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The attached is a revision of Part I of the 1973 Developzent
Assistance Paper {DAP) for El Salvador. While the basic concepts
have not changed from the earlier paper, parts of the analysis ar
made more succinct based upon several analytical papers subzitted
by the Mission in recent years. The revised paper is also sczewhats
broader in scope, covering more completely some areas which were
treated more lightly or not treated at all in the previous analvaeis
although they are of considerable importance to the reailzation
of Pl Salvador's development targets. In effect, the revised DAP
is designed to give implicit, if not explicit, raticnale for all
the types of programs and projects likely to be necessarv :to achieve
stated objectives. It also takes account of changes which took
place during the interim, such as the introduction of an agrari
reform program. Finally, and most important, it emphasizes the
need for similar strategies in all five country programs and ROCAP,
if objectives are to be achieved.

This paper consists of four sections. Secticn 4, Problems, and
Section B, Major Causes of Problems, provide a succinct background
analysis pointing to what is wrong and what has to be done to change
it, Section C, Objectives and Strategy of U.S. Assistance Prograzm,
states the objectives in each major sector and indicates the strategy
which the Mission is pursuing to achieve these objectives. Tor
convenience, a brief summary of this strategy is provided under
Section D, the final section of Part I.

Part II cf the DAP?P will provide mcre
problems and strategies by 3sector, T

it
of

tion Section was prepared late last year as en eszenize

tc the 1973 DAP, The Mission is now In -“Re ¢rccess of
reviewing that Section to detercine what changes, If any,
need to be made. Several drafts ¢f the ZTdiuceticn & aAgr-icuol
ture Sections were prevared and these are still Teing re-
vised, However, we expect that all 7 Pegrs I7 WIlL Te z2:zz-

pieted Tty the end of the calendar yesar.
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Part 1
A. Problems

t1l Salvador's major economic and social problems center around the
low level of income and general living standards for a large part of :the
population, with a sharply skewed distribution of income. Since
beginning of the 1960s, the GOES has been striving to Increase &
growth rates and reduce income distortions, but despite these el
the situation appears to nave worsened. According to official ¢
other data, reported unemployment as a percent of the labor force
from 5% in 1961 to about 13% in 1971; by mid-1974 it reached abo
Underemployment (defined as less than full time emplovzment) appear
have increased more during the same periods. While the accuracy o
these statistics may be questioned, the situation is undoubtedly bad and
the trend has not been consistent with objectives. Also, econozic
gains {(averaging no more than 5-1/2 to 6 percent annually)} have been
largely offset by the population growth (3.7 to 4 percent). What gaizs
did take place seem to have resulted in a further spread between the
high and low income earners.
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Although fixed investment in manufacturing during a large parc of
the 19608 was running about four times the level in agriculcture,
according to the 1961-1971 census employment in manufacturing rose only
4,500 compared with 127,500 in agriculture. (The major part of the
latter probably reflects underemployment.) Thus, the value of the
contribution of labor {(and therefore the wages of labor) in the agri-
culture sector (about 47% of the labor force in 1961) prodbably declirned
significantly, while in manufacturing (8% of the labor force in 1961) it
apparently increased. Agriculture sector output rose onlv 392, the
smallest sector growth for that period, and its contribution to GDP
declined five percentage points, while output in manufacturing rose
100% and its contribution to GDP rose four percentage points., Froc
these developments, it seems likely that the spread in Income distri-
bution probably widened during the 1960s.

Similar disturbing trends in foreign trade also reflect the develop-
ments noted above. Total exports in 1971 were up 95% (due to a combinationm
of price and volume increases), or $111 million over 1960, but the maior
part of this eleven year expansion was for production which does not
make the heaviest year round use of labor. Of the $111 million increase,
$67.5 million was to Central America (which, in regional terms, should
be considered as import substitution rather than exports), and this
increase was due almost completely to manufactured goods exports
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for capital and intermediate goods, which resulted in (1) the use o
raw materials from outside rather than inside the country, and (2} an
increased use of capital equipment relative to labor. Unemplovment has
in¢reased in both the urban and the rural areas.

