which
pose seriocus constraints to the realization of the country's economic
potential. The political scene can be characterized as polarized between left
and right, with little popular participation in the political process, and
dominated by military and other elites that have given the country one of the
worst human rights records in the hemisphere. In spite of its wealth,
Guatemala also has the worst distribution of income and wealth in Central
America. This has produced large pockets of poverty-- principally in the
highlands region-— where a large percentage of the population faces extremely
poor conditions of life.

We propose an assistance program for Guatemala that will include the four
principal goals that the National Bipartisan Commission on Central America
recommended for the region: (1) economic stabilization, (2) growth, (3)
equity and (4) democratization. However, a major assistance program for
Guatemala can be undertaken only if the government commits itself to
democratization and curbs its human rights abuses.

B. Performance and Problems

Quatemala's real gross domestic product (GDP) increased at an average annual
rate of about 6% between 1965 and 1979, but real growth slowed to 3.5% in
1980. In 1981 real GDP grew by only 0.9%, and in 1982 it fell by 3.5%, the
first such decline in more than 30 years. A further 2.5% decline in GDP is
estimated to have occurred in 1983.

Although Guatemala's external debt burden is not as large as those of its
Central American neighbors, it does face serious external financial
difficulties. Guatemala's current account deficit rose from a yearly average
of about 9200 million for the 1978-1980 period to 8565 million in 1981 and
$371 willion in 1982. These large deficits, combined with declining capital
account surpluses (and even capital account deficits in 1980 and 1982, the
first since 1953), have resulted in a drop in Guatemala's year-end net
international reserve position from $733 million in 1978 to minus 928 million
in 1982.
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Initially the Government of Guatemala (@G) pursued expansionary monetary and
fiscal policies to counteract the country's economic downturu. Public sector
deficits grew from $51 million in 1978 to $616 million in 1981 (from 0.8% to
7.1% of GDP). 1In 1982, however, the GOG reduced its public sector deficit to
$386 million (4.3% of GDP), primarily through reductions in central government
capital expenditures. To help restore external financial equilibrium, the 00G
negotiated a second standby program with the International Monetary Fund (IMF)
in Asgust 1983. Program goals included improving the central bank's liquidity
position (which had deteriorated due to the withdrawal of short-term credit
lines extended by foreign private banks), achieving balance-of-payments
equilibrium in 1983 and a small surplus in 1984, and improving central
government revenues. Accordingly, the government recently introduced a
value-added tax to replace the country's stamp tax. Despite political and
administrative problems in implementation of this new tax, increased revenue
yields are expected, and the efficiency of the overall tax system should
improve as well.

Ma jor Problems

Guatemala's economy is still based primarily on agriculture (26X of the GDP in
1982), which is dominated by large farms producing coffee, cotton, bananas,
sugar, and beef for export. The manufacturing sector grew rapidly after 1960
under the stimulus of the Central American Common Market (CAM), but this
growth has not been oriented to extraregional markets and has not made a major
contribution to providing the jobs needed by a rapidly growing labor force.
Furthermore, Guatemala's economy continues to rely on the exportation of
primary products to extraregional markets, and the prices of the country's

ma jor exports-—coffee and sugar-—-have fallen sharply as a result of the world
recession. These lower commodity prices, along with reduced export shipments
to world markets, have resulted in significantly depressed overall export
earnings. Moreover, price prospects for coffee and sugar during the remainder
of the decade are not good. Economic problems elsewhere in Central America
have interrupted trade within the CACM, the major market for Guatemalan
manufactured exports.

Increased levels of violence and political uncertainty in Central America
generally, as well as in Guatemala, have tended to generate capital flight and
contraction of external private credits to Guatemala, Tourism, another

impor tant generator of foreign exchange, has also suffered from the political
violence.

Quatemala's widespread poverty —-- despite a per capita income that is one of
the highest in Central America (estimated at $1,190 in 1982) -- results from a
highly unequal distribution of income. Income distribution data for 1970 --
the latest data available -- show that in Guatemala the bottom 50% of the
population earned the least share and top 5% earned the greatest share of
total GDP when compared to the other countries of Central America. The
poorest Guatemalans are the largely indigenous residents of the western
highlands, who comprise 46% of the total population (67% of the rural
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population) but live in an area which has a density of 191 persons per square
kilometer and with only 19% of the country's good lands (0.2 acres per
person). Life expectancy for the non-Indian population is 58 years, but for
the indigenous people only 44 years. 1In the highlands, 44% of the children
aged 7-14 do not attend school.

The lack of sufficient employment opportunities exacerbates the poverty
problem. 4n estimated 33% to 40% of the labor force is unemployed or
underemployed. Moreover, much of the employed population is engaged in very
low—productivity work. Low capital endowment per worker, a high illiteracy
rate and poor health conditions have created a labor market in which average
productivity and wages are low. Over half of the work force is rural and is
predominantly engaged in small-scale, subsistence-level production. Much of
the labor demand in the rural areas is seasonal, based on subsistence
agriculture and migration to the modern coffee, sugar and cotton farms during
harvest times. The international price declines of these traditionmal crops
have cut into this source of employment. Traditional agriculture -~- both
subsistence and export —-- thus offers little hope for an improved employment
situation. Imn fact, as the average subsistence farm size shrinks with the
rapidly expanding rural population, an even greater excess supply of labor
will develop.

Guatemala's rapid population growth continues to constrain its economic
development prospects. With an average annual growth rate of 3.1% per year,
GQuatemala's present population of 7.5 million (mid-1981 estimate) will grow to
exceed 10 million in less than ten years. This will place increased strains
on the already inadequate levels of social services and will add to future
employment problems. As yet Guatemala has no national policy for family
planning.

C. Strategy and Policy Agenda

'1l. Stabilization. With short-term financial assistance targeted at the
fiscal and balance-of-payments accounts, we expect to arrest the downward
slide of the economy and perhaps achieve a modest growth rate of 3% in GDP in
1985. The United States will pursue a policy dialogue with the government
aimed at continued adherence to the IMF financial program, improved central
government administration and management, revision of the tax structure and
improved tax collection.

2. Growth in the Productive Sectors. Projects in agricultural
diversification will assist small farmers to increase production of marketable
crops. Projects in export promotion will assist the private sector to seek
extraregional markets for nontraditional product lines. Projects in business
training will assist in the development of new entrepreneurial skills that
will be required in achieving agricultural and export diversification.

3. Equity. Greater equity in the distribution of income and wealth will not
only be achieved by small farmer crop diversification, but also by a program
of land transfers and human resource development. Through a program of market
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transfers of idle lands, landless farmers will be given access to productive
lands. We also seek to improve the welfare of the poor, especially in the
highland region, through health projects that will increase life expectancy,
by increasing school enrcllments, and by reducing population growth rates. In
order to achieve these objectives, the GG will be encouraged through policy
dialogue to establish appropriate export incentives, to increase reliance on
market forces, to facilitate the flow of credit and marketing services to
small farwers, and to provide secure land ownership to landless and 1land-poor
farmers.

4. Democracy. The process of democratization in Guatemala will be assisted
through the regional program of aid to democratic institutions. A dialogue
with the GOG will be undertaken with the purpose of encouraging the return to
freely elected government as soon as possible and improving the human rights
record of the government.

A.I.D. Program (FY 1983 and FY 1984)

Restrictions on the FY 1984 Program. In response to unfavorable human rights
developments in Guatemala, Congress restricted assistance funds for Guatemala
in FY 1984 {(under the Continuing Resolution of November 14, 1983) to
development activities carried out by private voluntary ocrganizations (PVOs}.
In accordance with this limitation, A.I.D. has budgeted only $1.6 million for
PVO activities in FY 1984 under the Continuing Resolution. Progress on
several ongoing projects has been adversely affected by this funding hiatus.

A. Economic Support Fund (ESF)

A §10 million Economic Support Program loan (520-0309) was provided to
Guatemala in FY 1983 from the FY 1982 Caribbean Basin Initiative supplemental
appropriation to help alleviate the balance-of-payments deficit while the GOG
was negotiating an IMF standby agreement. The loan helped finance imported
raw materials and intermediate goods for agricultural and industrial
producers. The local currencies generated under the ESF agreement are being
utilized to increase the effectiveness of cooperatives, to support PVO
projects and to advance employment programs directly benefiting the rural

poor.

B. Agriculture Rural Development and Mutrition

Two thousand five hundred landless families were settled on new lands in the
Northern Transversal Strip under the Small Farmer Development project
(520-0233). In FY 1983, a 93 million loan under this project was provided to
construct an additional 86 miles of labor-intensive, farm—to-market access
roads. P.L. 480 Title II food-for—work activities assist settlers during
their initial placement until they produce their first crops. Small-scale
reforestation projects also are supported with Title II commodities. The
Rural Electrification project (520-0248) was amended in FY 1983 to add §2
million to expand coverage of the rural network.
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A.I.D. also is increasing the efficiency of farm and non-farm production in
rural areas by developing new production technologies. The Small Farmer
Diversification project (520-0255) will continue research on diversified crop
technologies and inputs needed by small farmers to shift production from basic
grains to higher value fruits and vegetables. The Small Farmer Marketing
project {(520-0238) is developing, in conjunction with cooperatives and private
buyers, a marketing structure for the diversified production by small

farmers. The FY 1983 Highlands Agricultural Development project (520-0274)
will increase small farmer production mainly through the introduction of land
terracing and small-scale irrigation. This project builds upon analysis and
technologies developed by earlier A.I.D. projects. Appropriate production
technologies and financial credit are being provided to rural industry and
artisan enterprises under the Rural Enterprises Development project (520-0245).

C. Population Planning

The Integrated Family Planning project (520-0263) has supported the efforts of
the GOG and private family planning organizations to expand the availability
of family planning services throughout the country. The Expansion of Family
Planning Services project (520-0288) has encouraged the creation of a private
company to market contraceptives commercially throughout Guatemala. This new
organization will receive A.I.D. assistance during its initial years of
operation until it is capable of operating the commercial retail sales program
on its own.

D. Health

A.I.D. is financing the expansion of the GOG's rural low-cost health delivery
and potable water systems through the Community-Based Health and RNutrition
Systems project (520-0251). This project builds upon and lessons learned from
several prior A.I.D. projects. During FY 1983, village potable water systems
were designed and constructed entirely by Guatemalan personnel trained under
the previous health projects. Paramedical perscnnel also received training.

E. Education and Human Resources

To increase the economic opportunities of the indigenous population, the
Bilingual Education project (520-0258) has developed and tested a system for
teaching Indian children in their own language in the early primary school
years while teaching them Spanish as a second language. This project has been
implemented successfully in nearly 40 schools, reaching 5,800 children. 1In
FY 1984, the system is to be expanded to cover third-grade requirements. The
XG has indicated its intention to expand the bilingual program nationwide
under the proposed Rural Primary Education Improvement project (520-0282).
The bilingual program represents a fundamental social reform effort. The
program will educate significant numbers of Indian children for the first
time. Teacher training, curriculum development, and school construction were
continued under the Primary School Reconstruction project (520-0242). A.I.D.
is financing the Integrated Non-formal Education project (520-0281) to expand
adult learning related to agricultural production, health, literacy and other
sub jects.
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Efforts to improve institutional capacity are continuing under the Development
Administration Improvement (520-0270) and the Education Administration
Improvement (520-0259) projects. Training and technical assistance is
provided to the GOG and private institutions as integral parts of other
A.I1.D.-financed projects.

F. Selected Development Activities

Funds under the Special Development Activities Fund project (520-0145) support
small-scale community self-help projects. FY 1983 and FY 1984 Program
Development and Support (520-0000) funds finance studies, evaluations, and
project design.

G. Private Voluntary Organizations

An active PVO program is continuing. In the highland department of San
Marcos, Project Hope is carrying out the Integrated Rural Development project
(520-0272), which provides training and technical assistance in agriculture,
health and community development. The Guatemalan Rural Reconstruction
Movement (Training for Rural Development Promoters, 520-0299) is expanding its
highly successful program. Cooperation for American Relief Everywhere (CARE)
and the Peace Corps are implementing a Small Fish Pond Development project
(520-0290) to improve family nutrition and income.

H. P.L. 480

P.L. 480 Title I ($7,000,000) is planned for FY 1984 to finance imports of
vegetable o0il and advance rural development objectives through the use of
local currencies. P.L. 480 Title II programs, which in FY 1983 totaled $5.35
million, provide food to preschool children, women of child-bearing age, and
mothers enrolled in the maternal and child health feeding programs sponsored
by the CARE and Catholic Relief Services.

I. Housing Guaranty Program

In FY 1982, a Housing Guaranty of $10 million was authorized to finance basic
shelter for the urban poor through private sector low-cost housing projects.

The Santa Rosa Community Education project (520-0269), through an operational
program grant (OPG) to the Christian Development Foundation, a local PVO, is
promoting community solutions to development problems. In FY 1984, Agua del
Pueblo, a local PVO, will initiate a Rural Potable Water and Sanitation
project (520-0298) to establish water systems where ready access to potable
water and sanitation services are unavailable. The Salvation Army is
constructing low~income housing and developing a community center program to
meet health, education, and child-care needs under the Limon Community
Development project {520-0291). A Women in Development project (520-0284),
under the direction of the Rotary Club of Guatemala, is helping poor rural
women with credit and technical assistance for productive enterprises.
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FY 1984 Supplemental Request and Requested Year Program (FY 1985)

For FY 1984, A.I.D. requests an additional $20.0 million of Development
Assistance (DA) above the presently planned $1.6 million. This request would
permit continuation of several important ongoing projects and initiation of
planned rural development projects designed to deliver benefits to low-income
population in the Guatemala highlands. Progress on these activities has been
adversely affected by the Continuing Resolution resitriction against

GQuatemala. Going forward with this program would be contingent on Guatemala's
improving its performance in the advance of human rights.

For FY 1985, A.I.D. requests a total of 935 million in ESF, $40 million of DA
and $21.4 million in P.L. 480 resources. Together with other U.S. Government
and non-U.5. Government resource flows, these levels are necessary to carry
out the recommendations of the Bipartian Commission to enhance economic
stability and growth, spread the benefits to the rural poor and promote
democratic institutions and human rights.

A. Economic Stabilization

ESF in the amount of $35 million is requested for the Economic Stabilization
project in FY 1985 (520-0308) to provide foreign exchange for essential
imports needed to maintain national production and employment. Primary
consideration will be given to importing raw materials, intermediate goods and
equipment needed by producers of nontraditional exports, particularly in the
‘agriculture sector.

Aditional balance-of-payments support will be provided through Commodity
Credit Corporation credits (450 million in FY 1984), P.L. 480 Title I (87
million in FY 1984; $11.4 million in FY 1985}, and the IMF's $125 million
standby agreement. This support will lessen the acute shortage of foreign
exchange which is constricting nationail production and causing worker -
layoffs. The proposed balance-of -payments support, more than half of the
total economic aid available for Guatemala, strengthens A.I.D.'s capability to
seek policy reforms in critical areas such as land distribution, tax reform,
and human rights.

Local currency generations under the ESF and P.L. 480 programs will be used to
finance the sale of land to land-poor farmers, to create domestic lines of
credit for farmers and for entrepreneurs in the export sector, and to support
development activities which have direct impact on the poorest segments of
society. The emphasis will be on raising rural incomes and agricultural
produc tivity.

B. Eeconomic Growth

To promote growth, the A.I.D. effort will include the following programs:

1. Small Farm Production. In FY 1984 and FY 1985, A.I.D. will continue small
farm development activities to diversify and increase crop production. A.I.D.

