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GENERALNOTE 

This  i s  an excerpt from the Agency for International Develop- 

ment's Program Presentation to thecongress outl ining the President 's 

foreign a id request for f i sca l  year (FY)  1969. 

Unless otherwise stated, the terms "foreign assistance" or 

1 1  economic assistance," as used i n  th is  volume, refer only to  

economic a id  programs conducted under the Foreign Assistance 

Act  and exclude other foreign assistance such as the Food for 

Freedom Program under Publ ic  Law 480, the Peace Corps and the 

Mi l i ta ry  Assistance Program, as we l l  as other economic programs 

such as those carried out by the Export-Import Bank. 

Figures for f i sca l  years prior t o  1968 are actual  commitments. 

FY 1968 figures are estimates made at  the t ime th is  volume went 

to  press in February 1968. F Y  1969 figures are i l lus t ra t i ve  pro- 

posed programs based on the F Y  1969 appropriation request and 

anticipated carryovers, receipts and recoveries. 

Countr ies i n  L a t i n  America where A ID  proposes programs for 

FY 1969 are shaded on the cover map. 



US. FOREIGN AID AND THE ALLIANCE FOR PROGRESS 

". . . i f  our r h e t o r i c  i s  not followed by ac t ion ,  we 
we s h a l l  f a i l  not only the  Americans of t h i s  gen- 
e r a t i o n ,  but  hundreds of mi l l ions  t o  come. . .I speak 
t o  you a s  a  ready pa r tne r  i n  t h a t  e f f o r t .  I repre- 
sent  a  nat ion committed by h i s to ry ,  by na t iona l  
i n t e r e s t  and by simple f r iendship  t o  t h e  cause of 
progress i n  Lat in  America. . ." - -  d 

Pres ident  Lyndon B. Johnson t o  t h e  
Pres idents  of t h e  American Republics 
a t  Punta d e l  Es te ,  Apr i l  13, 1967 

THE ALLIA.NCE TO DATE-- 
Accomplishments and Remaining Problems 

His tor ians  of t h e  f u t u r e  w i l l  d iv ide  t h e  Al l iance  i n t o  t h r e e  
main phases. 

F i r s t  was the  organizat ion and mobilization phase. The countr ies  
of  t h e  hemisphere had t o  agree on t h e  nature  of t h e i r  problems 
and how t h e  goals  of t h e  Alliance would be expressed i n  con- 
c r e t e  ac t ions .  They had t o  mobilize t h e i r  resources--in money, 
manpower and will--and, a t  t h e  same t ime, deal  with ser ious  
d i s t o r t i o n s  which impeded economic and s o c i a l  growth: chronic 
hyper in f l a t ion ,  heavy debt burdens, balance-of-payments 
d i f f i c u l t i e s ,  and p o l i t i c a l  opposit ion of es tabl ished power 
groups who opposed change and reform a s  a  t h r e a t  t o  t h e i r  
i n t e r e s t s .  These problems a r e  s t i l l  with us t o  one degree o r  
another ,  bu t  Lat in  America now has a  much b e t t e r  understanding 
of t h e  measures necessary t o  a t t ack  them, and, i n  most in s t ances ,  
t h e  problems now seem manageable. 

Phase I1 of t h e  Al l iance  began with t h e  Apr i l  1967 Summit meet- 
ing  of t h e  Pres idents  of America i n  Punta d e l  Es te .  This i s  
t h e  phase i n  which economic development begins t o  be equaled 
by i n t e n s i t y  of e f f o r t  i n  s o c i a l  and p o l i t i c a l  development: r e -  
form and modernization of bas i c  i n s t i t u t i o n s .  The Al l iance  i n  
t h i s  period w i l l  move t o  achieve t h e  newly-focused goals  with 
spec i f i c  programs f o r  t h e  modernization of r u r a l  l i f e  and 
ag r i cu l tu re ,  improvement i n  t h e  substance of educational  t r a i n -  
ing ,  and t h e  more e f f e c t i v e  u t i l i z a t i o n  of science and technology. 
I n  Phase 11, t h e  ordinary  man w i l l  begin t o  see,from h i s  own 
experience,  t h a t  t h e  Al l iance  does give c l e a r  promise of making 
h i s  own l i f e  and those of h i s  chi ldren more assured of t h e  
b e n e f i t s  of modernization. F ina l ly ,  i n  Phase I1 t h e  e s s e n t i a l  
precondit ions w i l l  be met f o r  t h e  f i n a l  phase--economic i n t e -  
g r a t  ion. 



A t  Punta d e l  Este  i n  Apri l  1967, t h e  Presidents s e t  a t imetable  
f o r  t h i s  Phase 111, t h e  in tegra t ion  of t h e  market economies of 
t h e  developing countr ies  of t h e  Western Hemisphere. The expecta- 
t i o n  i s  t h a t  of a fu l ly - in tegra ted  Latin America (plus  an 
English-speaking Caribbean ~ m e r i c a )  , which w i l l  br ing t h e  
developing countr ies  t o  t h e  s tage where concessional U.S. c a p i t a l  
a s s i s t ance  w i l l  no longer be necessary t o  maintain t h e  course of 
economic development and s t a b i l i t y .  Beyond t h a t ,  t h e  great  i s sues  
of s o c i a l  j u s t i c e  and p o l i t i c a l  democracy w i l l  be wel l  on t h e i r  
way t o  solut ions  compatible with the  na t iona l  w i l l s  of the  
peoples of the  countr ies  themselves. F ina l ly ,  i n  Phase 111, 
t h e  American s t a t e s  t o  t h e  south of t h e  United Sta tes ,  through 
t h e i r  new uni ty  and success, w i l l  have achieved an equal foot ing 
with t h e  United S ta tes  and other  world u n i t s ,  thus  reducing 
g rea t ly  a major socio-psychological problem i n  our neighbor re -  
l a t i o n s  i n  t h e  Home Hemisphere: the  overwhelming preponderance 
of t h e  United S t a t e s .  

The f i r s t  phase of t h e  Alliance f o r  Progress has drawn t o  a c lose  
on a note of rededicat ion t o  t h e  p r inc ip les  and object ives  of 
t h e  Charter of Punta d e l  Este.  It has c losed,  a l s o ,  with a 
recognition t h a t  while progress over t h e  pas t  s i x  years  has been 
subs tan t i a l ,  t h e  next f i v e  o r  s i x  years  must see  greater  and f a s t -  
e r  progress,  p a r t i c u l a r l y  i n  agr icu l tu re ,  education, science and 
economic in tegra t ion .  

Overall  Ec -nomic Growth 

During t h e  past  four  years (1964-1967) per c a p i t a  gross nat ional  
product i n  Lat in  America has grown by an average of 2.2% per  
year .  This compares favorably with a l e s s  than 1% average per  
c a p i t a  growth f o r  t h e  f i r s t  two years  of t h e  Alliance (1962-1963)-- 
but it i s  s t i l l  below t h e  o r i g i n a l  t a r g e t  of 2.5% s e t  a t  Punta 
d e l  Este.  

During 1967, it i s  estimated t h a t  Latin America's per  cap i t a  GNP 
rose  1. Ha- -an increase  from the  1.3% r i s e  regis tered i n  1966. 

The c r i t i c a l  in te rp lay  between population and income growth i s  
re f l ec ted  i n  t h e  per  c a p i t a  GNF l e v e l s .  With population grow- 
ing a t  an average r a t e  c lose  t o  3% t h e  regional  GNP must grow 
by 5 9 0  t o  meet t h e  o r i g i n a l  Alliance goal. The very c red i t ab le  
3% increase i n  t o t a l  GNF f o r  t h e  region since 1961 has produced 
a r e l a t i v e l y  modest growth ra te :  pe r  c a p i t a  growth would have 
met t h e  Alliance t a r g e t  i f  t h e  increase i n  population could have 
been held t o  2% per  year .  

The regional  average covers a va r ie ty  of individual country 
t rends  f o r  1967. Four republ ics  met o r  exceeded t h e  t a r g e t  per  
cap i t a  growth r a t e :  Panama with 6.1%; Bolivia,  3.8%; Mexico, 
3.5%; and Ecuador, 2.5%. Three major countries--Brazil ,  
Argentina, and Venezuela--improved over l a s t  y e a r ' s  performance. 
Reflecting a recovery i n  agr icu l tu ra l  production, the  1967 
Brazi l ian GNF rose  by more than 5% f o r  t h e  f i r s t  time s ince 1962. 
Conversely, t h e  economies of t h e  f i v e  Central  American Common 



Market countries slowed i n  1967 a f t e r  f i v e  years of highly s a t i s -  
factory growth r a t e s  averaging 6% a year.  

Gross Investment 

Latin Republics i n  1967 increased by $1.2 b i l l i o n  t h e i r  gross 
investment i n  t h e  Alliance f o r  Progress. This raised t h e i r  
annual l e v e l  t o  $18 b i l l i o n ,  or  18% of t h e i r  GNP, Cumulative 
investment from 1961-1967 was $115 b i l l i o n .  A t  l e a s t  88 percent 
was financed by the Latin countries themselves. External 
financing and pr iva te  foreign investment, including U.S. a s s i s -  
tance, account f o r  the  remaining 12%. 

From 1 9 6 1 t o  1967 the United States  Government committed a t o t a l  
of $7.9 b i l l i o n ,  thus averaging more than $1 b i l l i o n  a year. The 
inputs were through A.I.D. ($3.6 b i l l i o n ) ,  P. L. 480 ($1.1 
b i l l i o n ) ,  EX-IM Bank ($1.5 b i l l i o n ) ,  and other programs, 
p r inc ipa l ly  the  Inter-American Developent Bank (IDB) Social  
Progress Trust Fund and U.S. contributions t o  the  IDB's Fund 
f o r  Special Operations ($1.7 b i l l i o n ) .  

Other sources of external financing f o r  Latin America to ta led  
about $6 b i l l i o n .  This includes flmds from the internationa.1 
agencies (exclusive of the  Special Operations F'und), net  foreign 
pr iva te  investment, and aid from other developed countries,. p r inc i -  
p a l l y  the  member countries of the  Development Assistance Committee. 

Trade And Development 

During 1967 export earnings by the Latin American countries 
f a i l e d  t o  r e g i s t e r  any increase f o r  the  f i r s t  time since 1961. 
This follows a. slow-down in  world t rade,  which i s  estimated 
t o  have increased only 3% i n  1967--a decline from t h e  9.5% 
r a t e  of growth i n  1966. For Latin America, regional increases 
i n  exports have fluctuated from a high of 7.3% jn 1964 t o  a 
low of minus 1.@ i n  1967, yie lding an average annual increase 
from 1961 t o  1966 of 6.4%. 

The lack of increase i n  Latin American exports i n  1967 i s  due 
i n  l a rge  measure t o  declining pr ices  of some major Latin 
American export commodities, and t o  adverse weather conditions 
which have limited growth i n  production of other commodities. 
A 7% decline i n  the  p r ice  of coffee--a product which cons t i tu tes  
roughly 15% of the  export value f o r  t h e  region--has cost  the  
region export earnings amounting t o  over $100 million. This has 
adversely affected both the  growth r a t e s  and internat ional  re -  
serve posi t ions  of Brazi l ,  Colombia and Central America. Moreover, 
while cotton p r ices  improved, drought conditions i n  Mexico caused 
subs tan t ia l  losses  i n  export earnings. 

There i s  some evidence t h a t  regional c a p i t a l  inflows, including 
the  Alliance f o r  Progress, may have enabled imports t o  continue 
a t  an acceptable l eve l .  Nevertheless, the  stagnation of exports 
poses a serious obstacle t o  future  growth and development pro- 
spects  i n  Latin America. Some improvement i s  expected i n  



1968, bu t  so long a s  t h e  region i s  so  heavi ly  dependent on world 
p r i c e  t r e n d s  of a  small  group of export  commodities, La t in  
American expor ts  w i l l  remain vulnerable ,  and economies w i l l  be  
sub jec t  t o  f l u c t u a t i o n s  i n  exchange earnings  which w i l l  l ead  t o  
pe r iod ic  t r a d e  and exchange r e s t r i c t i o n s  de t r imenta l  t o  growth. 
The urgency becomes s t a r k l y  apparent f o r  programs t o  he lp  d iver-  
s i f y  f u r t h e r  t h e  production and export  of a g r i c u l t u r a l  and 
i n d u s t r i a l  goods, and f u r t h e r ,  t o  f a c i l i t a t e  economic i n t e g r a t i o n  
t o  develop and expand markets. 

I n f l a t i o n  and S t a b i l i z a t i o n  

By t h e  end o f  1967, those  Lat in  American coun t r i e s  plagued by 
i n f l a t i o n  were according t o p  p r i o r i t y  t o  some form of s t a b i l i z a -  
t i o n  program. The r e s u l t s  of t h e s e  e f f o r t s  have been praiseworthy 
I n  Ch i l e  t h e  r a t e  of  p r i c e  inc rease  has been reduced from 39% 
i n  1964 t o  22% i n  1967 a s  a  r e s u l t  of  monetary and f i s c a l  r e -  
forms. I n  B r a z i l ,  where p r i c e s  were increas ing  a t  an  annual r a t e  
of 14% j u s t  p r i o r  t o  t h e  1964 revo lu t ion ,  t h e  r i s e  i n  c o s t  of 
l i v i n g  was held t o  25% i n  1967. E f f o r t s  a r e  continuing t o  elim- 
i n a t e  B r a z i l ' s  f e d e r a l  budget d e f i c i t ,  and t o  maintain non- 
i n f l a t i o n a r y  c r e d i t  and wage p o l i c i e s  and a  r e a l i s t i c  exchange 
r a t e .  I n  Colombia, where i n f l a t i o n  reached 14-15% i n  t h e  1965- 
1966 pe r iod ,  t h e  c o s t  o f  l i v i n g  inc rease  i n  1967 was on t h e  
order  of  7%. Uruguay i s  j u s t  now en te r ing  a  be l t - t i gh ten ing  
s t a b i l i z a t i o n  program which seeks t o  reduce i n f l a t i o n  from t h e  
r ecen t  annual r a t e  of  about 13@ t o  about 5% dur ing  1968. 

Ahead l i e s  t h e  t a s k  o f  maintaining c o n t r o l  over i n f l a t i o n ,  and 
a t  t h e  same t ime,  br inging about t h e  needed growth and s t r u c t u r a l  
change t h a t  w i l l  p revent  i t s  resumption i n  t h e  f u t u r e .  The 
u l t ima te  sucess  of t h e s e  e f f o r t s  w i l l  depend, not  only on 
continued se l f -he lp ,  b u t ' o n  s u f f i c i e n t  amounts of ex te rna l  
a s s i s t ance .  

Tax Reform 

La t in  governments themselves must r a i s e  a  l a r g e  share  of t h e  
funds f o  f inance  t h e  se rv ices  ard - - x i l i t i e s  t h a t  more ad- 
vanced economies r equ i r e .  This car, sometimes be  done p a r t l y  
through reducing non-essent ia l  expenditure.  For t h e  most 
p a r t ,  however, revenues have t o  be r a i sed  by r e v i s i n g  and 
inc reas ing  t a x a t i o n  and by improving colLlections through an 
overhaul of  t a x  adminis t ra t ions .  

Progress i n  t h i s  a r e a ,  p a r t i c u l a r l y  i n  r a i s i n g  t a x  revenues, 
has been good. From 1961 through 1966, c e n t r a l  government 
domestic revenues of 17 La t in  American coun t r i e s  r o s e  37% i n  
r e a l  terms.  Domestic revenue gains  i n  6 coun t i r e s  reached 5@ 
from 1961 through 1966, while 8 o t h e r s  had inc reases  of 26% o r  
more. Over t h e  same per iod ,  cu r ren t  expenditures a s  a  whole 
grew only 1% i n  r e a l  terms. 

For Lat in  America a s  a  whole, i nd ica t ions  a r e  t h a t  increased 
revenues a l r eady  have cont r ibuted  t o  development. Annual 



c e n t r a l  government c a p i t a l  outlay increased from 1961 t o  1966 
by about 2s f o r  t h e  region a s  a whole, and by 37% excluding 
Argentina. From 1963 t o  1966, c e n t r a l  government expenditure 
on agr icu l tu re  increased 338, and on education 31%. A l l  these  
trends mark a steady improvement i n  the  a l locat ion of growing 
public resources.  

The l a r g e s t  external  contribution t o  t a x  administration re-  
form i n  Latin America comes from t h e  A.1.D.-sponsored 
In te rna l  Revenue Service (IRS) programs. As of t h i s  date ,  
the re  a r e  60 IRS s p e c i a l i s t s  working on teams i n  16 countr ies ,  
including a regidnal group f o r  the  Central  American Republics. 
By the  end of FY 1968, about $8 mill ion w i l l  have been invested 
i n  t h i s  e f f o r t .  

Chi le ' s  progress i l l u s t r a t e s  what b e t t e r  t a x  administration can 
do. Legis la t ion,  surveys, improvement of administrative pro- 
cedures and a number of other new measures have meant g rea t ly  
improved col lect ions  of new and delinquent taxes.  Tax co l l ec -  
t ions  rose i n  r e a l  terms from the  equivalent of $500 mil l ion in  
1961 t o  $780 mil l ion i n  1966--a 56% increase.  A property t a x  
survey, and follow-up adjustment in  taxes ,  resul ted i n  a 577% 

increase i n  urban assessments and a 145% increase in  r u r a l  assess- 
ments. Reorganization of Chile 's  t a x  agency has helped boost the  
col lect ions  of delinquent taxes 88410 from 1965 t o  1966, and reduce 
the  co l l ec t ion  time on delinquent faxes from as much as three 
years t o  an average of 66 days. 

Further Action Necessary 

A l l  these measures a re  important manifestations of the  underlying 
s t r u c t u r a l  change going on i n  Latin America. 

Measures t o  increase taxat ion and c u r t a i l  chronic in f l a t ion  may 
sound f a r  removed from the b a t t l e f i e l d  of soc ia l  progress. Yet, 
too of ten in  the past  the  demand for  new programs and soc ia l  
services t o  benef i t  the  great mass of Latin Americans have been 
res i s t ed  by the  entrenched power groups when faced with increased 
taxes. 

Thus, on occasion, governments have resorted t o  inf la t ionary 
financing t o  support these programs. The cruel  irony i s  t h a t  the 
resu l t ing  i n f l a t i o n  h i t s  hardest a t  the  lower socio-economic 
levels .  Conversely, when t ax  revenues are increased progressively 
t o  support l a rge r  programs i n  such areas,  the benef i ts  as wel l  as 
the respons ib i l i t i e s  of development become more equitably 
dis t r ibuted.  

The accelerated pace of change and development i n  Latin America, 
while of r e a l  benef i t  t o  more and more people each year,  i s  not 
yet enough t o  s e t  off a chain reaction of se l f -susta ining growth 
in  most countries.  Economic growth has been too slow t o  provide 
new jobs as f a s t  as people enter the labor market. Unemployment 
promises t o  be more formidable in  the  future ,  as the  47% of Latin 
Americans now under the  age of 15 begin t o  look f o r  work. 



The migration from r u r a l  areas t o  the  c i t i e s ,  adding t o  
the  normal growth of population,  i s  swamping urban a b i l i t i e s  t o  
provide housing, schools,  h e a l t h  f a c i l i t i e s ,  t r anspor t a t ion  and, 
above a l l ,  jobs. Techniques adequate t o  dea l  w i th  the  problems 
posed by the  high r a t e  of urban growth remain t o  be devised. 

PROGRESS AND PROBLEMS I N  KEY SECTORS 

Agricul ture  and Rural Development 

Over h a l f  t he  population of Lat in  America der ives  i t s  l ive l ihood 
from agr i cu l tu re ,  y e t  a g r i c u l t u r a l  production has been growing 
a t ,  only about 3% annually--barely enough t o  keep up wi th  
population growth. Lat in  America i s  a  major expor ter  of agr icul -  
t u r a l  commodities, y e t  food imports from outs ide  the  region have 
grown t o  a l e v e l  of about $600 mi l l i on  per year.  This seeming 
paradox r e f l e c t s  t h e  following complex of f ac to r s :  

--Strong emphasis on a g r i c u l t u r a l  export earnings ;  

--Rapid urbaniza t ion  of t he  growing population;  

--Increasing incomes ; and 

--Marketing, pr ic ing ,  a g r i c u l t u r a l  pol icy  arrangements and 
i n s t i t u t i o n a l  obs tac les  unfavora.ble t o  investment i n  t h e  
a g r i c u l t u r a l  s ec to r .  

To put  it b r i e f l y ,  t he  domestic demand fo r  food i s  growing 
rapid ly ,  bu t  t he  production and market a v a i l a b i l i t y  of food i s -  
not. In  many cases,  food p r i ces  have been kept low r e l a t i v e  t o  
the  cos t s  of  production. As a r e s u l t ,  many farmers have been 
r e luc t an t  t o  inves t  i n  the  avai lable  technology and equipment 
which would g r e a t l y  increase t h e i r  food production. Other 
d i s incen t ives  t o  higher production a re  i n s u f f i c i e n t  a g r i c u l t u r a l  
c r e d i t ,  i n e f f i c i e n t  marketing systems wi th  high spoilage lo s ses ,  
and l ack  of t r anspor t a t ion  between the  producing and marketing 
centers .  

A.I.D. lending i n  the  a g r i c u l t u r a l  s ec to r  i s  being focused 
sharply  on these  problems. Aside from loan requirements t o  
improve the economic cl imate f o r  t he  farmer, A.I.D. has worked 
toward providing incent ives  f o r  increased food production.  
Policy changes t o  remove import d u t i e s  and e f f e c t  o the r  changes 
i n  imported a g r i c u l t u r a l  inputs  are  now being implemented. The 
use of f e r t i l i z e r s ,  i n sec t i c ides  and improved seed v a r i e t i e s  i s  
growing. Marketing and d i s t r i b u t i o n  improvements, a s  w e l l  a s  
more r a t i o n a l  a g r i c u l t u r a l  p r i c ing  systems are  being introduced 
i n  the  borrowing countr ies .  

Genuine a g r i c u l t u r a l  modernization requi res  land reform, as  we l l  
as  v a s t l y  expanded programs t o  extend v i t a l  education and h e a l t h  
se rv i ces  and t o = i n c r e a s e  ag ro - indus t r i a l  employment oppor tuni t ies  
i n  the  r u r a l  areas.  Land reform l e g i s l a t i o n  has been enacted i n  
16 countr ies  s ince  the  s t a r t  of t h e  All iance,  wi th  widely varying 
degrees of qua l i t y  i n  implementation. Nevertheless, it i s  



estimated t h a t  i n  the  pas t  seven years,  approximately 100,000 
families per year (some 3,000,000 people) have received t i t l e s  or 
have been s e t t l e d  or  r e s e t t l e d  i n  colonization programs. Compre- 
hensive and fundamental land reform has been undertaken by Mexico, 
Bolivia and Venezuela. Major programs i n  land reform a re  i n  the  
e a r l y  s tages  of implementation i n  Chi le ,  Colombia and Peru. 

Education 

Educational modernization i n  Lat in  America i s  hampered both by 
l ack  of resources and by outdated cu r r i cu la .  Only one - f i f th  of 
those chi ldren who en te r  the f i r s t  grade complete the  s i x t h ,  and 
the subsequent l o s s  through "dropouts" i s  almost as g rea t .  

During the  f i r s t  years  of the  Alliance,  there  has been concentra- 
t i o n  on meeting some of the  most c r i t i c a l  quan t i t a t ive  shortages 
i n  classrooms and teachers.  As a r e s u l t ,  186,000 add i t iona l  
classrooms have been b u i l t  and 800,000 new teachers  t r a ined  s ince  
1960; and the number of school graduates has doubled i n  more than 
ha l f  the  Alliance countries.  

Equally important beginnings have been made i n  changing the  out-  
moded content of the  Latin American educational  systems. 
Textbooks f o r  school chi ldren a re ,  f o r  the  f i r s t  time, reaching 
r u r a l  schools i n  Centra l  America. Comprehensive high schools are  
being planned or introduced experimentally i n  a few countr ies ,  
and modern mathematics and sciences are being introduced in  some 
schools. In  the u n i v e r s i t i e s ,  ancient and outmoded methods and 
cu r r i cu la  are  giving way t o  pa t t e rns  of f i l l - t i m e  professorships,  
a combination of in s t ruc t ion ,  research and extension,  expanded 
l i b r a r i e s ,  and labora tory  work r e l a t e d  t o  classroom s tud ies .  

These are  good beginnings, b u t  the  v a s t  bulk of t h e  job s t i l l  
remains t o  be done. Investment i n  education, n w  averaging about 
2.5% of the  t o t a l  GNP, must r i s e  t o  a t  l e a s t  4% of the  GNP i f  
education.programs are  t o  catch up wi th  the  needs i n  t h i s  century. 
The f i n a n c i a l  resources needed t o  provide the  classrooms, t e x t -  
books and t r a ined  teachers are  t r u l y  s tagger ing i n  amount, and 
w i l l  c a l l  not  only fo r  higher l eve l s  of t a x  revenues, but  increased 
l eve l s  of ex te rna l  ass is tance  as wel l .  

Health and Population 

Environmental s an i t a t ion ,  medical f a c i l i t i e s  and n u t r i t i o n  
programs have had varying degrees of success. Primarily wi th  the  
f inancing made avai lable  through the  Soc ia l  Progress Trus t  Fund, 
Latin countr ies  have programs under way t o  provide potable water 
t o  over 7% of the  urban population. However, t he  o r i g i n a l  
Alliance goal  f o r  the  r u r a l  areas  remains t o  be met. U.S.- 
a s s i s t e d  malaria programs have helped s top local ly- t ransmit ted  
malaria i n  areas  wi th  a population of 11.5 mi l l ion  people, and 
ac t ive  programs a re  under way t o  provide protec t ion t o  an 
add i t iona l  46.8 mi l l ion  people l i v i n g  i n  malarious areas.  I n  
the  f i r s t  four years of the .Al l iance ,  reported cases of smallpox 
were reduced t o  one-third. Twenty-three new medical schools 
have opened i n  Lat in  America since 1960, and t h e  number of 



physicians has increased by 23%. Nevertheless a ser ious  imbalance 
remains i n  t h e  a v a i l a b i l i t y  of profess ional  medical personnel 
between urban and r u r a l  areas.  

Be t t e r  h e a l t h  i s  aided by accelera ted  food d i s t r i b u t i o n ,  
education, and d i e t a r y  programs, and by the  innovative p ro jec t s  
launched i n  seve ra l  countr ies  t o  enhance the  p ro te in  content of 
t r a d i t i o n a l  foods. 

Family planning i n  Lat in  America i s  progressing from tine study 
and research phase i n t o  the  ac t ion  program s tage .  A.1.D.-supportec' 
programs, i n i t i a t e d  th ree  years ago, were designed t o  develop an 
awareness of the  population issue  among government o f f i c i a l s ,  
educators,  the c lergy and other community leaders ,  and t o  
s t imula te  inc lus ion of family planning as  an i n t e g r a l  element of 
improved ch i ld  care  and maternal heal th .  Today, access t o  family 
planning information i s  a recognized r i g h t  of the  individual  i n  
a s t e a d i l y  growing number of countr ies .  

I n  15 countr ies ,  demographic considerations have been introduced 
i n t o  na t iona l  development planning. Population u n i t s  or  cen te r s  
have been es tabl ished wi th in  government hea l th  programs i n  a t  
l e a s t  5 countr ies .  S ix  p r iva te  research s tudy centers  have been 
organized. Some Lat in  American u n i v e r s i t i e s  have revised,  t h e i r  
c u r r i c u l a  t o  include some aspect of population dynamics and t o  
emphasize the  r e l a t ionsh ip  of demography t o  various profess ional  
d i sc ip l ines .  Pr ivate  family planning associa t ions  have been 
es tabl ished i n  a l l  countr ies  except Bolivia and Nicaragua-- 
focusing on t r a i n i n g ,  motivation and demonstration c l i n i c a l  
p ro jec t s .  

A.I.D. is now a c t i v e l y  encouraging governments t o  accept respon- 
s i b i l i t y  f o r  incorporating family planning i n t o  the  c l i n i c a l  
s e rv ices  offered through the  o f f i c i a l  government s t ruc tu res .  
Only these  public organizations have the  a b i l i t y  t o  provide such 
se rv ices  on a na t iona l  sca le  and on a continuing b a s i s .  Severa l  
countr ies  have indicated  t h e i r  i n t e r e s t  i n  gradually in t eg ra t ing  
family planning services  wi th  o ther  hea l th  services .  

Popular P a r t i c i p a t i o n  

Development, t o  be meaningful, must take  account o f  a v a r i e t y  of 
f a c t o r s  o ther  than s t r i c t  economic growth. Unless incomes, 
educat ional  and voca t iona l  oppor tuni t ies  a re  more equi tably  
d i s t r i b u t e d  and t h e  people a r e  more involved i n  t h e  development 
process,  t h e  promise of progress becomes an empty ges ture .  

Al l iance  e f f o r t s  t o  develop p ro jec t s  responsive t o  t h e  mandate of 
T i t l e  M of t h e  Foreign Assistance Act a re  making s i g n i f i c a n t  
headway. Primary a t t e n t i o n  has been given t o  those  programs 
a l ready under way which show promise f o r  an in t eg ra ted  economic- 
s o c i d l - p o l i t i c a l  approach t o  t h e  problems o f  development. 
Subs tan t i a l  e f f o r t s  i n  support  of coopera t ives ,  community 
development and l abor  l eade r sh ip  t r a i n i n g  w i l l  be continued. I n  
add i t ion ,  programs i n  l e g a l  t r a i n i n g  ( ~ r a z i l ) ,  l o c a l  government 
reform ( ~ o m i n i c a n  ~ e p u b l i c ) ,  Indian i n t e g r a t i o n  ( ~ u a t e m a l a )  and 



~ommunity l eadersh ip  t r a i n i n g  ( ~ o y o l a  ~ n i v e r s  i t y )  w i l l  be expanded 
as oppor tuni t ies  permit. These p i l o t  programs w i l l  be c a r e f u l l y  
evaluated t o  determine t h e i r  ef fect iveness  and a p p l i c a b i l i t y  
elsewhere i n  the  region. 

THE i lLLUNCE ENTERS A NEW PHASE WITH A NEW ACTION PROGRAM 

The Presidents of the  American Republics met a t  the  home s i t e  of 
the  Charter-signing, Punta d e l  Este ,  Uruguay, i n  Apri l  1967--six 
years  a f t e r  President Kennedy's address proposing an Alliance f o r  
Progress. They reviewed t h e i r  individual  country progress,  and 
designed the  means needed t o  dea l  wi th  those problems commonly 
held as most urgent.  New assessments of the  t a s k  were c r y s t a l -  
l i z e d  i n  the  "Action Program". I n  t h i s  plan,  the  formation of a 
hemispheric common market was given prominance. Mul t inat ional  
in f ras t ruc tu re  p ro jec t s  were emphasized t o  provide t h e  physical  
base f o r  regional  economic in tegrat ion.  F ina l ly ,  t h e  bulk of the  
program was t o  accelera te  progress i n  the  p r i o r i t y  sec to r s  of 
ag r i cu l tu re ,  education and h e a l t h  by using a l l  means poss ible ,  
, including t h e  app l i ca t ion  of t h e  l a t e s t  advances i n  science and 
technology. 

Action i s  beginning on each of these  programs out l ined by t h e  
Presidents--  

 atin in America w i l l  c rea te  a 
Common Market" 

The Pres idents  envisaged c rea t ing  a Lat in  American Common Market 
s t a r t i n g  i n  1970, which would be " subs tan t i a l ly  i n  operation" by 
1985. It was expected t h a t  t h i s  would be a long and necessar i ly  
d i f f i c u l t  task .  But a good s t a r t  has been made. The Centra l  
American Common Market (CACM) approved t h e  membership of Panama, 
t o  l i n k  a l l  countr ies  i n  the  region i n  a un i r i ed  economic 
community. The Lat in  American Free Trade ~ s s o c i a t i o n ' ( ~ ~ ~ ~ ~ )  and 
the  CACM have met t o  begin the  process of merging t h e  two 
organizations,  eventually t o  form a group embracing a l l  of Lat in  
America. A new s i x  member sub-regional t r ad ing  group consis t ing 
of Chile,  Peru, Ecuador, Bolivia,  Colombia and Venezuela has 
been es tabl ished.  This sub-regional group i s  an important s t e p  
i n  the  t r a n s i t i o n  t o  the  ul t imate  Latin American Common Market. 
Ifevertheless, very pa in fu l  decis ions  remain t o  be made by the  
Lat in  American countr ies .  The United S t a t e s  cannot make these  
decis ions ,  but it can provide the  support which w i l l  ease t h e  
process. 

"we w i l l  l a y  the  physical  foundations 
f o r  Lat in  American economic in tegra t ion  
through mul t inat ional  projects ."  

A concomitant of economic in tegra t ion  i s  t h e  development of a 
mul t inat ional  in f ras t ruc tu re  t o  serve as  a base f o r  expanded 
markets. E f f i c i e n t  telecommunications systems and inter-connecting 
power systems are  necessary. Nations j o i n t l y  must develop 



i n t e r n a t i o n a l  watersheds of f r o n t i e r  regions ,  and make b e t t e r  use 
of waterways serving,  i n  some cases ,  a s  l i t t l e  more than boundary- 
l i n e s  a t  present .  Argentina,  Braz i l ,  and Paraguay a re  j o i n t l y  
developing power f a c i l i t i e s  on t h e  r i v e r  which d iv ides  them, and 
roads connecting Bo l iv i a  w i t h  Peru and Argentina a re  be ing 
cons t ruc ted .  

Much of t h i s  mu l t ina t iona l  ac t ion  w i l l  be through sponsorship of 
t he  I n t e r  -American Development Bank ( IDB) . Pledges of an 
a d d i t i o n a l  $1.2 b i l l i o n  have been made t o  t h e  IDB al lowing sub- 
s t a n t i a l  i nc reases  i n  i t s  funding of such mul t ina t iona l  p r o j e c t s  
over t he  next  t h r e e  yea r s .  

Mul t ina t iona l  p r o j e c t s  fmanced by the  IDB include  i n t e g r a t i o n  
highways connecting roads i n  Argentina wi th  roads i n  Chi le  and 
Bo l iv i a ,  loans  t o  the  Cen t ra l  American Bank f o r  Economic 
I n t e g r a t i o n  (CABEI) f o r  r eg iona l  t r a n s p o r t  and indus t ry  p r o j e c t s  
( t h e  Bank has a l s o  rece ived A.I.D. suppor t ) ,  and the  f i r s t  and 
second s t ages  of t he  Acaray power p r o j e c t  which w i l l  provide 
e l e c t r i c i t y  t o  Argentina, B r a z i l  and Paraguay where the  p r o j e c t  i s  
loca ted .  I n  add i t ion ,  t h e  JDB has s e t  up a  program which extends 
expor t  c r e d i t s  t o  promote in t r a - r eg iona l  t r a d e ,  and has e s t a b l i s h e d  
a  Preinvestment Fund f o r  La t in  American In t eg ra t ion .  The resources  
of t he  F'und a re  t o  be used t o  f inance ,  through loans  and g r a n t s ,  
f e a s i b i l i t y  and p r e - f e a s i b i l i t y  s t u d i e s  t o  develop mul t ina t iona l  
p r o j e c t s .  The United S t a t e s  has made two con t r ibu t ions  t o  t h e  Fund. 

