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-,peri-s n~d ef.tet.i.ve~ess of ti~e United States economic aid
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of -tie evaluation reports and in developing their plan]s of
action based on these reports, are expected to recognize fully
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COMPARATIVE DATA - GUATEMALA AND CUBA

Guatemala Cuba

Area in Square Miles 42,042 44,ooo

Land Use (Per Cent of Total Area)

Agriculture 19% 51%
Forest 6o% 11%

Population - 1958 3,600,000 6,466,ooo

Density per Square Mile 86 147
Annual Growth Rate 3% 2%

Education

Literacy 28% 76%
Teachers 11,800 42,300

Labor Force (millions) 1.1 (1950) 2.1 (1955)

Agriculture 73% 42%

Industry 13% 17%

Commerce 3% 12%

Services and Miscellaneous 11% 29%
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Guatemala Cuba

Agriculture and Industry

Agricultural Production
Index - 1957 113 117

(1953 - 1955 = 100)

Industrial Production
Index- 1957 129 116

(1953 = 1O0)

Railroads

Miles of Track 720 2,987

Units of Rolling Stock 5,744 11,200

Roads, All Types (miles) 8,000 8,290

Registered Motor Vehicles 36,419 (1958) 225,217 (1958)

Installed Power Capacity - 1956 50,000 kw 63q,000 kw

Per Capita 15 watts 103 watts

Economy and Trade

Total Gross National Product, 1958 $649 million $2,650 million

(in 1957 prices)
Per Capita $18o $ 410

Per Cent Growth since 1955 9% 11%

Exports Per Capita - 158 $ 32 $ 116

Imports Per Capita - 1953 $ 42 $ 138

Foreign Exchange Holdings - 1958 $ 58 million $ 430 million

(September)
Cost of Living - 1958 (1953 = 100) 105 102
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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 Team for their

collaboration and feel indebted to the many others, officials

and businessmen, with whom we met in Washington, New York and

Guatemala.

- iv -



UNCIASSIFIE
MAJOR CONCLUSIONS

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 instability 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 program can best serve this and other U.S. objectives.

Under Castillo the aid program -- albeit neces: arily of an

emergency naturc -- 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 Ydigoras 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

UNCLAS It' J



the leftist Revolutionary Party which, however, recently purged itself

oi' many extremists and Communist sympathizers. His administration has

been characterized by the spoils 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 Guatemalats economic future. Government revenues are declining,

and wage cuts are beginning to cause serious discontent.

Under these conditions the question arises how aid 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 attention

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 Guatemala, we

have tried to answer che 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, recommendations addressing these two problems

- vi -



are made. The United States should hold early consultations with the

International Monetary Fund and, if it is determined that Guatemala

requires balance of payments assistance, she should first seek IMF

help. In order o 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, the program has been

concentrated almost entirely on the development of the Pacific Slope

and has purposely ignored the Indians, a majority 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

major beneficiaries. 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 obtained from land already under cultivation

in the highlands.

UNFLA4&LJj



rThe Indians still live much as they did before Columibus but

S ...:A to feel the impact of Western civilization and to aspire

to :anges, :conomic and social. A special study to determine what

.. ... at C.l les ar'e occurring and what steps might be taken to fnre-

ta3i their becominj susceptible to subversion was pgosed to the

,untry l'eam. The Mission has now submitted a project for this purpose.

In discussing specific programs, we have attempted to relate

each to U.S. dobjectives and here mention seve-al examples. First, in

t:hc anric-..ire proramn the Mission agreed that greater attention should

he aIven tA. researcIh on crops to replace coffee and..to increaq.±g the

poi:du :tiof",- staples. The resalting increases in production will

ugm .... firein exch~ange earnings and reduce the cost of living,

e;p]ci.l. y For the politically vulnerable lower classes. Second, we are

nonvi.ced of the utility of both the rural resettlement and housing

pinro-s in the developpylt of a middle class -- so-Qppltant to tho r-al-

ization of U.S. objectives.

Finii a. ; we concur with the view frequently expressed that the

maj.r Pp<its of evaluation derive from the process itself. hle ideas

and in i' ,::,.ai:s in this report have been largely developed from the

,0cuss, os and suggestions of the Country Team, U.S. technicians and

12A ,N'icials in Washinqton. A large percentage of the recomnendations

an, informal s-jeostions made to the USOM have already been accepted and

:;',,( ,f' then implemented.
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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 Communist control -- again subjugated. Because

of the persistence of the Communist threat and the present political

and economic instability, Guatemala will require continuing attention

to assure the success of our efforts.

Before dxscribing the basic problems and evaluating the programs

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 1944 of General Ubico's lengthy dictator-

ship, the new regime under President Arevalo 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

many key Government posts, controlled the important labor and agrarian

movements and dominated the Government's political parties. By June 1954
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the Arbenz regime, ruthlessly suppressing all organized opposition,

had 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 had been living

in exile.

Before the advent of Castillo, U.S. aid to Guatemala had been

on a small scale. From 1942 until about 1951 (when Communist influence

became significant), it had consisted of minor unintegrated programs in

education, health and agriculture. The education program made little

progress and was discontinued in 1950. The activities of the Public

Health Servicio, established in 1942, were gradually restricted until

they consisted solely of work on the Hospital Roosevelt. In agriculture,

a cooperative rubber development program was 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 work by individual technicians, these small uncoordinated

programns had trained few qualified Guatemalans and were having little

over-all influence in an increasingly hostile atmosphere.

Between 1951 and the overthrow of Arbenz in. I954j the program

was essentially a holding operation, confined to the Hospital, rubber
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..velopment a d agricultural research. Expenditures for the entire

period totaled less than $1 million and by FY 54 declined to P8,000.

Soon after the "liberation" in July 1954, the UnitJd 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 was 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 five fiscal years ending with FY 59, the

United States programmed $60.2 million of economic assistance 2_/ as

follows:

Millions

Grant Economic Aid 46.2
Technical. Cooperation l0.8
Title II, PL 480, corn 3.2 ('55 and'56)

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

expedited to provide employment and $20 million was spent. U.S. oil

companies were encouraged by the Department of State to hasten the

exploratory work they had been considering for some time. A large

percentage of their expenditures has been entering the Guatemalan

economy.

Other factors were generally favorable for the achievement of

our objectives. Political confidence was rising and flight capital

returning. Coffee prices reached an all-time high. During the first

years, the economy improved remarkably and clearly served to bolster

Castillo's prestige. Foreign and domestic investments began to increase;

unemployment declined; foreign exchange 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 assassinated in July 1957. Several

months of political uncertainty and instability followed during which

there were two interim presidents. Many Communist and pro-Comnmunist

exiles returned to Guatemala. After two elections, General Ydigoras,

a 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

2_/ Currently estimated at $10-$15 million a year.
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in labor disputes, and by personal administration of the spoils system.

He has soaght to play a major role in Central American affairs and has

emphasized Guatemala's claims to British Honduras to a dangerous degree.

Possibly as a gambit to consolidate domestic political support, he

recently ordered Guatemalan aircraft to attack Mexican shrimp boats

in Guatemalan waters. As a result, diplomatic relations have been broken

and a strong anti-Mexican campaign mounted in Guatemala.

The President has been described as "ambitious, opportunistic

and politically astute";1V from what we could observe, we would generally

agree. We also gained the impression that he is neither widely res-

pected nor loved. Some of his critics even consider him mentally

unbalanced. Nevertheless, there are certainly those who admire his

ability to keep his opponents off balance.

With the remnants 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

l_ Biography prepared by Division of Biographic Information, Department
of State, May 1958.

-6-



extremists and Communist sympathizers were expelled. This action,

which the President himself is said to have influenced, was promptly

followed by a Presidential order re-exiling eight troublemakers.

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

against the Communists. 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 put the rank structure

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 officials. 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.

Add to this picture Guatemala's increasing economic difficulties

and we have a situation that does not augur well for political stability

during the balai-ce of the President's six-year term. With the President

convinced that the United States worked against his election, relations

particularly at the beginning have been difficult. At the moment no

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

_See Chapter II-B, The Foreign Exchange Problem.
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program on the assumption that the President will serve out his term.

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 Party 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.

-8 -
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PART II - BASIC PROBLEMS

In this part of the report three major problems of fundamental

importance to the economic program of the United States in Guatemala

are discussed.

Of first and overriding importance is the Communist threat and

the continuing danger of Communist resurgence. We must, therefore,

consider how the aid programs can contribute to diminishing and

thwarting that threat.

