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Note on Distribution of Evaluation Reports

rector of ICA has determined that this Report is
to he i limited distribution withiun the EmeCFCJve Branch
on = trl © "need to know" basis, and only with the specific
approval. of tie Director. The Report is not otherwise to be
made availsble.

T.:e Dix
ivern

ote on Inclusion in the Report
o' Mabters Concerning Other Agencies

It will Le noted that this Report in some case: contains
onae‘vaLLou and recommendations concerning matters waiel,
walle tie) have o bearing o the ICA Program, are the primary
IFﬁpuhSIDllld/ o) Ageucies other thaua ICA. Tt is lmpossible
wo iccore all dssues widch fall into this categor, and at the
sewe Line to make au adeguate review and eveluetlon of the
opersoions and eftectivecess of tle United Steles economie aid
pecoranm ey, 0001y, It 1s for this reason that such dteums
ere dnchuded da a report made to the Direcvor of ICA.

Their inclusion does .ot imply eny intent by ICA to invade
e areas of responslibility of oti:er Depertments or Aszencles,
erd tie Regional Directors of ICA, 1o conducting their reviews
of tue eveluatiou reports a:d in developiny their plass of
action veced ou lthese reports, are expected to recognize fully
tne jurisdictions of other Departmeits and Agencies,
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COMPARATIVE DATA - GUATEMALA AND CUBA

Area in Square Miles

Land Use (Per Cent of Total Ares)
Agriculture
Forest
Population - 1958
Density per Square Mile
Annual Growth Rate
Education
Literacy
Teachers
Lebor Force (millions)
Agriculture
Industry
Commerce

Services and Miscellaneous

Guatemala Cubsa
42,042 44,000
19% 51%
(0% 11%
3,600,000 6,466,000
86 1h7
3%
26% 76%
11,800 42,300
1.1 (1950) 2.1 (1955)
T3% L2%
13% 17%
3% 12%
11% 29%
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Guatemala

Agriculture and Industry

Agricultural Production
Index - 1957
(1953 - 1955 = 100)

Industrial Production

Index - 1957
(1953 = 100)
Railroads

Miles of Tiack
Units of Rolling Stock

Roads, All Types (miles)
Registered Motor Vehicles
Instelled Power Capacity - 1956

Per Capita

Economy and Trade

Total Gross National Product, 1958
(in 1957 prices)
Per Capita
Per Cent Growth since 1955

Exports Per Capita - "758
Imports Per Capita - 1958
Foreign Exchange Holdings - 1958

(September)
Cost of Living - 1958 (1953 = 100)

113

129

720
5, Thk

8,000
36,419 (1958)
50,000 kw

15 watts

117

116

2,987
11,200

8,290

225,217 (1958)

639,000 kw

103 watts

$649 million $2,650 million

$180

$ 32
$ L2
$ 58 million

105
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PREFACE

This report is based on information obtained during
a month's preliminary work in Washington and a stay of about
six weeks in Guatemala. Given the complexity of the U.S.
program there, the Team devoted most of its time to discussions
with USOM officials and technicians and visits to representative
projects. We traveled extensively by road and air, visited both
coasts and the Peten, and covered most of the Inter-American,
Atlantic and Pacific Highways. U.S. officials in Guatemala
were exceptionally cooperative. We are particularly grateful
to the Ambassador and the members of the Country Teem for their
collaboration and feel indebted to the meny others, officials
end businessmen, with whom we met in Washington, New York and

Guatemalsa.

- iv -



UNCLASSIFIED

MAJOR CONCIUSIONS

Recent crises in the cold war have overshadowed the earlier
problem posed for U.S. foreign policy by a Communist-dominated govern-
ment in our own backyard: the Arbenz regime which controlled Guatemala
from 1951 to 1954. Since Colonel Castillo Armas?! successful "liberation"
movement, the United States has committed its prestige and $60 mi.lion
of aid to prevent a resurgence of Communism in Guatemala. With the
political and economic instebllity which followed Castillo's assassi-
nation in July 1957, the realization of this objective remains in doubt.
The primary purpose of this report, therefore, is to determine how the
aid progrem can best serve this and other U.S. objectives.

Under Castillo the aid program -- albeit neces: arily of an
emergency nature -- made good progress in supporting his liberal govern-
ment, which gave promise of satisfying the economic and political
aspirations of a people long dominated by dictatorships. Unfortunately,
Castillo's death was followed by months of near chaos, cleverly exploited
by the Communists. Finally, the regime of General Ydfgoras emerged end
has now been in power a year.

Today, the situation is unstable politically and economically.
The President has been unable to command popular respect or parliamentary
control. Despite a long anti-Communist record, his actions against the

Communists have been erratic. He has failed to prevent the growth of

UNCLASSTFiS
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the leftist Revolutionary Party which, however, recently purged itself
o many extremists and Communist sympathizers. His administration has
been characterized by the spolls system and by a series of headstrong
and capricious actions against neighboring countries. Nevertheless,
with no clear alternative in sight, the USOM has felt compelled to
base its program on the assumption that he will complete his six-year
term.

A serious drop of foreign exchange reserves, caused largely
by falling coffee prices, is undermining confidence in the currency and
in Guatemala's economic future. Government revenues are declining,
end wage culs are beginning to cause serious discontent.

Under these conditions the question arises how &id can be
applied most effectively to achieve U.S. objectives that are fundamentally
political. In collaboration with the Country Team, these objectives and
the means to achieve them were defined. Certain groups particularly
susceptible to Communism were identified in order that special nttention
night be given to influencing them. These factors have been considered
in evaluating policies and programs.

In view of the decision to terminate grant aid to Guatemels, we
have tried to answer the question "Can loans replace grants?". Will
development loans be of a character and in amounts adequate to achieve
U.S. economic and political objectives? We conclude that development
loans do not necessarily alleviate balance of payments problems and
that existing procedures are not designed to select loans to serve

political ends. Accordingly, recommendetions addressing these two problems

o .‘ ".“‘-- ‘ ¢ ,I‘
-vi - IR Y ‘."'.‘.. N .
‘Lﬁﬁikbﬁéh\“

b



AVI' o
' «"” 1. £ o
.“E”’ b "':,u 4 ,*-.'_i'.,"'
RCRLEIENR YIS ) j
-

are made. The United States should hold early consultations with the
International Monetary Fund and, if it is determined that Guatemaelsa
requires balance of payments assistance, she should first seek IMF
help. In order io fulfill expectations aroused by U.S. actions and
assure continued economic growth, substantial development loans should
be approved to supplement the recent $5 million DLF rubber loan. To
be certain that such loans also serve our political objectives, the
Country Team's evaluation of all loan applications should be considered
in establishing priorities.

In general, the aid program in Guatemala has been imaginatively
conceived and well executed. However, the time has come to consider

changes in emphasis and content. For example, *he program has been

concentrated almost entirely on the development of the Pacific Slope
and has purposely 1nnored t@e_;ndlans, a mejority of the population,
who live mostly in the highlands. The social, political and economic

implications of geographic concentration should be re-examined. Of

special concern is the fact that the landlords have inevitably been

qgggpreneficiaries. There is also the danger of uprooting the indians
from the highlands, thereby increasing their susceptibility to Communism.
Furthermore, while new production on the Pacific Slope is already con-
tributing to a much-needed increase in the production of staples,

quicker results can be obtaine@ from land already under cultivation

in the highlands.

UCLASSHcs



The Indians still live much as they did before Columnbus but
g now b ming to feel the impact of Western civilization and to aspire

to sanges, cconomic and social. A special study to determlne vhat

- MEIVRTN A ot i ey s 1

sipalfizant chianges sre occurring and what steps mipght he taken to fore-
c4a1. their becoming susceptible to subversion was proposed o the
country veam.  The Mission has now submitted a project for this purpose.
e

In discussing specific programs, we have attempted to relate

- to U.S. objectives and here mention seve-~al examples., First, in

the geries Ltorve program the Mission agreed that greater attentlon should

e piiven Lo research on crops to replace coffee and-to increeslng the

— et N

preductlion of staples.  The resalting increases in production will

R

augnent foreign exchange earnings and reduce the cost of living,

capeclally Uor the poiitically vulnerable lower classes. Second, we are

convineed o1 the utility of both the rural resettlement and housing

L —

el

programs In the development of a middle class -- so importent to the real-
ization of U.S. objectives.

Finally, we concur with the view frequently expressed that the
malor beretits of evaluation derive from the process itself. The ideas
and rocounerdations in this rceport have been larpgely developed fram the
disoussions and suerestions of the Country Team, U.S. technicians and
ICA cirricials in Washington. A large percentapge of the recommendations

ard informal siprestions made to the USOM have already been accepted and

aome of them implenented.

« viid -
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PART I - INTRODUCTION

The United States has deeply committed its prestige and
resources to preventing Guatemala from again falling under Communist
domination. As leader of the Free World, the United States simply
cannot afford to have this small Central American neighbor -- the only
country ever freed from Commmnist control -- agaein subjugated. Because
of the persistence of the Communist threat and the present political
snd economic instability, Guatemala will require continuing attention
to assure the success of our efforts.

Before describing the basic problems and evaluating the progrems
through which the United States seeks to reach its objectives, it is
pertinent to touch briefly on Guatemala's recent past with special

reference to the several phases of U.S. aid.

A. How the U.S. Became Involved -- From Ubico to Ydigoras

With the overthrow in 194l of General Ubico's lengthy dictator-
ship, the new regime under President Arevslo preached reform and
nationalism but also opened the door to the Communists. Exploiting
the rising tide of nationalism and the need for reforms, they pressed
for political power and found a most cooperative friend in President
Arbenz, who assumed office in 1951. By 1954, the Communists held
meny key Government posts, controlled the important labor end agrarian

movements and dominated the Government's political parties. By June 195k

1 o
J“glu.AL j‘“ :}



the Arbenz regime, ruthlessly suppressing all organized opposition,
hed overtly identified itself with the Communist bloc, had withdrawn
Guatemala's ratification of the Rio Treaty, and had obtained an important
shipment of arms from a Polish-controlled port. It was under such
circumstances that the successful "liberation" movement, was launched
by Colonel Castillo Armas, an anti<Communist leader who hed been living
in exile.

Before the advent of Cestillo, U.S. aid to Guatemals had been
on & small scele. From 1942 until sbout 1951 (when Communist influence
became significant), it had consisted of minor unintegrated progrems in
education, health and egriculture. The education progrem mede little
progress and was discontinued in 1950. The activities of the Public
Health Servicio, esteblished in 1942, were gradually restricted until
they consisted solely of work on the Hospital Roosevelt. In agriculture,
a cooperative rubber development program wes established in 1942 by our
Department of Agriculture. Following the creation in 1945 of the

National Agriculture and Livestock Institute (Instituto Agropecuario

Nacional), specialists of the USDA carried out research in such fields
as pathology, soils, coffee and animal nutrition. By 1951, despite
valuable vork by individual technicians, these small uncoordinated
programs had trained few qualified Guatemelans and were having little
over-all influence in an increasingly hostile atmosphere.

Between 1951 and the overthrow of Arbenz in 195k, the program

wes essentially a holding operation, confined to the Hospital, rubber

-2 -



development & d egricultural researgh. Expenditures for the entire
period totaled less than $1 million and by FY 5k declined 8,000.
Soon after the "liberation" in July 1954, the Unitédd States
embarked on a major program designed to support President Castillo
through "big money" projects that would reduce critical unemployment,
provide visual evidence of the achievements of the new government and
contribute to long-range economic development. Since the Arbenz regime
had made many promises, the United States was convinced that the new
president needed the means to fulfill popular expectations. The first
year vas devoted largely to preparatory work and to beginning one major
road project aimed at reducing unemployment. In FY 55 alone -- within
one year after liberation -- $3.3 million was spent by ICA., This was
more than total U.S. expenditures during the preceding twelve years.
During the past flve fiscal years ending with FY 59, the

United States programmed $60.2 million of economic assistance Y as

follows:
Millions
Grant Economic Aid 46.2
Technical Cooperstion 10.8
Title II, PL 480, corn 3.2 ('55 and'56)

l/ The Military Assistance Program in Guatemale has been small and
economically insignificant. One infantry battalion has been
equipped under MAP and other military equipment sold at low prices.



A decision was made to end all grant aid as of the end of FY 58,
but even today there is a $13.5 million pipeline.

In addition, construction of the Inter-American Highway wes
expedited to provide employment and $20 million was spent. U.S. oil
companies were encouraged by the Department of State to has;;;QEE;—
exploratory work they had been considering for some time. A large
percentage of their expenditures Y has been entering the Guatemalan

economy.,

Other factors were generally favoreble for the achievement of
our objectives. Political confidence was rising and flight capital
returning. Coffee prices reached an all-time high. During the first
yeers, the economy improved remarksbly end clearly served to bolster
Castillo's prestige. Foreign and domestic investments began to increase;
unemployment declined; foreign exchenge reserves were augmented and
government revenues rose. While all of the credit for these results
could not be attributed to U.S. aid, it certainly made a significant
contribution.

Unfortunately, Castillo was eassassinated in July 1957. Several
months of political uncertainty and instability followed during which
there were two interim presidents. Many Communist and pro-Communist
exiles returned to Guatemala. After two elections, Genzral Ydigoras,

& prominent anti-Communist politician, was elected and began his six-

year term on March 2, 1958. We are now in a new phase where we are

1/ Currently estimated at $10-$15 million a year.

- -
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in lebor disputes, and by personel administration of the spoils system.
He has sought to play a major role in Central American effairs and has
emphasized Guatemela's claims to British Honduras to a dangerous degree.
Possibly as a gambit to consolidate domestic political support, he
recently ordered Guatemalen aircraft to attack Mexican shrimp boats

in Guatemalan waters. As a result, diplomatic relations have been broken
end a strong anti-Mexicen campaign mounted in Guatemala.