92



requests $3,000,000 DA in FY 1984 and $3,000,000 in FY 1985 under the
Agriculture, Rural Development, and NMutrition (ARDN) account to permit
effective initiation of the Highlands Agricultural Development project . As
the centerpiece of A.I.D.'s small farm development strategy, this project will
widely extend productivity-increasing technologies proven through earlier
A.I1.D. projects. Terraced and irrigated demonstration plots will be
constructed in farmers' fields all over the highlands. The project increases
the farmers' resource base and provides the water control needed to modify
cropping patterns from subsistence corn and beans into higher value, labor-
intensive crops. Extension services will be provided to permit cultivation of
new crops on the improved lands. Other ongoing projects are funding crop
research, extension, marketing, cooperatives, farmer credit and farm-to-market
roads to increase production and income from small farm agriculture in the
highlands.

2. Rural Enterprises and Export Development. ARDN funds in the amount of
$1,000,000 are requested in FY 1984 to begin the Agribusiness Development
project to promote and develop agribusinesses and small farm production. For
FY 1985, an additional $3,000,000 is requested. The project will stimulate
agroindustrial processing and will develop new markets coffering higher value
for farm products. A project development fund will provide credit through
private banks for agroindustrial businesses. Credit would finance plant and
equipment, raw materials, transportation and storage, technical assistance and
working capital. Pre-investment studies would help identify agroindustry
potential and stimulate private investment. Technical services and training
will be offered. This project will complement other ongoing A.IL.D. projects
such as the Rural Enterprises project (520-0245) which provides credit
financing and services for rural enterprises and the Small Farmer Marketing
project (520-0238) which develops the marketing skills of farmer cooperatives,
promotes link-up with private merchants who procure and transport the produce,
and helps merchants locate and compete in export markets. Together these
projects comprise a comprehensive package for moving farm produce from the
field to nontraditional and export markets.

3. Small Business and Export Policy Concerns. Guatemalan businesses operate
relatively free from government intervention. Still, there are some
significant constraints and disincentives imposed by bureaucratic red tape,
taxes, licenses and regulations which distort production and reduce
competitiveness in export markets. For FY 1985, $1,000,000 in the Selected
Development Activities account is requested for the Policy Studies project to
study a series of policy impact issues including constraints to the
development of nontraditional exports, incentives for agribusiness and other
business investment; the structure of taxation as a disincentive to
development; credit policies toward farmers and entrepreneurs; and the impact
of subsidized interest rates on the efficiency of the financial systems, e.g.,
on the shortage of credit for productive enterprises in Guatemala. Local
currency funds from ESF and P.L. 480 will also be used to finance GOG studies
of these issues and to induce GOG measures and programs leading to a more
conducive policy and business climate.

93



C. Broadening the Benefits of Growth

A.I.D.'s development strategy, with direct links to small farmer production,
is designed to include the rural poor in the growth process. The A.I.D.
strategy also includes an innovative program to distribute land to land-poor
farmers. DA of $39,600,000 and P.L. 480 Title II of $10,000 are requested in
FY 1984 and FY 1985 to broaden the benefits of growth.

l. Land sales. Beginning in FY 1985, A.I.D. requests $10,500,000 in the ARDN
account to support a major Commercial Land Markets project. The project will
promote the voluntary sale of good agricultural lands from large land holders
to land~poor farmers. Land mortgage institutions will operate with private
and A.I.D. mortgage financing and mortgage guarantees to help 21,000 rural
families buy, own and operate their own farms. Technical assistance will be
provided to help establish the land mortgage institutions. Infrastructure
-—such as roads, terracing, small-scale irrigation, marketing facilities--will
be funded largely through $4 million of P.L. 480 local currency generations,
but $1 million of ARDN will be provided to fund foreign exchange costs of
infrastructure development, largely construction equipment. ESF and PL 480
generated local currencies also will continue to support the development of
farmer cooperatives to provide production credit, marketing assistance, farm
inputs, and extension services for new land owners. Approximately $25,000,000
of ESF-generated local currency will go to the Commercial Land Markets project
in FY 1985. This broad-based financial support should stimulate the GOG to
take those policy decisions necessary to achieve the project's purpose.

2. Education and Human Resources Development. The main goal of the program
in Guatemala is to extend and improve primary education, especially in the
rural highlands where the majority of the population is illiterate. For
bilingual education a total of $2,000,000 in the Education and Human Resources
(EHR) account is requested in FY 1984 to begin the Rural Primary Education
Improvement project and $8,535,000 is requested for FY 1985 to continue the
effort. This project will expand nationwide the bilingual education program
which has been successfully tested under the current Bilingual Education
project (520-0158). The GOG's decision to proceed with a nationwide bilingual
program represents the kind of reform needed to meet the educational and
socioeconomic challenges in Guatemala where less than one-half the Indian
children begin primary school and 80%-90% drop out before completing primary
school. Student learning is greatly increased and student drop-out rates
reduced when Indian children are taught in their own language for the first
four years of primary school while studying Spanish as a second language. The
project will reach over 160,000 children in 500-600 schools.

A.I.D. will establish short- and long-term U.S. training programs in critical
areas including science and technology, energy, environment, institution
building and the private sector. A total of $250,000 in the EHR account also
is requested in FY 1985 for executive and managerial enhancement training.

3. Family Planning. DA of $2,200,000 in the Population Planning account is
requested in FY 1984 and $3,215,000 in FY 1985 to fund the Expansion of Family
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Planning Services project (520-0288). The project will continue public and
private sector family planning activities. Its objectives are to bring about
adoption of an explicit population policy, to develop a private sector
commercial retail sales marketing company, to expand the delivery capability
of PV0s, to initiate a mass media campaign, to introduce sufficient
contraceptives, and to provide training.

4. Health. TFor FY 1984, $3,800,000 in the Health account is requested to
continue the Community Based Health and Mutrition Systems project (520-0251)
to extend integrated commnity health delivery and sanitation services in
rural areas. Village potable water systems constructed by the Ministry of
Health greatly reduce mortality and morbidity. For FY 1985, $2,000,000 in the
Health account is requested to establish a self-financing, private sector,
health-maintenance organization for rural plantation workers under the
Improved Health Outreach project. The system offers potential for benefiting
hundreds of thousands of workers at negligible cost to the government. An OPG
of 3200,000 is proposed for Project Hope to provide directly needed medical
assistance in newly colonized lands.

5. P.L. 480. P.L. 480 Title I will complement the ESF economic stabilization
program by financing wheat and vegetable 0il imports., Ilocal currency
generations will be used in support of A.I.D.'s strategy in the rural sector,
primarily for support of new settlement programs in the Northern Transversal
Strip and for work programs in the western highlands. Funding will pay for
labor-intensive construction by local people of roads, schools, health posts,
community centers, agricultural service centers and water systems. Such
public sector investments are urgently needed. P.L. 480 Title II ($10,000,000
in FY 1985) will be provided to selected groups,including displaced persons
and refugees, where incidence of malnutrition is high.

6. Private Voluntary Organizations. FY 1984 supplemental DA funds of
$9,550,000 are requested along with $6,950,000 in FY 1985 in various accounts
for PVO programs. Priority is on providing relief and reconstruction
assistance to displaced persons and on increasing agricultural productivity.
Community development activities, including low-cost housing and family
planning, are also planned. A.I1.D. has supported the community development
orientation of PVOs in Guatemala with much success.

7. Displaced Persons. Of the funds requested for PV0s, $3,700,000 is
requested in FY 1984 and $3,300,000 in FY 1985 from the SDA account for relief
and rehabilitation of displaced persons. Between 50,000 and 500,000 persons
may have been displaced in recent years by the guerrilla war. A.I.D. funds
will provide essential support in temporary relocation, such as cash-
employment opportunities, self-help economic activities, health care, and
food. Where security conditions permit, we will alsc finance activities to
help former displaced persons reestablish themselves and become
self-sufficient in their home villages. The GOG will may request help from
the United Nations, other international organizations and the United States to
resettle in Guatemsla a portion of the estimated 40,000 Guatemalan refugees
living in United Nations High Commissioner for Refugees camps in Mexico. The
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U.S. Department of State is anticipating making a contribution of up to
92,000,000 to assist in that effort.

8. Housing and Social Infrastructure. In the SDA account, $750,000 is
regquested in FY 1984 to provide technical assistance to initiate the $10
million Shelter Sector Development Housing Guaranty (HG) (520-0261). Together
with an additional $10 million HG in FY 1985, this package should help
catalyze a resurgence of the private construction industry in Guatemala. An
additional $2,250,000 from the SDA account will be provided to PV0Os to
continue self-help home construction. These low cost labor-intensive shelter
and infrastructure activities respond to Bipartisam Commission recoumendations.

D. Democratic Institutions and Human Rights:

Assistance will be provided, as appropriate, through regional programs. To
facilitate Guatemalan plans Lo write a constitution beginning in mid-1984 and
to elect a President and a Congress around mid-1985, specifie short-term
training and technical assistance will be offered to Constituent Assembly
delegates and other democratic leaders in comstitutional law and democratic
elections.
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FY 85 CP ECONOMIC AND SOCIAL DATA

COUNTRY: (522} HONDURAS

*BASIC DATAX

e i i e et . s

*FOREIGN TRADE*

TOTAL POPULATION.. { THOUSANDS,MID 1983) be2T6 MA JOR EXPORTS.ss (1981) BANANAS oCOFFEE ,WOOD
PER CAPITA GNP .ssswsssas (DOLLARS,1981) 600 EXPORTS TO U.S.
t$ MILLIONS, US, FOB) {1980} 438 (1981l) 448 (1982) 387
ANNUAL PER CAPITA REAL GNP GROWTH RATE.. (1970-81) 0.4% AS ¥ OF TOTAL EXPORTS (1979) 56% (1980) 51% (1981) 572
ANNUAL RATE OF INFLATION (1970-81) 9.1% MAJOR IMPORTSees«(1981) MANUFACTURES yMACHINERY TRANSPORT EQPT
NATIONAL INCOME RECEIVED BY LOW 20% OF POPULATION..{1970) 2.3% IMPORTS FROM U,.S.
{$ MILLIONS, US, CIF) (1980} 426 (1981} 384 (1982) 1302
LIFE EXPECTANCY AT BIRTH, IN YEARS AS T OF TOTAL IMPORTS {1979) 46% (1980) 45% (19B1l) 43%
{1982} TOTAL 59.2 MALE S7.4 FEMALE 61.1
{1970) TOTAL 5245 MALE 50.8 FEMALE 54,3 TRADE BALANCE(S MILLIONS, UeS5.3(19791) -26180) =-104(81) ~115
ADULT LITERACY RATE (1974) TOTAL S7% MALE %59% FEMALE 55% TRADING PARTNERS: UNITED STATES »WEST GERMANY ,JAPAN
ot e e e EX TERNAL PUBLIC DEBT AS % OF GNP (1981) T4a3%
*AGR ICULTURE*
. s . SERVICE PAYMENTS ON EXTERNAL PUBLIC DEBT,
ANNUAL PER CAPITA AGRICULTURAL PRODUCTION GROWTH RATE ($ MILLIONSy UsSelevccascenssscossssscssssesnses (1981} 115
{1973-1982) 0.8% AS % OF EXPORT EARNINGS (DEBT SERVICE RATIO)wsees (1981} 14.6%
AGRICULTURAL PRODUCTEION AS £ OF GDPesscuvscscaes(1981) 273 *SOCIAL DATAX
POPULATION DENSITY / SQ MI OF AGRICULTURAL LAND (1979 179 POPULATION GROWTH RATE...(1970} 3.1% (1978) 3.5% (1983) 3.4%
POPULATION IN URBAN AREAS.csesassssss{1970) 292 {1982} 37t
MAJOR CROP(S) ARABLE LAND YEAR LIVE BIRTHS PER 14000 POPULATION..es«{1970) 49 (1983) 45
SUBSISTENCE: CORN ,BEANS-DRY ,RICE 473 {1982}
CASH: COFFEE »BANANAS ,RAW SUGAR 42% {1982) MARRIED WOMEN AGED 15-44 YRS. USING CONTRACEPTION. {1981) 27.0%
MAJOR AGRICULTURAL EXPORTS:(1982) COFFEE BEEF AND VEAL ,RAW SUGARPOPULATION (1580) IN AGE GROUP:
{0=14YRS) 47.8% (15=-64YRS) 49,52 (65+ YRS) :.72
MAJOR AGRICULTURAL IMPORTS:(19B2) WHMEAT LRICE ,
INFANT DEATHS IN FIRST YR OF LIFE PER 1000 LIVE BIRTHS {1983) 78
PROPORTION OF LABOR FORCE IN AGRICULTURE eeevseaee(1980) 63%
PEOPLE PER PHYSICIAN.:savesssscsaasss (1977} 3,294
*CENTRAL GOVERNMENT FINANCES®
MAJOR CAUSES OF
TOTAL REVENUES. AND GRANTS {$ MILLIONSy U.S.) DI SEASE (1980) INFLUENZA +MALARIA JAMOEBIASIS
{1979} 164 (80) 189 (81} 185 DEATHe« (19T79) ENTERIC DISEASE ,
TOTAL EXPENDITURES AND NET LENDING {3 MILLIONS, U.S.)
11979} 183 (80) 224 (81) 221 PER CAPITA CALORIE SUPPLY AS A § OF REQUIREMENTS.. {1977) 933
DEFICITI(=)} DR SURPLUS ($ MILLIONS, U.S5.)
(1979) -20 (80} =35 {81} —-36 POPULATION WITH REASONABLE ACCESS TO SAFE WATER SUPPLY(1976) 462
DEFENSE EXPENDITURES,
AS % OF TOTAL EXPENDITURES.. (1975) 11.5% (76} 10.4% (79} 27.1% TOTAL SCHDOL ENROLLMENT AS ¥ OF POPULATION IN AGE GROUP:
AS % OF GNPsssavsssssassnnss (1975) 2.0% (T76) 1.9% (79) 2.4% PRIMARY,vssesese (1980) TOTAL 81.0% MALE B81.3% FEMALE B80.8%
SECONDARY sanwsee (1980) TOTAL 2T.5% MALE I3.3% FEMALE 37.6%
OFFICTAL INTERNATEONAL RESERVES, GROSS HOLDINGS END OF PERICD, POST SECONDARY.. (1977) TOTAL 5«67 MALE T.1% FEMALE 4o2%
($MILLIONS, U.S5.) {1980C) 151 (81) 102 (82) 113
EQUIVALENT TO 1.4 MONTHS OF IMPORTS (19B1) ENERGY PRODUCTION AS 3 OF CONSUMPTION . casnsssnvees (1981) B.7%
102
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U.S. OVERSEAS LOANS AND GRANTS — OBLIGATIONS AND LOAN AUTHORIZATIONS
(U.8. Fiscal Years — Millions of Dofiars)

ECONDMIC PROGRAMS OF ALL DONORS
(Miltions of Dollarg)