A related but secondary problem is the decline in foreign

exchange reserves, which is becoming Increasingly 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 financial resources available to the United States -3
must be considered in relation to probable requirements, political and

economic. Given the decision 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

- 9 -



of this objective is recognized in the legislative history of the

program, in the State Department's policy papers, in the USOM's Master

Program Book and by the Country Team. And it seems superfluous to

belabor the magnitude of our commitment in resources and prestige in

that small country, or the need for non-Commnist unanimity in the

Organization of American States, or the strategic importance of fore-

stalling the re-establishment of a Communist bridgehead so near the

United States and the Panama Canal. Our commitment in Guatemala, then,

is more political and moral than financial. As the leader of the Free

World we simply cannot afford to have the only country ever freed from

Communist domination again subjugated.

In a positive sense, we are helping Guatemala show how a free

country which 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 society itself. Civilian government, never strong

under the dictatorships of the past, was further weakened by the Arbenz

regime. And the progress made under Castillo has since been seriously

offset by instability and the vagaries of the Ydigoras government.

The fabric of society is also weak. At the top there are the

wealthy landlords who, like their counterparts in Spain, are singularly

lacking in social consciousness. Aside from a very small middle class

and a few businessmen, the rest of society is an amorphous mass of

poverty-stricken people, urban and rural. In the cities they are

particularly susceptible to Communist propaganda which is often dissem-

inated through the labor unions. In the country-side the peasants are

- 10 -
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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.

Rirthermore, the current deterioration of the economic situation

has detracted from the Government's ability to fulfill the "rising

expectations" which Guatemala shares with many other cohntries. 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 comlates

the Government's task.

Certainly the Communists have not slackened in their interest.

The nunber of exiles they are befriending and training is indicative of

their continuing concern.

Our concern, while focused on the Communist issue, must 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

- 11 -



for their achievement. During the time of Castillo, U.S. policy had

been ain.d 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 economic 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 itself unreservedly with the govern-

ment in power, the safeguarding of U.S. national interests requires a

more carful definition of objectives and means for their achievement.

Wp therefore had numerous conversations with members of the

Country Team and a final meeting during which a draft paper on the

subject was discu5sed. 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.S. country objectives were defined as follows:

a. Generally favorable Western orientation and frustra-

tion of Communist subversion.

b. Orderly political development under a progressive,

democratically oriented government.

c. Economic and social development with a more equitable

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

- 12 -
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important than a more limited pro-United States attitude. They also

Tjo-,nted out that anti-American attitudes need not be equated with

u :.iun i sm.

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

Country Team felt that encouraging the growth 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 urbsa

middle class with & stake in the capitalist system

and with sufficient knowledge of Communism to

resist its encroachment. This to be accomplished

through more job opportunities, education and

broader home ownership.

b. Encourage growth of a larger and stronger rural

middle class with a stake in capitalism and knowledge

of Communism similar to those of their urban counter-

parts (see a). This to be accomplished through land

ownership and reform, credit and education.

c. Assist Guatemala in an orderly transition from a

one-crop economy through development of alternative

crops and a moderate growth of industries, especially

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

and governmental organization.

e. Encourage improvement of the government's revenue

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 understm.'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 writteL state-

ment on this subject. Shortly after our arrival, the appropriate secti

of the Embassy agreed to make a study of the problem and let us ha.

the results before our departure. The following statement summarizes

the Embassy's conclusions:

Groups Particularly Vulnerable to Communist Subversion

a. White collar workers (including government employees

and teachers) and students. (Estimated 90percent

are in Guatemala 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. Transportation workers, especially members of the

railway union (SAMF), bus, truck and taxi drivers.

(Estimated 50 per cent are in Guatemala City with

the rest in towns, especially Puerto Barrios,

Zacapa, Escuintla, Quezaltenango and Retalhuleu.)

c. Agricultural workers on large commercial and goyern-

ment-owned farms, chiefly producing coffee and

bananas. (Mostly in Pacific Coast departments, with

the commercial banana area of Izabal a secondary

zone and with poorer commercial farming area in east

of third importance.)

d. Floating, semi-employed urban population (especially

in Guatemala City but small and vociferous in

Quezaltenango).

In singling out these groups we do riot 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 workers. Secondly, it is easier to reach people through
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their vocational interests and organizations than through a mass or

"shot gun" approach.

In addition to the above 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 their traditional social

structure and have not been appreciably susceptible to Communist influ-

ence. However, they are coming increasingly into contact with the

modern world, and there are indications that they are beginning to

aspire to a different way of life. We believe that a careful study

should be made of the Indians as potential targets of subversion. Until

such a study is 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 social controls. 2/

The Guatemalan military have political and economic importance

that transcends their small role in hemispheric defense. In a national

emergency or political crisis, 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 economic

importance 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

furtherance of our objectives.

1/ See Part III - B for detailed discussion and recommendations.
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. During 1958, reserves fell from $72

million to about $50 million (see chart), and the USOM estimates that

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

The decline in Guatemala's foreign exchange reserves stems

from a number of causes. The fall of coffee prices from 640 to 440

a pound f.o.b. Guatemala from March 1957 to October 1958 is usually

cited as the most important canse, 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 $133 million as compared with an average

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

Moreover, the assassination of Castillo and subsequent political

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.

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

2/ 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 and economic programs. The

fall in coffee prices is also being used as a reason to reduce wages

1
on the large coffee plantations. 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 purchasing power throughout the country, might well result

in increased unemployment unless the slack is taken up in other ways.

Thus, unfortunately, the U.S. Government's decision to phase

out grant aid has been followed by a number of unfavorable factors

affecting the economy.

The picture, however, is not completely unfavorable. The ICA

pipeline of $13.5 million Z/ will continue to be pumped into the economy

for perhaps another 18 months. Oil exploration expenses are at a high

level and will probably continue for several 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 values booming. The resettle-

ment projects and the agricultural programs are beginning to increase

l/ While wage cuts tend to reduce foreign exchange needs, they increase
the risks of subverting this important group of workers. (See Part II-A.)

2/ Grant aid and TC as of Dueiiufr 31, 1958.
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the availabilities of staples. The new enterprises of private domestic

a.J forsi . investors are also beginning to pay off. As late as

December 1.958 the manager of the Bank of America in Guatemala reported

to us that, despite predictions N an internal business recession, he

had not yet seen evidence of it.

But even with such favrable factors, the situation is clearly

serious. ahat, then, are the prospects of a solution?

With a vast world surplu.s of coffee and the prcspect of even

larger future surpluses, the prdbabiiity of restoring Guatemala's foreigr

exchange earnings thragh coffee is nt briiqht. The discovery of oil

in exploitable quantities would certainly relieve a-d perhaps solve the

problem, but it is hardly prudent to stake the country's future on such

an obvious gamble. Other means for solving Guatemala's foreign exchange

problem nst. be sought.

rTh.e USOM pirns high hopes on -thfE contribution which rubber

Ipr,-oduction i:u make. The large-scale program for rubber planting in

the bliaht-fi.e area .f the Paci'ic Sl.ope should begin to pay off

sals lr.ti a. l.,yi wrin five to six years uan .ne re se annually thereafter.

Si.nce tie :mipeh ifv e adivan ago £ - tbler prunxiud in this area over most

Far Ear N.f 2 c' .s appr'ela.le, these nore;s appuar jusutified. The

MiAssinn alw It s thh im nual P'reM n xchnuc eannsfrom rubber..

I iou . Li :'ca.., '$JO million by! 1971. Howew,-r, these us;timaites should

te re ard d wi.th some rese've, especial i.,! in view of the development

ly SheL c.f' polyis 'iene, a "riar-nifxke duplicate ot tcee-grown rubber"

See Pail IV - Ariculture.
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currently being produced for 300 a pound.

The potential foreign exchange earnings of forestry products,

including pulp and tropical hard woods, are impressive. Guatemala's

forests are in need of selective cutting to avrod trces 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. -/  American investors have sought

authorization to exploit these forests for pulp exports and paper

making in Guatemala. They have also been interested in exploiting

the extensive hardwood forests. They have had no success. The possi-

bilities of producing dramatic results by a careful program of combined

exploitation and conservation seem so apparent that it is most dis-

couraging to learn from the USOM how these proposals are being frustrated

by politics, red tape and inhibitions against foreign investors in this

field. The USQ4 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 Guatemalas foreign exchange difficulties may influence

the Government to change its attitude.

Other factors could help relieve the exchange problem. Increased

production of agricultural staples., to which the USOM and the Government

l/ See Appendix B for article from The Wall Street Journal, March 11,
1959, page 24.
No accurate figures exist on this subject but these were the more
conservative estimates of U.S. technicians in Guatemala.



are giving serious but perhaps inadequate attention, would lower

prices wid reduce imports of such products as corn, cereals, beef,

md poultry. Reduction in prices would also improve Guatemala's com-

petitive position, thus facilitating exports.

Guatemala'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 art

flour mills should contribute toward reducing import requirements.