'we w i l l  j o in  i n  e f f o r t s  t o  increase  
s u b s t a n t i a l l y  Lat in  American fore ign-  
t r a d e  earnings ." 

This i s  an a r e a  o f  g r e a t  s ign i f i cance  t o  La t in  America, where all. 
t o o  o f t e n ,  na t ions  a re  l a r g e l y  dependent f o r  export  earnings upon 
a  s i n g l e  product ,  which, i n  t u r n ,  may be sub jec t  t o  s e r ious  p r i c e  
f l u c t u a t i o n s  i n  the  world market. With t h e  gene ra l  t r end  showing 
lower p r i c e s  f o r  a g r i c u l t u r a l  products exported by developing 
coun t r i e s ,  plus h igher  p r i ces  f o r  t he  f in i shed  goods they have t o  
import, many Lat in  Americans are  deeply concerned about t h e i r  
"terms of trade." 

As d i r e c t e d  by t h e  Pres idents  l a s t  Apr i l ,  an Inter-American 
Export Promotion Center i s  being e s t ab l i shed  through the  I n t e r -  
American Committee f o r  t he  Al l iance  f o r  Progress (CUP) t o  h e l p  
d i v e r s i f y  and expand export  markets. An ad hoc committee of 
banana-producing coun t r i e s  i s  being convened t o  develop a  j o i n t  
approach t o  t h e  European Economic Community (EC) on e l imina t ing  
the  EEC t r a d e  r e s t r i c t i o n s  on bananas. Af t e r  years  of  d i f f i c u l t  
nego t i a t ion ,  agreement was reached i n  October among major cocoa 
producers and consumers towards i n t e r n a t i o n a l  s t a b i l i z a t i o n  o f  
cocoa p r i ces .  

World v a r i a t i o n s  i n  co f fee  p r i ces  have c rea t ed  se r ious  economic 
. problems over the  yea r s ,  and the  I n t e r n a t i o n a l  Coffee Agreement 

has provided some much-needed s t a b i l i t y  s ince  it went i n t o  e f f e c t  
i n  1963. This agreement i s  being r enego t i a t ed  t o  improve and 



strengthen the provisions re la t ing  t o  surplus production controls 
and d ivers i f i ca t ion  i n t o  a l t e rna t ive  crops. 

'we w i l l  harness science and 
technology fo r  the  service  of 
our people. " 

As a r e s u l t  of the  "Summit," new mul t i l a te ra l  programs t o  be 
supported by voluntary contributions of a l l  the  countries have 
been proposed and w i l l  be considered a t  the Inter-American 
Cultural Council Meeting scheduled i n  Venezuela for  February 1968. 
These programs, which together t o t a l  $25 million, were formulated 
by two committees of experts on science and technology. 

"Latin America w i l l  el iminate 
unnecessary mi l i t a ry  expenditures ." 

The abwe statement was signed by 19  American Chiefs of S ta te  i n  
Apri l  1967. Since t h a t  time A.I.D. has received new mandates in 
Section 620(s) of the Foreign Assistance Act and Section 119 of 
the Foreign Assistance Appropriation Act, designed t o  insure t h a t  
a id-recipient  countries do not d iver t  t h e i r  scarce resources fo r  
unnecessary m i l i t a r y  expenditures. A.I .D.  i s  taking the s teps  
necessary t o  implement these amendments and carry out the policy 
s e t  f o r t h  by the  Latin American presidents.  

Latin America spent $1,890 million on defense i n  1967, an increase 
of 1.546 i n  r e a l  terms from 1966. However, with GNP g rming  a t  
4 . s ,  the economic burden of the region's defense expenditures 
declined from 2% of GNP i n  1966, t o  l.s in 1967. The share of 
cen t ra l  government expenditures devoted t o  defense a l so  declined 
t o  12.4% i n  1967, down from the 1 2 . s  high for  the Alliance 
period set i n  1964. 

The modest r i s e  i n  the  absolute l e v e l  over the period r e f l e c t s  
mostly increases i n  pay t h a t  inevitably accompany growth i n  per 
cap i ta  national income. The increases,  therefore ,  are concen- 
t r a t e d  in  the 9w0 or  more of expenditure t h a t  goes t o  personnel, 
operating and maintenance costs,  ra ther  than i n  the  1C$ or  l e s s  
devoted t o  equipment purchase. Only about half  the  l a t t e r  has 
been foreign exchange expenditure--approximately $100 mil l ion a 
year, or  l e s s  than 1% of the region's export earnings. 

If we exclude secur i ty  a c t i v i t i e s  which a r e  primarily c i v i l i a n  
in  nature (but which are included in  "national defense" because 
they may rever t  t o  mi l i t a ry  administration in  the event of war), 
we find t h a t  mi l i t a ry  expenditure i n  t h i s  narrower sense reaches 
only about l.7$ of GNP for  the region. As a percent of cen t ra l  
government expenditures, mi l i t a ry  outlays were 11.4% i n  1967, 
down s l i g h t l y  from 11.6% i n  1966. 

Overall secur i ty  force levels  i n  Latin America do not appear 
excessive i n  view of in te rna l  secur i ty  needs, especial ly  i n  the 
more hard-pressed countries such as Bolivia,  Colombia, Ecuador, 
Guatemala and Venezuela. Moreover, the  high concentration of 



expenditure on personnel moderates t h e  r e a l  resource burden f o r  
underdeveloped countr ies  wi th  surplus  suppl ies  of unsk i l l ed  
l abor ,  and permits t h e  armed forces  t o  serve  a v a r i e t y  of u s e f u l  
non-mili tary purposes. Manpower t h a t  might otherwise go 
unemployed can perform fbnctions of value ,  such a s  l i t e r a c y  and 
vocat ional  t r a i n i n g  and l o c a l  public s e m i c e s  i n  h e a l t h  and 
t r anspor t a t ion ,  which a r e  rou t ine ly  performed by the  armed fo rces  
i n  remote areas .  

Nevertheless, it i s  knom t h a t  many Latin American m i l i t a r y  
organizations a re  fac ing a need t o  replace  equipment which i s  
obsolete o r  no longer maintainable. These replacement and modern- 
i z a t i o n  programs w i l l  i nev i t ab ly  involve increased a l loca t ions  of 
l o c a l  and fore ign exchange resources over t h e  next few years.  
During t h i s  period A.I.D. w i l l  be p a r t i c u l a r l y  a l e r t  t o  changes 
i n  the  l e v e l s  and composition of mi l i t a ry  expenditures i n  Latin 
American and t h e i r  impact on economic and s o c i a l  development 
programs. 

Agriculture,  Education, and Health 

"We w i l l  modernize the  l i v i n g  condit ions 
of our r u r a l  populations, r a i s e  a g r i c u l t u r a l  
product iv i ty  i n  genera l ,  and increase  
food production f o r  the b e n e f i t  of both 
Lat in  America and the  r e s t  of the  world." 

' he  w i l l  vigorously promote education 
f o r  development. " 

"We w i l l  expand programs f o r  improving 
the  hea l th  of the American peoples." 

The above th ree  s e c t o r a l  objec t ives  of the  Presidents comprise 
6Wo of the  A . I . D .  t echn ica l  ass is tance  and loan programs proposed 
under the  Alliance during FY 1969. 

To help  i t s  All iance par tners  work toward those goals ,  A.I .D.  asks 
new ob l iga t iona l  au thor i ty  of $625,165,000 f o r  Alliance loans and 
g ran t s ,  and $22.5 mi l l ion  f o r  Supporting Assistance,  which, when 
ant ic ipated  recover ies ,  r ece ip t s  and reimbursements are added, 
w i l l  f inance a t o t a l  program of $707,665,000. 

Alliance Loans 

New appropriat ions of $515,125,000 are  requested fo r  Alliance 
loans i n  FY 1969 t o  f inance a program of $567,125,000 of program, 
sec to r  and p ro jec t  lending i n  17 countr ies .  

Approximately two-thirds of t h e  proposed loan program i s  concen- 
t r a t e d  i n  Braz i l ,  Chile and Colombia. It i s  i n  these  countries 
where the  response t o  A.I.D. s e l f -he lp  requirements has been most 
comprehensive. Their  e f f o r t s  have ranged from new monetary, 
f i s c a l  and exchange po l i c i e s  t o  improved t a x  revenue performance, 



t r a d e  l i b e r a l i z a t i o n ,  improved educat ional  f a c i l i t i e s  and 
incent ives  t o  s t imula te  a g r i c u l t u r a l  production. 

Program loans t o t a l l i n g  $175 mi l l i on  are  planned i n  Braz i l ,  
Chile and Colombia t o  continue the  forward movement of pas t  
programs of economic s t a b i l i z a t i o n ,  development and reform. The 
program loans enable the  countr ies  t o  import t he  U.S. goods 
necessary f o r  t he  growth and expansion of t h e i r  economies. Most 
of these  goods are  imported by the  p r iva t e  sec to r ,  by p r iva t e  
businessmen who requi re  raw mater ia ls  o r  c a p i t a l  goods f o r  
expansion of t h e i r  production. Program loans are re leased in  
t ranches ,  a f t e r  reviews of host-country performance i n  imple- 
menting the  agreed se l f -he lp  measures. 

The program loan has been the  primary instrument of U.S. support 
t o  t he  major s e l f -he lp  programs undertaken by Braz i l ,  Chile and 
Colombia i n  the  pas t  t h ree  years .  In  a l l  t h ree  countr ies ,  
i n f l a t i o n  has been reduced s i g n i f i c a n t l y ,  t a x  revenues and 
investment programs have increased,  and export  d i v e r s i f i c a t i o n  
programs have been mounted. A l l  these  measures have served t o  
s t imula te  the  resumption of growth i n  these  countr ies .  

I n  FY 1967 and 1968, A.I.D. introduced a  new lending device--the 
sec to r  loan--designed t o  focus U.S. ass is tance  more sharply  on 
th2 d i f f i c u l t  problems i n  t h e  c r i t i c a l  s ec to r s  of ag r i cu l tu re ,  
education and heal th .  The purpose of the  sec to r  loan  i s  t o  
promote and support reforms i n  government po l i c i e s  and rapid  
increases  i n  the  investment programs t o  provide higher l e v e l s  of 
f a c i l i t i e s  and services  in  these  sec to r s .  For example, a  s ec to r  
loan  f o r  t r a c t o r s ,  f e r t i l i z e r ,  pes t i c ides  and breeding s tock i s  
providing v i t a l  support f o r  Ch i l e ' s  program fo r  expanding pro- 
duction and agrar ian  reform. A . I . D .  i s  proposing $131 mi l l i on  
f o r  s ec to r  loans i n  5 countr ies  f o r  FY 1969. 

In  addi t ion ,  an amount of $261 mi l l ion  i s  planned f o r  p ro jec t  
lending. I n  FY 1969, loans are  proposed f o r  p ro jec t s  i n  15 
countr ies .  These p ro jec t s  range from a  major road system i n  
Bolivia t o  a  na t iona l  a g r i c u l t u r a l  research  program i n  Brazi l .  
Continuing the  emphasis of pas t  years ,  A . I . D .  p ro j ec t  loans  w i l l  
support the  c rea t ion  and s t rengthening of intermediate c r e d i t  
i n s t i t u t i o n s  t o  provide f inancing on reasonable terms f o r  
a g r i c u l t u r a l ,  i n d u s t r i a l  and housing p ro jec t s .  A.I.D. now has 
$442 mi l l i on  invested i n  such p ro jec t s  i n  Lat in  America. 
Experience wi th  these  i n s t i t u t i o n s  suggest t hey  are  e f f e c t i v e  
instruments not only t o  promote development but  a l s o  t o  mobilize 
l o c a l  c a p i t a l  f o r  investment. I n  addi t ion ,  a  loan of $5 mi l l i on  
i s  progrsmmed f o r  t he  Coffee Dive r s i f i ca t ion  Fund being e s t ab l i shed  
by the  member countr ies  of  t he  I n t e r n a t i o n a l  Coffee Agreement. 
U.S. support  of  t h i s  Fund was of fered  by President Johnson i n  h i s  
Apr i l  1967 speech t o  the  American Pres idents  a t  Punta d e l  Este.  

A loan  of $6 m i l l i o n  i s  a l s o  planned i n  FY 1969 f o r  a  sof t - loan 
fhnd of t he  soon-to-be born Caribbean Development Bank. The 
organiza t ion  of t h i s  Bank has been undertaken l a r g e l y  a t  t h e  
i n i t i a t i v e  of t h e  English-speaking countr ies  of t he  Caribbean 



area,  who w i l l  provide 6@ of i t s  cap i t a l i za t ion .  Canada and the  
United Kingdom w i l l  provide the other  4@. 

A major project  loan of $25 mil l ion i s  a l so  planned for  the Central  
American Integrat ion Fund. This Fund, administered by the  Central  
American Bank fo r  Economic Integration, i s  the major source of 
financing f o r  regional infras t ructure  and multinational projects--  
roads, c m u n i c a t  ions, and agr icu l tu ra l  storage--which w i l l  bind 
the  economies of Central  America together. 

Technical Assistance 

New appropriations of $110 mill ion are requested t o  support an 
Alliance technical  ass is tance prograq l e v e l  of $118 mil l ion in  
FY 1969. This compares with an a c t u d  l e v e l  of $95.1 mil l ion i n  
FY 1967 and a l e v e l  of $86.5 mil l ion estimated f o r  FY 1968. 

The technical  assistance program supports the following a c t i v i t i e s :  

--$18.4 mil l ion f o r  A . 1  .D. ' s  in terregional  programs, primarily 
the  War on Hunger and research; 

--$19.1 mil l ion contributions t o  Inter-American organizations ; 
and 

--$80.5 mil l ion f o r  technical  advisors and t ra in ing  i n  21 
Latin American countries.  

Two-thirds of the  proposed increase i n  technical  ass is tance funds 
i s  t o  support the  new multinational programs i n  science and 
technology, education and export promotion which were organized as 
a r e s u l t  of the  Apri l  1967 S m i t  meetings, plus increased popu- 
l a t i o n  programs and support fo r  the A.I.D. in terregional  program. 

In  FY 1969 A.I.D. proposes $19.1 mil l ion f o r  contributions t o  
Inter-American organizations. Continuing support w i l l  be given 
the OAS' Special  Development Assistance Fund ($4 mil l ion)  and 
the Pan American Health Organization's Special  Malaria 
Eradication Fund ($1 mil l ion) .  In addition, new Inter-American 
programs w i l l  be s t a r t e d  during FY 1969: the  Inter-American 
program i n  science and technology ($7.9 mil l ion)  which w i l l  a id  
basic  science and natural  resources technology through research 
grants  t o  un ivers i t i e s '  s c i e n t i f i c  and technical  publications; 
and the  Inter-American program i n  education ($5.4 mil l ion)  which 
w i l l  concentrate on advanced t ra in ing  of specialized educators, 
educational t e l ev i s ion ,  and the upgrading of Latin American 
educational curr icula .  

The major share of the Alliance technical  ass is tance program, 
$80.5 mil l ion o r  6@, w i l l  finance technical  experts and 
t ra in ing  programs fo r  approximately 21 countries. Assistance 
in  agr icul ture ,  education and heal th  w i l l  account f o r  approxi- 
mately 63% of these country technical  assistance programs. 
The remaining 37% i s  devoted t o  providing technical  experts and 
t ra in ing  i n  the  following f i e lds :  



Public Safety--  t o  a s s i s t  16 countr ies  i n  the  bui ld ing  of 
competent c i v i l  po l i ce  organiza t ions  capable of e f f i c i e n t  and 
humane ac t ion  t o  preserve public order ,  and t o  p ro tec t  t h e  
l i v e s  and property of c i t i z e n s  from a r b i t r a r y  t e r ro r i sm as  wel l  
a s  common crime. 

Tax Administration--to a s s i s t  16 countr ies  (using IRS spec ia l  
teams) t o  improve c o l l e c t i o n  procedures of new and delinquent 
taxes ,  and t o  prepare the  l e g i s l a t i o n  necessary f o r  an e f f e c t i v e  
and f a i r  t a x  c o l l e c t i o n  organiza t ion .  

Labor--to a s s i s t  16 countr ies  i n  developing a responsib le  f r e e  - 
t r ade  union s t ruc tu re .  This a s s i s t ance  i s  made ava i l ab le  
p r imar i ly  through the  AFL-CIO American I n s t i t u t e  f o r  Free Labor 
Development (AIF'LD). Labor i n  Lat in  America continues t o  
rece ive  an increas ing  share of All iance t echn ica l  a s s i s t ance  
resources through formal and informal channels. Al locat ions  
of l o c a l  currency counterpart  funds generated under A.I.D. 
program loans  have been used i n  Braz i l  f o r  scholarships,  and 
i n  Colombia f o r  labor  housing. A.I.D. mission d i r e c t o r s  have 
used Specia l  Development Ac t iv i ty  Author i t ies  f o r  small p ro j ec t s  
t o  a i d  l o c a l  unions, such a s  school desks and a f i s h i n g  boat 
f o r  labor  syndicates i n  Nicaragua, a chain-saw f o r  a labor  
cooperative i n  Colombia, and help with equipment purchases f o r  
a Peruvian t r anspor t a t ion  union. 

ECONOMIC ASSISTANCE TO LATIN AMERICA AND THE U.S. BALANCE OF 
PAYMENTS 

A.I .D.  loan  disbursements could have a negative impact on t h e  U.S. 
balance of payments i f  our a i d  leaked away from the  r e c i p i e n t  t o  
the  surplus  countr ies  i n  Europe; or more s p e c i f i c a l l y ,  i f  U.S. a i d  
merely subs t i t u t ed  f o r  d o l l a r s  which would normally be spent f o r  
U.S. expor ts  and which are  thus f r eed  t o  pay f o r  imports from 
t h i r d  countr ies .  

In  the  case of Lat in  America, a  c a r e f u l  study of a l l  ava i l ab le  
da t a  ind ica t e s  t h a t :  

--In recent  years  Lat in  America has not  been using U.S. 
a s s i s t ance  and o ther  earnings i n  the  United S t a t e s  t o  
f inance ne t  purchases or t o  serv ice  debt i n  o ther  
i n d u s t r i a l i z e d  countr ies .  I n  f a c t ,  Lat in  America has had 
a balance of payments surplus wi th  Europe and Japan and a 
d e f i c i t  with t h e  United S ta t e s .  

--In s p i t e  of  an increase  i n  i t s  t o t a l  fo re ign  exchange 
reserves ,  Lat in  America's gold holdings have declined by 
$430 mi l l i on  s ince  1961. 

--Since the  beginning of t h e  Al l iance  f o r  Progress,  t he  U.S. 
share of t he  Latin American market has not  decl ined,  even 
when t h a t  market i s  defined t o  exclude imports f inanced by 
U.S. a s s i s t ance .  



The trend toward multilateralism, in both the definition and 
administration of economic assistance programs to Latin America, 
is well established. The major organism for such multilateral 
definition and evaluation of problems and needs is the Inter- 
American Committee on the Alliance for Progress (CIAP). CIAP 
conducts annual reviews of country development and self-help 
performance. The conclusions and recommendations of these reviews 
serve as a guide both to external lenders and to the countries 
implementing development programs. These conclusions and 
recommendations provide the criteria and standards which the 
Foreign Assistance Act requires as a guide to A.I.D. lending. 
In addition to CIAP, the U.S. participates in several consul- 
tative groups, generally led by either the World Bank or the 
Inter-American Development Bank (IDB). The IDB has organized a 
consultative group for Ecuador and the World Bank has organized 
consultative groups for Colombia and Peru. 

The IDB--the "~ank of the Alliancet'--not only administers a 
significant portion of assistance available to the Alliance 
countries, but also is a major force in the attraction of capital 
into the hemisphere from other areas of the world. Several DAC 
countries have made funds available to IDB, for relending to its 
member Latin American countries. In addition, the IDB has been 
permitted to float bond issues in these sponsoring countries. 
Recently, the IDB announced a new policy of restricting the 
amount of procurement in non-member countries to the level of 
their contribution to the IDB. 

New multilateral organizations have been created in the past year. 
The Inter-American Expork Promotion Center is expected to start 
functioning July 1, 1968; also two new sub-organizations of the 
OAS are expected to begin new multinational programs in science 
and technology and in education. All three of the latter programs 
were given vital impetus at the April 1967 Summit Meeting and 
constitute growing evidence of a genuine trend toward multilateral 
decision-making and administration of the Alliance for Progress. 

CONTRIBUTIONS TO INTER-AMERI CAN ORGANIZATIONS 

(1n millions of dollars) 
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Technical Assistance 5.8 9.0 19.1 

The "Sunnnit" meeting of the American Chiefs of State held at 
Fknta del Este last April gave new impetus to mltilateralization 
of the Alliance for Progress. Meeting for the second t h e  in 
history, the American Chiefs of State issued a blueprint for what 
President Johnson termed the second difficult and demanding phase 
of the Alliance for Progress. 



The Declaration of the Plresidents and t h e i r  more detai led Action 
man forecast a wider ro le  by Inter-American organizations t o  
augment the  self-help e f for t s  of each country. A.I.D. proposes 
increased contributions t o  these mul t i l a te ra l  programs i n  FY 1969 
conditioned upon contributions from the  Latin American governments. 

Proposed U.S. support i n  FY 1969 t o  the  major econamic and social  
deve lopenta l  goals outlined in the  Action Plan are  as follows: 

Special Developnent Assistance Fund (sDAF) of the Organization of 
American States.  A.I.D. w i l l  continue t o  a s s i s t  Latin American 
nations i n  carrying out technical  assistance and t ra in ing  act ivi-  
t i e s  projects and w i l l  continue t o  support many of the  ac t i v i t i e s  
recommended by the  Inter-American Cornittee for  the  Alliance fo r  
Progress (CUP). 

The SDAF i s  a continuing program, established i n  196.5 t o  replace 
the previous mult i la teral  technical assistance program funded 
fram the  Inter-American Program for  Social Progress. It a l so  
replaces cer tain b i l a t e r a l  fellowship grants provided by the 
United States .  SDAF f'unds currently are used t o  support such 
ac t i v i t i e s  as natural  resources work, including hydrological 
s tudies  underway for the  River Plate watershed; and assistance 
f o r  t en  regional Latin American t raining centers such as public 
administration i n  Buenos Aires, urban studies i n  Lima, and 
ru r a l  developnent i n  Bogota. 

The United States  provides 66% of the SDAF f'unds and t he  Latin 
members 34%. The proposed A.I.D. voluntary pledge fo r  FY 1969 
i s  $4.0 million, and w i l l  be made a t  the next Inter-American 
Economic and Social Council meeting. The pledge i s  lower than 
t h a t  of previous years because of new mechanisms t o  fund S u ~ t  
programs i n  science and education and the creation of the new 
Inter-American Export Pramotion Center. In  addition, the Inter-  
American Aftosa Center presently fbnded from the S W  w i l l  be 
incorporated in to  the A4HO regular budget i n  CY 1969, 

Special Malaria Eradication Fund (SMF) of PAHO. A.I.D. w i l l  
continue t o  support the effor ts  of the Special Malaria Eradication 
Fun&of PAHO which i s  working f o r  the t o t a l  eradication of malaria 
from the Western.Hemisphere. With the resources of t h i s  Fund, 
A4HO i s  able t o  provide the Latin American countries with the 
required technical assistance t o  assure the success of t he i r  
malaria eradication effor t .  The U.S. proposed contribution in 
FY 1969 of $1.0 million contrasts with a higher contribution of 
$1.3 million in FY 1968. Future requirements fo r  U.S. voluntary 
contributions t o  the SMF are  t o  decrease as the program i s  
progressively absorbed in to  the  PAHO regular budget. In  addition 
t o  the U.S. and PAHO regular budget fbndings, PAHO receives 
f'unds fram the  World Health Organization (WHO) regular and 
technical  assistance budgets. Latin American countries contribute 
ind i rec t ly  t o  t h i s  program through budget support in each country 
fo r  the l oca l  costs of t h i s  region-wide e f for t .  

Inter-American Export Promotion Center. A t  a special  meeting of 
the Inter-American Economic and Social Council (IA-ECOSOC) i n  



January 1968, a const i tut ion and budget were adopted f o r  the  new 
Inter-American Export Promotion Center. The new center  w i l l  
promote Iatin American %on-traditional" exports, pa r t i cu la r ly  
manufactures and semi-manufactures. It w i l l  a s s i s t ,  o r  help 
es tab l i sh  nat ional  export promotion centers i n  countries where 
no-ne e x i s t .  Most of the  information and services  provided by 
t h i s  new Inter-American Center w i l l  be channeled through these 
nat ional  centers. 

The U.S. pledge i s  t o  contribute up t o  $500,000 in FY 1968 toward 
t h e  f i r s t  year 's  operation of t h i s  program, with the  provision 
t h a t  t h i s  amount must be matched a t  t h e  66% U.S. - 34% L.A. r a t i o  
by the  I a t i n  American member governments. The same proviso w i l l  
be attached t o  a $500,000 contribution from FY 1969 f b d s  t o  be 
pledged a t  t h e  IA-ECOSCC meeting scheduled f o r  the  Spring of 1969. 

Regional S c i e n t i f i c  and Technological Development Prosam. A t  
t h e i r  " ~ u m m i t "  meeting in Apri l  1967, the  Presidents recognized 
the p r i o r i t y  of the  f i e l d s  of education and science and technology 
i n  reaching Alliance t a rge t s  f o r  expansion and modernization. 
TheU.S. has par t ic ipated in the  planning of m u l t i l a t e r a l  programs 
i n  these  f i e l d s  through membership on the two committees respon- 
s i b l e  f o r  formulation of t h e  proposals. Final  decision on the 
proposed programs i s  expected a t  the  5th meeting of the  In te r -  
American Cul tu ra l  Council I n  February 1968. 

The proposed Regional S c i e n t i f i c  and Technological Development 
Program includes multinational projects  i n  the  basic  sciences,  
na tu ra l  resources and technology including support f o r  ce r ta in  
basic  s tud ies  i n  selected f i e l d s .  Assistance w i l l  be provided 
f o r  i n s t i t u t i o n a l  developent ,  research grants,  the  interchange of 
s c i e n t i s t s  and technicians ,  fellowships and the improvement of 
science teaching. 

The new Inter-American Educational Development Program w i l l  
include mult inat ional  projects  in such areas a s  educational 
research, experimentation and innovation; t r a in ing  of educator- 
administrators,  planners and other professionals;  educational 
t e lev i s ion  through a t r a i n i n g  center f o r  I a t i n  American educators 
and technicians; and organization of volunteer teacher and teacher- 
exchange programs. 

Budgets fo r  the  two programs a re  expected t o  t o t a l  $25 mil l ion 
through FY 1969 with contributions under t h e  standard 66% U.S. - 
34% Latin American formula. The U.S. t o t a l  proposed contribution 
w i l l  be $16.5 mil l ion and the  Iatin American contribution w i l l  be 
$8.5 mil l ion.  This w i l l  require  a U.S. contribution of $3.2 
mil l ion i n  FY 1968 and an FY 1969 contribution of $13.3 million. 

REGIONAL PROGRAMS 

Regional projects  i n  Latin America serve one or both objectives 
of: ( 1 )  high p r i o r i t y  development which otherwise could not be 
e f fec t ive ly  administered or  financed; ( 2 )  introduction of new 
and innovative approaches t o  problems of development. 



(k n i l l i o n s  of d o i l a r s )  
FY 1$: FY 1:65 FY 1 (fir 
Actua 1 Estimated Propo 4 

Developent  Loans - 1.3 d /. c r, - 
Technical Assistance 8.9 6.1 10. 7 

Total  A . I  .D. Assistance e .3  9.5 15.7 

Represents $1,344 thousand in grants  f o r  population programs, 
under T i t l e  X of t h e  Foreign Assistance Act. 

Individual projects  a r e  d i r e c t l y  l inked t o  Alliance goals,  but 
a lso .  serve more s p e c i f i c  objectives wi thin  t h e  f i e l d s  of educa- 
t i o n ,  population, labor  and pr ivate  business. A spec ia l  project  
t h i s  year w i l l  be t o  help  es tab l i sh  a Coffee Divers i f icat ion Fund 
under a proposed new a r t i c l e  of t h e  In te rna t iona l  Coffee 
Agreement. Smaller projects  a r e  a l s o  conducted i n  f i e l d s  such a s  
agr icu l tu re ,  na tu ra l  resources,  public administration and t a x  
reform. 

Regional education programs proposed f o r  FY 1969 t o t a l  $3.2 
mill ion. Two major projects  a r e  t o  receive over 9C$ of t h i s  
amount. One i s  a scholarship program providing f o r  education i n  
the  United S ta tes  of superior but needy Latin un ivers i ty  s tudents ,  
who w i l l  re turn t o  posi t ions  wi thin  Latin f a c u l t i e s .  The other  
i s  t h e  A. 1.D.-operated Regional Technical Aids Center (RTAC) in 
Mexico City. 

The academic train in^ pro jec t  i s  administered by t h e  Latin 
American Scholarship Program of American Univers i t ies  (IASPAU) 
under A.I .D.  contract .  A . I . D .  finances approximately 65% of the  
project  cos t s ,  payin(: f o r  Engl ish- lansage t r a i n i n g  and subsis- 
tance allowances fo r  s tudents ,  and administration expenses of 
USPAII. I .S. ard  Latin i n s t i t u t i o n s  absorb the  remaining 35% of 
the  costs .  To date ,  more than 100 U.S. u n i v e r s i t i e s  have 
provided f u l l  t u i t i o n  .,rant; f o r  over 300 Latin students i n  a 
va r ie ty  of , t ~ ~ i l y  field::. Another 210 students a r e  expected t o  
e r ~ t e r  acaderuk Lrairiing i n  the  f a l l  of 1968. 

RTAC arranges f o r  the  t r ans la t ion ,  publ icat ion and d i s t r i b u t i o n  
of low-cost Spanish-l an@ak:e t e x t s  and educational f i lms. More 
thar: 1. : , i l l i o n  technical  publications have been d i s t r i b u t e d  i n  
Latin Arwl-ica s in re  1957; from school primers, t o  t echn ica l  "how-to" 
arumals, t o  the ~r~oost up-to-date medical textbooks. Demand i s  so  
e r e a t  t h a t  publishers a r e  r e a l i z i n g  commerical sa les  a s  great  a s  
four t o  f ive  times t h e  RTnC purchases. 

Population programs a r e  t o  receive the  second l a r g e s t  segment of 
regional  project  funding, with $2.8 mi l l ion  planned f o r  FY 1969 
(up from $1.3 mil l ion i n  FY 1968). Latin America's b i r t h  r a t e  



exceeds t h a t  of any other region of the  underdeveloped world. 
Understamling of the  problem of population growth i s  growing i n  
Latin America, due l a rge ly  t o  t h e  e f f o r t s  of f i v e  A.1.D.-supported 
organizations : the  Pan American Health Organization ( PAHO) ; the  
Western Hemisphere Region, Inc. of the  Internat ional  Planned 
Pdrenthood Federation (IPPF); the  Population Council; and the two 
Chile-based organizations,  the  Latin American Center f o r  Demo- 
graphic Studies (CELADE) and the  Center f o r  t h e  Study of 
Population and the Family (CEUP). PAHO and IPPF's Latin American 
branches have act ion programs t o  strengthen the capab i l i t i e s  of 
i n s t i t u t i o n s  involved i n  family planning and population a c t i v i t i e s .  
The Population Council provides selected grants f o r  research. The 
centers i n  Chile a l s o  provide demographic and other  i n s t i t u t i o n a l  
s tudies ,  plus t ra in ing  fo r  Latin technicians.  

A l l  f ive  help provide the information and analyses necessary t o  
secure the  support of pr ivate  and government leaders f o r  family 
planning and population programs. Their work helped bring about 
a recommendation by Latin economists, public heal th  and medical 
professionals t h a t  Latin governments act ively support such 
programs. This recommendation was the  r e s u l t  of a September 
meeting i n  Caracas cal led by t h e  QAS and PAHO. 

Labor developnent programs in FY 1969 are  scheduled t o  receive 
$2 mill ion i n  regional h d i n g .  This w i l l  support the head- 
quarters cost of the contracted American I n s t i t u t e  f o r  Free 
Labor Development (AIFLD), plus two ALFLD sponsored t ra in ing  
programs. AIFLD headquarters provides the expertise and guidance 
f o r  A.I.D. missions conducting labor developent  projects  in 19  
countries. The t ra in ing  programs include one fo r  labor leaders 
a t  AIFLil headquarters i n  Front Royal, Va., and one f o r  labor 
economists a t  Georgetown University in the D i s t r i c t  of Columbia. 
About 150 Latin American labor professionals a re  expected t o  be 
t ra ined by these i n s t i t u t i o n s  during F?' 1969. 

Regional-f'unded programs encourage pr ivate  sectors  of both Latin 
America and the  United States  t o  become involved i n  Latin develop- 
ment. In  FY 1969, A.I.D. proposes $1.4 million i n  ass is tance t o  
a new investment center i n  the  United States ,  and a m r k e t  
in tegrat ion program and cooperatives deve lopen t  e f f o r t  i n  Latin 
America. An e s t h t e d  $20 mil l ion worth of investment opportuni- 
t i e s  i n  L a t h  America w i l l  be offered U.S. private investors when 
the new Inter-American Investment Development Center (IDC) in 
New York City becomes W l y  operational i n  FY 1969. 

A unique pr ivate  sector  project ,  National Market Integrat ion 
Studies, i s  conducted under A.I.D. contract by Michigan S ta te  
University (MSU). Experts iden t i fy  the causes of high pr ices  t o  
consumers and l o w  re turns  t o  farmers on basic food commodities. 
A.I.D. and host governments then use the s tudies  in planning 
developent  loans which help a l l e v i a t e  inequi t ies  in the  market 
s t ructure .  For example, such a study i n  B r u  resul ted i n  a $5.5 
mil l ion b i - l a t e r a l  loan (matched by $2.5 mil l ion from B r u )  t o  
reduce food pr ices  by $35 million annually i n  the  Lima area. I n  
Colombia, where the  Government i s  f b d i n g  half the  cost of the 



bas ic  s tud ies ,  a l o c a l  un ive r s i ty  i s  providing quar ters  and l o c a l  
s t a f f  support f o r  t h e  p ro jec t ;  and l o c a l ,  regional  and na t iona l  
agencies a re  providing profess ionals  who l e a r n  market study tech- 
niques while a s s i s t i n g  the  MSU experts .  

Lat in  American cooperatives and c r e d i t  unions have almost doubled 
i n  number and i n  memberships during the  pas t  seven years.  This 
growth has been l a r g e l y  due t o  t h e  A.I.D. contracted a s s i s t ance  
of t h e  Cooperative League of t h e  U.S.A. (CUISA), t h e  Credit  
Union National Association ( CUNA) and t h e  National Rural  E l e c t r i c  
Cooperative Association (MIEM). By t h e  end of 1967 more than 
21,000 Latin American cooperatives with over 8 mi l l ion  members 
were in operation.  

The r eg iona l  program supports t h e  regional  of f ices  of CUNA, CLUSA, 
and NRECA'and t h e  a c t i v i t i e s  of the  Organization of Cooperatives 
of America (OCA). The l a t t e r  i s  a confederation of cooperatives 
f o r  Latin America. 

Like AIF'LD in t h e  labor  f i e l d ,  t h e  regional  o f f i c e s  of these  
organizations provide t echn ica l  a s s i s t ance  backstopping f o r  A.I.D. 
missions7 work i n  t h e  cooperative f i e l d  and he lp  organize, 
operate and improve the  i n s t i t u t i o n a l  s t ruc tu re  f o r  the  cooperative 
movement. 