B. Major Causes of Problems

While a number of forces undoubtedly contributed to
noted above (some of which will be discussed below) at lLeas
had a major influence; inappropriate economic policies, especi
and exchange rate policies, and inefficient investment in !
development. For the longer run, two other forces must be consi

distribution of non-human wealth.

1. Tariffs and Exchange Rates--Growth and Income Distribution

The tariff structure in El Salvader is the one agreed upon in the
CACM and is therefore in effect in all five of the CACM zmember countries.
Most tariffs among the five were either eliminated or greatly reduced to
increase trade among them (although direct import and export controis set
a new barrier). However, there is a critical question with respect to the
change in the CACM tariffs vis-a-vis the rest of the world. According to

studies made by McCleland of AID, and by SIECA, the overall tariff was
increased; McCleland estimates an increase from 42% to 4385, the SIECZA
from 352 to 45Z. (On the other hand, according to a study financed by
ROCAP, Cline (Brookings Imstitute) estimates that the weighted average
declined from 40% in 1958 to 277 in 1968. However, this weighrted
average decline probably does little more than indicate that subs
took place with CACM production replacing imports from the rest o
world; i.e. imports were reduced because of tariffs thus the tari

lower weights was reduced. Indeed, this weighted average calcula
Cline continues to decline even with the introduction of the 30% San

Jose Protocol.) Even if one assumes that there was little change in the
tariff on finished manufacturing (as against the more likely Increase
estimated by the two earlier studies), addiamg to that the 30 San Jose

Protocol, we see little possibility of any reduction in the aczminal
rates. Moreover, combining this with the virtual elimizaticn of tarififs
on capital and intermediate goods {(new industries are excusad for five
years and this exonoration may be extended another five vears by regquest)
one must c¢onclude that effective rates probably increased rather
substantially. Under these circumstances, the assertion that economies
of scale are largely responsible for increased internal CACM :trade seems
to fall away to a poor rationalization. (How many of the industries
developed in CACM over the last decade would experience downward slopping
cost curves over any significant area? We see no eviderce of this in

El Salvador.)
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Tn summary, then, current tariff and exchai). cate policles tend
to nold down the demand for labor relative to w-us:r it would be (1) if
CACM trade vis-a-vis the rvast of the world was nore free, (2) 1if
the spread between tarifi rates (on capital and crmediate goods as

against finished manufactures) was reduced, anc : .0 if the exchange rate
was permirted to adjust to a new eguilibricem Isre:. This would help to

increase growth rates ani senefit labor. Fir:-, oanital equipment

weuld become a relativelvy aore expencsive produciica ractor thus encoursging
the use of less sophisticated equipment and tiho. m:ive labor relative to

a unit of capital equipment. Second, investme: ; ind production would

tend to increase in area: using domestically rnry’ ced Iutermediate goous,

while production utilir intermediate goods :moris would be discouraged.
Finally, by produzing v areas where El Salvads - competitive advantage

ig greater, growth rates would be increased (v.x:sved to what they

would otherwise be). These factors--increase. - twih rates and increas<d

demand for labor--would increase real wages a~- s benefit laborers.
These measures would alsc tend te make the eco.ors less sensitive to
adverse balance c¢f payrencs movements because i o smaller dependence
upon imported intermediazre goods for the manu: -« - iving sector.