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

foreign 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 Government decreed a temporary licensing system for 55 items

reducing imports up to 75 per cent for a few items. On January 15, a

new tariff act, aimed at the same objectives and apparently intended

to replace the temporary licensing system, became effective. 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.

./ See Part IV - Agriculture. ,:-
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Despite the favorable factors, a solution of the foreign

exchange problem is not likely to occur 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 loan

applications totaling $33.5 million: 1) for rubber development, $9

million; 2) for government-guaranteed 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. I_ The

housing loan has been rejected as not falling within the DLF's criteria.

The resett-ement proposal has been returned to 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. 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

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

2_/ See next section.
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of the DLF, and the fact that Guatemala was specifically encouraged

io make i oan applications as a substitute for the grants previously

received.

Loans would also help offset the feeling of political uncer-

tainty. The U.S. Government's strong support of Castillo and its

failure to provide substantial new funds since the inauguration of thl

present regime have raised questions as to our attitude toward Presid4

Ydigoras. The $5 million DLF 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 Ydig(

remains highly sensitive in his belief that the U.S. Government attem]

to prevent his election. Since then, our Government has encouraged h

to deal effectively with subversive elements, but he has been slow to

respond. The Embassy believes that concrete indications are needed t(

reinforce our repeated oral assurances of friends'hip and interest

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

C. Can Loans Replace Grants?

The third problem facing the U.S. Government in Guatemala is

whether financing will be adequate to achieve U.S. objectives. It is

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

1/ While rubber is important for augmenting Guatemala'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 Pacific Slope.

. ,,
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The question is whether loans of the character currently proposed and

in amounts that mig c 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 probably be inflationary and

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 cons-umption. No such studies have been made.

Third, loans will probably not serve the political purposes

we believe essential unless special procedures are established to set

up priorities.

15 -
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Recommendations:

1. That the U.S. Government have early discussions with

the IDF and, if the situation warrants, the Government of

Guatemala should be encouraged to seek aid from the IMF. (One

of the few Latin American countries which has never drawn on

IMF, Guatemala could certainly draw beyond her $5 million quota,

and such funds, together with a furth=r draw-down of reserves,

should see Guatemala through FY 60.)

2. Thatmeanwhile, every effort be made 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 .1

economist appraise Guatemala's total economic and financial

situation. (The basic data available in Guatemala are not

sufficiently reliable 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

unable to make this kind of comprehensive study.)

4. That the USOM in consultation with the economist survey

potential loan applications to determine their contributions to

solving the foreign exchange ohortage.
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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 again to grant aid.
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PART III - PROGRAM POLICY PROBLEMAS

The purpose of this part of the report is to analyze three

]rti ,rOa1 ]poLlcy problems related to the formulation and execution of the

prrogia as a whole: .]) Concentration on the Pacific Slope; 2) The Indians;

ant 3) The DL-'Ilcil]ii, Role for Private Enterprise.

A. Concentratl ion Cn the Pacific Slope

In developinug the pi'oqram, the USOM decided to concentrate on

a sinrl,:.e.i Ct ,; rahlei c area, the PacIfil"c Slope, in line with a concept

Irrqtie(niL nh avocaLed in ICA. This policy has gud:[ed not only the

ari CHi itraL ani res;ettlement. prollrans but also those in public health,

cdht cal.i,,n, and oliher fields. There have been exceptions, such as ICA's

lit tri s in Giuatemala Ci ty, on tie Atlant:i c Highway and in the Zacapa

Valley.

Tie choi-ce of the Pacific Slope as the area for concentration

was dic auLed by a variety or r'actors. Mii.[ng the Arbenz regime,

Cttmmiiii. m lt rui ned Influence wi thi the agricultural worker.'s of the

.'(ee p laitaL, ions and of the United Friit Company, making a program

in tLhis aria im jeratl ive. Wilth excellent climate and soil and a sparse

op]ll ion, it was tLihe only area in Guiatemaiala whe re a dramatic demon-

srat,i'ti iI 1(m] Ic madie of' lW to raise l.iv:I ng standardB. The central

tii]. Litis have i1i st or i cally been thei most. iighly cultivated area, Bit

soil. trLti 1L y is depleted, the area is oveipopulat.ed, 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 agriculture.

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 modern science. It

is now becoming feasible for individual 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 plan

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 area gave

promise of helping to increase the national production of staples and

earners of foreign exchange.

While we generally agree 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 making the rich richer. Already cheap

land is growing scarce, thereby jeopardizing purchases of land for the

resettlement program. The Government will have to take vigorous ste

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

_ See Part IV.- Rural Resettlement.
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Second, there is danger in attracting too many prospective

settlers, especially from the highlands, without their being able to

obtain land. A study financed by the U.S. Government immediately 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

:ocial controls would appear to be a special danger in the case of the
1/

Indians. Unless land can be obtained and divided among small

,;etLle's, the tragic result of concentrating this development effort

on the Pacific Slope might be that the jungle lands will be developed

as "factor'ies in the field" by the landlord class. Indeed, this is

already beginning to happen. The further growth of a rural proletariat

in this area could stimulate the growth of Communism and thereby jeop-

ardize the principal objective of U.S. policy in Guatemala.

As this is a period 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 effort, the program has in our judgmnent shown real progress.

But it would now seem well to consider whether a bit more attention

might also be given to other parts of the country.

Aih important ICA objective is to increase the country's total

agricultumral production. Yet most of the country's staples are grown

in tUe highlands. It is usually true that increases in production can

1/ 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 in the

highlands, would be served.

Specifically, we make two recomnendations:

First, that greater support be given to the Guatemalan Indian

Extension Service (SFEI) in its efforts to increase production

in the highlaids and to other aspects of its activities, as

described in the next section.

Second, that agricultural research be increased in the high-

lands and initiated on the Atlantic side and in the Peten.

Since meaingful answers require years of effort, this work

should benri now.

B. The IndLans

The Indians of' Guatemala (see map) deserve special attention

as a gr,,r )entially susceptible to Communist subversion. They are

a majority of-' the total population, and any change in their attitudes

s1 oi I-d bu reviewed on a continuing basis. Their economic importance is

substantiaL, as they produce the bulk of the country's staples.

i Heretof'ore, the USOM has strongly opposed extending research to these
area:;. But a:; we complete the r-eport, we note the Mission's new11(I

p1'ojecl. "8lrvey (W Developmental Possibilities in the Peten."
(No. 20-91)-094)
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The ICA program has deliberately ignored the Indians. The

p) ro;ram was designed to influence the politically articulate, which

Lie Indian.; clearly were not. Nor have they thus far been susceptible

to C- wctntIst 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 woHi1d have been complex and would have required much careful

preparat. ion. The USOM also recognized the dangers of attempting to

w"anniLe the~ Indians too fast thereby freeing them from their traditional

so,.a, eontrol.s and making them susceptible to subversion.

As the hil;h1.ands were overpopulated and the soil depleted, the

USOM felt that the Indians should be encouraged to resettle voluntarily

in the Pa]l'h. _luw]ihands. An arrangement was made with the SFEI, the

Griat. umraluan ivernuenti's agency for helping the Indians, whereby the

1SOM w,,ii . not. direetly concern itself with the Indian provinces. From

a shri-teum point of view, the USOM's approach seems to have been

essentialLy correel bu., in t4e longer view, should be reconsidered.

WiU'.. tie rat-e of' change among the Indians has been negligible

for j5u ,ears, i has been rather marked during the last decade. With

the ni r'uet . iu o' r'als, the presence of tourists, and the introduc-

tlion of Mtin and schools, lennent is begtiming. Some of the young

Ieople ar. be uminr dissat-isfled and seeking employment elsewhere.

To unom extent they are leaving their traitional way of life to become

I axhines (wen ni e zed)-
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Destructive types of chan e might well result from: (a) a

careless policy of introducing new ideas and creating dissatisfaction

rV (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 cause this very

result.

It is sugrgested that the answer is to be found in improving

the lot of' the Indians -- to the extent possible -- within their own

social stncture by using community development methods. A modest

prosaic'am for this purpose, undertaken by SFEI, has been hindered by

the lack of' ftnds and staff. SFEI has received a slight amount of help

FIon the USOM through the Agriculture Servicio. In the hope of getting

1'reater support, it has been proposed that SFEI be integrated into the

Servicio.

Just before our departure, we learned of a possible alterna-

tive to encoitrmaing the Indians to settle on the Pacific Slope. We were

tuld that already many Indians are voluntarily moving northeast into

the ttricrrupied jungle of Alta Verapaz and the Southern Peten. The

s1(n~L1imt: t'eature of' this movement is that it is being undertaken

1)y tle Indi.wl municipios (municipalities) with their social organiza-

tions and controls remaining intact. We suggest that the USOM study

i1- s al ernative and consider whether the Government and SFEI should

be enlourailcd to facilitate this migration by building minimal roads
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from the highlands and by assistance of the community development

t -- e.