The President has been described as "ambitious, opportunistic
and politically astute";l/ from what we could observe, we would generally
agree. We also galned the impression that he is neither widely res-
pected nor loved. Some of hie critics even consider him mentally
unbalanced. Nevertheless, there are certainly those who admire his
ebility to keep hils opponents off balance.

With the remnents of Castillo's center party, the National
Democratic Movement (MDN), of declining importance, the political left
represented by the Revolutionary Party (PR) has been definitely in the
ascendancy. Indicative of its strength was the heavy plurality received
by its candidate for Mayor of Guatemala City in December. In our
travels about the country, we found numerous indications of popular
support for this party, even among the beneficiaries of the land
resettlement program. While the PR had been infiltrated by Communists,

it was heartening to note that at a party convention in December some 75

;/ Blogrephy prepared by Division of Biographic Information, Department
of State, May 1958.



UNGLASSIFIED

extremists and Communist sympathizers were expelled. This action,

vhich the President himself is sald to have influenced, was promptly

folloved by a Presidential order re-exiling eight troublemakers.

Thus, at long last, the President seemed to be taking a stronger line

against the Commuinists. But even so, his halfhearted efforts to cope

with exiles who have returned clandestinely do not inspire confidence.
Recognizing the political importance of his fellow Army

officers, General Ydigoras has resorted to large-scale promotions,

mostly of field-grade officers, which have putnggguggggwgzyuctgre
completely out of balance. Since September almost 50 per cent of the
officers of the Army have been promoted.

Another characteristic of the regime has been the heavy turn-

over of government officlals. There have been frequent changes in the
Cabinet, and few civil servants of any importance were carried over
from previous regimes. In recent months, a great many members of the
National Police have been discharged and replaced, largely by inexperi-
enced men. Such large-scale changes throughout the Government have
immensely complicated the task of our Mission.

1/

Add to this picture Guatemala's increasing econamic difficulties

and we have a situation that does not augur well for politicel staebility
during the balar.ce of the President's six-year term. With the President
convinced that the United States worked ageinst his election, relations
particularly at the beginning have been difficult. At the moment no

clear alternative is in sight and the USQM has accordingly based its

1/ see Chapter II-B, The Foreign Exchange Problem.
J
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program on the assumption that the President will serve out his temm.
Nevertheless, his seemingly headstrong action in some fields and
indecision in others give cause for concern. And the growing strength
of the recently purged Revolutionary Perty is a factor that will have
to be taken more and more into account.

In short, we are faced with a complex situation in Guatemala
that will tax our diplomatic and, no doubt, our financial resources for

some time.



PART II - BASIC PROBLEM3

In this part of the report three major problems of fundamental

importance to the economic program of the United Stetes in Guetemala

are discussed.

Of first and overriding importance is the Communist threat and l
the continuing danger of Communist resurgence. We must, therefore, o
consider how the ald programs can contribute to diminishing and

thwarting that threat.

A related but secondary problem is the decline in foreign ‘/”:L,

exchange reserves, which 1s becaming lIncreasingly critical. Unless

the current deterioration can be arrested, its effect on Guatemala's
economy will inevitably have grave political repercussions contrary to
U.S. Interests.

Finally, the financlal resources avallable to the United States
must be considered in relation to probeble requirements, political and
econcmic. Given the decislon to terminate grant aid, an answer is needed

to the vital question: "Can loans replace grants?"

A. The Primacy of the Communist Problem

The reduction and neutralization of Communist influence has been
clearly recognized as one of our national objectives throughout Latin
America. In Guatemala we are convinced that the prevention of a resur-

gence of Communist domination is of overriding importance. The primacy



of this objective is recognized in the legislative history of the
program, in the State Department's policy papers, in the USOM's Master
Progrem Book and by the Country Team. And it seems superfluous to
belebor the magnitude of our commitment in resources and prestige in
that small country, or the need for non-Camunist unanimity in the
Orgenization of Americen States, or the strategic importance of fore-
stalling the re-esteblishment of a Communist bridgehead so near the
United States and the Panema Canal. Our commitment in Guatemals, then,
is more political and morel than financial. As the leader of the Free
VWorld we simply cannot afford to have the only country ever freed from
Communist domingtion again subjugated.

In a positive sense, we are helping Guatemala show how a free
country vwhich ejected the Communists can solve its own problems. This
is not easy for there are inherent weaknesses In the civilian govern-
ment and in the soclety itself. Civilien govermment, never strong
under the dictatorships of the past, was further weakened by the Arbenz
regime. And the progress maede under Castillo has since been seriously
offset by instebility and the vagaries of the Ydigoras government.

The febrilc of society is also weak. At the top there are the
wealthy landlords who, like thelr counterparts in Spaln, are singularly
lacking in social consciousness. Aslde from a very small middle class
and a few businessmen, the rest of soclety 1s an amorphous mass of
poverty-stricken people, urban and rural. In the cities they are
particularly susceptible to Communist propagende which is often dissem-

inated through the lebor unions. In the country-side the peasants are
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poorly paid and usually landless. And the majority of the population --

——.

the Indians -- have been conquered but never assimilated. When one

adds the European and other immigrants of tenuous loyalty to their
adopted country, the conclusion is that Guatemala is more a geographic
expression than a nation-state.

Furthermore, the current deterioration of the economic situation
has detracted from the Government's ebility to fulfill the "rising
expectations" which Guatemala shares with many other cowntries. The
extravagant promises made by Arbenz and his associates raised hopes
that could not have been fulfilled. Nevertheless, he was deposed before
this could be proved, and the myth thereby created still complicates
the Government's task.

Certainly the Communists have not slackened in their interest.
The number of exiles they are befriending and training is indicative of
their continuing concern.

Our concern, while focused on the Communist issue, mist also
embrace Guatemala's economic development and the raising of the low
standard of living common to all underdeveloped countries. These ends
are consistent with our self-interest in the development of a strong
free world community.

Definition of Objectives

In view of the political motivation of the program and in the
absence of an authoritative country policy paper, we felt it particu-

larly important to define U.S. objectives in Guatemala and the means
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for their achievement. During the time of Castillo, U.S. policy hed
Leen ginricd at bolstering the prestige of the President, who symbolized
the ideals which the United States favored. This relatively simple
approach was implemented through big money programs and the stimula-
tion of eccnomic activity. However, since Castillo's assassination,
the problem for U.S. policy has become more complex. As the United
States is not willing to identify 1tself unreservedly with the govern-
ment in power, the safeguarding of U.S. national interests requires a
more car.ful definition of objectives and means for their achievement.

We therefore had numerous conversations with members of the
Country Team and a final meeting during which a draft paper on the
subject was discussed. A revised draft, including the Country Team's
recommendations, was presented at our "debriefing" sessions in ICA and
the Department of State and no disagreement was expressed.

The U.S5. country objectives were defined as follows:

a. Generally favorsble Western orientation and frustra-
tion of Communist subversion.
b. Orderly politicael development under a progressive,
democratically oriented government.
c¢. Economic and social development with a more equitakle
distribution of wealth.
With reference to objective "a", the Country Team emphasized and we con-

curred that a generally pro-Western orientation in Guatemala was more
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important than a more limited pro-United States attitude. They also
pointed out that anti-American attitudes need not be equated with
voammunism.

In considering the means of achieving U.S. objectives, the

Country Team felt that encouraging the”g;qwth of an urban and rural

middle class is of peculiar importance in Guatemala, where the gap
between the proletariat and the wealthy landowners is so wide. We
arrived at the following statement of

Means of Achieving Objectivess

a. Encourage growth of larger and stronger urban

N AT e
middle class with & stake in thgwggpitalist system

A e M ara e e e ab ot

end with sufficient knowledge of Communism to

;gsist its encroachment. This to be accomplished
through more job opportunities, education and
broader home ownership.

b. Encourage growth of a larger and stronger rural

U Rl s 4t AL s o A
SRR

middle class with a stake in capitalism and knowledge

—~——

of Communism similer to those of their urban counter-
parts (see a). This to be accomplished through land,‘
ovnership and reform, credit and education.

c. Assist Guatemcla in un orderly transition from a
one-crop economy through‘dgvelqpmgggwggllggggznative
crops and a moderate growﬁh of industries, especially

s e ¢ 0 0 <A Y e

those processing domestic raw materials.
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d. Encourasge improvement of public administration

Aty b e gn

end governmental orgenization.

e. Encourage improvement of the govermment's revenue

(SR P -

structure, including the imposition of an income
tax and enforcement of the tax on unused land for
both financial and social purposes.

In an effort to reach an understai!ing and definition of the
groups in Guatemala which should be taken into special consideration in
planning U.S. programs, we had early discussions with officers of the
Embassy and Mission. It was clear that this factor had been considered
in the USOM's programming, especially of late, and that a number of
programs such as housing, resettlement and education had been designed
to reach certain groups. Nevertheless, we could find no writter. state-
ment on this subject. Shortly after our arrival, the appropriate secta
of the Enbassy agreed to make a study of the problem and let us hsa.:
the results before our departure. The following statement summarizes
the BEmbassy's conclusions:

1/

Groups Particularly Vulnersble to Communist Subversion

a. White collar workers (including government employees

and teachers) end students. (Estimated 90_per_ cent

ettt gt t——.

are in Guatemale City with small groups in Quezal-

tenango, Escuintla and Retalhuleu.)

l/ For special attention during next five years; to be re-examined
periodically.
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b. Trensportation workers, especially members of the
rail;;§w£ﬁionm(égﬁf;, bus, truck and taxi drivers.
(Estimated 50 per cent are _in Guatemala City with
the rest in towns, especially Puerto Barrios,
Zacapa, Escuintle, Quezaltenango and Retalhuleu. )

¢. Agricultural vorkers on large commerciel and govern-
ment owned fanns, chiefly producing coffee and
bananas. (Mogtly ;n Pacif;g'ggggpmggggggpents, with
the commercial banana area of Izsbal a secondary
zone and with poorer commercial farming area in east
of third importance.)

d. Floaﬁ}Eggu§E§}~Egg}ozsgmurban poggigf}on (especially
in Qngggg%gugiﬁy but small and vociferous in
Quezaltenango),

In singling out these groups we do not imply that every aid
program in Guatemala need be directed at them. Rather we see them as
the "targets" of those parts of the program aimed at our primary
objective -- the frustration of Communist subversion.

This concept has at least two basic advantages. In the first
place, it results in selecting from the mass of the population those
groups requiring special attention and in concentrating on important

components -- for example, taxi drivers as part of the large group of

transportation vorkers. Secondly, it is easier to reach people through

§3500 R,
!5'\:i/i 5 {”5[.?‘37
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their vocational interests and organizations than through a mess or
"shot gun" approach.

In addition to the gbove groups, we believe there are two
other important elements in Guatemala which merit particular attention:
the Indians and the military. The Indians, who constitute more than
half the population, continue to live in thelr traditional social
structure and have not been appreciebly susceptible to Communist influ-
ence. However, they are caming increasingly into contact with the
modern world, and there are indications that they are begimning to
aspire to a different way of life. We belileve that a careful study
should be made of the Indians as potential targets of subversion. Until
such & study 1s made and policy decisions reached, we believe it
desirable that such changes as may affect the Indians take place within

the traditional structure of their society and soclel controls. ;/

The Guatemalan military have political and economic importance
that transcends their small role in hemispheric defense. In & national
emergency or political c¢risis, the military become the controlling
force in Guatemala and wield exceptional influence in determining who
holds executive power. Because the military officers are drawn in
large part from the upper, wealthy class, they are of special econamic
lmportance as well. We believe that it should be our policy to culti-
vate their good will and use our influence to enlist their support in

2
furtherance of our objectives.

l/ See Part IIT - B for detailled discussion and recommendations.
g/ See Appendix A for detailed discussion.
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B. The Foreign Exchange Problem

The importance of foreign exchange to Guatemala's general
well-being derives from a traditional reliance on imports for most
manufactured products and for a significant percentage of staples.
The recent sharp decline in Guatemala's foreign exchange reserves is,
therefore, of serious import. Duriag 1958, reserves fell fram $72
million to about $50 million (see chart), and the USOM estimates that

v/

The decline in Guatemala's foreign exchange reserves stems

they will be down to $20 million by December 31, 1960.

from a number of causes. The fall of coffee prices from 64¢ to Lh¢
a pound f.o.b. Guatemala from March 1957 to October 1958 is usually
cited as the most important cause, as coffee accounts for two-thirds
of Guatemala's foreign exchange earnings (see chart). The decline
in ICA expenditures has been even more marked, namely, from $21
million during 1957 to $10 million in 1958. This problem has been
aggravated by a great increase in imports. For example, imports

in 1958 were estimated at $l33 million as compared with an average

2/

Moreover, the assassination of Castillo and subsequent political

of only $72 million per year in the period 1951-53.

uncertainties have had a negative effect on domestic and foreign invest-
ments. Flight capital, which had begun to return under Castillo, has

become increasingly wary.

1/ Master Program Book, C-3, December 31, 1958.

g/ From IMF Balance of Payments Yearbooks. According to the Bank
of Guatemala, the price of imports rose only about 18 per cent
between 1950 and 1958.
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The fall of coffee prices is having a further negative effect
on the economy. Government revenues, which depend heavily on an ad
valorem-type tax on coffee exports, have been shrinking, thereby con-
stricting the Government's operations end economic programs. The
fell in coffee prices is also being used as a reason to reduce weges
on the large coffee plantations. l/ This development will almost
certainly have a generally depressing effect on wages throughout the
country. The phasing out of the highway program, together with a general
reduction in purchesing power throughout the country, might well result
in increased unemployment unless the slack 1s taken up in other ways.

