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FOREWORE

This Country Development Strategv Statement (CDSS) 1s being
written during a perica of what appear:s o0 be 2 major change in
Guatemala. A coup carried out by younger military officers on March
22, 1982 removed the aaministration which haua governea for the
previous four years during which U.S.-Guatemalan relations were
severely strainec. The new government heacec by tormer presicential
candidate General Efrain kKios Montt has been in office for less than
two montns as this document 15 belng written, wWhile public
statements by and private dlscussions with new government leaqers
indicate they intend to set the c¢ountry on & new course with
increasea attention to human rights and aevelopment, thev have had
little time to aemonstrate these 1ntentions conciusively.

While much of the analytical section represents a measurement
of where Guatemala stanas toogay, projections, even shrort-term, are
based on the U.S. Diplomatic Mission's best estimates of what thne
new Government ot Guatemala (GOG) bothi rntends ana is capapnle of
carrying out. The strategyy section makes the assumption, which 1S
bhelieved to be a valid one, that the new GOG will carry out the aeep
commitment to development of the poorer areas of Guatemala
repeatedly asserted by 1ts leaagers.

This document has been reviewed by all major elements of the

U.S. Diplomatic Mission ana 1s personally endorsed by the Ambassacor

who has reviewed 1t carefully.
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1. ANALYSIS

a. Analytical Description of the Poor

Three out of every tour Guatemazlans are poor, according

/

to accepted international definitions of poverty.l The iast
nationwlae census (198l) showed alimost two-thiras (63%) of the
population living in rural areas. Only the capital, Guatemala City,
the South Ccast agricultural center of Escuintla or the mountain
city of Quetzaltenango can be considered major urban areas, Of the
some 4.5 million people living 1n the rural areas, about z.& million

are culturaliy Indians, the vast majority of whom 1live in the

plateau and mountalnous area to the northwest anad north of the

1/ per capita income of poor majority in 1980; caiculated as follows:

-- 1986 GDP (1970 constant prices) = (03,299 million; (assuming
that 33%* of the total GDP is tor the pocr populaticn); then the
GDP for the poor population is: (1,085 million.

-- 1980 pPopulation = 7.2 million; (assuming that the poor
pcpulation represents 75%* of the total population) thern the poor
population is: 5.4 million,

Thus = Q1,089 = Q202 per capita income of poor majority

5.4
Source: Bank of Guatemala figures - i1n & report by SIECA,
"Evolucidn de la Economia Guatemalteca 1978-1980", June
1981.

*  GOG/IBRD estimates,.
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capital called the Highlands or *Aitiplano.” Even though the
Highlands are dotted with smaller < .ties and towns, living

conditions there closely parallel these ©F the purely rural areas in
terms of infrastructure, access to services and employment
oppertunities,

It is safe to say that, with the exceptlon of the slums
which have expanded around the capitazl city following the 1976
earthquake, to speak of poverty in Guetemala 1s to speak of the
rural areas -- to speak of abject woverty 1s to speak of the
Highlands. It is a portion of the Hichlands area that the USAID has
chosen as the target for 1its program during the planning period
covered by this document. The reascons for the choice will be
discussed in the Strategy section which fcilows.

Foer the purpose of our aralvsis, the Highlanas are
considered to be nine Departments of the Republic: Chimaltenango,
Sololéa, Huehuetenango, (Cuetzaltenango, Totcnicapdn, El Quiché, Baija
Verapaz, Alta Verapaz anc¢ the mountainous area of San Marcos. There

are an estimated 3.1 million residents in the Highlands, giving it a

population density of 1%1 persons per sguare kilometer, already
extremely high without <considering thset much of the land is
mountainous and cannot be farmed.

The Directer of Programs for the Social Sectors of the
National Economic Planning Council onoe  described the living

conditions of the Highliand fermer 1n thiv ¢ramatic, but accurate,

UNCILASSIFLED



UNCLASEIFIERD

-2 -

profile of the average Guatemalan of the Altiplanc:

1"

"He lives 1n a rurai a«re g n  Indian whose
livelihood is agriculture -- but agricu.t.:= practlcec OR less than

¢

one hectare of land tc which he prowably Gues nct have & titlie. He
has family of five or six whe, together with other relatives from
his extenaea family, live 1n & tiny shac< built ot accbhe or sticks
coverea with mua. They propaply have no source of potanlie water
nearby ana have neither elsectricity, nor latrine. in the event of
sirkness, only on rare cccasiens does ne have access to medical
attention or to & neaith post. His wife glves birth without medgicas
assistance ot any xina. 1hose of his ¢niidren who survive to ace °

1

may be able to attena primaery school :ifrom one to three vears, 1t
they are male. 1t they are female, they will attend Ior less time
Fiftty percent ©f the chilaren in the community wihere npe lives dle 0
iy half of tn

nhe ]

preventable 1infectious ovr contagicus aiscases, on
childaren have receivea any sort of wvaccination. 1

raises 1s 1nadeguate to meet the nutrit:onal need
ana, at some point during tue year, 1nsuffic.e i
guantity. A1i of the childien 1n Hl1s vililiage suifer from scome lev
of malnutrition ancd are easy prey to any epilaemic, 4/

what Geonas this prorile mean whnen stetistlcaiiy appliied
tc the mass of poor 1n tne Hignlanas in terms of .ncomne, emplilovment,

avallability of araple lana, soclal needs anc Services to meet those
needs?<’
From January to March each vear, &5 many,y as 200,000

workers, mostly f{rom tre hHigniands, migrate to the osouth (Ccast to

al Actieon Plan, MNaticonal Ecornomic Flann:rno Ceouncil, TCecemper

1/ Soci1
g7y

-

2/ & study, done n 1982 by the {entro ae Consultoria 5. A,
{CECONSA} inaicates that per famliv annual 1ncome in the
Highlancs 1s as tollows:

48% ot the gopulation has an 1ncome between C.006 ana ¢iL,z200
43% of the populaticn has an income petween (1,201 and 07,40C
9% of the population has an income &above Z,400.
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pick coffee and cotton or to cut sugar czne on the large commercial
farms, returning to the Highlands when tre harvest season ends. For
many, it is their only opportunity to esarn cash income. Even then,
the wage scales are piltifully Ilow. A%  the new minimum wage,
migratory tarm work:rs earn a medlar wmcenthly salary of §96. Since
the work is only for the duration of *the harvest season, the migrant
workers earn a tota. of 8192 to %288 ‘or two to three months,
Amounts saved by workers must be applied to the remaining months of
the year.

Probably the most critical measure of poverty in the AID
target area is the relationship of arable land to population. Most
recent estimates 1indicate that populiaticn per square kilometer of

agricultural land, whether arable or not, was approximately 137.4

2

per Km or 1.8 acres/person throuahcut Guatemala. In the
Highlands, the average 1s 1 acre per rural person. The land
classified as arable or potentially aranle in the Highlands varies

by department from a high of 2.% acres =er person in Alta Verapaz to
a low of one-third of an acre in Tctoricapén. The proportion of
arable land classified as "good" averages cut to only .02 acres per
person. The result is that nine out of ter people live-off of plots

of liand too small to provide inceme sutficient to meet their basic

needs,

The National Economic Planvinc Council estimates that
the average life expectancy 1in Guater:ls 1s now 60 years among
urban, non-Indians and 44 years amonag cuigcod Tnatan cthnic groups.,

UNCLASSIFIED



UNCLASSIFIEL

Guatemala's overall mortality rate 18 13.3 prr 1,000 -- one of the
highest 1in Latin america. Infant mortai:ty 1s reported at 890 deaths
per 1,00C live births, but observers such as tne (Central American

Institute for Nutrition estimate that actual i1nfant mortailty may be

-
by

as high as 100 per 1,000 live births, DbDecause <ceaths, especial
those of infants, often g0 unreglstered 1n rural areas. The chila
mortaiity rate among Inailans 1s 1.7 times greater than the rate
among non-Indians.

The leading causes o©f mortal.ty anda merbidity are
enteric diarrhea and recplratory diseases. The two 1llnesses are
responsible for 5(¢ percent of the aqeaths that occur. Both are
preventable, given adeguate saniltation, potable water and shelter.
Again, mortallity rates in the Highlands are aqouple, or more than
double, the rate of the metropollitan area oOf Guatemals City.

Gverail healtn service coverage in Guatemalsa 18
estimated at 44 percent of the population, oput oniy acout i3 percent
of the lowest income group 11ving 1in the rural areas 1S reachec. A
substantial part of the total 1ililness in the rural sections 1is
airectly attributable to peoeor environmental sanitation, particularly
to the lack of c¢lean water supplles, but extenging to lack of
latrines, pocr waste uispesal and generally bac fanitatcion
practices. Only two percent of houses in small rural towns are
connecteac to any sort of a water system &and haraly any are connected

to sewer systems.
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Nutritional studies, using +tre GOmez classification of
malnutrition indicete that some 81 percsnt of the "most at risk"
population (children wunaer 5 vyears ¢! age) can be considered

malnourished, with 30 percent falling i1n the categories of severe
malnutrition. It 1s estimated that <the poorest half of the
population suffers frcocm a deficit of 40 v=rcent of the minimur daily
caloric regquirement anc a protein defic:it of almost 50 percent of
the minimum daily requirement.

Approximately 3.4 millicn of uhne 7.2 million Guatemalans
(47.9 percent) are illiterate. Only o©=e fourth of the population
has had even 1 to 3 vears of formal schooling. Recent figures
provide a deeply disturbing picture o0f #he educational situation:

66 percent of all children in the 7-14 vear-olda age group live in

rural areas -- two-thirds of them do not attend school. In the
Highlands, conditions are worse -- 90 percent of the children 7 to
14 years old do not attena any school. At the secondary school

level, nationwicde, only 12 percent of all youth in the 15 to Zz0
year-old age group attenaed high schoel or vocational school,

The predominance of adult illiteracy, as well &s the
large number of rural children with 1l:mlited or no educational
oppertunities, creates special problems f{or the implementation of
developmental programs focused on rural areas. The need for rural
non-formal education programs 18 becoming increasingly apparent as

the GOG tries to reach small farmers with agricultural information.
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Non-formal systems of Instruction are equally important 1f the rural
health program :i1s to expand 1ts hea.tn Jelivery coverage to any
significant extent.

Prior to 19576, the housing shortage in Guatemala was
estimated to be 48C,000 units. The 1976 earthguake destroyed or
damaged another estimatea 258,000 houses, 56,000 of them in
Guatemala City. In adaltion to the existing defic:t and the loss of
some 200,000 unite in tne earthquake, the area outsigde of the
capital suffers from the worst sort ot substandara housing. At the
time of the last census, more than 71 percent of rural houses had no
utility connections of any kina; almost half of the units nacd three
or more occupants per room and more than a tnird were bullt of
impermanent material, The earthquake which tollowecd the census
further aggravatea the problem.

The Role of wWomen 1in the Social Structure

As 1n many Latin American countriles, Guatemalan women
are less discriminatea against by iegail or institutional
restrictions than by historical, culturai, and sccial bilases which
have relegatea them to an inferior status.

In the area of health, ooth pregnancy and child-bearing
have resultea 1in an alarmingly high rate of maternal mortality.
Effective methods of family planning are not widespread. abortion,
although forbicden unaer the penal coge, 1s common. Half of the

maternal deaths are the result ot septic abortions. However, the
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government, in response to pressure groups, including well organized

women's groups, has made important o« nzessions on the 1issues of
family planning anc ¢contraceptive distuibution.