We wish to make the following specific recommendations:

1. That a special study be made of the Indians in Guatemala

to determine what steps should be taken in the interest of U.S.

objectives. Such a study, preferably by an American foundation,

should include determination of the rai e of change and factors

stimulating change, the means of raising the standard of living

without destroying existing social controls, and 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.

4. That the USOM consider whether ICA's Community Develop-

ment Division could help SFEI. Such help would not necessarily impl

the assigruient of additional U.S. personnel to Guatemala. Perhaps

SFEI's imaginative and dedicated director, Senor Jaime Wild, iight b

invited to observe successful community development programs, as in

India, Pakistan or the Philippines.

We note that the USOM recently proposed such a study. Project
Po. 20-)9-095, dated December 31, 1958.
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C. The Difficult Role for Private Enterprise

Promoting private enterprise in Guatemala is complicated by

a half century of experience with large American firms, which have

been regarded with suspicion and dislike. They have frequently

embarrassed U.S. relations with Guatemala and prejudiced Guatemalans

against private enterprise. This is especially unfortunate since

private investments, foreign and domestic, are urgently required for

the country's economic development.

O1 the three major U.S. private companies, the International

Railways o1 Central America (iRCA) has the largest investment I/ and

ithe worst reputiation. Its management has been tactless in dealing

with the Government as well as with labor. Wages have not been raised

in over ten years, and demands for wage increases are publicly equated

t ,h pro-Cormnunism. The Companyts antiquated equipment provides a

caricature of American efficiency and progress. Currently the

railway is being operated by the Army because of union threats to

shut down operations.

The Emnpresa Electrica, a subsidiary of American & Foreign

Power, is trying to improve its position. Its abor relations are

notably better than the Railway's. Its proposed investment program

of over $30 million could make a substantial econo La.e contribution

but hinges on a new agreement with the Government. Its rate struc-

ture, which has not been altered in many years, is considered by

Guatemalans to be excessively high, and even company officials privately

i Book value: $70 million.
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... a

admit that it must be revised. Public 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 substantial fringe benefits.

Despite constant efforts to improve public relations, the Company

continues to be a target of the nationalists, who resent its bigness

and 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 labor federation of which AFL and CIO
_1/

are members. 1 And the Company's paternalistic welfare activities so

encompass the lives of its employees as to create resentment.

The Company is currently investing $15 million on its Atlantic

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, uhe Company would prefer to make this investment

cooperatively with the GOG and permit the port to be of general use.

Coii:oany officials suggested that the U.S. might consider a loan to

GOG tc finance its share.

_ See Part IV - Labor

During a three-year period. I.N %
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The Embassy 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

management 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

md processingj 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 tlUiese 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

permit foreigjn investors to exploit Guatemala's forest reserves.

i/ For discussion, see Part II - B, The Foreign Exchange Problem.
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PART W - IMPORTANT ASPECTS OF AID PROGRAMS

.?.e ,; rnprtant aspects of the USOM programs, with particular

re!.'.'. :e ",:, ",. ' coXtrirt!-DIs to the achievement of U.S. objectives,

are nc ±-

.. .-. ~t of ,hee programs is now in process of change.

F , r, .;. pr)grams have been finuaned from a combination of

L" an'-, , a:cL. T -. only exception was public administration, sup-

-- .c;,' by -,C inds. Peiinning with FY 59, the entire program,

c .: , u,..:. -. a.", w1'.h is .f.L.a:Cel :from Speo .ial Assistance, has

c ,:.m, :.&.x'.':tv. YC. althou n'h a $1. 5 millIon pipeline of grant a'

1'. ::" fti is a;-, cf De:emeh .3, 1.58. This pipeline consists prin-
,"ia iL.-. .f' ,'s :r ~nral rc:cl,,;].mcnt.n, housing, highways, and

A. IK' h'.a ,

YI'c yi ~ way p r 1am .as been t.he largest single element in

, . ... .t as- $214 milin of , ai prinarily

..-. . . -,] . . ,,Iways now nearing

."1" t i'I . i J L, I J~i S !¢"t l.e U5Cxl.f.v'. lo'a:!. 2urrency costs

'W" <Lt ,,. haI cIEU r IC u1atma.a $.1.8. 2 million to finance

ri,, .. j.ncv;" .. i.LId .rI t-,,,;u " ot Oft' Amneviewi supervisory

..A. *' .- .9, _l m-!!.o_ 1',-)r access roaIs remained

7
.L . "* , " " "

• , , . -. .,,



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 available.

The program has in our opinion been generally effective and

Litccessful. It did much to alleviate the serious unemployment of

Castillo's early days, and it has since provided employment and train-

ing to thousands of workers. The highways are obviously of good

quality and make an excellent impression; they should constitute a

lasting monument to our efforts. There were, to be sure, delays and

cost 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, especially of crops and essential commodities, such

as petroleum, to consumption areas in the interior. They should also

help Lhe export trade. Land vlues 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 otu' program to develop the Pacific Slope. It is hard to conceive

of a :uccessful resettlement program such as we are attempting without

a major road o1' this kind. If the Zacapa Valley develops into a large

truck-gardening area for Guatemala City and for exports to Salvador,

the highway 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 railroad officials as a factor that will make

profitable operations even less likely in the future. However, even

these company officials admitted that, from a Guatemalan point of view,

the highway was justified. Moreover, U.S. assistance demonstrates

that our policy in such matters is 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 cut through difficult terrain that will require some1/
years to stabilize. Consequently, the maintenance of these roads

will place a heavy burden on Guatemala in the next few years and may

give 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 of coping with the legacy of

the Arbenz regire 's chaotic agrarian reforms and the problems posed by

some 80 to 100 thousaid 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 aid was authorized, has been the principal

insLriunent by which we have rsought to enlarge and strengthen a non-

Communist rural middle class.

Given the political sensitivity of such a program, it was

decided that private contractors rather than ICA itself should be used.

After an early survey, a contract was signed with the International

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. Today IDS employs

some 19 technicians in Guatemala.

Initially six tracts, consisting of five Government farms and

one large area (Nueva Concepcion) deeded to the Government by the United

Fruit Company, were selected for development, which has now been

essent.tally completed. In 1957, 23 additional 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

L3 had been spent.

Since the assassination of Castillo, the program has encountered

increasing difficulties. No new lands have been offered) and no one in

the Government has assumed responsibility for guiding rural resettlement.

1/ 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

-bLotzld have enough land (about 50 acres) to improve their standard of

living rather than tracts so small as to provide only a bare subsistence.

i, seems quite clear that some conservative elements in the Government,

fearful. of the political and social implications of fostering an

independent rural middle class, are finding excuses for delaying the

progroni. Even so, the Government, while unwilling to relinquish public

-_-ids, seems prepared to move ahead with the purchase of lands

adjacent to older projects. The application to the DLF for a $7.5 mil-

.ion loan is designed for this purpose.

The Team visited several resettlement projects, including the

major tract at Nueva Concepcion. In general, we were favorably

impressed by the magnitude of the job done in a short time. Some 3,800

families had been resettled and most of them provided with decent

lLouing, community facilities and credit. Guatemalans have been tu1a.ined

in many fields including mechanization, road building, land clearijn. ,

'edit, supervision, extension work and rural medicine. Perhaps inost

imporl. alit, the settlers themselves have a chance to becom,-. lndepeideiit

middle class farmers rather than landless peons.

But despite these accomplisnents, with :3 million for thi.s

project still unexpended, a resolution of the current impasse with the

i/ Tl1i 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

Misoson 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

..o re-examined. Certainly one of the reasons for using a contractor

was to prevent ICA's direct involvement in these operations. In prac-

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 believe that this program as originally conceived was sound

and that Castillo needed support in a field where the Communists had

been so active. The program was designed to settle 25,000 farm 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. In fact, it has been possible to resettle

only 3,800. It seems clear that hopes have been raised which, if left

nsatisfied, could be dangerous.

Recommendations:

1. That every effort be made to move forward with this pro-

gram, now blocked by the Government's unwillingness to provide

additional 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. Agriculture

The major importance of agrirulture in Guatemala 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 agriculture are

compounded by the wide range of soil and climatic conditions and the

great variety of products. In general, operations are inefficient,

farmers are slow to diversify, wages are low and production costs high

due to low productivity. Under these conditions, it is not surprising

that prices of basic foods are too high. The political effects of

such high prices on the lower classes, including the grouij mentioned

in Part II-A, are obvious.