Other regional  projec ts  ($1.3 mi l l ion  proposed i n  FY 1969) a r e  i n  
t h e  f i e l d s  of ag r i cu l tu re ,  n a t u r a l  resources,  public adminis t ra t ion  
and tax reform. A graduate-level  t r a i n i n g  program of the  In te r -  
American I n s t i t u t e  f o r  Agr icu l tu ra l  Sciences a t  Turr ia lba ,  Costa 
Rica, i s  one of these.  Other p ro jec t s  include seve ra l  conducted 
by U.S. f e d e r a l  agencies under agreements with A.I .D.  such a s  the  
n a t u r a l  resources development program of the  Inter-American 
Geodetic Survey of the  Corps of Engineers; a t a x  administrat ion 
t r a i n i n g  program by t h e  In te rna l  Revenue Service ,  and a new t a x  
pol icy  development p ro jec t  by t h e  Treasury Department. 

Coffee Dive r s i f i ca t ion  Fund. An FY 1569 loan of $5 mi l l ion  i s  
proposed f o r  t h e  world-wide Coffee Dive r s i f i ca t ion  Fund being 
es t ab l i shed  under a new a r t i c l e  of t h e  In te rna t iona l  Coffee 
Agreement (ICA). President Johnson a t  Punte d e l  Este pledged a 
U.S. loan of $15 mi l l ion  t o  the  Fund as  soon as  it becomes 
opera t ive ,  and t o  lend up t o  $15 mil l ion  add i t iona l  t o  match 
a s s i s t ance  provided by t h e  ICA-member producing countr ies .  

Latin America has a p a r t i c u l a r  i n t e r e s t  i n  the  establishment of 
t h i s  Fund, a s  t h e  region produces two-thirds of t h e  world 's  
coffee ,  and many Latin countr ies  a r e  dependent on t h i s  product as 
t h e i r  l a r g e s t  s ing le  fore ign exchange earner.  Coffee ranks 
second only t o  petroleum i n  Lat in  America's export t r ade .  Six  
countr ies  depend on it f o r  more than 4@$ of t h e i r  export income: 
Colombia, 67%; Ha i t i ,  54%; Salvador, 4%; Guatemala, 46%; Braz i l ,  
45%; and Costa Rica, 42%. 

The In te rna t iona l  Coffee Agreement has helped t o  s t a b i l i z e  coffee 
pr ices ,  but  p r i ces  a re  s t i l l  depressed a s  a r e s u l t  of continuing 



over-production i n  a number of countries.  Surplus coffee not 
sa lable  under t h e  Agreement represents a r e a l  waste of agr icu l tu ra l  
resources a s  we l l  a s  a t h r e a t  t o  pr ice  s t a b i l i t y .  

The new Divers i f icat ion Fund proposes a cooperative a t t ack  on t h i s  
problem of surplus production. Coffee producing countries w i l l  
contribute t o  the  Fund a minimum of 60 cents equivalent per bag 
of coffee exported. This should provide about $150 mil l ion f o r  
d ive rs i f i ca t ion  projects  during t h e  f i v e  years f o r  which the  
Agreement i s  t o  be extended. The Fund i s  scheduled t o  be i n  
operation i n  e a r l y  1969. It i s  expected t h a t  t h e  World Bank 
( IBRD) w i l l  accept broad respons ib i l i ty  f o r  administering the  Fund. 

PARTNERS OF THE ALLIANCE 

PROGRAI4 SUMMARY 

(1n mill ions of d o l l a r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed. 

Technical Assistance 0.3 0.3 0.5 
Partners of Alliance 4 - 0.3 - 
Total  A.I.D. Assistance c.3 0.6 0.5 

a /  Spccia.1 appropriation authorized by Section 252(b) of the  - 
Forr-ign Assistance Act of 1967. 

,731.. Partners of the  Alliance was s t a r t e d  in March 1964, l a rge ly  
t o  bring the  sp i rW-  3f the  Alliance t o  the  doorstep of the  " l i t t l e  
mar," i n  Latin America by involving U.S. pr ivate  c i t i zens  i n  small 
deve lopen t  a c t i v i t i e s .  

By t h e  end of 1967, t h e  Partners Office had been the  c a t a l y s t  in 
es tab l i sh ing  33 U S .  s t a t e  committees working with an equal number 
of l o c a l  committees i n  14 Latin American countries.  Projects a r e  
!low broader i n  scope, pr ividing services  a s  we l l  as  needed 

wmmodities or  financing. Since i t s  establishment l a t e  i n  1966, 
the  National Association of Partners of the  Alliance (NAPA) has 
been act ive  i n  coordinating the  U.S. s t a t e  committees' work and 
i s  now involved ir, identii 'ying opportunities f o r  U.S. p r iva te  
investment i n  Latin America. Major areas of Partners '  a c t i v i t i e s  
a re  agr icul ture ,  education, preventative medicine and public 
heal th ,  and pr ivate  investment. 

To date ,  about $10 mill ion of U.S. volunteer t echn ica l  ass is tance,  
scholarships,  equipment and medical supplies have been provided by 

s t a t e  Partners ' committees. The iden t i f i ca t ion  of investment 
opportuni t ies  has l e d  t o  such works as  the  establishment of a new 
pr ivate  development bank in B r i t i s h  Honduras, supported jo in t ly  
by t h e  Michigan Partners Conunittee and supporters of the  counter- 
pa r t  committee in E r i t i s h  Honduras. 



The National Association,  incorporated a s  a  non-profi t ,  t a x  
exempt corporation,  gives add i t iona l  s t imulus  t o  t h e  developent 
of f i n a n c i a l  support f o r  Par tners '  a c t i v i t i e s .  NAPA's t a x  exempt 
s t a t u s  i s  expected t o  s t imula te  increased p r iva te  donations which, 
i n  t u r n ,  w i l l  reduce f u t u r e  requirements f o r  A.I.D. support. 
  he Association a l s o  i s  working t o  e s t a b l i s h  committees i n  s i x  t o  
e igh t  more s t a t e s  and expand memberships of e x i s t i n g  groups. 

I n  FY 1569, the  proposed regional  program includes $530,000 f o r  
t h e  Partners program. Of t h i s  amount, IUPA w i l l  receive $200,C.00 
t o  f inance one-half of i t s  opereting cos t s .  The remaining 
$300,000 w i l l  f inance t r a v e l  cos ts  f o r  s t a t e  committee members 
and t echn ica l  exper ts ,  who a r e  unable t o  finance t h e i r  own 
t r a v e l ,  t o  work with counterpart  Latin cormittees i n  common 
development a c t i v i t i e s .  

PROGRAM SUMMARY 

(1n mil l ions  of d o l l a r s )  
FY 1967 FY 1968 IT 1969 
Actual Estimated Proposed 

Development Loans 197.9 170.0 200.0 
Technical Assistance 15.9 13.0 14.6 

Tota l  A . I . D .  Assistance 

U.S. Aid Objectives 

B r a z i l ' s  s i ze  (about 112 the  area and population of South ~ m e r i c a ) ,  
i t s  s t r a t e g i c  pos i t ion ,  and i t s  economic po ten t i a l  a l l  underscore 
t h a t  it can become one of the world 's  g rea t  parers.  I t s  
p o l i t i c a l  and economic progress are cyur i a l  t o  order ly  development 
i n  the  hemisphere, and t o  ove ra l l  success fo r  the  Alliance f o r  
Progress. 

The United S t a t e s  has th ree  major development object ives  i n  
Braz i l ,  a l l  c lose ly  r e l a t ed  t o  the achievement of a  modern economy 
and p o l i t i c a l  s t ruc tu re  characterized by r e l a t i v e  s t a b i l i t y  and 
balanced growth. These three  objectives a re :  ( a )  economic 
s t a b i l i z a t i o n ,  ( b )  increased economic grmt 'n,  including the 
a l l e v i a t i o n  of r ~ g i o n a l  d i s p a r i t i e s ,  and ( c )  modernization in  
c r i t i c a l  development sec tors  (especia l ly  agr icul ture  and education) 
which w i l l  form th -  bas i s  for a  steady improvement i n  s o c i a l  
j u s t i ce  and equi table  income d i s t r i b u t i o n .  

Economic S tab i l i za t ion .  We are  a s s i s t i n g  B r a z i l ' s  f i g h t  agains t  
i n f l a t i o n  t o  consolidate gains made i n  t h e  f i s c a l ,  monetary and 
budget areas.  The Governm~nt hopes t o  contain the  r i s e  i n  the  
cos t  of l i v i n g  below 25% during 1968. 



Incrcased Economic Growth. The Brazi l ian  Government has s e t  a  
goa l  of 6% annual r a t e  of ove ra l l  economic growth by 1970. Such a  
r a t e  w i l l  j u s t  permit maintaining unemployment a t  present  l e v e l s ,  
p lus  some growth i n  education,  hea l th ,  t r anspor t a t ion ,  water  
S a c i l i t i e s  and o ther  serv ices  t o  keep pace wi th  population growth. 
It w i l l  not  allow cu t t ing  i n t o  the  l a rge  backlog i n  each of these  
areas .  Achievement of even t h i s  modest growth r a t e  w i l l  requi re  
d i sc ip l ined  se l f -he lp  and a  continued l a rge  flow of ex te rna l  
resources.  

Modernization of c r i t i c a l  sec tors .  We are encouraging t h e  
Brazi l ians  t o  reform and broaden t h e i r  antiquated education 
system, p a r t i c u l a r l y  a t  t he  secondary l e v e l ;  t o  modernize 
ag r i cu l tu re  which s t i l l  employs about ha l f  of t he  population but  
accounts f o r  only about 28% of the  net  domestic product; and t o  
strengthen inadequate publ ic  hea l th  and public adminis t ra t ion  
programs. 

The th ree  objec t ives  are i n t e r r e l a t e d .  They form i n t e g r a l  p a r t s  
of a  sustained development and reform program backed by the  
President  and o ther  key Brazi l ian  leaders .  The amount and type 
of ass is tance  the  United S t a t e s  channels t o  each purpose depends 
upon the  determination of the Brazi l ians  t o  move forward i n  each 
area.  

Country Performance and Self-Help 

Economic s t a b i l i z a t i o n .  The p r i n c i p a l  obs tac le  t o  more rapid 
growth i n  recent  years  has been the rampant but  s t e a d i l y  decl in ing  
i n f l a t i o n .  From a  peak annual r a t e  of 14% i n  March 1964, p r i ce  
increases  have been brought down t o  45% i n  1965, 41% i n  1966 and 
25% i n  1967. 

When th'e newly-elected Costa e  S i l v a  Government took o f f i c e  i n  
March 1967, it f i r s t  sought t o  boost lagging business a c t i v i t y  
by c u t t i n g  o r  postponing taxes ,  permitt ing c r e d i t  t o  expand, and 
providing a  s u b s t a n t i a l  increase i n  the  i n t e r n a l  support u r i ce  of 
coffee.  These measures produced a  marked recovery i n  the  business 
sec to r  but  a l s o  caused a  rapid r i s e  i n  the  Government's budget 
d e f i c i t ,  t he  main t r a d i t i o n a l  cause of i n f l a t i o n .  The Government 
responded e f f e c t i v e l y  wi th  f i s c a l  and c r e d i t  measures. S t r i c t e r  
banking reserve requirements were imposed i n  December 1967 t o  curb 
c r e d i t  expansion and the  cruzei ro  was devalued by about 18% e a r l y  
i n  1968. These s t eps  have reversed an e a r l i e r  fore ign  exchange 
dra in ,  and pr ice  performance was b e t t e r  i n  1967 than a t  any time 
s ince  the  l a t e  1950's. 

The outlook f o r  1968-69 i s  guardedly op t imis t i c ,  but  much remains 
t o  be done. The Government must take  fu r the r  s t eps  t o  l i m i t  
expenditures,  increase revenues, r a t i o n a l i z e  i t s  instruments fo r  
budget con t ro l ,  c u r t a i l  t he  l e v e l  of i n d i r e c t  subs id ies  of various 
government-owned en te rp r i se s ,  l i m i t  t he  r a t e  of c r e d i t  expansion, 
maintain a  r e a l i s t i c  exchange r a t e  t o  encourage export  expansion, 
and make f u r t h e r  progress toward a  more d ive r s i f i ed  ag r i cu l tu re  
sec to r  l e s s  dependent on coffee .  



A . I . D .  program loans--$150 m i l l i o n  i n  1965, $150 m i l l i o n  in  1966, 
$100 m i l l i o n  i n  1967, and t h e  proposed program loans  of $75 
m i l l i o n  i n  1968 and $75 m i l l i o n  i n  1969, have been condi t ioned  
upon expendi tu re - reduc ing  and revenue- increas ing  measures 
c r i t i c a l  t o  increased  p r i c e  s t a b i l i t y .  The imports  f inanced  under  
t h e  program l o a n s  have a l s o  e x e r t e d  a  downward p r e s s u r e  on p r i c e s .  

Economic Growth: I n  1963, when s p i r a l i n g  i n f l a t i o n  began s e r i o u s l y  
t o  d i s r u p t  economic a c t i v i t y  i n  B r a z i l ,  GNP growth dropped s h a r p l y  
from t h e  6% r a t e  o f  t h e  l a t e  1950's  t o  1.6%. The r e s u l t i n g  econo- 
mic d i s l o c a t i o n s  cont inued t o  dampen growth i n  1564 and 1965. As 
t h e  Government's economic programs began t o  t a k e  ho ld ,  B r a z i l ' s  
growth performance s t e a d i l y  improved t o  3% i n  1964-1965, and 4.4% 
i n  1966- -se t t ing  t h e  s t a g e  f o r  1 9 6 7 - - ~ r a z i l ' s  b e s t  y e a r  s i n c e  1962. 

I n  1967, a g r i c u l t u r a l  p roduc t ion  i n c r e a s e d  over  776, and t h e  
GNP growth r a t e  i s  es t imated  a t  over  5%, b e t t e r  t h a n  f o r  any o t h e r  
y e a r  s i n c e  1962. Desp i te  r i s i n g  p r o t e c t i o n i s t  p r e s s u r e s ,  t h e  
Government maintained l i b e r a l i z e d  import p o l i c i e s  t o  encourage 
development. 

The resumption o f  B r a z i l ' s  economic growth h a s  been a s s i s t e d  not  
on ly  by A.I.D. Program Loans t o  f i n a n c e  needed impor t s ,  b u t  a l s o  
by t h e  Government's s t r o n g  e f f o r t s  t o  i n c r e a s e  and d i v e r s i f y  i t s  
e x p o r t  ea rn ings .  I n  a d d i t i o n ,  A.I.D. has provided t e c h n i c a l  
a s s i s t a n c e  t o  B r a z i l i a n  p lanning  and f i n a n c i a l  agenc ies ,  and has 
helped t o  f i n a n c e  major new p r o j e c t s  i n  s t e e l ,  power, t r a n s p o r -  
t a t i o n  and h e a l t h .  

Fundamental t o  B r a z i l ' s  cont inued growth i s  t h e  r e d u c t i o n  o f  
income d i s p a r i t i e s ,  par t ic7s1.ar ly th rough  t h e  modernizat ion o f  t h c  
Nor theas t  where almost o n e - t h i r d  o f  t h e  c o u n t r y ' s  popula t ion  
c o n s t i t u t e s  t h e  l a r g e s t  aggrega t ion  of  pover ty  i n  t h e  hemisphere. 
Recognizing t h e  important  r ~ l a t i o n s h i p  between n a t i o n a l  i n t e -  
g r a t i o n  and B r a z i l i a n  growtn, t h e  Government adopted a  s e t  of  
i n c e n t i v e  laws t o  s t i m u l a t e  p r i v a t e  investment  i n  t h e  Nor theas t  
th rough  movement o f  c a p i t a l  and manager ia l  s k i l l s  from t h e  sou th-  
c e n t r a l  i n d u s t r i a l  t r i a n g l ?  and from f o r e i g n  sources .  A s  a  
r e s u l t ,  an i n d u s t r i a l  boom i s  developing w i t h  investment  i n c r e a s i n g  
from $15 m i l l i o n  i n  1962 t o  an e s t i m a t e d  $130 m i l l i o n  i n  1967. 
The United S t a t e s  has  a s s i s t e d  Nor theas t  development by i n v e s t i n g  
$260 m i l l i o n  s i n c e  1962 i n  i n f r a s t r u c t u r e ,  educa t ion ,  and h e a l t h  
i n s t i t u t i o n s ,  and by prov id ing  b a d l y  needed t e - h n i c a l  a s s i s t a n c e .  

Modernizat ion o f  t h e  C r i t i c a l  S e c t o r s .  B r a z i l ,  l i k e  o t h e r  l e s s -  
developed n a t i o n s ,  i s  c h a r a c t e r i z e d  b y  t h e  f a m i l i a r  problems of 
an i n e f f i c i e n t  p u b l i c  s e c t o r ,  a  g e n e r a l  shor tage  o f  t r a i n e d  
manpower, a  t r a d i t i o n - b o u n d  e d u c a t i o n a l  system whol ly  inadequate 
f o r  t h e  needs of  a  modern s o c i e t y ,  and a  neg lec ted  and a n t i q u a t e d  
a g r i c u l t u r e  system. The l a g g i n g  r u r a l  s e c t o r ,  i n  a d d i t i o n  t o  
r e t a r d i n g  o v e r a l l  growth r a t e s ,  skews investment  toward c a p i t a l -  
i n t e n s i v e  i n d u s t r y ,  a c c e l e r a t e s  t h e  p o p u l a t i o n  movement t c  t h e  
c i t i e s ,  and r e t a r d s  t h e  development o f  a  n a t u r a l ,  l a r g e  domest ic  
market.  The B r a z i l i a n  Government's response t o  t h e s e  weaknesses, 



p a r t i c u l a r l y  i n  t h e  educa t ion  s e c t o r ,  has  no t  been a s  encouraging 
as  i t s  response i n  t h e  f i s c a l  and monetary a r e a s .  

1. A g r i c u l t u r e - - B r a z i l ' s  v a s t  a g r i c u l t u r a l  p o t e n t i a l  has  y e t  t o  
be tapped.  Less t h a n  4% o f  t h e  l a n d  i s  cropped and on ly  15% i s  
i n  p a s t u r e .  Furthermore,  t h e  a g r i c u l t u r a l  economy i s  c h a r a c t e r i z e d  
by v e r y  low y i e l d s  i n  terms o f  b o t h  l a n d  and l a b o r .  Employing 
50% o f  t h e  popula t ion ,  a g r i c u l t u r e  accounts  f o r  on ly  about  28% 
o f  t h e  n e t  domestic p roduc t .  

A g r i c u l t u r a l  investment  has  s u f f e r e d  from i n f l a t i o n ,  from h igh  
c o s t s  o f  a g r i c u l t u r a l  i n p u t s ,  and from p r i c e  and e x p o r t  c o n t r o l s  
in tended  t o  a s s u r e  cheap food f o r  t h e  urban popula t ion  and cheap 
i n d u s t r i a l  raw m a t e r i a l s .  I n c r e a s e s  i n  a g r i c u l t u r a l  ou tpu t  have 
coxc l a r g e l y  from b r i n g i n g  new a r e a s  o f  low f e r t i l i t y  i n t o  
c u l t i v a t i o n  ( t h i s  accounts  f o r  84% o f  t h e  1948-1962 i n c r e a s e  i n  
o u t p u t )  r a t h e r  t h a n  i n c r e a s i n g  t h e  use  of  f e r t i l i z e r s ,  a t  p r e s ? n t  
among t h e  lowest  i n  t h e  world.  

S ince  1964, t h e  B r a z i l i a n  Government has  g iven  i n c r e a s i n g  emphasis 
t o  a g r i c u l t u r e  th rough  p r i c e  suppor t  p o l i c i e s ,  l i b e r a l i z e d  e x p o r t  
p o l i c i e s ,  f e r t i l i z e r  s u b s i d i e s ,  expansion and improvement of  
c r e d i t  f a c i l i t i e s  and t h e  r e - o r i e n t a t i o n  o f  r e s e a r c h ,  e x t e n s i o n  
and t e a c h i n g  e f f o r t s  t o  correspond more c l o s e l y  t o  immediate 
p roduc t ion  problems. A d d i t i o n a l  improvements a r e  b e i n g  made i n  
food markpting and produc t ion  technology,  and f u r t h e r  i n c e n t i v e s  
a1.e be ing  provided f o r  fa rmers  t o  use  modern i n p u t s  such a s  
f e r t i l i z e r s  and improved seed.  A t  t h e  same t i m e ,  s u b s t a n t i a l  
v h i n i s t r a t i v e  reforms a r e  b e i n g  made i n  t h e  M i n i s t r y  of  Agri-  
- u l t u r e  t o  f a c i l i t a t ?  implementation o f  t h e  new program. 

A . I . D .  has  v i g o r o u s l y  suppor ted  t h i s  program of  a g r i c u l t u r a l  
nlod r n i z s t i o n  w i t h  $129 m i l l i ~ n  e q u i v a l e n t  of  l o c a l  c u r r e n c i e s  
genera ted  by P.L. 480 and t h e  program l o a n s .  D o l l a r  l o a n s  have 
been made f o r  f e r t i l i z e r  impor t s ,  l o c a l  f e r t i l i z e r  p roduc t ion ,  and 
f o r  t h e  c o n s t r u c t i o n  and maintenance of  fare-t,o-market roads.  
Technica l  a s s i s t a n c e  i s  be ing  provided i n  a g r i c u l t u r a l  p lann ing ,  
e x t e n s i o n ,  r e s e a r c h ,  market ing,  and educa t ion .  

2. Education--The e d u c a t i o n a l  s y s t ~ r n  c o n s t i t u t e s  perhaps t h e  
s i n g l e  most v igorous  development o b s t n c l r  f a c i n g  P r k z i l .  Almost 
hCY$ o f  a l l  B r a z i l i a n s  over  nine y e a r s  of  age a r e  illiterate; only 
h a l f  t h e  pr imary school  e n t r a n t s  complete t h e  recond grade and 
only 20% complete t h e  f o u r t h  grade.  Only 10% of  primary 
s c h o o l  e n t r a n t s  e v e r  g e t  t o  t h e  secondary  s c h o o l  system which i s  
recognized  as a key e d u c a t i o n a l  b o t t l e n e c k  i n  B r a z i l .  !he 
e d u c a t i o n  s i t u a t i o n  at t h e  u n i v e r s i t y  l e v e l  i s  e q u a l l y  b l e a k .  
Only 185,000 s t u d e n t s  ( l e s s  t h a n  24 o f  t h e  u n i v e r s i t y - a g e  popu- 
l a t i o n )  a r e  e n r o l l e d  i n  i n s t i t u t i o n s  o f  h i g h e r  l e a r n i n g .  

The Government i s  aware of t h e s e  problems,  b u t  n e i t h e r  t h e  
e d u c a t i o n a l  p i c t u r e  as a whole n o r  t h e  r e l a t i v e  amount o f  n a t i o n a l  
r e s o u r c e s  a l l o t t e d  t o  e d u c a t i o n  ( l e s s  t h a n  3% o f  GNP) h a s  improved 
s i g n i f i c a n t l y  i n  r e c e n t  y e a r s .  Those l i m i t e d  r e s o u r c e s  a l l o c a t e d  
t o  e d u c a t i o n  a r e  used main ly  t o  keep t h e  e x i s t i n g  system i n  



operation. Nevertheless, t h e  Costa e S i lva  Government intends 
t o  i n s t i t u t e  subs tan t i a l  improvements i n  education by supporting 
rapid expansion of elementary, secondary, and higher education 
f a c i l i t i e s  and i n i t i a t i n g  new e f f o r t s  i n  t h e  f i e l d  of adul t  
l i t e r a c y  and vocational t r a in ing .  A.I.D. has helped by 
constructing schools, producing and d i s t r i b u t i n g  textbooks, and 
by providing technical  ass is tance i n  education planning, teacher 
t r a in ing ,  vocational education, and adul t  l i t e r a c y .  

3. Health--Brazil 's  heal th  s i t u a t i o n  i s  not encouraging. 
Preventable infect ious  diseases enervate and k i l l  Brazi l ians ,  
e spec ia l ly  children, a t  r a t e s  consis tent ly  higher than those of 
many other  Lat in  American countries.  85% of t h e  population su f fe r s  
from gast ro-enter ic  diseases,  and the  death r a t e  among chi ldren 
under f i v e  years due t o  these  infect ions  i s  nearly 100 times t h a t  
i n  t h e  United S ta tes .  Furthermore, of t h e  many problems created 
by Brazi l  ' s urban growth explosion of over 5% per year, one of the  
most ser ious  i s  t h e  acute shortage of safe  water supply systems 
and t h e  general l ack  of sewerage disposal systems. 

The National Health Program i s  heavi ly  weighted toward disease 
prevention ra the r  than r e h a b i l i t a t i o n .  The federal  government i s  
s t imulat ing communities t o  take the  i n i t i a t i v e  i n  solving heal th  
problems by streamlining re la t ionships  among federa l ,  s t a t e  and 
l o c a l  hea l th  services .  The Government recent ly  founded a National 
Water Supply and Sewerage Loan Fund foicommunity water supply 
and sewerage projects .  With t h i s  revolving fbnd i n  operation, 
70% of the  urban population can expect san i t a ry  water service by 
t h e  ea r ly  1970's.  

A.I.D. has ass i s t ed  the  Brazil ian hea l th  program through loans 
and grants f o r  loca l ly - in i t i a t ed  san i t a ry  water and sewerage 
f a c i l i t i e s ,  f o r  malaria eradicat ion,  and by providing technical  
a ss i s t ance  t o  t h e  Water Supply Fund and i n  hea l th  program planning. 

FY 1969 Program 

The proposed FY 1969 A.I.D. program f o r  Brazi l  t o t a l s  $214.6 
mill ion, of which $200 mil l ion w i l l  be f o r  Development Loans and 
$14.6 mil l ion f o r  Technical Assistance. I n  addi t ion t o  a program 
loan of $75 mil l ion,  the re  a re  proposed $60 mil l ion f o r  sec to r  
loans i n  agr icu l tu re  and education and $65 mil l ion i n  p ro jec t  
lending. P.L. 480 ass is tance w i l l  t o t a l  approximately $33 
mi l l ion  under T i t l e  I, and $56 mil l ion of foodstuffs w i l l  be 
donated f o r  development work through T i t l e  I1 programs. 

New loan author izat ions  approximating $100 mil l ion a r e  expected 
from the  IBRD, p lus  over $100 mil l ion from the  Inter-American 
Development Bank (IDB) . An estimated addi t ional  $40 mil l ion 
should flow i n  loans from other  non-U.S. sources. New lending 
a c t i v i t y  by t h e  Export-Import Bank may reach $70 mi l l ion  annually. 
In te rna t iona l  Monetary Fund (IMF) standby agreements a re  expected 
both i n  FY 1968 and FY 1969. 



Economic S tab i l i za t ion .  The s t a b i l i z a t i o n  program i n  1968 and 
1969 w i l l  be an extension of t h a t  carr ied on i n  1967. The 
Government's eventual goal of an annual 10% i n f l a t i o n  r a t e  i s  
very opt imist ic ,  but r e a l  progress was made during 1967 when the 
r a t e  declined t o  25%. 

The FY 1968 program w i l l  support Brazi l ian s t a b i l i z a t i o n  measures 
which include: (1)  sharply l imi t ing  t h e  federa l  d e f i c i t ,  a 
re'duction of about 70% i n  r e a l  terms from the 1967 d e f i c i t  level ;  
(2) l imi t ing  Central Bank financing of the  d e f i c i t ;  (3)  c u r t a i l i n g  
the l e v e l  of ind i rec t  subsidies t o  various government-owned 
enterpr ises ;  (4 )  preparing a sa t i s fac to ry  plan f o r  the  systematic 
reduction i n  government operating costs;  and (5)  developing 
e f fec t ive  measures t o  t igh ten  control  of budget expenditures. 
The program w i l l  a l so  include l imi t ing  domestic c red i t  expansion, 
and fur ther  ra t iona l iz ing  the  coffee policy. 

The conditions of our FY 1968 ass is tance program are  addressed 
t o  problems which w i l l  require  sustained Brazilian a t t en t ion  f o r  
some years t o  come. Exact conditions t o  be negotiated fo r  the  
FY 1969 Program Loan t o  a l a rge  degree w i l l  depend upon r e s u l t s  
obtained during the  current f i s c a l  year .  However, the  sel f -help 
actions alone w i l l  not c rea te  conditions of f inanc ia l  good 
heal th .  As has been the  case i n  past years  subs tan t ia l  program 
loan ass is tance i s  needed ($75 mil l ion i n  1969). t o  support 
Brazi l ian Government e f f o r t s  t o  take necessary but unpopular 
economic reform measures and t o  help finance imports of e s s e n t i a l  
c a p i t a l  goods. 

U.S. program loan agreements with Brazi l  have been ca re fu l ly  
monitored. Reviews of Brazi l ian performance have assessed 
compliance with loan conditions p r i o r  t o  each disbursement. This 
p rac t i ce  w i l l  continue under the  1968 and 1969 program loans. 

Accelerating Economic Growth. The 5% growth r a t e  f o r  1967 shows 
an encouraging increase over the  4.4$ r a t e  of 1966, but fu r ther  
progress i s  imperative. The present government continues t o  
encourage domestic and foreign pr iva te  investment. Comprehensive 
c a p i t a l  markets l e g i s l a t i o n  has been enacted aimed a t  marshalling 
p r iva te  c a p i t a l  f o r  i n d u s t r i a l  enterpr ises .  Minerals and petro- 
chemicals have been opened t o  p r iva te  development, regulations 
governing the  remit tame of p r o f i t s  on foreign pr iva te  c a p i t a l  
have been l ibe ra l i zed  t o  encourage c a p i t a l  inflow, and an 
Investment Guaranty Agreement with the  United S ta tes  i s  being 
implemented. Income t a x  incentives a re  stimulating pr ivate  
i n d u s t r i a l  investment i n  the  long-depressed Northeast region. 

The program loan w i l l  continue t o  finance imports from the  
United S ta tes  f o r  e s s e n t i a l  i n d u s t r i a l  investment. Much of the  
l o c a l  currency generated by program loans w i l l  continue t o  be 
used t o  finance intermediate c red i t  i n s t i t u t i o n s ,  seven of which 
have already made apprcximately 7,000 loans t o  Brazi l ian business 
firms . 



I n  a d d i t i o n  t o  a program loan,  c a p i t a l  p r o j e c t  loans  a r e  contem- 
p l a t ed  i n  a g r i c u l t u r e ,  education and i n d u s t r i e s  such a s  chemicals, 
and f o r  supporting i n f r a s t r u c t u r e  t o  expand pa re r ,  t r anspor t a t ion ,  
p o r t  and  telecommunications f a c i l i t i e s .  

Modernization of C r i t i c a l  Sectors .  ( a )  Agriculture--The A . I . D .  
s t r a t e g y  i n  a g r i c u l t u r e  i n  1969 w i l l  continue t o  be t o  h e l p  
( 1 )  t o  develop a base of t echn ica l  competence; and ( 2 )  t o  c r e a t e  
a b e t t e r  po l i cy  c l imate  which w i l l  assure  adequate investment 
resources  t o  modernize production,  marketing, and d i s t r i b u t i o n  
systems. 

A s e c t o r  loan  of $30 mi l l i on  w i l l  provide major leverage  f o r  
encouraging consol ida t ion  and  extens ion of t h e  a g r i c u l t u r a l  
modernization program i n  1969, p a r t i c u l a r l y  t o  achieve g rea t e r  
l o c a l  planning and se l f -he lp .  P r i o r i t y  w i l l  go t o  agro-business 
groups which t ake  the  i n i t i a t i v e  t o  develop p ro jec t s  a s  p a r t  of a 
l o c a l  development p lan .  Local currencies  from the  program loan 
and from P.L. 480 s a l e s  proceeds w i l l  continue t o  be used f o r  
a g r i c u l t u r a l  c r e d i t .  

Technical  a s s i s t ance  w i l l  continue t o  seve ra l  a g r i c u l t u r a l  
programs: (1) developing applied research  and extens ion capac i ty  
f o r  food, l i v e s t o c k  ( inc lud ing  f i s h )  and feed crops production; 
( 2 )  developing na t iona l  c r e d i t  systems and a g r i c u l t u r a l  c r e d i t '  
agencies;  ( 3 )  developing a s t rong  p r i v a t e  seed indus t ry ,  and 
seed and s o i l  t e s t i n g  f a c i l i t i e s ;  ( 4 )  providing t echn ica l  h e l p  
t o  four  leading a g r i c u l t u r a l  u n i v e r s i t i e s  and ( 5)  developing 
planning and marketing se rv ice  c a p a b i l i t i e s .  

( b )  Education--Brazil ' s education needs a re  almost l i m i t l e s s ,  
and A.I.D.'s resources  a re  r e s t r i c t e d .  Therefore U.S. a s s i s t ance  
i s  concent ra t ing  on improving ove r -a l l  long-range planning wi th in  
t h e  system and supporting a major e f f o r t  a t  t h e  secondary l e v e l  
which i s  n a r  t h e  c r i t i c a l  bot t leneck.  

Sector  loans  a re  planned i n  both  FY 1968 ($30 mi l l i on )  and 
FY 1969 ($30 mi l l i on )  t o  expand and modernize secondary education 
i n  se l ec t ed  key s t a t e s .  Under the  program, those s t a t e s  a s s i s t e d  
must increase  the percentage of t h e i r  resources devoted t o  edu- 
ca t ion  and emphasize development of f r e e  comprehensive secondary 
schools.  

Poss ib le  p ro jec t  loans i n  1968 and 1969 are  f o r  graduate scholar -  
sh ips  i n  sc ience  and technology ($10 mi l l i on )  and a s s i s t ance  t o  
a u n i v e r s i t y  reform fund ($10 mi l l i on ) .  

FY 1969 t e c h n i c a l  a s s i s t ance  w i l l  continue t o  s t r e s s  improvement 
of educat ional  planning a t  a l l  t h ree  l e v e l s  : elementary, 
secondary, and higher, w i th  continued emphasis being given t o  the  
secondary l e v e l .  U.S. planning teams w i l l  work d i r e c t l y  wi th  the  
indiv idual  s t a t e s  t o  develop and implement the  expanded secondary 
education system envisioned i n  the  sec to r  loan.  Local currency 
genera t ions  w i l l  cont inue  t o  be used f o r  an adu l t  l i t e r a c y  and 

. la rge-sca le  textbook program. 



( c )  Heal th--In FY 1968, A.I.D. i s  n e g o t i a t i n g  a  s e c t o r  l o a n  t o  
s t r e n g t h e n  t h e  Na t i ona l  Water Supply and Sewerage Loan Fund a s  
t h e  major i n s t i t u t i o n a l  mechanism f o r  ex tending  wa t e r  and sewerage 
s e r v i c e s  t o  s t a t e s  ready  t o  sha r e  f i n a n c i a l  r e s p o n s i b i l i t i e s .  
Other  U.S. e f f o r t s  i n  FY 1969 w i l l  involve p r ima r i l y  t e c h n i c a l  
a s s i s t a n c e ,  focus ing  on i n s t i t u t i o n a l  development o f  a  na t i on -  
wide h e a l t h  s e r v i c e  manned w i t h  competent personnel ,  p lu s  
s e l e c t i v e  l oans  t o  complement B r a z i l i a n  programs i n  m a l a r i a  and 
smallpox e r a d i c a t i o n .  