Among the rural poor targei wroup women play a key role
in income generating activities both inside and outside the home.

Unfortunately, the extent of female laccr ftorce participation is not
accurately reflected in official statist:ns, which report that women
comprise 14 percent of the total labcr torce. The bulk of reported
female labor force participation pertains to the services category.
bomestic servants account for a large share of this category but
even these figures are drastically underreportea due to difficulties
in estimating this group of unregisterec workers.

In rural areas women have principal responsibility for
the care of animal., c¢hild rearing and waintaining the household.
The large handicraft industry 1s dominated by women who almost
always work at home. In areas where substantial out-migration
occurs for economic reasons, women assume the responsibilities of
the male member of the household during hiz absence from the home.

In addition to on-tarm or at-home Jjobs, women are active
in marketing agricuitural ©produce ands/or handicrafts. These
activities are carried out 1-2 days »er week on a regular basis and
are a crucial factor in the economic maintenance of the family.

Women have not been successtul in obtaining mote

financially remunerative and influential occupations for a varlety
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of reasons. Early marriages -- 25 percent of women are marriea by
age l6 and 50 percent are married by age 1% -- force women to assume
a partnership role 1in maintaining the househcolad. liliteracy 1is
10~15 percent higher among women than men and 1n the country as a
whole, 59 percent of women, as opposed to 45 percent, of men are
1lliterate. In the rural areas the situation 1s exacerbated by (i)
the cearth of vocational ana eaucational opportunities for women 1in
non-traditicnal occupations which provice more marketable skills and
{2} by the requirea prinary school education for entrance 1nto these
programs.

B. Macroeccnomic Cverview

1. Balance ot Payments

buring the perica 1%&7-%6, Guatemalan trade weas
more or less in balance with minor fluctuations between surpius and
deficait. When net factor services and transfers are 1included, the
current account registerea a aeficit for every year except 1873.
However, the ceticit on current account was never very large and the
capital account surplus was generalily more than sufficient to bring
about an overall balance of payments surplus. This surplus and
corresponding accumulation of official reserves was the resuit of
heavy private sector investment 1n Guatemala during this perioc. By

comparison, official capital intlows, 1in the form of GOG gquaranteed

UNCLASSIFIED
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international loans, were eguivalent = only a small fraction of
private sector capital inflow. In generzal, Guatemala maintained a

sound balance of payments position throughout the 1960s and 1970s.
Official net reserves reached an end-ot-vear high of $7632 miliion in
1978 equivalent to seven months of ncrmal imports.

However, beginning 1in 1979 a number of exogenous
factors have lec to a steady aeterioration 1n Guatemala's overall
balance of payments position. The most important of these factors
are as follows:

a. Deteriorating terms-of-trade, the result
of a sharp decline in coffee prices compounded by lesser declines in
the commodity prices for sugar and cotton; while the price of
imported petroleum roughly doubled.

0. Lack of effective export demand in the
Central American Common Market (CACM! as a result of currency
convertibility problems. This market normaily absorbs the major
share of Guatemala's exports of manufactured products.

c. Substantiail deterioration in service
payments related to the increase 1n interest payments (mostly on
short- and medium-term commercial daebt! ant a significant growth in
the tourism deficit from -$38 million irn 1979 to -$102 million in
1981.

a. A significant reversal in the private

capital flows. For ewxample, in 197¢%. ¢7e net capital inflow on

UNCLASSIFIED
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private account was $6€ million. This changed to a net outflow of
$251 million in 1980 and to $14 million 1n 19&81. The net outflow of
short-term private capiltal was $167 million 1n 1981 compared with
$78 million in 19749, The total capital outflow for 1979-1981 was
$650-700 million.*/

These adverse 1infiuences as retlectea 1in the
balance of payments aggregates uncerscore the vulnerabillity of the
Guatemalan economy which 1s still dependent on the vagaries of the
international commodity market ana the CACM regiconal market with
respect to 1ts ilnaustrial exports. The ageterioration 1in the
terms-of-trade along with growing deficits 1in the tourism account
have created serious deficits on current account, Moreover, the
political uncertainty of the region has had the negative effect of
stimulating domestic capital flight and discouraging the roll over
of existing lcans and the introauction of new foreign private
investment., Thus both the current and capital accounts have
registered severe aqeficits 1in recent years leading to a dramatic

drawdown of officlia. reserves as shown below:

1979 18890 19861 1982
(Proj.)
(Gross Reserves 770.8 516.8 337.9 211.2
Central Bank 743.7 4G8.7 314.% 188.0
Banking Systems 27.1 20.1 23.2 23.2
Net Reserves 691.0 362.5 25.1 -122.1
Central Bank 715.9 396.7 49,3 -97.9
Banking Systems - 24.9 - 34.2Z - z4.2 -24.2

1/ Includes cancellation or repayment of supply credits.
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Currently, the Guatemzlan balance of payments
situation is critical and unless additional compensatory financing
is obtained, the country will suffer a serious contraction of

imports by the end of 1982. This forcaed reduction in imports will

cause serious economic dislocation eswesially 1in  industry and
commercial agriculture. Both these =s=eciors have high import
components in production which, i1f restricted, «could trigger

declines in domestic production with «corresponding increases in
unemployment. The balance of payments constraint is, therefore, the
most binding constraint on the Guatemalan economy today.

The relative magnitude cf the problem can be shown
using official Central Bank projections for 1982.1/ The wvalue of
exports are projected to reach $1,407 million compared to imports of
$1,642 million. To this trade deficit of %235 million, can be added
an estimated net deficit from services/transfer payments of $348
million. This brings the current account proiected deficit to $583
million for 1982, On the capital account, the Central Bank
estimates a net long-term private capital inflow of $157 million
(minus a net $1 million in short-term capital outflow) and drawdowns
on official 1leoans of %167 miliion. In addition, it is estimated
that the Venezuelan/Mexican oil facilitiess will provide credit of

$57 million while $102 million will be aebited to service past

1/ These projections have been verified by the Mission economic
team. See Annex D.
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debt. Thus, the unadjusted capital accounts shows a net surplus of
only $278 million. Hence, the basic balance of payments deficit for
1982 is estimated at $305 million. This does not 1include
anticipated compensatory capital flows of $178 million which the
Central Bank hopes to obtain through private bank locan roll-overs,
drawdowns on IMF tranches and public bond sales. This would leave
an unfinanced balance of payments deficit of about $127 million.
However, a more realistic estimate would place the amount of
additional financing requirements closer to $167 million to cover
the balance of payments gap.

This bleak balance o¢f payments scenario for 1982
highlights the need for greater international support for Guatemala,
if the «country 1is successfully to weather the current world
recession and regional political conflict.

It should be pointed out that Guatemala has so far
fully complied with the International Monetary Fund (IMF) Standby
Agreement signed last year. Moreover, interest rate ceilings have
been recently raised by the monetary authorities to bring domestic
and international interest rates more into line, Finally, the new
government will reduce the size of the fiscal deficit estimated for
1982 by reducing operating expenses by 10 percent and revising the

public sector capital budget with a planned reduction of 25 percent.
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Given efforts made to date and the attitude of the

new government, balance of payments support is an important and

necessary complement to long-term development assistance. The
overall macroeconomic situation will inevitably impact on
growth-with-equity strategies designed to stimulate rural

productivity and increased incomes of the npoor. Given the exogenous
nature of Guatemala's present balance of payment difficulties and
the 1likelihood of successful structural! adiustment over several
years, serious consideration should be given to Economic Support
Fund (ESF) assistance in FY 1983 and FY 1924 designed to ensure the
continuity of strategic imports essentiai to sustain Guatemala's
private sector and maintain aggregate employment levels. Such
assistance, from the United States actinc in consortium with the IMF
and other donors, should not be tied te Central Bank acceptance of a
monetary devaluation. A devaluation of the Guatemalan gquetzal would
mainly increase the cost of imports, largely raw materials and
agricultural inputs, the demand for which 1is fairly inelastic.
Since export prices are set in internaticnal markets for Guatemala's
principal export products and export supp.ly is also inelastic due to
constraints, such as coffee exXport quotas dictated by the
International Coffee Organization {ICUS the export response
stimulated by a devaluation is likely to be limited. Hence the net

gain in foreign exchange earnings is not expected to be sufficient
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1/

to warrant a devaluation at this time.

2. Investment, Growth and Employment

During the 1970s, the economy grew at an average
rate of 6-7 percent per annum in real terms. This economic growth,
when population growth 1s taken into account, meant an annual 3-4
percent increase in real per-capita incomes. This rate of growth
was largely brought about through expansion of trade and related
investments. The level of investment during this period was very
substantial, averaging between 10-15 percent of Gross Domestic
Product (GDP). Domestic savings financed most of this investment,
although foreign capital flows were also significant and provided
considerable technology transfer. In short, the 1level of gross
investment correlates with observed economic growth rates during
this period as illustrated by the graph in Annex B. Therefore,
domestic investment 1levels, while by no means the sole factor in
explaining economic growth, are nevertheless a critical determinant.

Further analysis of domestic investment, taking
into account the relative mix between public and private investment,
shows a marked change 1in recent years, Prior to 1976, public
investment was very modest both in terms of absolute levels and as a
proportion of total domestic investment. However, beginning in 1976

the earthquake of that same year 1induced greater public sector

1/ Note also that Guatemala enjoys a balance of payments surplus
vis-a-vis CACM,
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participation in the national economy. Even atter reconstruction
was more or less completed, the public sector embarked on a very
ambitious public works program in rydroelectric energy  and
transportation infrastructure. Thus the investment trends of the
second half of the decade stand 1n =stark contrast with prier

investment patterns. Moreover, the recent economic crisis beginning
in 1979 has stimulated further publ.c irnvestment spending in an
attempt to offset cramatic declines :n urivate sector investment in
part to maintain employment levels. This 1investment policy which

i

was most evident in 1980-19%81 can nc lors2r be sustailned because of
the current size of the {iscal deficit znd GOG commitments recently
made under the IMF Standby Agreement. As a conseguence, the GOG
investment budget for 1982 calls for a 25 percent reduction 1in
public sector investment. Given current rates of inflation of 11-13
percent, this reduction will mean a very significant drop in real
investment levels.

In light ©f the seriousness ¢f the current economic
crisis, brought about by externally derived economic and political
factors, the role of private sector investment becomes crucial. As
explained above, the public sector car no longer attempt to offset
declines in private sector investment. 1I1f adeguate growth rates are
to be maintained s¢ that income and enployment levels are at least
stabilized, the private sector must increase its role in the economy

and participate more actively 1in the =soc:o-economic development of

the country.
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Ecunomic stabilization 1n this context woula mean
maintenance of, at least, a three percent real economic growth rate,
the rate necessary to prevent per caplta 1ncomes from further
declining. In 1981, real per capita 1ncome aecilned by roughly two
percent as a result of a high population growth rate ana low overall
economic growth related to reauced 1investment levels, In terms of
the overall distributlion ot 1ncome, this means that lower income
groups probably sutfered most, since their real 1incomes adjust less
readily to inflation ana the incidence of unemployment tends to be
higher among these groups.