Thus, unfortunately, the U.S. Government's decision to phase
out grant aid hes been followed by a number of unfavorsble factors
affecting the economy.

The picture, however, is not completely unfavoreble. The ICA
pipeline of $13.5 million g/ will continue to be pumped into the economy
for perhaps another 18 months. O0il exploration expenses are at a high
level and will probably continue for sevgral years. Economic benefits
are beginning to flow from the ICA and other projects already completed.
This particularly applies to the roads, with traffic increasing,
freight rates declining and nearby land vaelues booming. The resettle-

ment projects and the agricultural programs are beginning to increase

E/ While wage cuts tend to reduce foreign exchange needs, they increase
the risks of subverting this importent group of workers. (See Part II-A.)
2/ Grent &id and TC as of December 31, 1958.
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the availabilities of staples. The new enterprises of private domestic
el forsi; . investors are also heginning to pay off. As late as
December 1936 the manager of the Bank of America in Guatemala reported
to uws that, despits predictions of an intacnal business recession, he
had not yet seen evidence of it.

But even with such favorahle factors, the situation is clearly
serlous. What, then, are the prospects of & solution?

With a vast world surplus of coffee and the prospect of even
larger future surpluses, the prohabiiity of restoring Guatemala's foreigr
exchange carnings through cotfee is not bricht. The discovery of oil
in exploitable quantities would cevtainly relieve and perhaps solve the
problem, but it is hardly prudent to stake the country's future on such
an obvious punble. Other mecans for solving Guatemala's forelgn exchange
problem nust be sought.

The USOM pins high hopes on the contribution which rubber
producticon can meke. The large-scale program Lor rubber planting in

1
the blight-rree arca of the Pacitic Slope should begin to pay off
substantially wirnin 'ive to six years wid increase annually thereaflter.
Sinee the competitive advantape ~f 1ubbeér produced in this area over most
Far Bact cabuer is appreciable, these hoves app=ar justified. The
Migsion calenlates tnal annual Covelan axcharye earnings f1rom rubber
ghould reach $30 mitlion by 1971, Hewever, these estimates should
te reparded with some reserve, sspenially la view of the development

Ly Shell «f polyiscpirene, a "man-mede duplirale ot tree-grown rubber"

l/ See Part IV - Apriculture. .
v 1 Lot 2% -t
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currently being produced for 30¢ a pound.

The potential foreign exchange earnings of forestry products,

including pulp and tropical hard woods, are impressive. Guatemalals
forests are in need of selective cutting to avold trees becoming over
aged. In the pine forests alone the annual deterioration is conserva-
tively estimated as more than 125 million board feet, yet only about

20 million board feet are being cut.2 American investors have sought
authorization to exploit these forests for pulp exports and paper
making in Guatemala. They have also been Interested in exploliting

the extensive hardwood forests. They have had no success. The possi-
bilities of producing dramatic results by a careful program of combined
exploltation and conservation seem so apparent that it is most dis-
couraging to learn from the USOM how these proposeals are belng frustrated
by politiecs, red tape and inhibitions ageinst forelgn investors in this
field. The USOM has repeatedly urged the Government to tackle this
problem but wholly without results. We believe that the Embassy and
the USOM should continue their efforts in this direction. Perhaps the
severity of Guatemala's foreign exchange difficulties may influence

the Government to change its attitude.

Other factors could help relieve the exchange problem. Increased

production of sgricultural stgples, to which the USOM and the Government

;/ Sec Appendix B for article from The Wall Street Journal, March 11,
1959, page 2k.

g/ o accurate fipures exist on this subject but these were the more
conscrvative estimates of U.S. techniclans in Guatemala.




Y/
are giving serious but perhaps inadequate attention, would lower

prices uud reduce imports of such products as corn, cereals, beef,
and poultry. Reduction in prices would also improve Guatemala's com-
petitive position, thus facilitating exports.

Guatemela's progress toward modest industrialization should he

For example, the production of cement, ceramics and other building
materials, the new tire factory, a number of foundries, and textile ami
flour mills should contribute toward reducing import requirements.

Alternatives to coffee are being sought in the hope of finding new

foreipgn exchange earners. Progress has been made with cacao, and the
possibilities for livestock, fibers, macadamia and others are being
investigated.

Lastly, measures to restrict imports have recently been taken
but we lack information as to their effectiveness. On September 30,
the Goverument decreed a temporary licensing system for 55 items
reducing imports up to 75 per cent for a few items. On January 15, &
nev tariff act, aimed at the same objectives and apparently intended
to replace the temporary licensing system, became eft'ective. This
selective reduction of imports appears wise. Increasing the costs of
items used exclusively by the wealthy upper classes would appear
Justified while trying to hold down the prices of staples. If imports
are not effectively controlled by the above measures, additional steps

may have to be taken.

1/ See Part IV - Agriculture. CU:QE% b)
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Despite the favoreble factors, a solution of the foreign
exchange problem is not likely to ocecur soon enough to obviate the
need for additional aid. In recognition of this, the Government of
Guatemala, following discussions with the mission of Dr. Milton
Eisenhower, submitted to the Development Loan Fund (DLF) four loen
applications totaling $33.5 million: 1) for rubber development, $9
million; 2) for government-guarenteed housing mortgages, $12 million;
3) for an expansion of the resettlement program, $7.5 million; and
4) for industrial loans, $5 million. Thus far, the rubber loan has
been authorized for $5 million at 5 3/4 per cent interest. l/ The
housing loan has been rejected as not falling within the DLF's criteria.
The resettlement proposal has been returned *o Guatemala for redrafting.
The $5 million industrial loan application is now being actively con-
sidered by the Export-Import Bank.

It would now seem appropriate to approve additional development
loans, even though individual loans would not necessarily alleviate the
balance of payments problem. c Guatemalan expectations for such
assistance have been raised by the public statements of U.S. leaders,

discussions with the Eisenhower Mission (which included the heads of

the DLF and the Eximbank), the publicity surrounding the establishment

l/ There are already reports thatthe Guatemalans consider this rate
and other conditions of the proposed loan unduly onerous.

g/ See next section.



of the DLF, and the fact that Guatemala was specifically encouraged
to make inen epplications as a substitute for the grants previously
received.

Loans would also help offset the feeling of politicel uncer-
tainty. The U.S. Government's strong support of Castillo and its
failure to provide substantiasl new funds since the insuguration of thi
present regime have ralsed questions as to our attitude toward Presid:
Ydigoras. The $5 million DIF rubber loan is a step in the right dire«

tion but politically it is the least attractive of the applications.

The Government itself needs to be reassured. President Ydige
remains highly sensitive in his belief that the U.S. Government attem
to prevent his election. Since then, our Government has encouraged hi
to deal effectively with subversive elements, but he has been slow to
respond. The Embassy believes that concrete indications are needed tc¢
reinforce our repeated oral assurances of friendrhip and interest

in the success of his regime and in the future of Guatemals.

C. Can Loans Replace Grants?

The third problem facing the U.S. Government in Gustemala is
whether f{inancing will be adequate to achieve U.S. objectives. It is

assumed that funds for a continuing TC program will be availsable.

;/ While rubber is important for augmenting Guatemale's export
earnings, the loan will of necessity be used to assist the large
proprietors who own most of the potential rubber-growing lands
on the Pacifiic Slope.
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The question is whether loans of the character currently proposed and

in amounts that mig ¢ be approved will meet the needs of U.S. objectives.
The decision to terminate the grant program clearly was based on the
assumption that they would and the USOM continues to make this
assumption.

However, in our opinion the prospects are not entirely favorable.

First, the foreign exchange situation is becoming more serious
than had been foreseen.

Second, the loan applications now under consideration are for
development projects. While an adequate rate of investment is
essential for the achievement of U.S. objectives, it is not certain
that the proposed loans will also help alleviate the balance of pay-
ments difficulties. Most such loans would probebly be inflationary end
affect the balance of payments unfavorably. Consequently, the economic
effects of each loan can be determined only by a careful analysis of
many factors, such as the purposes for which the foreign exchange is
to be used, the import pattern, the rate of investment and the levels
of consumption. No such studies have been made.

Third, loens will probebly not serve the politicel purposes
we believe essential unless special procedures are established to set

up priorities.

i
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Recommendetions:

1. That the U.5. Government have early discussions with
the IMF and, if the situation warrants, the Government of
Guatemala should be encoureged to seek aid from the IMF. (One
of the few Latin Americen countries which has never drawn on
IMF, Guatemala could certainly draw beyond her $5 million quota,
and such funds, together with a further draw-down of reserves,
should see Guatemals through FY 60.)

2. That,meanwhile, every effort be maede to rectify the
balance of payments situation along lines the IMF might propose.
(However, it is important that stabilization not be achieved at
the expense of the economic growth needed to realize U.S. objec-
tives.)

3. That at the earliest possible date a senior financi .l
economist eppraise Guatemala's total economic and financial
situation. (The basic data availdble in Guatemala are not
sufficiently relisble to provide a clear picture without sub-
stantial and careful evaluation. The Mission indicated that
because of other requirements and a lack of staff it has been
uneble to make this kind of comprehensive study.)

L. That the USOM in consultation with the economist survey
potential loan epplications to determine thelr contributions to

solving the forelgn exchange shortage.
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5. That the Country Team be requested to evaluate the
political importance of the various projects and establish
priorities to be used by the Department of State in making
recommendations to the lending institutions.

6. That Guatemala be included among those countries to
be given priority by the DLF.

If the above steps do not prove effective and adequate, the

United States may have to resort agein to grant aid.
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PART IIT - PROGRAM POLICY PROBLEMS

The purpose of this part of the report is to analyze threc
program policy problems related to the rormmulation and execution of the
program as a whole: 1) Concentration on the Pacific Slope; 2) The Indians;

and 3) The Dirrieull. Role for Private Enterprise.

A, Concentration on the Pacific Slope

In developing the program, the USOM decided to concentrate on
a single peopraphic arcea, the Pacific Slope, in line with a concept
requient Ly advoeated in ICA.  This policy has puided not only the
arricultural and rescttlement programs but also those in public healih,
cducat.ion, and other tieclds. There have been cexceptions, such as ICA's
eftorts in Guatemala City, on the Atlantic Highway and in the Zacapa
Val lcy.

The choice of the Pacifle Slope as the arca for concentration
was dictated by a variely of factors. During the Arbenz regime,
Communism had pralned Influence with the agricultural workers of the
col'fee plantations and of the Uniled Iruil Company, making a program
in this arca imperative.  Wilh excellent climate and soil and o sparse
population, it was the only area in Guatemala where a drameatic demon-
stration conld be made of how to raise living standards. The central
hipghlands have historically been the most highly cultivated areca, but

sotl fertility ic depleted, the arca is overpopulated, and development
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possibilities are limited. The Atlantic area and the Peten are mostly
Jungle and for the time being largely unsuitable for sgriculture.

The problems which formerly restricted cultivation of the Paci:
Slope for other than tropical fruits at lower levels and coffee at hig}
levels are now in the process of being overcome by modem scilence. It
is now becoming feasible for individugl settlers to use this area for
horticulture, row crops and animal husbandry. Malaria is being eradi-
cated; earth-moving equipment is facilitating clearing of the jungle;
highways and feeder roads are opening the area; agricultural research
is revealing effective methods of controlling weeds, insects, and plant
diseases; and the soil, when leached by torrential rains, can be
restored through crop rotation and fertilizers.

The USOM also wanted this area developed in order to attract
settlers from the overpopulated, depleted highlands. And the ares gave
promise of helping to increase the national production of staples and
earners of foreign exchange.

While we generally egree with the emphasis given the Pacific
Slope, we believe two caveats need to be observed.

First, most of the land is in large estates. Development inevi
tably enhances land values, thus meking the rich richer. Already cheap
land is pgrowing scarce, thereby jeopardizing purchases of land for the
resettlement program. l/ The Government will have to *ake vigorous steg

such as emforcing the tax on unused lands, to reduce excessive speculat]

1/ See Part IV.- Rural Resettlement.
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Second, there is danger in attracting too many prospective
settlers, espécially from the highlands, without their being &ble to
obtain land. A study financed by the U.S. Government immedistely after
the fall of the Arbenz regime concluded that the strongest factor in
making people susceptible to Communism in Guatemala was their movement
from one part of the country to another. The resulting destruction of
social controls would appear to be a special danger in the case of the
Indians. L Unless land can be obtained and divided among small
settlers, the tragic result of concentrating this development effort
on Lhe Pacific Slope might be that the jungle lands will be developed
as "factories in the field" by the landlord class. Indeed, this is
already beginning to happen. The further growth of & rural proletariat
in this area could stimulate the growth of Communism and thereby Jjeop-
ardize the principal objective of U.S. policy in Guatemals.

As this Is a perlod of general transition in Guatemala, a re-
examination of’ the policy of geographic concentration in the light of
the changed situation would seem appropriate. Initiated in connection
with a crash elfort, the program has in our judgment shown real progress.
Bul it would now seem well to consider whether a bit more attention
might also be given to other parts of the country.

An jnportant ICA objective 1s to increase the country's total
agricultural production. Yet most of the country's staples are grown

In the highlands. It is usually true that increases in production can

l/ See following section.
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be achieved more rapidly on cultivated land than by bringing new lands
into production, particularly if land clearance, resettlement and
training are involved. Therefore, attention should be given to increas-
ing the agricultural productivity of the highlands. At the same time,
another ICA objective, that of relieving population pressure 1n the
highlands, would be served.

Specifically, we make two recommendations:

First, that greater support be given to the Guatemalan Indian
Extension Service (SFEI) in its efforts to increase production
in the highlands and to other aspects of 1te activities, as
described in the next section.