Nor theas t .  I n d u s t r i a l  growth r a t e s  i n  t h e  Nor theas t  have 
r e c e n t l y  exceeded t hose  f o r  B r a z i l  a s  a  whole, b u t  t h e r e  ha s  been 
l e s s  progress  i n  t h e  s o c i a l  development, educa t i on ,  r u r a l  
modernizat ion,  and h e a l t h  s e r v i c e s .  

The FY 1968 and 1969 U.S. programs w i l l  concen t r a t e  on a g r i c u l -  
t u r e  and educa t ion .  P r o j e c t s  w i l l  inc lude  e f f o r t s  t o  suppor t  
Nor theas t  r u r a l  modernizat ion,  a  p i l o t  p r o j e c t  o f  comprehensive 
primary school  reform i n  t h e  S t a t e s  of  Bahia and Pernambuco, and 
a l a r g e - s c a l e  a g r i c u l t u r a l  f e ede r  road and market ing program. 
Meanwhile, implementation w i l l  go forward on a number o f  important  
p r o j e c t s  i n  highway c o n s t r u c t i o n  and maintenance, s choo l  improve- 
ment, and o the r  a c t i v i t i e s  funded i n  p r i o r  years .  

Adminis t ra t ion .  The a s s i s t a n c e  program t o  B r a z i l  o u t l i n e d  above 
w i l l  provide an important  c a t a l y s t  t o  t h e  o v e r - a l l  investment  
l e v e l  necessary  i n  B r a z i l  i f  s t a b i l i t y ,  growth, and modernizat ion 
a r e  t o  proceed. While of  t h e  same gene ra l  magnitude a s  t h e  
program of  p a s t  y e a r s ,  it w i l l  be implemented w i t h  fewer A.I .D.  
long-term personnel  and a t  a  lower d o l l a r  admin i s t r a t i ve  c o s t .  
This  w i l l  be accomplished through a g r e a t e r  use  o f  shor t - te rm 
a dv i so r s ,  shared  payment arrangements w i t h  t he  B r a z i l i a n  
Government, and through increased  t r a i n i n g  i n  t h e  United S t a t e s .  

Country: CHILE 

PROGRAM SUMMARY 

(1n m i l l i o n s  o f  d o l l a r s )  
FY 1967 FY 1968 Fy 1969 
Actua l  Es t imated  Proposed 

Development Loans 12.5 40. ld 80.0 
Technica l  Ass i s t ance  3.0 2.6 3.0 

T o t a l  A.1 .D. As s i s t ance  15.5 42.7 83.0 

4 Inc ludes  56 thousand i n  g r a n t s  f o r  p p u l a t i o n  programs under 
T l t l e  X o t h e  Forelgn Assistance Ac . 

U.S. Aid Ob jec t i ve s  

C h i l e  i s  a  count ry  o f  major U.S. a s s i s t a n c e  emphasis because of 
i t s  impor tan t  p o l i t i c a l  r o l e  i n  t h e  Hemisphere, i t s  cons iderab le  
p o t e n t i a l  f o r  development, and i t s  s e r i o u s  commitment, under t h e  



F r e i  Administration, t o  s o c i a l  and economic development as 
envisaged by the  Charter of Punta d e l  Este.  This vigorous and 
comprehensive e f f o r t ,  ca r r i ed  out wi th in  the  t r a d i t i o ~ a l  Chilean 
framework of respect  f o r  cons t i tu t iona l  democracy, hes had 
considerable success since it was launched in  1964, ~1-though the re  
have been some setbacks and much remeins t o  be accor@ished. 

P o l i t i c a l  opposit ion t o  the  F re i  program remsins i n t ~ n s e  and w i l l  
increase as the  e l ec t ions  of 1969 and 1970 draw near. In  1964 the  
Chr i s t i an  Democrats turned back a strong e f f o r t  from the  S o c i a l i s t s  
and Communists. The 1969-1970 e l ec t ions  w i l l  again o f f e r  the  
Chilean voter  t h e  simple Marxist a l t e r n a t i v e  t o  democratic 
development under the  Chr is t ian  Democrats. I n  these contes ts  the  
achievements and f a i l u r e s  of the  development e f f o r t  w i l l  be among 
the  c e n t r a l  i ssues .  The remainder of the  F r e i  Government's term 
w i l l  put considerable emphasis on consolidating the gains of the  
f i r s t  four years  and re inforc ing some of the  weak spots i n  ove ra l l  
performance. 

In t r a n s l a t i n g  the  general  U.S. i n t e r e s t  i n t o  s p e c i f i c  object ives  
fo r  the  a i d  program, t h e  following major economic object ives  have 
been given p r i o r i t y :  

--Increased p r i ce  s t a b i l i t y  accompanied by a higher economic 
growth r a t e .  Chile has been the v ic t im of endemic pr ice  
i n f l a t i o n  for  almost a century. Amelioration of t h i s  cycle 
i s  c r i t i c a l  t o  establishment of an adequate, s e l f - sus t a in ing  
r a t e  of growth. 

--Savings, investment and d i s t r i b u t i o n  of income. Increased 
l e v e l s  of domestic savings,  h i s t o r i c a l l y  low in  Chi le ,  a re  
e s s e n t i a l  t o  permit hlgher l eve l s  of investment needed f o r  
development. A t  the  same time the  s o c i a l  and p o l i t i c a l  
objectives of the  F r e i  Government and the  Alliance require  
t h a t  the  r e l a t i v e  share of income going t o  lower income 
groups be increased. 

--Expansion and d i v e r s i f i c a t i o n  of exports.  Chile i s  heavily 
dependent on the  export of a s ingle  compodity--copper. 
Development of o ther  export s ec to r s ,  e spec ia l ly  ag r i cu l -  
t u r e ,  i n  which Chile has a na tu ra l  advantage, w i l l  con t r i -  
bute t o  long run s t a b i l i t y .  

--Agricultural  development. Once a subs tan t i a l  a g r i c u l t u r a l  
expor ter ,  Chile has f a i l e d  t o  modernize i t s  ag r i cu l tu ra l  
sec tor  wi th  the  r e s u l t  t h a t  t he  country i s  now a large  net  
importer of a g r i c u l t u r a l  products. A broad range of 
measures, including agrar ian  reform and increased 
incentives f o r  producers, a re  required t o  c a p i t a l i z e  
e f f e c t i v e l y  on t h i s  key economic resource. 

--Increase and improvement i n  educational  oppor tuni t ies  . 
Although r e l a t i v e l y  good by Latin American standards,  the  
Chilean educational  system i s  inadequate t o  the  requirements 
of a rapidly  developing socie ty .  The F re i  Government has 



i n i t i a t e d  a thoroughgoing reform and expansion of the  
system. 

Country Performance and Self-Help 

Ch i l e ' s  performance i n  the  economic and s o c i a l  spheres has been 
impressive during the  pas t  t h ree  years.  The economy has 
bene f i t t ed  from high copper p r i ces  and from s u b s t a n t i a l  l eve l s  of 
fore ign ass is tance .  However, it has a l so  been faced wi th  
determined i n t e r n a l  p o l i t i c a l  opposit ion and many i n s t i t u t i o n a l  
and bureaucra t ic  r i g i d i t i e s  not e a s i l y  amenable t o  change. 

Overall  economic growth r a t e s  have increased.  During the  10 year 
period 1956-1965 GNP growth averaged 4.5% per year and per c a p i t a  
GNP advanced about 2% annually. I n  1966 the r a t e  of growth r eackd  
5.9$ overa l l  and 3.9$ per capi ta .  I n  1967 the  r a t e  of growth 
slackened t o  1.8 per capi ta .  

Ch i l e ' s  high and chronic i n f l a t i o n  has been decelera ted ,  although 
t o  a l e s s e r  extent  than was t a rge ted  a t  the ou t se t  of the  F r e i  
Administration. I n  1964 the  cos t  of l i v i n g  index rose 3% 
(comparing December 1964 with December 1963). In  1965 t h i s  was 
reduced t o  26% and i n  1% t o  17%. In  1967, however, some 
ground was l o s t  as the  p r i ce  l e v e l  rose about 22$. 

I n  1965 and 1966 Chile ran balance of payments surpluses which 
were used t o  reduce short-term foreign borrowing. High copper 
p r i ces  i n  these  years contributed t o  the  surpluses.  I n  1967, 
however, i n  s p i t e  of continuing favorable pr ices  f o r  copper, 
Chile r an  a subs tan t i a l  balance of payments d e f i c i t .  

Over the  pas t  s eve ra l  years ,  Chilean exchange r a t e  pol icy  has been 
improved and the  overvaluation of the Chilean escudo lessened.  
Confronted wi th  continued increases i n  domestic p r i ce  l eve l s  the 
Chilean Government has adopted the  policy of gradual and continued 
movements i n  the exchange r a t e  thus devaluing the  currency by 
more than the  increase i n  i n t e r n a l  p r i ces .  This pol icy  has 
reduced uncer ta in ty  confronting exporters and a t  t h e  same time 
gradual ly  rees tabl ished a more r e a l i s t i c  r e l a t ionsh ip  between 
Chilean p r i ces  and world pr ices .  Nevertheless, t h e  escudo 
remains s i g n i f i c a n t l y  overvalued. 

Tax rece ip t s  have r i s e n  sharply as a r e s u l t  of  both administrat ive 
and substant ive  reforms. I n  1965 and 1966 c e n t r a l  government t a x  
revenues ( i n  constant  p r i ces )  increased by 25% and 3& respec- 
t i v e l y .  It i s  est imated t h a t  the  r i s e  i n  1967 was on the  order 
of 8%. I n  1964 t a x  revenues, not including s o c i a l  s ecur i ty ,  
counted f o r  about 15% of GNP; by 1966 t h i s  share had r i s e n  t o  
about 2%. This i s  one of the  bes t  t a x  co l l ec t ion  performances 
i n  the  Hemisphere. 

Tota l  publ ic  sec to r  investment has increased s i g n i f i c a n t l y  i n  
r e a l  terms, r i s i n g  by 23% i n  1965 and 15% i n  1966. The increase 
i n  1967 w i l l  be on the  order of 15%. Gradual improvement i s  



being made i n  the a l loca t ion  of these  increased public s ec to r  
investments i n t o  more broadly productive areas ,  w i th  the 
proport ion fo r  ag r i cu l tu re ,  indus t ry ,  mining and education r i s i n g .  

New agreements between the U.S. copper companies and the  Chilean 
Government have been reached and an expansion program i s  under 
way t h a t  w i l l '  near ly  double Chilean output by the  e a r l y  1970s. 
The agreements, which were reached a f t e r  in tense  p o l i t i c a l  debate 
i n  Chi le ,  e s t ab l i shed  new norms f o r  the  production, manufacture 
and marketing of copper as  we l l  as  a new and s t a b l e  t a x  r a t e  
f o r  the  copper companies. 

Since 1964, r e a l  wages have r eg i s t e red  s i g n i f i c a n t  increases  (15% 
i h  1965., and 13% i n  1966) and wi th in  the public s ec to r  t he  
p a t t e r n  has been a l t e r e d  t o  provide maximum increases f o r  t he  
lower income groups. H&ever, wages i n  genera l  have exceeded 
gwernment guidel ines  and out-paced product iv i ty  increases .  
Wage po l i cy  remains the  c r i t i c a l  a r ea  i n  t h e  e n t i r e  s t a b i l i -  
za t  ion program. 

During the  1964 e l e c t i o n  campaign, pres ident  F re i  promised a 
housing program which would involve 360,000 new s t a r t s  during 
h i s  s i x  year term. While s u b s t a n t i a l  progress has been made, 
wi th  approximately 90,000 u n i t s  being s t a r t e d  during 1965 
and 1966, f i n a n c i a l  and monetary considerations have made it 
necessary t o  r ev i se  the  o r i g i n a l  goal  downward. 

On balance the  successes have considerably outweighed the  sho r t -  
comings i n  Chile during the  p a s t  s eve ra l  years.  Nevertheless,  
wi th  the  F re i  Administration only s l i g h t l y  pas t  t he  half-way 
mark, success i n  achieving some of i t s  major goals  i s  f a r  from 
assured. The r e v i t a l i z a t i o n  of ag r i cu l tu re  and reasonable 
p r i ce  s t a b i l i t y  remain key objec t ives  t o  which the  Chilean 
Government must devote g r e a t e r  e f f o r t s .  

FY 1969 Program 

Eroposed A.I .D.  a s s i s t ance  fo r  Chile i n  FY 1969 i s  $83 mi l l i on ;  
$80 mi l l i on  i n  Development Loans and $3 mi l l i on  f o r  Technical 
Assistance.  I n  addi t ion  it i s  expected t h a t  approximately $15.0 
mi l l i on  i n  P.L. 480 d o l l a r  repayable loans w i l l  be made f o r  U.S. 
a g r i c u l t u r a l  products. 

The c e n t r a l  element of t he  FY 1969 progran i s  a program loan t o  
support the  Chilean Government's s t a b i l i z a t i o n  and development 
e f f o r t .  Closely r e l a t e d  w i l l  be sec to r  loans f o r  ag r i cu l tu re  
and education t o  continue in tens ive  e f f o r t s  i n i t i a t e d  i n  FY 1967 
and FY 1968. Technical a s s i s t ance  w i l l  provide exper ts  i n  
support of t he  two l a r g e  sec to r  loans i n  education and ag r i cu l -  
t u re .  Addit ional  t echn ica l  a s s i s t ance  w i l l  be provided i n  l abor ,  
public s a fe ty ,  public adminis t ra t ion  and heal th .  

Chile rece ives  a s s i s t ance  from other sources. It i s  est imated 
t h a t  f o r  p ro jec t s  i n  both the  public and p r iva t e  s e c t o r s .  Chile 
received loan disbursements from sources o ther  than A . I . D .  of 



about $171 mi l l ion  i n  1967. These include the  World Bank, the  
Inter-American Development Bank (IDB), the  Export-Import Bank 
and var ious  fore ign  governments and i n s t i t u t i o n s .  It i s  
est imated t h a t  on c r e d i t s  a l ready cont rac ted ,  Chile w i l l  receive 
disbursements i n  1968 of about $204 mi l l ion  and i n  1969 of about 
$122 mi l l ion .  In  addi t ion  Chile has received standby c r e d i t s  
from t h e  In t e rna t iona l  Monetary Fund (IMF) t o  a s s i s t  w i th  shor t -  
term balance of payments problems. 

Program Loan. As i n  pas t  years ,  the  proposed program loan of $35 
mi l l i on  i s  d i r ec t ed  a t  the  key s t a b i l i z a t i o n  and development 
objec t ives .  The loan w i l l  r e l i eve  Chi le ' s  d i f f i c u l t  balance of 
payments s i t u a t i o n  by providing imports from t h e  United S ta t e s .  
Program loans provide the  core of outs ide  resources needed by 
the  Chilean Government t o  implement t h i s  ambitious program while 
a t  the  same time carry ing out  reform and se l f -he lp  measures 
designed t o  e l iminate  t h e  need f o r  concessionary e x t e r n a l  
a s s i s t ance  wi th in  a reasonable period of time. They are  condi- 
t ioned each year on agreed pol icy  measures and on performance 
t a r g e t s  f o r  important va r i ab le s  i n  the  a rea  of f i s c a l ,  monetary 
and exchange r a t e  policy.  For FY 1969 it i s  expected t h a t  s e l f -  
he lp  c r i t e r i a  w i l l  concern t h e  r a t e  of i n f l a t i o n ,  government 
borrcwing, publ ic  s ec to r  savings,  t h e  composition and l e v e l  of  
public investment, t he  monetary program, exchange r a t e  pol icy ,  
export  promotion and r e l a t e d  f a c t o r s .  

Requirements f o r  add i t iona l  program loan a s s i s t ance  i n  FY 1968 
and i n  FY 1969 depend on Chilean budgetary and balance of payments 
developments, which i n  t u r n  are g r e a t l y  a f f ec t ed  by f luc tua t ions  
i n  copper p r i ces .  The est imated requirement of  $35 mi l l i on  f o r  
FY 1969 i s  based on the  l i ke l ihood  of a decl ine  i n  copper p r i c e s ,  
w i th  corresponding pressures on the  Chilean budget and balance 
of payments. 

, With the  i n t e n s i f i c a t i o n  of the  p o l i t i c a l  s t rugg le  as the  1969 
and 1970 e l ec t ions  approach, t h e  F re i  Government w i l l  need t o  
x c e l e r a t e  s o c i a l  p ro j ec t s ,  such as housing and land reform, 
which w i l l  put  added s t r a i n  on t h e  balance of payments and the  
government and may r e s u l t  i n  add i t iona l  reques ts  f o r  ass is tance .  

Agr icul ture  Sector Loan. The $20 mi l l i on  proposed f o r  a s ec to r  
loan  f o r  Chilean ag r i cu l tu re  i n  FY 1969 i s  t h e  second element 
of  a program begun wi th  the  $23 mi l l i on  sec to r  loan  i n  FY 1968 
and planned t o  extend over s eve ra l  years.  This s ec to r  lending 
program i s  designed t o  achieve a numbel- of objec t ives  including: 
increased a g r i c u l t u r a l  investment; improved p r i ces  f o r  farm 
products;  accelera ted  a g r a i a n  reform; lower p r i ces  f o r  farm 
inputs  ; and expansion and d i v e r s i f i c a t i o n  of a g r i c u l t u r a l  exports. 

For near ly  f i f t e e n  years  the r a t e  of  increase  i n  a g r i c u l t u r a l  
production i n  Chile has lagged behind the  r a t e  of population 
increase .  The r e s u l t s  a re  t h a t  Chile,  once a major ne t  expor ter  
of a g r i c u l t u r a l  products,  has been forced t o  import increas ing  
q u a n t i t i e s  of foodstuffs  and o ther  a g r i c u l t u r a l  products while 
t he  volume of a g r i c u l t u r a l  exports  has remained almost s ta t ionary .  
In  the  period 1963-1965 t h e  country imported a g r i c u l t u r a l  products 



a t  an annual average value of more than $150 mil l ion ,  about 25% 
of annual imports. The Government has s t a t e d  t h a t  it foresees 
the p o s s i b i l i t y  of food imports r i s i n g  above $200 mi l l ion  
annually by 1970. 

While the  fac tors  t h a t  have l e d  t o  s tagnat ion i n  t h i s  poten- 
t i a l l y  r i c h  farming nation are complex, they involve mainly 
po l i c i e s  and i n s t i t u t i o n a l  arrangements t h a t  have tended t o  
discourage investment and production. Technical problems are  
secondary t o  other f ac to r s .  Among the main causes of s tagnat ion 
are :  a policy designed t o  keep urban food p r i ces  low by means 
of p r i ce  controls  which has r e su l t ed  in  reduced income and 
p r o f i t s  f o r  farmers and a low l e v e l  of investment i n  agr icul -  
t u re ;  an exchange r a t e  policy t h a t  overvalues the  escudo, thereby 
encouraging imports of ag r i cu l tu re1  products and making Chi le ' s  
products l e s s  competitive i n  world markets; fragmentation of 
governmental i n s t i t u t i o n s  responsible f o r  ag r i cu l tu re ;  a system 
of land tenure which has concentrated the bes t  a g r i c u l t u r a l  
lands i n  a few hands; and a high degree of monopoly i n  the  
system of supplying th ings  farmers need, i n  marketing f a c i l i t i e s  
and i n  short-term c r e d i t .  

Progress in  e l iminat ing these problems and es tabl ishing a 
comprehensive a g r i c u l t u r a l  program was spo t ty  during the  e a r l y  
years of the F r e i  Administration, despi te  awareness of the  need 
t o  take  decisive ac t ion.  One problem has been the  extreme 
d i f f i c u l t y  of improving ag r i cu l tu ra l  pr ices  while carrying out a 
s t a b i l i z a t i o n  program t h a t  r e l i e s  heavi ly  on l imi t ing  consumer 
pr ice  increases.  Another d i f f i c u l t y  has been. the time required 
t o  secure passage of the  revised agrar ian  reform law. This 
controvers ia l  law was f i n a l l y  passed by the Chilean Congress i n  
mid-1967. I n  addi t ion  t o  e s t ab l i sh ing  a new and more e f f e c t i v e  
cons t i tu t iona l  bas is  for  land reform, it provides for  important 
reforms i n  a g r i c u l t u r a l  i n s t i t u t i o n s .  

I n  1967 the  Chilean Government undertook a program f o r  ag r i -  
c u l t u r a l  development fo r  the  period 1967-1971. The plan c a l l s  
f o r  an average aggregate annual growth r a t e  fo r  crops and l i v e -  
stock of 5.8% through 1971. The Government i s  preparing 
production programs by region and product, an ove ra l l  farm 
c r e d i t  plan,  an agrar ian  reform plan f o r  the  period 1967-1972, 
a general  export development pol icy  f o r  farm products,  a  
na t iona l  marketing plan ,  and general  guidelines f o r  the  s a l e  of 
farm inputs.  A program fo r  the  reorganization of a g r i c u l t u r a l  
i n s t i t u t i o n s  i s  i n  progress. The Chilean e f f o r t s  w i l l  place 
great  emphasis on an accelerated land reform program s ince  t h i s  
has major s o c i a l  and p o l i t i c a l  ramifications in  Chile i n  addi t ion  
t o  i t s  key economic importance. 

The FY 1968 agr i cu l tu re  sec to r  loan contains a s e r i e s  of mutually 
agreed se l f -he lp  condit ions based on the Government's ag r i cu l tu ra l  
plans.  Major emphasis f o r  1968 i s  on measures t o  increase 
incent ives  fo r  a g r i c u l t u r a l  producers by improving pr ices  fo r  
a g r i c u l t u r a l  output and reducing cos ts  of a g r i c u l t u r a l  inputs.  
Performance on these and other  commitments are  geared t o  per iodic  
sec to r  reviews and re leases  of funds. The loan w i l l  finance the  



cos t s  of imports of f e r t i l i z e r ,  a g r i c u l t u r a l  machinery, breeding 
c a t t l e ,  seeds,  pes t i c ides  and other  a g r i c u l t u r a l  r equ i s i t e s .  
Imports of a g r i c u l t u r a l  inputs under the  loan w i l l  be add i t iona l  
t o  t h e  l e v e l s  of such imports i n  p r i o r  years t o  assure a s i g n i f i -  
cant increase i n  t o t a l  use of these  items. F e r t i l i z e r  and 
machinery pr ices  w i l l  be subs tan t i a l ly  reduced. 

As a condit ion t o  the  loan the  government agreed t o  increase the  
r e l a t i v e  share of i t s  own investment resources going t o  agr icul -  
ture- - thus ,  i n  1967, ag r i cu l tu re ' s  share of t o t d  public investment 
was U% compared t o  9.4% i n  1966. The counterpart  of the  U.S. 
loan w i l l  provide an add i t iona l  increment of investment i n  t h e  
sec to r .  

Education Sector Loan. I n  FY 1969 A.I.D. w i l l  continue major 
emphasis on education t h a t  began with the  $10 mi l l ion  sector  loan 
i n  FY 1967. 

The Chilean educat ianal  system, though recognized as one of t h e  
b e s t  i n  Lat in  America, has  not been an e f f e c t i v e  instrument f o r  
promoting economic and s o c i a l  development. It has been or iented  
towards producing un ive r s i ty  graduates from the upper c l a s ses .  
The q u a l i t y  of' public primary and secondary education has been 
p a r t i c u l a r l y  de f i c i en t .  Major problems were : outmoded curriculum 
and teaching methods, i n su f f i c i en t  and poor qua l i ty  teachers ,  l ack  
of s u f f i c i e n t  physica l  f t i c i l i t i e s  and equipment, i n a c c e s s i b i l i t y  
of schools i n  r u r a l  areas ,  and a r i g i d  organizat ional  s t ruc tu re  
which has deprived l a rge  segments of the  population of educational  
oppor tuni t ies .  

The F r e i  Administration launched a comprehensive , two-f o ld ,  
modernization plan including immediate measures aimed a t  substan- 
t i a l  increases i n  primary and midfie l e v e l   enrollment,^, and l o n g e r  
term measures, emphesizing changes i n  s t ruc tu re  and improvement i n  
qua l i ty .  

The shor t  run e f f o r t  has rapidly  improved educational  opportunities. 
I n  1965 some 175,000 new primary students were e w o l l e d  compared 
t o  a normd increase  of about 40,000. I n  1966 enrolhnent levelk 
rose  by 60,000. In  1966 a new seventh year was added t o  the  s i x  

year primary school cycle and, i n  1967, an e ighth  year was added. 

Qua l i ty  improvements were s t a r t e d  a t  t h e  primary and middle 
l e v e l s  involving teacher  upgrading, curriculum modernization and 
improvement of i n s t r u c t i o n a l  mater ia ls .  Education budgets have 
s t e a d i l y  increased in  r e a l  t e r n s  s ince  1964, r i s i n g  by 25% i n  
1965, 17% i n  1966, and 1 5 %  i n  1967. 

The Chilean Ministry o f  Education prepared a f ive-year education 
plan  covering the  years 1966 t o  1970 s e t t i n g  f o r t h  a program 
f o r  permanent improvement. Restructuring of the  primary and 
secondary systems w i l l  be complete by 1970 wi th  t h e  eight-year 
primary and four-year secondary system f u l l y  replacing the  
previous six-and-six s t ruc tu re .  It i s  hoped t h a t  a l l  primary 
school aged chi ldren w i l l  receive a minimum of s i x  years of 



g e n e r a l  e d u c s t i o n  by 1970, w i t h  t h i s  be ing  increased  t o  n ine  
y e a r s  b y  1976. For  secondary e d u c a t i o n ,  t h e  aim i s  t o  i s c r e a s e  
t h e  p r o p o r t i o n  of  t h e  15  t o  1 9  y e a r  age group i n  school  from 28% 
i n  l$5 t o  35$ by  1970, a d  t o  50'$ 5:,- l \ l 'C. 3)- 1 9 0  t h e  aim i s  
t o  have a t h o r c l a h  improvement i n  q u a l i t y  throughout  t h e  system, 
i n c l u d i n g  a  complete modern izs t ion  of  cur r icu lum i n  b a s i c  and 
middle l e v e l  e d u c a t i o n ;  a  g r e a t l y  expanded use  of  t e a c h i n g  
m a t e r i a l s  and books; expalision of '  i n - s e r v i c e  tea-i!er cra!riir!g: 
improvement of  p r e - s e r v i c e  t e a c h e r  p r e p a r a t i o n ;  and i n t r o d u c t i o r  
of t e s t i n g ,  gxidance and e v a l u a t i o n  systems.  Concurrent ly wi th  
t h e s e  s u b s t a n t i v e  improvements, t h e r e  a r e  p l a n s  t o  s t r e s s  
r e g i o n a l  and l o c a l  p a r t i c i p a t i o n  i n  t h e  system through r e o r g a n i -  
z a t i o n  o f  a d m i n i s t r a t i o n  and f i n a n c i n g .  

The United S t a t e s  w i l l  con t inue  suppor t  of  cduca t ion  moderni- 
z ~ t i o n  ? i ' f o r t  i n  FY 1969 Ly p r o v i c l h g  a z e c t o r  loan  oi '  $10 
n j . l l i o n  followir!l; up on a s i m i l a r  l o i n  i n  FY 196'7. This  1o:in 
;rill be condi t ioned  on c o n t i n u i d  provlsior i  ,:i' a  h igh  l e v r l  9:' 

Chi lean  Go-iermient funds t o  tl18- p r o g r m  :r.d on a r . e r ics  oi' 
s p e c i f i c  po l ic l i  ntlaslires and pi-ri'omance t a , r g e t s  t o  bc agreed 
w i t h  t h e  Chilcr,ns when tile !.oan Is negot i? t i r i .  R C ~ C X C S  01' 1 0 2 i 1  

f ~ n d :  w i l l  be  : o ~ d i t i o n e ?  or? n e r l o d i c  reviews of progrzzs .  Wi 
. , w i l l  provic?r- te-'r~?i.c.!. :is?.:cLnce t o  ,-.!.!pp,ri: t,he 6:dur.lt-ion 

s e c t o r  10x1. 

Country: COLOMBIA 

PROGRAM SUMMARY 

(1n m i l l i o n s  o f  d o l l a r s )  
~ ~ 1 9 6 7  ~ ~ 1 9 6 8  FY 1969 
A c t u a l  E s t i m a t e d  Proposed 

Development Loans 100.0 75.1 90.0 !Y 
T e c h n i c a l  A s s i s t a n c e  4.7 4.4 5.1 

T o t a l  A.I.D. A s s i s t a n c e  104 .7  79.4 95.1 

4 I n c l u d e s  $70,000 i n  g r a n t s  f o r  p o p u l a t i o n  programs under  T i t l e  
X o f  t h e  F o r e i g n  A s s i s t a n c e  Act. 

U.S. O b j e c t i v e s  

U.S. a i d  o b j e c t i v e s  a r e  t o  assist Colombia wi th :  ( 1 )  overcoming 
t h e  b a l a n c e  o f  payments c o n s t r a i n t  on growth b y  d i v e r s i f i c a t i o n  

BEST AVAILABLE 3 7 



of a g r i c u l t u r a l  and i n d u s t r i a l  exports, and improved monetary 
and f i s c a l  po l i c ies ,  ( 2 )  d ivers i fying and strengthening t h e  agri- 
c u l t u r e  sector ,  (3) modernizing the  educational system, (4 )  mobil- 
i z i n g  of public and p r iva te  resources,  through f i s c a l  and 
i n s t i t u t i o n a l  reforms, f o r  programs which meet the  growing 
pressures  f o r  a b e t t e r  standard of l iv ing .  

The subs tan t i a l  A.I.D. program i n  Colombia r e f l e c t s :  ( a )  t h e  
commitment and growing a b i l i t y  of t h e  Lleras government t o  mount 
a ser ious  development e f f o r t ;  ( b )  the  need t o  support a v iable  
p o l i t i c a l  a l t e r n a t i v e  i n  preference t o  other l e s s  constructive 
approaches; and ( c )  t h e  importance f o r  t h e  r e s t  of t h e  Hemisphere 
of demonstrating t h e  effect iveness  of Alliance p r inc ip les  i n  
Colombia. The influence of Colombia's progressive leadership has 
been shown i n  i t s  e f f o r t s  i n  recent in te rna t iona l  meetings t o  help 
forge a workable agreement f o r  coffee production control  and diver-  
s i f i c a t i o n  incent ives  and i t s  r o l e  i n  fos te r ing  regional  economic 
in tegra t ion .  

Country Performance and Self-Help 

Economic S tab i l i za t ion .  The present government, through t h e  
app l ica t ion  of sound monetary, exchange r a t e  and f i s c a l  reform 
p o l i c i e s ,  has made s ign i f i can t  progress towards economic s t a b i l i z a -  
t i o n  s ince t h e  economic c r i s i s  of 1966 and i s  now moving t o  deal  
with longer term socio-economic problems. A.I .D. ,  i n  coordination 
with the  Consultative Group on Colombia (under World Bank leader- 
ship,  it includes A.I.D. and other rnajcr Western sources of 
a ss i s t ance)  has d i rec ted  i t s  ass is tance pr imari ly  towards the  over- 
r i d i n g  foreign exchange problem which has shackled economic growth. 

A.I .D.  ass is tznce,  mostly program lending, has supported colombia's 
monetary and f i s c a l  reforms required t o  overcome the  root  causes 
of Colombia's chronic balance of payments disequilibrium. With 
growing s t a b i l i z a t i o n  of the  economy, fundamental and long overdue 
reforms fo r  key sectors  are  now possible.  

Since t h e  November 1966 l i q u i d i t y  c r i s i s ,  government economic 
p o l i c i e s  have resu l t ed  in :  ( a )  a f l ex ib le  commodity exchange 
r a t e  which has moved gradually from 13.50 pesos t o  the  d o l l a r  
in March of 1967 towards t h e  fixed c a p i t a l  r a t e  of 16.30 t o  one; 
( b )  exceeding the  In te rna t iona l  Monetary Fund (IMF) foreign exchange 
reserve t a r g e t  l e v e l  -- net reserves increased by approximately 
$78 mill ion, although t h i s  s t i l l  l e f t  the  Central  Bank i n  an over- 
all negative reserve posi t ion;  and ( c )  exceeding the  IBRD commit- 
ment on current account cash surplus .  

Capi ta l  outlay of the  c e n t r a l  government rose roughly 35% i n  1966, 
( t o  $209 mil l ion o r  3% of t h e  budget) and increased an estimated 
44% i n  1967. As development p r i o r i t i e s  became r e f l e c t e d  i n  the  
budget, a l loca t ions  t o  education and agr icu l tu re  increased by 
ahnost 45% i n  1967. This expansion of government investment was 
i n  large pa r t  the  r e s u l t  oJf long overdue improvements i n  t a x  
col lect ions .  The government i n i t i a t e d  a withholding system f o r  
income taxes,  imposed a new gasoline t a x  and closed numerous t a x  



loopholes. As a r e s u l t ,  t a x  revenues i n  1966 rose  52% over 1965 
and increased a n  add i t iona l  1% i n  1967.  o ow ever, Colombia's 
t a x  revenues s t i l l  average s l i g h t l y  l e s s  than 1@ of GNP -- t o o  
low t o  support a sus ta ined development e f f o r t .  ) 

The Colombian Government has taken s teps  t o  encourage expanded 
and d i v e r s i f i e d  exports and some import l i b e r a l i z a t i o n .  During 
1967 t h e  Government moved caut ious ly  t o  l i b e r a l i z e  imports. 

Despite progress,  major s t r u c t u r a l  problems remain. Basic 
obs tac les  t o  development include : (1 )  inadequate fore ign 
exchange r e s u l t i n g  from overdependence on coffee  production i n  a 
decl in ing world market (coffee  t r a d i t i o n a l l y  accounts f o r  two- 
t h i r d s  of all export earnings) ;  (2)  food production which i s  
b a r e l y  keeping pace with population growth, and an a g r i c u l t u r a l  
s ec to r  which does not o f f e r  s u f f i c i e n t  employment oppor tuni t ies  
t o  t h e  l a r g e  r u r a l  population t o  slow migration t o  urban cen te r s ;  
(3)  an education system which does not provide s u f f i c i e n t  t r a i n e d  
manpower t o  meet t h e  needs of development; and (4 )  inadequate 
mobi l iza t ion of l o c a l  resources.  

Exacerbating these  problems i s  a 3 . 8  population growth r a t e .  
This growth r a t e ,  which doubles t h e  population every 22 years ,  
imposes severe s t r a i n s  on t h e  economy jus t  t o  maintain per  c a p i t a  
GNP l e v e l s  ( s ince  1961 per  c a p i t a  growth has var ied  betweenzero and 
2.8%; i n  1967 it was a modest 1.4%). This growing, and increas ingly  
urbanized,  population acce le ra t e s  demands f o r  schools,  housing, 
s o c i a l  s e rv ices ,  and employment oppor tuni t ies .  

The f a c t  t h a t  economic growth i n  recent  years has brought only 
small  improvement t o  t h e  lower income s t r a t a  of soc ie ty  
demonstrates t h a t  economic growth alone w i l l  not  be s u f f i c i e n t .  I t  
w i l l  r equ i re  oppor tuni t ies  f o r  employment and education wi th in  the  
country.  The f i s c a l  measures and investment programs associa ted  
with the  proposed program loan a r e  aimed a t  these  kinds of 
s t r u c t u r a l  reforms. 