Ffinally, the relationshipy between new 1nvestment
and the open unemployment rate should be emphasized. This can be
shown 1in terms of a simple macroeconomic model which estimates
changes 1in the unemployment rates assoclatea wilth changes in the
level of investment (See Annex C). The model uses 1473 census data
as the base year for projections silnce this year provides the most
reliable information c¢oncerning the economically active population
and open unemployment levels, Using Naticnal Income Accounts data
for measurement o©f changes 1n the relevant macroeconomic variables
pius an estimate of the average investment cost of creating a new
J0b in the economy, 1t was possible to estimate changes in the
unemployment rate. The moael basically estimates the aemand for
labor (growth 1n employment opportunities) derived from annual net

investment levels and the estimated Capital/laber ratio. This 18
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compared with labor supply which i¢ & function ot demographic
growth, labor force participation rates and previous vear
unemployment levels. Tt should be no‘ed that the model projects a
17 percent unemployment rate for 1%H. given current investment
trends, When we ada to this the unemployment generated from
underutilization of existing plant anc wroduction capacity, the
level of open unemployment will prcbably e somewhat higher than the
above estimate. In addition, 1f we =<azxe into account structural

underemployment, eipecially in the rursl areas, the effective

unemployment rate probably rises to vetween one-third to one half of
the entire labor force. Cbviously, this could have direct
implications in terms of socio-economic development and political
stability. The Strategy section of the C(CDSS will outline some
programs that might be initiated with the private sector in order to
reverse current investment and employment trends.

3. Public Sector Growth ana Fiscal Policy

The public sector 1n Guatemala has slowly expanded

during the past two decades. The consolidated public sector

expenditures grew from 132.0 percent of GLF in 1960 to 15.4 percent
in 1976.1/ The earthguake of the same vear prompted more active
public sector participation 1in the economy largely financed by
emergency bonds. Nevertheless, obtaining necessary revenues {or the

public sector appears to be a chronlc problem in Guatemala.

1/ Includes Central Government, 36 municipalities, 20
decentralized agencies and 9 state ercerprises,
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Historically, Guatemalan tax systems have never
been particulariy buoyant with respect t0o national 1ncome. The
average percentage of GDP captured by the tax system has ranged
between §-10 percent. Structurally, the tax system relles heavily
on indirect taxes such as those on international trade and the stamp
tax whose revenue elasticity 1s not much greater than one. Direct
taxes on income represent only 15 percent o¢f total tax revenue,
mainly levied on corporate entities, with negligible revenues
generatea from personal income ana 1nheritance taxes, Finally,
fiscal reliance on indirect taxes not only 1implles limited tax
revenue buoyancy but also regressivity in terms of equity of the tax
system.

An analysls of the recently revised 1%tz GOG buaget
shows estimated central ygovernment expenditures of approximately
$1.5 billion. The o¢perations budget 15 estimated at $75€¢ million
correspoending to government c¢ivil service salarles and 1ncludes
materlials ana services. The public 1investment bDudget 1s estimatec
at $594 million and 1ncludes both direct capital 1investment 1in
projects as well as financial 1nvestment 1in state-ownea enterprises
ana financial entities.l/ The projectea GOG aeficit for 1898z 1is
$420 million. A public finance convention observed 1n Guatemala 1is

to cover operating expenses with current revenues and finance the

1/ $24C million has been assignea to service the national debt.
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capital budget through internal and external debt plus any
carry-over from the previous fiscal year. This means essentially
that internal bond issues provide the ccocunterpart to internationally
financed projects.

The new government fully Intends toc practice fiscal
restraint in the 1982 budget which, if <cuccesstul, will mean a 27
percent reduction in the government <«eficit in compariscn to the
previous fiscal vea.. Thus, operating =xpenditures will be held to
a mere 2.9 percent Ilncrease compared to last fiscal year and the
capital budget will bhe reduced by about 25 percent. In light of
current inflation rates of roughly 11-13 percent, the budget in real
terms represents an austerity program which will limit the role of
the state in the national economy.

The fiscal decision to iimit public sector spending
was the result of a general worsening of the country's balance of
payments situation and the need to enter 1into a Standby Agreement
with the IMF.l/ In addition, government revenues are projected to
increase by only 9.7 percent which does not even keep up with the
rate of inflation. The only area of significant revenue
improvement, foreseen at this time, 1s 2 43 percent increase in

non-tax revenues stemming from petroleum rcoyalties., In summary, the

1/ One of the IMF conditions for a $:10 million borrowing was to
limit the 1982 deficit to $400 mill.on,
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current macroeconomic slituation combined with an i1nelastic tax
revenue structure will curtail the growth cf the public sector for,
at least, the next few vears.

4. Monetary Policy and the Banking System

Monetary policy 1n Guatemala 1s tormally determined
by the Monetary Boaru, consisting of representatives 1[rom bpoth
public ana private sectors. 1he Becara 1s chairea by the President
of the Central Bank and basic policy options are formulated and
presented by that institution. 1n practice, the government controls
the Monetary Board and policy 1s strongly conditioned by the
requirements of the Central Government detflcit. Fer this reason,
interest rate policy and the size of the Central Government deficit
are key parameters 1n formulating monetary policy. Traaitionally,
however, filscal ana monetary conservatlsm has prevallea. AS a
censequence, Guatemala tenas to have one of the lowest 1nflation
rates 1in the hemispnere. In fact, most of the observed inflation in
Guatemala 1s attributable to imports, reflecting higher rates of
inflation 1n Guatemala's major trading partner countries and higher
international petroleum prices, hence, monetary expansion to
finance the estimated GOG deficit of $4z0 million in 1982 1s not
expectea to i1ncrease the rate of aomestic 1ntlation.

Nevertheless, the unprecedented growth of the
budgetary ceficits between 1979 and 1%EZz, resulted 1n a de facto

credit rationing favoring the public sector. Between these vyears
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net domestic credit to the public sector practically tripled each
vear, while net domestic credit to the private sector grew at an
average annual rate ot only 17 percent, This credit squeeze which
affected the entire banking system was further compounded by the
loss of international commercial credits normally provided to the
private sector. The loss of these <rzdits was the result of
regional political developments which aifectea Guatemala's credit
standing with the private banks.

The monetary prospects tor 1987 show a continuation
of the tight credit situation for the private sector, although the
GOG deficit will be considerably lower this year. For example, the
overall money supply (defined as currency plus demand deposits) is
projected to increase by less than one percent 1iIn line with
conservative monetary policy. The total central bank credit to the
consolidated banking system is estimated to increase by only 12
percent. Of this increase, the share of c¢redit directed to the
private sector will amount to only a 4.% percent increase over last
year's level, in comparison to the share of credit to the public
sector, which will increase by a projectea 25 percent. In absolute
terms, the Bank of Guatemala will expand its total net credit to the
public sector by an estimated $200 millicn auring 1982. This amount
roughly corresponds to the net monetary ¢reation required for the

GOG deficit. Finally, there 1s no increase 1in net credit creation

programmed for the commercial banks {or relending to the private
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sector. Thus, 1n the absence of a restoration of 1nternational
credit lines, it would appear that private sector investment and
production activities will be restricted because of the current
credit situation.

5. GOG Pricing Interventions

In adaition to the traditiocnal fiscal and monetary
policies pursued by the GOG and the Central Bank, there are a number
of policies which affect normal market pricing and as a consequence
influence the allocation of productive resources, The major areas
of GOG price interventions in the economy are as follows:

i. Basic Graln Stabilization

The 1Instituto de Comercializacién Agricola
(INDECA) 1is responsible for maintaining price stability for such
basic staples as corn ana beans, The objective 1s to assure a
"fair" market price both for rural producer ana urban consumer.
Initially, INDECA sufterea severe financial losses 1in trying to
maintain prodaucer prices artificiaily high ana consumer prices
artificially low. This approach has since been abandonea in favor
of buying and selling operations aesignea to reauce seasonal price
fluctuations during the year. However, as a result of limited
storage capacilty and other constraints, INDECA has been criticized
for not effectively fulfilling this role. Moreover, a number of
public scandals concerning this institution have undermined 1its

credibility. Currently, INDECA operates at net loss of about §16
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million a year.

ii. Price Controls on kusic Consumer Products

Price controis «<n =ocme forty basic consumer
products are enforced by the Ministry <! Fconomy. These controls
were imposed as an emergency measurs to prevent profiteering

following the 1976 earthquake. Later, they were maintained as an
anti-inflationary measure protecting has:cally the urban consumer.
The periodic scarcity of price-controlled products has placea
pressure on the Ministry of Economy per:odically to review ceilings
on prices. In general, these controls have tended to become more
flexible. With the possible exception of milk, no sericus market
scarcities are believec to have been created through use of price
controls,

iii. Minimum Wages

During 1980 there were substantial increases
made in the rural and urban minimum waces, These increases ranged
from 100 to 200 percent. 1n many labor markets, however, the going
wage rate had already superseded the ol¢ minimum wage rates which
were not automatically adjusted for infliation, Thus, the minimum
wage increases dlid not seriously aftect urban or organized labor
either in terms of remuneration or erployment. However, the rural
minimum wage increase was more substantial, 186 percent, and came at
a time of falling international <commodity prices and rising

agricultural input costs. The hardest hit was the labor-intensive
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coffee sector, where 1t 1s believea that the minimum wage may have
caused an lincrease 1n rural unemployment. As a result, the GOG
agreed in late 1980 to requce cotfee export taxes as a partial
offset to the rising costs of proauction, thereby ameliorating the
negative impact of the minlmum wage 1increase on employment 1in the
coffee sector.
iv. Tar:iffs

Tariffs have plaved & dual role in Guatemala,
serving both as an easy "tax handle" for fiscal revenues and as
protection for the nascent 1incustrial sector, The latter has
developed largely within the context of the CACM regional market.
The trade dilversion and trade creation effects of the regional
tariff structure nave generally been beneficial to Guatemala,
although the regional consumer ultimately pays a higher price for
CACM products. 1The recent crisis in foreign exchange convertipility
is substantially reaucing regional aemana for Guatemalan industriai
exports, especialiy since Guatemalan export credits primarily to
Nicaragua and El Sa.vaaor have by now been exhaustea. Thus, tarift

reductions may be needed 1in oraer to obtain gulc-pro-guo access to

extra-regional LDC markets proviced that freight rates permit
Guatemala to be competitive. In terms of the United States market,
taritf reductions woulc obviously not be needed 1f the CBI proposal

to create a "one way" free traae zone 1S enacted.
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V. Foreign Exchange Controls
Foreign exchance controls were adopted in 1981
by the Central Bank as a means of s h:ring up dwindiing official
reserves. Ostensibly, these controls apply only to Guatemaian
foreign capital transfers. Since then, there has been a marked

reduction in capitat: flight as repcrtec by the Central Bank.
However, there has als¢ developed a para..el market for U.sS. dollars
which would indicate, in combinaticr with transfer pricing, that
capital 1is continuing to leave the aountry. The parallel market
also serves as a mechanlsm to finance critically important inputs to
keep industries operating given the aam:nistrative controls imposec
by the Central Bank in order not to violate Guatemala's Standby
Agreement with the IMF and yet keep fron exhausting liquid foreign
exchange reserves. A more rapid structural adjustment of the
economy to the current economic realities would more effectively
reduce capital leakages. Therefore, it i:z doubtful that controls by
themselves will be effective 1in maintaining reserves. Currently,
foreign exchange is bheing rationed through administrative processing
of importer foreign exchange requests. Thlis maneuver has permitted
the build-up of a $70 million reserve, but also, a more than
offsetting back-log of bills due and pavable or presa estimated by
commerclial bankers to be at least %80 wmillion ana perhaps in the
$120-150 million range. However, tne practice is likely to disrupt

normal commerce and create dislocations in the economy.
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C. Causes of Poverty