Second, that agricultural research be increased in the high-

r Y
lands and initiated on the Atlantic side and in the Peten.
Since meaningful answers require years of effort, this work

should begin now.

B, The Indians

The Indians of Guatemala (sec map) deserve special attention
as a proup potentially susceptible to Communist subversion. They are
a majority of the total population, and any change in thelr attitudes
should be reviewed on a continuing basis. Thelr economice importance 1s

substantial, as they produce the bulk of the country!s staples.

l/ Herctolore, the USOM has stronply opposed extending research to these
arcas. Bul as we complete the report, we note the Mission's new
projeet "Survey of Developmental Possibilities in the Petdn."

(No. 20-94-094)

- 32 -



The ICA program has deliberately ignored the Indians. The
program was desipned to influence the politically articulate, which
tue Indian; clearly were not. Nor have they thus far been susceptible
to Commmist subversion. Desiring an impact-type program, the ICA
decided to concentrate its efforts on the Pacific Slope, as described
in the preceding section. Admittedly any program dealing with the
Indians would have been complex and would have required much careful
preparation.  The USOM also rccognized the dengers of attempting to
change Lhe Indians too fast thereby freeing them from their traditional
social controls and making them susceptible to subversion.

As the hipghlands were overpopulated and the soil depleted, the
USOM felt that the Indians should be encouraged to resettle voluntarily
in the Puicit'ic lowlands. An arrangenent was made with the SFEI, the
qualemalan Goveriment's agency f'or helping the Indians, whereby the
USOM wonld not. directly concern itself with the Indien provinces. From
a short-tem point of view, the USOM!s approach seems to have been
cssentlally correet but, in the longer view, should be reconsidered.

Wi.il the rate of change amony;, the Indians has been negligible
for 359 years, it has been rather marked during the last decade. With
the constructio off roads, the presence ol” tourists, and the introduc-
tion of radio and schonls, ferment ig beginning. Some of the young
people are hecominge dissatisfied and sceking employment elsewherc.
To some extent they are leaving thelr traditional way of life to become

ladines (westernized).
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Destructive types of chan e might well result from: (a) a
careless policy of introducing new ideas and creating dissatisfaction
wr (b) the improvement of conditions elsewhere while leaving the
Indians without hope for betterment within their traditional society.
We fear that a continuation of the policy of neglecting the Indians
while emphasizing the Pacific Slope development could ceuse this very
result.

It is supggested that the answer is to be found in improving
the lot ol' the Indians -- to the extent possible -~ within their own
social structure by using community development methods. A modest
program 'or this purpose, undertaken by SFEI, has been hindered by
the lack of funds and staeff. SFEI has received a slight amount of help
from the USOM through the Agriculture Servicio. In the hope of getting
greater support, it has been proposed that SFEI be integrated into the
Servicio.

Just before our departure, we learned of & possible alterna-
tive to encouresing the Indians to settle on the Pacific Slope. We were
tuld that alrecady many Indians are voluntaerily moving northeast into
the unceceupled jungle of Alta Verapaz and the Southern Peten. The
sipniiicant teaturc of this movement is thatl 1t is beinp undertoken
by the Indien municipios (municipalities) with their social organiza-
tions and controls remalning intact. We supgest that the USOM study
tnis alternative and consider whether the Government and SFEI should

be encourased to 'acilltate this migration by building minimel roads
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from the highlands and by assistance of the community development
type.

We wish to make the following specific recommendetions:

1. That a special study be made of the Indians in Guatemala
to determine vhat steps should be taken in the interest of U.S.
objectives. Such & study, preferebly by an American foundation,
should include determination of the raie of change and factors
stimulating change, the means of raising the standerd of living
withoul destroying existing social controls, end such other
measures necessary to prevent the Indians from becoming susceptible
to subversion. The Country Team endorsed such a study. }/

2. That any integration of SFEI into the Agriculture
Servicio not prejudice SFEI's autonomous status or basic approach
to the Indian problem.

3. That more effective support be provided SFEI in all
phases of its work, especially through agricultural extension and
research.

. That ihe USOM consider whether ICA's Community Develop-
ment Division could help SFEI. Such help would not necessarily impl
the assignment of additional U.S. personnel to Guatemala. Perhaps
SFEI's imeginative and dedicated director, Senor Jaime Wild, 1ight b
invited to observe successful community development programs, as in

India, Pakistan or the Philippines.

l/ We note that the USOM recently proposed such a study. Project
No. 20-99-095, dated December 31, 1958.
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C. The Difficult Role for Private Enterprise

Promoting private enterprise in Guatemala is complicated by
a helf century of experience with large American firms, which have
been regarded with susplcion and dislike. They have frequently
enbarrassed U.S. relations with Guatemals and prejudiced Guatemalans
against private enterprise. This 1s especially unfortunate since
private investments, foreign and domestic, are urgently required for
the country's economic development.

01" the three major U.S. private companies, the International

1
Railways o!l' Central America (IRCA) has the largest investment ‘/ end

the worst reputation. Its management has been tactless in dealing
with the Government as well as with labor. Wages have not been raised
in over ten yecars, and demands for wage increases are publicly equated
with pro-Communism. The Company's antiquated equipment provides a
caricature oi American efficiency and progress. Currently the
reilway is being operated by the Army because of union threats to
shut down operatious.

The Empresa Electrica, a subsidiary of Americen & Foreign
Power, is trying to improve its position. Its "abor relations are
notably bhetter than the Reilway's. Its proposed investment program
of over $3O million could meke a substantial econouic contribution
but hinges on a new agreement with the Government. Its rate struc-
ture, which has nol been altered in many years, 1s considered by

Guatemalans to be excessively high, and even company officials privately

1/ Book value: $70 million.
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admit that it must be revised. DPublic relations have been poor.

The United Fruit Company (UFCO), originally a b®te noire, has
tried hard to improve its position. Its wage scale is now the highes
in the country, and workers receive substantisl fringe benefits.
Despite constant efforts to improve public relations, the Company
continues to be a target of the nationalists, who resent its bigness
end the fact that its extensive lands were originally acquired by
what they regard as dubious means. The Company still has a few lesso
to learn. Its company-sponsored union has been kept from affiliating
with ORIT, the inter-American lsbor federation of which AFL and CIO
are members. 2 And the Company's paternalistic welfare asctivities so
encompass the lives of its employees as to create resentment.

Tge Compeny is currently investing $15 million on its Atlantie
properties and is considering large-scale cattle raising on the Pacifi
Slope.

UFCO representatives informed us they are considering the
construction of a Pacific port, thereby eliminating banana shipments
from the Pacific Slope to the Atlantic. Recognizing the rising tide
of nationalism, che Company would prefer to make this investment
cooperatively with the GOG and permit the port to be of general use.
Commany officials suggested that the U.S. might consider & loan to

GOG tc¢ finance its share.

1/ See Part IV - Labor
g/ During a three-year period.
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The Imbassy is encouraging these three companies to improve
their relations with the Government, labor and the public. It is also
seeking to facilitate the negotiations necessary for these companies
to continue their investments.

A number of smaller companies with U.S. capital participation
have been established and are in fact demonstrating how progressive
manggement operates. These are engaged in manufacturing (tires, soluble
coffee), mining, construction, rubber growing, and petroleum exploration.
But despite several attractive offers by American firms in the cutting
and processing of forestry products, the Government apparently considers
this area too sensitive to permit foreign investment.

The USOM is particularly eager to see private companies invest
in Guatemala in order to provide examples of progressively managed
American enterprise. Such companies might also encourage a more com-
petitive spirit among Guatemalan industrialists, who lean toward monopoly
and protection.

While the USOM has no investment officer, it has been the Mission's
policy to use all of its divisions to encourage foreign investments and
stimulate domestic private enterprise. We saw a number of examples
where these efforts had been successful.

Recommendations:

1. That the USOM reinforce its efforts along the above lines.

2. That the Embassy and USOM continue their efforts to

1/

permit foreign investors to exploit Guatemala's forest reserves.

l/ For discussion, see Part II - B, The Foreign Exchange Problem.




PART TV . IMPORTANT ASPECTS OF AID PROGRAMS

e wezs Impoertant aspects of the USOM programs, with particular
refererize B tnelr contributlons to the achievement of U.S. objectives,
are rexs Llsoussed,

i oravacter of these programs is now in process of change.
Thpoagn FYOO8, most programs have been finarced from e combinetion of
Toand wvwt all. 1Te only exceptlon was puolic adiministration, sup-
porte ecdely by 0 awls. Repinnding with FY 59, the entire program,
exelnding puiiilr cal'chy which is financed from Special Assis tance, has
veroans cxeriociveiy TC, althouel: a $13.5 million pipeiine of grant al
a0 wepaing as of Decembor 31, 1958, This pilpeline consists prin-
clpaily of fnds for mral rescthlement, housing, highways, and

shiatioig Lo nah omdo,

Mo detvay prograr has teen the largest singlie element in
cons T I has Devolod $24 million of grant aid, primarily
o bl waatasada bl bhe Atlerdiioe and Paciiic Uipghwayvs now nearing
ompletio e Tnega funds have beenr used for local currency costs
dnaemoes o0 e Werll Bene had lent duatenedla $15.2 mililon to Tinance

Trpeotovoega o omenth, dneluding Sue cost off American supervisory

U/ A e i ur 4L, 195, :Iil.l million for access roads remalned



engineers hired by the Government of Guatemala. ICA funds have not been
used for technical supervision since the services of the Bureau of
Public Roads as advisers to ICA were made availsable.

The program has in our opinion been generally effective and
enccessful. It did much to alleviate the serious unemployment of
Castillo's early days, and it has since provided employmeni and train-
ing to thousands of workers. The highways are obviously of good
quality end meke an excellent impression; they should constitute a
lasting monument to our efforts. There were, to be sure, delays and
cosl increases but not of such proportions as seriously to hinder the
end result.

The new roads have already had a notable effect in cheapening
transportation, especlally of crops and essential commodities, such
as pelroleum, Lo consumption areas in the interior. They should also
help the export trade. Land vealues have risen markedly in the areas
through which highways have been built, and substantial private develop-
ment is visible. The Pacific Highway has been an essential element
in our program to develop the Pacific Slope. It is hard to conceive
o' a successful resettlement program such as we are attempting without
a major road of this kind. If the Zacapa Valley develops into a large
Lruck-gardening ares for Guatemala City and for exports to Salvador,
the hipghway program will be in large part responsible.

The major highways are of course in direct competition with

the American-owned railroad, IRCA, and the Atlantic Highway has been
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specifically cited by railroced officials as a factor that will meke
profitable operations even less likely in the future. However, even
these company cfficials admitted that, from a Guatemalan point of view,
the highway was justified. Moreover, U.S. assistance demonstrates
that our policy in such matters 1s not dictated by the profit motive
of an American company.

We are not making recommendations in this field as the program
has been virtually completed. However, we wish to point out two
factors that may become important. First, the major roads have in
large part been cul through difficult terrain that will require some
years to stabilize«l/ Consequently, the maintenance of these roads
will place a heavy burden on Guatemala in the next few years and may
glve rise to requests for further U.S. assistance. Second, if the
situation in Guatemala should deteriorate seriously and unemployment
become a critical problem, highway construction might again be used as

a means of employing large amounts of labor quickly and productively.

B. Rural Resettlement

The second largest USOM program in Guatemala, rural resettle-
ment, was undertaken in 1955 as a means §f coping with the legacy of
the Arbenz regine's chaotic agrarian reforms and the problems posed by
some 80 to 100 thouse.d landless farmers, many of whom had settled as

squatters on lands of the United Fruit Company. This program, for

1/ Also true of the Inter-American Highway.
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which $12 million of grant ald was auﬁhorized,— has been the principal
insirument by which we have snought to enlerge and strengthen a non-
Communist rural middle class.

Given the political sensitivity of such a program, 1t was
decided that private contractors rather than ICA itself should be used.
After an early survey, a contract was signed with the Internsational
Development Services, Inc. (ID3) of New York which, under the general
supervision of the Mission Director, quickly undertook a rural program
involving regional development, project development and colonization,
and supervised credit. IDS assisted in the drafting of a new land
reform law which formed the basis of the program. Todey IDS employs
some 19 technicians in Guatemals.

Initially six tracts, consisting of five Government farms and
one large area (Nueva Concepcfon) deeded to the Government by the United
Fruit Company, were selected for development, which has now been
essentially completed. In 1957, 23 edditional properties were made
available by Castillo's government, but 12 of these were later with-
drawn when only half of the money available for the development of the
z3 had been spent.

Since the assassination of Castillo, the progrem has encountered
increasing difficulties. No new lands have been offered, and no one in

the Goverrment has assumed responsibility for guiding rural resettlement.

;/ From the USOM's Summary of Program Funds as of October 31, 1958.
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There has been a reluctance to accept the USOM's position that settlers
¢bould have enough land (about 50 acres) to improve their standard of
living rather than tracts so smell as to provide only a bare subsistence.
It seems quite clear that some conservatlve elements in the Govermment,
fearful of the political and social implications of fostering ean
independent, rural middle class, are finding excuses for delaying the
program. Even so, the Government, while unwilling to relinquish public
vads,i/ seems prepared to move ahead with the purchase of lands

ad jacent to older projects. The application to the DLF for a $7.5 mil-
lion loan is designed for this purpose.

The Team visited several resettlement projects, including the
rajor tract at Nueva Concepcion. In general, we were favorably
inpressed by the magnitude of the job done in a short time. Some 3,800
famillies had been resettled and most of them provided with decent
housing, community facilities and credit. Guatemalans have been trained
in many fields inecluding mechanization, road building, land clearing.
credit supervision, extension work and rural medicine. Perhaps most
important, the settlers themselves have a chance to become independent
middle class farmers rather than landless peons.