COUNTRY HONDURAS
TOTAL LESS
FOREIGN ASSISTANCE ACT PERIOD onms anD Imenan | eeay.
PROGRAM GRaNTS | INTEResT | MENTS AND
194682 1946-82 INTEREST
1978 1079 1880 1981 1982 1846-82
|. ECONOMIC ASSISTANCE ~-TOTAL . ... ....... 17.1 27.1 531.1 5.4 8l.7 76,3 48,9 427 .4
Loans . ........... ... 1242 13.9 404 23.8 61.5 312.1 k8.7 263.2
Grants . ... ... 7.1 11.1 12.3 1245 12.2 166.2 - 164.2
5 ALD. and Predocesior Agencies .. . ... ... ... 1313 2249 45.3 25.7 67.9 177.7 37.3 1624
boams ..o 13.0 1643 33,5 29.2 56.5 286.5 37.3 2&v.2
Gramts .. ... 3.0 a2 7.8 5.5 13.4 3.2 - 3.2
{Economic Support Fund) . ... ... ... . - - - - 35.3 3B8.4
b. FoodferPraca (PLABD) ................. 2.4 ba ® 5.2 8.2 13.1 56.9 3.2 53.7
besmt .. - 2.0 243 3.5 7.2 17.5 3.2 14,3
GRants .. ..o e 2.4 2.3 1.2 bobd 3.1 I0 .4 - 39.4
Title | - Tote Sules Agresments ... .. ... .. ... - 24 2. 3.6 7.0 17.5 3.2 14.3
Repayable in G.S. Dollars - Loans .. ... ....... - 2e2] 2al .5 7.0 17.5 3.2 T4.3
Payabla in Foreign Currency - Planned for Covntry Uise . - - - - - - - -
Yitle il - YotatGrants .. ... ......... ... A 2.3 3.2 [ 1.9 I9.4 - IV 4
Emarg. Reliaf, Econ. Davelop. & World Food Progrsm 1.4 3a? 1.1 1.2 J.é 8.5 - 2.5
Volunury Retiet Agencies . .. ... ... ....... 2.0 1.7 kA | 3.4 2.7 30.% - 30.9
t. Dthe Econwmic Ausistamor . . ... ... ........ 1.7 2e3 2.1 2.5 2.7 39.7 8.4 3.3
Loans . . . . . . ... - - - - - -] 8.4 0.3
Grants . . . . . . ... ... 1.7 2.3 2.1 2.5 2.7 31.6 - 31.5%
Peace Corps . . . . . ... 1.7 Za1 1.2 2.4 248 23.3 - 23.8
MNarcotics e e e e e - 3.1 - - - 0.1 - Oa1
Other . . . . . . . . . ... ... ... " 2.1 0.2 0.1 * 7.7 - 1.7
N MILITARY ASSISTARCE -TOTAL .. .. ..... .., 3.2 2.3 l.% 3.9 3.3 T2.8 13.7 58.9
Craditwosr Lowmg . ... .. ................ 2.5 2-2 3.5 2.4 17.0 4344 13.7% 2%9.5
GOt ... 1.7 3.3 Ost 0.3 t2.3 29.4 - 2%.4
L MAPGRAR . . ... ................. .. - * * - 1.0 Téea N 16.5
b. Cradit Financing FMS ... ... ... .. .. 2.5 242 3.5 Bak 1.2 43.4 13.3 29.5
c. Military Assistance Sarvics-Funded (MASF) Grants . . 3.7 3.3 0.4 Ja5 1.3 13.7 - 10.7
d. Trantfar from Excess Stocks . ., .. . ... . ... .. = - = - - 2.0 b 2.0
e OtherBrants . ... L - = = = = 0.1 b 0.1
IIL TOTAL ECONOMIC AND MILITARY ASSISTANCE | 2.3 3.6 57,0 45,3 112.0 54%.1 62.3 48643
LOMRE oo 12.5 200 ab.1 32.2 8l.5 355.5 52.3 292.7
GO . 73 11.4 12.79 13.1 31.5 193.¢ - 193.5
Gther It £ Gavernment Loans sd Granen . .. .. ., ., ., 245 -3 3.7 Je? Iu6 37.5 25.1 12.4
4. Expart-importBank Lomnt . . . ... .. ... ., . 2.5 3.3 12,5 2.9 3.3 3544 24,79 10.5
b. Al GeharLoama ... .. ........ ... ... - - 1.2 - 3.3 2.1 8.2 1.9

* LESS THAN $33,.0)1.

A, ASSISTANCE FROM INTERNATIONAL AGENCIES — COMMITMENTS

FY 1982 EY 1983  FV 194683
370 87.2 1086.2
30,2 45.0 483.7
0.2 0.9 10.4
0.2 C.0 82,8
0.2 42.2 477.7
0.3 0.0 3.0
0.3 0.0 .0
7.9 0.0 24.1
0.2 0.0 5.7
0.2 0.0 0.0

B BILATERAL OFFICIAL DEVELQPMENT ASSISTANCE

EY_ 1881
TiThlauacasnss 35.5
133D 23.0
iF2 Je 0
ITA Ju0
I33 7.5
AJ3 2.0
AFJ3 3.0
uNdP J.0
OTASR=UN J.0
Ez? .0
1.
HOWDURAS CY 1981
United States 36.0
Japan 7.5
Germany Fed. Rep. 4.5
Canada 3.5
Netherlands 2.3
Other 4.3
Total 58.1

2:A.C. COUNTRIES {Grow Disburserasnts)

CY 1982 CY 1978-82

70.0 171.0
6.5 30.2
7.4 23.7
4.5 23.2
1.7 13.5
9.4 22.4
9.5 284.0

9

2 QREC COUNTRIES (Gros Dispurssments)

c NTS EXTEND Y I Ti
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HONDURAS

PROGRAM SUMMARY
{In thousands of doliars)
Agriculture, LEdumtion Other
. Rural . nd Human| Selected
vaa' Total Development P:‘pu lation |\ aith | Resources Development Programs
ar and anning Develop- Activities
Nutrition ment ESF Other
1963
Loans 34,9500120,200 - 3,800 - - 5 _
Grants | 52.,276] 3,580 | 1,689 222 | 1,275 460 %91858 --
T 87,226(23,780 1,689 4,022 1,275 460 56,000 --
otal
1984
Loans | 23,300({14,800 - -- -- 2,500 6,000 | --
Grants| 48,455 6,790 2,000 2,150 1,915| 1,600 34,000 -—
suppl] 80,500 2- 238 |5,000 | 1.162| 1,600 | 72.500 | --
i 152,255(21,590 2,238 7,150 3,077 | 5,700 (112,500 -
1985
Loans 20,850 1,000

7,700 | -- 6,150 6,000 | --

Grants| 99,150 9,250 2,400 2,400 11,245 4,855 69,000 --

Total| 120,000110,250 | 2,400 0,100 |11,245}11,005 | 75,000 | --

FY 85
PROGRAM HIGHLIGHTS

|

A $75 million ESF program for economiec recovery and to
continue and expand support for the private sector.

A $12,6 million P.L, 480 Title I program to supplement ESF
stabilization assistance and generate local currency to
finance development activities,

$10 million for small business development and for export
development activities to help provide increased employment
and foreign exchange for financing the country's long-term
development.

$14.6 million for agricultural development and production
activities and rural infrastructure,

$25.4 million in DA to carry out social development activities
in family planning, health, education and housing.
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Honduras

RESOURCE FLOWS
{In thousands of doliars)

FY 1983 FY 1984 FY 1985
Program {Actual) (Estimated) (Praposed)
Aid™
Loans 19,581 42,541 42,070
Grants 19,557 158,462 96,358
Total AiD 39,138 201,003 138,428
P.L. 480*"
Title 10,000 12,000 15,000
{of which Title 11 is} { 5,000 } { 5,000 ) { 5,000
___Title Il 5,467 4,623 3,865
Total P.L. 480 15,467 16,623 18,865
Total AID and P.L. 480 54,605 217,626 157,293
*AlD levels represent actual and estimated expenditures.
**P L. 480 levels represent actual and estimated value of shipments.
PERSONNEL/PARTICIPANTS DATA
Category FY 1983 FY 1984 FY 1985
{Actual) {Estimated) {Proposed)
AID Personnel ¢
Direct Hire 2 28 36 38
PASAS 6 6 6
Contract 54 58 63
Total 88 100 107
Participants &
Noncontract 113 148 98
Contract 14 22 12
Total 127 170 110
4(/. 5. nationafs on duty at the end of the f¥scal year.
Bry 1984 and 1985 position levels.
CParticipating agency technicians,
dProgrammed during the fiscal year.
P.L. 480
(000 MT/$000)
Fy 1983 FY 1984 £y 1985
Program {Actual} (Estimated) {Proposed)
MT $ MT MT
Title | 4,000%
Wheat 63.7 10,000 (25%) 74 8,000 51 15,000
Rice - - - - - -
Feedgrains - - - - - -
Vegoil - - - — —_ -
o ot S N 10 650 —i 12 560 N Q 15 550
Title [ Total ’ 3 »
{of which Title i1} is) \\\\\\( 5,000) \\\\\ ( 5,000) “ { 5,000
Title |1 - N \\\ Q
Voluntary Agencies 3,710 3,847 3,329
World Food Programs 1,757 776 536
Gov't-to-Gov't - &\ — & -
Title 1| Total NNONNNN 5,467 RANNANNNYN 4,623 RANNNNN\Y 3,865
Total P.L. 480 AN 15,467 ARNNINNNY 16,6237 NNNN\N\\]18, 865
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HONDURAS

Overview and Strategy

A. Introduction and Objectives

Honduras is the poorest country in Central America, with a per capita income
below 3600. The country is still primarily rural, with about 60% of the
population living in the countryside. Rural incomes are considerably below
the national average, but the great incowme disparities that have fueled social
tensions in other Central American countries are less evident in Honduras.

The country has a democratically elected goverament.

Historically, economic growth has been slower in Honduras than in the rest of
Central America. During the late 1970s, however, the country experienced
economic growth averaging 7% per year as a result of generally sound intermnal
policies and high world prices for its major exports. Growth rates declined
steadily after 1979, reaching negative rates in 1982 and 1983. Because of
rapid population growth, average per capita income has declined by almost 12%
between 1979 and 1983.

By most social indicators, Honduras is at or near the bottom in Central
America. Nevertheless, the country has been making considerable progress over
the past few years in extending basic economic and social opportunity. Since
1960, the literacy rate has increased from 45% to 60%; life expectancy has
risen from 46 years to 58 years; and infant mortality has fallen from 145 to
88 per thousand. Despite this gratifying progress, the human resource base
continues to be very weak, and infrastructure and public services are woefully
inadequate. Although the country possesses considerable land and other
natural resources, the development of this base is impeded by rugged and
mountainous terrain which hinders transportation and communication.

Government implementation capacity for developmental programs is limited, and
inappropriate policies in some cases are a serious growth constraint.

A major program of technical assistance and training to eliminate the shortage
of management capacity and technical skills, combined with financial
assistance for economic stabilization, policy reform and infrastructure
development can produce rapid economic growth in the 6%-7% per year range by
1988, allowing per capita incomes to double in real terms in about 20 years.
The extension of basic educational, health and other services to the entire
population will be a longer-term process, requiring assistance beyond the
six~year horizon of the National Bipartisan Commission on Central America.
Over this longer horizon, the major goals that are attainable include:

-- an increase in the prevalence in contraceptive usage from 27% to 50% of
fertile women and a decline in the rate of population growth from 3.5% to

2.8% by 1990;
-— an increase in primary school enrollment from 75% of the primary age group

in 1982 to 90% by 1992;
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-- a reduction in infant and child mortality from 88 per thousand to 60
thousand by 1993;

-- an increase in life expectancy from 58 to 62 years by 1993;

—-- increased urban water coverage in major cities from 60¥ to 85%, and
coverage in rural areas from 50% to 70%; and

-— continued progress toward institutionalization of democratic electoral and
judicial processes.

B. Development Per formance and Problems

Honduras faces a series of difficult development problems that have inhibited
progress in the past and could limit growth in the future:

—— The country faces economic instability and decline as a result of the
economic dislocations of the past several years -- oil price increases,
falling commodity prices, world recession, and the credit losses and
capital flight resulting from turmoil elsewhere in Central America.

—- The country lacks economic dynamism. If the problems of extreme poverty
are to be overcome, some means for stimulating rapid economic growth is
needed. The relative stagnation of the economy during most of the
country 's history may make achieving rapid growth more difficult than in
the other countries of the isthmus.

-- The country lacks well-developed public and private institutions capable
of carrying out the investments and providing the services needed to
increase the levels of living for all sectors of the population. At
present, institutional weaknesses limit the capacity of the country to.
absorb technical and financial resources.

-~ The economic and social infrastructure of the country is inadequate.

The Government of Honduras (GOH) has taken various steps to try to resolve the
country's current economic difficulties. Taxes have been raised, an
International Monetary Fund (IMF) standby agreement was negotiated and has
been partially implemented, and negotiations have been opened on a structural
adjustment loan with the World Bank. Interest payments on the country's debt
to foreign banks have generally been kept current, while negotiations for debt
rescheduling are in progress. Central government budgets have not increased
appreciably for the past three years, and efforts are now under way to control
spending by autonomous agencies, New incentives have been approved to
increase exports, and revision of the investment incentives and tariff
legislation is under way. Major policy changes have been studied with the
help of a U.8 Presidential Agricultural Task Force, and key reforms in the
country's forestry development policy have been approved.
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C. Strategy and Policy Agenda

Given the basic economic situation of the country —-- with a considerable
resource base, but with relatively low levels of capital and human resources
-— the development strategy must have a long-run focus. A.I.D.'s development
approach emphasizes four objectives: first, to establish fiscal and monetary
policies that balance available resources with demands for them through market
forces; second, to generate rapid growth in productive employment through
appropriate policies for agriculture and industry that will induce increased
investment , particularly emphasizing exports to world markets; third, to
undertake a long-term program to promote equity and increase the level and
utilization of human resources in Honduras through improved government
services and administration; and fourth, to help provide physical
infrastructure for the long-term development of the country. This approach is
consistent with the recommendations of the Bipartisan Commission.

1. Stabilization. A.I.D.'s assistance will be conditioned on GOH commitments
to implement policy adjustments and reforms. The first priority will be to
reverse the deterioration in the fiscal and balance-of-payments situations
without further declines in real output and employment. In the near term,
A.I.D. seeks:

-~ to restore balance-of-payments equilibrium within two to three years,

-~ to reduce the central government deficit sharply by 1985 by a combination
of tax measures and expenditure restraint, and

—— to help the GOH to improve the management of the budget of decentralized
public entities and government enterprises.

A.I.D., will work within the context of an IMF program to be negotiated between
the GOH and the IMF. A.I.D.'s balance-of-payments assistance is expected to
promote necessary adjustments without further income declines. A.I.D. also
proposes to assist the GOH to reduce the fiscal deficit through improved tax
administration. In the area of pricing policies of autonomous agencies,
A.I.D. will assist the GOH to: formalize the regulatory authority of the
Superintendency of Autonomous Agencies; complete a review of the fiscal
situation and tariff and charge structures of all revenue-producing autonomous
agencies and to implement a price/fee structure which will provide for
sustained operating surpluses.