Following thirteen years of small-scale cooperation with our

Department of Agriculture, a jointly-administered Agriculture Servicio

(SCIDA) was set up in January 1955 with each country contributing

equally to an operating fund. The GOG provides land and most of the

buildings and the United States covers the salaries and most expenses

of 23 U.S. technicians.

The program encompasses: i) 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 organization and instruction at the College of

Agriculture.
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The total TC program in agriculture for FY 59 is $1.15 million

comi)ared wiLl $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,"

.me of which should be carried on by the Government using U.S. con-

1/
sultants where necessary. 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.

Aricultural Research

Research has been carried out in a great variety of fields

including -- to mention a few -- coffee, rubber, cacao, corn, wheat,

potatoes, forage crops and livestock. We visited most of the experi-

meiital stations where this work is being done and in general were

impre.;sed 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

successfulL 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

4,'npetence of U.S. technicians, we have reservations as to the wisdom

of the United States continuing to finance such work. With world-

wide overproduction and with production increasing more rapidly than

consumption, it seems inappropriate for the United States to help finance

prograins that are, in fact, compounding a world problem. This situation

is of course not confined to Guatemala and needs to be considered on a

global basis. We realize that our participation in this particular

project may be difficult to phase out, given the GOG's understandable

interest in its principal export crop. Nevertheless we believe that as

soon as feasible this work should be taken over and paid for entirely

by Guatemalan interests, perhaps employing American technicians.

Rubber. The problem of finding alternative crops so that mar-

ginal 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 especially true in a belt of some 200,000 acres on the

Pacific Slope where climatic conditions reduce the destructiveness of

the South American leaf blight to negligible proportions. High yield-

ic clones (varieties), which are not resistant to the blight, are grown

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

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

2/ It in this blight which makes it unprofitable to grow 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-

tiu,, also e:.ixst in the Atlantic Coast area, parts of Alta Verapaz, and

undoubtedly large parts of the Peten, but only trees resistant to the

leaf' W Iolit cal be grown in those areas and such trees produce low

I eld,;. Given favorable market prospects for natural rubber and the

c'urent interest of American rubber companies, we agree with the USOM

that rubber is promising as a replacement for coffee in some areas and

a potential earner of foreign exchange. Since production per acre in

tiiis 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 sociological aspects of rubber development

are les:; attractive. Most of the suitable land belongs to big land-

owlers. The benefits of the $5 million DLF loan recently authorized

wj-11 niece:;,sarily g;o primarily to these large landowners who have con-

tinued to pay their laborers as little as possible. However, in view

of' the substantLial economic advantages in terms of foreign exchange

eartiiiligs, the risk seems worth taking.

The primary purpose of the experimental work conducted in

Guatemala for well over a decade and a half has been to develop a high-

yieldinij; clone resistant to the leaf blight. This experimentation can

only g.ro forward in an area, such as described above, where the blight

exists but in a form not sufficiently virulent to destroy the young

1/ Fiirestone also has anl experimental farm there.
2J With this in mind, the DLF has placed a .$100,nOO ceiling on credit

to any one applicant.
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U'vASI tE
plant. If the program eventually proves to be successful -- and its

;tccess dIppears assured -- it will mean that high-yielding clones can

be grown- iL many parts of Guatemala and elsewhere in the Americas. It

cod.d also be a boon to rubber producers the world over who fear that

the South American blight might reach the Far East and destroy produc-
1/

tion there.

The work being supervised by American technicians is impres-

sive, with experiments involving selection, budding und pollination

being connducted on a vast scale and with apparently great competence.

Improved seedlings are also being produced as nursery stock for plant-

ing; in the blight-free area.

This work is to be turned over to the Government of Guatemala
2/

Lju;ctL ei" wilth all other agricultitral research by the end of' FY 60.

Yet t,here i.; not one competent Guatemaain to take over this work. The

U.S. G vernieiit has in its po:session the most promilsing clones, but

mucl U.S. inveotment of' time and money would be lost, if tle experiments

were not cont inued in Guatemala for- some years. Since this work, in

o . , d9IiIiellt, , i; as milch ili the Lute t, I' ,L. Ul. .-(d States and

,.Hici it. rie as in Guatemala's, we. siuge;sL that L -e iornit L Poil t IV

1/ Fox Ea .;t,,.-'ii rtibbe r expe ut; visJIt iig pi.uitatlon; :I11 the new world
art, reported to be so fea'f'ul of thils thiat th:y destroy their clothes

/ Wel !avu ,u , .larned Lhat lI ie Mlssio. hW11)w ]pAtuns iot t, tu t is'er
i'III) e 'rt_:;eaz,(-h to t,1(2 Mi.lliistl/ 1 lv y p1i.- I)u (TrOICA A-851,
Febt. '3, i9'/~4)).
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principle uf phasing out our participation not be rigidly applied.

On !y by gooul fortune have our scientists been able to obtain continued

access to plantings at the old experimental station on privately-owned

.a d, the lease on which expired before the results were fully avail-

Odle. Since the ICA agreement covering work at the new station at

Los Brillarte will expire in July 1960, we believe steps should be

taken now to provide suitable protection for our research investment

tinure.

Other Research Problems. Particularly impressive is the need

to reduce prices or staples, especially those such as corn and beans,

of' such i.mporta rce in the diets of the poorer classes. We discqssed

this problem with the Mission, which agreed that even greater emphasis

shOuld he )(ivell to work in this field.

Wo also noted the potential for further development of live-

stock productioni. Some experimental work is being done on hogs,

poultry wud dairy cattle. However, we gained the impression that there

is a wide scope for livestock development, certainly to fill the

dmus:tL d.I'ici.t und possibly for export. We were repeatedly told

that at alLitudes between 2,000 and 5,000 feet livestock appeared to

bc tie Iilit, I. pru'oiii. 5.11 ig replacemenit For coffee.

Otne of the problems noted was the lack of reliable long-range

Stwiiat e ; o' world-wide product-on and consumption of tropical crops.

WIli.le sumch iii tol' mnlal.o exists In Wash ington, It is not readily avail-

uble In a Form incliil to most field technicians, especially generalLsts.
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Agricultural Extension Service

The goal in this field is to develop a nation-wide network of

60 extensiun 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 extension 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-

lishnient of normal retail outlets. We believe effective steps have

been taken Lo stop this practice. Plans call for termination of all

sales by .9i60, 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 relations;hip has been fruitful, but perhaps greater support could

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

Training

Agricultural training ha.; been given some 75 technicians and

has varied f'rom short courses in Guatemala to otud, tours and academic

work abroad. Twenty-five trainees have done, or are doing, academic

work in the United States and Puerto Rico.

A fundamental problem is that many participants have not had

adequate basic training. It was therefore suggested that both the Agri-

cultural Scliol 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-

for!ied 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

i., aLibility of assistance from the Servicio. We understand that the

USOM has been reluctant 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 AmatitlEn, now in its first year, is

designed to provide trained foresters both for the Government and for

)civate industry. This, the only school of its type in Latin America,

will have places next year for ten students from other Latin American

(ountries. Entrance is gained by competitive examination followed by

t,.he weeding out of marginal students. The school gives the impression

.I' efficient management and excellent morale. It seemed to us an out-

stan(ing exanple of what can be accomplished in a short time by a

,;erviclo. The phasing out of 1 9. participation at the end of FY 60

;e~::mI prtMIrature, especially since the school is to be used for third

coulitry training.

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

1. That the emphasis 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 highlands.

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.

4. 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 this activity is turned over to Guatemala.

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 annlual 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, :Ling recently to the President on U.S.-Latin American rela-

tions, Dr. Milton Eisenhower pointed out "housing is high on the agenda

of' nearly every inter-American conference and in all discussions such

, I was privileged to have this sununr.I

The situation in Guatemala is no excepbion with high rents for

generally inadequate housing often absorbing as much as 40 per cent

ol the incomes of the lower and middle classes. In Guatemala, the

difficuLties are compounded by high interest rates, the unavailability

' long-term capital and the absence of building and loan facilities.

After a review in 1955 of earlier housing investigations, a

tewii of' U.S. consultants proposed a demonstration housing project in

Guatemala City and a project agreement was signed in June 1956 to build

1,000 unit,, of "aided self-help housing" in the Capital, using a

development agency, Inter-American Houses, activated by the GOG in

Oc'tober of that year. This program was expanded in April 1958 to cover

00 additional units in the Capital and 2,500 to 3,000 in selected

u'tan ceniters of political importance. Total U.S. grant funds pro-

,trammed have been $3.8 million, of which about $2.8 million has been

ubligated. The number of U.S. technicians, financed with TC funds, is

t,, be increased from 3 to 7 to cover the needs of the expaided program.

.1/ Report to the President by Dr. Milton S. Eisenhower on United States-
Latin uiier ,_-n Relations, January 4, 1959.