But despite these accomplishments, witih $3 miliion for this

project still unexpended, a resolutlon of the currenl lmpasse with the

_{/ This involves a complicated question of whether the Government has
clear title to the lands seized from German citizens during the war.
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Government cannot be postponed indefinitely. Certainly the Embassy and
Mission are more competent than are we to counsel action and timing.

In the event the impasse is resolved and the program continued,
we feel that the close identification of IDS with the Mission should
te re-examined. Certainly one of the reasons for using a contractor
was to prevent ICA's direct involvement in these operations. 1In prec~
tice, this objective has not been realized as the IDS, in accordance with
the Mission's wishes, has offices with the USOM and operates as though
it were a USOM division.

We belleve that this program as originally conceived was sound
and that Castillo needed support in a field where the Communists had
been so active. The progrem was designed to settle 25,000 ferm families
by 1962. On the basis of an estimate that there were 85,000 rural
families in need of land, it was determined that perhaps 50,000 should
be settled on their own property and that industrial expansion would
absorb the remaining 35,000. 1In fact, it has been possible to resettle
only 3,800. It seems clear that hopes have been raised which, if left
wisatisfied, could be dangerous.

Recommendations:

1. That every effort be made to move forward with this pro-
grem, now blocked by the Government's unwillingness to provilde
additionel lands.

2. That the close identification of the contractors (IDS) with
the USOM be examined since it is inconsistent with the original

reason for hiring contractors.
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C. égriculture

The major importance of egrirulture in Guatemela needs little
elaboration. It accounts for about 95 per cent of Guatemala's exports
and employs roughly 75 per cent of the labor force. About half of the
farm land is in large tracts owned by 1,100 families with the balance
consisting of 105 large national farms or fincas and many thousands of
small subsistence units. The problems of Guatemalan sgriculture are
compounded by the wide range of soll and climatic conditions and the
great varilety of products. In general, operations are inefficlent,
farmers are slow to diversify, wages are low and production costs high
due to low productivity. Under these conditions, 11 is not surprising
that prices of baslc foods are too high. The political effects of
such high prices on the lower classes, including the grow.> mentioned
in Part II-A, are obvious.

Following thirteen years of small-scale cooperation with our
Department of Agriculture, a Jjointly-administered Agriculture Servicio
(8CIDA) was set up in January 1955 with each country contributing
equally to an operating fund. The GOG provides land and most of the
bulldings and the Unlted States covers the salaries and most expenses
of 23 U.S3. techniciane,

The program encompasses: 1) Research, 2) Extension, 3) Sales
of agricultural supplies and equipment, 4) Training, 5) Operation of
the Forestry School, and 6) Administration of the University of Kentucky
contract for improving orgaenization and instruction at the College of

Agriculture.
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The total TC program in agriculture for FY 59 is $1.15 million
compured with $1.2 million in FY 58.

As pointed out by the USOM itself, the fundamental problem has
been that the Servicio "has embraced a too extensive group of functions,"
‘onie of which should be carried on by the Government using U.S. con-
sultants where necessary.i/ Plans envisage the gradual transfer to the
Ministry of financial and operational responsibility, with U.S. advisers
retained where needed. For example, by July 1, 1960 all research acti-
vities, except on rubber and possibly cacao, are to be transferred to
the Ministry.

Agricultural Research

Research has been carried out in a great variety of fields
including -- to mention a few -- coffee, rubber, cacao, corn, wvheat,
potatoes, forage crops and livestock. We visited most of the experi-
merital stations where this work is being done and in general were
impressed by the caliber of our technicians.

Coffee. Very successful work has been done in enhancing the
productivity of Guatemalan coffee, cutting production costs, and dis-
seminating technical information to farm managers. An example of
successtul experimentation is the development of "sun-hedge" techniques

by which as much as a tenfold increase in yield has been obtained.

i/ Master Program Book -- Comment on Project 20-10-900.
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While we were favorably impressed by the results and the apparent
competence of U.S. techniclans, we have reservations as to the wisdom
ot the United States continuing to finance such work.i/ With world-
wide overproduction and with production increasing more rapidly than
consumption, 1t seems ilnappropriate for the United States to help finance
progrems that are, in fact, compounding a world problem. This situation
is of' course not confined to Guatemala and needs to be considered on a
globel basis. We realize that our participation in this particular
project may be difficult to phase out, given the GOG's understandable
interest in 1ts principal export crop. Nevertheless we believe that as
soon as feasible this work should be taken over and pald for entirely
by Guatemalan interests, perhaps employing Americen technicians.

Rubber. The problem of finding alternative crops so that mar-
¢inal coffee land can be taken out of production is a serious one.
Rubber is one of the most promising for lower altitudes (600 to 2,000
feet). This is especlally true in a belt of some 200,000 acres on the
Pacific Slope where climatic conditions reduce the destructiveness of
the South American leaf bllight to negligible proportions.g/ High yield-

ing clones (varleties), which are not resistant to the blight, are grown

there. Goodyear has recently bought a 3,000~-acre tract, and extensive

1/ In FY 58 the U.S. contribution was $125,000.

g/ It is this blight which makes it urprofitable to grov rubber in most
of South America. There are only two or three other small blight-free
areas in the Americas.
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plantings are in progress in this area. Conditions for rubber produc-
tiow also exist In the Atlantic Coast area, parts of Alta Verapaz, and
undoubtedly large parts of the Petéh, but only trees resistant to the
leal’ blLlght can be grown in those areas and such trees produce low
felds. Given favorable market prospects for natural rubber and the
current interest of American rubber companies,l/ we agree with the USOM
that rubber 1s promising as a replacement for coffee in some areas and
o poltential carner of foreign exchange. Since production per acre in
this area is approximately four times as great as the average for the
Far East, there would appear to be a substantial competitive advantage.

The political and soclological aspects of rubber development
are leus atlractive. Most of the suilteble land belongs to bilg land-
owners. The benelits of the $5 million DLF loan recently authorized
will necessarily go primarily to these large landowners who have con-
tinued to pay Lheir leborers as little as possible.g/However, in view
of" the substantial economic advantages in terms of Toreign exchange
carnings, the risk seems worth taking.

The primary purpose of the cxperimental work conducted in
Guatemala for well over a decade and & half has been to develop a high-
yielding clone resistant to the leaf blight. This experimentation can
only po forward in an area, such as described above, where the blight

exists but in a form not sufficilently virulent to destroy the young,

i/ Firestone also has an experimental farm there.

g/ With thic in mind, the DLF has placed a $100.700 ceiling on credit
to any one applicant.
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plant. 1If the progrem eventuslly proves to be successful -- and its
Succesy appears assured -- 1t will mean that high-yielding clones can
pve grown 1u many parts of Guatemalas and elsewhere in the Americas. It
couwld also be a boon to rubber producers the world over who fear that
the South Americen blight might reach the Far Easst and destroy produc-
tion there.i/

The work being supervised by American technicians is impres-
slve, with experiments involving selection, budding and pollination
being conducted on a vast scale and with apparently great competence.
Improved seedlings are also belng produced as nursery stock for plant-
ings in the blight-{ree area.

This work is to be turned over to the Government of Guatemala
Logether with all other agricultural research by the end of Y GO.g/
Yet there 15 not one competent Gualemslan to take over this work. The
U.5. Government has in its possession the most promlsing clones, but
much U.S. investment of time and money would be lost ii' the experiments
were not continued in Guatemala for some years. Since this work, in
our judgment, o oas much in the intereots o Lhe United Stutes and

other cowntries us in Guatemala's, we sugprest Lhal the normel Polnt IV

l/ Faur Fastern rubber experts visiting plantations iy the new world
are reported to be so fearful of Lhis that they destroy their clothes
before veturning.

2/ Ve huwve Just learned Lhat Lhe Mission now pluns not to transter

vubber rescarch Lo the Ministry as previvusly planmed (TOICA A-851,
Feb 5, 1959).
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principle of phasing out our participation not be rigidly applied.
Only by good fortune have our sclentists been able to obtain continued
access Lo plantings at the old experimental station on privately-owned
land, the lease on which expired before the results were fully avail-
uble. Since the ICA agreement coveriing work at the new station at

Los Brillantes will expire in July 1960, we believe steps should be
token row Lo provide suiltable protection for our research investment
Lucre.

Other Research Problems. Partlcularly lmpressive is the need

Lo reduce prices of staples, especlally those such as corn and beans,
of such importance in the dicts of the poorer classes. We discissed
this problem with the Mission, which agreed that even greater emphasis
should be piven Lo work in this field.

We also noted the potential for further development of live-
stock production. Some experimental work is being done on hogs,
poultry und dulry cattle. However, we gained the impression that there
is o wide scope ror llvestock development, certainly Lo (11l the
domestic deficit und possibly for export. We were repeatedly told
thal at altitudes between 2,000 and 5,000 feet livestock appeared Lo
be the most promising replacement for cofflee.

One ol the problems noted was the lack of reliable long-range
cobimutes ot world-wide production and consumption of tropleal crops.
While such information exists In Washinglon, it is not reodily availl-

able 1n o form usefnl Lo most I'ield techniclang, cspeclally generalists.
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Agricultural Extension Service

The goal in thils field is to develop a nation-wide network of
60 extension offices with supporting activities in the fields of informa-
tion and visual aids, youth clubs and home demonstration. We visited
several of the 28 offices now in operation and concluded that progress
has been very good and that extenslon services are beginning to be widely
used.

The sale of equipment and materials has posed some problems,
since there have been cases where sales have continued after the estab-
lishment of normal retail outlets. We believe effective steps have
been taken to stop this practice. Plans call for termination of all
sales by 1960, except in the most remote areas.

The Service has cooperated with the Indian Extension Service
(SFEI) which works only in areas over 80 per cent Indian. We found that
this relationship has been fruitful, but perhaps greater support could

be given Lo SFEI, as indicated in our discussion of the Indian problem.
Training

Agricultural training heas been given some 7Y techniclans and
has varied trom short courses in Guatemala Lo study tours and academic
work abroad. Twenty-five trainees have done, or are doing, academic
work in the United States and Puerto Rico.

A fundemental problem is that many participants have not had
adequatie basic tralning. IL was therefore suggested that both the Agri-

cultural School at Barcenas and the College of Agriculture of the
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University need up-grading. With respect to the College, we were in-
formed that effective work is being done under the University of Kentucky
contract, However, as nothing has apparently been done to up-grade

the School, we suggest that this problem be examined to determine the
'casibility of assistance from the Servicio. We understand that the

USOM has been reluctent to assist the School because of the lack of

discipline and organization there.

Forestry School

1/

Although Guatemala has tremendous timber resources, there

is not one graduate forester among the 300 employees of the Forestry
Service. The Forestry School at Amatitléh, now in its first year, is
decigned to provide trained foresters both for the Government and for
private industry. This, the only school of its type in Latin America,
will have places next year for ten students from other Latin American
counlries. Entrance 1s gained by competitive examination followed by
the weeding out of marginal students. The school gives the impression
of ef'ficient management and excellent morele. It seemed to us an out-
standing example of what can be accomplished in a short time by a
serviclo. The phasing out of ' S. participation at the end of FY 60
seems premature, especiolly since the school is to be used for third

country training.

i/ The problem of using these resources is discussed in Part II-B --
The Foreign Exchange Problem.
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Recommendations:

1. That the emphesis already given to the production of
staples be increased to reduce prices, primarily in the interests
of the lower classes. ©Specifically, greater attention should be
paid to increasing productivity in the highlends.

2. That greater emphasis be placed on specialty crops to
replace coffee.

3. That research and extension be oriented as far as pos-
sible toward the small farmer rather than the large landowner.

L. That, given the heavy world coffee surplus, ICA phase
out its participation in coffee research.

5. That steps be taken now to protect U.S. interests in
rubber research after thils activity is turned over to Guatemals.
6. That the possibility of up-grading the Agricultural

School at Barcenas be examined.

7. That ICA/W collaborate with the Department of Agriculture
in publishing an annual world-wide report on tropical crops with
long-range estimates of production and consumption specifically
designed to assist field technicians. Such reports might
include suggestions about new crops and warn against encouraging

others.
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D. Housing
Rep. rLing recently to the President on U.S.-Latin Americen rela-
tions, Dr. Milton Eisenhower pointed out "housing is high on the agenda

of nearly every inter-American conference and in &ll discussions such
1/

3 I was privileged to have this summer."

The situation in Guatemala is no exception with high rents for
generally inadequate housing often aebsorbing as much as 4O per cent
ol the incomes of the lower and middle classes. In Guatemala, the
difficulties are compounded by high interest rates, the unavailability
ot long~term capital and the absence of building end loan facilities.

Alfter a review in 1955 of earlier housing investigations, a
team off U.S. consultants proposed a demonstration housing project in
Guatemala City and a project agreement was signed in June 1956 to build
1,000 units of "aided self-help housing" in the Capital, using a
development agency, Inter-Americen Houses, activated by the GOG in
October of that year. This program was expanded in April 1958 to cover
500 additional units in the Capltal and 2,500 to 3,000 in selected
urkan centers of political importance. Totel U.S. grant funds pro-
grummed have been $3.8 millionf of which about $2.8 million has been
oblipgated. The number of U.S., technicians, financed with TC funds, is

tr be increased from 3 to 7 to cover the needs of the expanded program.

l/ Reporl to the President by Dr. Milton S. Eisenhower on United States-
Latin Ameri-en Relations, January 4, 1959.

A58

Including $1 million in local currency, (Master Program Book, revision
dated Derenber 31, 1958).
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This program was aimed at both political and economic goals.
Politically, it was intended to broaden the base of home ownership,
raise standards of living and heelth, and develop community interests
in areas of unrest. FEconomically, it was designed to lower family
expenditures for housing (thus broadening purchasing power) and encour-
age private enterprise and investment capital tc undertake the financing
of housing developments.