2. Economic Growth. Simultaneously with efforts to promote economic
stabilization, A.I.D. will focus on long-term objectives. The strategy will
emphasize real growth in the productive sectors of the economy, expanding and
increasing the effectiveness of social service delivery systems and
strengthening the economic planning and policy-making capabilities of the
government to manage its fiscal and monetary affairs. Achievement of higher
rates of growth in the productive sectors will require a combination of
policy initiatives and strategies together with resources obtained from A.I.D.
and other institutions. Those strategies and resources will be used to
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develop nontraditional export products in the manufacturing and agricultural
sectors, to attract new investment to Honduras, and to increase productivity
in existing agricultural and industrial enterprises.

a. Increased Productivity in Agriculture and Industry. A.I.D.'s strategy for
increasing production and employment will also seek to expand existing
agricultural and industrial enterprises or to increase their efficiency to
make them more productive. Strategy approaches in this area will include

modi fying tax and regulatory policies, providing credit, and stimulating
continued investment in labor-intemsive infrastructure projects toc stimulate
economic growth and employment.

b. Export Development. A.I.D. will expand the scope of a FY 1984 export
development and services project designed to overcome constraints to increase
exports, especially for nontraditicnal products in the agroindustrial,
forestry, light assembly and any other subsector in which Honduras may have a
competitive edge. A.I.D. plans to emphasize (a) the development or expansion
of labor-intensive operations which will have the greatest
employment-generation impact, (b) policy reforms which eliminate disincentives
to exports and expedite government procedures for export operations, and (¢)
the development of trade credit guarantee programs, using domestic and
external resources,

€. Investment Promotion. A.I.D. seeks to help the GOH in attracting new
foreign investment capital., Steps will be taken to encourage significant
investments on the part of the Honduran private and public sectors themselves,
not only in the areas of nontraditional export enterprise, but also in the
more traditional aspects of the economy.

Drawing foreign capital into the country will inveolve the use of a mix of
policy initiatives, program development and institutional strengthening. The
export incentives law will be complemented by a revised investment incentives
law and tariff structures which, taken together, serve as an effective
inducement for attracting investment. The Caribbean Basin Initiative ((CBI)
legislation will further increase the attractiveness of investment in
Honduras, as will trade credit or guarantee/insurance programs such as those
offered by the Export-Import Bank and the (Overseas Private Investment
Corporation. The GDH will actively promote the free zone program for
export-oriented foreign investment and will examine the possibility of
establishing similar programs for free enterprise zones to produce for
domestic markets. Finally, the investment strategy calls for strengthening
public and private institutions which develop and administer investment
poclicies and programs through projects, such as the export promotion services
project, and activities of a similar nature.

d. Planning and Administrative Capacity. Honduras has been plagued

throughout its history by a lack of trained manpower and poorly organized and
managed institutions. Achievement of goals supported by strategies mentioned
earlier in this section will depend in no small part, therefore, on continued
and much expanded activities aimed at enlarging the pool of trained personnel
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in both the public and private sectors and at making public and private sector
institutions more effective and more efficient. Significant program

assistance will be provided to train largeé numbers of people in both Honduras
and the United States in a wide range of skills and disciplines at varying
skill levels. At the same time, as the quality of human resources rises,
additional assistance will be directed toward the restructuring of key
planning and programming entities throughout the GOH and in the private sector
which will enable them to implement the new or reformed policies contemplated
in this presentation.

3. Broadening the Benefits of Growth. Efforts will also be made to expand
and improve the quality of services for the poor. A.I.D. will intensify its
efforts to help the GOH in establishing or amending relevant policies and in
strengthening institutions. The long-term strategy for dealing with equity
needs will entail:

—— support for family planning programs in the private and public sectors;

-- processing of titles for small landowners to give them a permanent stake
in the economic system;

-~ support to school construction, educational quality improvement, school
maintenance programs, and improved educational administration; and

-- support to health-sector initiatives in the areas of policy, services,
human resource development and infrastructure to ensure broader, more
effective coverage, particularly in communicable diseases and sanitation.

4. Democratic Institutions and Human Rights. Honduras enjoys a relatively
good reputation for democratic processes and respect of human rights. A.I.D.
will seek to further increase society-wide awareness for the rights of
individuals and the rule of law. The approach will be to work through
regional entities and programs.

A.1.D, Program (FY 1983 and FY 1984)

A. Economic Support Funds (ESF)

ESF assistance was initiated at the critical low point of Honduras' foreign
exchange availability in September 1982. Through the end of FY 1983, a total
of $91 million of ESF has provided balance-of-payments support. The GOH has
made available an equivalent amount in foreign exchange to permit producers to
import raw materials, spare parts and intermediate goods from the United
States. An equivalent amount of local currency has been allocated to provide
working capital credit to the private sector, to help restore production, and
to support the efforts of the government, private voluntary organization
(PVOs), cooperatives, and other entities to carry out high priority
development projects throughout the country. The regular ESF request of $40
million in FY 1984 will provide balance-of-payments support and will continue
to promote Honduras' structural adjustment efforts.
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B. Agriculture, Rural Development and Nutrition

FY 1983 funds were used largely to continue ongoing projects. The
Agricultural Sector I1 Program (522-0150) finances (1) human resource
training; (2) institutional development efforts to improve the government's
capacity to analyze, plan, and implement agricultural projects; and (3)
delivery of services and inputs. Through this program and the related
Agricultural Research project (522-0139), it is expected that approximately
25% of Honduran small farmers, working individually and im group enterprises,
will receive technical assistance and training needed to help them to increase
their production and income.

A.I.D. is supporting the Suazo administration in issuing definitive titles to
the thousands of small farmers who are cultivating land that has not been
transferred officially from the government. Some 70,000 farm families in
seven departments will be incorporated into the active private farm sector
over a five-year period and will become eligible for ordinary commercial
credit, The GOH will continue the process in subsequent years.

Infrastructure constraints to increased production also are being addressed.

A major ongoing project (Rural Trails and Access Roads, 522-0164) is building
approximately 950 miles of rural trails and access roads to provide increased
access to markets for small farmers. Under the Municipal Development II
Program (522-0165), municipal infrastructure, including several dozen markets
and slaughterhouses, is being built in small towns throughout the country. In
addition, approximately 25,000 rural families will receive electricity from an
A.I1.D. Rural Electrification project (522-0138) which supports an
Inter-American Development Bank-led program for the integrated development of
the Aguan Valley.

A.I1.D. also is assisting in four specific efforts to increase agricultural
production and income. First, the Small Farmer Coffee Improvement project
(522-0176) is introducing among 45,000 small farmers production techniques
which will allow profitable cultivation of coffee on small farms in spite of
coffee rust. Second, appropriate technology is being provided to traditiomal
farmers under the Rural Technologies project (522-0157). Approximately 3,500
small industries will be helped to improve the productivity of traditional
products and to produce capital-saving tools and implements which have been
developed for use by small farmers. The project will help 50,000 small
farmers to increase their incomes. Third, increased beef and dairy production
on small farms is being promoted through the Small Farmwer Livestock project
(522-0209). 4n in-kind lending program and technical assistance from a
largely privately owned cattle fund will increase income for about 3,000
peasant families and will benefit consumers by bringing greater quantities of
domestically produced fresh milk to the market. Fourth, the Natural Resources
Management project {522-0168) seeks to change the farming practices of
approximately 7,000 farmers, mostly on hillsides, to maintain or improve their
incomes while reversing the ecological damage caused by slash-and-burn
cultivation.
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The Agricultural Sector Program and the other programs described above are
complemented by P.L. 480 Title I/III resources and local currency pledged by
the GOH under ESF assistance agreements. Under a three-year P.L. 480 Title
111 Food for Development Program (522-4803), support is being provided to
implement projects identified in the overall sector amalysis, to increase
agricultural production through small-scale irrigation works, to strengthen
multi-service regional cooperatives, and to promote agricultural
diversification aimed at export markets.

Using indigenous PVOs, the Rural Housing Improvement project (522-0171)
provides small loans to replace thatch with tile or tin roofs, to comstruct
cement floors, and to finance other basic low-cost improvements selected by
the beneficiaries in some 10,000 traditional rural houses.

In FY 1984, initial funding is planned for the Forestry Development project
(522-0246), as a result of the U.5. Presidential Agricultural Mission sent to
Honduras at the request of President Suazo. The project plans to improve
efficiency in the use of forest resources, to develop a stumpage system to
ensure that Honduras gets full economic benefit from a commercially
exploitable natural resource, and to improve lumber marketing through greater
participation of the private sector in lumber sales operations.

C. Health

As in agriculture, FY 1983 funds were used to continue the ongoing efforts.
The GOH has adopted a health-care policy which emphasizes preventive care and
outreach efforts. A.I.D. is supporting that policy through the Health Sector
1 project (522-0153), which is helping the GOH in implementing its primary
health-care system and the infectious disease control programs and in
improving its policy and planning capabilities, its Ministry of Health's
logistics, maintenance, and supervision systems, and its maternal and child
health-care program under which family planning services are provided.
Emphasis is placed on activities in rural areas. To complement these
preventive care efforts, the Rural Water and Sanitation project (522-0166) and
the Municipal Development Program II (522-0165) are providing access for an
estimated 450,000 Hondurans living in rural areas and small towns. BL.480
Title II feeding programs will continue through Cooperation for American
Relief Everywhere and Catheolic Relief Services. This assistance supports
Food-For-Work programs, maternal and child-care programs, and school-feeding
programs which benefited an estimated 410,500 people in 1982. Under the
centrally funded Mass Media Health project, two consultants worked in
strengthening the capacity of the Ministry of Health in the use of radio and
graphics to train village-level auxiliaries to control infant diarrhea.

Three operational program grants (OPGs) to the Honduran Family Planning
Assoclation are financing expansion of its clinical facilities for voluntary
sterilization and continuing support for a community-based contraceptive
distribution system (522-0197), commercial retail sales of contraceptives
(522-0201), and a program to encourage the country's leaders to favor adoption
of policies which promote increased availability and utilization of family
planning services (522-0240).
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D. Education and Human Resources

FY 1983 funds supported the ongoing Rural Primary Education project (522-0167)
which is increasing the effectiveness of rural primary teaching and improving
Ministry of Education policy formulation and management. The project is
financing construction or renovation of 3,100 rural classrooms, supporting a
training program for teachers and supervisors, creating an improved system for
school maintenance, producing and distributing educational materials, and
improving the Ministry's information systems. The project will benefit
directly approximately 124,000 school children and 3,100 teachers. Two OPGs
-- to Horizons of Friendship (522-0184) and Aldeas S$.0.S. (522-0189) -- are
supporting PVQs in teaching practical and vocational skills. Several new OPGs
are planned for FY 1984 to initiate activities in management and skills
training.

The Public Sector Administration project (522-0174) is assisting the GOH to
improve its administrative and management procedures, with emphasis on revenue
collection and expenditure management systems in the Ministry of Finance.

This project will assist the GOH to achieve sound fiscal management, a
cornerstone of its agreement with the IMF.

E. Selected Development Activities

Over the long run, a major increase in export earnings will be necessary to
ensure the return of Honduras to a normal pattern of economic growth and
development. To take advantage of the trade opportunities offered by the CBI,
an Export Promotion and Services project (522-0207) will be initiated in FY
1984 to promote the development of nontraditional exports. The project will
provide assistance to Honduras' private sector in identifying markets in which
Honduran products can be competitive, designing products, developing
production~sharing arrangements and providing supporting services needed by
exporters. This effort is complemented by an effort to develop an accessible
source of commercial financing and technical assistance for small- and
medium-scale producers through the Small Business Development project
(522-0205). Additional channels for marketing of handicrafts in external
markets will be developed through the Artisan Product Marketing OPG
(522-0250), which will start in FY 1984.

F. Shelter

Three Housing Guaranty (HG) projects provide financing for construction and
improvement of housing and infrastructure in the marginal neighborhoods of the
two ma jor clties and some secondary cities. One project, approved in 1981,
supports a construction program of private builders working in cooperation
with private savings and loan associations (522-0194). Earlier projects are
being implemented by the National Housing Institute (522-0135) and the
municipalities of Tegucigalpa and San Pedro Sula {(522-0155). The projects
will benefit approximately 35,000 families. New HG resources of $15 million
are planned for FY 1984 for a Shelter Sector Program to increase the
availability of low—cost housing. Additional assistance will be provided to

113



replicate and expand successful efforts under ongoing projects in providing
shelter solutions for lower-income families.

FY 1984 Supplemental Request and Requested Year Program (FY 1985)

In FY 1984, A.I.D. requests an additional $72.5 million in ESF, $8 million in
Development Assistance (DA), and $4 million in P.L. 480 assistance. For

FY 1985, A.I.D. requests a total of $75 million in ESF, $45 million in DA and
$19 million in P.L. 480. These levels -~ complemented by HGs, Commodity
Credit Corporation (CCC) credits, and trade investment credits —-- are
essential to achieve the A.I.D. objectives in Honduras, including undertaking
the program recommendations of the Bipartisan Commission. They will help the
GOH in its economic stabilization efforts, in promoting economic growth and in
carrying out social development programs designed to improve the availability
of basic services for the poor.

A. Economic Stabilization

The additional $72.5 million supplemental ESF request for FY 1984 will support
the GOH's efforts to carry out a program to be entered with the IMF. It also
will complement ongoing efforts to revitalize Honduras' economy and to assist
the private sector to take advantage of the opportunities presented by the
CBI. The dollars will be used to assist in financing imports from the United
States while local currency generated by the program will finance the creation
or expansion of productive enterprises as well as support high priority
development projects, especially in the areas of industrial and agricultural
production. The high level of $112.5 million in total resources for this
purpose to be made available in FY 1984 responds to the serious crisis facing
the Honduran economy at present. The $75 million in ESF requested for FY 1985
will continue this effort while further encouraging the GOH to undertake the
structural reforms needed for sustained recovery and development.

A.I.D. also requests an additional $4 million in P.L. 480 Title I in FY 1984
and $15.1 million in FY 1985. P.L. 480 Title I will supplement ESF
stabilization assistance by financing wheat imports. CCC credits totaling
around $10 million in FY 1985 to import food will complete this stabilization
package. Local currency generated under P.L. 480 Title I agreements will be
used to complement other GOH and A.I.D. resources for the expansion of
productive activities, such as irrigation, which will generate jobs and
promote growth.

B. Economic Growth

Consistent with the Bipartisan- Commission recommendations, A.I.D. will support
a geries of interrelated activities designed to promote economic recovery and
growth in ways which will support a broader distribution of the benefits of
growth. These activities are mainly in the areas of agricultural development,
export promotion, and small business development. Funding requirements, as
discussed below, include (a) $10.25 million in FY 1985 under the Agriculture,
Rural Development, and Nutrition (ARDN) account; and (b) an additional
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$600,000 in FY 1984 and a total of $5 million under the Selected Development
Activity (SDA) account.

In agricultural development, A.I.D. seeks (a) to broaden land ownership
through the purchase and sale of land and the securing of ownership rights,
(b} to increase access to technological advice and inputs, including credit,
(¢) to increase access to markets, especially for nontraditional exports, and
(d) to provide viable economic alternatives for small farmers faced with
determining sound natural resource use patterns. A.I.D is currently
supporting activities which focus on institutional development, human resource
development and improvement of delivery systems. The types of activities
being financed include training, higher agricultural education, assistance to
agricultural cooperatives, small-scale rural infrastructure, small landholder
titling, export promotion, livestock and ferestry development, research and
extension, and credit. This comprehensive program can be accelerated with the
availability of additional resources.

To achieve these objectives, A.I.D. will use local currencies generated under
ESF and P.L., 480 Title I agreements in addition to $5.25 million requested in
FY 1983 under the ARDN account. Local currency and the FY 1985 funds will be
used to finance ongoing activities and to start new activities in research,
credit, marketing, watershed and forestry development, and small-scale rural
infragtructure such as access roads, storage, soil management and irrigation.
By 1990, the total program is expected (a) to provide land and/or secure
ownership rights to 75,000 families, (b) to provide 300,000 small farm
families with increased access to technological advice and inputs, (c) to
increase the value of nontraditional exports from $130 million to $300
million, and (d) to improve resource management on 1,500,000 acres of land.