All of this implies that, under the currswr [ariff schedule,
employment increases per colon of investment =z.we =maller and there is a
lack of incentive to o»roduce and to export go- roduced under more

T

labor intensive condici or to export more - i:ia of the protected
area. E1l Salvadeor's tradizional exports are v :vv users of labor, but

this use is very seascnal, and therefore leszw.:. _any workers idle during



most of the year, Indeed, the traditional exports presently depend

upon low levels of demand for labor (high levels of reported unemployment
and underemployment); to hire a coffee, cotton, or sugar harvester

away from other activities for about four months, one must pay -

salary which will assure the worker's current annual income in both
money and leisure,

Some have noted that El Salvador has hbenefited mere Zrom the co=zcn
market than have some of the other CACM countries. Ye:t, even 1f true
(and it may be true), it does not necessarily follow that it is therefore
the best policy for E1l Salvador or for CACM, since growth could be
greater, and--perhaps more important--a larger share of the increased
resource availabilities could go to the lower income earners; those who
gain from high effective tariffs are a smail group in the nigher incoze
levels and the small group of more skilled laborers rather than :the
larger group of unskilled very low income earners; indeed it hurts t

latter. Furthermore, it should be clear from what already
that free trade in the CACM area should be encouraged (it is ncw controiled
by each of the five governments). This freeing of internal CACY trad
does not, however, reduce the need to free trade vis-a-vis the rest ¢
the world, Indeed, given the nature of the five (Central America countries,
it seems vary probable that a freeing of CACM outside trade would have
even more dramatic results than freeing internal trade, >Sut the freeing

of both would be most beneficial to the region as a whole (even if =0t

for each individual or even for each country}, especially for the lower
income earners.

.45 been s$ala
-
SN

LY,

2. Investment in Human Asset Development

(a) Education

Under any given set of economic policies, lado
production factor--will be more or less productive depending upon the

amount and kinds of investments made in 1t. Economie policies can and
should be used to increase growth rates (and thus increase the Iotal
availability of resources), and they can and should be used to lacrease
the demand for labor and thus the value of labor. However, the gualitiv
of labor must also be increased if the lower income earners are o

maximize benefits; i.,e. if they are to realize benefits
growth, Insufficient training of labor has resulted in

a considjershle
increase in wages only for a small group of skilied and se:i-skilleé,
but it has not had any strong upward effect on total emplevment and :ine
total wage bill. This, in turn, reflects a loag period oI insuilicilent
and inefficient investment in education over past decades (although :Ine
amounts increased sharply just a few years agoe from about 2347 oI :In
1950 budget to about 327 in 1973, in response £o an increased SJIZF oriority
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for education and t» supporiing AID education gro.rT.. and loans, which i3
expected to increass the vasue of labor in futu LTS3, it is estimated
that almost 50% of the povuiarion is 1iliterat:. : t
public schools have been iarge, the curricuie - g
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To repeat, Investments are encoi, .. ... .1 more sophisticated
caplital equipment rather than in equipment wh.. ceduires lncreased use
cf labeor, first, becacvse of the tariff and ex.. v rate structure, and
second, because of insuif:cient training ol th- force {investment in
people). That is, incressed demand for skilled (:bor without equivalent
increases in supply forces up the price of the skiiled workers,
while reduced tariffs on capital goods make caj:oal equipment relativels
less expensive and thus nore dominant in the nix; the ratvio of
labor to capital zquinmenr tends to decline &0 the use of more
sophisticated capital

() Health and Nutrition

Education, sven when providaed, mbrd bLte little when

health and nutriticnsi coanditions preclude ei:=ciive participation in the
learning system by a large part of the poau¢u“.-th in El Salvador, a

serious short-fail exists in protein and zai:. . iatake, especially for

lower inccme pre-school ¢hildrenm. The resulvin: Lrain damage, much

of which apparently iLs irreversible, serious.-. ces learning abilicy.
ef

In short, pre-school c¢ni:d malnutriticon nas .« sortanent adverse fect
on the labor force, reducing its usefulness ... v..iue, and thus hcldil
down wages for a larze segment of the popula: . Even without

brain damage, insufficient nutritional intaxe | wers stamina and thus

autrition usually aii.. .3 only the lower income
coward & further widen.. . :Z dispersion of

productivity. Since m
group, it contributes
income distribution.