The program envisaged three speciael facllities:

1) Government-owned land to be made available at originel
cost rather than current market value;l/
2) Twenty-year amortization at 4 per cent instead of
repayment in five years at 8 per cent; and
3) Duty-free importation of materiels and equipment.
The monthly payments are designed to cover all actual outlaeys except
the salaries of U.S. technicians.

An essentiml feature of the project was that a prospective
owner's down payment would, in effect, consist of his contributing 20
hours & week of work on units to be [inished in about 18 months.

After more than two years, the first 28 units were inaugurated
in December 1958. We were present at the ceremony attended by the
President and the American Ambassador. Based on observations then and

during previous visits, we were impressed by the psychological impact

1/ Government-cwned land may not be available for all future projects.
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and success of this program. However, we feel that it has been entirely
too slow and agree with plans to shorten construction time but without

too great a dilution of the important self-help ingredient.

After examination of the project agreements and discussions
‘n Washington, we have concluded that the continulty of this important
project has not been adequetely assured since no arrangements have been
made with the GOG to provide for the use of mcrtgage repayments in a
revolving fund. It was originaelly intended that such & revolving fund
be set up, and when we were in Guatemala we understood that this was
being done. Senator Ellerder had this same understanding.i/ However,
we have now learned that a decision had been reached by ICA/W that the
inclusion in the project agreement of specific language to this end
would be without meaning since the United States would be unable to
enforce its implementation.

We feel this misses the point, as it is even more in the inte-
rests of the Guatemelan Government to see that this progrem continues
than in our own. But in the asbsence of any concrete arrangements the
temptation will be strong for the officiels receiving the funds simply
to enter them as general treasury receipts. It seems to us that what is
needed is a semi-autoncmous institution or, if this is not possible,

then the reorganization of the present governmentael unit so that it can

1/ "The laborer pays a monthly note of $15, which amortizes the purchase
price over a period of 20 years. The proceeds will be used to create
a revolving fund which will be used to erect other homes." A Review
of United States Government Operations in Latin America by Honorable
Allen J. Ellender, 1958, p. 48.
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administer a revolving fund which, hopefully, could be augmented. If
a semi-autonomous or even a semi-private institution were established,
it might attract private capital by raising the interest rates. Almost
certainly the houses will increase in value, and higher interest rates
should not prevent the success of the program.

We therefore believe that the USOM should enter into negotia-
tions with the GOG to obtain the commitments envisaged in both existing
project agreements. Similar arrangements already existing in Chile,
Telwan and Korea might be useful precedents. We are convinced that such
a written egreement, even though lacking enforcement provisions, is a
much better safeguard then no agreement at all.

Recommendations:

1. That this importent progrem be accelerated as proposed by
the USOM but without losing the self-help ingredient in the
process.

2. That the USOM negotiate arrangements with the Government
of Guatemala to use mortgaege repeyments as a revolving fund.

(See Part IV-Labor for recommendation on possible self-help housing

for members of labor unions.)

E. Education
This propgram emphasizes teacher traeining, rural end urban educa-
tion, vocational training and a project for providing vocational and

special tra’'ning for Guatemalan Army recrults. The present staffing
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pattern includes 25 technicians. For the fiscal years 1955 through 1959,
$1.6 million was progremmed from TC funds and $1.4 million from Special
Assistance funds.

The political significance of education is demonstrated by per-
sistent Communist efforts to subvert teachers, students and intellectuals.
The deyree of Communist success in Guatemala has aroused the USOM, which
rightly considers education a primary means for supporting over-all
U.S. political objectives. From a longer viewpoint, there is also a
need to emphasize the educational role in citizenship and training of
skills.

The full implications of education are clearly understood by
the leadership of the Embassy and USOM, but not by all subordinate ICA
Lechniciens. Some parts of the program appear to be only veguely related
to basic U.S. objectives. For example, while the rural program gppeared
to be an effective program ber se, its political significance appeared
blurred and the ramifications of the Indian problehl/ were not under-
stood.

The program for training empiricos (uncertificated teachers), of
whom there are 3,000 of the 8,000 teachers, is impressive for method
and content. Each teacher gels two years of training prior to certifica-
tion: two full summers at a normal school and on-the-job assistance

during the school year by expert "helping teachers." This approach is

widely used in the United States.

1/ See Part III - The Indians.
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The USOM cooperative urban education progrem is to be concentrated
initially on seven cities which were selected in collaboration with
the Embassy principally because of the success of Communist efforts in
them. The program seeks to elicit the interest and cooperation of local
organizations and of parents in a community-oriented school progream.

We felt that the basic approach was proper but that more careful plan-
ning of this program was required.

Reforming the 17 normal schools is another important project.

As the only seccidary schools in the country, they are inadequate both
in that capacity and as teacher-training institutions. The USOM has
wisely urged transforming three or four into genuine teacher-trainin:
high schools, the rest into high schools. This proposal has run into
resistance from those normal schools to be changed into high schools.
A bit more attention needs to be paid to Guatemalan sensibilities

in handling such matters.

The rew emphasis on vocational education requires little expla-
nation. Clearly the country needs these skills for its economic and
politicel development.

The proposed program for vocational training of military recruits
is already being partially implemented by the Guatemalan Army. ICA's
participation would be aimed at up-grading and enlarging this effort.
The program sppears to have run into some difficulties of Guatemalan
origin. The significance of this program lies in the fact that it

would provide vocational and citizenship training in a country thus far
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unable to glve elementary and vocational education to all of its young
pecple. It would give new meaning to service in the armed forces,

- Recommendations:

1. Tunat the progrem be continued generally along present
lines.

2. That the new urban program be more carefully planned.

. Public Health

In a country as backward as Guatemala and with g populetion
predominantly Indian, 1t is not swrprising that most Guatemalens are
not healthy. There 15 a high death rate from such Preventable diseases
ai malaria, intestinal parasites, influenza, pneumonia and dysentery.

A Pan American Sanitary Bureau (PASB) report shows that the death rate
In 1952 from diarrheal disceases was higher than in any other American
country. With more than half the population barefooted, there 1s a
heavy inclidence of hookworm. Other conditions contributing to very low
health levels are poor housing, lack of potable water, inadequate sewage
disposal, and a dlet low in animal protein.

Although the Public Health Servicio (SCISP) was created in 1942
and carrled on a successful program for its first six years, its acti-
vities between 1948 and 1955 were limited to projects for the Hospital
Roosevelt and National Nursing School. Since 1955 the program has been
broadened and expanded to include the training of doctors, sanitarians

and nurses; the development of' water supply and latrine instellation in
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the Pacific Slope ares; and assistance to the GOG in development of its
sanitation progrem, including health education training.

The bulk of the U.S. funds programmed for public health consists
of $1 million of grant aid for environmental sanitation. The TC program
for FY 59 calls for an expenditure of $435,000, of which the U.S. con-
tribution of $200,000 to the Servicio is a part. Nine U.S. technicians
are on the staff, including the three nurses mentioned below.

On June 15, 1958, SCISP at the request of the Government assumed
responsibility for an enlarged melarie eradication program that had
been operated directly under the Ministry with technical assistance from
the PASB and with UNICEF supplying vehicles, equipment and insecticides.

Late in November, we learned that the progrem had reached a
serious crisis for lack of funds to meet payrolls and costs of equip-
ment and vehicle maintenance. The problem had been caused primarily by
the discovery that more frequent and more costly applications of DDT
were needed to replace dieldrin, to which the Guatemalan anopheles had
built up an immunity. We brought this situation to the attention of
the Mission which, while aware of the problem, had apparently not been
fully informed of its gravity. The Mission is to be commended for the
prompt and imaginative action it then took to obtain the funds necessary
and to sharpen its planning, which had been rather inadequate.

Another problem that came to our attention involves the Hospital
Roosevelt, & 1,050-bed installation for the construction of which the

United States has contributed $1.6 million. Work was started in 1945
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and the building was completed and turned over to the Govermment a year
arc. nly Lintted funds had been made avallable during the Arbenz
reeime bull work had been greatly accelerated after Castillo came to
power.  I'oday the Hospital is still more than halfl emply, end there 1s

cleus quesbion where the money will come from to equip and run the
rest, of the installation.

AL present we are proviliding the services of three American
rurses as conswllants . We were most favorably impressed hy these young
tadies au represeatatives of the United States, by their keen knowledge
of the local situation and by the friendly attitude of Guatemalan per-
Sonnel toward Lhea.

Contrary to expectations, we found the Hospital building in
cacellent conditlon and there was evidence thalt it was being compelently
administered.,

Three problems of importence came Lo our attention with respect
tu: 1) maintenance of equipment; 2) overcrowding of out-patient depart-
menhs; wed 3) public relations.

Althcagh Guabemalan persounel have apparently been well trainced
to operate Lhe sophisticaled equipment in the Hospital, tliere is a

Luck of personnel trained Lo service and maintain it. We also learned

Lhvat. the lospital hod nobt been designed to take care of a large volume
of cutepat iont work and we observed that the out-patient departments were
sericusly overerawded, even when such services were provided only in

pudiatrics wd obstebrles.  Since many of these patients no doubt look
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upon the Hospital as an American-sponsored institution, it might be
worthwhile to offer our help to the Guatemelans in seeking a solution
of this problem which might be accomplished by relatively minor struc-
tural changes. Perhaps a limited amount of grant aid could be provided
for this purpose.

We were informed that there are a great many popular miscon-
ceptions about the Hospital. Some believe it is available only to
gringo patients, while others belileve it 1is open only to the rich. 1In
fact, with the exception of a small section reserved for payirg
maternity cases, the entire Hospitel is used for charity .ork. Therein
lies ore of the reasons for the financial difficulties, and we wonder
why it would not be possible to charge fees, however nominal, based on
ability to pay. To correct the popular misconceptions mentioned, it
might be worthwhile to enlist the help of USIS. We do not believe that
the United States, having committed its funds, its prestige and the
name of' one of its Presidents to this institution, can wisely wash its
hands of the whole thing as some have sugrested.

Finally, we must express concern over the almost complete lack
1/

of Guatemalan participation in SCISP. Under the project agreement,
U.S. personnel are responsible {or the Servicio administration, budget
and t'iscal work, procurement of equipment and materials, and management

and troining of wdministrative and technical personnel We were

1/ Project, 20-50-906.

- 63 -



intsrmed that staff meetings were attended solely by American personnel.
We o wore unia fe Lo discuss this situation with the Director of the
Serviclo, who was absent during our stay, but we commend it to the
Mioslon's attentlon In the hope that it will be feasible graduslly to

. tnls operation on a truly cooperative basis.

Recommendat ions:

1. That steps be taken to increase Guatemalan participation
in the Hewlth Servicio.

Z. That a councerted effort be made to insure that the
Hospital Roosevelt be a public relatlonsc asset to the U.S. rather
Lhan a llebility,

3. 'That the following recommendations be considered in con-
neetion with possible nepotiations with the GOG for a more
ef'l'eelive use of' Lhe Hosplital:

a. Training might be provided in the servicing and
maintenance of imporled equipment, especially that obtained
f'rom the United States,

b. Limited prant ald might be made available for struc-
Luraul changes to prevenl overcrowding in the oul-patient
departments.

¢. 'The feasibllity of' charging fees might be investigated

to help "Inance the llospltal's operations.
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G. Public Administration

The administrative organization of the GOG, both for planning
and operations, clearly requires strengthening. The lack of adequate
governmental machinery 1s a serlous obstacle to orderly political
processes, lncreases susceptibllity to subversion and encouresges cor-
ruption. As noted sbove, assistance in this field was listed by the
Country Team as one of the more important means of achileving U.S.
objectives. In view of Guatemala's present economic difficulties and
need for careful planning, speclal attention should be given to the
Government's administrative apparatus.

ICA's efforts in public administration begen in 1955 when a
contract was signed with Klein & Saks, & private firm which had done
public administration work in Peru and elsewhere. The contract was
designed primerily to affect the economic planning of the Castillo
regime, a major objective of the U.S. at that time. Lesser emphasis
was placed on public administration per se. The contract device was
chosen because it was thought best not to have the U.8, directly
involved in this kind of program.

However, Kleln & Seks falled to make much progress with their
primary objective, as they were unsuccessful In meging theilr Influence
felt in the National Economic Planning Councll, es;ablished at the
suggestion of the IBRD. In fact, they paid more & .;entlon to the second-
ary objectlve of giving advice 1In public admlnistreblon. They drew
up elaborate plans for reorganlizing the Executive B:wunch, designed an

accounting system, and drafted clvll service reform legislation.

- 65 -



. TR
gevco 0 B PR L
. LD “.w N
5 ! L.
1L bt

'; ‘tan AL

ICA's contract with Klein & Sais, which cerried through Decem-
ber 1957, was at the urging of USOM taken over by the Government of
Guatemala. Under this new errangement, the firm believes that its
influence with the Government haes increased. However, the Embassy and
USOM have expressed disappointment with the caliber of the firm's
present personnel and consider that thelr effectiveness continues to
be limited. The Embassy and USOM also reported some jealousy by Klein
& Suaks personnel of USOM's modest activities in public administration.

These reports are disturbing in view of the key role the firm
could play In helping to achieve U.S. objectives, e.g., strengthening
the Government's edministrative structure, improving and liberalizing
the revenue system and taking specific measures to alleviate the balance
of payments problem.