Colombian a g r i c u l t u r e  (except f o r  coffee)  has not e f f e c t i v e l y  
contr ibuted t o  economic growth over t h e  pas t  20 years .  Tota l  out -  
put  has  grown a t  about % per annum or  approximately t h e  same a s  
t h e  population increase .  In  add i t ion  t o  overdependence on coffee ,  
Colombian a g r i c u l t u r e  i s  a c l a s s i c  case of a "dual economy" where 
r e l a t i v e l y  soph i s t i ca t ed  l a rge - sca le  commercial operations e x i s t  
s ide  by s ide  with more numerous and t r a d i t i o n d  subsistence farms. 
The r e s u l t  i s  misa l locat ion of income, and l i t t l e  incent ive  t o  
modernize i n  response t o  changing condit ions.  Crop y i e l d s  have 
been v i r t u d l y  stagnant s ince  1960, with production increases  
a t t r i b u t e d  a h o s t  exclus ively  t o  expanded acreage r a t h e r  than  
improved techniques.  

Pending t h e  completion of a r e a l i s t i c  a g r i c u l t u r a l  development 
p lan ,  t h e  Colombians a re  focusing on e x i s t i n g  p r o j e c t s  addressed 
t o  problems a l ready defined. For example, it has i n i t i a t e d  a four- 
year  p lan  (1967-1970) designed t o  increase  production of e ight  



b a s i c  food items, including milk and meat. This e f f o r t  w i l l  be 
re inforced by an Inter-American Development Bank (IDB) loan of 
$10.7 mi l l ion  t o  t h e  Colombian l ives tock  bank as  wel l  a s  a major 
s h m e  of t h e  l o c a l  currency generated under A.I .D.  program and 
Agr icu l tu ra l  Sector  loans.  

I n  t h e  a r e a  of r u r a l  development, Colombia has more than doubled 
i t s  1966 a l l o c a t i o n  t o  t h e  Agrarian Reform I n s t i t u t e  (INCORA) f o r  
ag ra r i an  reform and supervised a g r i c u l t u r a l  c r e d i t  a c t i v i t i e s .  
Through t h e  l a t t e ' r  program (which A.I.D. supported with two loans ,  
$10 mi l l ion  i n  1963 and $8.5 mi l l ion  i n  1966), some 20,000 small 
farmers and cooperatives have received more than 30,000 subloans; 
t h e  major i ty  of p a r t i c i p a t i n g  farmers have t r i p l e d  t h e i r  income 
s ince  t h e  incept ion of t h e  program f i v e  years  ago. 

Colombia's c r i t i c a l  need f o r  b e t t e r  education i s  demonstrated by 
t h e  o f f i c i a l  estimate t h a t  more than  one-third of those  over t h e  
age of seven can n e i t h e r w r i t e  nor read simple ins t ruc t ions .  I n  
addi t ion t o  the  shortage of classrooms and adequately t r a i n e d  
t eachers ,  t h e  dropout r a t e  i s  extremely high. A t  t h e  primary 
l e v e l  ( f i r s t  f i v e  grades) ,  t h e  current  a t t r i t i o n  r a t e  i s  75%. 
Even t h i s  represents  a considerable improvement over t h e  9@ r a t e  
prevai l ing i n  1953. The a t t r i t i o n  among those  going on t o  second- 
ary school i s  only s l i g h t l y  l e s s .  

Using an extensive A. I .D. /UNESCO study, t h e  government has developed 
a plan f o r  reform and modernization of i t s  education system. A 
key element of t h e  plan i s  establishment of 19  comprehensive high 
schools throughout t h e  country. Colonbia expects t o  receive  an 
IBRD loan of $14.0 mil l ion t o  help  finance t h e  f i r s t  1 0  such high 
schools. These schools w i l l  a c t  a s  demonstration and t r a i n i n g  
cen te r s  f o r  improved teaching methods, curriculum and administra- 
t i o n .  The comprehensive high schools would a l s o  strengthen t h e  
vocat ional  education t r a i n i n g  provided by p r iva te  schools and the  
National Apprenticeship Service. 

Colombia i s  bui ld ing add i t iona l  classrooms and giving p r i o r i t y  t o  
teaching and curriculum improvements. To meet immediate needs 
t h e  Minister of Education has adopted an "Emergency Plan" t o  
extend educational opportunity by shortening and in tens i fy ing  
ins t ruc t ion ,  e s t ab l i sh ing  double sess ions ,  and asking t eachers  
t o  assume add i t iona l  r e s p o n s i b i l i t i e s  without e x t r a  remuneration. 
His e f f o r t s  t o  undertake t h e  extensive reform and planning improve- 
ments needed have been complicated by s p l i t  r e s p o n s i b i l i t y  between 
na t iona l  and l o c a l  governments, inadequate f i n a n c i a l  resources,  
and l ack  of t echn ica l  personnel. 

FY 1969 Program 

The proposed A.I .D.  l e v e l  of $95.1 mil l ion i s  composed of a $65 
mi l l ion  program loan, $15 mil l ion a g r i c u l t u r a l  sec to r  loan,  $10 
mil l ion educational sec to r  loan, and a Technical Assistance 
program of $5.1 mil l ion.  A P.L. 480, T i t l e  I agreement f o r  up t o  
$13 mil l ion worth of wheat and tobacco i s  under consideration.  
This P.L. 480 ass is tance w i l l  be predicated upon a g r i c u l t u r a l  



sel f -help  measures. The FY 1969 program envisions increases i n  
technical  and f inanc ia l  ass is tance t o  the  c r i t i c a l  areas of 
agr icu l tu re ,  education and soc ia l  in f ras t ruc tu re .  

The proposed b i l a t e r a l  s t ra tegy wj .11  be carr ied out within the  
framework of the  Consultative Group. Substant ia l  ass is tance i s  
expected i n  FY 1969 from other menbcrs of the  Consultative Group. 

Economic S tab i l i za t ion .  Colombian growth i s  dependent on the  
a v a i l a b i l i t y  of a  minimum l e v e l  of imports. The proposed program 
loan of $65 mil l ion f o r  FY 1969, bu i lds  on the  s t a b i l i z a t i o n  
e f f o r t s  of 1967 and i s  intended t o  provide a  portion of the  input 
c r u c i a l  t o  Colombia's economic grswth while strengthening s t m c -  
t u r d  reform measures. 

By coordinating our ass is tance with m u l t i l a t e r a l  e f f o r t s  of t h e  
Consultative Group and t h e  IMF, we a re  able t o  maximize reform 
inf luence multiply the  mobilization of other resources and re in -  
force  the  effect iveness  of individual  inputs and sec to r  s t r a t e m .  

Colombia's improvement i n  planning and a l loca t ion  of i t s  resources 
has been f a c i l i t a t e d  by t h e  procedures developed f o r  the  re lease  
of f'unds under program loans. The Colombian Government has 
conunitted i t s e l f  t o  spec i f i c  economic and soc ia l  policy t a r g e t s  
(with p a r t i c u l a r  emphasis on f i s c a l ,  programming and p r iva te  
sec to r  investment po l i c ies ) .  The government has a l s o  coordinated 
t h e  use of t h e  pesos with other resources t o  support p r i o r i t y  
development p ro jec t s .  The a v a i l a b i l i t y  of program loan generated 
pesos has afforded Colombia t h e  incentive and resources t o  under- 
take development planning on a  nation-wide scale.  

Reforms sought under the  program loan generally include sel f -help  
measures on: exchange r a t e  f l e x i b i l i t y ,  import l i b e r a l i z a t i o n ,  
adequate incent ives  t o  achieve a  3& increase in minor exports,  
f i s c a l  reforms aimed a t  increased revenues and improved budgeting 
of resources t o  support p r i o r i t y  development needs and moderniza- 
t i o n  of  savings and c r e d i t  i n s t i t u t i o n s  t o  increase p r iva te  sector  
investments, p a r t i c u l a r l y  i n  the  f i e l d  of housing. 

U.S. t echn ica l  ass is tance p ro jec t s  i n  t a x  and customs administra- 
t i o n  p ro jec t s  w i l l  continue t o  emphasize improving administration 
and enforcement and achieving a  rapid  increase i n  public revenues. 

Agriculture. The proposed FY 1969 loan would continue FY 1968 
e f f o r t s  t o  i s o l a t e  those obstacles t o  improved a g r i c u l t u r a l  
performance where change can be fos tered most e f fec t ive ly  and 
quickly. The sec to r  loan w i l l :  

--provide financing ( i n  combination with t h e  proposed program 
loan) f o r  necessary agr icul  t u r d  investment goods such as  
f e r t i l i z e r s ,  machinery, insect ic ides ,  etc., from the United 
S ta tes  t o  support and sus ta in  Colombia's development 
program. 

- -a l locate  l o c a l  currency generated by the  loan fo r  invest -  
ment i n  p r i o r i t y  agr icu l tu re  p ro jec t s  (e  .g., agrar ian 



reform, marketing, p r i c e  s t a b i l i z a t i o ; ~  and c r e d i t  a s  well  
a s  production e f f o r t s  aimed a t  d i v e r s i f i c a t i o n ) .  

--encourage pol icy  and i n s t i t u t i o n a l  reforms needed t o  
improve r u r a l  i n f r a s t r u c t u r e  ( e spec ia l ly  ag ra r i an  reform), 
acce le ra t e  programs which w i l l  a t t r a c t  s u f f i c i e n t  new 
investment i n  c o m e r c i a l  ag r i cu l tu re  (agro- indust r ies  and 
marketing funct ions) ,  induce changes i n  import procedures 
t o  a s su re  an adequate and dependable flow of imports, 
d i s t r i b u t e  commodities t o  support necessary t e c h n i c a l  in -  
p u t s  and expand government support of s o c i a l  and economic 
programs f o r  t h e  small farmer. 

Related t o  t h e  $15 mi l l ion  sec to r  loan  i s  t h e  proposed P.L. 480 
( d o l l a r  s a l e s )  agreement f o r  up t o  $14.5 mi l l ion  ( including t r a n s -  
po r t a t ion ) .  T h i s  q reement  would provide l o c a l  currency genera- 
t i o n  which would be programmed i n  coordination with t h e  sec to r  
loan.  

I n  support of t h e  above loan financed a c t i v i t i e s ,  s i zeab le  tech-  
n i c a l  a s s i s t ance  w i l l  a s s i s t  t h e  Colombians t o  r e f i n e  t h e i r  ag r i -  
c u l t u r a l  s e c t o r  plan and provide a broad range of substant ive  
t e c h n i c a l  s k i l l s  i n  order  t o  r a p i d l y  implement t h e  production and 
d i v e r s i f i c a t i o n  goals.  

Through an agreement with t h e  United S t a t e s  Department of Agri- 
cu l tu re  a team of s p e c i a l i s t s  w i l l  a s s i s t  t h e  Agr icul tura l  
Minis t ry  i n  r e f i n i n g  t h e  a g r i c u l t u r a l  s e c t o r  development p l an  and 
s e t t i n g  f o r t h  d e t a i l e d  p r o j e c t s  f o r  p r i o r i t y  requirements i n  
ag r i cu l tu re .  Reinforcing,  t h i s  plan w i l l  be a regionally-funded 
A.I.D. p ro jec t  t o  i d e n t i f y  and analyze b a r r i e r s  t o  e f f i c i e n t  a g r i -  
c u l t u r a l  production and marketing i n  t h e  C a l i  food-shed area.  
Local, na t iona l ,  and un ive r s i ty  o f f i c i a l s  a s  well  a s  l o c a l  p r iva te  
companies a r e  involved i n  t h i s  p r o j e c t ,  which w i l l  a l s o  inc rease  
Colombia's i n s t i t u t i o n a l  c a p a b i l i t y  t o  analyze food-shed problems 
throughout t h e  country. 

A.I.D. w i l l  continue t echn ica l  a s s i s t ance  t o  Colombia's Agr icul tura l  
and Livestock I n s t i t u t e  (ICA) i n  i t s  e f f o r t  t o  e s t a b l i s h  a nat ion-  
wide system of a g r i c u l t u r a l  education,  extension,  and research.  
The Inter-American Development Bank (IDB), UN Development Program 
(UNDP), and t h r e e  p r iva te  foundations a r e  coordinating a s s i s t ance  
t o  I C A .  A.I.D.'s p a r t i c i p a t i o n  includes  a p r o j e c t  t o  expand and 
upgrade t h e  ag r i cu l tu re  and ve te r ina ry  medicine f a c u l t i e s  on t h r e e  
campuses of Colombia's National Univers i ty  through a con t rac t  with 
t h e  Univers i ty  of Nebraska ( ac t ing  a s  prime con t rac to r  f o r  t h e  Mid- 
America S t a t e  Un ive r s i t i e s  Association,  t o  provide 32 f u l l  time 
un ive r s i ty  p ro fesso r s ) .  

Education. The proposed $10 mi l l ion  education sec to r  loan would 
be used t o  support and encourage the  prepara t ion and implementation 
of concrete programs t o  modernize Colombia's education system. 
Pesos generated by t h e  loan w i l l  be complemented by increased 
l o c a l  f inancing and support fo r :  ( a )  t h e  National Comprehensive 
High School program and r e l a t e d  e f f o r t s  t o  modernize teaching 



methods, curriculum &d adminis t ra t ion;  (b) expansion of t r a i n i n g  
of secondary school adminis t ra tors ,  i n  conjunction with our 
t e c h n i c a l  a s s i s t ance  e f f o r t  through a con t rac t  with t h e  Univers i ty  
of New ivlexico; and ( c )  formulation of de ta i l ed  regional  .programs. 
I"ne d o l l a r  por t ion  of the s e c t o r  loan w i l l  be used i n  p a r t  t o  import 
U.S. i n s t r u c t i o n a l  ma te r i a l s  and equipment t o  support  the  revised 
curriculum e f fo r t s .  

I n  addi t ion ,  A.I.D. w i l l  render t e c h n i c a l  a s s i s t ance  t o  se l ec ted  
Colombian co l l eges  of education wi th  p a r t i c u l a r  emphasis on 
improving curriculum and methodology i n  pre-service and in-service  
teacher  t r a in ing .  A.I.D. a s s i s t ance  i s  being c lose ly  coordinated 
wi th  UNESCO's p lan  f o r  a s s i s t i n g  t eache r  col leges .  A t  t he  same 
t ime, t h e  Peace Corps i s  r ed i rec t ing  i t s  program of 85 Educational  
Volunteers t o  cooperate i n  t h i s  e f f o r t .  I t s  program i n  secondary 
t eache r  t r a i n i n g  emphasizes new methods i n  teaching mathematics, 
science,  and English.  

Country: DOMINICAN REEWBLIC 

PROGRAM SUMMARY 

(1n mil l ions  of d o l l a r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Development Loans 17.1 15.3 30.0 
Technical Assistance 4.4 4.6 5.4 
Supporting Assistance 25.0 16.1 20.0 
Contingency Fund 7.2 - - 

Tota l  A.I.D. Assistance 53.7 36.0 55.4 
4 

Includes $300 thousand i n  g ran t s  f o r  population program under 
T i t l e  X of the  Foreign Assistance Act. 
U.S. Aid  Objectives 

The U.S. objec t ive  i s  t o  achieve s u f f i c i e n t  progress toward 
resolution of urgent economic and s o c i a l  problems t o  contr ibute  
t o  the  maintenance of cons t i tu t iona l  s t a b i l i t y  i n  t h e  Dominican 
Republic. A.I.D. he lp  i s  needed to :  

--Alleviate t h e  chronic balance of payments problem by 
d i v e r s i f i c a t i o n  and growth of exports,  r a t i o n a l i z a t i o n  
of sugar production ( cu r ren t ly  about 60% of Dominican 
expor ts ) ,  and implementation of f i s c a l  an3 monetary 
p o l i c i e s  t o  increase  i n t e r n a l  revenues and improve 
export incent ives .  

--Boost a g r i c u l t u r a l  production t o  achieve se l f - su f f i c i ency  
i n  s t a p l e  food crops, snd increase  production of cash 
crops f o r  export .  



--~xp&d educational opportunities through broad-scale 
ass is tance aimed a t  secondary, higher and vocational 
education. 

--Deal with mounting.population pressures by an ac t ive  
family planning program. 

--Build strong l o c a l  i n s t i t u t i o n s  through a community 
developrent program, both a t  t h e  r u r a l  and urban l e v e l s ,  
t o  increase grass roots  pa r t i c ipa t ion  i n  t h e  p o l i t i c a l  
system. 

Over the  long-run, our objective i s  t o  help l a y  the  foundation 
f o r  and stimulate sustained economic, s o c i a l  and p o l i t i c a l  
development, with broad exploi ta t ion of the  ample agr icu l tu ra l  

and mineral resource base. 

Country Performance and Self -Help 

The Dominican Republic has made much progress since the  bloody 
revolution of April  24, 1965. For the  f i r s t  time since the  
assass inat ion of T r u j i l l o  i n  1961, a Dominican government, 
cons t i tu t iona l ly  elected, has remained i n  o f f i ce  one f u l l  year 
and more. President Balaguer,who assumed of f i ce  on July 1, 
1966, i s  leading the  country toward cons t i tu t iona l  s t a b i l i t y .  

President Balaguer has pursued a policy of economic a u s t e r i t y  t o  
correct  the  fundamental disequilibrium which has characterized the  
Dominican economy since t h e  ea r ly  1960s. The a u s t e r i t y  policy has 
imposed new import controls,  a t ightening of c red i t  t o  t h e  pr ivate  
sector  except fo r  investment purposes, and a subs tan t i a l  reduction 
i n  publ ic  sector  wages, employment, and non-personnel operating 
expenditures. 

Some balance of payments and f i s c a l  improvements have been achieved, 
but both the  balance of payments and the  budget remain major pro- 
blems i n  1968. With a continuation of rigorous import controls ,  
no s ign i f i can t  improvement i n  customs o r  t o t d l  revenues can be 
expected. Lack of adequate t a x  revenues may produce a subs tan t i a l  
reduction i n  the  r a t e  of public investment. 

With t h e  ass is tance of a $40 mil l ion A.I .D.  Supporting Assistance 
loan, President Balaguer has sustained a public investment 
program designed t o  st imulate economic recovery and reduce unem- 
ployment, estimated t o  be 22$ of t h e  labor force i n  the  c a p i t a l  
c i t y ,  o r  about 36,000 persons. The program i s  aimed primarily 
a t  agr icul ture ,  but with subs tan t i a l  commitment a s  wel l  t o  
construction of schools, roads, and hea l th  f a c i l i t i e s ,  re-  
h a b i l i t a t i o n  or  i r r i g a t i o n  and potable water systems, and con- 
s t ruc t ion  of a metal lurgical  complex. 

A.I.D. Technical Assistance has supported the  effect iveness  of 
p ro jec t s  financed by the  SA Loan. For example, A.I.D. 
ag r icu l tu ra l  technicians give t r a in ing  courses i n  the  San 
Cristobal agr icu l tu ra l  research s t a t i o n ,  established with the  
help  of Supporting Assistance funds, and A.I.D. technicians a re  



building up the  number and qual i ty  of high school teachers t o  
s t a f f  newly constructed schools. 

Significant progress has  been made i n  t h e  f i e l d  of agr icul ture  
during the  past  three  years.  Through basic  research and 

inst ruct ion of farmers, self-sufficiency was achieved i n  1967 
i n  some crops such a s  potatoes and onions despite severe drought. 
A new seed divis ion i n  the  Secre ta r ia t  of Agriculture provides 
f o r  supervision, inspection, research and multiplication of 
qual i ty  seed. Because of seed improvement and a supervised 
c r e d i t  program, a 25% increase i s  expected i n  the  1968 r i c e  
crop. 

Using improved peanut seeds, peanut o i l  production-- a 
Dominican staple--should increase by 35%-4% during 1968. By 
ea r ly  1968 the production of feed grains  w i l l  el iminate 
d e f i c i t s ,  so a s  t o  permit expansion of l o c a l  poultry,  swine and 
beef production. 

I n  1967 commercial poultry production t o t a l l e d  7 mil l ion 
b i rds  compared t o  4.5 million i n  1966, an increase of 55%; it 
i s  expected t o  increase an addi t ional  14% i n  1$8. Comnercial 
egg production increased 18% i n  1967, and w i l l  increase 
another 2@ by ear ly  1969. Intensive technical  assistance t o  
the  Dominican beef industry was begun i n  FY 1967 and w i l l  
continue through FY 1969. 

The Balaguer Government with A.I.D. ass is tance has begun t o  
a t t ack  other basic obstacles t o  Dominican development. One has 
been the number of State-owned indus t r i a l  enterpr ises  inher i ted 
from the T r u j i l l o  era ,  many of them unprofitable. The la rges t  
of these, the  sugar complex (cFA), operated during CY 1966 a t  
a d e f i c i t  of FD $19 m i l l i o n .  Under the  new administration 
appointed by Balaguer, the CEA has announced a cash flow p r o f i t  
of RD $1.5 million for  the 1967 crop year ( ~ c t o b e r  1, 1966 
through September 30, 1967). 

I n  December 1967, the  Dominican Government received t h e  report  
and recommendations of a group of American consulting firms 
hired t o  do a study of CEA, and fu r ther  progress i s  expected 
i n  1968. 

Thus, with A.I.D. assistance, the  various sectors  of Dominican 
l i f e  a r e  beginning t o  r e a l i z e  t h e i r  po ten t ia l  growth and 
development. In  agr icul ture ,  two years of research have 
revealed which v a r i e t i e s  of crops w i l l  f lour i sh  and t h e  seed 
has been grown. The next step, g rea t ly  increased production, w i l l  
depend upon imaginative use of t h a t  knowledge and proper. p lant-  
ing of t h a t  seed. 

I n  industry,  f e a s i b i l i t y  s tudies  have been financed with A.I.D. 
loans and po ten t ia l  investors a r e  belng a t t rac ted  t o  the  
poss ib i l i t i e s .  Now the  building of enterpr ises  w i l l  depend 
upon whether businessmen f e e l  confident i n  the  future  s t a b i l i t y  
of t h e  country. I n  education the government has been persuaded 



of the necessity to change its secondary school system, but it 
needs guidance and help in establishing and running comprehensive 
high schools, a brand new concept in the country. 

The next few years will be decisive for the shaping of those 
national sectors to a pattern of orderly development. 

FY 1969 program 

The proposed FY 1969 program includes $30 million in Development 
Loans, $5.4 million for Technical Assistance, and $20 million in 
Supporting Assistance loans. 

A Supporting Assistance loan for FY 1968 has been approved in 
the amount of $16.1 million. This loan in conjuction with 
$14 million of PL 480 commodities will support responsible self- 
help measures in balance of payments and fiscal policy as well 
as significant new fiscal reforms including: (1) more effective 
utilization of revenues for development purposes ; (2) additional 
measures for increasing Government of gominican Republic budgetary 
resources; and (3) such additional monetary and fiscal measures 
as may be necessary to restrict import demand sufficiently to 
avoid an exchange crisis. 

During FY 1967, A.I.D. authorized a Supporting Assistance grant 
of $375,000 for commodity assistance to the National Police 
forces. A similar grant may be necessary during FY 1968 and 
~ " i  1969. 

F.L. 480 lollar repayable, commoditiss are also likely ts 5s 
required in FY 1969. 

Anticipated Assistance from other Donors 

In December 1967, the Export-Import Bank and the Inter-American 
Development Bank (IDB) each authorized loans to the Dominican 
Republic Government, both likely to be disbursed throughout 
FY 1969. The IDB loaned $1,950,000 from their Fund for Special 
Operations for construction of 89 small-town water systems. The 
Ex-Im Bank loaned $7 million for the purchase of U.S. equipment 
and services needed in expanding production of electric power. 
To date the Ex-Im Bank has authorized four credits totalling 
$27.3 million to finance expansion of power facilities. 
During FY 1969, it is expected that IDB will make a loan to the 
Dominican Government for the construction of the Tavera Dam 
complex, involving power and irrigation facilities affecting an 
extensive area, with considerable agricultural potential. 
A.I.D. may also participate in the financing of this project. 

Agricultural Development 

Agricultural development continues to be the first priority of 
the A.I.D. program. In FY 1969, A.I.D. technicians and Texas 
A & M University contract technicians will continue working to 



d ive r s i fy  t h e  sources of a g r i c u l t u r a l  wealth so a s  t o  l e s sen  the  
country 's  dependence on sugar, coffee ,  and 'cacao. Accordingly, 
i n  FY 1969 a s  before ,  t he  jo in t  A.I.D.. -Dominican a g r i c u l t u r a l  
e f f o r t s  w i l l  focus on (1) iricreasing e f f i c i ency  nnd quant i ty  of 
p r ~ d u c t i o n  of t h e  t r a d i t i o n a l  Dominican s t a p l e  crops such a s  
r i c e ,  beans,  corn ,  o i l  c rops ,  g a r l i c ,  and plantanos;  (2)  produc- 
ing  high p ro te in  foods present ly  i n  shor t  supply and which t h e  
Dominicans should consume more o f ,  such a.s l ives tock,  swine, 
poul t ry ,  milk, l o c a l  feed gra ins ,  f r u i t s ,  and vegetables;  and 
(3 )  producing high-value export crnpe such as winter f r u i t s  and 
vegetables ,  and raw mater ia ls  f o r  industry such a s  tomatoes. 

These object ives  a r e  be:ng supported by A.I.D. through a. number 
of programs. Of t,he $30 mil l ion  proposed Development Loan 
program f o r  FY 1$9, $22 mi l l ion  i s  i n  ag r i cu l tu re .  In  l i n e  
with our object ives  of a.gricultura1 d i v e r s i f i c a t i o n  and t h e  
r a t i o n a l i z a t i o n  of sugar production, a $10 mil l ion  loan i s  pro- 
posed t o  a s s i s t  d i v e r s i f i c a t i o n  of sugar lands.  This program 
w i l l  convert marginal o r  high cos t  sugar land t o  o ther  more 
productive purposes. 

The successful  government i r r i g a t i o n  r e h a b i l i t a t i o n  program i s  
t o  rcceiv:  a $6 mi l l ion  loan in  FY 1969 whj.ch w i l l  have a 
combined agricultura.1 arid rura.1 community development impact. 
A $6 mi l l ion  loam i s  proposed f o r  t h e  fu r the r  expansion and 
improvement of cooperatives.  Revolving funds f o r  a . g r i ~ u l ~ u r a . 1  
cooperatives i n v o l v i n ~  about $850,000 arr7 t o  be us-;d ;'or, : i ; : ~ . i -  
c u l t u r a l  production lending purposes. Without t h i s  money, 
cooperative a c t i v i t i e s  would have t o  be reduced by 5&-6&. 
Technical ass is tance  helped t o  increast, the  number o f  incorporated 
cooperatives from 136 i n  July 1366, t o  252 i n  D~cember 1$7. 

I n  March 1967 t h e  Managed Agricul tura l  Credi t  Program w a s  i n i t i a t e d .  
By December 1967, over 802 c r e d i t  appl ica t ions  were approved, 
t o t a l l i n g  approximately $2.8 mill ion.  

In  addi t ion ,  a revolving c a t t l e  loan fund t o t a l l i n g  $500,000 
from t h e  $40 mil l ion  Supporting Assistance loan was s e t  up 
during FY 1967 and i s  being managed by t h e  Chase Manhattan Bank. 

I n d u s t r i a l  Development, based on t h e  produce of the  a g r i c u l t u r a l  
s e c t o r ,  holds second p r i o r i t y  i n  t h e  development of t h e  Dominican 
Republic. A Dominican i n d u s t r i a l  promotion agency has been 
working t o  encourage both fore ign and domestic p r iva te  investment, 
and a mutually p r o f i t a b l e  i n d u s t r i a l  r e l a t ionsh ip  with Puerto Rico. 

Ten fore ign (including U.S.) companies a r e  cu r ren t ly  const ruct ing 
a ho te l ,  and vegetable and meat processing p lan t s .  A meta l lurgica l  
complex which w i l l  f a b r i c a t e  l i g h t  s t e e l  products (ba r s ,  p l a t e s ,  
angles ,  hardware, e t c .  ) i s  under const ruct ion.  

Assistance w i l l  continue t o  be provided through the  P r iva te  
Inves tors '  Fund which i s  cap i t a l i zed  j o i n t l y  by A.I.D. and t h e  
IDB. Also an Art isans '  Fund t o  help small owner operated 
businesses has been s t a r t e d  with over 50 loans t o t a l l i n g  $100,000. 



An a d d i t i o n a l  $300,000 was r e c e n t l y  added t o  t h e  Fund t o  
expand i t s  a c t i v i t i e s .  

Community Development i s  A.I.D.'s t h i r d  p r i o r i t y .  This  a c t i v i t y ,  
c a l l e d  "democratic i n s t i t u t i o n  bui ld ing"  i n  T i t l e  I X  of t he  
Foreign Ass is tance  Act, has a d i s t i n c t i v e  s t y l e  i n  t h e  Dominican 
Republic. The a c t i v i t y  was begun by t h e  Dominicans themselves 
with such determination t h a t  a. permanent agency was c r ea t ed  by 
t h e  government i n  1962, wi th in  t h e  o f f i c e  of t h e  Presidency.  
I n  1964, t h e  Off ice  of Community Development (OCD) expanded from 
a r e g i o n a l  p r o j e c t  t o  an organiza t ion  designed t o  serve  country- 
wide. 

I n  1967 A.I.D. made a.n $8.7 mi l l i on  loan  t o  OCD t o  f u r t h e r  t r a i n -  
i ng  of campesino l e a d e r s ,  e s t a b l i s h  a g r i c u l t u r a l  a s soc i a t i ons  
and t o  enlarge  and r e f i n e  t h e  ongoing opera t ions .  OCD by t h e  
beginning of FY 1968 had 200 yr'u.n&: Dominican "promotors" serv ing  
i n  382 communities (almost h a l f  t h e  r u r a l  a r e a )  and had completed 
649 p r o j e c t s  inc luding  i r r i g a t i o n  d i t c h e s ,  l and  c l e a r i n g ,  school 
cons t ruc t ion ,  l a t r i n e s ,  a g r i c u l t u r a l  production and genera l  l o c a l  
improvements. These p r o j e c t s ,  f o r  which 52% of t h e  c o s t  and a l l  
of  t h e  l abo r  were con t r ibu t ed  by l o c a l  people,  have r e s u l t e d  i n  
minor cap i t a l ' f o rma t ion  t h a t  i s  impressive i n  t h e  r u r a l  Dcminican 
:ontext. They have provided t h e  b a s i s  f o r  continuing growth i n  
l o c a l  se l f -conf idence  and p o l i t i c a l  development based on l o c a l  
i n i t i a t i v e s .  

Education 

I n  education A.I.D. i s  encouraging t h e  Dominican Republic t o  
concent ra te  i t s  e f f o r t s  and f i n a n c i a l  resources  on secondary 
education,  higher educat ion ,  and i n d u s t r i a l  t r a i n i n g ,  s ince  t hese  
have t h e  g r e a t e s t  p o t e n t i a l  f o r  immediate impact on s o c i a l  reform 
and economic development. I n  January 1967, t h e  Dominican 
Government signed an agreement-with A . I . D .  t o  launch t h e  
c o u n t r y ' s  f i r s t  National  Education Census, f o r  which t h e  f i e l d  
work was i n  i t s  f i n a l  phase i n  September 1967. The Government 
has increased  thc. 1968 education budget by 5.5% over 1967, whi le  
decreasing t h e  1968 m i l i t a r y  budget by 7.4%. To d a t e  A.I.D. has 
worked wi th  t h e  Dominican Government t o  modernize i t s  secondary 
education system by s e t t i n g  up s i x  comprehensive high schools.  
Tvlo of these  high schools opened i n  t he  f a l l  of 1967. 

The voca t iona l  school f o r  t h e  Dominican Armed Forces and 
Nat ional  Po l i ce  a t  Bani, e s t ab l i shed  with t h e  he lp  of  A.I.D. 
funds i n  October 1966, has become a source of semi-skil led 
workers f o r  i ndus t ry  and has  c r ea t ed  a more p o s i t i v e  image of 
t h e  armed fo rces .  I n  i t s  f i r s t  year  of  opera t ion  t h e  school 
has t r a i n e d  594 s tuden t s  and has increased  t h e  number of  s tuden t s  
taught  i n  one i n s t r u c t i o n a l  cyc l e  from 150 t o  more than  300. 

Technical  Ass is tance  i n  education i n  FY 1969 w i l l  be based upon 
t h e  implementation of a  $11 mi l l i on  education s e c t o r  loan  t o  be 
approved i n  FY 1968, which w i l l  f i r s t  a f f e c t  t h e  FY 1969 
school year .  



Health and San i t a t ion  

Health services  i n  the  Dominican Republic have long been 
e n t i r e l y  inadequate. A hea l th  sec to r  loan of $4 mi l l i on  w i l l  
provide f o r  expansion of r u r a l  hea l th  c l i n i c s  and comprehensive 
maternal lchi ld  care services .  The loan i s  planned f o r  autho- 
r i z a t i o n  i n  l a t e  FY 1968. 

I n  add i t ion ,  loans a re  proposed i n  FY 196; f o r  t h e  Santo 
Domingo water ($3 mi l l i on )  and sewerage ($5 mi l l i on )  systems 
which w i l l  have employment-generating e f f e c t s  i n  the  c a p i t a l  
c i t y ,  as w e l l  as the  b e n e f i c i a l  h e a l t h  aspects of g r e a t l y  
decreased d isease .  

Other A c t i v i t i e s  

The Public Safe ty  program has a s s i s t ed  t h e  National  Pol ice  t o  
improve t h e i r  t r a i n i n g ,  mobi l i ty ,  communic~.tions and a b i l i t y  
t o  c o n t r o l  c i v i l  d is turbances .  

I n  t h e  f i e l d  of public adminkstrat ion,  a.ssistance w i l l  be 
continued i n  t a x  and budget reform, and i n  s t rengthening l o c a l  
government adminis t ra t ion .  Technical a s s i s t ance  i s  a l s o  being 
provided i n  highway maintenance and worker education.  

Country: PERU 
( ~ x c l u d e s  c l a s s i f ' i ed  macerials  which have been made ava i l ab le  t o  

appropr ia te  Committees of t he  Congress. ) 

PROGRAM SUMMARY 

(1n mi l l i ons  of d o l l a r s )  
FY 1967 FY 1968 FY ~ 6 9  
Actual Estimated Proposed 

Development Loans 17.4 37.7- 30.0 a /  

Technical Assistance 5.2 4.8 5.5 

Tota l  A.I .D.  Assistance 22.6 42.5 35.5 

ii;' Inc ludes  $241,000 i n  g r m t s  f o r  population programs under 
T i t i e  X of tne  Foreign Assistance Act. 

U.S. Aid Objectives 

The e l e c t i o n  of Fernando Belaunde Terry as Pres ident  of Peru i n  
1.963 r a i s e d  g r e a t  hopes f o r  t h e  r o l e  t h a t  Peru might p lay  i n  t h e  
All iance f o r  Progress ,  The value t o  t h e  All iance,  and hence t o  
U.S. i n t e r e s t s ,  of accelera ted  economic and s o c i a l  progress i n  
Peru was obvious because of t he  country ' s  unmistakable importance 



i n  Lat in  America. I n  addi t ion ,  it had long been a major U . S .  
t r ad ing  pa r tne r  and a locus  of much L1.S. p r iva te  investment. 