2/ Includ ing $1 million in local currency, (Master Program Book, revision
dated December 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 health, and develop community interests

in areas of unrest. Economically, 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 special facilities:

1) Government-owned land to be made available at original
l/

cost rather than current market value;

2) Twenty-year amortization at 4 per cent instead of

repayment in five years at 8 per cent; and

3) Duty-free importation of materials and equipment.

The monthly payments are designed to cover all actual outlays except

the salaries of U.S. technicians.

An essential feature of the project was that a prospective

ownerls down payment would, in effect, consist of his contributing 20

hours a week of work on units to be finished 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

l/ Government-owned 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

ti Washington, we have concluded that the continuity of this important

project has not been adequately assured since no arrangements have been

made with the GOG to provide for the use of mortgage tepayments in a

revolving fund. It was originally intended that such a revolving fund

be set up, and when we were in Guatemala we understood that this was_1/
being done. Senator Ellender had this same understanding. 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 Guatemalan Government to see that this program continues

than in our own. But in the absence of any concrete arrangements the

temptation will be strong for the officials receiving the funds simply

to enter them as general treasury receipts. It seems to us that what is

needed is a semi-autoncinous institution or, if this is not possible,

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

l/ "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,

Taiwan and Korea might be useful precedents. We are convinced that such

a written agreement, even though lacking enforcement provisions, is a

much better safeguard than no agreement at all.

Recommendations:

1. That this important program 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 mortgage repayments as a revolving fund.

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

for members of labor unions.)

E. Education

This program emphasizes teacher training, rural and urban educa-

tion, vocational training and a project for providing vocational and

special traning for Guatemalan Army recruits. The present staffing

- 57 -



pattern includes 25 technicians. For the fiscal years 1955 through 1959,

$1.6 million was programmed from TC funds and $1.4 million from Special

Assistance funds.

The political significance of education is demonstrated by per-

:.d.stent Communist efforts to subvert teachers, students and intellectuals.

The degree 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 empha-ize the educational role in citizenship and training of

skills.

The ftlli implications of education are clearly understood by

the leadership of the Embassy and USOM, but not by all subordinate ICA

technicians. Some parts of the program appear to be only vaguely related

Lo ba:ALc U.S. objectives. For example, while the rural program appeared

Lo be ai effective program per Be, its political significance appeared
_1/

blurred and the ramifications of the Indian problem 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

a.nd content. Each teacher gets two years of training prior to certifica-

t;ioni: two full sLmers 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.

i/ See Part III - The Indians.
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The USOM cooperative urban education program is to be concentrated

initially on seven ci.ties which were selected in collaboration with

the Embassy principally because of the success of Communist efforts in

them. The program seeks to elicit the intert:st and cooperation of local

organizations and of parents in a community-oriented school program.

We felt thaL 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 secodary schools in the country, they are inadequate both

in that capacity and a; teacher-training institutions. The USOM has

wisely urged tran.forming three or four into genuine teacher-trainin

high schools, the rest into high schools. This proposal has run into

resistwice J'rom 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 1,ew emphasis on vocational education requires little expla-

nation. Clearly the country needs these skills for its economic and

political 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 appears 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 g:ive elementary and vocational education to all of its young

pec>ple. It would give new meaning to service in the armed forces.

Recommendations:

1. Titat the program be continued generally along present

lines.

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

F. Public Health

In a country as backward as Guatemala and with a population

predominatly Indian, it is not surprising that most Guatemalans are

not healthy. There is a high death rate from such preventable diseases

a; malaria, intestinal parasites, influenza, pneumonia and dysentery.

A Pan Anericun Sanitary Bureau (PASB) report shows that the death rate

In 1952 from diarrheal diseases was higher than in any other American

country. With more than half the population barefooted, there is a

heavy incidence of' hookworm. Other conditions contributing to very low

health levels are poor housing, lack of potable water, inadequate sewage

disposal, and a diet low in animal protein.

Although the Public Health Servicio (SCISP) was created in 1942

and carried on a successful program for its first six years, its acti-

vItie.s between 1948 and 1955 were limited to projects for the Hospital

Roosevelt ,id National Nursing School. Since 1955 the program has been

broadened and expalided to include the training of doctors, sanitarians

and nurses; the development of' water supply and latrine installation in
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the Pacific Slope area; and assistance to the GOG in development of its

sanitation program, 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 malaria 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 program 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, a 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 buitldin was completed and turned over to the Goverment a year

U:. 1 inly !,,I t~d funds had been made available during the Arbenz

i'egim- but, work had been greatly accelerated after Castillo came to

,wu'. T,da the Hospital is still more than half empty, and there is

I, (jU,,I~. I A where the money will come from to equip and run the

'.;. of' tie intal;uL].ation.

At, preent we are providinig the services of three American

L:u.rnen:; ('Onsldtantn. We were most favorably impressed by these young

Iad Le: a, tpr ,;i aLtv; of the United States, by their keen knowledge

.j.' the l<cal ,;ItuaL;ion aid by the friendly attitude of Guatemalan per-

5 ei i.)ward Li ii£.

Contrary to expectations, we found the Hospital. buildLng in

m,,Ilil, ,'oiid.lt.ion anid there was evidence that it was being competently

ulduii LiJ :iL t ,,- ro(d,

'Iiree problem; of importance came to our attention with respect

t1o l) nmai.nniaitce of equipment; 2) overcrowding of out-patient depart-

I,:ff.5 LuAd 3) piblic relations.

1 tiz .ng} (Guatemalan pernluinel have apparentl.y been wel. traiied

to, opcrat, 1, s(. <;ophisticated equipment in the Hospital, tlhere is a

lar k ,' portn ,ni ctrained to srvicie wd maintain it. We also lear'ned

Ihat, ,te ]l,,pJlaI }ad iiot b.eii de;'.gmied to take care of a large volume

.. t.-p~at, i, t, ',rk and we obio rved that the out-patient departmentis were

;J,'l'~I :U. V.,I VIwded, ©Vei whtin ,;tieh sf-:vviccs were provided i.ly in

p,. oLatI, r:; aiu,d i,;etriks. Since maiy of these patients no do,:tf look
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upon the Hospital as an American-sponsored institution, it might be

worthwhile to offer our help to the Guatemalans 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 believe it is open only to the rich. In

fact, with the exception of a small section reserved for paying

maternity cases, the entire Hospital 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 comnitted its funds, its prestige and the

natiie ('I one of its Presidents to this institution, can wisely wash its

hands of' the wliole thing a.; some have suggested.

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

of Guatemalali participation in SCISP. Under the project agreement,

U.S. personnel are responsible for the Servicio administration, budget

and !iscaL work, procurement of' equipment and materials, and management

and trainillh of administrative and technical personnel We were

1/ Project, 20-50-906.
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ihil',,rmed that stal' meetings were attended solely by American personnel.

W, iv ,, ni. ;(.- ( to discuss this situation with the Director of the

Ser'v io, who was absent during our stay, but we commend it to the

Mi..rso:, 's attention in the hope that it will be feasible gradually to

It tis operation on a truly cooperative basis.

Recoiiuriendat ions:

I. That steps be taken to increase Guatemalan participation

in the Health Servicio.

2. 'That a concerted effort be made to insure that the

hIC;.it lRo.;eveiL he a public relations asset to the U.S. rather

tian, a ahiLIt:/.

3. That tLhe followinl, recommendations be considered in con-

nieLi(on with1 pi sible negotiations with the GOG for a more

ef1e.(tLive uJe o I Li he llosp ital:

a. Traijnig mig,,ht be provided in the servicing and

niainLenalcu olf imiported equipment, especially that obtained

from the UiiIkLcd States.

1). LLim.ed 1, rait aid might be made available for s,ruc-

tu.r[al (hiwig,,es, to prevenL. overcrowding in1 the out-patient

depaLrinenL.;.

c. The Feasibility of charging fees might be investigated

to hell) 'iancice the flospital '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 is a serious obstacle to orderly political

processes, increases susceptibility to subversion and encourages cor-

ruption. As noted above, assistance in this field was listed by the

Country Team as one of the more important means of achieving U.S.

objectives. In view of Guatemala's present economic difficulties and

need for careful planning, special attention should be given to the

Government's administrative apparatus.

ICA's efforts in public administration began in 1955 when a

contract was signed with Klein & Saks, a private firm which had done

public administration work in Peru and elsewhere. The contract was

designed primarily 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.S. directly

involved in Chis kind of program.