In the area of export promotion, A.I.D. requests $5.0 million in FY 1985 under
the ARDN account to support activities in:

-- export development. A.I.D. will support training of Ministry of Economy
staff and economic attaches abroad; promotion of Honduran products and
investments; Honduran participation in international trade fairs; and
strengthening of a local private organization to assist Honduran exporters
with training, market investigations, and technical assistance in the
design, production, and marketing of nontraditional products; and

-- agricultural and artisanry exports. A.I.D. will support activities to
expand production of promising crops (e.g. winter vegetables) by providing
technical assistance and training and specialized assistance to artisanry
producers, a small but potentially highly profitable, labor-intensive
industry.

By 1989, the A.I.D. assistance in export promotion is expected to contribute
to a vearly gross domestic product growth rate of about 5% and the generation
of around 17,000 jobs.

These export promotion activities will be complemented with resources from a
Trade Credit Insurance Program starting in FY 1984. The program is expected
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to induce private U.S. banks to increase their lending for short-term trade
credit to the private sector in Honduras. A gignificant increase in
production, particularly for exports, is expected to result. By the end of
FY 1985, the portfolio of insurance is expected to reach a level of about $100
million aund would remain at the $100-$150 million level through FY 1987.

In the area of small business development, A.I.D. seeks to help small
entrepreneurs in Honduras expand production through credits for investmentsg in
fixed plant and equipment and for working capital. This financing will be
provided by a private financing firm in concert with commercial banks. An
estimated 20,000 small businessmen are expected to benefit from this support.
A.I.D. requests an additional $600,000 in FY 1984 and $5 million in FY 1985
under the SDA account for this purpose.

C. Broadening the Benefits of Growth

A.I.D. is supporting GOH and private efforts to expand the availability of
basic services for the poor, especially in education and health, and to slow
the pace of population growth. A.I.D. requests an additional $7.4 million in
DA in FY 1984, a total of $29.75 million in DA in FY 1985, and $3.9 million in
P.L. 480 Title II in 1985 to achieve objectives in these areas.

1. Population Planning ($238,000 FY 1984 Supplemental and $2.4 million in
FY 1985). A.I.D. will increase its support to family planning activities
through PVOs and the GOH Ministry of Health. The additiopal FY 1984 request
of $238,000 will be used to increase contraceptive prevaleace to 32% in 1984,
adding 20,000 new users. The FY 1985 funds of $2.4 million will be used to
further increase the prevalance rate to 34% in 1985 with an additional 20,000
users. The total number of new contraceptive users is expected to reach
320,000 by 1989.

2. Health ($5 million in FY 1984 Supplemental and $10.1 million in FY
1985). A.I.D. seeks to reduce mortality and morbidity among infants and
children and the rate of disease and disability in the labor force. A.I.D. is
currently supporting major institution-building activities with the Ministry
of Health to improve and expand primary health-care services,
vector-borne-disease control programs and access to potable water. By 1990,
the current program, together with activities outlined below, are expected (a)
to reduce infant mortality from 88 to 60 per 1,000, (b) to increase life
expectancy from 58 to 62 years, (¢) to increase access to potable water from
60% to 85% of the urban population and 50% to 70% of the rural population, and
(d) to reduce the number of malaria cases by at least 50%.

The additional $5 million proposed for FY 1984 will accelerate and expand
activities already under way under the Health Sector I project (522-0153),
particularly by providing technical assistance to improve the planning and
management capability of the Ministry of Health, extending the current mass
media oral rehydration program, providing cold chain equipment and training
for the immunization program, supporting operations research and pesticides
for the malaria control program, and training for management, clinical and
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public health personnel to undertake these activities. In addition, the fuands
would permit A.I.D. to support an expansion of the nutritiomal impact of
supplementary, emergency and refugee feeding programs being carried out by
PVOs.

The $10.1 million sought for FY 1985 would support technical assistance and
training activities to improve and expand primary health-care services and to
strengthen the management and planning capabilities of the Ministry of

Health. Disease control activities--diarrheal disease control, lmmunization,
and malaria control programs—-will be expanded. Support for these activities
will include technical assistance, equipment and supplies, and training.

These programs will complement proposed regional activities in oral
rehydration, immunization and vector-borne disease control. Support for PVOs’
nutritional activities will be expanded. New initiatives also will be
undertaken, including the elaboration of cost-control strategies in the public
sector, formilation of an essential drugs policy and program, and conduct of
feasibility studies for alternative financing mechanisms for curative and
preventive health services. Finally, a large share of the resources would be
used for expansion of the rural water and sanitation program.

3. P.L. 480. P.L. 480 Title II will be provided to selected groups in urban
and rural areas where the incidence of malnutrition is the highest and risk of
permanent damage is the greatest. FY 1985 Title II assistance will total
about §3.9 millien.

4. Education and Human Resources (§1.162 million Supplemental request;
$11.245 million in FY 1985). A.I.D. seeks to support the GOH in its efforts
to improve the availability and quality of education and training
opportunities at all levels. The additional resources of $1.162 million in
FY 1984 and $11.245 million in FY 1985 will be used to carry out educational
reform at the primary, secondary, and adult levels. The preogram will include
support for infrastructure improvement, curriculum development, textbook
distribution, and teacher training in the public sector and the expansion of
skills training to meet the needs of the private sector and management
training for small- and medium-sized private sector enterprises, It will
strengthen key Honduran universities in those faculties and programs having
direct impact on development and will increase the availability of educational
and technical books and journals for key counterpart agencies and
institutions. The activities will be supplemented with modest assistance to
improve the management of the public sector in key development fields and the
managerial capabilities of small businesses. The International Executive
Service Corps 1s expected to play a key role in this effort.

A.I.D. will work in concert with USIA in carrying out a new scholarship
program under which USIA will promote primarily long-term academic exchanges
of upwardly mobile students with potential to achieve leadership in
educational, cultural and civic affairs while A.I.D. establishes short- and
long-term U.S. training programs in critical development needs including
science and technology, energy, environment, institution building and the
private sector. Assistance also will be provided in the areas of literacy and

117



teacher training through the new literacy and teacher corps program to be
carried out in concert with the Peace Corps. These education programs respond
to a major recommendation of the Bipartisan Commission.

5. Housing and Social Infrastructure. A.I.D. requests an additional $1.0
million in FY 1984 and a total of $6.005 million in FY 1985 under the Selected
Development Activities account to finance Bipartisan Commission
recommendations on housing and infrastructure. The A.I.D. program will help
the GOH meet the needs of the burgeoning urban populations for low-cost
shelter solutions, expand the availability of necessary infrastructure to the
rural areas, provide essential infrastructure to permit efficient private
sector development, and help alleviate the problem of unemployment and
underemployment by utilizing labor intensive construction techniques,

In FY 1985, A.I.D. will start a new HG program (310.0 milliou) to help the
Social Housing Fund finance low-cost shelter sclutions for low-income Honduran
families. Technical assistance to the Fund will alsoc be provided. Also, in
FY 1985, a new project will be initiated, utilizing labor-intensive
techniques, to construct the essential infrastructure needed to permit
efficient private sector development. It will include both housing and free
zone areas and industrial parks.

Funding requirements for Program Development and Support and PVO activities
are 1lncluded under the various functional accounts.

D. Democratic Institutions and Human Rights

Assistance will be provided in the areas of judicial reform and democratic
institutions through regional programs. In the area of judicial reforws,
A.I1.D. will provide technical assistance, training, and material resources to
strengthen the capacity of the courts, prosecutors, investigative agencies,
public defenders, justice ministers, and law schools. This assistance is
expected to further increase awareness at all levels of Honduran society for
the rule of law and human rights. In the area of democratic institutions,
A.I.D. will emphasize leadership training for Hondurans who are expected to
play a dominant role in the country's political development, primarily through
the scholarship program to be carried out by the U.S.I.A.
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FY 85
COUNTRY: (525) PANAMA
*BASIC DATA®
;6;::—;6;G::TION.. (THOUSANDS,MID 1983) 2,058
PER CAPITA GNPesessssess (DOLLARS,1981} 1,210
ANNUAL PER CAPITA REAL GNP GROWTH RATE.., (1970-81) 1.1%

ANNUAL RATE OF INFLATION (1970-81) 7.6%
NATIONAL INCOME RECEIVED BY LOW ZOZ OF POPULATION,.{1970C)

LIFE EXPECTANCY AT BIRTHs IN YEARS

2.0%

CP ECONOMIC AND SOCIAL DATA

*FOREIGN TRADE*

MAJOR EXPORTS+es

EXPORTS TO U.S.
(3 MILLIONS, US, FOB) (1980}
AS £ OF TOTAL EXPORTS (1980)

173 (1981)
46% (1981}

MAJOR IMPORTSseeefl981) MANUFACTURES ,CRUDE OIL

IMPORTS FROM U.S.
($ MILLIONS, US, CIF) {1980} 4389 (1981}
AS ¥ OF TOTAL IMPORTS (1980) 37% (1981)

(1981) PETROLEUM BANANAS 4SUGAR

167

536

11982)
49T (1982)

11982)
37T (1982}

146
42%

+ TRANSPORT EQFPT

6588
47%

492
143%

2.1%
56%
26

60,63

4.1%

23

104%

T9%

11322
70.0%
18.53%3

8.5%

{1982} TOTAL 71.0 MALE 59,0 FEMALE 73.0
(1970) TOTAL 6641 MALE 64.6 FEMALE 6T.8 TRADE BALANCE{$ MILLIONS, U.S.){1980) -059{81) ~1+115(B2)=1,4114
ADULT LITERACY RATE (1980) TOTAL B5% MALE 85% FEMALE B84% TRADING PARTNERS: UNITED STATES +ECUADOR ,VENE2UELA
———— e ——— EXTERNAL PUBLIC DEBT AS % OF GNP (1981) 79.62
*AGRYCUL TURE*
————————— SERVICE PAYMENTS ON EXTERNAL PUBLIC DEBY,
ANNUAL PER CAPITA AGRICULTURAL PRODUCTION GROWTH RATE ($ MILLIONS; UsSe)ecessossssncsnnsscacscnsnsacass (1981}
(1973=-1982) =0.1% AS X OF EXPORT EARNINGS (DEBY SERVICE RATIOl.... (1981}
AGRICULTUKAL PRODUCTION AS % OF GOPsavsasceccessen{1978) lo% *SOCIAL DATAs
POPULATION DENSITY / SQ MI OF AGRICULTURAL LAND (1979 268 POPULATION GROWTH RATE.»+(1970) 2.7% (1978) (1983)
POPULATION IN LRBAN AREAS.ceewrvaven {1970} {1982)
MAJOR CROP(S) ARABLE LAND YEAR LIVE BIRTHS PER 1,000 POPULATIONG«+s.(1970) (1983)
SUBSYISTENCE: CORN +BEANS-DRY ,RICE 413 11982)
CASH: RAW SUGAR ,BANANAS ,COFFEE 21% (1982} MARRIED WOMEN AGED 15-44 YRS, USING CONTRACEPTION, 11979)
MAJOR AGRICULTURAL EXPORTS:({1982) BANANAS ,RAW SUGAR . POPULATION (1980} IN AGE GROUPR:
{0-14YRS)} 40.1% (15-54YRS) S55.B% 165+ YRS)
MAJDOR AGRICULTURAL IMPORTS:(1982) WHEAT ,CORN
INFANT DEATHS IN FIRST YR OF LIFE PER 1000 LIVE BIRTHS (1983)
PROPARTION OF LABOR FARCE IN AGRICULTURE sssesess {1980} 272
- -_— -— PEOPLE PER PHYSICIAN.:cacessavsansses (1977) 1,223
*CENTRAL GOVERNMENT FINANCES®
— - MA JOR CAUSES OF
TOTAL REVENUES AND GRANTS (3% MILLIONS, U.S.) DISEASE (1979) GONORRHEA sMEASLES +FLU & PNEUMONIA
(1977) bee (78) 598 (19) 681 ODEATH., (1975) PFRINATAL DES. +CANCER ,
TOTAL EXPENDITURES AND NET LENDING (% MILLIONS, U,5.)
(1977} 665 (781} 757 (79} 1,04% PER CAPITA CALORIE SUPPLY AS A % OF REQUIREMENTS.. 11976}
DEFICIT{=) OR SURPLUS ($ MILLIONS, U.S.)
{1977} =119 (78} =160 (79) =368 POPULATION WITH REASONABLE ACCESS TO SAFE WATER SUPPLY{1976)
DEFENSE EXPEND ITURFES,
AS % OF TOTAL EXPENDITUKES.. { o) « L1 ) « T o) « T TOTAL SCHOOL ENROLIMENT AS T OF POPULATION 1N AGE GRODUP:
AS % OF GNPssssssscscaseeass | .) « Xt .) « T U W) e« T PRIMARY . sueseeass L1979} TOTAL 1152 MALE 1184 FEMALE
SECONDARY s 4uaeae {1979) TOTAL 66.02% MALE 62.0% FEMALE
OFFICIAL INTERNATIONAL RESERVESs GROSS HOLDINGS END OF PERIGD, POST SECONDARY.. (1977) TOTAL 17.5% MALE 16.5% FEMALE
($MILLIONS, UesS.) {1980) 121 (81} 120 (82} 101
EQUIVALENT TO Q.8 MONTHS OF IMPORTS (1982) ENERGY PRODUCTION AS % OF CONSUMPTION::esecsacsnsat1981)
124
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U.5. OVERSEAS LOANS AND GRANTS — OBLIGATIONS AND LOAN AUTHORIZATIONS

fU.5. Fiscal Yoars — Millians of Dolars)