Peru, i n  many ways, epitomizes t h e  challenge fac ing t h e  Alliance.  
It i s  character ized by extremes i n  wealth and opportunity.  
Half t h e  population cons i s t s  of Indians l i v i n g  i n  t h e  mountains, 
not in t eg ra ted  s o c i a l l y  with t h e  r e s t  of t h e  country, and sub- 
s i s t i n g  a t  or  below the  economic and c u l t u r a l  standards of the  
pre-Spanish e r a .  The country has a t r a d i t i o n  of m i l i t a r y  i n t e r -  
vention i n  t h e  p o l i t i c a l  process.  A f r e sh  s t a r t  f o r  e t t ack ing  
these  deep-seated problems seemed t o  be offered by t h e  democratic 
e l e c t i o n  of Belaunde, who ran on a platform of development and 
s o c i a l  reform. 

The Belaunde Government launched a program of g r e a t l y  expanded 
investment i n  publ ic  works and community development. Large 
investments were made i n  roads,  power p ro jec t s ,  and other  in f ra s -  
t r u c t u r e ,  as wel l  a s  programs i n  education, hea l th ,  agrar ian  
reform, and ag r i cu l tu re .  

But t h e  high hopes held out a t  t h e  onset of the  Belaunde Adminis- 
t r a t i o n  have been s u b s t a n t i a l l y  f r u s t r a t e d  by t h e  Government's 
increasing d i f f i c u l t i e s  i n  mobilizing i n t e r n a l  resources.  The 
opposit ion p o l i t i c a l  p a r t i e s ,  whose coa l i t i on  con t ro l s  the  Congress, 
have thwarted Government e f f o r t s  t o  secure new revenues. 

U.S. objec t ives  a re  t o  support a wide ranging program of se l f -help  
which w i l l  help Peru t o  regain  t h e  6%-7% growth r a t e  performance 
experienced up t o  1967. These include: 

--The adoption by Peru of new t a x  revenue measures t o  support 
t h e  l e v e l  of t h e  government's development investment pro- 
grams a t  t h e  1966-1967 l e v e l ,  without r e s o r t  t o  i n f l a t i o n -  
a ry  measures. 

--An increase in  the  proportion of the  budget which i s  
al lccaced t o  development r a the r  than defense. 

--The presenra t ion of an a t t r a c t i v e  'climate f o r  p r iva te  
investment. 

--Agreement with t h e  IMF on a s t a b i l i z a t i o n  program. 

--A more equi table  d i s t r i b u t i o n  of income. 

--An increase i n  a g r i c u l t u r a l  production towards s e l f -  
su f f i c i ency  i n  key food crops f o r  domestic consumption. 

--A g r e a t l y  improved qua l i ty  of primary, secondary, voca- 
t i o n a l ,  and un ive r s i ty  education and increased l i t e r a c y .  

Country Performance and Self-He12 

Despite recent  developments, Peru ' s  economic growth (6%-7% a year)  
over the  pas t  decade and a h a l f  compares very favorably with o ther  



Lat in  American countr ies .  This growth has been due pr imar i ly  
t o  t h e  outstanding performance of the  p r iva te  sec to r ,  which con- 
cent ra ted  on the  development of a  wel l -d ivers i f ied  export t r a d e .  
The dynamic export sec tor  has grown during the  1$0's a t  an 
average annual r a t e  of about 1@0 with a  favorable impact on over- 
a l l  economic growth. 

Pr ivate  en te rp r i se  has provided more than three-four ths  of Peru ' s  
gross  investment during t h i s  period a s  well  a s  the  v i t a l  fore ign 
exchange necessary f o r  imported c a p i t a l  equipment, raw mater ia ls ,  
and foodstuffs  or 'other consumer goods not l o c a l l y  avai lable .  
This export growth has now slowed and i s  unl ikely  t o  increase a t  
more than a  3-4$ r a t e  i n  fu tu re  years due t o  f ac to r s  such a s  the 
discouraging outlook f o r  Peru ' s  a g r i c f l t u r a l  exports and l i m i t a -  
t i o n s  on add i t iona l  mineral exports.  

While Peru remains b a s i c a l l y  a t t r a c t i v e  a s  an opportunity f o r  
fore ign investment, the  events o f ' r ecen t  months have l e d  many 
p r iva te  inves tors  t o  de fe r  planned investments u n t i l  t h e  Govern- 
ment d isplays  the  a b i l i t y  t o  cope with t h e  ove ra l l  s i tua t ion .  
Simi lar ly ,  t he  Consultat ive Group es tabl ished i n  Ju ly  1966 under 
the  leadership  of the  IBRD t o  coordinate public investment i n  
Peru has not reconvened since i t s  organizat ional  meeting. 

It i s  obvious t h a t  the  Government of Peru w i l l  have t o  make a  
major e f f o r t  i n  t h e  fu tu re  t o  improve i t s  own f i s c a l  performance. 

Agriculture 

Peru has taken many se l f -help  measures t o  advance i t s  s o c i a l  and 
economic development i n  t h e  r u r a l  sec tor .  An Agricul tura l  
Promotion Law was passed i n  mid-November 1967 and w i l l  go i n t o  
e f fec t  April  1, 1968, which provides a va r i e ty  of incent ives  f o r  
suppl iers  of farm machinery and chemicals, food processors and 
other  companies engaged i n  agro-industry.  

The c r e d i t  channels f o r  small and medium s ized farm opera tors  
continued t o  be expanded. About 33,000 loans f o r  the  equivalent 
of $20 mi l l ion  have been made over a  period of 33 yea r s  under a  
supervised a g r i c u l t u r a l  c r e d i t  program es t ab l i shed  with A. I.D. 
a s s i s t ~ ~ c e .  To reach the  ove ra l l  food production goals  it i s  
est imated t h a t  these  c r e d i t  programs w i l l  have t o  reach approxi- 
mately 27,000 farmers each year he rea f t e r .  

Peru's focd s i t u a t i o n  continues t o  be character ized by: ( a )  a  
long-run annual r a t e  of growth of demand for  food of 4.4510 compared 
t o  a  long-run ra t e  of growth of food crop production of below 
3410, which has l e d  t o  r ap id ly  increas ing imports of such items as 
milk, meat, r i c e ,  wheat and o i l s  (from $70 mil l ion  i n  1960 t o  
almost double t h a t  i n  1966) ; (b )  continued low l e v e l s  of n u t r i -  
t i o n  i n  the  r u r a l  a reas ,  e spec ia l ly  in  the  S i e r r a ;  ( c )  discrim- 
ina t ion  agains t  producers t o  maintain low consumer food p r i ces  
r e l a t i v e  t o  o ther  cos ts  of l i v ing ;  and (d )  a l loca t ion  by t h e  
Peruvian agencies concerned wl th  ag r i cu l tu re  of a  d ispropor t ionate  
share of t h e i r  budgets t o  s o c i a l  reform a c t i v i t i e s  r a the r  than 
production or iented  programs. 



The n a t i o n a l  a g r i c u l t u r a l  u n i v e r s i t y  a t  La Molina ha s  expanded 
i t s  budget  by  70& dur ing  1960-1966. Enrol lment  has  doubled 
and t h e  u n i v e r s i t y  now i s  one o f  t h e  ou ts tanding  l a n d  g r a n t  
type  i n s t i t u t i o n s  i n  L a t i n  America. Both A.I.D. and IDB a r e  
a s s i s t i n g  t h e  school  t o  expand i t s  f a c i l i t i e s .  A.I.D.'s $3.9 
m i l l i o n  equ iva l en t  and ]DB's $2 m i l l i o n  a r e  p a r t  of  a  $7.1 
m i l l i o n  expansion program now underway. 

Educat ion 

Peru i s  i nc r ea s ing  i t s  expendi tures  on educa t i on  w i t h  t h e  r e s u l t  
t h a t  i t s  school  system has r a p i d l y  expanded, from primary t o  
u n i v e r s i t y  l e v e l s .  The l i t e r a c y  r a t e ,  now e s t ima t ed  a t  61%, 
is expec ted  t o  r i s e .  S ince  1960, t h e  Peru Government ha s  b u i l t  
6,500 new schools .  The number o f  c h i l d r e n  e n r o l l e d  i n  primary 
and secondary schools  has i nc r ea sed  by  about  1,100,000, o r  7w0 
i n  t h e  same per iod .  From 1960 t o  1965, u n i v e r s i t y  enro l lment  
more t h a n  doubled, i n c r e a s i n g  from 31,000 t o  over  64,000. 

Publ ic  expendi tures  f o r  educa t i on  have increased  ( i n  r e a l  t e rms)  
by  over  20070, from about  $66 m i l l i o n  equ iva l en t  i n  1960 t o  about  
$190 m i l l i o n  equ iva l en t  i n  1966, and c u r r e n t l y  account f o r  3wo o f  
t h e  c e n t r a l  and l o c a l  government budgets .  I n  s p i t e  o f  t h i s  good 
performance, t h e  need f o r  a cce l e r a t ed  educa t i ona l  programs remains 
g r e a t .  Only about  65% o f  t h e  ch i l d r en  a r e  e n r o l l e d  i n  primary 
s choo l s ,  and about  two- th i rd s  of t h e s e  drop out  before  completing 
t h e  educa t i ona l  cyc l e .  Only 15% o f  t h e  secondary school  age group 
a c t u a l l y  a t t e n d  schools .  

k r u ' s  popula t ion  i s  growing a t  an es t imated  3.1% pe r  yea r .  
This  r a t e  may be  s u s t a i n e d  o r  increased  over  t h e  next  f i v e  yea r s - -  
b u t  t h e  growth o f  p e r  c a p i t a  GNP may not  exceed 3% pe r  y e a r .  There 
i s  widespread and i nc r ea s ing  conv i c t i on  i n  Peru t h a t  t h e  i n d i v i d u a l  
fami ly  has  t h e  r i g h t  t o  dec ide  f o r  i t s e l f  t h e  ques t i on  o f  fami ly  
planning.  This i s  l e a d i n g  t o  a  growing pub l i c  demand f o r  materna l  
and c h i l d  h e a l t h  programs which would inc lude  fami ly  p lanning  
s e r v i c e s .  

FY 1969 Program 

Sub j ec t  t o  t h e  s e l f - h e l p  requirements  o f  t h e  Inter-American 
commitments and U.S. law, A. I .D.  is prepareci t o  provide a  $35.5 
m i l l i o n  l e v e l  of  a s s i s t a n c e  i n  FY 1969. This  i s  i n  suppo r t  o f  
Peruvian Government a c t i o n  t o  inplement measures t o  devote 
increased  r e sou rce s  t o  needed p r o g r a m ,  p a r t i c u l a r l y  i n  t h e  f i e l d s  
o f  a g r i c u l t u r e  and educa t i on .  A . I . D .  p lans  an FY 1969 l o a n  program 
o f  $30 m i l l i o n  t o  f i nance  pos s ib l e  s e c t o r  loans  and s p e c i f i c  
p r o j e c t  p roposa ls .  I n  a d d i t i o n ,  $5.5 m i l l i o n  i n  t e c h n i c a l  
a s s i s t a n c e  is  proposed f o r  a g r i c u l t u r e ,  r u r a l  development, p u b l i c  
a dmin i s t r a t i on  and educa t ion .  F i n a l l y ,  a  $10 m i l l i o n  P.L. b80 
d o l l a r  repayable  s a l e  i s  proposed du r ing  FY 1969 p lu s  continued 
foods tu f f  g r a n t s  of  approximately $6 m i l l i o n  i n  c o m o d i t i e s  t o  
suppor t  t h e  s u c c e s s f u l  c h i l d  f e ed ing ,  r e f o r e s t a t i o n ,  c i v i c  a c t i o n ,  
and vo lun t a ry  agency P.L. 430 programs. 



The p r i n c i p a l  instrument  t o  achieve A.I.D. ob j ec t i ve s  i n  t h e  
a g r i c u l t u r a l  s e c t o r  w i l l  be proposed loans  ($17.5 m i l l i o n )  t o  
open up  o r  improve new and f e r t i l e  a g r i c u l t u r a l  a r e a s  and l i n k  
them t o  markets  i n  Lima, t o  a s s i s t  t h e  a g r i c u l t u r a l  u n i v e r s i t y  
a t  La Molina, t o  provide a g r i c u l t u r a l  c r e d i t  t o  farmers and f o r  
agro- indus t ry .  

An a g r i c u l t u r a l  s e c t o r  loan  may be prouided i f  Peru i s  a b l e  t o  
mobi l ize  i t s  domestic resources  i n  t h i s  f i e l d .  It would provide 
funds t o  import necessary  farm equipment, f e r t i l i z e r ,  improved 
seed ,  l i v e s t o c k ,  p e s t i c i d e s  and fung i c ide s .  

The l o c a l  currency de r i ved  from such a  loan  o r  from t h e  proposed 
P.L. 480 s a l e  w i l l  be programued t o  increase  t he  l e v e l  o f  
investment  i n  t h e  a g r i c u l t u r a l  s e c t o r ,  p r i n c i p a l l y  expanding c r e d i t  
f a c i l i t i e s  a v a i l a b l e  t o  th?  medium and commercial type ope ra to r s  
who g ive  p r i o r i t y  t o  f oods tu f f  p roduct ion .  A major s h a r e o f  t h i s  
l o c a l  currency w i l l  go  t o  "commodity-in-depth" programs f o r  f i v e  
key c rops :  po t a toe s ,  l i v e s t o c k  and fo r ages ,  beans,  f r u i t ,  and r i c e .  
These programs w i l l  t r a i n  and mobi l ize  i n t o  a  concent ra ted  e f f o r t  
t h e  s c i e n t i s t s  and a g r i c u l t u r a l  t e c h n i c i a n s  working i n  p r e sen t  
Feruvian o rgan i za t i ons .  North Ca ro l i na  S t a t e  and Iowa S t a t e  
U n i v e r s i t i e s  under c o n t r a c t  w i t h  A . I . D .  a r e  prav id ing  t h e  
t e c h n i c a l  e x p e r t i s e  i n  t h e  r e s ea r ch  phase of t h i s  progran.  

A l l  A . I . D .  loans  i n  a g r i c u l t u r e  w i l l  con t a in  a  s e r i e s  of mutual ly 
agreed s e l f - h e l p  a c t i o n s  s u b j e c t  t o  pe r i od i c  reviews and r e l e a s e s  
of funds.  These a c t i o n s  w i l l  inc lude  i nc r ea se s  i n  t h e  percentage 
of t h e  government budget going t o  a g r i c u l t u r e ;  measures t o  i nc r ea se  
t h e  e f f i c i e n c y  of  t he  pub l i c  i n s t i t u t i o n s  i n  t h i s  s e c t o r  such a s  
b e t t e r  t r a i n i n g  f o r  personnel ,  h igher  s a l a r i e s  and adequate opera-  
t i n g  funds;  and p o l i c i e s  t o  improve t h e  i ncen t i ve s  f o r  t h e  farmer 
t o  produce. The l a t t e r  would include reduced market ing c o s t s  
w i t h  h igher  p r i c e s  f o r  t h e  farmers and t h e  es tab l i shment  of a  
market news s e r v i c e .  

P ro j e c t  loans  a r e  proposed i n  1969 i nc lud ing  a  $2.5 m i l l i o n  loan  
f o r  a d d i t i o n a l  cons t ruc t i on  of  c l a s s r o o m  f o r  t h e  Nat iona l  
A g r i c u l t u r a l  Un ive r s i t y  a t  La Molina, and loans  f o r  s p e c i a l i z e d  
c r e d i t  programs such ad one t o  develop agro- indus t ry  i n  Southern 
% r u  ($4 n i l l i o n ) .  

A.I.D. proposes a  $3.5 m i l l i o n  loan  t o  a  p r i v a t e  i n s t i t u t e  i n  
FY 1969 i n  t he  educa t ion  f i e l d  t o  i nc r ea se  t h e  ou tput  and q u a l i t y  
of s k i l l s  i n  s n o r t  supply,  i n  such f i e l d s  a s  medicine and para-  
medical  s k i l l s ,  t h e  n a t u r a l  s c i e n c e s ,  engineer ing ,  a g r i c u l t u r e ,  
a dmin i s t r a t i on  and economics. A . 1  .D. a l s o  p lans  p r o j e c t  a s s i s t a n c e  
($7 m i l l i o n  i n  FY 1969) t o  a  few c a r e f u l l y  s e l e c t e d  u n i v e r s i t i e s  
which a r e  w i l l i n g  t o  adopt academic and admin i s t r a t i ve  reforms.  A 
new c o n t r a c t  w i th  a  major U.S. u n i v e r s i t y  w i l l  be nego t i a t ed  t o  
provide advisory  s e r v i c e s  i n  t h i s  f i e l d  and t o  supe rv i s e  t he  U.S. 
funds which would be used f o r  s cho l a r sh ip s ,  cons t ruc t i on ,  equipment 
and U.S. adv i so r s .  

Technica l  a s s i s t a n c e  i n  educa t ion  i s  provided through a  c o n t r a c t  
w i t h  Teachers Col lege ,  Columbia Un ive r s i t y ,  t o  a c t  a s  a  c a t a l y s t  



in improving the education sector through cooperation w i t h  the 
Ministry of Education and key universities. 

CXIKFRa U ; I C A N  ECONOMIC (XIW'UNITY 

U.S. Aid Objectives 

A major objective of U.S. assistance i n  Central America i s  
acceleration of Central American economic integration. For t h i s  
purpose the U.S. supports e f for ts  of the five Central American 
countries t o  perfect t he i r  Camon Market and establish a Central 
American Economic Community as the most effective means of assur- 
ing t h e i r  continued growth. 

The legal and ins t i tu t ional  structure for the Central American 
Common Market (cACM) has been largely completed. A second, and 
more d i f f i cu l t  phase, faces the community. W i n g  t h i s  phase, 
U.S. objectives are t o  assist 'CACM countries to: 

Develop a single s e t  of regional policies designed t o  
promote the growth of a more eff icient  industr ial  
structure; 

Coordinate country policies and establish mechanisms t o  
deal with c m o n  f i sca l ,  monetary and balance of payments 
problems; 

Develop measures t o  control coffee production within 
market quota l imi ts  and seek alternative crops for  loca l  
comunrption and fo r  export; 

Substantially increase investment - public and private; 

Seek a more equitable distribution of inccane; 

Assist i n  f'urther strengthening the regional ins t i -  
tutions which have a major role i n  designing development 
policies. 

These objectives require mult i lateral  and b i l a t e ra l  efforts .  
Multilateral efforts  are cerried out through ROCAP, the Regional 
Office of Centrsl America and Panama. ROCAP focusee on problems 
wfiich are properly dealt  vith at the level of regional organi- 
zations, for  example, industr ial  and t a r i f f  policy, road networks 
and ccmnnunications. Bilaterally, our programs focus on getting 
individual governments t o  take steps t o  mobilize the revenues 
needed for public develapnent investment i n  c r i t i c a l  econmic and 
social  areas, for  example, agriculture and education. 

Country Performance and Self-He12 

Since 1960, the five Central American countries - Costa Rica, 
E l  Salvador, Guatemala, Honduras and Nicaragua - have moved 



rapidly t o  establieh a Central American Cmon Market. Inter- 
country trade reetr ict ions have been removed, thereby freeing an 
estimated 95% of the region's internal commerce. Moet manu- 
facturing and processing plants operating i n  m y  of the Central 
American countries can s e l l  freely i n  the other four. Growth 
i n  trade within Central America has been phenamensl - increasing 
four and one-half times (from $30.9 million t o  $172.0 million) 
over the s ix  year period. Over t h i s  period intra-regional 
trade increased frm 78 t o  more than 20% of t o t a l  trade. 

The separate t a r i f f  systems of the five countries have been 
replaced by a common e d e r n a l  t a r i f f  on all but a few cam- 
modities. Over the period 1960-1966, when Central America enjoyed 
an unurmdly favorable market for t radit ional  exports (coffee, 
bananas and cotton), t o t a l  exports autside the commnity grew by 
64%. As a result,  the region achieved high rates of economic 
growth, averaging 6.5$ per year during the period 1961-1966. 

Industry has grown rapidly within the CACM since i ts  inception 
in 1961. Its development has been spurred by generous f i s ca l  
incentives, the expanded market area, and a vlgorous private 
sector. Manufactures and chemicals i n  1966 represented more 
than 78% of t o t a l  intra-regional (CACM) trade in contrast t o  
g$ in 1960. Industrial growth has been principally i n  consumer 
and intermediate goods (flour, beer, cigarettes, cement, tex t i les ,  
f e r t i l i ze r ,  plast ics  and insecticides) and includes many business 
ventures xi th the United States and other external investment 
p a t i c i p a t  ion. 

M u s t r i a l  development hae not been without problems. In the 
past, it has been pureued indiscriminately, result ing in  some 
heavily protected and/or low value-added industrialization. An 
example of t h i s  is  the automobile assembly industry i n  Costa Rica, 
where six plants have suddenly appeared i n  a country of 1.6 
'million people. The Central American countries are becaning 
m e  of the cost of highly protected industries i n  loss  of tax 
revenue, costs t o  the consumer and the problems these plants 
would have sunrlvlng i n  a future Latin American free trade 
association. A t rea ty  now ra t i f ied  by four of the flve countries 
is a f i r s t  step towad reducing incentives wfiich have been l iberal-  
ly granted t o  encourage new industry. 

Grarth of the private sector has been supported by the Central 
American Bank for  E c o n d c  Integration (CABEI) which serves as 
the principal intermediate credit inst i tut ion i n  Central America. 
CAB31 waa created in 1961 with capital subscribed by the f ive 
Central American countries and has received fillancial resources 
fran A.I.D., the Inter-American Development Bank, several of 
the Eurupean Governments and Mexico. By the end of 1967, CABEI 
had approved 187 individual mbloans total l ing $120.7 million. 

The Ceptral American g~vernments have also utilized CABEI as a 
means of financing infrastructure projects which t i e  the region 
together. For th i s  purpose the "Fund for Economic integrationn 
was created in 1965. The Fund has comltted $55.8 million of i ts  



avai lable  resources ($85 million) t o  16 major regional highway 
projects  i n  Central America. 

The integrat ion movement has provided an important dynamic element 
i n  Central American growth, ,but it w i l l  not be a source of dyna- 
mism indef ini te ly .  The Comon Market involves only some 14 
mil l ion people, of whom perhaps ha l f  are  outside the  money economy, 
a r e l a t i v e l y  small market. This d i f f i c u l t y  may be overcome i n  
par t  by bringing more of the  Central American population i n t o  the  
modern economy and, i n  par t ,  by extending t h e  Central American 
Comon Market t o  new members, or  associat ing it with the  Latin 
American Free Trade Association or  some other broader t rading area. 

Panama now i s  an act ive  parti-cipant with the  Central American 
cpuntries i n  a se r ies  of regional a c t i v i t i e s  (including higher 
education, labor  and agr icul ture) ,  and has expressed strong 
i n t e r e s t  i n  ~LIU membership i n  the  CACM. I n  1967 the CACM region- 
al organizations approved, i n  principle,  admission of Panama on a 
progressive bas i s .  

The population growth r a t e  i n  Central America of 3.3% per annum 
i s  among the highest i n  t h e  world. Fortunately, the  Central 
American governments, a f t e r  a l o n g  period i n  which the  problem 
was o f f i c i a l l y  ignored, a r e  taking i n i t i a l  s teps  t o  provide ass is-  
tance i n  family planning. Private groups have been act ive f o r  
several  years. The Organization of Central American States  
(oDEcA) has a l so  been act ive i n  t h e  promotion and encouragement 
of family planning throughout t h e  region. But much more needs t o  
be done i f  t h e  growth r a t e  i s  t o  be s ign i f i can t ly  lowered. Geo- 
graphically small, El Salvador i s  burs t ing a t  the  seams with a 
population of 3.1 mil l ion while Honduras, f ive  times larger ,  has 
a papulation of only 2.4 million. The advances made i n  the  f r e e  
movement of c a p i t a l  and g o d s  now must be followed by the f ree  
movement of people i n  search of employment. While t h e  Central 
American countries agree i n  pr inciple  t o  t h i s  idea, the necessaxy 
substantive s teps  fo r  i t s  r ea l i za t ion  a re  slow i n  coming. 

Conditions facing dl the  Central American countries have changed. 
The world market f o r  coffee and cotton has deteriorated. No 
longer can la rge  annual increases i n  t rade within t h e  community 
be expected. The forces driving econcanic development a re  
weakening. To susta in  the  momentum of economic progress, the  
Central American countries need t o  increase t o t a l  investment 
substant ia l ly ,  pa r t i cu la r ly  i n  agriculture,  industry, education, 
roads and ports.  There a r e  some hopeful signs. Large invest- 
ments i n  nickel i n  Guatemala and i n  pulp and paper i n  Honduras 
are  expected i n  the  next year o r  so. 

Nobilizing domestic resources i s  the  major prerequis i te  t o  
increasing public investment. Guatemala, El Salvador, and 
Costa Rica especial ly  need t o  increase t a x  revenues t o  l e v e l s  
which can support need$d public sec to r  investments. A l l  countries,  
pa r t i cu la r ly  Honduras, face serious administrative problems which ~ 

hinder e f f i c i e n t  project  preparation and implementation. 



The economic and p o l i t i c a l  problems caused by Central America's 
overproduction of coffee a re  a l so  of primary importance. A s  t h e  
production of coffee continues t o  be p rof i t ab le  despi te  a weaken- 
ing i n  price,  e f f o r t s  t o  divers i fy  have had l i t t l e  e f f e c t ,  and 
the  p o l i t i c a l  power of the  wealthy coffee growers denies the  
government badly needed t a x  revenues. 

As a r e s u l t  of f a l l i n g  world p r ices  f o r  t r a d i t i o n a l  exports, all 
of the  countries of Central America w i l l  be facing balance-of- 
payments problems during t h e  next several  years. Costa Rica, 
E l  Salvador and Nicaragua have already experienced a drop i n  
t h e i r  net exchange reserves as  export earnings s ince 1966 have 
not kept pace with import expenditures. Each of these  countries 
has moved t o  introduce protect ive  measures. Unless act ions  are  
taken on a jo in t  bas i s  t o  coordinate country pol ic ies ,  t h e  very 
existence of the  CACM might be jeopardized by p ro tec t ion j s t s  
actions.  The Central Americans a r e  considering, as  one course 
of action, establishment of a Regional S tab i l i za t ion  Fund. 

The proposed FY 1969 program f o r  t h e  Central American Economic 
Community consis ts  of $68 mil l ion i n  Development ~ o a n s  and $15.3 
mil l ion i n  Technical Assistance. These t o t a l s  include, a t  t h e  
regional level ,  a Development Loan program of $25 mil l ion and a 
Technical Assistance program of $4.0 mil l ion t o  be administered 
by ROCAP. The balance - $43 mil l ion i n  Development Loans and 
$11.3 mil l ion i n  Technical Assistance - i s  f o r  b i l a t e r a l  programs 
i n  the  f ive  countries.  In  carrying out i t s  present and planned 
programs, A.I.D. i s  cooperating d i r e c t l y  with t h e  other external  
ass is tance agencies working i n  Central America. The Inter-  
nat ional  Bank f o r  Reconstmcti  on and Development ( IBRD) and 
the  Inter-American Development Bank ( IDB) are of primary 
importance. 

REGIONAL OFFICE OF CETATRffi AMFRICA AND PANAMA (ROCAP~ 

PROGRAM SUMMARY 

(1n mil l ions  of d o l l a r s )  
Fi 1967 1968 Fi 1969 
Actual Estimated Proposed 

Development Loans 20.0 0 . 1  d 25.0 
Technical Assistance 4.2 3.3 4 .o 

To ta l  A.I.D. Assistance 24.2 3 5 29.0 . 
4 Represents $125 thousand i n  grants f o r  population program 
under T i t l e  X of t h e  Foreign Assistance Act. 

The main t h r u s t  of ROCAP's Technical Assistance program is 
a s s i s t i n g  t h e  Central  American regional  i n s t i t u t i o n s  responsible 
f o r  developing uniform regional  a g r i c u l t u r a l  and i n d u s t r i a l  



pol ic ies ,  a customs union, and common monetary p o l i c i e s  and 
p rac t i ces .  

The Permanent Secre ta r i a t  of t h e  Common Market (SIECA) was 
es tabl ished t o  provide adminis t ra t ive  and s t a t i s t i c a l  support t o  
t h e  Comon Market. It i s  the  primary regional  organization f o r  
developing regional  economic development programs and coordinating 
nat ional  programs. For t h i s  purpose, it maintains planning u n i t s  
on inf 'rastructure,  ag r icu l tu re ,  industry,  customs, and s t a t i s t i c s .  
ROCAP ass is tance t o  SIECA helps  t h i s  organization accomplish 
these  t a sks  and w i l l  permit SlECA t o  meet i t s  increased respon- 
s i b i l i t i e s  i n  preparing t h e  necessary s tud ies  so t h a t  t h e  CACM 
can consider in tegra t ion  i n t o  a Lat in  American Common Market. 

The Organization of Central American S ta tes  (ODECA) has become 
t h e  regional  organization pr imari ly  responsible f o r  overa l l  
p o l i t i c a l  and s o c i a l  cooperation. To t h i s  end, ROCAP provides 
ass is tance t o  ODECA a c t i v i t i e s  i n  t h e  f i e l d s  of educat ional 'p lan-  
ning, textbook development, s t a t i s t i c s ,  tourism coordination, 
l abor  a f f a i r s ,  publ ic  heal th ,  and population planning. 

The Superior Council of Central  American Univers i t ies  (CSUCA) is 
composed of t h e  nat ional  u n i v e r s i t i e s  of the  f i v e  countr ies  and 
Panama. It has  two objectives:  ( a )  t o  e s t a b l i s h  regional  post- 
graduate and profess ional  schools thereby e l iminat ing dupl icat ion 
of f a c i l i t i e s  and increasing the  e f f i c i e n t  a l loca t ion  of scarce  
f i n a n c i a l  and human resources; and ( b )  t o  strengthen each uni- 
v e r s i t y  and promote educational reform by developing programs of 
general s tud ies  and science teaching. ROCAP ass i s t ance  i s  
channeled through contracts  with U.S. u n i v e r s i t i e s  Including 
Oklahoma S ta te  (veter inary medicine), Earth Carolina ' %  san i t a ry  
engineering),  Kansas (general  s t u d i e s ) ,  and IIarvard B x i n e s s  
School (business administration) . 
The Central  American Bank f o r  Economic In tegra t ion  (CABEI) was 
chartered by t h e  f i v e  Central  American.countries t o  provide 
financing of in f ras t ruc tu re  and i n d u s t r i a l  p ro jec t s  of benef i t  
t o  t h e  region. A s ign i f i can t  operation of CABEI i s  t h e  Fund f o r  
Economic Integrat ion which has resources of $85.0 mil l ion,  from 
U.S. sources and from Central American matching contr ibut ions .  
The countr ies  contr ibute  t o  the  Fund on an equal bas i s ,  bu t  
receive resources f o r  in f ras t ruc tu re  bui lding on t h e  b a s i s  of 
need. Approximately 93% of t h e  mnd ' s  resources a re  committed 
t o  construction of a regional system of highways. 

A loan i s  planned i n  F31 1969 t o  t h e  Integrat ion Fund; t h i s  w i l l  
be a t h i r d  tranche following FY 1965 and 1967 loans.  This loan 
w i l l  r equ i re  a l a r g e r  Central American matching contr ibut ion 
than previously and w i l l  enable the  Fund t o  finance por t ,  t e l e -  
communications, and grain  s torage f a c i l i t i e s .  

I n  response t o  a Central American i n i t i a t i v e  t o  e s t a b l i s h  a 
s t a b i l i z a t i o n  W d  which would make ava i l ab le  foreign exchange t o  
ease countr ies  over temporary budget o r  balance of payments 
d e f i c i t s ,  A.I.D. w i l l  consider a loan i n  FY 1969. Authorization 



w i l l  be contingent upon f i n a l  agreement on the  ac tua l  mechanism 
of t h e  fund by the  Central Americans and by the  other  i n t e r -  
nat ional  lending agencies. 

F'unding i s  proposed t o  continue a s m a l l  program of vocational and 
par t i c ipan t  t r a i n i n g  i n  agr icul ture  begun by ROCAP i n  FY 1968 i n  
Br i t i sh  Honduras. This t e r r i t o r y ,  now a colony of the  United 
Kingdom, is  within the  geographic area  embraced by ROCAP. 
Br i t i sh  Honduras looks t o  the Uni:ecl States  as a suppl ier  of 
apprsximately 35% of i t s  imports and a2 a market f o r  about 3@ 
of i t s  exports. 

COSTA R I C A  

PROGRAM SUMMARY 

( I n  millions of dol lars)  
FY 1967 FY 1968 A' 1969 
Actual EstFmated Proposed 

Development Loans 5.0 7.3 5.0 
Technicel Assistance 1.9 1.3 1.7 

~ o t d  A.1.D. Assistance 6.9 8.6 6.7 

Includes $300 thousand i n  grants fo r  population program under 
T i t l e  X of the  Foreign Assistance Act. 

Costa Rica has a standaxd of l i v i n g  and l i t e r a c y  substant ia l ly  
above other Central American countries. But the  country has a 
his tory of f i s c a l  problems which ar ise ,  i n  paxt, from t h e  
expensive progressive soc ia l  po l ic ies  of successive governments. 

I n  FY 1968 A.I.D. loan assistance t o  Costa Rica i s  linked t o  
improved f i s c a l  performance by the  Government which took legig- 
l a t i v e  and administrative action t o  increase t a x  revenues. As a 
resu l t ,  revenue i n  1968 w i l l  be 25% above t h e  l e v e l  of 1966. 
f i t u r e  assistance w i l l  be linked t o  continued improvement i n  t h e  
f i s c a l  s i t u a t i o n  and facing the problem of coffee overproduction. 
Contingent on improvements i n  the  f i s c a l  s i tua t ion  i n  FY 1969, 
loans are proposed fo r  agr icul tural  d ivers i f i ca t ion  ($3 million) 
and indus t r i a l  relending ( $2 million) . 
The A.I.D. Technical Assistance program f o r  FY 1969 i s  focused on 
the  following axeas : improvement of t ax  administration through 
the  Internal  Revenue Selvice; improvement of custams adminis- 
t ra t ion;  and hprwement  i n  pol ice  forces. 

A project  t o  demonstrate t h e  ser ious  consequences of t h e  country's 
population growth r a t e  of 3.8% w i l l  be continued i n  FT 1969. 
This proJect combines demographic research and education, psrticu- 
laxly i n  cooperation Kith the  Costa Rican Cemographic Society, 
the  University of Costa Rica, the  National Planning Office and 
t h e  Ford Foundation. 



EL SALVADOR 

(1n millions of dol lars)  
FY 1967 FY 1968 Fy 1969 
Ac t u a l  Estimated Proposed 

&vebpment bans 0.4 3.8 ' 8.0 
Technical Assistance 1.8 1.7 2.4 

Total A.I.D. Assistance a 
Includes $325 thousand i n  grants fo r  population program 

under T i t l e  X of the  Foreign Assistance Act. 

El Salvador, smallest of the Central American countries, i s  
characterized by a high r a t e  of population growth i n  re la t ion  
t o  limited land resources, a rapidly growing indus t r ia l  sector 
and a his tory of progressive leadership with respect t o  the  
Central American integration movement. 