Since FY 56, ICA hes had a small TC program 1in public administra-
tion which in FY 58 amounted to $80,000 and in FY 59 to $60,000. The
present progrem, with a staff recently increased to three U.S. techni-
ciens, is designed to give advice on improvement of management. techniques
in the Government and to develop and operate in-service training at the
secretarial, clerical, and lower supervisory level,

A successful feature of the program is the excellent clerical
training school lnaugurated in September 1957. Typlng, shorthand, filing,
and related subjects are taught to Government employees on official
time. Using the most modern U.S. techniques, this school is maekling a

favorable lmpression on Government clerical help and their superiors.
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It is being operated by Guaetemalans with the advice and help of an ICA
technician, & Puerto Rican woman experilenced in similar work in the
United States.

Direct participetion by the U.S. Government in public edministre-
tion is often consldered sensitive, particularly in & small Latin
American country such as Guatemala which fears domination from the
Colossus of the North. Under these clrcumstances, the clerical trein-
ing school is proving to be an effectlve means of entering this fleld.
Initial success in this type of uncontroversial progrem builds confi-
dence in in-service training which mey later be translated into other
progcrams for higher civil servants. Already a course on human factors
in personnel relations is belng given for middle management, end
programs for top menagement are being planned.

An ICA public administretlion consultant has also assisted in
draf'ting a civil service law and has made plans for reorganization of
the Ministry of Public Health. A management study of the Agriculture
Servicio is now In progress, and plans are under way for a similar study
of' the Government's agency for rural resettlement and agrarian policy
and development.

The participant training; program has been limited. For the
calendar years 1957-1959 only ten participants have been sent to the
United States, ten to Puerto Rico and ten to Bolivia. Most of these

particlpants have been drawn {rom the middle and lower levels of



government. We recognize the difficulties caused by the rapid turnover
of wovernment personnel, the lack of candidates with a knowledge of
English, and the fact that participants trained in the United States
are often regarded as excessively "pro-Yankee."

The above efforts on the part of ICA have not produced sub-
stantial results. This i1s understandable in view of the sensitive and
delicate character of technical advice.in public administration.

A UN public administration institute for Central America
located in Costa Rica makes asic studies, provides some training, and
arranges prolessional conferences. The USOM Director in Guatemala
believes 1t more desirable for the ICA to sponsor its own regional
public administration school. We are convinced that additional train-
ing facllities in public administration, however sponsored, are
required in Central America.

Recommendations:

1. That, as the situation permits, greater attention be glven
to the publlc administration program, with special reference to
coplng with Guatemela's economic and financial problems.

2. That the U.S. consult with Klein & Saks 1n an effort to
improve the quality of the firm's personnel in Guatemalas, including
professional competence In public administration and economics.

3. That, while Klein & Saks should not be identified with
the U.S. Government, they should be kept informed of the means

throuch which they can contribute to U.S. objectives.
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L. That every effort be made to expand participant training.
5. That the feasibllity of expanding public administration

training in Spaenish, both in the U.S. and Letin America, be

studied by ICA/W and include some training in Central America.

H. Public Safety

This program provides three U.S. advisers to the Police Depart-
ment, now paid from Special Assistence funds. Through FY 59 almost
$700,000 had been made availsble from TC and grant funds, including
modest sums for equipment and participant training.

The importance of a police program in a country as politically
unstable as Guatemala needs little elaboration. Like the military,
the police can help hold the country on an even course during emergen-
cies and restore order if subversive violence erupts. Some relation-
ship of our program to this group can therefore be fruiltful. But seen
solely in this light, a police program serves only a negative function.

In Guatemala, the Country Team and the Public Safety Division
clearly understand the positive aspects of the program even though
vhey were not articulated in the Master Progrem Book. Emphasis is
being placed on the development of normel police functions. Police
are being taught that their primary function 1s to serve the people,
not suppress them. Generally, the attempt 1c being made to glve Guate-
malan police some idea of their appropriate role in a free socliety. It
ie Important that these posltive aspects be constantly emphasized lest

the U.5, be accused of alding a repressive arm of the Government.
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Thls program, which had been meking good progress, has encoun-
tered grave problems since the inauguration of Ydigoras, who has
concentrated his patronage efforts on the police with Jacksonian vigor.
This department has experienced with demoralizing effect & greater
turnover during the past few months than in the preceding three decedes.
Happily recent reports indicate that the situation is improving, and

that previous favorable working relationships are again being estab-

lished.
Recommendation:
That the program be continued along present lines.
I. Industry

Industry in Guatemela is of relatively minor importance. It
employs only about 13 per cent of the labor force and produces mainly
for domestic consumption in such fields as foodstuffs and beverages,
tobacco products, shoes, clothing, textiles and chemicels. The
development of heavy industry is unlikely because of the lack of coal,
iron and known petroleum deposits.

Most factories in Guatemala are small inefficient family enter-
prises, often owned by persons of European descent. In general,
menagement is untrained and content to meke high profits from a low
turnover of goods of poor quelity. Expansion and new enterprise are
inhibited by the high cost of capital and lack of long-term credit.

Labor is plentiful, poorly paid, untrained and inefficient.
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Desplte these conditions, the good opportunities for invest-
ment, especlelly in processing domestic products, have recently been
realized by forelgn capitel participetion in the production of such
products as soluble coffee, fruit Jjulces, flour, paint, tires, cigar-
ettes and ready mixed cement. Another important potential, the tourist
business, hes been largely neglected but 1s now attracting attention;
we can personally testify to the need for modern, well-run hotels!

In e few cases investment guarantees ageinst exproprietion
have been put into effect, and the Exitbank has provided loens to ald
cement end mining enterprises.

As in most underdeveloped countries, there 1s & lack of long-
term investment cepltel at reasoneble interest retes. While we do not
wish to recommend any specific loen application, we support in prin-
ciple an industriel loaen progrem. A loen for this purpose might be
made to help establish a private industrial development benk for which
there 1s & real need. The World Bank, which has hed veast experlence
in this field, might be consulted. It has provided guidance for such
institutions in several countries and might even supply some capital,
once Guatemala's difficulty over the British loan has been resolved.l/

Such an institution might eventually be able to attract private

i/ Guatemela has refused to recognize the validity of the unpaid part
of a sterling loan equivalent to $1.197 million -- a question which
has aroused nationalistic emotions. The IBRD has refused on prin-
ciple to make further loans to Guatemala until this is settled.
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Guatemalen capital, as has been true of similar institutions in other
cowrtries. It 1s suggested that the Institution follow the pattern
of the Industrial Development Bank of Turkey or the ICICI of India.

Given the megnitude of Guatemala's industrial problems, we were
inpressed by the accomplishments in many fields of our one-men Industry
Division.i/ These include feasibility studies for new industries,
technical advice, amssistance to the new Chamber of Industry and the
Industrial Development Center, the organization of seminars and study
teems sent to the United States and the importation of American con-
sultants. We noted the Division's contribution to educating industrial-
ists and businessmen that good labor relations are in their own
self-interest. During visits to a foundry, a saw mill and a textile
mill, we observed improvements that had been recommended by our
consultants. We noted that the use of these consultants had been
coordinated with other Central American missions. In fact, we saw a
considerable amount of voluntary regional effort of this type which
probably does not come to the general attention of ICA/W.

The Industry Division has assisted in planning and promoting
private contributions for the vocational school to be established in
Guatemala with U.S. technicians and assistance.

In accordance with our policy of helping Guatemala achieve "a

moderate growth of industries, especially those processing domestic raw

1/ 'TC funds for FY 58 totaled $100,000 and for FY 59, $45,000.
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materials,” we favor continuation of the industry program along the

modest lines already followed. Substantial results, material and
psychological, have already been achleved. The rational development

of Guatemelan industry should help reduce unemployment and underemploy-
ment, rural as well as urban, and eventually create a situation where
there will no longer be a superabundance of labor. A much-needed
increase of real wages should then become a reality.

The USOM should continue to be alert to any tendency to invest
in overambitious schemes (Guatemala does not need a steel industry) or
to build up national monopolies requiring excessive protection. Hope-
fully, the new enterprises in which American capital is participating
will set a needed example of the brighter side of U.S. private enter-
prise.

Recommendations:

1. That an industrial loan program be supported.

2. Thet a private industrial development bank be established,
preferably with advice from the World Bank.

3. That the industry program be continued along present
meodest lines.

. That the Industry Division continue to be alert to any

tendency toward investment in overambitious projects.

1/ See Part II - A, Definition of Objectives.

o
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ICA has no labor program in Guatemala. A $20,000 program for
participants proposed in the Congressional submission for FY 59 was
subsequently eliminated by the USOM for lack of funds. This seems
wtrange in view of the strong case mede for & labor program in the
Mester Program Book.

Since organized lebor is of great importance in Guatemalas,
especially in the light of the Communist threat, we discussed this
matter with all appropriate U.S. officials. It was agreed that some-
thing needed to be done, but there were serious misgivings about the
feasibillty of most specific proposals.

During the Arbenz regime the unions were organized as political
instruments to promote Communism. Castillo disbanded all unions and
exiled most of their leftist leaders. Later attempts to organize
effective free unions met with little success. Americen observers
¢enerally believe that the attempts may have been made too soon.

The problem remains a difficult one. Leftists are again pene-
trating unions and gaining leadership in the sabsence of other competent
leaders. The Embassy and USOM have tried to support ORIT, the inter-
American labor federation with which AFL and CIO are affiliated. With
headquarters in Mexico City, ORIT's attempts to help Guatemalan unions
have met with only modest success. It is suspected of being dominated
by the United States, as many of its leaders are drawn from U.S. labor

organizations.
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U.S. efforts to get the Government tc develop an adequate labor
vrogrem tre complicated as many labor problems involve the three
large Americen companies, IRCA, Empresa Electrica, and the United
Frult Company. On occasion the Guatemalan Government has suggested
that U.S. efforts could be directed more profitably toward changing
the attitudes of the American compenies, against which the Guatemalan
Government has frequently sided in labor disputes.

In the past, the Americen compenies were uniformly reectionary.
Todey only IRCA remains openly enti-labor; the Empresa Electrica and
the United Fruit Compeny have genulnely ettempted to improve their
labor relations. UFCO epparently prevents its company union from
affiliating with ORIT. The Embassy fears that the rank and file mem-
bership might eventually revolt ageinst its leadershlp and join a pro-
Communist labor federation if the company persists in this attitude.

U.S. efforts to deal with lebor leaders have met largely with
frustration, e&s few wnderstand either the functions of a union or of
leadership. Since almost none of them speaks English, it is difficult
to f'ind cardidates for participant or exchange programs.

Some constructive efforts have been made by the USOM. The
Industry Of'ficer has attempted to get Guatemelan businessmen to under-
stand that good labor relaetions are good business. Progress has been
slow as most businessmen are reactionary and oppressive toward labor.

It is suggested that the USOM, under tlhe leadership of the

Ambassedor and in collaboration with the Labor Attachg, devote more
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attention to this problem. Certainly, & lebor progrem should not be
elininated ~imply for lack of funds, as clearly more marginal progrems
are novw included. While we do not regard it appropriate to outline a
specific program, we discussed & number of suggestions with the USOM
and the Labor Attache, and believe that some of the following elements
might be included:

e. Modest participant or exchange-~f-persons progrems could
be initiated whenever appropriate candidates could be found.

b. A self-help housing program could be undertaken in
collaboration with some of the unions, particularly the transport
unions. (Giving the unions a constructive purpose other than
merely seeking wage increases should strengthen both their organi-
zational effectiveness and leadership.)

c. An automotive driver and mechanic school could be
established, possibly in Escuintle. This might be run somewhet
along the lines of the Olivera School in Mexico City supported by
ICA. It might even be sponsored jointly with the transport unions.

d. Vocational treining generally should be stressed.

e. An occasional lecturer or prominent industrialist might
be invited through the Industry Division to discuss problems of
labor relations with management groups. A prominent Latin American
leader in this field might be included.

f. Labor seminars similar to those in Honduras might be con-

ducted by short-term specialists from the U.S. Department of Labor.



PART V - PROGRAM EXECUTION AND RELATIONSHIPS

In this last part of the report we comment on several aspects
of the Mission's operational relationships, point out certain areas
where improvements might be made, and include a few suggestions which
might prove helpful.

At the outset we commend the Mission for its perceptiveness
and understanding of the issues at stake in Guatemala and its
resourcefulness in programming under difficult and rapidly changing
conditions. We were impressed by the close working relationships the
Mission has established with Guatemalan officials, including members

of the Cabinet.

A. Relations with ICA/W

It was gratifying to learn of the exceptionally fine support
the Mission has been receiving from ICA/W. Policy guidance and
decisions were almost always in line with the Misslon's desires, and
the only peneral shortcoming mentioned was that action in Washington
was often delayed.

During the course of our stay, a few cases did come to our
attention where we felt the Mission had been unwisely overruled. For
example, the recommendations of the Mission and the Embassy on an
important matter had been turned down hy ICA/W in a communication

1

cleared al a low level. In important cases which might involve

i/' This case has been brought to the attention of the appropriate
office in ICA/W.



relations between the two countries, and particularly where a USOM
recommendation has been supported by the Enbassy, we recammend that

the concurrence of the Regional Director or higher official be required
to overrule such a recommendaiion from the field.‘/

There were also a few instances where technical recommendations
of the Mission had been overruled by ICA/W. We recommend that, unless
there are overriding policy considerations or unless ICA/W has lost
confidence in a certain technician (in which case he should be removed),
ICA/W should accept the Mission's Judgment once the problems and diffi-

culties foreseen are brought to the Mission's atteation.

B. The Country Team

The Country Team normally meets under the chairmanship of the
Ambassador each working day. Such meetings are usually attended by the
DCM, the Director of USOM, the senior Political Officer, the Public
Affairs Officer, the CAS Representative and the Army and Air Attaches.