ECONDMIC PROGRAMS OF ALL DONOAR
(Mithicns of Dollars}

COUNTRY PANAMA A ASEISTANCE FAOM INTERNATIONAL AGENCIES — COMMITMENTS
TOTAL LESS
TOTAL REPAY. EY 1961 FY 1962 EY 1989  EY 194683
FOREIGN ASSISTANCE ACT PERIOD LOANS AND [MENTS AND u:,f;;:m ToTMeuvausne 745 12649 137.1  1104.7
PROGRAM c;‘mrzs INTEREST | “wrenest | 18R “5.9 2h.b 85.0 470.6
IFC 0.0 0.0 0.0 5.3
1978 1a7e j 1980 o 1082 el o 3.0 0.0 0.0 0.0
Io3 28.5 9.0 52.0 595.3
. ECONOWIC ASSISTAMCE - TOTAL .. ......... 25.1 21.2 2.3 10.6 13,0 452.0 85.3  366.7 P e 32 2.9 29
Coans .« o e 23.0 1542 - bate 3.1 251.58 85.3 166,35 uNae s 1.5 0.0 26.1
GrnD . ..o e 3.1 5.2 2.2 4.2 4e9 200.4 - 200.4 OT4ER=UN J:a aon 0:1 b
2. ALD. and Pradeoessor Ageueies . . . .. ... ... 2t.3 19,7 1.9 3.7 1.7 316.2 72.56 24346 EEC 2.0 0.0 0.0 2.0
Loams . ... 2.0 16.0 - Gah 1.1 238.7 72.6 166.1
O vmanibong 1.3 3.7 1.2 2.3 3.6 7.5 T T & BILATERAL OFFICIAL DEVELOMMENT ASSISTANCE
{Econamic Support Fundl ... ... ... - - - - - 27.0
. AL COUNTRIES (Grom Dishursements)
3 Food forPesca (PLABD) ... .. ............ 1.3 1.1 1.1 1.9 1.3 25.2 - 25.2 !
Lﬂlﬂl . .. - - - - - : - - -
Gan .o B R 1.3 Ta1 1.2 1.9 1.3 25.2 - 25.2 [PANAMA CY 1981 CY 1982 CY 1978-82
Title | - Towi Sales Agreemeng ..., ... ... - - - - - - - -
Rapaysble in US. Dollars - Loams . ... .. ... .. - - - - - - - - United States 15.0 21.0 50.0
Payshle in Formgn Curemncy - Planned for Country U . - - - - - - - - Japan 5.3 4.4 12.9
Twell - TowlGang . .................. 1.3 1.1 1.7 1.9 1.3 2%.2 - 25.2 Germany Fed. Rep. 0.8 Q.5 3.7
Emeryg. Ralitf, Econ. Develop. & World Food Program - * 0.1 - * Je2 - 0.2 Netherlarkis 0.5 0.7 2.2
Votuntary Relis! Ageacies . .. ... ......... 1.3 1.1 Q.9 1.% 1.% 25.0 - 25420 Canada 0.4 0.7 1.1
Cther 0.5 0.3 2.0
€. Other Econgmic Assistaner ... . ... ... .. 345 3.2 . * * 113.0 12.7 97.9 Total 23.5 27.6 111.9
Loams ., . . . .. . ... . ... .. - - - - - 12,9 12.7 J.2
Grants . . . . . . . . . ... ... 7.5 3.2 * * * §7.7 - 97.7
Peace Corps . . . . . . . . . . ... .. - - - - - 4.9 - bu% 2. QREL COUNTRIES (Grom Disburssments)
Nareoties . . . . . . . ... ... - 2.1 - - - 0.1 - 0.1
Other . . . . . . . . . J.5 Je1 « * * 0.4 - 0.8
1. MILITARY ASSISTANCE -TOTAL .. .......... 3.5 o4 G.3 Des 5.4 22.7 3a3 17.7
Conditrarboans ... ................... n iad T - 5.0 8.5 3.3 5.5
BOans ..o 35 Jab 3.2 Jed 0.4 12.2 = 12.2
LOMAPGRANG . .. ..o * . * - et b.8 - bal
b. Cradit Financing- FM5 . . . ... ............ - 1.7 - - 3.0 3.5 3.3 5.5
£. Mikitary Assistenca Sarvice-Funded (MASF) Grants . . 1.3 ok 0.3 de4 J.4 3.9 - 5.9
d, Tramsfen from Exvess Stckd . . . .. . .. e - - - - - 1.7 - 1.7 C. LOANS AND GRANTS EXTENDED BY COMMUNIST COUNTRIES
e OtherGresnn . .. ... = - - - - - - -
1), TOTAL ECONOMIC AND MILITARY ASSISTANCE . . 23,6 22« é 2.3 11.3 Td.4 47247 38.3 336.4 CY 1981 CY 1982 CY 1954-82
KoM oo e 22,0 17.) - 5. 131 2821 8B.3 171.8
Grans 3.6 5.5 2.3 4.6 5.3 212,46 - 212.5%
USSR - - -
""""""""""""" R il A bt kbt Eastern Europe - - 5
Othver 1.5, Goversment Loans o Gesnts . . ... ... ... = 1.7 = - - 137.6 15943 29.7- China - - -
a. Export-ImportBank Loans . .. .. ........... - 3.0 - = - 136.1 157,79 2t.8- Total 5
b. All Other Losm - Ju1 - - - 1.5 Tat 0.1

« _253 THAN $3J.033,
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PANAMA

PROGRAM SUMMARY
{in thousands of doflars)

Agriculture,

Education o
Fiscal Rural Population nd Human!  Selected ther
tsca Total Development Plpu . Health | Resources [Development Programs
Year and anning Develop- Activities
Nutrition ment ESF Other
1983
Loans 3, 773 _— - - - 3,773 _— -
Grants | 2,457 600 213 - 589 1,055 - -
Total| 6,230 600 213 — 589 4,828 - -
1984
Loans | 5,000 1,500 - - 2,000 1,500 - -
Grants| 6,000 2,550 350 — 710 | 2,390 - -
Suppl.i34,200 — 200 - 600 3,400 30,000 -
arl45.200 4,050 550 — | 3,310 | 7290 | 30l000 —
1985
Loans | 3,000 - —_— — - 3,000 - -
Grants | 36, 800 5,380 1,300 —_ 7,020 3,100 20,000 -
Totat |39, 800 5,380 1,300 - 71,020 6,100 20,000 —
FY 1985

PROGRAM HIGHLIGHTS

—-=530 million in FY 1984 and $20 million in FY 1985 of ESF to support
economic policy adjustments and economic stabilization.

--%5 million for small business development.

-=$4 million for development policy management to strengthen GOP capacity.
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Panama

RESOURCE FLOWS
{In thousands of dollars)

Fy 1983 Fy 1984 Fy 1985
Program {Actual) {Estimated) {Proposed)
Ad*
Loans 8,013 17,214 14,646
Grants 2,494 37,019 32,076
Total AID 10,507 54,233 46,722
p.L. ag80"**
Title | - - -
{ef which Title {1l is) { - } { - { -
 Tide ll 1,046 1,322 488
Total P.L. 480 1,046 1,322 488
Total AID and P.L. 480 11,553 55,555 47,210
*AID levels represent actual and estimated expenditures.
**p | . 480 levels represent actual and estimated value of shipments.
PERSONNEL/PARTICIPANTS DATA
Category FY 1983 F‘Y 1984 Fy 1985
{ Actual} {Estimated) (Proposed)
AID Personnel ¢
Direct Hire b 17 22 23
PASAL 1 2 2
Contract 1 3 3
Total 19 : 27 28
Participants &
Nancontract 74 73 86
Contract — — -
Total 74 73 86
31 8. nationals on duty at the end of the fiscal year.
brpy 1984  ang 1985  position levels
CParticipating agency technicians.
@Programmed during the fiscal year.
Fy 1983 Fy 1984 Fy 1985
Pragram (Actual} { Estimated) {Proposed)
MT : $ MT $ MT $
Title |
Wheat - - - e - -
Rice - - - - - -
Feedgrains - - - - - -
Vegoil i - - - - -
Non-food - < - R - S -
Title | Total - —_ —
(of which_Title 111 is) \\\\\\ (=—) \\&\ ( —- \\\\ —
Title 11 \ s \
Voluntary Agencies 995 \ 943 —
World Food Programs 51 379 103
Gov't-to-Gov't & — & — & 385
Title 11 Total NN 066 RNNONNNY 1,322 ARNWODNNNY 488
Total P.L. 480 RO 046~ NONNNNNY 15322 DNSNNNNNT 488
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PANAMA

Overview and Strategy

A. Introduction and Objectives

As the site of a major interoceanic canal through which passes much of our
external trade, Panama is of great strategic importance to the United States.
Our military bases there help protect these strategic interests. U.S.
economic interests in Panama are also strong: U.S. private investment in the
country is the third largest in Latin America--greater than that in the
neighboring Central American countries combined.,

Panama has been significantly affected by the political and social turmoil in
Central America. Refugees from political violence, as well as those seeking a
safe haven for their economic assets, have thus far found it a secure place to
settle. But a worsening of political conditions in Central America and the
coming to power of additional regimes hostile to ocur interests would seriously
damage Panama's relative tranquility and pose a significant threat to U.S.
interests. Recognizing the external danger to its security, Panama has joined
with other Caribbean Basin nations =~ Mexice, Colombia, and Venezuela--to seek
a peaceful solution to the conflicts in which Central America is now embroiled.

A favorable outcome of our ongoing economic and security assistance programs
in the Central American region may depend on some early signs of success.
Panama, 1f supported in and held to its emerging economic program, is the most
likely candidate for providing such a success story. Moreover, cur support
would demonstrate to the other nations of the region the validity of, and
benefits derived from, a market—oriented, private-sector approach to growth
with equity.

Panama is scheduled to complete the process of transition from a military to a
democratically elected, representative government with elections in May 1984.
The new government is unlikely to be extremist, and if it demonstrates
reasonable competence in dealing with important domestic and internatiomal
concerns, should be able to govern peacefully. The most evident potential
threat to political stability following the elections is the prospect of
increasing unemployment. Continuation of the current economic recession and a
public perception that the government is somehow responsible for the country's
economic difficulties or is not doing enough to resolve them could set the
stage for social unrest and possible renewed intercession by the military.

Our objectives in Panama, therefore, are to assist the government in (1)
attaining economic stabilization in 1984-1985, (2) implementing a series of
policy reforms to achieve the structural adjustment needed for a resumption
of sustained economic growth, (3) preserving the high degree of equity
achieved during the last 15 years, and (4) furthering the process of
democratization.
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B. Development Per formance and Problems

Between 1968 and 1973, Panama's gross domestic product (GDP) grew at am annual
rate of 7.3% and basic needs indicators showed significant improvements,
suggesting that Panama had devised a successful growth-with-equity model.
After 1973, however, a combination of external events and internal policy
changes began to call into question the long-rum viability of the approach.
Sharply rising world petroleum prices, international inflation and recession,
and the Panama Canal Treaty negotiations introduced greater risk and
uncertainty into economic decision-making, and Canal-related activities were
affected by the world recession. Private sector confidence was eroded by
increased government regulation, particularly a highly restrictive labor code
and price and rent controls, government acquisition or creation of a number of
directly productive enterprises, a rapid increase in public sector employment
(80% of new jobs created), and overall policy statements perceived to be
anti-private enterprise. These internal and external factors combined to
produce a drop in private investment between 1973 and 1977, a slowing of
economic growth, and a sharply rising public sector deficit financed largely
by foreign debt, which reached nearly 80% of the GDP by the end of the decade.

The domestic political environment improved significantly after 1977, as the
terms of the Canal Treaties were agreed upon and then ratified. The budget
deficit was substantially reduced under stabilization programs supported by
the International Monetary Fund (IMF), and private investment was encouraged
through export, investment, and employment incentives. Construction and
service activities grew rapidly, but agriculture and industry were still
adversely affected by the policy and institutional environment. Furthermore,
by 1982, Panama was feeling the impact of the most recent world recession, as
tourism and free zone activities declined significantly. Real private
investment fell after completion of the trans-isthmian oil pipeline.
Political pressures, emanating partly from the uncertainties caused by General
Torrijos' accidental death, resulted in compensating increases in public
investment, much of it financed through additional external borrowing. The
GDP grew by only 2% in 1982 and fell by an estimated 2.8% in 1983.

The erratic performance of the Panamanian economy between 1973 and 1983
resulted in an average annual GDP growth rate of 3.7%, well below earlier
achievements. Nevertheless, continued progress was made in important aspects
of social development: life expectancy reached 71 years; the infant mortality
rate fell to 21 per thousand, the secondary enrollment ratio rose to 65%, and
income distribution became more equitable. These gains, however, were
financed through external borrowing at a rate that was unsustainable. By the
end of 1983, the public external debt had reached $3.4 billion, and interest
payments on this debt absorbed 8.5% of the GDP in 1982.

In the near term, Panama's ability to minimize the decline in its ability to
maintain social services and the state of its infrastructure is threatened not
only by limited access to external capital and other aspects of the current
economic crisis, but also by the poor outlook during the 1980s for two of its
principal commodity exports, bananas and sugar. Moreover, international
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banking and export services have reached almost full wmaturity and are no
longer likely to be the sources of major additional growth in the years

ahead. Future economic growth will thus depend heavily on Panama's ability to
diversify its export base, particularly in manufactured products but also in
agriculture and fisheries.

The next immediate need is the completion of a stabilization program adopted
during the first half of 1983 and supported by an 1l8-month IMF standby
arrangement for $158 million, approved in June 1983 along with another $62
million under the IMF's compensatory financing facility., The standby
agreement calls for a reduction in the public sector deficit from 11% of the
GDP in 1982 to 6% in 1983 and 5.5% in 1984. Continued improvement of public
sector finances is also one of the objectives of a comprehensive economic
reform program supported by a World Bank Structural Adjustment Loan of $60.2
million and a related technical assistance loan of $5 million approved in
Novewber 1983. A.I.D. has been significantly iovolved in the policy dialogue
process which led to approval of the World Bank loan.

Once stabilization is achieved, a return to rapid and sustained economic
growth is essential for alleviating Panama's serious and growing unemployment
problem. The official unemployment rate was 8.9Z in 1982, and preliminary
data suggest that it rose to 11.6% in 1983; a broader definition would put it
higher. Given the prospects for relatively slow economic growth in the medium
term, the unemployment rate will rise further unless structural reforms
favoring more labor-intensive economic growth are adopted. A sound
macroeconomic policy that encourages labor-intensive production in both
domestic and export-oriented activities would be the most effective means of
dealing with this growing social problem,

C. Strategy and Policy Agenda

Our strategy in Panama is (1) to assist the government in completing its
stabilization program; (2) to stimulate rapid and sustained economic growth by
encouraging the government to carry out policy reforms and by providing
financing to the private sector; (3) to assist the government in maintaining
and ultimately expanding its social services, already widely distributed,
through management improvements and selected financial assistance,
particularly for housing; and (4) to encourage the consolidation of the
process of demcratization, of which the May 1984 elections are am important
element .

1. Stabilization. Completion of the stabilization program adopted in 1983
will be a major challenge facing the new government to be elected in May

1984, If it meets this challenge, the fiscal constraints of the program,
coumbined with the slow recovery of the international economy, are expected to
result in zero growth of the GDP in 1984, after which a resumption of positive
economic growth is expected. Economic Support Fund assistance in 1984 will be
conditioned on continued compliance with the terms of the Government of
Panama's (Q0P's) standby arrangement with the IMF.
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2. Growth in the Productive Sectors. The GOP has committed itself to a
development strategy of employment generation through greater reliance on
market forces to stimulate private production, especially for export
diversification. Public investment under this strategy would be concentrated
in areas supportive of directly productive private-sector activities. The GOP
has already undertaken a nuwber of policy measures, including divestiture of
public enterprises; freeing of export restrictions on, or prices of, several
commodities; substitution of ad valorem tariffs for import quotas on many
commodities; and establishment of a National Investment Council to promote
private investment in productive enterprises. Other policy measures designed
to liberslize the economy are being identified in a series of policy studies
financed by the World Bank under a technical assistance loan approved in
November 1983, as well as by A.I.D. These studies will expand and make more
specific the agenda for A.I.D.'s policy dialogue with the GOP over the short
and medium term. The agenda includes the following topics:

== Public Sector Efficiency. Policy dialogue would include reform of the
Customs Administration, disposal of unprofitable public enterprises,
restructuring of the capital of the National Finance Corpeoration and
reform of its management, strengthening of the health system and the
Social Security Agency, tax reform, and price policy reforms by public
utilities.

-~ Industrial Policy, Trade Liberalization and Employment. Policy dialogue
will focus on the issuance of a new industrial incentives law, the linking
of simplified export incentives to employment, removal of most remaining
import quotas, dismantling of price controls on industrial products,
reduction of tariff protection to a more uniform level, and changes in
provisions of the labor code.

—— Agricultural Policies. The negotiating agenda will include policies which
would eliminate restrictions on the export of fishmeal, further reduce
agricultural support prices and freeing other agricultural prices, reform
and strengthen agricultural sector institutions and improve coordination
among them, reduce the state's role in direct agricultural production, and
provide additional incentives to agricultural producers and processors.