The causes o0f poverty 1n Guatesala can be traced to the
characteristics o¢©f preauctlion within the wvarious sectors of the
economy . These sectors will Dbe diliscussea along wltn certaln
cultural/social factors which influence and conaition economic
relationships. The most aesperate forms ot poverty are associated
with the predominantly Inaian subsistence economy, however, there
are 1inter-sectoral linkages which are also important 1in determining
income levels. 1In general, the secular moagernization of the economy
will bring about greater specialization ana linter-dependency. The
more modern sectors of export commerclal agriculture and industry
will play an i1mportant role i1n Guatemala's development as areas of
future employment and income growth. The Highland areas of
Guatemala, which are predominantly Indian, are militarily contested
areas at this time, The faillure to better 1incorporate this area
into the mainstream economy explains the relative alienation of that
portion of the population and their current social unrest.
Historically this isclation was in part voluntary 1n an attempt to
maintan the Indian culturel way of life. However, population growth
ana limited lana resources are graaually forcing a breaxcdown of the
traditional agricultural economy of the Indian. The phenomenon of

minifuncismo or excessive sub-aividing of lanas tenas to drive

individual incomes toward and below subsistence levels. The need to
diversify employment opportunities will become clear in the

following sections.
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1. The Traditional Agricuitural Sector
This sector includes *-e& Northwestern Highlanas
which are dedicated to subsistence tarming, The land resources of
the area are quite limited in terms o scll fertility, slope factor
and access to year-round water. Ye+, ©the rugged topography of the
Highlands until twe decades ago was adeguate  to  support  the

subsistence economy of the traditicnal rdian. In recent years,
however, the high birth rate combined wi*thk reduced mortality rates

has resulted in a prel:feration of miri-ungios. This parcelization

of the 1land (primogeniture 1is not practiced) reflects an ever
increasing man/land ratio which, given the low level of technology
employed inevitably points to reduced productivity of labor and
corresponding deterioration in incomes. wWith an average of one acre
per person in the Highlands, the small *armer cultivates an area too
small, given present farming technicues, to provide an adeguate
income to meet basic family needs. Moreover, the small farmer has
tended to specialize in basic grains which have a relatively low
commercial value. Hence the combinat_on of low productivity
cultivation techniques and low value orop mix has resulted in
subsistence incomes for the vast majoritv of farmers in the region.
Despite these conditions, the indigenous members of the target group
continue to¢ be bound by tradition and cuiture to the Highlands.
They resist the idea ©! permanent migration, yet econcmic necessity

often forces many to leave the Bred in search of better

i
[Ey)

i
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opportunities. Traaiticnally, the sector has peen a source of
seascnal, migratory labor which auring tre harvest season provides
considerable labor for commercial agriculture, The cash 1ncomes
generatea by such employment represent impoertant income supplements
for the rural Highland poor. For 1nstance, this 1ncome 1is coften
used to purchase fertilizer ana tools used 1n c¢orn and bean
production for househola consumption. Thus, the seasonal labor
pattern represents an important linkage to the rest of economy.

Nevertheless, 1f the RAltip.znc farmer is to meet
the basic needs of his family, he must have betver access to more
efficient proauctirn tecnnologies threough improvea research ana
extension services. Eventuaily, ne will have to diversiiy his
production to proauce higher value crops anao obtaln improved access
to markets. In addition, the small farmer may be able to supplement
his income through cottage 1lhaustries ana off-farm employment 1in
rural enterprises. Ultimately, permanent migration may provide the
most economic alternative. However, this will depenéd largely on
access to new lands, e.g., colonizat:cn, &and 1lmprovements 1in rural
eaucation to permit more rapild incorporation into the moaern labor
force.

Z. Commercial Agriculture

The commercial agriculture sector 1s primarily
export-oriented ana consists of large farms along the South Coast.

The sector provides seasonal employment for more thanm a half of a
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million rural poor. Crop cycles for cntton, sugarcane, coffee and
milpa (corn/beans) are essentiaily compiementary in terms of labor
requirements. Thus, migratory workers descend from the Altiplano to
work on commercial plantations during the harvest season along the
South Coast but are still able to harver® their own corn and beans.
In general, commerciai farms maintain & relatively small permanent
labor force for year-round maintenance 3nd land preparation. In
March 1980, the rural minimum wage was Increased an average 186
percent to $3.20 per day. The 1impact ©f the minimum wage change on
rural household incomes wiil continus t0o cepend on the relative
demand for labor, which in turn is largely a function of commodity
export prices and, in the case of coffee, export quotas. Recently,
export tax rates on coffee were lowered because of the decline in
international coffee prices. This measure was taken to maintain
employment levels in this labor-intensive industry.

3. The Modern Industrial Sector

This sector is essentially urban-based and consists
of import-substituting industries preducing light cénsumer goods.,
Growth in this sector has been encouragea through protection
afforded by the CACM regional tarift. Moreover, there has been

considerable foreign 1investment and elatea technology transfer.

-

The import content of :i1ncustrial proaguction is lowest for agro-based
inaustries which have the most 'potentizl for developling backward

linkages. In general, the adoption of relatively capital-intensive
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production technigues has meant relatively high wages for urtan
workers., Moreover, the urban minimum wage was recently increased by
47 percent based on interim infilation since the last adjustment,.
Since wage levels are already relativeiy high 1in the sector, the
minimum wage 1increase is not expectea to create any aaditional
unemployment. Generally speaking, the urpan worker benefits more
from sociai welfare programs and 1s generally better organizea than
his rurai counterpart. However, labor-management relations are
often strained because of mutual aistrust and a faillure to observe
conventional colleclive bargaining practices.
4. TOUrism
This inaustry has consliaerable potential in

Guatemala given thne country's natural enaowments and rich cultural

heritage. Guatemala's proximity to the U.S. tourist market provides
an additional comparative advantage. However, recent political
viclence couplea with acverse press 1n the [U.5. has noticeably

discouraged tourism in recent years. Formerly, tourism stimuiateaq
employment in construction ana hotel-relatea services, ana tourist
demand for 1Indian hand:crafts proviaed an important source of cash
income for Altiplano artisans. Currently, hotel occupancy rates in
the capital city have declined trom 80 to 28 percent over the period
1980-198=. Yet, there are 1ndlcations tnat the average stay has
increasea and that tourists on average are spending more. in terms

ot the balance of payments ana net toreigr exchange earnings, there
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has been considerable "out" tourism by Cu=2zemalans which will create

a net payments deficit of $103 milliicn in 1382,

5. Rewistributive Mechanism=
At present, it appears .nlikxely that there will be
significant redistribut:ion of such ass=73 &s agricultural land or

industrial equity. Public pelicy in thtese areas 1s directed towards

the c¢olonization of new lanas ane S esevvation o0f an  economic
climate conducive to foreign investment. However, the government 1is
attempting to improve the distributicr o©f human skills through
education and manpower training ororrans, In acdition, the

distribution of capital resources 1is being improved through special
credit programs and gragual irvrovements in fipancial
intermediation. Thus, the GOG policy seems to be one of selective
interventions in the market economv <des_.gred Lo give greater access
to productive resources, without arbnitrz2rv reassignment of ownership.

Inflaticn may be havine o redistributive impact as
well., If inflation affecteda the market =conomy evenly, there woula
be 1little disteortion in relative prices and incomes. However,
certain prices adjust more quickly o iwfiazion than others creating
economic inefficiencies and daistortions in income. Following the
197¢ earthquake, price controls were plzced on a large number of
basic consumer commodities, Ostens bly, these controls protected

the poor from profiteering and erosion ! purchasing power through

inflation. However, basic grains oproduc=r by the target poor are
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subject to these controls, ana smali farmers proaucing corn ana
beans find that their produce buys 1iess 1in terms of manufactureag
goods which are not subject to price controis.,

Perhaps the most powerful reailstributive mechanism
is the fiscal buaget 1tself, The structure of taxes together with
the alleocation of government expenditures can substantially alter
the relative aistribution ot income. The fiscal distribution effect
on incomes 1s a function of the tax revenue structure and the mix of
public goods and services. Although the puulic cector in Guatemala
represents only 16 percent o0f GDP, 1ts resources reiative to the
bottom 25 percent ot the population are substantial. If we assume
that the bottom guartlile effectively pays no taxes because o0f 1its
limitec participation 1n the money economy, then the alilocation of
40 percent of the budget tor infrastructure ana services directly
benefitting this group would have an effect eguivalent teo a 100
percent 1increase 1n relative 1income, wWnhile thls exampie gives
little more than a relative oraer ot magnitude, 1t does illustrate
the importance of the fiscal structure in social welfare terms.
With respect to national tax effort, the "tax handles" avallable to
the government are limitea. This 1s true for administrative reasons
as well as political reslstance to taxes i1n general, The current
tax structure can be categorized as ‘"reuyressive" because of 1its
heavy dependence on 1lnairect taxes (85 percent) ana limitea revenue

elasticity with respect to national 1i1ncome. OCn the expenaiture
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side, the government is limited in its arsility to identify projects
that benefit the poor and lacks aamnlnistrative experience in
providing services to rural areas. These types of constraints are
addressed in the AID Strategy where programs in health, education
and rural development have been shown 2< have & large income subsidy

effect for lower-income housenolds.

6. Cultural and Social Div.zions
The social organizet o of the rural Highlands 1is
rather rigidly class-stratified and varz’.els the basic divisions of
the ethnic groups. One group cons =58 o0i the Ladino elite.

Generally, they are the social ana political leaders of the
community and set the styles in drecss, recreation and social
activity. Their political power has weakened considerably since
townships were given the right to elec: @ local government, but they
continue to maintain at least tacit control of the economic, social
and religious affaiis of many Indian compunities.

Ladinos anc cultural y transitional Indians, who
generally reside in the municipal capitals and the larger nucleatec
villages, form a secong Jgroup. Ladines in this Jroup generally
enjoy access to better housing and socia! services. They make their
livelihood from a wvariety of smasi  commercial and service
occupations, such ag storeowner, “ruck driver, etc., or as
semi-professionals, such as admiristrative clarks, nursing

auxiliaries or schooi teachers. The “rarngitional Indians in this
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group have either taken up occupations simllar tc those of the
Ladincs or are the owners of small-scale .and holdings. Almost all
are conversant 1n Spanish. The Ladlnos have receilvea some formail
schooling, many having completea primary school, and they encourage
their children to continue their eaqucation beyond the sixth grade,
if possible. Many transitional 1Indians, on the other hand, are
illiterate, although they are perfectly conversant in Spanish ana
have aeveloped a facility for dealing 1n the market economy. They
do see the wvalue of formal edgucation tfor their children and
encourage them to stay in school, at least tnrough the primary
grades.