Although the holding of dally meetings of this kind is unusual,
they are generally short and we heard no complaints that they were
burdensome. All attending the meetings except the PAO have offices
in the Embassy. Given the unstable political situation and the
frequency of over-night developments of importance, it seems that
these meetings provide an excellent means of exchanging information

and coordinating action.

l/ Although required by M.O. 512.7 of February 10, 1954, this procedure

needs to he nhgarmrad mAwa Ansm~fT-



C. 1Integration

The Director of the Mission reluctantly accepted a second hat
as Counselor of Embassy for Economic Affairs and Chief of the Economic
Section. In practice, the Director's attention and time have been
concentrated almost exclusively on a large and complicated USOM program
requiring major attention to policy formulation, negotiation, and
supervision. His activity as Chief of the Economic Section has been
limited to the review of outgoing materiel prepared by the two or three
Embassy officers engaged in economic reporting.

In the long run this situestion needs to be corrected. Perhaps
the completion of certain major projects, e.g., highways, end the
transition from grants to loans, will free the Director so that he
will be able to devote more gttention to his Embassy functions. Perhaps
integration in Guatemalas would be more worksble 1f the two functions
were performed by the Deputy Director. With the program in transition
as it is today, we see no point in attempting to force a solution of
this problem in the immediate future. But we do recommend that it be
rriven attention at an opportune time when the Ambassador's and Director's

views should be sought.

D. Coordination

The Mission Director holds a series of separate weekly meetings
in his office with the heads of each USOM division. The Deputy Director

is usually present. These meetings enable the Director to keep in close
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touch with the progress of the various programs and to impart his
‘ustruct. »:s and guldance to each division chief. However, general
staff meetings with representatives of all divisions are seldom held
and usually only for specific purposes. There was same feeling within
the Mission and Embassy that weekly staff meetings would provide a
desirable means of coordinating the work of the several divisions and
of keeping division chiefs informed of Miscion activities. We believe
it would be advantageous for the Embassy and USIS to be represented

at such meetings.

In discussing this matter with the Mission Director, we were
informed that weekly staff meetings had been tried but had not arcused
sulficient interest to warrant their continuance. Although it is not
our function to say specifically what should be done under thcse
conditions, we found a need for a more adequate coordinating mechanism
between the various elements of the USOM. It might be feasible to
include not only the ranking subordinate from each division but, from

time to time, the business manegers of the Servicios.

E. USOM-USIS Relations

The relationship between USIS and USOM is of particular import-
ance in Guatemala if the overriding political objectives of our aid

program therc are to be achieved.
Throughout the Castillo Armas regime, it was our policy to

play down the U.S. role in the interest of building up the President's
T
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prestige. Now our policy is different. The Country Team has decided
tha! the role of the United States in assisting Guatemala should be
made known to the Guatemelan public. This is difficult because those
in control of Guatemala's information media are in general uninterested
end incapeble of casting our progrem into proper perspective. Further-
more, some politicians among them are not disposed to give credit to
any foreign government for the assistance received.

While the role of USIS under these conditions is not easy, it
is giving major attention and support to the work of ICA. USIS
estimates that it devotes sbout 65 per cent of its funds and resources
to thz promotion of the ICA progrem. This represents sbout $50,000
of its $80,000 budget. In the radio, television and press fields,

USIS efforts on behalf of ICA have been extensive. In motion pictures,
the entire USIS budget for local production has been devoted to ICA
pictures.

Coordination between USOM and USIS presents some problems, in
part because technicians are often either not public relations conscious
or are too busy to pay attention to potential publicity materials.
There has also been a lack of adequate liaison between USIS and the
Servicios, although admittedly the bi-national character of the latter
does present special problems. There 1s no focal point within the
USOM where information of value to USIS 1s assenbled, and in the past

most contacts at the techniclan level have apparently been on an ad hoc



However, steps have been taken to improve liaison. A USIS
information officer has been assigned to make daily contacts with the
complex of USOM operations in order to maintain a steady flow of
material to the various media. In addition, two officers of the press
section arc devoting about half their time to ICA projects. We hope
that these steps wili be effective but we believe the situation war-
rants perlodic review to determine whether the best possible liaison

is in fact being maintained.

F. Personnel Policies

1. Length of Assignment and Delayed Recruitment

There is real need for more rapid recruitment and greater
flexibility with respect to lengths of tours, now generally of either
two or four years. Even in such a desirable post as Guatemala, key
positions in such flelds as housing, public health and servicio business
management have remained vacant for many months. The Mission was woe-
fully short of American secretaries. Guatemalan officials pointed out
to us the difficulty of promptly obtaining needed technicians. They
also stressed the problem posed when a technician, after a stay of a
few months, was clearly unable to do the job adequately and yet had
been hired for a two-year assignment. It seems clear that means should
be found both to recruit more promptly and to remove or transfer
unsatisfactory employees with reasonable dispatch.

Auother problem that came to our attention was the premature

transfer of techniclans before their normal tours had expired and
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without the concurrence of the Mission Director. It would also seem
that. ICA/W has sometimes been too rigid in applying the four-year rule
and should, in any case, seek the Mission Director's opinion, especially
before removing en employee in & key position where the future of an
important program might be seriously jeopardized.

We also heard compleints regerding the lack of flexibility in
adepting extension of tours and home leave to the rather unusual
school year in Guaetemala where the vacation period corresponds with
our winter.

While we realize the difficulty of aedministering a world-wide
personnel system, we are convinced thet factors such as these merit
consideration and remedial ection.

2. Medical Examinations

In connection with the medical services provided to personnel

overseas, we favor a program meking annual physical examinations mendatory

for all American personnel. This is especially important where “ropicel
diseases are prevalent as they are in Guatemala. "An ounce of prevention

" and we believe such examinations, which for

ic worth a pound of cure,
years have been o matter of routine in our Armed Forces, are equally
important to ICA and 1its personnel.

3. Importance of Spanish

Finally, our experience in Guatemalea pointed up the importance
of a working knowledpe of Spenish oo a qualificetion for personnel in
Spanish-speaking Latin America. This was particularly stressed by

Guatemalan of'ficlals who obviously place a knowledge of Spanish high
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on the list of factors used to evaluate the effectiveness of our
technicilans,

We agree with the world-wide emphesis being placed on languages
by ICA/W. Given the large number of Americans who have a working
knowledge of Spanish and the intrinsic ease of that langusge, it should
be feasible to epply e speclal policy in Latin America:

‘At the end of the first two-year tour in Spanish-spesking
Latin America, every employee should demonstrate by
examination a reesonable working knowledge of Spanish.

In the sbsence of such demonstration, his services should
no longer be used in the area.

We believe such a policy 1is altogether feasible and thet 1t
would reduce apprecisbly the number of misfits and enhance the effec-
tiveness of our programs thyoughout Spanish-speaking Latin America.

We hope 1t will be given a trial.
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The Role of the Military

Guatemale's role in hemispheric defense is smell. Indeed,
some have questiloned whether a military eid program there cen be jus-
tifled on military gounds. We belleve that there 1s another function
our military aid program serves -- and should serve more deliberately ~-
namely, that of exerting influence on the Guatemalan military because
of their political and economic significence.

Politically, this significance derives from a tradition of
military interference and influence in civilian affairs. In times of
national emergency or crisis, the military constitute the supreme
arbiters. If a government gets into real difficulty because of loss
of the confidence of the people or severe unrest, the military are
always weiting in the wings.

In normel times also, the militaery exercise considereable
influence. A large percentege of the presidents have been drawn from
thelr ranks. Most Cebinets contain & number of officers and a signi-
ficant number of high administrative positlions are occupied by colonels.
For exmmple, two important developmental positions, the directors of
the resettlement program and the progrem for the development of the
Peten, are held by officers.

Economically, the influence of the military is exercl!sed in
several weys. The officer class is recruited largely from the same few
weelthy families who own the fincas and conduct most of the nation's
business. Indeed, meny officers find time to conduct their own busi-
nesses or run their own farms. With an extremely small educated cleass,
the military constitute a substantial component of it. A natural
alliance has developed between the military and the businessmen.

The number oif officers who have taken over the reins of govern-
ment in various underdeveloped countries in recent years is indicative
of the militaery's political importance, to which we should pay special
attention.

In order to achieve the kind of influence we want, we should
identify those components of the military in which we are most interested
Heretofore, we have tended to conceatrate on a few at the top, Chiefs of
Staff, etc. However, in many countries it is the middle grade officers
who have made the revolutions, and it is importent thaet they be Included.
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In sending U.S. offlcers to work with the Guatemalan military,
wve should select persons who have a broad understanding of world and

economic problems rather than those with a narrow military view-
point. ;/ These officers should understand clearly what their objec-

tives are and how to seek them. The military exchange program should
be expanded to include a larger number of the promising young officers.
Training in the United States should not be exclusively of a military
nature. It should include the type of work done at the National War
College and other staff schools which emphasize international affairs,
national policles, economics, etec. To the extent possible, we should
seek to inculcate a better understanding of democratic ideals within
the Army and reduce the totalitarian orientation so often characteristic
of officers in the less developed countries.

At lower levels, it would appear desireble to proceed with
the ICA program already plenned for vocational and literacy training
for all recrults. ©Specific skills, secreterial and others, might be
taught. Indeed, this 1s already occurring in the clerical school
established by ICA for all government officilals and in which the Ministry
of Defense is a prominent participant. 2

In undertaking this kind of program, we have several distinct
assets. Our American observers report that the Guatemalan military
already have a basicelly favoreble attitude toward the United States
and the West. We, therefore, would simply be strengthening by deliberate
policy a position we already hold instead of letting this asset be an
unnoticed and indeliberate by-product of our efforts.

;/ The statements in this parsgraph are based primarily on conversa-
tions with our MAAG and politicel officers.

2/ See Part IV, - Education and Public Administration.
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THE WALL STREET JOURNAL, Wednesday, March 11, 1959

Shell Starts Ou'tput of ‘Natural -'l‘y_[;é-

>Rubber; U.S. Rub

Shell's 30-Cents-a-Pound Price
On Polyisoprene Competes
With Natural Product,

By a WALL STREET JOURNAL Staff Reporter

NEW YORK — Commercial production
of polyisoprene rubber billed as ‘‘the man-
made duplicate for tree-grown rubber,” has
been started by Shell Chemical Corp., a sub-
sidiary of Shell Oil Co., and U.S. Rubber Co.
is using part of the output in making truck
tires.

Shell Chemical said it will sell the rubber at
a price competitive with that of the natural
product,

The announcement was made by John W,
McGovern, president of U.S. Rubber, and
Richard C. McCurdy, president of Shell Chemi-
cal, It was described as highly significant for
the rubber industry and vital from a military
standpoint.

Other companies, such as B. F. Goodrich
Co., Goodyear Tire & Rubber Co., and Fire-
stone Tire & Rubber Co., in the past have
announced the synthesis of polyisoprene but it
has not been produced commercially because
of doubt that it could compete commercially
with natural rubber,

_Goodycar, Goodrich and Firestonc have pilot
plants for the production ol polyisoprene.
Earlier this year Firestone said it planned to
build a plant in Orange, Texas, that can be
used to turn out either polybutadlene or poly-
isoprene rubber, though the company said it
probably will start out producing polybuta-
diene.

The current price of the Shell isoprene rub-
ber is 30 cents a pound, f.0.b. Torrance, Calif.,
a figure described as approximately equivalent
to that for the better grades of netural rubber.
Initial Production
. Initially production of the lsoprene rubber
will be in a range averaging five tons & day in
order to furnish a supply for U.S. Rubber's
current usage and for other customer evalua-
tions, it was said. As Installation ot various
plant additions progresses durlng the year, the
effective capacity is expected to increase to
15,000 to 20,000 tons annually on a steady hasis.

The United States last year used 485,000 long

ber Puts It in Thires

tons of natural rubber.

Using the new rubber, U.S. Rubber cune
rently is producing somewhat under one hun-
dred 7.50-20 truck tires a day at its L.os An-
geles plant. This i3 the most popular truci
gize. The company, it was said, will expand
production to additlonal truck tire sizes, off-
the-road tires, alrcraft tires, white sidewall
passenger tircs and other products currently
requiring natural rubber after further tests are g
made, and ag the supply of the new syntheti
increases.

The announcement said the synthetie rub-
ber is expected to have a sirong stahilizing
effect on natural rubber prices and wlill allay
doubts as to whether the supply of plantatio
rubber can kcep pace with growing world de-
mands. Mr. McGovern said it would not alter
U.S. Rubber's plans for development of its nat-
ural rubber plantations.

Shell Chemiceal’'s Plans

Shell Chemical wili sell the new materlal
under the trade name, Shell Isoprene Rubber,
Mr. McCurdy said. It is currently being pro-
duced by part-time utilization of commercial
equtpment located at various Shell Chemical
and Shell Oil Co. instaliations In the Los An-
geles area. |

Mr. McCurdy said he did not know whether
Shell will license the product or go it alone. He
added that they would try to inake as much
for Shell stockholders out of it as possible.

The greatest present use of natural rubber
in this country is in the production of large
truck tires, where natural rubber better meets
the straing of heavy loads and heat build-up.
Passenger car tires which carry lighter loads
and generate less heat are made mastly of
GR-S synthetic rubber,

The new polymer has been thorouglily tested
in the laboratory and on the rosd where truck
tires made of polyisoprene have proved to be
equal and in some cases superior to those made
with natural rubber, the annnuncement said.

Mr. McGovern and Mr. McCurdy cautioned
against undue concern as to the Impact of the
development on growers of nstural rubher.
Actually, they said, If the availabllity of this
synthetic has the effect of reducing some o
the unprcdictable fluctuations on the rubbgt
market, as is expected, then rubber fabricato
can lay plans for its use with more confidence,
thus broadening the market for both grower
and synthetic produccr.
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