3. Population Growth

High population growth rates, on the other hand, tend to increase
the supply of labor, and this also tends to hold down wages. A nunber
of factors have tended to encourage the high rates of population zrowth
which prevailed over the last half century. High child =orzalicy
rates (because of poor medical services and low levels of nutrition)
have encouraged the growth of families to assure suifficient children
o)

for family income security. Low income levels nave been xnown
be associated with large families, with one influencing the cth
A high correlation exists between levels of educational achievezent

and family size; other things being equal, the more educated the faxmily
members (excepting the very wealthy, of course)} the more likelv thew
will find methods to limit family size. Also, higher levels of Ifemale
employment cpportunities are usually associated with lower birch rates.
In short, high rates of c¢hild mortality, and poor health and nutritional
conditions in general, combined with low incomes zad insufficient
education, and high female unemployment, have tended to increase the
rate of population growth and the burdens of Government to provide

the services required by the general public. IUnlixe economic growth
and distribution policies and labor training, the population probles
tends to be more longer run, but it is a serious problem which hampers
continued long run development and tends to hold down growth in per
capita income for the lower income earners.
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4. Owmership of Wealth

Finally, there are sharp distortions in the ownership of non-
human capital assets, including land. According to official census data,
about 96% of the farms are under 20 hectares and about 717 are under

- .
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two hectares., According to government estimates, 60% of the farm land
is owned by 2% of the population; 91X of the population owns only
of the farms. About 40% of all farmland is dedicated to the truaA
export crops. Most of the small farms are on the poorest laxnd,
permits little more than subsistence farming. High population densi
of course, brings a need for more intensive use of existing laand bu
techniques used for intensive farming as practiced in El Salvador
need improvement. The ''poorer' people who could and would use the
land more intensively do not have the capital to purchase it. Maay
rent land, but these people tend not to make investments which are
longer-run, since their period of occupancy is always in doubrt.
Even the forced three-year lease does little to alleviate this

R

r‘"IQ

¥,
o
'J
R Y T X

o
t
&

rt
L
-



>
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the rental price, fore, wealthy land ovo:os
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In summary, then, the major problems Tor /1 s:lvador are (1) the
low economic growcn rate which limits the tota. .s:rarce availabilities,
{2} tre large populatior growth rate which incroazses pply of
ilabor, (3) the relatively .ow demand for labou > down wages,
(4) the low levels of Ilnvestment in people, in:” « rraining, education,
health, and nutrition; forv a large part of the .+ .lztion which results
in a iower quality of Isbocr and thus lower wag arnd (5} the distorzion
in land ownership. Togetner, these have coatr.o.;zc to severe income

st

distortions with low income levels for a very | ryz2 part of the populavion.
C. Cbjectives and Strategy of the U.S§. Assistance Program

The objectives ol the U.S. asslstance prog. 7 in El Salvador—-
that is, the thing or things it aims to achievo~ s to (1) provide for
a more rapid grow:ih of gross naticnal product & ©2} raise incomes-—-
both azbsolute and relativi--for the lower ilncoune Most important
here is the objective fo create a continuing ru:¢ss such that foreign
assistance can be discontinued at some Iutur\ i1 without any siow-—

down or discontinuation of the lwmproved income I1.sIyibution and growth
targets, To do this itz Tive basic problems c-ii above {at the least,
the first four) must & overcome.

The strategy--the wav to achieve the obj..
to assist the G in increasing and improvis :
wealth at varying levels, and secondarily, Lo .row_de whatever rurther
non-human capita. assistance 1s necessary in o« .. vi of these investn
Zirect lnvestments
v, secondary, and
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in people. A part of tnis is at a level of o
in the lower income earners; this includes 2 v,

vocational education aw well as population, und :salth and nutrition,
and advice to small farmers. Most of this ass.iiance 1s educational




in nature with some supportive capital assistance from tize to tize,
The other part is at a level perhaps one or two steps removel Ircox
those who will receive the final benefit, although it zZoo is basical
investment in people. This is the area concerned with gathering dats,
analyzing it, making recommendations aimed at accelerating grow:l :