The Government has recently taken action t o  increase t ax  revenue 
so t ha t  there  w i l l  be more adequate domestic resources available 
fo r  development. As a resu l t  of a net worth t ax  passed i n  
December 1967, net public savings w i l l  increase by $4 million. 
Moreover, the Government w i l l  press soon fo r  a sales  t ax  which, 
when effect ive,  w i l l  add substant ia l ly  t o  public savings and 
investment. 

Overall A.I.D. objectives are  the divers i f icat ion of the agri-  
cu l tu ra l  sector out of coffee, stimulation of the growing pr ivate  
industry sector,  upgrading of the education system and reduction 
of the  population growth ra te .  

During FY 1968, A.I.D. and the Government w i l l  begin an educa- 
t iona l  t e l e r i s ~ o n  ac t iv i ty  t ha t  w i l l  hopefully become a model 
f o r  other Latin American countries. This a c t i v i t y  w i l l  be par t  
of a l a rger  educational reform project and w i l l  receive both 
technical and cap i ta l  assistance. 

In  education, the Government of E l  Salvador i s  working t o  have 
all seven-year old children i n  school by 1969. A.I.D. a s s i s t s  by 
producing elementary textbooks and by helping with primary school 
construction. Planning assistance i s  given a t  the primary and 
secondary leve l  and for  normal school and technical t ra ining.  

Development loan assistance projected for  FY 1969 includes $5 
n i l l i o n  fo r  supervised agricul tural  c red i t  i n  support of agri-  
cu l tu ra l  d ivers i f i ca t ion  and $3 million fo r  school construction. 



PROGRAM SUMMARY 

(In millions of dol lars)  
FY 1967 1968 FY 1969,  
Actual Estimated Proposed 

Ikvelopment Loans 8.0 0.7 4 10.0 
Technical Assistance 2.4 2.2 2.7 
Contingency M d  1.1 --- ---- 

Total A.I.D. Assistance 11.5 2.9 12.7 

Includes $159 thousand i n  grants f o r  population program under 
T i t l e  X of the  Foreign, Assistance Act. 

Guatemala has a t h i r d  o'f Central America's population and a 
quar ter  of i t s  area; it contains a substant ia l  portion of the  
resources t h a t  make up the Central American econorrly. But 
Guatemala has net attained a r a t e  of economic and soc ia l  develop- 
ment commensurate with i t s  s i ze  and i t s  resources. It i s  plagued 
by in te rna l  secur i ty  problems stemming from deep soc ia l  i l l s  and 
p o l i t i c a l  divisions.  The present Sovernment of Guatemala, which 
came intci o f f i ce  on July 1, 1966, has above and before all sought 
improvement i n  public order and safety,  pa r t i cu la r ly  i n  r u r a l  
areas. 

The most s ign i f i can t  factors  inhibi t ing Guatemala's economic 
development are: ( a )  the need f o r  f i s c a l  reform; (b)  the  in te rna l  
secur i ty  problem; ( c )  the  need t o  lessen the  country's dependence 
on coffee as i t s  major foreign exchange earner and (d)  a 
serious lack of sk i l l ed  manpower and a large, disaffected 
population. 

The FY 1969 program focuses on mal areas where soc ia l  problems 
are greates t .  A.I.D. plans t o  mount a concerted e f f o r t  t o  r a i s e  
food production and t o  increase the  involvement of rural commu- 
n i t i e s  i n  the  nation's economic and soc ia l  l i f e  and thereby 
develop a meaningful a l t e rna t ive  t o  cammunism. A loan under 
consideration would provide small farmers with reasonable c red i t  
and Improved extension services.  These a c t i v i t i e s  w i l l  comple- 
ment proposed a c t i v i t i e s  of the  Inter-American Development Bank. 

A loan i s  a l so  under consideration t o  a s s i s t  the  Government of 
Guatemala i n  a program of prFmary school construction and 
teacher t ra ining.  This loan i s  pa r t  of a concerted a t tack on 
the  i l l s  of Guatemalan education by the  World Bank, the  Inter-  
American Development Bank and A.I.D. 

A.I.D. w i l l  a s s i s t  the  Government improve i t s  public adminis- 
Oration with primary emphasis on t a x  and customs administration. 
A.I.D. w i l l  continue i t s  e f f o r t s  t o  help improve police forces 
s o  t h a t  they can b e t t e r  maintain--or es tabl ish i n  some areas-- 
law and order. A.I.D. provided subs tan t ia l  assistance t o  the  



police i n  FY 1967 and proposes t o  continue t h i s  assistance and 
expand it in to  ru r a l  insurgency areas. 

HONDURAS 

P R O W  SUMMARY 

(1n millions of do l la r s )  
FY 1967 m 1968 FY 1969 
Actual Estimated Proposed 

Development Loans 7.0 10.0 4 8.0 
Technical Assistance 2.1 2.0 2.3 

Total A.I.D. Assistance 9.1 12.0 10.3 

4' Includes $25 thousand i n  p a n t s  for  population program under 
T i t l e  X of the Foreign Ass i s t hce  Act. 

Honduras i s  the l e a s t  developed of the Central American countries 
and l e a s t  benefitted by the development of the Common Market. 
Major increases are needed i n  public sector  revenues t o  support 
expanded and urgent educational programs and infrastructure  
investment. The most intractable  obstacles t o  implementation of 
these requirements i n  Honduras are  t he  low leve ls  of technical  
and administrative competence and of i n s t i t u t i ona l  development 
i n  t ha t  country. 

The FY 1969 program w i l l  provide technical assistance i n  severdl 
weak areas of public administration including personnel adrninis- 
t r a t i on ,  f i s c a l  management, economic planning, pol ice  adminis- 
t r a t i on  and urban development. Certain technical assistance 
projects  are  designed t o  develop "grass roots t '  democracy. They 
include assistance i n  the  development of f ree  labor organizations, 
cooperatives of dl1 types and new industries.  

A Development Loan of $7 million i s  projected for  fo res t  access 
roads and port  improvement t o  a s s i s t  i n  providing the  infra-  
s t ructure  f o r  a major pr ivate  investment i n  pulp and paper. 

NICARAGUA 

PROGRAM SUMMARY 

( I n  millions of dol lars)  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Development Loans 9.2 8.1 4 12.0 
Technical Assistance 2.2 1.6 2.2 

Total A.I.D. Assistance l l . 4  9.7 14.2 

4 Includes $60 thousand i n  grants f o r  population program under 
T i t l e  X of the  F o r e i s  Assistance Act. 



In t h e  f i r s t  h a l f  of the  present  decade, Nicaragua experienced 
t h e  h ighes t  pe r  c a p i t a  growth in GNP in Lat in  America. While 
t h i s  development had l i t t l e  d i r e c t  e f f e c t  on i n c m e  d i s t r ibu t ion ,  
it was a c c q a n i e d  by s i g n i f l c m  p r o p e s s  i n  heal th ,  education 
and ru r a l  development. Nicaragua now leads  Central  America 
with h e a l t h  cen te r s  and s imi la r  medical f a c i l i t i e s .  There has  
been recent  progress i n  education i n  te!rms of primary school 
enrollment, classroom const ruct ion and teacher  t r a in ing .  A 
s u b s t a n t i a l  e f f o r t  has  been made t o  incorpora te  subsis tence  
farmers i n t o  t h e  na t iona l  economy (2,075 such famil ies  have 
received land t i t l e s ;  1,050 i n  September and October of last. 
yea r )  . 
Domestic resources ava i l ab le  f o r  publ ic  investment expenditures 
have been s u b s t a n t i a l l y  reduced when they should be increas ing.  
Tax increases  a re  required and they w i l l  be a p re requ i s i t e  of 
A.I.D. loan programs. 

The proposed A.I.D. program f o r  FY 1969 w i l l  continue Technical 
Assistance f o r  Improvement i n  tax co l l ec t ion ,  municipal adminis- 
t r a t i o n ,  and administrat ion of t h e  c e n t r a l  government. 

The e f f o r t  on behal f  of "grass roo t s "  democracy w i l l  be continued 
through support of cooperatives and c r e d i t  unions. In t h e  pas t  
two years,  two a g r i c u l t u r a l  cooperatives have been organized, 
another l a r g e  a g r i c u l t u r a l  cooperative reorganized, and 59 new 
c r e d i t  unions es tabl ished t o  serve  low income-groups. 

Proposed FY 1969 a c t i v i t i e s  i n  publ ic  hea l th  include a s s i s t ance  
i n  e s t ab l i sh ing  a family planning program and i n  extending r u r a l  
hea l th  se rv ices  t o  94 rural areas. 

Projected f o r  FY 1969 are Development mans of $2 m i l l i o n  fo r  
pr h a r y  school const ruct ion,  $2 mi l l ion  f o r  r e fo res  t a t  ion and 
$8 mi l l ion  fo r  a g r i c u l t u r a l  development with emphasis upon land 
sett lement and a g r i c u l t u r a l  d ive r s i f i ca t ion .  

OTHER LATIN AMERICA PROGRAMS 

ARGENTINA 

PROGRAM SUMMARY 

(1n mi l l ions  of d o l l a r s )  
FY 1967 FY 1968 FY 1969 
Actual Est h a t e d  Proposed 

Development Loans - 1.d - 
Technical Assistance 1.6 1.8 1.9 

Tota l  A.I.D. Assistance 1.6 2.8 1.9 

4 Includes $20 thousand i n  grants  f o r  population programs under 
T i t l e  X of the  Foreign Assistance Act. 



The A.I.D. program i n  Argentina i s  l imi t ed  t o  t echn ica l  ass is tancz  
t o  he lp  the  government ca r ry  out s e l ec t ed  reforms i n  admini- 
s t r a t i v e  procedures, na t iona l  and p rov inc ia l  t a x  co l l ec t ions ,  
custo?ls, a g r i c u l t u r a l  technology, f r e e  labor  union p r a c t i c e s ,  and 
educat ional  planning. The broad goal  of the  A.I .D.  program i s  t o  
he lp  Argentina i n  s p e c i f i c  po l i cy  areas which are  important t o  
the  achievement of hcr  v a s t  economic growth p o t e n t i a l  and her 
p o t e n t i a l  as a  con t r ibu to r  t o  the  needs of o the r  Lat in  American 
countr ies  under the  All iance f o r  Progress. 

The cu r ren t  government, which came t o  power i n  June 1966, faced 
an i n f l a t i o n  r a t e  of more than 4@, labor  s t r i f e ,  and a  severe 
business recess ion .  It has charac ter ized  i t s  immediate goal  a s  
an economic revolut ion  t o  provide a  period of s t a b i l i t y  and order  
during which a  long-overdue modernization can take p lace .  
Consistent  wi th  t h i s  pol icy ,  the  Government of Argentina, during 
the  pas t  year ,  has taken ac t ion  i n  a  wide range of areas overdue 
f o r  reform. 

These include:  establishment of a  s ing le ,  f r e e  exchange r a t e ,  
involving a  4 q 0  devaluation which has g r e a t l y  increased expor ts ;  
an In t e rna t iona l  Monetary Fund (IMF) standby agreement which has 
helped br ing  about domestic s t a b i l i t y  and confidence t o  inves tors ;  
voluntary  p r i c e  r e s t r i c t i o n s  t h a t  have worked i n  conjunction wi th  
wage increase l i m i t a t i o n s ;  new t a x  laws which have s u b s t a n t i a l l y  
increased t a x  r e v e k e s  and reached t a rge ted  l e v e l s ;  s u b s t a n t i a l  
t a r i f f  and quota reductions on items previously p r o h i b i t i v e l y  
taxed; adminis t ra t ive  and t echn ica l  reforms i n  s t a t e  e n t e r p r i s e s ;  
improvement of Port  of  Buenos Aires ;  compulsory a r b i t r a t i o n  law 
t o  stem labor  d i spu te s ;  l e g i s l a t i o n  t o  encourage t h e  r e t u r n  of 
fore ign  petroleum companies; and a  s e r i e s  of laws t o  promote 
domestic and fore ign  investment. 

The current  Argentine Government has staked i t s  p o l i t i c a l  fu tu re  
on a  successful  economic recovery, and has taken s i g n i f i c a n t  s e l f -  
he lp  measures t o  achieve a  sound economic base upon which a  
r e t u r n  t o  f u l l  c o n s t i t u t i o n a l  r u l e  could be based. 

Technical Assistance amounting t o  $1.9 m i l l i o n ' f o r  FY 1969 i s  
designed t o  provide specia l ized  he lp  i n  se l ec t ed  and e s s e n t i a l  
p a r t s  of  the Argentine reform and development undertakings. This 
includes:  (1) modernization of t he  na t iona l  t a x  s t r u c t u r e  t o  
improve and increase  t a x  co l l ec t ions ;  improvements of t he  customs 
service  and an increase i n  i t s  revenues; reorganiza t ion  of t he  
t axa t ion  system i n  the  province of Buenos Aires ;  (2 )  t echn ica l  
a s s i s t ance  t o  a g r i c u l t u r a l  i n s t i t u t i o n s  i n  order  t o  he lp  increase 
and improve production; (3 )  continuing programs of worker educa- 
t i o n  fo r  s e l ec t ed  members of the  Argentine labor  movement; (4) 
guidance and t r a i n i n g  f o r  key o f f i c i a l s  and i n s t i t u t i o n s  respon- 
s i b l e  fo r  development of a  new educat ional  p lan  f o r  t he  country; 
( 5 )  continuing u n i v e r s i t y  programs i n  a g r i c u l t u r a l  education and 
economics. 

As p a r t  of t he  current  s t a b i l i z a t i o n  e f f o r t ,  Argentina has 
received a s s i s t ance  from the  IMF and the  U.S. Treasury during t h e  



past year. Project loans from the Inter-American Development Bank 
(IDB) and IBRD have been authorized and l imited technical  a s s i s t -  
ance from UN Development Program (UNDP), Br i ta in ,  West Germany, 
and France has been made available.  Commercial c red i t s  from a 
number of the developed countries,  including the United S ta tes ,  
have been accorded. A.I.D. does not consider Argentina t o  be i n  
need of A.I.D. concessional lending f o r  c a p i t a l  development pro- 
j ec t s ,  although we may consider loans of specia l  i n t e r e s t  t o  Latin 
American economic integration. A.I.D. and the Government of 
Argentina are considering financing portions of the Technical 
Assistance program on a loan ra ther  than a grant basis .  

BOLIVIA 

PROGRAM SUMMARY 

(1n mil l ions  of do l l a r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Developnent Loans 11.0 14.1 29.0 
Technical Assistance 4.1 3.3 4.1 
Supporting Assistance 0.4 - - 

Total A.I.D. Assistance 15.5 17.4 33.1 

U.S. A.I.D. Objective 

The key A. I .D .  object ive  i n  FY 1969 i s  t o  he lp  improve Bol ivia ' s  
a b i l i t y  t o  finance i t s  own development needs through a program of 
increasing t a x  revenues, reducing public sec to r  operating expend- 
i t u r e s ,  arid es tab l i sh ing  i n  i t s  budget a current  account surplus  
f o r  development purposes. The two pr inc ipa l  development object ives  
are :  ( a )  modernization of t h e  mineral 2nd mining sec to r  t o  redme 
production costs  and increase p r iva te  inlrestment; and (b )  g rea te r  
in tegra t ion  of the  r u r a l  sec to r  with the  nat ional  economy through 
increased grain  and l ives tock  production, a na t iona l  t ranspor ta t ion 
network t o  l i n k  r u r a l  areas  with na t iona l  marketing f a c i l i t i e s ,  
afid improved educational opportuni t ies .  

Cour.try Performance and Self  -Help 

Duricg the  years 1961-67, Bol ivia ' s  GNP growth r a t e  averaged 5%-6% 
annually. Per cap i t a  GNP increased 23% from $132 t o  $162. 
Thus, Bol ivia ' s  per  cap i t a  GNP has grown a t  twice the  r a t e  of 
t h e  Latin American average--but s t i l l  remains second lowest i n  
t h e  Hemisphere. 

With A.1 .D., Inter-American Development Bank (IDB), and German 
ass is tance,  the  Government of Bol ivia  continues t o  display 
p o l i t i c a l  courage i n  attempting t h e  reorganization and reform of 
COMIBOL--the state-owned tin mining corporation and l a r g e s t  s ing le  



employer i n  the country. Despite r i s i n g  production costs ,  these 
reforms enabled CCMIBOL t o  pay modest taxes t o  the  cen t ra l  
government i n  1966. 

Bolivia has launched a National Community Developnent Program t o  
hasten t he  assimilation of t he  ru r a l  population i n to  t he  nat ional  
econcnnic end soc i a l  l i f e ,  especial ly  through the  strengthening of 
loca l  s e l f  government. This i s  ass i s ted  by t he  United Nations, 
Peace Corps, A.I.D., t h e  German Voluntary Services and the IDB. 

With both U.S. and Organization of American S ta tes  (oAs) a s s i s t -  
ance, Bolivia has increased t a x  revenues by an  average of 12.5% 
i n  r e a l  terms each year between 1961 and 1966. In  1967, however, 
revenue increases slowed t o  only 4%. 

During 1967, the Gwernqn t  ran a l a rge  budget de f i c i t .  Budget 
expenditures increased, due i n  par t  t o  the  financing of guer- 
r i l l a  operations which resul ted i n  t he  defeat of "Cheff Guevara. 
A t  t h e  same time, Government revenues from export taxes on t i n  
were reduced because of a drop i n  world tin prices from the high 
1965-66 leve l .  Administrative problems i n  monitoring expendi- 
tu res  and revenues a l s o  contributed t o  the  budget c r i s i s .  

FY 1$9 Program 

The proposed FY 1969 program l eve l  includes $29 million f o r  
developnent project  loans and $4.1 million f o r  technical  
ass is tance.  A P.L. 480 dollar-repayable program of approximately 
$8 mil l ion i s  ant ic ipated.  

The IDB,  t h e  UN Special Fund, t he  World Bank, t he  Federal Republic 
of Germany, and other  external  public sources may provide loan 
financing and technical  ass is tance t o t a l l i n g  an estimated $40 
million. The 1967 and 1968 budget c r i s i s  has required a c loser  
scrut iny of our 1969 programs. To help the Bolivian Government 
meet the  c r i s e s ,  some addi t ional  A.I.D. loan assistance may be 
necessary during FY 1968. Our 1969 program w i l l  be careful ly  
examined i n  l i g h t  of t he  Bolivian implementation of the loan 
requirements and t o  insure tha t  the  program i s  consistent with 
continuing Bolivian measures t o  l imi t  budget expenditures. 

A.I.D. seeks greater  pr ivate  investment and d ivers i f i ca t ion  
through t he  support of t he  Mining Code, the  Investment Promotion 
Law and a more equitable mineral export t ax  s t ructure .  Under the 
jo in t  U .S . -IDB-German rehabi l i t a t ion  program, "Operation 
Triangular," e f fo r t s  w i l l  center on reduction of COMIBOL pro- 
duction costs .  
Since Bolivia 's montainous t e r r a in  i s  a formidable obstacle t o  
comerce , A. I .D . development loans have been directed towards 
building a basic  road network and a National Road Service. 
FY 1969 development loan financing of $29 million i s  planned for  
construction of the  highway from Oruro t o  Cochabamba, completing 
the  1,249 k i lme t e r ,  A.I.D. -f inanced roads linking Bolivia 's major 



cgt ies  with f e r t i l e  agr icu l tu ra l  lands. Technical ass is tance 
funds w i l l  provide engineering advisory services.  

To improve .rural l i v ing  standards and t o  give the campesino an 
opportunity t o  par t ic ipate  in the national e c o n w ,  A.I.D. w i l l  
encourage production of wheat, barley, and wool f o r  which prof i t -  
able domestic o r  export markets ex i s t  and help t o  develop an 
e f f i c i en t  d i s t r ibu t ion  chain t o  reduce consumer cost .  FY 1969 
technical  ass is tance funds w i l l  provide advisory services for  
these programs. A Utah State  University contract w i l l  provide 
advisory services t o  a i d  the production of sheep, llama, and 
alpaca. 

An evaluation of Bolivia 's human resoukces i s  being conducted by 
the Ohio State  University Research Foundation Diagnostic Survey. 
A,I .D.  w i l l  continue t o  support curriculum revision and textbook 
publication programs; teacher t ra ining and seminar programs; a 
univers i ty  scholarship program; Family Formation Survey (popula- 
t ion program); and advisory .assistance t o  the Ministry of Public 
Health and t o  Trade Union Development. 

A Public Safety program was re in i t i a ted  i n  FY 1968 i n  response t o  
an in te rna l  insurgency problem and t o  the government's expressed 
in ten t  t o  develop a c i v i l  police force capable of maintaining law 
and order. A.I.D. w i l l  continue t o  support U.S. police advisory 
and t ra in ing  personnel t o  work with the National Police during 
FY 1969. 

ECUADOR 

PROGRAM SUMMARY 

(1n millions of do l la r s )  
FY 1967 Fi 1968 FY 1969 
Actual .Estimated Proposed 

Development Loans - * d -  2.0 
Technical Assistance 3.9 2.9 2.9 

Total A.I.D. Assistance 

* Under $50,000. 

4 Includes $40 thousand i n  grants fo r  population program under 
T i t l e  X of the Foreign Assistance Act. 

The pr incipal  objectives of the A.I.D. program i n  Ecuador are: 
(1)  the formulation of a r e a l i s t i c  agr icul tural  development plan-- 
the f i r s t  s tep  t o  be the completion of a r i c e  production plan; 
(2)  export divers i f icat ion away from concentration on the 
traditions!? exports of bananas, coffee and cocoa, i n to  r i c e ,  
edible o i l s ,  and livestock; and (3) strengthening of l oca l  and 
regional development-oriented ins t i tu t ions ;  id  order t o  mobilize 
l oca l  resources and build grass roots desire  fo r  reforms. 



During 1966 Ecuador's development e f f o r t  was hampered by balance 
of payments and f i s c a l  problems. But a combination of monetary 
and f i s c a l  r e s t r a i n t s  on imports and r i s i n g  export earnings 
enabled Ecuador t o  increase net  foreign exchange reserves 1% 
during 1967 t o  an all-time high. of over $57 million. Moreover, 
as a r e s u l t  of increased earnings from import surcharges and 
application of more e f f i c i e n t  t a x  col lect ion procedures, Centrdl 
Government revenues fo r  the f i r s t  e ight  months of 1967 increased 
23% over the same period i n  1966. Government expenditures were 
a t  the  same time kept under t i g h t  control.  

While res tor ing f i s c a l  balance, the Central  Government's aus te r i ty  
program prolonged the stagnation in  government investment which 
has characterized Ecuador i n  the Alliance period. Government 
investment declined from 4.8% of GNP i n  1961 t o  3.5% i n  1966. 
Government expenditures in  the  c r i t i c a l  areas of food production 
and agrarian reform were reduced 27% and 35$ respectively in  
1967. 

Against the backdrop of t h i s  uneven development performance by 
the Government, President Arosemena i n  1967 c r i t i c i z e d  the 
Alliance fo r  Progress fo r  not providing enough f inanc ia l  a id  t o  
Ecuador and fo r  demanding too much from the Government i n  the way 
of f inancial  contributions t o  projects .  Following a public 
speech by our Ambassador t o  explain the  ra t ionale  of Alliance fo r  
Progress self-help c r i t e r i a ,  the  Government of Ecuador declared 
the Ambassador persona non g r a t a  and gave him 48 hours t o  leave 
the country. 

A t  U.S. i n i t i a t i v e ,  a b i l a t e r a l  review was i n i t i a t e d  with the  
Government of Ecuador on a l l  active A.I.D. loans with the  objec- 
t i v e ,  e i th& t o  confirm Ecuadorean will ingness t o  continue imple- 
mentation of each loan i n  accordance with the  loan agreement, or  
t o  cancel the loan. The review did not surface any important 
Ecuadorean objections t o  A.I.D.,  and disbursement of all act ive 
loans continues, contingent upon the compliance of Ecuador 
with i t s  obligations under the loan agreements. 

FY 1969 Program 

The proposed F'Y 1969 Technical Assistance program for  Ecuador 
.;otals $2.9 million. A $2.0 million loan f o r  supervised agr icul-  
;ural  c r e d i t  i s  being considered, and a $2.0 mil l ion P.L. 480 
program f o r  maternal-child feeding and school lunch programs i s  
ant ic ipated.  New A.I.D. lending w i l l  depend on Ecuador's wi l l ing-  
ness t o  accept the  sel f -help obligations of the  Alliance fo r  
Progress. Specif ical ly  the  Agricultural Credit  Loan w i l l  depend 
on the  government's will ingness t o  increase agr icu l tu ra l  invest-  
ment programs, including land reform, thereby reversing the t rend 

of the  pas t  two years. A.I.D. w i l l  channel much of i t s  technical  
ass is tance through autonomous public and pr ivate  i n s t i t u t i o n s  
(e  .g . cooperatives, l o c a l  development associations,  Agricultural 
Development Bank, e tc .  ), which demonstrate will ingness and a b i l i t y  
t o  support Alliance objectives.  This approach w i l l  pormit A.I.D. 



tomcontinue t o  help  development i n s t i t u t i o n s  i n  Ecuador, and 
thus  l ay  the bas i s  f o r  more successful  economic and s o c i a l  
investment i n  the  fb tu re .  

The Inter-American Development Bank (DB) heads a Consultat ive 
Group of lenders (A.I.D., i n t e rna t iona l  agencies,  and Organization 
fo r  Economic Cooperation and Development (OECD) members) whose 
members have made avai lable  $91.6 mi l l ion  t o  Ecuador since 1965 f o r  
t r anspor t a t ion ,  education, power, heal th ,  and industry.  Of the 
t o t a l ,  $10.3 mi l l ion  was loaned by A.I.D. Through the  Consulta- 
t i v e  Group, A.I.D. maintains c lose  coordination with the  o ther  
lenders  t o  Ecuador. 

Because of t h e  importance of a g r i c u l t u r a l  development t o  Ecuador-- 
ag r i cu l tu re  accounts f o r  34% of the  country's gross domestic 
product and 9% of i t s  exports--A.I.D. ' s  main emphasis is  on 
increas ing a g r i c u l t u r a l  production. A.I.D.'s t e c h n i c a l  a s s i s t ance  
e f f o r t s  i n  ag r i cu l tu re  ($550,000 i n  FY 1968 and $900,000 i n  FY 
1969) are  d i r ec ted  toward: (1 )  a s s i s t i n g  the  Minis t ry  of 
Agr icul ture  prepare the  a g r i c u l t u r a l  development plan and implement 
t h e  r i c e  development plan;  (2)  encouraging - a g r i c u l t u r a l  d i v e r s i -  
f i c a t i o n  i n  order t o  reduce Ecuador's dependence on banana exports,  
which account f o r  55% of t o t a l  export  earnings;  and (3 )  developing 
r u r a l  c r e d i t  unions and production-marketing cooperatives. 

I n  1967 t h e  Ministry of Agriculture es tabl ished an a g r i c u l t u r a l  
s t a t i s t i c s  d iv i s ion  t o  develop the  s t a t i s t i c a l  base necessary 
f o r  an a g r i c u l t u r a l  development plan. A.I.D. w i l l  continue t o  
support t h i s  e f f o r t  i n  FY 1969 by p r w i d i n g  the  services  of two 
U.S. Department of Agriculture (USDA) s t a t i s t i c a l  technic ians .  
A.I.D. w i l l  continue t o  p r w i d e  s i x  USDA advisors i n  FY 1969 t o  
a s s i s t  the  Ministry of Agriculture implement the  r i c e  develop- 
ment plan. The r i c e  program w i l l  not  only contr ibute  t o  
a g r i c u l t u r a l  d i v e r s i f i c a t i o n m  a l s o  enable the  Ministry t o  gain  
p r a c t i c a l  planning experience t h a t  can be drawn upon when the  
sec to r  plan i s  implemented. Credi t  union and cooperative 
programs w i l l  continue t o  play an important r o l e ' i n  mobilizing 
c r e d i t  f o r  s m a l l  and medium-scale farmers, i n  imprwing marketing 
procedures wi th in  Ecuador, and i n  imprwing income d i s t r i b u t i o n  
i n  the  r u r a l  areas .  

Through i t s  community ac t ion  programs ($680,000 i n  FY 1968, 
$930,000 i n  FY 1$9), A.I.D. i s  a s s i s t i n g  i n s t i t u t i o n s  outs ide  
the  Centra l  Government t h a t  are  concerned wi th  se l f -help  economic 
development. I n  FY 1968, A.I.D. i n i t i a t e d  a l o c a l  planning and 
development p ro jec t  designed t o  expand the  Peace Corps' p i l o t  
Campesino Leadership Training Program i n t o  seve ra l  r u r a l  
communities. This p ro jec t  i s  supported pr imar i ly  by the  i n t e r -  
e s t ed  l o c a l  communities wi th  support from t h e  Ecuadorean Land 
Reform Agency, t h e  Fores t ry  Service,  and the  Agr icu l tu ra l  
Extension Service. In  FY 1969 a s imi la r  leadership  p ro jec t  w i l l  
be i n i t i a t e d  i n  low-income ba r r ios  of Guayaquil. Other 
a c t i v i t i e s  wi th  a T i t l e  IX t h r u s t  include: ( a )  the  American 
I n s t i t u t e  f o r  Free Labor Development's organizat ion and t r a i n i n g  
of f r e e  labor  unions under the  auspices of t h e  Ecuadorean 



Confederation of Free Trade Unions; (b) support for  e f for t s  t o  
i n i t i a t e  a nationwide family planning program being undertaken 
by private groups in  Ecuador; and (c)  maternal-child and school 
lunch feeding programs. 

PROGRAM SUMMARY 

(1n millions of do l la r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Development Loans 
Technical Assistance 

Total  A.1.D . Assistance 

The A.I.D. program serves a dual purpose: foster ing basic economic 
development, and continuing projects  which w i l l  provide v i s i b l e  
evidence of progress under the  present moderate leadership. The 
major challenger t o  the gresent leadership i n  the next e lect ion,  
sometime before Apri l  1969, i s  expected t o  be Cheddi Jagan, a 
communist and former head of government before Guyana gained her 
independence i n  1966. 

A.I.D. objectives are  t o :  

( a )  strengthen foreign exchange earnings and the agr icu l tu ra l  
sector  by a 4% annual expansion of r i c e  export earnings 
through modernization of the e n t i r e  industry, and 

(b)  reduce the ra te  of unemployment by 5% during the next 
f i ve  years ( t o  l e s s  than 16 of labor force by 1973) 
through general econmic expansion, expanded vocational 
t ra in ing ,  and prmotion of new and expanded labor 
intensive enterpr ises .  

Guyana achieved s ign i f ican t  gains during 1967, following Interna- 
t i o n a l  Monetary Fund (IMF) recanrmendations made i n  conjunction with 
an IMF stand-by agreement i n  February. Foreign exchange reserves 
increased by near ly  one-third t o  $23 million. Gross Domestic 
Product i n  1967 rose by 3.59 i n  r e a l  terms. The cap i t a l  budget 
fo r  development projects  has nearly doubled during the present 
administration (1965-1968). Government investment incentives 
(including duty-free i ndus t r i a l  imports, t ax  holidays, t a r i f f  
concessions and subsidized land s i t e s )  have helped general 
employment and d ivers i f i ca t ion  of the economy away from i t s  
dependence on aluminum and sugar fo r  export. 

Unemployment continues a t  a barely tolerable  l eve l  of 159 -26  
as more unski l led youths enter  the labor market. Indus t r ia l i -  
zation i s  able t o  absorb only 169 of the labor foyce. 



A.1.D.-assisted projects  of major infrastructure  rehabi l i t a t ion  
and improvement such as road-building, a i rpor t  and sea wall  
reconstruction, in  the past have helped a l lay  the employment 
problem. Involvement of a cross-section of recognized r a c i a l  
groupings i n  these projects  a l so  helped reduce soc ia l  tensions 
created by racially-backed par t ies  vying for nat ional  p o l i t i c a l  
leadership. 

In FY 1969, A.I.D. proposes a program of $7 million for Develop- 
ment Loans and $1.5 mil l ion for  Technical Assistance. I n  
addition, a $500,000 P.L. 480 grant w i l l  be continued t o  help 
community development, school lunch programs and maternal and 
chi ld  heal th  centers.  Consideration a l so  i s  being given t o  a 
P.L. 480 c red i t  sales  agreement. 

Guyana a l so  receives assistance from the United Kingdm and 
Canada, and technical assistance from the IBRD. The United States  
has prwided an average of $10-$11 million annually, compared t o  
about $7 million from the United Kingdom and a current Canadian 
contribution of $3 million. 

Major loan finding i s  pYanned for  development of r i c e  production. 
In  FY 1968 A.I.D. plans t o  authorize an $11 million loan t o  finance 
construction of a r i ce  research s ta t ion  and receiving, drying, 
storage and processing f a c i l i t i e s  i n  f ive  key locations. In  
FY 1969 a $5 million loan i s  planned for  the second phase and w i l l  
p rwide  for  f a c i l i t i e s  a t  four additional. s i t e s .  

A $275,000 technical assistance grant w i l l  finance special  
advisors t o  the r ice  industry and t o  a s s i s t  Guyana's development 
of f r u i t s  and vegetable crop. Rice i s  Guyana's th i rd  most 
important export ( a f t e r  bauxite/alumina and sugar), accounting 
for  14% of export earnings, and prwid ing  a livelihood for  25% 
of the population, d i r ec t l y  and indirect ly .  Rice y ie ld  i s  l o w  
and the qual i ty  i s  poor. 

A.I.D. a l so  w i l l  continue i t s  a c t i v i t y  i n  infrastructure  develop- 
ment. A $2 million loan in  FY 1969 w i l l  finance the f i r s t  stage 
of a potable water supply system for  several r u r a l  coastal  
vi l lages .  Technical assistance funds w i l l  provide advisory 
services i n  road maintenance and repair t o  the government's 
Roads Division. 

To aid with the labor problem, A.I.D. i s  continuing two contracts 
with the American In s t i t u t e  for  Free Labor Development for  
the  t ra in ing  of union leaders and the development of soc i a l  
projects and a vocational i ndus t r i a l  t ra in ing  center.  An 
addi t ional  contract with a U.S. consulting firm i s  planned t o  help 
the Guyana Development Corporation ident i fy  and promote investment 
a c t i v i t i e s .  

An A. I .D.  Public Safety advisory team w i l l  continue t o  provide 
t ra in ing  and guidance i n  the u t i l i z a t i on  of police manpower and 



equipment resources, including advice on personnel select ion,  
t ra in ing  and career development a t  both the operational and 
management levels .  

HAITI 

(1n millions of do l la r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Supporting Assistance 1.4 2.0 2.5 
Contingency Fumd 0.4 - - 

Total A.1  .D. Assistance 1.8 2.0 2.5 

The humanitarian objective of the  small A.1.D: program in  Ha i t i  i s  
t o  bring t o  a successful conclusion a country-wide malaria 
eradication program administered jo in t ly  by the  Pan American Health 
Organization (PAHO), UN Children's Fund (UNICEF) ,  and the Haitian 
Government. Elimination of malaria i n  Ha i t i  a l so  would serve t o  
safeguard the  Dominican Republic (on the  same is land)  from 
reinfect ion.  

A..I.D. has not maintained a mission in Ha i t i  since 1963; i t s  
ass is tance sixce then has been channelled through and administered 
by pr ivate  agencies,and in te rna t iona l  organizations. The Haitian 
Government lacks both the commitment t o  economic development and 
the  management capabi l i ty  necessary t o  u t i l i z e  e f fec t ive ly  foreign 
assistance i n  amounts s ign i f ican t ly  greater  than those now 
programmed for FY 1969. 