However, Klein & Saks failed to make much progress with their

primary objective, as they were unsuccessful in ming their influence

felt in the National Economic Planning Council, established at the

suggestion of the IBRD. In fact, they paid more a: ention to the second-

ary objective of giving advice in public administr~bion. They drew

up elaborate plans for reorganizing the Executive Bn'imch, designed an

accounting system, and drafted civil service reform kegislation.
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ICA's contract with Klein & Saks, which carried through Decem-

bet L957, wa; at the urging of USOM taken over by the Government of

Guatemala. Under this new arrangement, the firm believes that its

influence with the Government has increased. However, the Embassy and

USOM have expressed disappointment with the caliber of the firm's

present personnel and consider that their effectiveness continues to

be limited. The Embassy and USOM also reported some jealousy by Klein

& Saks personnel of USOM's modest activities in public administration.

These reports are disturbing in view of the key role the firm

couid play in helping to achieve U.S. objectives, e.g., strengthening

the Government's administrative structure, improving and liberalizing

the revenue system and taking specific measures to alleviate the balance

of payments problem.

Since FY 56, ICA has had a small TC program in public administra-

tion which in FY 58 amounted to $80,000 and in FY 59 to $60,000. The

present program, with a staff recently increased to three U.S. techni-

cians, is designed to give advice on improvement of management, techniques

in the Govermnent and to develop and operate in-service training at the

secretarial, clerical, and lower supervisory level.

A successful feature of the proga'am is the excellent clerical

training school inauguirated in Septenaber 195'(. Typing, shorthand, filing,

and related subjects are taught to Government employees on official

time. Using the most modern U.S. techniques, this school is making a

favorable impression on Government clerical help and their superiors.
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It is being operated by Guatemalans with the advice and help of an ICA

technician, a Puerto Rican woman experienced in similar work in the

United States.

Direct participation by the U.S. Government in public administra-

tion is often considered sensitive, particularly in a small Latin

American country such as Guatemala which fears domination from the

Colossus of the North. Under these circumstances, the clerical train-

ing school is proving to be an effective means of entering this field.

Initial success in this type of uncontroversial program builds confi-

dence in in-service training which may later be translated into other

pru ricu s for higher civil servants. Already a course on human factors

in pet'soiinel relations is being given for middle management, and

progralns for top management are being planned.

An ICA public administration consultant has also assisted in

drafting 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

Uniited States, ten to Puerto Rico and ten to Bolivia. Most of these

participants have been drawn from the middle and lower levels of



government. We recognize the difficulties caused by the rapid turnover

of' fovernmejt personnel, the laLk 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 is 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 casic studies, provides some training, and

arrage&s professional conferences. The USOM Director in Guatemala

believes it more desirable for the ICA to sponsor its own regional

public administration school. We are convinced that additional train-

ing facilities in public administration, however sponsored, are

required in Central America.

Recommendations:

1. That, as the situation permits, greater attention be given

to the public administration program, with special reference to

coping with Guatemala's economic anid financial problems.

2. That the U.S. consult with Klein & Saks in an effort to

improve the quality of the firm's personnel in Guatemala, including

professional competence in public administration aid economics.

3. That, while Klein & Saks should not be identified with

the U.S. Government, they should be kept informed of the means

throui which they can contribute to U.S. objectives.

- 68 -



4. That every effort be made to expand participant training.

5. That the feasibility of expanding public administration

training in Spanish, both in the U.S. and Latin America, be

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

H. Public Safety

This prograi provides three U.S. advisers to the Police Depart-

ment, now paid from Special Assistance funds. Through FY 59 almost

$700,000 had been made available 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 hola 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 fruitful. 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

Lhey were not articulated in the Master Program Book. Emphasis is

being placed on the development of normal police functions. Police

are being tauL;htt that their primary function is to serve the people,

not suppres:; them. Generally, the attempt is being made to give Guate-

malan police ,;ome idea of their appropriate role in a free society. It

is important that these positive aspects be constantly emphasized lest

the U.S. be accused of aiding a repressive arm of the Government.
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This program, which had been making 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 a greater

turnover during the past few months than in the preceding three decades.

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 Guatemala 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 chemicals. 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,

management is untrained and content to make high profits from a low

turnover of goods of poor quality. 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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Despite these conditions, the good opportunities for invest-

ment, especially in processing domestic products, have recently been

realized by foreign capital participation in the production of such

products as soluble coffee, fruit juices, flour, paint, tires, cigar-

ettes and ready mixed cement. Another important potential, the tourist

business, has been largely neglected but is now attracting attention;

we can personally testify to the need for modern, well-run hotels!

In a few cases investment guarantees against expropriation

have been put into effect, and the Exlmbank has provided loans to aid

cement and mining enterprises.

As in most underdeveloped countries, there is a lack of long-

term investment capital at reasonable interest rates. While we do not

wish to recommend any specific loan application, we support in prin-

ciple an industrial loan program. A loan for this purpose might be

made to help establish a private industrial development bank for which

there is a real need. The World Bank, which has had vast experience

in this field, might be consulted. It has provided guidance for such

institutions in several countries and might even supply some capital.,
1/

once Guatemala's difficulty over the British loan has been resolved.

Such an institution might eventually be able to attract private

i/ Guatemala 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 loas to Guatemala until this is settled.
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Guatemalan capital, as has been true of similar institutions in other

couitries. It is suggested that the institution follow the pattern

of the Industrial Development Bank of Turkey or the ICICI of India.

Given the magnitude of Guatemala's industrial problem, we were

impressed by the accomplishments in many fields of our one-man Industry_l/
Division. These include feasibility studies for new industries,

technical advice, assistance to the new Chamber of Industry and the

Industrial Development Center, the organization of seminars and study

teams 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.

- 72 -



_i/

materials," we favor continuation of the industry program along the

modest lines already followed. Substantial results, material and

psychological, have already been achieved. The rational development

of Guatemalan 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. That a private industrial development bank be established,

preferably with advice from the World Bank.

3. That the industry progran be continued along present

modest lines.

4. That the Industry Division continue to be alert to any

tendency toward investment in overambitious projects.

J/ See Part II - A, Definition of Objectives.
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J. Labor

ICA [lias no labor program in Guatemala. A $20,000 program for

participants proposed in the Congressional submission for FY 59 was

subsequently eliminated by the US0M for lack of funds. This seems

-trange in view of the strong case made for a labor program in the

Master Program Book.

Since organized labor is of great importance in Guatemala,

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

feasibility 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. American observers

generally 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 absence 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 to develop an adequate labor

program ure complicated as many labor problems involve the three

large American companies, IRCA, Empresa Electrica, and the United

Fruit Company. On occasion the Guatemalan Government has suggested

that U.S. efforts could be directed more profitably toward changing

the attitudes of the American companies, against which the Guatemalan

Government has frequently sided in labor disputes.

In the past, the American companies were uniformly reactionary.

Today only IRCA remains openly anti-labor; the Empresa Electrica and

the United Fruit Company have genuinely attempted to improve their

labor relations. UFCO apparently prevents its company union from

affiliating with ORIT. The Embassy fears that the rank and file mem-

bership might eventually revolt against its leadership and join a pro-

Communist labor federation if the company persists in this attitude.

U.S. efforts to deal with labor leaders have met largely with

frustration, as few unuderstand either the functions of a union or of

leadership. Since almost none of them speaks English, it is difficult

to find cadidates for participant or exchange programs.

Some constructive efforts have been made by the USOM. The

Industry Officer has attempted to get Guatemalan businessmen to under-

stand that good labor relations are good business. Progress has been

slow as most businessmen are reactionary and oppressive toward labor.

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

Ambassador and in collaboration with the Labor Attache, devote more
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attention to this problem. Certainly, a labor program should not be

el:;U','nated -imply for lack of funds, as clearly more marginal programs

are now included. While we do not regard it appropriate to outline a

specific program, we discussed a number of suggestions with the USOM

a.id the Labor Attache, and believe that some of the following elements

might be included:

a. Modest participant or exchange-of-persons programs 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 Escuintla. This might be run somewhat

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 training generally should be stressed.

e. An occasional lecturer or prominent industrialist might

be invited tnrough 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.
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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 Mission's desires, and

the only general 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 by ICA/W in a communication

cleared at a low level. l_ In important cases which might involve

This case has been brought lo the attention of the appropriate
office in ICA/W.
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relations between the two countries, and particularly where a USOM

recommendation has been supported by the Embassy, we recommend that

the concurrence of the Regional Director or higher official be required

to overrule such a recommendation from the field. 1-/

There were also a few instances where technical recommendations

of the Misston 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 attention.

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 daily 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 procedureneeds t.n n , , . . . . _

JI.\.~
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C. Integration

qThe 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 material prepared by the two or three

Embassy officers engaged in economic reporting.

In the long run this situation needs to be corrected. Perhaps

the completion of certain major projects, e.g., highways, and the

transition from grants to loans, will free the Director so that he

will be able to devote more attention to his Embassy functions. Perhaps

integration in Guatemala would be more workable if 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

given attention at an opportune time when the Ambassador's and Director' ,

views should be sought.