affecting the distribution 2f that growth; Ir geaeral, this Iz

improving the quality of government ofificials whose ob 1t is

GOES priorities and develop programs and prolects to bring about

economic and social development. It also involves other higher lezvel
e

training related to the factor demands derived from this in othe
act1v1t1es in 1'he economy . The detallb of this s*rategv are 2utli:
ol ]

direct investments in lower income earners (all of this is
degree, though throughout there is the implicit concentraziosn on
)

investments in human capltal as agalnst non-human ca:nt

1. Economic Policies

Ideally, to get the quickest results, =easures shoulld te
introduced to encourage investments which will maximize econozsic growin
and, at the same time, increase the demand for labor. These measur
would help to reduce unemployment and underemplcoyment, and even:tual
pull small farmers off the most inefficient land. 7To do this,
policies must be changed rather drastically. In particular, nocinal
and effective tariff rates would have to be reduced and the exch
rate would have to be depreciated so that any dawpening of izports
be accompanied by incentives to export (by decreasing export prices 1
terms of foreign currencies), particularly the non-traditional and =or
labor intensive production techniques. (0o the other hand, given
rates of world monetary expansion, the CACM could substantially re
tariffs and aveid exchange rate changes by holding monetary exﬂa.s
below world levels. This would permit CACM countries to avoid ex
rate changes cr a decline in domestic income by decreasing tari:f
off-set the balance of payments surplus caused by ln:reasing world
demand as a result of world monetary expaansion.)

Obviously, any change in the tariff and tax structures and thus
in the exchange rate, or any hold-down in the rate oI CAQM =onet
expansion, would have tc be a gradual process; but even a set &1
over a given period would probably encourage antlcipatory inve
which could have relativelv quick results and ease the frictions tha
accompany structural change. The more formidable obstacle, hnowever,
is that a change in the tariff schedule and the effective exchange
rate or monetary restraint would require agreement with the other
four members of the Central American Common Marxket (CACM). 3ecause o
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and understand the basic problems which are confrontiag the country,
(3)recommend action programs to achieve regional and individusl country
objectives, (4) design tax and expenditure programs tc he;p ovargoze
domestic problems, and (5) present to the appropriate rez o:al organizac
convincing evidence of the need for change in reglonal 301 cl
continues to be a program of education, which should be of great tenefic
to the country even under current conditions. It \.OulJ te especially
effective if and when CACM restructuring takes place; indeed, It alz
also at influencing this change. However, just as the p
common problexm for the five countries which must be atta

together, so is it necessary for all five USAIDs and ROCA® o pursue a
similar strategy if noticeable growth and distribution targets are to be
achieved. Without this joint effort, achievement oI the (longressional
mandates in Central America seems, at best, far off.

2. More Direct Investment in Lower Income People

Beyond these economlc policy measures, however, the
continue, and even expand, activities designed tc increase th
income going to lower income earners by increasing the value
services of this group. As noted previously, high nominal and e t
tariff walls, combined with an over-valued exchange rate, tend o nold
down the demand for labor relative to other factors of production and
thus hold down the total wage bill. However, we also ncted ancther
factor which affects the total wage bill: the quality of the labcr
force. Over the recent past, those industries which have developed i
Salvador have increased the demand for the available supply of certain
skilled and semi-skilled labor. As a result, wages for these more
skilled workers in the manufacturing sector have moved upward (soc—etices
to well above the officially established minimum wage), and this is
another important factor which encourages changes in factor mix cr
discourages certain kinds cf investments, both at the expense cf Labor.
In effect, a small group of skilled and semi-skilled laborers experienc
rising real incomes while unemployment and underemployment grow. o
overcome this problem within the constraints noted previously wich
regard to econonmic policies and incentives, the GOES must increase ¢
supply of skilled and semi-skilled labor to increase the use of labo
(both male and female} relative to more sophisticated capital equ:p ment.
Even if much less dramatic than a combination of this measure with
appropriate economic policy measures, increased attention to educaticn
programs would still contribute to the objective cof reducing di :

i

- 21
noLa

3

e

H

-

in income distribution. Investment in education wouold: !
the supply of skilled and semi-skilled laber, and thus (2) increase
wages by increasing the value of laber, (3} encourage domestic and
foreign investment to produce in areas where labor iIs a relatively zore
important production factor (where the degree of laboer intensity I3
greater), and (4) for all economic activities it would encourage a
mixture ¢f production factors which faver laboer rather than mcre sczhistc
machinery.
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with discussicns ia the iluac dual classrooms. A: .. nomber of students
covered Ly this svysten increasaes, the cost per stw.oni feciines, and the