The A.I.D. program proposed for  FY 1969 consis ts  en t i re ly  of $2.5 
million i n  Supporting Assistance. 

The United Nations finances limited technical  assistance projects  
i n  agr icul ture ,  especial ly  animal husbandry. The I s r a e l i ,  the  
German and the Chinese Nationalist  Governments a l so  have modest 
agr icul ture  -related programs i n  Hai t i .  

$1.6 million i n  A.I.D. assistance w i l l  continue the malaria 
eradication program a t  a l eve l  which should eradicate  the disease 
by FY 1972. Annual contributions of PAHO and UNICEF t o  the 
malaria program have averaged $300,000 a year since FY 1964 for  
drugs, DDT, s c i en t i f i c  equipment and vehicles.  The t o t a l  PAHO/ 
UNICEF contribution t o  the malaria program pro,jected for  FY 1$9 
i s  s l i gh t l y  l e s s  than $400,000. 

Since FY 1966, A.I .D.  has prwided grants t o  CARF Incorporated 
t o t a l l i ng  $266,000 t o  support CARE'S community development/ 



family planning programs i n  r u r a l  areas of Ha i t i ' s  northwest. 
An A.I.D. grant  t o  CARE of $2$,000 i s  proposed for  FY 1969 t o  
continue t h i s  help with increased emphasis on family planning 
services .  

An increase i n  Supporting Assistance funds f o r  FY 1969 i s  required 
in  order t o  support an OAS program of technical  assistance begun 
in  FY 1968. I n  Fy 1969, the amount proposed f o r  t h i s  program 
i s  $577,000 t o  finance OAS technical  experts.  

MMICO 

PROGRAM SUMMARY 

( In  millions of do l la r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated - Proposed 

Technical Assistance 0 .3  0.2 0.2 

The l imited U.S. technical  assistance e f f o r t  in  FY 1969 i s  
intended t o  encourage Mexico's ro le  as a donor, both of technical  
and c m o d i t y  assistance t o  her Alliance neighbors and t o  a s s i s t  
in  a U.S.-financed t h i r d  country t ra in ing  program. 

The Mexican GNP i s  grming a t  an average r a t e  of 7.@-7.5% per 
year--and per capi ta  GNP i s  growing a t  an average ra te  of 3.5%- 
4.N per year. This encouraging r a t e  of g r d h  has been accom- 
panied by only modest pr ice  increases--about 3% a year. The 
Government i s  concentrating i t s  investment program i n  key areas-- 
i r r i g a t i o n  a c t i v i t i e s ,  small and medium s ize  industry, agr icul-  
t u r a l  c red i t  f a c i l i t i e s ,  and l o w  cost housing. Mexico i s  an active 
member of the Latin American Free Trade Association and supports 
the  establishment of a Latin American Common Market. 

Despite t h i s  favorable development pic ture ,  Mexico s t i l l  faces 
several  serious obstacles t o  economic development. Jobs are needed 
f o r  some 500,000 new workers each year. Great inequal i t ies  ex i s t  
i n  income; the  lower income population i s  concentrated in the r u r a l  
sector ,  with an average per capi ta  GNP of l e s s  than $150, compared 
with the  $500 nat ional  average, and a large unemployment problem i s  
emerging, mainly in the r u r a l  areas. The Government of Mexico i s  
becoming increasingly aware of the gravi ty  of t h i s  r u r a l  unemploy- 
ment problem and has taken i n i t i a l  steps t o  cope with it. I t s  
task i s  made more d i f f i c u l t  because the supply of land fo r  
d i s t r ibu t ion  t o  landless campesinos i s  becoming exhausted, so the 
t r a d i t i o n a l  remedy i s  no longer available.  We cannot disregarz the 
poss ib i l i ty  of a role  for  U.S. cap i ta l  assistznce as  the Gwernment 
of Mexico's programs evolve t o  meet t h i s  growing need. 

Mexico provides technical assistance t o  other Latin American 
countries within the  framework of the  Alliance fo r  Progress. Almost 
5,000 technicians and students from other Latin American countries 



are  t ra ined i n  Mexico each year--about 450 of whom receive finan- 
c i a l  assistance from A.I.D. Mexico a l so  furnishes technical  
advisors t o  Latin American countries,  especial ly  those i n  Central  
America. 

In  FY 1969, the proposed A.I.D. technical  assistance program of 
$180,000 w i l l  (1)  pay fo r  the upkeep of a small s t a f f  which oversees 
on-going agr icu l tu ra l  c red i t ,  l o w  cost housing, and higher educa- 
t i o n  projects ,  r e f lec t ing  past A.I.D. loans t o t a l l i n g  almost $70 
million; (2)  provide fo r  coordination of about 450 Latin American 
students t o  receive t ra in ing  under A.I.D. auspices i n  Mexico during 
FY 1969; and (3) finance a Special Development Fund project  
($50,000) in  the  f i e l d  of community development and i n  p i l o t  
projects  t o  a l l e v i a t e  r u r a l  unemployment and t o  increase agr icul-  
t u r a l  productivity.  

PROGRAM S m Y  

(1n millions of do l la r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Development Loans 22.9 15.1 4 10.0 
Technical Assistance 2.1 3.0 3 2 
Contingency Fund 10.2 - - 

Total A.I.D. Assistance 35.2 18.1 13.2 

. Includes $100 thousand i n  grants fo r  population program 
under T i t l e  X of the  Foreign Assistance Act. 

U.S. Aid Objectives 

The A.I.D. program in Panama i s  designed t o  ( a )  a s s i s t  the  
Panamanian Government a l l ev ia te  economic and soc ia l  conditions 
in  depressed urban areas; (b) help achieve increased produc- 
t i v i t y  and d ivers i f i ca t ion  in  agriculture ; and ( c )  promote long- 
term improvements in  the  country's educational and administrative 
s t ructures .  Progress toward these objectives i s  consistent with 
the  desire  of the  United States  t o  conclude and maintain mutually 
sa t i s fac to ry  t r e a t y  relationships with Panama in  regard t o  the  
ex i s t ing  lock canal, mi l i t a ry  bases i n  the area,  and the possible 
construction of a sea l e v e l  canal. 

Country Perfcrmance and Self -Help 

Except fo r  a temporary slowdown following the r i o t s  of 1964, 
Panama has experienced sustained economic growth since 1 s 0 .  In 
1967, the  GNP increased 9.5% compared t o  the average annual ra te  
of 8.5% fo r  the  previous f ive  years. Agriculture remains the  
most important contributor t o  the  GNP but the most dynamic 
growth has occurred i n  other sectors ,  pa r t i cu la r ly  manuGacturing. 



A surge i n  private investment  timu mu la tea by the A.I.D. program 
tha t  was enlarged in  FY 1967), accounts for  much of the recent 
growth. In 1967, gross investment rose t o  23% of the GNP, up 
from 1% in 1965. In i t s  balance of payments, Panama has 
h i s to r ica l ly  had a sizable trade de f i c i t  which has for  the most 
par t  been compensated by: growing net receipts ($99.8 million 
i n  1966) from the Canal Zone. 

Tne Government's f i s c a l  performance during the past few years has 
improved considerably, due not only t o  a high l eve l  of economic 
ac t i v i t y  but a lso as a resu l t  of successful t ax  reforms i n  1964 
and c o n t i n u w y  improving tax  administration. Ordinary revenue 
increased by about 15% in  1966 and by about the same amount i n  
1967. However, there was a small de f i c i t  i n  the operating budget 
i n  1967 and a s izable  increase i n  the f loat ing debt t o  suppliers. 

A number of hard-core problems pers i s t .  Among the most serious 
of these are  chronic unemployment i n  urban areas,  and underemploy- 
ment with l o w  productivity i n  the ru r a l  sector.  

Much of the recent growth i n  agriculture i s  a t t r ibutable  t o  
increased banana production. While the agriculture sector includes 
over half  the working population, it produces only one-fifth of 
the value of domestic production. 

In Panama's c i t i e s ,  urban bl ight  and a shortage of housing have 
created a c r i t i c a l  s i tuat ion.  Over half  the population of Panama 
City l ives  i n  substandard housing. Some 40,000 people inhabit  
heavily congested squatter areas, many of them in  the immediate 
v i c in i t y  of the Canal Zone. The Government has been devoting well  
over one-third of i t s  annual operating budget t o  education and 
heal th  a c t i v i t i e s  (about 44% in  1967) but these sectors are 
lagging seriously behind rapidly growing needs. 

Underlying many of Panama's problems i s  the need t o  upgrade the 
public administrat ion system and middle -level s t a f f .  The number 
of employees under the career c i v i l  senrice i s  l imited and rapid 
turnover i s  not unusual. Improvements i n  organization, management 
and overal l  coordination are  needed. 

The proposed A.I.D. program for  FY 1969 amounts t o  $13.2 million, 
of which $10 million w i l l  be i n  Development Loans and $3.2 million 
i n  Technical Assistance. The World Bank may extend a loan of 
about $30 million for  hydro-power construction and the Inter-  
American Development Bank (IDB) expects t o  provide. $5.5 million i n  
loans for  vocational education and agrkcultural credi t .  

Urban Rehabili tation and Development. Depressed l iv ing  conditions 
i n  Panama's urban areas represent a continuing th rea t  t o  the 
p o l i t i c a l  s t a b i l i t y  of the country. In August 1966, a high-level 
U.S. review team v i s i t ed  Panama and recommended a broad-gauged 
at tack on urban poverty and decay. I n  accordance with the team's 

recommendations, A.I.D. i n  FY 1967 committed $22 million i n  loans 
and $2.6 million i n  g r an t s  for urgently needed s t r e e t s  and roads, 



water and sewerage systems, housing, community S a c i l i t i e s ,  man- 
power t ra ining,  voluntary semices  and community act ion programs, 
primarily in  Panama City. 

During FY 1968 these urban programs are going i n t o  high gear. 
A.I.D. plans t o  continue supporting these programs with $515,000 
i n  technical  assistance and may provide up t o  $5 mil l ion i n  loans 
t o  expand them in to  other areas of Panama City. A.I.D. a l so  
expects t o  finance par t  of an urgently needed $21 million water 
supply system for  Panama City,  and w i l l  finance preparation of 
urban master plans fo r  the  development of four key urban centers-- 
Panama City, Colon, David and Santiago--under am e a r l i e r  feas i -  
b i l i t y  s tudies  loan. 

In  FY 1969 the urban improvement pa t te rn  w i l l  be applied on a 
concentrated scale t o  Panama's second c i t y ,  Colon, on the Atlant ic  
side of the Panama Canal. Under t h i s  program, A.I.D. w i l l  provide 
up t o  $5 million i n  loan funds fo r  urbanization, u t i l i t i e s ,  
community f a c i l i t i e s ,  schools, job t ra ining,  small family 
industr ies  and home improvement and construction. Several 
thousand families now l iv ing  i n  tenements or  squat ter  areas w i l l  
benef i t .  

Agricultural Production and Reform. The great  majority of the  
farms i n  the country remain outside the  cash econmy, but the  
Government'+ program of concentrating resources on s i x  p r i o r i t y  
areas i s  beginning t o  have an impact. A.I.D. has supported the 
program with a $2.4 mil l ion Development Loan extended i n  FY 1965 
and technical  assistance. A.I.D. has a l so  provided $2.4 mil l ion 
i n  loan funds fo r  a Rural Cadastral  and Natural Resources Survey, 
which has generated data  needed t o  implement Panama's land reform 
program and improve t a x  collections.  

During FY 1968 A.I.D. expects t o  make a $4 million sector loan 
fo r  agr icul ture ,  which w i l l  require the Government t o  m&e 
spec i f i c  sel f -help commitments on a sector-wide basis .  The loan 
includes supemised c red i t ,  extension support, small-scale 
i r r iga t ion  projects,  agr icu l tu ra l  education and marketing f a c i l -  
i t i e s .  

The proposed FY 1969 program i n  agr icul ture  w i l l  be l imited t o  the  
continuation of technical assistance and t o  a $1 million loan fo r  
the  establishment of Panama's f i r s t  r u r a l  e l e c t r i f i c a t i o n  coop- 
erat ive .  The l a t t e r  project  i s  important fo r  the  prmotion of 
democratic ins t i tu t ions ,  and for  i t s  long-range modernizing 
e f fec t s .  Other loan p o s s i b i l i t i e s  include a Cooperative Bank and 
a cadas t ra l  survey of the Darien region. 

Education. Panama's educational f a c i l i t i e s  are inadequate fo r  
the needs of a rapidly increasing population, over ha l f  of which 
i s  under the age of nineteen. A.I.D. has provided both grant 
amd self-help loan support fo r  the construction of school 
f a c i l i t i e s .  I n  FY 1967 A.I.D. policy sh i f t ed  t o  providing 
resources and guidance primarily for  urgently needed improvements 
i n  planning and curriculum development. As a follow-up t o  these 



a c t i v i t i e s ,  A.I.D. w i l l  provide $1.5 million i n  loan funds during 
FY 1968 t o  support a $4.4 mill ion cempus development program of a 
newly established pr ivate  university.  A.I.D. i s  a l s o  extending 
grant assistance of $238,000 fo r  advisory services i n  education, 
youth leadership development and the production of textbooks. 

It is  anticipated t h a t  with completion of the 4.I.D.-fundec? 
National Education Plan in  ea r ly  FY 1969, there  w i l l  be an urgent 
need as well  as an opportunity t o  correct basic deficiencies in 
Panama's educational system. R $6 million education sector loan 
was contemplated f o r  t h i s  purpose, but l imited funds . r i l l  allor.? 
only a $1 million project loan and continued technical assistance. 

Developnent Administration. Panama has achieved notable successes 
i n  developing i t s  Central  Planning Office and i n  providing 
reasonably e f f i c i e n t  t ax  administration. In  the  past, A.1 .D. has 
provided concentrated technical assistance for selected government 
off ices  inch  .ding the Planning 'off  ice,  the Bureau of Internal  
Revenue, the Customs Bureau and the Central  Procurement Office. 
I n  FY 1968 A.I.D. i s  providing $373,000 i n  Technical Assistance 
f o r  t h i s  purpose. A $3 million loan by A.I.D. i s  proposed i n  
FY 1969 t o  help promote a broad administrative reform program. 

PARAGUAY 

PROGRAM SUMMARY 

(1n millions of do l la r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Development Loans 1.9 - 5.0 
Technical Assistance 2.2 1.7 2.3 

Total A.I.D. Assistance 4.1 1.7 7.3 

U.S. Aid Objectives 

The main objectives of the A.I.D. progrem are: t o  a s s i s t  the  
Government t o  reverse the decline i n  per capi ta  agr icu l tu ra l  
production;, t o  stimulate the  growth of agro-industrial  enter-  
p r i ses ;  t o  modernize i t s  systems of accounting and administrative 
management controls;  t o  upgrade the  qual i ty  of university 
education, especial ly  agr icul tural  education j and t o  encourage 
an increase i n  government t ax  revenues t o  support v i t a l l y  needed 
programs in  agriculture and education. 

1n' o f f i ce  since 1954, the Government of President Stroessner has 
kept budget d e f i c i t s  t o  tolerable  levels  and employed s t r i c t  
c red i t  controls. In t h i s  way, in f la t ion  has been s l igh t .  Prices 
between 1954 and 1960 increased 14% per year; since lq61, pr ices  
have increased l e s s  than 3% per year. 



The Stroessner Government has been l e s s  successful i n  removing 
other roadblocks t o  economic developnent ident i f ied i n  the 1966 
and 1967 Inter-American Committee fo r  the Alliance for  Progress 
(CUP) Reports. Revenue collections, although up ll$ i n  1967, are 
s t i l l  inadequate. Per capi ta  agr icul tural  production has continued 
t o  decline--down 4% from the 1957-59 base period. 

A.I.D. has ass is ted i n  preparing the new accounting reform 
leg is la t ion  enacted in  1967, and the proposed new budget control 
l a w  t o  be submitted t o  the legis la ture  i n  ear ly  1968. 

The highly centralized Stroessner administration has held 
national elections i n  1963, 1965, 1967, and 1968, and permitted a 
progressive increase in  po l i t i c a l  l iber ty .  Three major opposition 
par t ies  were given lega l  recognition i n  1962, 1964, and 1967 
respectively, and a l l  are included on the 1968 Presidential  
e lect ion ba l lo t .  Campaigns are open, the press ca r r ies  opposition 
views and public debates in  Congress are increasing. Other 
evidences of progress are t ha t  opposition judges are included i n  
the newly decentralized judicial  system, and police pcwers over 
po l i t i c a l  opposition are under res t r i c t ion .  

Paraguay's National Development Plan includes emphasis on 
agricul tural  and livestock production. The National Development 
Bank has a technical as wel l  as a c red i t  assistance program for  
farmers, and has outlined a plan for  a ten-fold increase in-wheat 
production. A $2.4 million P.L. 480 loan was signed in  December 
incorporating important self-help measures i n  support of the 
Government's " ~ r m  More Wheat" program. A.I.D. a l so  i s  continuing 
technical assistance t o  various aspects of the agricul tural  sector 
including e f fo r t s  t o  improve administrative practices,  marketing 
and processing, research, education and extension plus formation 
of cooperatives. 

FY 1969 Program 

The proposed FY 1569 program to t a l s  $7.3 million, of which $2.3 
million i s  f o r  Technical Assistance and $5 million i s  for  
Development Loans. 

Paraguay has received cap i ta l  assistance from the Inter-American 
Development Bank (DB) , . the Organization of American States  (OAS) , 
and United Nations. An I D B  loan of $14.5 million in  FY 1968 i s  
for  the second phase of the multinational power ins ta l la t ion ,  the 
Acaray Hydroelectric project.  A new International Monetary Fund 
(IMF') standby agreement for  $8 million was signed in  December 
1967. Potent ia l  loan programs of the IDB and IBRD could reach 
$55 million in  FY 1969. 

More than half of the A.I.D. Technical Assistance and $2 million 
of the Development Loan program i s  planned t o  help the Government 
carry out the expansion and divers i f icat ion of agr icul tural  
production. Emphasis w i l l  be placed on increasing production of 
beef,  lumber products and cer ta in  f i e l d  crops. This i s  t o  be 
assis ted by a $2 million loan for  agr icul tural  c red i t  programmed 



f o r  FY 1969. Technical ass is tance  amounting t o  $818,000 i s  
proposed t o  continue those on-going programs mentioned above. 

P r iva t e  sec to r  ass is tance  w i l l  be concentrated on the  development 
of agro-business en te rp r i se s .  A $3 mi l l ion  loan i s  being planned 
fo r  FY 1969 i n  support of a  p r iva t e  development f inancing 
corpora t ion;  and most of the  $388,000 planned f o r  t he  FY 1969 
~ e c h n i c a l  Assistance program i n  t h i s  s ec to r  w i l l  be given through 
the  new Pr iva te  Development and Product iv i ty  Center. 

Technical ass is tance  of $151,000 i s  planned t o  f inance U.S. 
I n t e r n a l  Revenue Service technicians working wi th  the  Ministry of 
Finance. Specia l  emphasis w i l l  be placed on increas ing  co l l ec -  
t i ons  of r e a l  e s t a t e  taxes ,  present ly  accounting f o r  only 6% of 
the  t o t a l  t a x  revenue. 

A.I .D.  i s  a s s i s t i n g  the  National Univers i ty  through cont rac ts  
w i th  U.S. u n i v e r s i t i e s  ($610,000 i n  FY 1969) and the  I D B  i s  a l s o  
providing a  $1.5 mi l l i on  loan i n  support of t he  un ive r s i ty .  

URUGUAY 

PROGRAM SUMMARY 

(1n mi l l ions  of d o l l a r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Development Loans 0.8 15.0 5.0 
Te:hnAqal A s s i s ~ a n c e  1.5 1.4 2 .1  
Contingency Fund 0.4 - - 

Tota l  A . I . D .  Assistance 

A.I .D.  objec t ives  i n  Uruguay are t o  support p o l i c i e s  and programs 
which w i l l  he lp  Uruguay t o  resume i t s  economic development. This 
w i l l  involve,  a t  a  minimum: ( a )  formulation and implementation 
wi th  the  cooperation of the In t e rna t iona l  Monetary Fund (IMF) of 
a  f i s c a l  and monetary program t o  reduce i n f l a t i o n ;  (b )  implemen- 
t a t i o n  of po l i c i e s  and new programs t o  s t imula te  the production 
and export  of a g r i c u l t u r a l  goods. 

For the pas t  15 yc-ars, Uruguay has experienced prot rac ted  
i n f l a t i o n  and re tarded economic growth. Within the  economic cycle ,  
t he re  i s  a  stagnant a g r i c u l t u r a l  s ec to r ,  a  non-competitive and 
c o s t l y  p r iva t e  s e c t o r ,  and inequi table  t a x  s t r u c t u r e ,  a  s e r ious  
balance of payments problem, and f ede ra l  government d e f i c i t  , a l l  
of which cont r ibuted  t o  i n f l a t i o n .  In  addi t ion ,  t he re  i s  a  lack  
of r e l i a b l e  d a t a  on public f inance,  banking, employment and incomc 
d i s t r i b u t i o n  necessary f o r  informed pol icy  decis ions .  Thesc 
impediments have slowed economic a c t i v i t y ,  which i s  r e f l e c t  d  i n  
Uruguay's decl in ing  GNP. 



The elections held i n  November 1966, returned the gwernment t o  a 
single executive from the previous ineffective council-type govern- 
ment. The new gwernment has pledged improved economic pol icies  
including a r ea l i s t i c  exchange r.ate and cooperation with inter-  
national f inancial  inst i tut ions.  To a s s i s t  Uruguay t o  undertake 
the d i f f i c u l t  economic measures i t s  gwernment proposed, the United 
States  began negotiations i n  June 1967, for  an agricul tural  sector 
loan. Negotiations stopped when President Gestido changed t o  an 

economic team tha t  adopted d i r i g i s t  policies which caused rapid 
deter iorat ion of the economic s i tuat ion during the following five 
months. Inf la t ion  i n  FY 1967 reached 13@. In November, the 
President of Urilguay brought in to  power a new group which favored 
ra t iona l  economic policies.  In  February 1968 the IMF approved a 
standby agreement. As part  of the s tab i l iza t ion  program, the 
Government of Uruguay devalued the peso by 5%. 

Durlng the period of high inf lat ion and gwernment vaci l la t ions i n  
economic policy, severe climatic conditions caused the loss  of 
one-half of Uruguay's grain crop and 2@ of i t s  livestock. The 
United States  negotiated and signed a P.L. 480 sales  agreement for  
200,000 tons of wheat and 100,000 tons of feed grains t o  rel ieve 
human and animal nut r i t ion  needs. The United States  also 
furnished 5,000 tons of corn under the emergency provisions of 
Ti t le  11, P.L. 480. 

The United States  has resumed negotiations for  the agricul tural  
sector loan. This loan w i l l  be made contingent on the government 
undertaking the following self-help measures: (1) a coherent and 
operative f i s c a l  s tab i l iza t ion  program; (2)  leg is la t ion  estab- 
l i sh ing  a tax on income from land t o  permit the gradual reduction 
and eventual abolition of the existing tax system; (3)  provision 
in  the 1968 budget (now completed) for  increased public ac t i v i t i e s  
and investment i n  the agricul tural  and livestock sector. 

FY 1969 Program 

The proposed A.I.D. program for  FY 1969 i s  $7.1 million,of which 
$2.1 million i s  for  Technical Assistance and $5 million i s  for  a 
loan t o  construct grain storage f a c i l i t i e s  and i n s t a l l  a system 
of bulk handling and warehouse receipts.  A.I.D. w i l l  finance the 
t raining of Uruguayan agricul tural  and livestock spec ia l i s t s  who 
w i l l  work with farmers t o  modernize practices, increase production 
and improve marketing opportunities. 

In education, A.I.D. advisors i n  rura l  primary and secondary 
schools w i l l  help imprwe science teaching. Educational TV 
program. i n  Montevideo w i l l  be operating with equ ipen t  furnished 
by A.I.D. and technical assistance bv the &ace Corps. 

A.I.D. technicians w i l l  provide advisory s e n i c e s  t o  the Ministry 
of Industries and Co~umerce and the Ministry of Finance t o  improve 
taxation, port management a d  soc ia l  security. Assistance w i l l  ' 
a lso  be given t o  the planning organization of the government t o  
help develop more accurate economic and employment s t a t i s t i c s .  



A.I.D. w i l l  continue t o  help strengthen Uruguay's democratic 
labor unions and reduce Communist influence within  the labor  
movement and i n  the  university.  A.I.D. advisors t o  the Uruguayan 
pol ice  forces w i l l  provide technical  ass is tance t o  develop pol ice  
pa t ro l ,  invest igat ion and intelligenceocapabilities and selected 
pol ice  s t a f f  w i l l  be tra'ined i n  the  United S ta tes .  

The World Bank i s  a s s i s t i n g  Uruguayan agr icul ture  with a $19.7 
mil l ion loan fo r  pasture improvement. The IDB has made a loan of 
$1.5 m i n i o n  in- FY 1967 fo r  pre-investment s tudies ,  and two l o m s  
i n  FY 1968 fo r  $7 mil l ion and $4.4 mill ion, respectively,  f o r  the  
development of a cement and alcohol plant  and fo r  water and 
sewerage systems. In addition, the  United Nations and i t s  
specialized agencies are providing 33 technicians,' mostly f o r  
advisory ass is tance i n  agr icul ture .  

VENEZUELA 

PROGRAM SUMMARY 

(1n mil l ions  of do l la r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Development Loans - 0.1 4 - 
Technical Assistance 1.4 1.1 1.1 

Total  A.I.D. Assistance 1.4 1.2 1.1 

Represents $140 thousand i n  grants fo r  population program 
under T i t l e  X of the Foreign Assistance Act. 

A.I.D.'s l imited Technical Assistance program i s  aimed a t  re l ieving 
continuing bottlenecks t o  economic growth. It i s  focused on: 
(1) strengthening Venezuelan police capacity t o  combat r u r a l  and 
urban terrorism; ( 2 )  providing ass is tance i n  the modernization of 
the curriculum f o r  secondary education; (3) expanding intermediate 
c red i t  i n s t i t u t i o n s  t o  mobilize savings i n  order t o  meet the  
growing housing d e f i c i t  ; and (4)  formulating public employment 
services  and vocat ional  t r a i n i n g  po l ic ies  geared t o  Venezuela's 
manpower shortages. The Venezuelan Government w i l l  be encouraged 
t o  expand i t s  technical  ass is tance e f f o r t s  t o  i t s  Alliance 
neighbors. Due t o  Venezuela's a b i l i t y  t o  secure ex te rna l  
financing from other  sources, no A.I.D. concessional loans have 
been made since FY 1963. 

Venezuela's growth r a t e  f o r  1967 doubled over t h a t  of 1966 t o  
approxivately 6$, and i t s  foreign exchange reserves rose t o  a new 
high of $870 million. The dramatic increase i n  GNP during 1967 
was a r e s u l t  of increased o i l  production t o  meet the world shortage 
created by the Mid-East c r i s i s .  Venezuela's petroleum income has 
been la rge ly  responsible f o r  the  5.3% average GNP growth since 
1961, as  wel l  as the  increasing public investment f o r  other 



sec to r s .  (petroleum accounts f o r  more than one-fourth of the  
GNP, two-thirds of c e n t r a l  government revenues and a of foreign 
exchange earnings.'  Thus, over-dependence on petroleum has made 
the Venezuelan economy suscept ible  t o  f luc tua t ions  i n  the  world 
petroleum market and has contributed t o  uneven d i s t r i b u t i o n  of 
income and growth. 

Since 1961, Venezuela has been subjected t o  a t e r r o r i s t  campaign 
organized by the  Castro-Communist Armed Forces of National 
Liberation. These g u e r r i l l a  a c t i v i t i e s  are cur ren t ly  supported 
from Havana. While t h i s  t h r e a t  has not been eliminated, it i s  
being control led through the  improved c a p a b i l i t i e s  of the  
Venezuelan i n t e r n a l  secur i ty  forces .  Since 1962, an A.I.D. Public 
Safety  Program has helped t h e  Venezuelan Government e s t a b l i s h  a 
un i f i ed  command among pol ice  agencies, improve l o g i s t i c a l  
operations,  purchase modern s c i e n t i f i c  equipment, and t r a i n  some 
12,000 Venezuelans i n  e f f i c i e n t  and humane methods of maintaining 
law and order.  

Major achievements by the  Venezuelan Government, a s s i s t e d  by 
A.I.D. s p e c i a l i s t s ,  have been: (1 )  reorganization of t h e  
administration and invest igatory procedures of t h e  pol ice  and the  
establishment of a modern na t iona l  pol ice  records system; (2)  
i n i t i a t i o n  of a na t iona l  secondary and teacher  education 
development plan; and ( 3 )  a major government public and p r iva te  
housing program ( a l s o  supported by A.I.D. construct ion loans and 
housing guarantees).  The l a t t e r  r esu l t ed  i n  more than 45,000 new 
dwelling u n i t s ,  establishment of a system of savings and loan i n s t i  
tu t ions  wi th  a combined saving of $31.2 mil l ion,  and improved 
investment opportuni t ies  f o r  the  p r iva te  sec to r .  

FY 1969 Program 

The proposed FY 1969 program consis ts  of '$1.1 mi l l ion  in  
Technical Assistance. In  addi t ion,  about $1 mil l ion i n  P.L. 480 
donations w i l l  be provided through voluntary agencies. 

National manpower t r a i n i n g  and development funds (FY 1968-- 
$416,000, FY 1969--$336,000) w i l l  provide consultant services  abd 
t r a i n i n g  t o  improve secondary and higher education cur r i cu la  and 
methods, labor  leader  education, and manpower development and 
pla.cement programs. 

Housing and urban development funds ($72,000 f o r  FY 1968 and $50,000 
f o r  FY 1969) w i l l  provide consultants t o  a s s i s t  i n  the  establishment 
of l o c a l  housing and urban development i n s t i t u t i o n s .  

Population and demography funds (FY 1968--$140,000; FY 1969-- 
$l45,OOO) w i l l  finance one advisor plus contract  services  and 
par t i c ipan t  t r a i n i n g  t o  develop demographic s tudies  and family 
planning programs i n  conjunction with l o c a l  p r iva te  and 
governmental i n s t i t u t i o n s .  

Public sa fe ty  funds: ($413,000 each f o r  FY 1968 and FY 1969) w i l l  
provide s p e c i a l i s t s  t o  work with  law enforcement agencies in  



records management, invest igat ive procedures, patrol ,  and t r a i n i n g  
methods, plus,  finance U.S. t r a in ing  fo r  Venezuelan pol ice  
o f f ice rs .  

JAMAICA 

(1n millions of d o l l a r s )  
FY 1967 FY 1968 FY 1969 
Actual Estimated Proposed 

Developnent Loans - 0.1 4 - 
Technical Assistance 0.7 0.7 1.0 

Total  A.I.D. Assistance 0.7 0.8 1.0 

Represents $120 thousand i n  grants fo r  population program 
under T i t l e  X of the Foreign Assistance Act. 

U.S. Aid Objectives 

The A.I.D. program i s  designed t o  help Jamaica improve educational 
opportunities,  preserve law and order,  reduce population growth, 
and t o  p r w i d e  l imited advisory ass is tance i n  agr icu l tu re ,  and 
i n s t i t u t i o n a l  reform. The l imited A.I.D. program i s  s ign i f i can t  
when coupled with  (1 )  increasing Jamaican determination t o  d e a l  
wi th  development uroblems, and (2 )  other  ass is tance from abroad. 

Jamaican economic growth i n  recent years averaged w e r  6% per 
year, but slowed t o  about 5% i n  1967. A new Five Year Plan i s  
being developed with technical  ass is tance from the United Nations. 

FY 1969 Program 

The proposed A.I.D. program for  FY 1969 i s  $1.0 mil l ion i n  
technical  ass is tance.  About $2.0 mil l ion i n  P.L. 480 food w i l l  
be provided fo r  maternal and ch i ld  welfare and school lunch 
programs. 

Assistance from other  sources may exceed $60-$80 mil l ion i n  
1968, la rge ly  i n  loans from the  United Kingdom, Canada, United 
Nations, IBRD, the  Export -Import Bank and pr iva te  foundations. 

Education. San Diegd S ta te  College Foundation, funded by an 
A.I.D. contract ,  w i l l  continue t o  a s s i s t  the Jamaicans t o  increase 
teacher t ra in ing ,  and t o  modernize the  curriculum f o r  50 new 
junior secondary schools being financed by the World Bank. 

An A.I.D. loan 1-or severa l  new vocational t rade t r a i n i n g  centers ,  
r esu l t ing  from an A.I.D. loan-financed f e a s i b i l i t y  study, may be 
considered i n  FY 1969, i f  other sources of financing do not become 
avai lable  f o r  t h i s  project .  



Population. A.I.D. w i l l  p r w i d e  advisory se rv ices  ($190,000) t o  
t r a i n  hea l th  educators,  and equipme* f o r  new c l i n i c s ,  t o  support 
the  Jamaican family planning program aimed a t  reducing t h e  b i r t h -  
r a t e  from 39 t o  25 per  thousand by l9n. Forty c l i n i c s  now o f f e r  
family planning services ;  85 more w i l l  be added during 1968. 

Police Assistance. A.I.D. w i l l  continue ass i s t ance  t o  the  
reorganization of t h e  Jamaican pol ice  force.  The Government has 
demonstrated i t s  p r i o r i t y  i n  t h i s  area  by enlarging the  pol ice  
budget $0.5 mil l ion i n  1968 and w i l l  p r w i d e  $0.6 mil l ion more' 
i n  'FY 1969. 
Agriculture.  Agricul tural  production i n  1967 grew a t  a r a t e  f a r  
above the  growth r a t e  f o r  the  economy as  a whole. But a g r i c u l t u r a l  
production f o r  domestic needs (both l o c a l  consumption and tourism) 
must continue t o  increase t o  supply growing needs and reduce 
costly. food imports. 

In  FY 1969, A.I.D. w i l l  continue t o  provide consultant services  
(under a contract  with t h e  un ivers i ty  of 
development e f f o r t s .  

~ l o r i d a )  f o r  da i ry  

EAST CARIBBEAN 

PROGRAM SUMMARY 

(1n mil l ions  of d o l l a r s )  
FY 1967 FY 1968 1969 
Actual Es t h a t e d  Proposed 

Development Loans - - 6.0 
Technical Assistance - 0.05 0.1 

Total  A.I.D. Assistance - 0.05 6.1 

The object ives  of U.S. A.I .D.  pol icy i n  the  Eastern Caribbean a re  
t o  encourage regional  cooperation f o r  economic development and 
t o  encourage the  United Kingdom and Canada t o  continue, ard i f  
possible increase ,  t h e i r  ass is tance programs i n  the  area.  

The proposed A.I.D. program for  F Y  1969 amounts t o  $6.1 mill ion of 
which $100,000 i s  f o r  technical  ass is tance t o  the  Regional 
Deveiopment Agency and $6 mil l ion i s  fo r  a development loan t o  the  
Caribbean Development Bank, It i s  liL.ely tha t  projects  f o r  
in f ras t ruc tu re  t o  service the t o u r i s t  industry w i l l  have high 
p r i o r i t y  fo r  bank funding, since a U.S. -U.K. -Canadian-sponsored 
study has iden t i f i ed  tourism as  the  leading growth fac to r  in  the 
economy of Barbados, the  Windwards and the  Leewards. 
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