3. Spreading the Benefits of Growth, Apart from technical assistance to
improve the management and administration of social services, our strategy for
supporting the equity objective will concentrate on assistance for shelter
improvement under the Housing Guaranty (HG) program, in line with a
recommendation of the Bipartisan Commission. Our agenda for policy dialogue
in the housing area includes restructuring of the National Mortgage Bank to
allow it to operate as an autonomous financial institution; elimination of
regulations on deposit and lending interest rates for the savings and loan
system; strengthening of the Ministry of Housing to allow it to function as
the leading institution in urban planning; and elimination of the recently
established (.5% tax on loans, the proceeds of which are being used to
subsidize interest rates on housing loans.
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A.I.D. Program (FY 1983 and FY 1984)

A. Bmployment

During FY 1983, the A.I.D. program continued to focus on stimulating policy
reforms, private sector growth and increasing employment. A.IL.D. assisted the
GOP with a series of economic studies for a major reorientation of GOP
investment and development policies and financed a seminar for QP and private
sector representatives to discuss development needs and projects. These
efforts were reinforced by the 34 million Mational Investment Council
(525-0239) project to stimulate private investment and to provide ‘'one-stop"
investor services to prospective investors. A.L.D. also assisted two
voluntary agencies in providing managerial and employment-related training to
300 small entrepreneurs and women. An evaluation of the small business
components of two previously authorized projects resulted in improved project
efficiencies and long overdue increases in credit fund interest rates. During
FY 1984, the Economic Policy Studies (525-0253) project will extend earlier
assistance to the Ministry of Planning. The $6.5 million Small Business
Development (525-0240) project will provide credit to small-scale,
labor-intensive enterprises, and the $6 million Work Force Development
{525-0214) project will establish a mechanism for providing needed skills
training to Panama's labor force. Activities under the previcusly funded
Employment Planning and Generation (525-0221) project are expected to generate
the last tranche of 1,000 new jobs.

B. égriculture

During FY 1983, A.I.D. concentrated on the implementation of almost $40
million in previously authorized activities iIn Agricultural Technology
Development (525-0100) and Technology Transfer (525-0227), Watershed
Management (525-0191), Integrated Rural Development (525-0186) and Rural
Access Road Comstruction (525-0192) which collectively are focusing on some of
the agricultural sector's key development constraints. A.I.D. also
participated in reviewing the terms of reference for a series of comprehensive
World Bank-financed agricultural sector studies to explore approaches for
reducing GOP involvement in the sector and for redirecting sector policies and
supporting services and institutions to private sector needs. These studies,
which are expected to get under way in mid-1984, will provide the policy
framework for the 3$1 million FY 1984 Agriculture Management and Planning
(525-0247) project. Initially, this projeect will furnish the technical
planning and management expertise that is needed to reorient sectoral policies
and programs in the directions suggested by the World Bank studies. A.I.D.
also will provide $500,000 to a consortium of U.S. voluntary agencies to
assist in strengthening the Panamanian National Environmental Foundation which
in turn will mount and support a sustained nationwide education program to
protect Panama's rapidly diminishing natural resources. FY 1984 also will
witness the completion of the Agriculture Technology Development (525-0100),
Rural Access Roads (525-0192), and Managed Fish Production (525-0216) projects
which collectively have done much to develop country and crop-specific
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production systems, to improve farm-to-market access, and to explore the
feasibility of utilizing fresh-water fish production to meet the basic protein
needs of Panama's rural population.

C. Housing and Urban Development

During FY 1983, the $25 million A.I.D. HG program provided 3,686 dwellings for
poorer Panamanians. As a result of A.I.D.'s policy dialogue with the (QP, the
National Mortgage Bank is being reorganized as an autonomous financial
institution. This will contribute to the development of a sounder financial
structure, a stronger savings and loan system, and expanded housing
construction at reduced per unit cost. A complementary grant of $250,000 in
FY 1984 will provide technical assistance and training to the reorganized
mortgage bank. The A.I.D. housing program is expected to provide low-income
Panamanians with an additional 4,900 shelter sclutions during FY 1984.

D. Other Activities,

The A.I.D. population planning program has been instrumental in reducing
Panama's population growth from 3.3% in 1962 to 2.3% in 1983. This has helped
to educate other nations in the region to the potential of using family
planning assistance to bring about a greater balance between population and
resources. A comprehensive FY 1983 evaluation of the Population II {525-0204)
pro ject identified the need for providing appropriate family planning
assistance after A.I.D. support is concluded in FY 1985. 1In the interim,
A.1.D. and the GOP are exploring approaches for improving the efficiency and
effectiveness of government family planning services.

The $1.8 million Alternative Energy Sources (525-0207) project will be
completed in FY 1984, having completed five small hydro-electric
installations, six solar energy and bio-gas demonstration projects, and 4l
feasibility studies. The project has given the state-owned power authority an
awvareness and capability in the field of renewable and alternative energy
sources as well as a plan for their continuing exploitation.

FY 1984 Supplemental Request and Requested Year Program (FY 1985)

This supplemental FY 1984 and FY 1985 program request will enable A.I.D. to
support the first elected Panamanian government in 16 years as it confronts
the challenges of implementing the World Bank's structural adjustment program
under conditions of high unemployment and severe financial constraints.

In FY 1984, A.I.D. requests $30 million in ESF and $4.2 million in Development
Assistance (DA). For FY 1985, the request is for $20 million in ESF and
$19.8 million in DA. These levels, complemented by guarantees under a new
trade credit program, will contribute to the economic stabilization efforts,
long-term economic growth, equity and democratization goals described above.
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A. Promoting Economic Stabilization

We propose $29 willion in FY 1984 and $20 million in FY 1985 in ESF to assist
Panama's economic stabilization. The dollars will be used to assist the GOP
to finance imports of raw materials, spare parts and intermediate goods needed
to boost industrial production, particularly for export. Local currencies
will be used for credit to the private sector, reforestation and other
conservation measures with high employment potential, and for other priority
development needs.

B. Economic Growth (Supplemental SDA funding of $3.4 million in FY 1984 and
$7.1 million in FY 1985 ).

To address the severe unemployment problem, we will support the GOP's policy
of stimulating the private sector. This will include the Development Policy
Planning project (525-0250) in FY 1985 which will be designed to strengthen
the GOP policy planning and monitoring ability and improve its capability to
devise productive private sector investment incentives and appropriate
policies. In FY 1985 we also propose to initiate an Export Promotion project
emphasizing agroindustrial products. The project will support agricultural
sector policy studies; credit for investment requirements of agroenterprises;
cost-sharing of feasibility studies with specific entrepreneurs, including
technical advice on new projects; market analyses for specific agricultural
products; and direct in company interventions to upgrade management and
production in export imndustries. In the area of small business promotion,
A.I1.D. also plans continued support to the small business development

- program. The project will establish several support mechanisms for small
business: (1) a loan fund, (2) a guarantee fund, (3) a business assistance
fund and (4) a small business resource council.

A.I.D. also plans to initiate a project, with $350,000 in funding, to improve
management in public sector institutions. The program will analyze managerial
constraints, finance training for managers, and provide technical assistance
and data processing equipment. An additonal $150,000 will be provided for the
International Executive Service Corps to continue its work in improving public
administration.

C. Agriculture ($5.4 million in FY 1985).

In FY 1985, A.I.D. proposes two new projects and the expansion of key ongoing
programs in agriculture and rural development. The two new projects will
focus on the protection and management of Panama's natural resources and on
encouraging the development of new agroindustrial enterprises to generate
additional jobs. The new Natural Resources Management (525-0248) project will
broaden the institutional base that was established under an earlier watershed
management activity and will initiate a series of conservation activities to
protect the scarce remaining forests and agricultural resources. The new
Agribusiness Development (525-0246) project will be based on the undertaking
of agricultural sector policy reforms. It will finance credit, feasibility
studies, market analyses and product design. Continuing funding will be
provided for agricultural research and extension, management on planning, crop
diversification,
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strengthening of cooperatives, and local registration and titling. A.I.D.
proposes to support these activities through technical assistance and training
programs with the Ministry of Agriculture.

D. Broadening the Benefits of Growth

Education (3600,000 in FY 1984 Supplemental and $1.0 million in FY 1985).
A.1.D. proposes to provide additional funding for the Work Force Development
project begun in 1984. The project will finance:

- direct assistance to private sector establishments and institutions for
improving the skill levels of existing workers or training new workers;

- expanded nonformal skills training activities for preparing new labor
force entrants in critical employment related areas;

- managerial training especially directed to the needs of small- and
medium—-sized enterprises;

- educational improvement in those academic skills which employers find
deficient among their employees; and

- selective assistance to higher education to provide critical
professional and technical manpower needed to expand employment and
enhance income.

A.1.D. also proposes to provide funding for a scholarship program for both
long- and short-term U.S5. study in a variety of programs. Special efforts
will be made to provide training to students from low-income families.

Population. A.I.D. proposes to continue the family planning program in Panama
by providing $200,000 in FY 1984 and $1.3 million in FY 1985.

flealth and Natrition. A.I.D. support for the health and nutrition projects in

Panama comes from A.I1.D.'s centrally-funded nutrition program and through the
Central American and LAC regional programs.

Housing and Urban Development. A.I.D. proposes an additional $25 miliion HG
program in FY 1985 to finance additional housing construction and urban
development activities and to generate additional administrative and policy
reforms in Panama's housing sector.

E. Democratic Institutions and Human Rights

Democratic institutions, human rights and judicial re forms are funded through
regional programs.
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CENTRAL AMERICA REGIONAL

PROGRAM SUMMARY
{In mitlions of doliars}

Agricuiture, Education Other
. Rural . and Human, Selecte
F;scal Total Development Popula.t 'on Health Resources Developm:nt Programs
ear Ptanning L
and Davelop- Activities
Nutrition ment ESF Cther
1983 e
Loans 11,624 - - -— - 11,624 - -—
Grants 7,775 3,584 - - 2,150 2,041 - -—
Total 19,399 3,584 - - 2,150 13,665 - -
1984
Loans 4,976 3,000 - - - 1,976 - -
Grants 7,124 3,945 - -— 1,100 2,079 - -
Suppl| 30,800 - - 2,800 - -— | 28,000 -—
Total| 42,900 6,945 | - 2,800| 1,100 4,055 | 28,000 —
1985 T
Loans - - - - - - — -
Grants | 198,600 3,905 — 12,950/ 5,000 40,145 (136,600 -
Total| 198,600 3,905 — 12,950[ 5,000 40,145 (136,600 -

FY

1985

PROGRAM HIGHLIGHTS

Fund.

\

company.

l

$45 million for assistance to the Central American Bank for Economic

$95 million in ESF as emergency credit to the Central American Common Market

$20 million to assist in the financing of a Central American venture capital

Integration to develop regional infrastructure and promote private capital

development.

l

Panama to develop a regional oral rehydration program.

$2 million for assistance to the Nutrifion Institute of Central America and
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Central American Regional

RESOURCE FLOWS
{In thousands of doliars)

{of which Title I} is}

Program FY 1983 Fy 1984 Fy 1985
{Actual) {Estimated) {Proposed)
Aid*
Loans 16,170 18,384 328
Grants 5,935 30,712 154,602
Total AID 22,105 49,096 154,930
P.L. 480"
Title | - - -
(of which Title {11 s} { -- R - { --
_ Titte ll -- — --
Total P.L. 480 -— - —
Total AID and P.L. 480 22,105 49,096 154,930
*AID levels represent actual and estimated expenditures.
**P.L. 480 levels represent actual and estimated vafue of shipments.
PERSONNEL/PARTICIPANTS DATA
Category FY 1983 F.Y 1984 Fy 1985
{Actual) (Estimated) ({Proposed)
A1D Personnef ? _
Direct tire © 14 11 11
PASAC —_ _ -
Cantract —— —_ _
Total 14 11 11
Participants @
Noncontract - 3 2
Contract - - ——
Total - 3 2
2} 5. nationals on duty at the end of the fiscal year.
b FY 1984 sng 1985 position levels.
CParticipating agency technicians
dProgrammed during the fiscal year.
P.L. 480
(000 MT/$000)
FY 1983 FY 1984 Fy 1985
Program - {Actual) {Estimated) {Praposed)
MT $ MT $ MT
Title |
Wheat - - - — - -
Rice -— - — — - -
Feedgrains - —_ - —_ - —
Vegoil - - - _
Non-food - - - -
Title | Total — \N ( -

Title 1}
Voluntary Agencies
World Food Programs

&@— Y(ﬁ: )

X

| N
N

Gov't-to-Gov’ N —— N - —=
Tile 1l Tota NANN\N\ S \\\N\\N\ A NN\ -
[ Total P.L. 480 NN - NN - NN -
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CENTRAL AMERICAN REGIONAL PROGRAM

Overview and Strategy

A. Introduction and Objectives

The United States will countinue to address the development problems of Central
America on a bilateral as well as on a regional basis. 1In those areas where
all Central American countries share common problems and in those
circumstances in which those problems lend themselves to a centralized effort,
U.S. policy will be to seek solutions through regional programs. The National
Bilateral Commission on Central America has supported this approach, and has
made several specific recommendations for the regional application of U.S.
financing.

The goal of our regional strategy is to promote more rapid Central American
growth and to assist in the process of democratization of the region. The
main elements of our strategy will be: (a) renewal of the use of guarantee
programs to encourage the short- and long-term capital flows to the region;
{b) emergency funding to the Central American Common Market Fund (CACMF) to
permit an increase in the level of intraregional trade; (¢) provision of
additiecnal financial resources to allow the regiomal institutions to increase
the level of their activities in those areas where a regional, rather than a
bilateral, approach is more cost-effective; (d) creation of a Central American
venture capital company that will provide term financing for nontraditional
sectors; and {(e) financial assistance for democratic institutions.

B. Development Performance and Problems

The launching of the Central American integration movement in the early 1960s
was a bold approach to solving the regions economic problems. The centerpiece
was, of course, the Central American Common Market (CACM) which created a
larger market for regional manufacturing industry and, within a ten-year
period, substantially increased the share of manufacturing activity in the
region's gross domestic product. The General Treaty on Economic Integratiom,
signed by all of the Central American countries in 1960, established a
clearing house or payments union to offset claims among the five trading
partners to facilitate payments within the CACM. Outstanding claims that
could not be offset were cleared in U.S. dollars on a semi-annual basis. This
mechanism functioned smoothly as long as each member's overall balance of
payments was in equilibrium. Dollars earned from the rest of the world
through commodity exports or through capital transfers could be used to settle
any outstanding claims within the payment union. The five countries also
succeeded in establishing a number of regional organizations through which
they could pool their resources to attack common problems in the areas of
infrastructure development, agricultural development, research in appropriate
technologies, managerial trazining, and health.
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The creation of the CACM in 1960 was one of the main factors responsible for
rapid economic growth, particularly in the industrial sectors, of the Central
American countries during the 1960s. Although the CACM lost its dynamism
during the 1970s, intraregional trade by 1978 had reached about $1
billion——nearly one~quarter of total trade——and represented the bulk of
exports of manufactures of the Central American countries.

In 1978, an economic crisis began to mount in Central America. The civil war
in Nicaragua and the violence in El Salvador disrupted production and caused
extensive damage to the productive infrastructure of those two countries. In
1980 world commodity prices began their long decline, reducing the region's
export earnings, bringing about a reversal in the terms of trade and reducing
regional incomes. Finally, flows in the capital account through trade
credits, commercial bank borrowing and direct foreign investment began to dry
up in the face of political uncertainties in Guatemala, Nicaragua and El
Salvador and the financial instability in Costa Rica.

The first effect of the regional economic crisis was to paralyze regional
trade, a development that has deepened the crisis. Real GDP in the regiomn has
stagnated and is now slightly below the level of 1978, thereby depressing
regional demand for products traded among the CACM members. More importantly,
the shortage of hard currency crippled operations in the payments union,
forcing member countries to apply various trade restrictions in dealing with
bilateral surpluses and deficits. These two forces have reinforced one
another, pushing regional trade down in a continuous spiral.