The thira class 1s composea of the large mass of
Indian peasants who earn their living as lanaless day laborers and
subsistence tftarmers., Very few have any formal egucation. Of those
who have pbeen to school, many have regressed to 1lliteracy. Many of
the men are conversant 1n Spanish and oeal etfectively 1in local
markets. Although the Indian peasant recognizes the value of formal
eaucation for his children, the ability of the childa to contripbute
to the home economy as part of the extended nousehold is often
conslcerea more 1important tnan schooling. As a result of this, as
well as the fact that the child often does not speak Spanish, few
progress beyond the thira grade and are thus i1nhibitec from adapting

to the Lacgino culture.
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7. Attempts at Adaptation . & Changing Environment
Tncreasing nuirhers o:n “saohland poor are attempting
to break out of their povertv and 1noo “heir i1ncome positions in
a varlety ot wayé¢: some are suppismentlng  incomes earned 1n
traditional agriculture by changing more modern agricultural
techniques and tec hichsr value crops
Some 26,000 small farmere in the Highlands teroet

area are currently growing and m

crops. These farmers often earn

person-year of labor than their

level. They alsc twice

emoioy

farmers proaucing basic grains.

of those

Many

incomes in the Highlands throuch

shifts to non-farm activity must

three months, rake advantag

commercial farms along the Sou

definite preference for

permanently to the  South

colonization projects 1 the N

jungles of the Petén,

neianb: s

residence

Coast,

seeking enough

rketinc tigh-vaiue, labor-intensive

¥

theee feur times more income per

working at the subsistence

"

the armunt of lapor compared Lo

who ars wunable to earn adeqguate

improvenent in cropping patterns or

migrate seasonally, for as long as

e c¢f employment opportunities on

th Ccas=. Cthers, despite thelr

in the ¥Highlands, have migrated

e the Government-sponsored

orther:s Transversal Strip or the

lznd to provide them with an

adeguate living standard. Stiil otrnery, although with great
difficulty, have left the social orgerization of their indilgencus
communities and have migrated to¢ urban sr2as. However, because of
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the relatively capital-intensive nature of 1ingustry in the city,
insufficient opportunities exist for migration to the urban areas in
search of employment. Historically, the lLargest component o¢f the
target group migrating to the «cities have been women. They
generally seek employment as aomestic servants, since their
opportunities are limited as a result of their lack of education or
necessary skills.

Some of the attempts at acaptation offer real
potential for improving the living standaras of the rural poor. The
four most promising ot these form the basis ot the AID strategy:
transition from traaitional to modern tfarming, diversification of
production to higher 1ncome crops ©or Crop ana animal mixes,
development of offt-farm employment opportunities and small
inaustries, anc migration from the Highlands to the land settlement

programs in the Franja Transversal del Norte ana the Petén.

D. Poverty and Political Violence in Guatemala

Violent conflict, between right and left, is not new to
Guatemala. In 1954 the communist-influenced government of C(Col.
Jacobo Arbenz was overthrown by the rightist forces of Col. Carlos
Castillo Armas. In the early and mid-sixties, guerrilla activity
was concentratec 1in the north-eastern portion of the country, in
areas with populations culturally not Mavan Indian but Ladino.

Guerrillas of the 1960's maintained close ties with

Castro's Cuba and generally foliowed Ché Guevara's style of
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revolution, roaming in desco.ate &rea: 'r from the capital city.
These guerrilia groups were effect.ve.w Lroken up by the end of

1967, but some terrorsist activities ocor- - -ued in Guatemala City ana

resulted in the assassiaation of U.8. »rrizessador John Gordon Mein in

1968.

Present cuerilla efforts, ir =—ontrast o the €0's, are
focussed on the poorest sections of tou oouantry - the Hichlands -
which are populated iy traciticnal Y:owvor Indlans, in the past,
these 1Indians were politicelly apati:  © and highly adverse to

outside influences. Over the past fsw vears the guerrillas have

been able toc develop 2 support base bv =oiiticizing the Indians.
Poverty plays a malor rols .r this change in cuitlook by

the Indian. The extremzly high populaticr density in the Highlands,

with 1little arable land available, <corntribubtes to the Indians

inability to genera*e income and provives useful propaganda for the
leftist guerrilla «croups. Indiang, who face dwihaling lana

resources, migrate to large fincas to wivik, where during guerrilla

takeovers they may be lectured aivectly oy guerrilla forces on the

i

radical alternative fc¢ the present covszr»ient, For example, on 27

April 1982 1indians working at El Escobi. finca in E1 Tumbador, San

Marcos were lectured o and giver gprosaganda by guerrillas who

temporarily took over the finca.

To a degree, the Indians willlirgness to listen 1is due to

their own exposure to modern culture, iransistor radios and the
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tourism boom of the seventles have contributed to this exposure, as
has the social doctrine of the Catholic Chnurch,

The increased acceptance ©t the guerrila movement by the
Indian campesine 1is also the result of a change in guerrilla
tactics. The takeover ot the fincas ana lecturing to workers is
described above. The guerrilla forces also use this tactic with
isolatea villages. The village of Arnelcc near Barillas,
Huehuetenango, for =xample, was taken over on the 2z:nd c¢f april of
this vyear, and as public buildings were burnea, the residents
received a lecture in the guerrillas' philosophy. The 1left also
attempts to provoke the right to overreact ana until the March 23
coup encounterea consideraole success in so doing.

Foilowing the Salvacorean meogel, major guerrilla groups
in Guatemala announced shortly before elections in early March that
they were uniting again in a broad political front. The
Revolutionary Organization of People in aArms (ORPA), the Guerrilla
Army o¢f the pPoor (EGP), the Rebel Armed Forces (FAR) and the
GCuatemalan Workers® Party (PGT) nave Jjoinea forces to form the
Guatemalan National Revolutionary Union, which is 1ntended to follow
the form of the Democratlc Revolutionary Front 1in El1 BSalvador and
the National Patrictic Front 1in Nicaragua. Prior to this new Union
the guerrilla groups seemea to have partitioned the country amongst
themselves after an initial unlty agreement. CRPA has operatea 1n

the southwestern guadrant. EGP activities have been concentrated in
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central Quiché, Aalta verapaz, San Marccs and Huehuetenango, FAK
strikes have been primarily in the Ppeién and the ©Department of
Guatemala including Guatemale C(City, while the PGT has to date
limited its attacks to Guatemala Citv.

Guerrilla activities haeve atfected USAID development
projects. Sixteen schools unaer constroction in the Rural Primary
Education Project have beer ¢elayed bh=cauvse access to the areas
where they are being built has beerr cut off, Parts of the
Integrated Rural Development - San Marcos Project have shifted to
different locations within the Department of San Marcos, and sites
for implementing the Bilingual Education Project were also changed
to avoid less secure areas. While mest prolects have been able to
continue inplementation uninterrupted, the ability of USAID
personnel to travel to certain places to monitor that implementation
has been curtailed by guerrilla actiors along the major highways
leading to them. The Peace Corps hnas  also been aitfected by
guerrilla operations. No volunteers are being placed in the areas
of highest guerrilla activity - the whole western half of Guatemala.

The guerrilla movement 13 ¥ar from being militarily
defeated in the field, and the new government must prove itself
responsive to the large numbers of rural poor in order to defeat the
guerrillas. In the short-term, this reguires rapid expansion of

those government pregrams of high impact and wvisibility which
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expecitiously respona to the perceivea needs co¢f the rural poor.
These programs should be locateac 1in areas where the leftist threat
1s 1ncreasing yet where i1mplementation remains feasible or in areas
retaken from the guerrillias and sufficlently pacifiea. ©Programs of
direct and immealate benetit to those 1n need woulid help undermine
the rationale for violent, radical political change and isoclate the
guerrillas who are now destrcying what little infrastructure exlists
in some areas of the Highlanas.

E. Obstacles to Broadiy-Bbased (Growth

The major obstacles to growtn-with-equity can te
summarlized as follows:

1. Depressea export sector performance as a result of
deterioration 1I1n the terms-ot-trade and stagnation of the CACM
regional market.

<. Lack of ac~ess to new export markets necessary to
sustain economic growth and maintain normal import levels,

3. Lack of private investment and technology transfer
to modernize production ana achileve more eirfective marketing.

4. Lack of gomestic or international demana to utilize
fuliy the existing industrial capacity and provide adaitional jobs.

s, Inacequate access to working cagpiltal to expana
production even 1f _he demand existed.

€. Absence of sufficient comestic investment to absorb

rapidly increasing labor force.
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7. Inadegquate educaticn srd  training of the labor
force.

g. Inadeguate social infrsstructure especially in the
rural areas, e.g., <communicationg, ropds,  electricity, sechools,
health faciiities, =stc.

9. Limited arable lard .+ the areas ot high anu

expanding population anc cultural cppos: *:won te resettling from the

Highlands to virgin, relatively uncccupies lowlands in the north.

10. Use of low productivity =technologies and low value
crop-mix in subsistence agriculturea hecause of deep rooted
traditions and limited agro-support services including credit and
marketing.

11. Limited access to rpotable water and preventive
health care facilitiecs.

12. Improper nutriticen because of lack of food and
dietary knowledge, especilally in rural s@=as,

13. Social and cultural isolation which mitigate
against family planning, proper health v-:z:ctices and access to basic
education,

F. Host Country Development Pler and Budget

The first Five-Year Develcprert Plan was elaborated by
the General Secretariat of the Natlonal Econcmic Planning (Council
(NEPC) in 1971. This Plan formally raecuss~ized the seriousness of the

country's socio-economic problems, desc-ibing at lencth the wide
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ineqguities in 1income and other indicators ot well-belng which exist
between the modern sector and the traacitioral agricultural economy.
The two subsequent National Develoment Plans (1975-1676, 1975-1982)
further guantified these disparities giving emphasis to the need for
greater government intervention to address these ineguities,

The major theme of the most recent pian (1979-1982) was
"Agrarian Transformation”. The plan laid cut & .ong-term strategy
aimed at increasiry employment alternatives in the rural areas
through diversification of the agriculitural economy. This strategy
requires a shift to higher value agricultural crops as well as
agro-industrial procucts which are more labor-intensive, Moreover,
the plan advocatea reorientation of gomestic industrial production
to emphasize the use of labor resources thereby reaucing the
relative capital 1intensivity 1n 1ndustrial production. The new
industries proposed would produce agricultural inputs as well as
final products thereby eventually transforming the entire
agricultural sector.

A major difticulty in evaluating the 1979-8Z Plan was
that planning was done at the sectoral level and not at the project
level. Project 1aentitication was left to the various ministry
planning ottices often in collaboration with the :international donor
agencies, This arrangement was formalized 1n 1980 with the

establishment of the Comisidén de Financiamiento Externo (COFE).
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Basically, COFE instituted a review process reguired for all
internationally financed projects to determine project compatibility
with the National Develcpment Plan ana suitability of the terms ot
financing. Also, the GOG used the process to establish priorities
ana review project design and implementation issues. Once the
sponsoring ministry ana Planning Council <leared the project, it was
then reviewed by the Ministry of Finance fcr final project approval
and loan signing. This procedure, whi:ie time consuming, did bring
about a collaborative relationship bLketween the host country and
international donor staff in develcping prodjects, The projects were
in general well designed and there was a greater GOG commitment to
implement them.