;
higher quality benefirs

a greater number of pedpls.  Mawever, while this
program should and will be continued, the maj Lo wLit not be
realized for some years; evern after it covers alli ‘w=.ve vears of the

public school system, graducztss of this progrean w. ..
reflect the improvement zs more and more students .
progran and as methods are wmprowved through exper. .. =,

gradually
from the full

In addition to continuing the efforus no: . shove to further
expand the formal education programs, and as a ps T1 ALID strategy, the
GOES is now in the process af carrylng out a secu.v :nalysis with the

assistance of AID., 7This exercise will provide ¢ [ Zormation necessary
to maximize the effectiveness of the education gviier o meet the
government s income distrlﬁgz'on goals. Moreover. .. nas spurred the
Planning Office of the Education Ministry and ha: soovided some assureance
that sec or analysis will rot be a once-and-for-al axercise, but that

ir will be a continuing eficrt of the Ministry. .- .tionally, as part

of that study, a task forcs was organized to dets se {1} private

sactor needs for certain swills, {2) existing tve.or o, institutions

waich provide these skiiis, (3} other new train...

wavi to assure continued coordination between pr
users of the finished product {labor services).
guide, AID is now beginnin

z to assist the governos :
training of its labor fOff& to increase its valus .0 oZhae ilabor merket
and tc encourage more labor inteansive Industries “uiis effort concentrates
onn shorter term vocatlonal cype training for bo.  wss and all
ages, with the GOES and the private sector aimiy. . ftrzining of skilled
and semi-skilled persons, while AID and GuES pL.LLuwx imed at
training unskilled persons; the lowest 637 Thar L The
institutional mechanism to assure coordlnatlan Tveen the providers of
education and the users ¢f these production fa“fﬁfﬁ w11l also be able to

ancourage increzsed trairing and employment of w ne as well as men.
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number ot middie income people whose univers:
either a local private university offering ¢
the National TUniversitv {at almost no costr
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private sector needs for certain esgsential
the GOZS officials irn important positions lack
training to Ttest gulde the executive branch
ment objectivas Or make maxioum use of ferei,n
revenues. inere is, therefore, a need for a
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through the irnitiative of the Mission Directors'

A recent program that will be funded by ROCA? and was
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Ar the risk of repetition, then, what we are saving is th
most effective and dramatic way to solve the basic probl ! W
ment levels and wide dispersions in income is to ¢rhange Lasil ecd
policies (especially tariff, tax, exchange rate, I! : ad
policies) combined with intensive education prog
However, short of this, cne can at least conduc
the Government in carrving out the necessary an
maximize use of available resources within exis
encourage chanzes in regional policies which wi\‘
and tc assist in increasing the value of labor
wages and, at the same time, encourage more .
through an expanding supplv of labor with the
to satisfv expanding Industrial sector needs.
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i
~
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This wore limited approach, of course, will do less to aftect
signifizantly the overall unecployment and underexzployment levels, which
probably total about 400,000 persens. (Inclusion of the subsistence

farmer would probably more than double this amount
women presently insufficiently trained to appiv £
raise this amount even more drastically.) EHowaeve

=3

that & labor training program which also incliud




and meml-~skilles would ressit in shifts to neglbn
while annual unemplovment eremclo
say, 20 to 40 thousand, T
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starts at tha nlgher rank
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similar efforcs chrcughoct tae CA region,
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resuit of a very Tecant
the technical

sector analysis currentiv
project, These programs &
reducing nealth Razards, & neretj improving
garning; capacity of these less-fortunate penpl:

tion programs, whics wil. bhe extended to the rul..

through the use ¢f sara-medical personael, conb

programs, should encourass zome redistribucion
firom any increased zrowtn. 3ecause of its nosd
aaa*z*V, t should also cartribute to the encoura.