D. Coordination

qTe Mission Director holds a series of separate weekly meetings

in his ofiice with the heacds of each USOM division. The Deputy Director

is usually present. These meetings enable the Director to keep in close



touch with the progress of the various programs and to impart his

'nstruct m's and guidance to each division chief. However, general

staff meetings with representatives of all divisions are seldom held

and usually only for specific purposes. There was some feeling within

the Mission and Ebassy that weekly staff meetings would provide a

desirable means of coordinating the work of the several divisions and

of keeping division chiefs informed of Mission activities. We believe

it would be advantageous for the Enbassy and USIS to be represented

at such meetings.

In discussing this matter with the Mission Director, we were

informed that weekly staff meeti.ngs had been tried but had not aroused

sufficient interest to warrant their continuance. Although it is not

our function to say specifically what should be done under these

conditions, we found a need for a more adequate coordinating mechanism

between the various elements of the USOM. It might be feasible to

include riot only the ranking subordinate from each division but, from

time to time, the business managers 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 there 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
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prestige. Now our policy is different. The Country Team has decided

that the role of the United States in assisting Guatemala should be

made known to the Guatemalan public. This is difficult because those

in control of Guatemala's information media are in general uninterested

and incapable of casting our program 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 about 65 per cent of its funds and resources

to th2 promotion of the ICA program. This represents about $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 is no focal point within the

USOM where information of value to USIS is asseubled, and in the past

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

basis.



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 are devoting about half their time to ICA projects. We hope

that these steps will be effective but we believe the situation war-

rants periodic 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 fields as housing, public health and servicio business

management have remained vacant for many months. The Mibsion 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.

Aother problem that came to our attention was the premature

transfer of technicians 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 an employee in a key position where the future of an

important program might be seriously jeopardized.

We also heard complaints regarding the lack of flexibility in

adapting extension of tours and home leave to the rather unusual

school year in Guatemala where the vacation period corresponds with

our winter.

While we realize the difficulty of administering a world-wide

personnel system, we are convinced that factors such as these merit

consideration and remedial action.

2. Medical Examinations

In connection with the medical services provided to personnel

overseas, we favor a progrrm making annual physical examinations mandator,

for all American personnel. This is especially important where tropical

diseases are prevalent as they are in Guatemala. "An ounce of prevention

is worth a pound of cure," and we believe such examinations, which for

years have been a matter of routine in our Armed Forces, are equally

important to ICA and its personnel.

3. Imortance of Spanish

Finally, our experience in Guatemala pointed up the importance

of a working knowledge of Spanish as a qualification for personnel in

Spanish-speaking Latin America. This was particularly stressed by

Guatemalan officials who obviously place a knowledge of Spanish high



on the list of factors used to evaluate the effectiveness of our

technicians.

We agree with the world-wide emphasis 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 language, it should

be feasible to apply a special policy in Latin America:

At the end of the first two-year tour in Spanish-speaking
Latin America, every employee should demonstrate M
examination a reasonable working knowledge of Spanish.
In the absence of such demonstration, his services should
no longer be used in the area.

We believe such a policy is altogether feasible and that it

would reduce appreciably the number of misfits and enhance the effec-

tiveness of our programs throughout Spanish-speaking Latin America.

We hope it will be given a trial.

- 84 -



APPENDIX A

The Role of the Military

Guatemala's role in hemispheric defense is small. Indeed,
some have questioned whether a military aid program there can be jus-
tified on military gounds. We believe that there is 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 significance.

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 waiting in the wings.

In normal times also, the military exercise considerable
influence. A large percentage of the presidents have been drawn from
their ranks. Most Cabinets contain a number of officers and a signi-
ficant number of high administrative positions are occupied by colonels.
For example, two important developmental positions, the directors of
the resettlement program and the program for the development of the
Peten, are held by officers.

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

The number of officers who have taken over the reins of govern-
ment in various underdeveloped countries in recent years is indicative
of the military'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 concentrate 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 important that they be included.

- 85 -



In sending U.S. officers to work with the Guatemalan military,
we should select persons who have a broad understanding of world and
economic problems rather than those with a narrow military view-
point. l/ 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 policies, economics, etc. 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 desirable to proceed with
the ICA program already planned for vocational and literacy training
for all recruits. Specific skills, secretarial and others, might be
taught. Indeed, this is already occurring in the clerical school
established by ICA for all government officials and in which the Ministry
of Defense is a prominent participant. R/

In undertaking this kind of program, we have several distinct
assets. Our American observers report that the Guatemalan military
already have a basically favorable 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.

l/ The statements in this paragraph are based primarily on conversa-

tions with our MAAG and political officers.

See Part IV, - Education and Public Administration.
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APPENDIX B

24 THE WALL STREET JOURNAL, Wednesday, March 11, 1959

iShell Starts Otrlput of 'NatuIral'-Type
Rubber; U.S. Rbb Puts It i ires
Shell's '3-Cenis-a -Pot u1(1 Price t n of tural rubhur.

Using the new rubher, U.S. Rubber cur.
lyi rently is producing somewhat under one hun-

Oin Polyisopri Competes dr,!d 7.5020 truck tires a (lay at Its Los An-
With NaturalI Pr-oduict geles plant. This Is the most popular true:(

size. The company, it was said, will expand

production to additional truck tire sizes, off-

By a WALL STRET ,IOUIfNAL StUff Reporter the-road tires, aircraft tires, white sidewall

NEW YORK - Commercial production passenger tires and other products currently

of polylsoprene rubber billed as "the mal- requiring natural rubber after further tests are

made duplicate for trec-grpwn rubber," has made, and as the supply of the new syntheti

been started by Shell Chemical Corp., a sub- Increases.

sidiary of Shell Oil Co., and U.S. Rubber Co. The announcement said the synthetic rub-

Is using part of the output in making truck her Is expected to have a st.rong stabilizing

tires. effect on natural rubber prices and will allay
doubts as to whether the supply of plantation

Shell Chemical said it will sell the rubber at rubber canl kel pace with growing world de-
a price competitive with that of the natural mands. Mr. McGovern said it would not alter
product. U.S. Rubber's plans for development of its nat4

The announcement was made by John W. ural. rubber plantations.
McGovern. president of U.S. Rubber, and Shell Chemical's Plans
Richard C. McCurdy, president of Shell Chemi-
cal. It was described as highly significant for Shell Chemical wili sell the new materialthe rubber industry and vital from a military tinder the trade name, Shell Isoprene Rubber,
sth ndpoint. Mr. McCurdy said. It is currently being pro.

duced by part-time utilization of commerc!al
Other companies, such as B. F. Goodrich equipment located at various Shell Chemical

Co., Goodyear Tire & Rubber Co., and Fire- and Shell Oil Co. installations in the Los An.
stone Tire & Rubber Co., in the past have geles area.
announced the synthesis of polyisoprene but it Mr. McCurdy said lie did not know whether
has not been produced commercially because Shell will license the product or go it alone. He
of doubt that it could compete commercially added that they would try to make as much
with natural rubber, for Shell stockholders out of it as possible.

Goodyear, Goodrich and Firestone have pilot The greatest present use of natural rubber
plants for the production of polyisoprene. in this country is in the production of large
Earlier this year Firestone said it planned to truck tires, where natural rubber better meets
build a plant in Orange, Texas, that can be the strains of heavy loads and heat build-up.
used to turn out either polybutadlene or poly- Passenger car tires whl.2h carry lighter loads
isoprene rubber, though the company said it and generate less heat are made mostly of

probably will start out producing polybuta- GR-S synthetic rubber.
diene. The new polymer has been thoroughly tested

The current price of the Shell isoprene rub- in the. laboratory and on the rod where truck
ber is 30 cents a pound, f.o.b. Torrance, Calif.. tires made of polyisoprene have proved to be
a figure described as approximately equivalent equal and in some cases superior to those made
to that for the better grades of natural rubber. with natural rubber, the announcement said.

Inlilal Production Mr. McGovern and Mr. Mcurdy cautioned

Initially production of the isoprene rubber against undue concern as to the impact of the
will be in a range averaging five tons a clay in development on growers of n'tural rubber.
order to furnish a supply for U.S. Rubber's Actuhlly, they said, if the availability of this
current usage and for other customer evalha- synthetic has the effect of reducing some o
tions, it was said. As installation at various the unpredictable fluctuations on the rubbjl
plant additions progresses during the year, the market, as is expected, then rubber fabricato N
effective capacity is expected to increase to can lay plans for its use with more confidence,
15,000 to 20,000 tons annually on a steady hasis. thus broadening the market for both grower

The United States last year used 485,000 long and synthetic producer.
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