The 1982-198¢ National Development Plan was being
developed at the time of the March 23 coup. The sudden change in
government led to a temporary postponement of the Five-Year
Development Plan 1in favor of concentrating efforts on a short-run
Emergency Plan, covering the remainder of 1982. However, the
Migsion understands that a medium-term plan will be developed in the
next few months. The Emergency Plan is expected to provide for a
general consclidation o©of government programs as well as priority
measures to be taken to combat corruption.

While it is still too soon to comment on GOG development
plans for the future, 1t is clear from recent discussions that there

is to be a continuing commitment <o rural development. The
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buagetary trene 1in rural public sector 1investment has 1increasea
steadily since 1974, as documentea 1n Aannex B, Table 1 and the
corresponaing graph. Programmed in the 1982 budget is approximately
$127 million of public investment 1n the rural areas for health,
education, agriculture ana municipal 1infrastructure. In terms of
overall government expendlitures, the pattern 1s similar to the
above, as shown in Table 2z and Graph 2 of aAnnex B, with rural
expenditures in these sectors steadgily 1ncreasing over time. For
1982, total GOG expenaltures airected to the social sectors in rural
areas will amount to $:z52.z million. Finally, in terms o¢f the
reiative share of a growing GOG buaget, the rural areas generaily
claim 20 percent of the total budgetary resocurces as shown 1in Graph
3, Annex B.

G. Absorptive Capacity

The GOG's successive development plans, as well as 1its
annual budgets, have consistently been optimistic about the public
sector's capacity to implement them. For the past eight years the
amount expendea on capital investment has averaged 25 percent less
than the amount budgeted. This difference between funds programmed
and expended 1is largely tne result of two factors: institutional
constraints ana a set of overly complex administrative laws and
regulations.

The critical 1institutional weakness 1In the area of

project design and execution are inadequate public sector technical

capability and limitea administrative capacity.
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Historically, low public sector salaries, which make it
difficult to obtain and hold qualified personnel, have contriputed
te the problem. Developnent plans and goals are carefully
elaborated, but the GOGC has not performeé well in foliowing through
on the next step of translating these into operational programs and
discrete projects. This failure applies to small farmer development
projects as well as large-scale "showcase" projects, The need to
resolve these weaknesses 1s well recognirved and 1s mentioned in the
last Development Plan as a critical prerequisite to successful
achievement of the (GOG's development goals, The GOCG has recently
embarked on an extensive program to upgrade the gquality of public
sector employees through advanced training, partly by using $2.0
million of its own resources for this purpose under an AID 607
agreement. Severai GOG entities, notably INFOM and the public
agricultural sector, have also initiated in-service training
programs to improve project design, project management and general
administrative capacities. In aadition, the Natiocnal Economic
Planning Council has signed an agreement with IDB to finance
feasibility and project pre-investment studies in order to aevelop a
shelf of projects. Finally, AID has recently signed a project grant
agreement with the Ministry of. Finance providing technical
assistance and training to improve development administration and

utilization of external resources.
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an  important factor which explains the GOG's poor
implementation record is its system of civil service recruitment and
procurement procedures. The Guatemalan Civil Service, in recent
years, has been subject to a number of restrictions both in terms of
creating new positions and the rate of remuneration allowed. It is
not uncommon for a new position in a government entity to take six
months to process. Currently, the average government salary is $250
per month and the rate of pay increase usually lags behind the
inflation rate, which means public salaries tend to fall in real
terms. This makes it difficult to obtain gqualified and motivated
staff to implement government programs, including development
projects.

The procurement law als¢c represents a time~-consuming
process as local competitive bidding 1is required, except under
emergency situations. Moreover, all Central Government contracts
must be reviewed by the Ministry of Finance following formal bidding
and contract adjudication by the implementing ministry. Thus final
contract approval may also require about six months to obtain.

Iin addition to¢ these aaministrative requirements, there
are freguent problems in amending budgets and obtaining additional
funds to cover inflation-relateaq cost increases, Finally,
administrative authority tends to be dispersea and, as a

conseguence, a number of approvals need to be obtained before any
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governmental action is undertaken. These problems, while not unigue
to Guatemala, will require public administration reforms in the
future if government programs are to be accelerated.

H. Guatemalan Perspective on the CACM

The CACM has been one of the major factors contributing
to Guatemala's extenaed period of strong economic growth during the
196Gs and 1970s. The Guatemalan manufacturing sector yrew rapldly
during this period under the stimulus ot the CACM and traditionally
has been heavily dependent on the ©protected Central American
market. The CACM had become increasingly important as an export
market, taking 31 percent of Guatemalan exports in 1981, the bulk of
this trade in manufactured products.

The CACM trading system, however, 1S now severely
under-financed and the volume of trade has begun to drop sharply.
As a result of simultaneocus balance of payments crises in all five
countries,the CACM members 1in deficit with the region have been
unable to make hard currency Bpayments, and large bilateral
imbalances have built up in the Central American Clearing House.
The balance in Guatemala's favor is about $15¢ million, with another
$50-75 million of trade still unregilstered. With credit of this
magnitude outstanding to its trading partners and in balance of
payments straits itself, Guatemala wiii have difficulty financing
exports to the CACM in 1982 and 1983 at the 1980 ana 1981 levels.

From a peak of $440 million in 1980, Guatemala's regional exports
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fell to $379 miilion in 1981 and are estimatea to decline further in
1882.

Unaer these circumstances, any asslstance to CACM
institutions in the form of trade or development financing would
benefit Guatemala indirectly, while  benefitting other member
countries directly. A fair share of developmental and technical
assistance projects, such as the Central American Electrification
Grid, has gone to Guatemala. Although its stake in the CACM 1is as
high as any country's, Guatemala's financial ability to do more to
strengthen the regional institutions tftrom within 1s extremely
limited under present circumstances.

1. U.S./Guatemala Economi¢ Relations

The Unitea States 1s Guatemala's main tracing partner by
a wide margin. The U.S. has taken 25-30 percent of Guatemalan
exports each year during 1978-198l1, although with a gradually
declining trend. Through 1979 nearly 90 percent of Guatemalan
exports tc the U.S. were tocd products, chiefly coffee, sugar ang
bananas. Guatemala's mocdest petroleum exports, 1nitiated in 1980,
are also destinea for the U.S. The U.S. share of Guatemala's
imports has remained fairly steaay at about 32 percent in recent
years. Imports from the U.S. include & wide range of manufactured
as well as primary products, wlth machinery ana transportation
eguipment normally the largest category. The value of impecrts from

the U.S. reached $561 million in 1981.
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No reliable data are available on foreign investment in
Guatemala. It is likely that the United States is still the leading
country of origin of foreign investment Iin Guatemala, even though
several countries besides the U.$. have been major investors in the
petroleum industry, the largest sector of concentration for foreign
investment in the last few years.

U.S. economic¢ assistance to Guatemala, treated in more
detail elsewhere, has been modest during the past several vyears.
Expenditures for direct assistance have totaled $6.1 million in
1979, 8%6.1 million in 19806 ana $9.3 wm:llion in 1981. These are
negligible amounts in an §5 biilion economy.

II. STRATEGY
A, Qverview

In arriving at a development assistance strategy for
Guatemala over the coming five years, there are two immediate and
fundamental considerations; one 1is the trend of political violence
throughout Central America; and the second 1is the deteriorating
economic situation. As noted, poverty and economic isolation of the
indigenous population appear to be more significant factors in the
current tensions than in the past. The political climate has also
weakened the Guatemalan economy ang eroded the confident attitude
regarding Guatemala held by international 1lenders and investors
through the previous decade. The new Government of Guatemala (GOG)

headed by retired General Efrain Rics Montt has clearly indicated
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its commitment to improving the economy and developing the poorer
parts of the country ana 1s currently completing the specific plans
to carry out this commitment. The Embassy and Mission propose to
support the new GOG in 1ts efforts to accomplish these objectives.

The strategy presented here 1s basea on growth with
eguity. The Deve.opment Assistance (DA} programs proposed are
focused on the equity siace of the egquation while the Economic
Support Funds (ESF) are aadressea to the growth side. The strategy
calls for the development of local institutional capacity, in both
the public and private sectors, and for the implementation of
activities which provide direct and tangible benefits to the poor.
In adaition to providing resources for institution builaing, the
program finances specific projects designea to demonstrate
alternative development approaches and technologies which can be
continuea or replicated with non-AID resources; for example:
labor-intensive access road construction and diversified small farm
proauction systems. The strategy also includes direct assistance to
the private sector in order to stimulate the involvement of that
sector in the econonmic/social development process as well as 1mprove
the prospects for international trade and investment. The specific
elements of the Missicn strategy are to:

-- Expand the productive resource base of the poor
through 1nvestment in irrigation, soll <conservation, reguired

infrastructure and distribution of new lands in the Northern

Transversal Strip.
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-- Increase the efficiency in application of avairlable
productive resources through development and aqissemination ot

technologies for both farm and non-farm production.

-- Remove external constraints to expansion ol
productive rural enterprises such as l!lack of energy resources,
marketing services, market access and supporting rurail

infrastructure.

-- Increase accegs of the poor to social services such
as health, education, family planning and shelter.

-- Stimulate private sector activities aimed at traade
and investment promotion, employment generation, vocational training
and technical assistance. And,

-- Assist the GOG in buiiding the institutional
capacity for effective planning ana implementation of integrated
regional development activities.

The programs presented 1in this CDSES are Jjudged first on
their long-term effects on development within Guatemala. However,
long-term gowth is Jjeopardized by the rapidly worsening economic
conditions under which Guatemala 1s operating. As long-term growth
is dependent on economic stability, a further destabilization of the
economic situation here would decrease the prospects of success for
any program based on growth with eguity objectives. Therefore, the
U.S. Diplomatic Mission has proposed that in addition to a

continuing Jlong-term <development strategy an ESF program  Dbe
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initiatea in FY 1963 to complement the GOG's attempts to revitalize
the ecconomy within the early vyears of our planning pericd and
provide the growth necessary to 1incorporate those sections of the
population now isolatea from 1ts benefits.

B. Economlic Stabilization Program

In light of the present balance of payments crisis ana
the need to bring about structural adjustment of the economy, the
U.S. Diplomatic Mission strongly urges that ESF financing be made
available for an economic stabilization program. The econcomic
stabilization program should be directed towards relieving the
balance of payments constraints by providing strategic import
financing. This financing facility could be established within the
Central Bank with guaranteed lines of foreign exchange credit to
Guatemalan private sector enterprises. Many of these enterprises
import capital equipment, spare parts and intermediate products used
both for gomestic and export production. The import/export credit
tacility would support the liocal private sector by providing
critical foreign exchange and woulc wuse the local counterpart
generatea for domestic lines of credit for worxing capital. Thus,
the domestic liquidity problem would be partially aadressed unaer
the same program.

The medium-term objective will be to reactivate the
Guatemalan economy by providing access to new markets whether under

the Caribbean Basin Initiative (CBl) programs or elsewhere and by
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stimulating greater domestic investment, With an increase in the
use of 1dle productive capacity and later new capaclty, the result
of new investment, there will be an 1ncrease 1in employment
opportunities. Thus, as export-led yrowth based on diversified
production for the world market takes hcid, the economy will move
towards balance of payments equilibrivm and higher levels of
employment. This growth is a preregquisite to a growth with equity
strategy which is the recommended long-ta2rm development strategy for
Guatemala. In terms of the overail distribution of income,
productive employment is the major determinant of income levels both
relative and absolute. 7This can be seen in terms of the househcld
asset mix in which laber services are the most predominant asset as
we move down the income scale. The incidence of unemployment also
tends to be higher among the lower income groups when there 1is an
economic recession. Therefore, the most etficient means of bringing
about improvements in both absolute and relative incomes would be
the reactivation of the modern economy. In terms of relative
magnitudes to reduce the open unemployment rate by one percent it
would be necessary to create or restore 20,000 jobs. This can only
be done by improved market access and related productive investments.