1
tiocn of a more iabor-intensive nature,
loweL income earnars; healthier people produce
zoods and services.

To assist the small and mecium farmer:
part of the lower incom2 earners) the USAID is
nore direct programs. The strategy here is
wiil encourage small farwers into hizhest o
the degree of labor intensity. These progr
education element including an increase in 1

‘through research) to the farmer so as io inct

Again, these will fall shor: of the dramatic pe

pelicy changes (and thus result in lower retir:

other iInvestments), butf thev can make an impore

improve income distribution through increased ;
fa

higher income for the rural rm sector. Thes:

gservices of rre Institute of Vutxg.
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to improve conditions Jor taese sriall Caveers. e Tesdlool ans Joliverw
aims at finding more and hevrer producsica, se.l il lT.es T0T toe verw
labor intensive muitinle cropping; THis enldurlses Lnoreased onlls of
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factor) per unit d( S ad
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GOES in developing speci
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In conclus.cn, tae
project seeks to promous
people in both urban and
stress on projects chat w
the participants sc¢ as to
gcononmy and improve their
country, and (2} improve
non-pecuniary measures such
sawerage, erc. Among the
for SDA projects are tre
cooperatives, and cotta:s
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(2) establish vocational training programs thatf wWill assis
to obtain better jobs; (3) assist in the intro ;
of technological innovations that have a direct
of Iiving: and (4) introduce or exparnd production slowving

D. Summzry of Strategv

El Salvador's economv over recent decades ! Soen .
by severe income distortions and low income levels i1or oow
part of the population. These income patterns reflect {1} inadec.zre
economic growth, (2) relatively low demand for laber, (30 imsusiiciens
amounts of well traimed labor, (4) large population frowin Ta2teés w.oal
result in a greatlyv expanding supply of labor, and (37 Zistoriicns Iin
land ownership. The GOES has been and is trying to reverse past

trends and bring about improved conditions for the lower Lnclimd ea
in both the absolute and relative semse. 7T¢ accompli=i this Z1 33
must increase its investments in people and revise 1ts 3’07 «lon0Tis

policies.

Econoemic policey reform is a must if dramaric 2 5
rates and in the demand for labor are to be achievec. This wou
directly benefit the lower income earners. Howeve 1
are alwavs difficult to change, and when tied tc a &
agreement they are almost impossible to g¢hange in an short pericd o

a 2 T

time. Nevertheless, our strategy 1s to provi
area to maximize economlc growth and labor dezsid unde :
rate and tariff constraints and to encourige analvasis woton Wil
to eventual change in CACM poiicies. 7To reziize .
area, however, these activities must be given
five countries and in all five Central Azeric
as in the Central America regional organizati

Ar the same time, and to zaximize the bencilts v Lallr uander
these coanstraincs, our strategv also ina < L
people--education, nealth, autrition, and population-
the growth of the labor force and increase the quaiicy
force; rurai, urban, malie, and femaie. By this techni
be more valuable on the labor market. We are also pr
indirect assistance to improve cata collection and thus
what problems exist and what can best be done to alievizie thexz.
Also, we are assisting the GOES to increase revenue coiléciions 1o
finance necessary public investments.




While dramatic srori-cime resu.os "¢ .o .

these programs alone, lowes NCome &l ETE w. . GO o
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economy will be made wmore reqdy 00 move ara.
economic policies are iniraducad. VAl IS8, L0 L e GUolTll Reddu.ov.

will provide for a grestev distributiosn of the oo LIs o) grTowong
rather chan a "trockli-down™ we would gev o 7 LG