The second effect of the regional crisis has been to retard further efforts
towards integration and to delay collective efforts at development in Central
America, The financial crisis has cut deeply into the operations of the
regional institutions which together represent the joint effort of all the
Central American countries to overcome fundamental development problems.

C. Strategy and Policy Agenda

1. Stabilization. The first element in our stabilization strategy is to
restore the value of intraregional trade to $1 billion within two years
(1984-1985). That would be somewhat less than the level achieved in 1980, but
about $240 million above the probable 1983 level. That increase in the level
of intraregional trade would have a favorable impact on the aggregate level of
employment and economic activity and should result in an increase in
employment of some 10,000 jobs over the next two years. It also should
greatly improve investor confidence. :

Restored trade would stimulate the region's industrial sector which, in turn,
should encourage extraregional exports. Over the past two decades, modern
manufacturing has been developed in Central America. The region has
progressed from traditional, small-scale production of basic consumer items,
such as clothing and leather goods, to larger-scale production of more
sophisticated products such as agrochemicals, pharmaceuticals, higher quality
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textiles, processed foods and consumer appliances. Since 1981, many of these
firms have been forced to cease production and many others continue to operate
with high levels of excess capacity. Many of these firms are in the most
dynamic industries such as food processing and textiles. Stimulation of these
industries thus would be beneficial for the extraregional and nontraditional
export drive which is the most important element of our growth strategy
discussed below.

However, based on historical trends, $1 billion in intraregional trade will
produce an estimated $200 million annual deficit in the Clearing House. We
propose that these deficits be cleared through a formula that includes hard
currency reserves of the debtor country, central bank credit from the creditor
country and external resources. The Central American Community is proposing
that all external resources for this purpose be channeled through the Common
Market Fund which is managed by the Central American Bank for Economic
Integration (CABEI). On a periodic basis the Clearing House would coordinate
the settlement of any outstanding deficits by presenting claims against the
CACMF for the share to be settled with external resources and against the
debtor country for that to be settled in hard currency. The remainder would
be extended as credit from the creditor central bank. We are prepared to work
with the Central American community on this suggestion. We should expect that
the Central Americans will:

-- negotiate with other external donors for an amount of assistance equal to
the U.S5. share for emergency financing of the CACMF;

-- remove the restrictions that the CACM member countries have recently
placed on interregional trade;

-— take immediate steps to deal with the deficits accumulated prior to 1983,
amounting to some $356 million, presumably through rescheduling; and

-- not permit Nicaragua to accumulate deficits as had been the case until
now. They should force a bilateral balance with Nicaragua, exporting to
that country in an amount equal only to their imports from Nicaragua.
Nicaragua imports could expand only if more resources were devoted to
production of exports or if Nicaraguan deficits could be cleared in cash.
Deficits appearing in the Central American Clearing House would, then,
only involve Honduras, El Salvador, Costa Rica and Guatemala.

The second element is our stabilization strategy is to improve the balance of
payments by encouraging the early resumption of capital flows to the region.
The Export—Import Bank will seek to increase its regular trade credits to
Central America and will implement a Trade Credit Insurance Program on behalf
of A.I.D. to cover those transactions which it is unable to include in its
regular program. There will also be an export insurance program of U.S.
investment in Central America through the Overseas Private Investment

Corporation.
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2. Economic Growth. One major focus of our regional growth strategy will be
the establishment of a Central American venture capital company as proposed by
the Bipartisan Commission. Once in place, this company will provide a source
of medium and long-term lending for capital improvement and expansion in
nontraditional sectors throughout the Central American economy.

The second major focus will be the revision of the Common Extermal Tariff
(CET) and tax policies to encourage extraregional trade. The CET for the
region encourages import substitution rather than exports outside the region.
High tariffs on finished goods and low tariffs on intermediate and capital
goods have had the effect of limiting the competitiveness of Central American
final goods industries and of depriving intermediate and capital goods
industries of incentives for investment. Tax exemptions for investment in
import substitution industries represent significant losses in government
revenue and do little to stimulate industry. It is unreasonable to expect
major reductions in tariff duties--with or without the CACM--until the
balance-of-payments situation of the individual countries improves
sustantially. Achieving a concensus on modifications to existing regional
incentives will require some time. They must be the subject of the longer
term policy dialogue within the framework of the regional institutions,
particularly the Monetary Council.

Thé third major focus will be to expand the activities of the regional
institutions since they are able to provide economies of scale in performing
various functions; they carry considerable prestige within the region and thus
could be an important force .in the policy dialogue to achieve reforms. One of
these institutions, CABE] was singled out by the Bipartisan Commission as
being in need of fresh capital to overcome its cash flow preblems; but there
are numerous other opportunities as well. Research and training for
agricultural diversification and food production for domestic markets can be
undertaken by the Tropical Agricultural Research Training Center (CATIE).
INCAP and CATIE can assist in developing programs for export promotion and the
development of nontraditional exports. Before these programs can be
implemented, however, the Central Americans will be required to carry out any
structural changes in the regional institutions--CABEI, CATIE, Nutrition
Institute for Central America and Panama (INCAP), Central American Business
School (INCAE)~~that may be necessary for them to carry out an expanded role.
Evaluations of these institutions are now underway.

3. Broadening the Benefits from Growth. By increasing the resources and
augmenting the capacity of the regional institutions they will also be able to
play a larger role in increasing the incomes and welfare of the region's

poor. In 1984 and FY 1985, several institutions will develop programs in
low-cost housing, health and other areas.

4, Democratic Institutions and Human Rights. A.I.D. will develop programs
for strengthening democratic institutions in Central America. These will
involve leadership development, interaction between Central Americans and U.S.
private sector groups and funding for the Center for Democratic Studies in
Panama. Also included will be a program for strengthening the administration
of justice. Democratic institutions and leadership programs will focus on
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training to develop political and managerial skills required to build more
open political institutions dedicated to democratic pluralism.

A.I.D. Program (FY 1983 and FY 1984)

The regional A.I.D, program in Central America now focuses on three sectors
where the best opportunities exist for regional approaches: agriculture and
nutrition, industry, and natural resources. A network of regional technical
institutions offers a source of expertise to the region. While continuing to
strengthen the technical capacity in these priority development areas, the
A.I.D. program is placing increased emphasis on technology transfer and
services to national counterpart institutions through training and advisory
services. The program also promotes increased private sector participation in
development activities, particularly by promoting increased productivity among
small farmers.

A. Agriculture, Rural Development and Rutrition

Regearch on improved technologies for crop production, animal production, and
mixed farming systems for small farms, carried out under the Small Farm
Production Systems project (596-0083) by CATIE, has been extended based on an
evaluation which recommended additional time to complete critical field work.
The extension period also will emphasize dissemination of results to small
farmers.

Extensive tree cutting by the rural population for heating and cooking is
contributing to deforestation and soil degradation. Under the Fuelwood and
Alternative Energy Sources project (596-0089), the Central American Research
Institute for Industry (ICAITI) and CATIE are collaborating to develop and
improve cultivation of faster growing varieties of trees ftor fuelwood and to
promote the use and installation of more fuel-efficient stoves. Both
institutions are now concentrating on technology dissemination efforts. An
extension of the project is planned to continue those activities and to assist
national counterparts to identify and address policy constraints to effective
fuelwood production and use, as well as to backstop fuelwood and stove
programs being developed at the national level by government organizations and
private voluntary organizations.

The Regional Coffee Pest Control project (596-0090) involves the
Inter-American Institute of Agricultural Cooperation (IICA), the International
Regional Institute for Agricultural Sanitation, CATIE, and natiocnal-level
private sector coffee organizations in controlling coffee rust. By 1987,
unless controlled, this pest could destroy up to 50% of the region's coffee
crop, which is grown by approximately 500,000 small farmers. Resistant
varieties of coffee plants and improved production techniques are being
developed and disseminated.

The Agricultural Secretariat project (596-0094) has assisted in creating a

regional body at IICA which examines common agricultural sector concerns and
develops policy recommendations for consideration by national governments,
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The project also includes a mechanism for sharing among the member countries
of the Secretariat technical specialists in various agricultural diasciplines.
Based on an FY 1983 evaluation, the project was extended for two years to
further strengthen the Secretariat.

Two A.1.D. loans promote increased agricultural production, nontraditicnal
agricultural exports, and private sector investment. The Agribusiness
Employment and Export Promotion project (596~0097) with the Latin American
Agribusiness Development Corporation finances small- and medium-sized
agribusinesses in food production, primarily for the export market.
Acccording to an evaluation completed in late 1983, subprojects financed by
the loan have had strong employment and foreign exchange earnings impacts, A
portion of the Export Promotion Fund project (596-0109) with the Latin
American Export Bank (BLADEX) provides short-term, pre-export and export
financing for nontraditional agricultural exports.

Lack of effective management of the region's water resources has led to
siltation of rivers and reservoirs, reduced water flow and energy production
capacity, soil degradation, and significantly reduced life and economic
returns from investments in hydroelectric power plants. The Watershed
Management project (596-0106), initiated in FY 1983, is developing the
technical capacity of regional and national institutions to plan for and
manage watersheds effectively.

The Regional Mutrition Technical Outreach project (596-0104) was the first
regional project to emphasize almost exclusively technology transfer and
outreach to national institutions. Indeed, the success of this role was
confirmed in an FY 1983 evaluation of the project. The INCAP now finds it
cannot satisfy the demand for its services.

In FY 1984, two new initiatives are planned in the agricultural sector. The
Integrated Pest Management project (596-0110), for which $500,000 is planned,
will address a major cause of pre-harvest losses which contributes to low
productivity in the agriculture sector. Assistance to national institutions
on improving technologies to control pest-related damage will be an important
project objective. The Export Crop Diversification project (596-0108), with a
planned initial obligation of $300,000, will provide technical asristance to
develop regionwide initiatives to promote the export of nontraditional crops.

B. Education and Human Resources

The INCAE Expansion project (596-0113) is sponsoring seminars and workshops to
provide training for businessmen in export management and to strengthen the
role of private sector organizations in development activities. The project
also is expanding INCAE's long-term MBA training curriculum with courses on
the management of nontraditional exports.

C. Selected Development Activities

The Industrial Energy Efficiency project (596-0095) is helping to finance
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assistance from ICAITI, in coordination with national chambers of industry, to
assist small- and medium-sized industries to increase energy efficiency.
Energy audits, appropriate technology improvements, and training are the
principal project activities. The project also is financing studies on energy
consumption and will promote policy changes, as needed.

Resources provided to BLADEX under the Export Promotion Fund project
(596-0109) are providing short-term financing to assist in the importation of
raw materials, intermediate goods, and spare parts that the private industrial
sector needs to produce for export. Short-term export financing for
nontraditional products also is being provided.

FY 1984 Supplemental Request and Requested Year Program (FY 1985)

In FY 1984, A.I.D. requests an additional $28.0 million in Economic Support
Funds (ESF) and $2.8 million in Development Assistance (DA) for regional
programs. For FY 1985, A.I.D. requests a total of $136.6 million in ESF and
$62 million in DA. These levels are essential to achieve the recommendations
of the Bipartisan Commission for regional programs for support of the economic
stabilization, growth, and democratic development of the countries of the
region. They will help to reestablish the dynamism of the CACM and to support
regional institutions.

A. Economic Stabilization

In FY 1984, A.I.D. is requesting an additional $15 million in ESF and, in
FY 1985, $2 million in ESF funding for regional support of bilateral
stabilization efforts. These funds will be used to support Bipartisan
Commission recommendations to improve housing infrastructure, to accelerate
agricultural development and to promote economic stabilization.

In FY 1985, A.I.D. is requesting $95 million to carry out the Bipartisan
Commission recommendation that we provide emergency credit to the CACMF. We
propose dollar assistance directly to the CACMF so that a portion of future
imbalances can be cleared with hard currency.

Trade guarantees, whose reserve fund support is included in the ESF individual
country levels, will further complement these resources.

B. Promoting Economic Growth

Following the Bipartisan Commission recommendations, A.I.D. will support
regional activities to revitalize regional financial institutions, to promote
increased diversification of agriculture in the region, to develop export
financing and to provide critical training necessary to meet development
goals. These activities complement A.I.D.'s bilateral programs by
strengthening the capacity of regional institutions to carry out development
efforts common to the region as a whole. A.I.D, requests $5.0 million in
additional FY 1984 ESF funding and $20.0 million ESF in FY 1985 to assist in
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financing a new regional venture capital or investment banking company. The
company would establish itself as a privately owned, financial facility
offering development banking loans and equity capital.

In FY 1985, $3.905 million is requested under the Agriculture, Rural
Development and Nutrition account to continue ongoing projects for fuelwood
and energy alternatives, coffee pest contrel, and pest management and small
farm production,

In FY 1985, AID, also requests $39.895 million under the Selected Development
Activities account. A total of $2.895 million will continue ongoing grant
projects in industrial energy efficiency and watershed management and for
program development and support while $35 million would be for assistance to
CABEI. This infusion of resources is important to continue the development of
regional infrastructure and financing of private capital investment by the
bank and is necessary to reestablish regional growth. Funding in the amount
of $1 million is requested for trade and investment promotion. Under this
program, A.I.D. will continue to finance the establishment of new links
between U.S. Chambers of Commerce and trade organizations and their Central
American counterparts. The goal is to improve the ability of entrepreneurs in
the region to identify new markets and channels of distribution within the
United States.

In FY 1985, $1 million is requested to support the International Executive
Service Corps and to underwrite a portion of their technical assistance costs
to reach larger numbers of small businessmen.

C. Broadening the Benefits of Growth

A.I.D. requests an additional $2.8 million in FY 1984 and $12.95 million in

FY 1985 under the Health and MNutrition account. Consistent with the
recommendations of the Bipartisan Commission, $2 million of the requested

FY 1984 funding will be provided to INCAP to develop a training and support
system for emergency and refugee feeding programs and to carry out a regional
oral rehydration program and $0.8 million will begin a regional program
through the Pan-American Health Organization to improve health planning.

Under this latter project,a network between health planning, management and
financing experts in U.S. universities and their Central American counterparts
will be established. In FY 1985, $12.95 million is requested to fund new
programs to control Sector-borne diseases such as malaria, and to expand
immunization programs and to continue ongoing activities. These activities
are designed to reduce malaria cases to pre-1978 levels, a reduction of 50% by
1990, and to provide a minimum of 904 coverage of immunization programs.

A.I.D. requests $5.0 million in FY 1985 under the Education and Human
Resources account for scholarship programs. AJID,will finance short- and long-
term U.S. training programs to meet critical shortages of trained programs in
the areas of science and technology and private sector activity. Funding will
provide for regional programs to support education reform and the translation
and printing of iunstructional materials.
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Under the Selected Development Activities account, A.I.D. is requesting
$250,000 in FY 1985 funds to provide technical assistance to help strengthen
CABEI's capacity to carry out new and ongoing Housing Guaranty programs. The
programs will finance basic infrastructure, especially water and sewerage, for
lower income families in urban areas of Central American countries of CABEI.

D. Democratic Institutions and Human Rights

To implement the recommendations of the Bipartisan Commission for

strengthening democratic institutions and for providing for human rights,
A.I.D. requests $3 million in additional FY 1984 ESF funding and $4.6 million
ESF funding in FY 1985. 1In FY 1984, $5 million is requested and $15 million in
FY 1985 to fund a program to strengthen the judicial system in the regiom,
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