It shoula be stressed that the Guatemalan economy has
considerable economic potential and is the most important ecconomy in
the region. Over the past decade, the normal growth path for this

economy has been 6-8 percent which translates 1nto an annual
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increase 1n real per capita incomes of -4 percent. This growth
rate, 1if sustained, would do much to reduce poverty over time and
meet common economic expectations. The private sector 1n Guatemala
is sufficiently large and dynamic to make the necessary investments

and manage them properly. The origins of the current economic

problem are primar:ly external. Nevertheless, the solution will
reguire internal structural economic changes. The principal

objective of the stabilization program wiil be to facilitate the
necessary structural changes ana restore Guatemala to 1its normal
growth path.

C. Long-Term PDevelopment Strategy

In orager tc achieve maximum development 1mpact the
Mission's development assistance program will be carried out in the
context of an integratea regional development approach. The choice
of this approach reflects the Mission's and GOG's desire to improve
planning effectiveness and achieve greater efficiency in the
allocation of development resources, while at the same time
providing greater opportunities for local participation in the
development process. Under this approach the GOG will develop its
regional aevelopment plannlng and implementation capacity so that
internal ana external resources are more effectively channelled to
the target area. Aaministratively, the regional approach provides a

logical frame of reference for data collection and analysis and

UNCLASSIFIED



UNCLASSIFIEL

- 56 -
provides a convenilient geographic base for coorcinating
implementation activities of the various Iine ministries.
Integratea regional plannire takes 1ntoe account threc
dimensions of the planning process. First, there are the spatial

relationships which de.ineate the rurs! economy and its 1links to

urban centers. This will involve the application of central place

theory to identify market towns and naturzl trade centers. Based on
productive linkages and hierarchies of =zervices, discrete projects
can be formulated which will stimulate the rural economy. in
addition, the regional geographic focus will enabie the GOG to take
better advantage of the cross effects that exist among projects,
Secondly, public services and infrastructure can be analvzed 1in
terms of functions, and certain functionzi complementarities can be
incorporated into project design and execution. Finally, +there 1is
sequential planning which involves the proper phasing ot project
activities and outputs so as to meet program objectives in a more
efficient manner. A more optimal staging of interrelated projects
will help avoid program bottlenecks and ensure that developmental
constraints are addressed in a systematic way. The Mission believes
that planning in this fashion will generate more adequate criteria
for investment decisions and better utllize development resources.
The region intended for this integrated approach is the
Western Highlands or Altiplano. Because thils reagion represents the

poorest in Guatemala and 1is predominately populated by indigenous
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peoples who have been traditionally excludec from the benefits of
prior economic growth, the Mission in January of 1980 established
the Altiplano as 1its target area. Today the Western Highlands
remain the poorest region and are now the locus of a large part of
the current guerrilla activity. The Mission proposes to contlnue
that geographic focus and to direct most of the rescurces available
toward relieving constraints to development of this region.
However, some project activities will be carried out in other areas
of the country when that 1s deemed appropriate to the achievement of
program objectives. The Western Highlands include the departments
of San Marcos, Huehuetenango, El Quiché, Totonicapan,
Quetzaltenango, Solold and Chimaltenango. Where appropriate and to
the extent practicable, the Central Highland Departments of Alita
Verapaz and Baja Verapaz will also be included in the target area.

The National Economic Planning Council will play a key
role in carrying out the proposed development strategy by:

-- Assessing needs ana regquirements for rurail
development.,

-- Developing a master grural development plan for
investments in all sectors 1n the target area.

-- Insuring that programs anc projects of executing
Ministries and agencies are in accord with the master plan,

-- Monitoring national and sectoral budget planning.
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-- Ensuring coordination of external donor activities.

By legislat:ion, the National Economic Planning Council
(NEPC) has sufficient auvthority to carrv cut these functions. It is
responsible for the Five-Year National Development Plan and reviews
and approves Ministry programs, projects and budget submissions.
The NEPC also reviews and approves all external financing
agreements. The NFPC's capacity to exzrcise these powers has been
limited by the 1lack o¢f an adegquate <3tz base and an investment
programming mechanism hampered by organizational and managerial
constraints. AID and other deonors have addressed the data base
problem in the past. The AID-financed Integrated Area Development
Studies Project will be completed 1in 1982 and will provide an
estimate of agricultural production potential and an inventory of
supporting infrastructure requirements and services at the municipal
level. On the basis of local agricultural potential, demographics
and natural trade areas identified 1irn the study, the NEPC will
develop a regional development investment plan(s) for the target
area designed to identify critical infrastructure, resource and
service gaps to be adaressed in order to take maximum advantage of
economic potential. This investment plan will be based on a
hierarchy of market +towns and service centers Serving their
respective hinterland areas. To further refine the NEPC's data base
for planning of integrated regicnal <development programs, the

Mission has also financed an urban povertyv study of Guatemala City
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andé secondary cities 1in the Highlandgs. This study, which will
complement the Integrated Area Development Studies by analyzing
population and urban growth trends, migration ©patterns, urban
emplovment and urban housing and services, will assist in
tagentifying the relationship o¢f secondary c¢ities 1in the Guatemalan
Highlands to surrounding rural areas as a source c¢f employment and
services. In aadition, a study similar to that done for thre

Highlands 1is planned for the Franja Transversal del Norte (FTN).

Cther donors have also financea stugles Dbasea on a regionai
development approach. 1IDB, for example, has financed two important
stucies, one on recional growth poles ana the other on the Chixoy
watershed area.

With the cata base built up through these various
studies and the application of the 1ntegrated regional development
approach to its planning, program development, buaget ana project
review functions, the NEPC will be able to stimulate greater
integration 1in planning of a«evelopment activities at the local
(municipal) level, both 1n AID's target cdepartments as well as 1in
the FTN. 1he NEPC will also be better able to coordinate external
donor investments, so that mutually supportive parallel financing
arrangements will be feasible,.

In order to further the NEPC's ability to translate the
Development Plan into actual project implementation and to

coordinate developmental activities undertaken throughout Guatemalsa,
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the Mission 1is proposing a new project 1in FY 1983: Development
Planning and Management. This new proisct will provide technical
assistance and training to the NEPC to design ana implement an
effective lnvestment  programming anc budget analysis system.
Assistance will be =zimed at huunan resource  lmprovement  and
organizational change.

Effective i1mplementation <! an integrated regional
development strategy will reqguire strcong administrative support and
close coordination of relevant line wministries ana implementing
agencies. As already noted, the capagities and inter-institutional
linkages of these GOG institutions Have historically been weak.
Although the GOG has taken some steps towards decentralization, a
fully decentralized planning and administrative institutional
framework is not foreseen 1in the mediurm term, Nevertheless, the GOG
is moving towards a regionalization of i*: administrative structures
and most naticnal ministries have now established and, in varying
degrees, delegatea authority to fileld offices. The Ministry of
Agriculture now has seven agricultural regions with offices 1in
each. The Ministries of Education, Health and Public Works are also
organized along regional or departmenta.i lines., Thus, while the
administrative structure of most of these 1institutions provides an
appropriate framework for 1local coordinaticon and implementation of
the regional development strategy, improvement of institutional

capacities is crit:ical to the stratecy. The USAID program,
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therefore, calls for continued assistance aimed at upgrading human
resources 1in the public sector and developlng appropriate policies
and institutional reforms in support of regional development
activities.

The proposed Integrated Regional Development Prozlect
will represent the first effort in Guatemala to <coordinate
investments at the local 1level within the context of a common
integrated regional development plan. As the experiences under the
project proceea, the capabilities of the NEPC and implementing
institutions to carry out their responsibilities will become clearer
and aqoltlonal training needs clearly ildentifiea,

The USAID's targets related to its regional development
strategy are as follows:

-- Develop systematic management for the transliation
of development plans into implementing pro-ects and the coordination
of development programs within Guatemala.

- Improve the quality of personnel working in public
sector institutions responsible for providing services to rural

areas through in-service and advanced training.

-~ Expand services essential to rural development to

localities identified as not presently being reachec, but which have

potential for economic improvement.

-- Encourage further decentralization of

administration of public sector institutions and streamline the
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bureaucratic procedures utilized in impiermenting activities designed
to provide services to rural areas.

Within the c¢verall frameworx =i 1ts regional development
strategy, the Mission has selected a mix of complementary program
elements designed to acdress the critical c<onstraints to achieving
the Mission's six long-term development goals, The following
sections describe each of the USAIL's proposed development geals and
their functional relationships in terms 2f program elements.

1. Expand the Productive kesource Base ot the Poor

The amount oi arable land in the Highlands is, of
course, fixed and has long been fully cultivated. Nevertheless, the
productive capacity of land base is & furction not only of size, but
also quality which can be affected by appropriate investments. The
present low productivity of land in the Highlands target area ana
the increasing population pressures set the stage for a
progressively worsening cycle of overuse and deterioration of the
natural resource base. Piiot projects, which include capital
financing for improvements of the land base, i.e., so0il conservation
and irrigation, have been carried out with AID support. These
activities will be expanded under the new Small Farmer
Diversification Project and the futire Integrated Regional
Development Project and broaadened to 1nclude forest management
during the planning period.

In spite of potent iz improvements in land
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proauctivity in the Highlands, the tftixed land base 1s stiil not
sufficient to support that area's growi:;g population. Thus, in
oraer to increase the amount of land available tc the target group,
AID is supporting the GOG's colonization program in the FTN. The
GOG estimates that the F'UIN and new lana areas to be opened¢ up in the
Petén coulé provide 100,000 to 150,000 families with holdings of
15-25 hectares each. Movement of families from the target area will
also decrease the pressure on the land for those remaining, although
such gains may only be temporary unless the rate of population
growth is reduced.

The traditional problem of directed <c¢olonization
under government sponsorship has been 1ts high cost per settler and
the 1large administrative structure developed by the institutions
undertaking such efforts. The USAID is currently financing a pilot
project in the F"N to test an alternative colonization model
administered through private sector cocoperatives to reduce costs ana
give the settlers more volce 1n deciding on the torm of cocperative
organization and type of services they will regquire for productive
use o©of their new lanc base. The GOG role 1In thils moael 1is to
facilitate the efforts of the cooperatives where possible and to
provide the settlers with traditional public sector support services
and infrastructure, €.g., roads, schools, health tacilities,

agricultural credit ana technical assistance.
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The USAID proposes to caontinue to support the GOG's
colonization efforts during the planninc period, building on the
experience of the current program 1in order to greatly expand the
program in the FTN and assist in further developing GOG and
cooperative capacity to implement such activities for possible
future application ir the Petén. The 026G is also exploring the
possibility of additicnal financing from tne 1DRB and ]1BRD to support
its colonization effort., It is anticina-e=d that such financing, if
forthcoming, would concentrate on exparding the infrastructure base
and support services of the GOG in the ¥zstern FTN, as a follow-on
to the initial colonization activities,

The targets reliated to this development goal are as
follows:

-- Land Quality Inprovement: 15,000 hectares
improved through soil conservation, =small-scale irrigation and
forestry management practices.

-- Colonizaticn: Demnonsiration of a successful
colonization model for 3,600 families and replication of the program
for an additional 25,000 families.

2. Increase the Efficiency In Application of Available

Productive Resources

The ability ot tte tarzet group to increase its
income is dependent upon efficiencres in the utilization of

resources as well as upon improvement :n the resource base., One of
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the important aeterminants of efficiency is the applicatien of
appropriate production technology for wprtn on-farm ana off-farm
enaeavors. The USAID's strategy, therefore, places heavy emphasis
on research and development of technologles appropriate to farm and
non-farm production in the Highlanas target area. Agricultural
production in the target area 1is presently concentrated on the
traditicnal crops of corn and beans. Although these crops are
important in terms of rural alets, they absorb relatively little
labor and, even given the most optimistic projections of yields,
cannot provide acceptable 1ncome levels given the current minifundio
situation. Fruits, vegetables ana certain 1ivestock enterprises
offer greater opportunity for more 1intensive use of labor and
greater returns per unit of land ana labor employed. The USAID,
therefore, has programmed assistance to support GOG research ana
development of proauction and farm management technologies related
to these farming alternatives. The GOG has also initiated, with AID
support, a program ot applied research ana development of
technologies for small-scale, non-farm encterprises. This research
ana development will concentrate on improving the efficiencies of
existing small enterprise activities (e.g., preduction of small farm
tools, agribusiness) which would increase market oppertunities for
small enterprise production.

Efficiencies in production are also dependent on

the gquality of human resources. New or improved work-related skills
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can increase proauctivity and also provide expanded employment
alternatives for the rural pocr. To dgevelop the human resources in
the target area, the USAID has programred assistance to support a

broad range of non-formal educaticn and extension programs. Such

programs have alreaay proven effective as = means of upgrading human
resources in traditicnal rural areas. Tne USAID plans to continue
assistance in this area «during the w2lanning period with the

objective of further increasing coverags of the non-formal system.
The USAID also plans to assist the GOG ir improving the capacity and
effectiveness of the Ministry of Avriculture to disseminate
information on improved farm preductior and management technologies,
particularly those reiating to diversified crop production,
Assistance is now being provided to the NEPC to disseminate
appropriate technologies and provide management training and
technical assistance services to small-scale entrepreneurs.

Literacy also can make an important contribution to
the quality of human resources by 1ncreasing access to and the
acceptability of new technologies, and it has a proven relationship
to income-earning capacity. In torma! education, the USAILD 1is
providing assistance to the GOG to Increase access to primary
education by improving the capacity, internal efficiencies and
relevance of the rural primary education system. With respect to
relevance, major emphasis will be placed on basic vocational skills

training related to rural prcduction. ? major technical assistance
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package to develop a bilingual education program at the pre-primary
and first ana second grade level 1s currea.iy Uunderway. Over the
planning perioa, USAIL assistance will tftocus heavily on developilng
the human resources of the Ministry of Education (training ot
teachers and administrative personnel), and rurther agevelopment of
relevant teaching materials curriculum.

US~ID targets relate¢ to the gca. 0of increased
productive efficiencies are as follows:

-- Diversified (Crop “echnology: Increase the
number o©f target farmers growing high-value, labor-intensive crops
from 26,000 to 100,000 over the planning perica.

-= Education: Increase retention rate up tc 20
percent over 1979 for monolingual 1Indian children 1n pre-primary
through second grade; increase coveraye of bilingual education
program for Inaian ch:iidren from 3 percent to & percent ana expand
scope of program from pre-school to first two graces.

-~ Non-Formal Education and Extension: (overage
of 100 percent of the target population or some 3.1 miilion people
by 1986; provide tralning through non-formal egucation to 1.3
million persons through one continulng and two new fleld cffices anc
two radio stations by 198e6.

3. Remove External Constraints to EXpansion of

Productive Rural Enterprises

It is clear that even with the land opportunities

offered in the FTN and later the Petén, along with land improvement

UNCLASSIFIED



UNCLASSIFIED

- 68 -

efforts in the Highlands, the agricultvral sector will not be able
to provide sufficient employment for :he rapidly growing Highlands
labor force. Rural non-farm enterprise in the long-term must
provide employment alternatives to absorb the labor overflow from
the agricultural sector. As i1in the small farm sector, one of the
serious constraints to expansion of sma.l non-farm enterprise is a
scarcity of capital. The USA1D is =ow implementing a smell
enterprise credit program with the National Finance Corporation
(CORFINA) and will continue tco suppert this activity during the
planning period in order to increase the capitalization of small
entrepreneurs.

A number ot factors external to productive
enterprise also affect production efficiency in the Altiplano. In
large measure, these ftactors 1involve public sector infrastructure
and services. Expanded production of higher wvalue cash crops
implies the need for improved marketing infrastructure and services,
access roads and electric power. Likewise, increased
decentralization of industry regquires increased municipal support
services, energy and transportation infrastructure, Resolution of
these external constraints to increasedg on- and off-farm
productivity present a major element in the USAID strategy. The
emphasis during FY 1983-1988 will be providing support for the GOG
development goal of increasing investments in rural infrastructure.

AID assistance will focus on small-sca'!e intrastructure leaving the
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financing of major investments ¢to the internavional development
banks. A major objective of this assistance will be the develcpment
0of 1institutional capacities of the Municipal Development Institute
(INFOM), the Ministry of Public Works and municipal governments to
implement critical small-scale infrastructure projects, €.g9., access
rocads, markets, municipal facilities, industrial parks and electric
power distribution systems. In order to maximize rural employment,
stress will be placed on labor-intensive construction techniques,
particularly with respect to the access roads. Certain private
sector support facilities also affect production efficiency, 1in
particular those related to marketing. To 1improve marketing of
non-traditional crops, the USAID has a project of assistance to
cooperatives to construct market facilities and develop more
efficient market channels, Increased marketing efficiency of these
crops 1s critical iun order to realize the full potential benefits of
improvements in the land base and agricultural poduction technology.

The targets for removal ot external constraints are:

-- Small-Scale Enterprise anc Technology: $1:
miilion expansion 1In crealts to small-scale rurai enterprises
providing 18,000 new jobs; 2,000 small entrepreneurs receive
management training through 100 short courses; 30 credit agents
trained and cffering assistance to small business operators.

-- Rural Public Sector Infrastructure: 75,000 new

rural electric system hook-ups; construction of rural access roads
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at rate of 200 Kms. per vear; investment in municipal infrastructure
increased from $10 million per vear to $20 million per year.

4. Increase Access of the Foor to Relevant Social

Services

In the longer term, increases 1in relative incomes
resulting from programs in the preductive sectors will enhance the
ability of the poor majority to satisfy the full array of basic
human needs. Nevertheless, the USAID and the GOG have identified
certain immediate and critical needs which impact directly on the
well-being of the poor majority and thus warrant direct
interventions through the social sectors. These needs are fully
described in the foregoing description of the rural poor target
group. The USAID's strategy for addressing these needs 1s to
increase access of the rural poor to relevant socilal services;
specifically, those related to health, nutrition, family planning
and shelter,

a. Health

Despite efforts to 1mprove health conditions

in rural areas, data indicate that the situation 1is worsening.
Aside from the constraint posed by 1limited financial resources,
there are significant institutional deficiencies in terms of human
resources and organization which limit the ability of the Ministry
of Health (MOH) to provide an effective and efficient integratea

health delivery system which could acaress the needs of the rural
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poor. These deficilencies are particulariy apparent at the lower end
of the MOH institutional structure, 1i.,e., 1in the rural outreach
system. That portion of the system Deiow the level of the rural
hospital (health center, health post and community levei) is
seriously lacking in terms of trained medical auxiliaries,
supervisory personnel, and management and administrative systems.
The lack of administrative management capability has 1impeaed
progress in the major areas where sign:ificant c¢pportunities exist
for improving rural health conaitions; 1i.e., (1) coverage o¢f the
system; (2) guality and relevance of existing services; and (3) the
provision of environmental sanitation tacilities,

aAccordingly, the USAID's program 1n the health
sector 1s deslgned to expana the outreach and eftectiveness of tne
rural health system and to improve the sanitary environment of the
rural poor. Several important elements are already 1n place, or
being developed, including training facilities for personnel and a
network of 636 health centers ana health posts,. Many water and
sanitation systems will be constructed under the integrated regional
development projects. The USAID's objective during the planning
period 1s two-fola: tirst, to continue to institutionalize the
concept of integrated primary health <care within the MCH by
establishing a community-based delivery capability supported by the
heaith posts and MOH auxiliary health personnel, and second, to

establish a private sector mechanism for providing effective primary
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health care in rural areas. The USAIL's strategy involves: (1) the
continuing institutionalization of the n0G's plan for extension of
health services by bkuilding, renovating, equipping and staffing
health posts in target departments; (2) the operational commencement
of an independent, for-profit organization providing community-~-based
primary health care services; i3) the implementation of
community-level sub-projects in environmental sanitation and primary
health services with emphasis on praventive care; and, (4) the
repiication of the integrated health system 1n other areas ane a
continuation of the training program, activities in primary health
care and monitoring of the system.
b. Nutrition

The USAID views the low nutrition levels of
the target groups as a multi-sectoral problem which is a function of
income, availability of preventive health services, environmental
sanitation, family education and population growth. Accordingly,
USAID initiatives in the area of nutrition form an integral part of
a number of the proposed activities. For exampie, nutrition
education will be a major element of the medical auxiliaries'
mandate under both the GOG and private sector activities and
nutrition information will be included in the non-formal education
programs. The proposed emphasis on rural water supplies is also
designed to reduce the high rates of diarrheal disease and thereby

address the malnutrition problem. The cirect input of P.L. 480,
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Title I resources 1n the Highlands will supplement the GOG's
national nutrition policy which utilizes localliy-produced foods for
supplemental feeding of the "at risk" population. In 1978, the GOG
assumed complete responsibility tfor the school feeding program,
allowing CARE and CRS to focus on Maternal-Child Health (Care
programs and Food tor Work projects. Between CARE ané CRS, almost
one-guarter of a million people are benefitted. In addition, CARE
has organized a Food for Work project 1nvolving Peace C(Corps, the
Ministry of Agriculture and the rural communities in reforestation,
Over one million seedlings have been piantea unaer this program.
CARE 1s also 1involvea 1in supplemental feeaing programs in the
colonization areas using P.L. 480 to support families during the
start-up time until their own crops can be harvested.
C. Population

The Ministry of Health decision in April of
1980 to participate with USAID and APROFAM, the private family
planning association, 1n a tripartite family planning project
constituted & drametflc aeparture from the GGG's prior position on
tamily planning which haa been characterizea by varying aegrees of
disassocilation and even occasional anti-family planning polemics,
The on-golng project formally 1nvolves the MOH 1in the active
implementation of family planning activities, Moreover, the
dispensing of contraceptives by para-meaical personnel has been

given official sanction, making possible the wutilization of the
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Ministry's rural health delivery system, as well as the
organizational infrastructure of private sector institutions such as
cooperatives, to expana the availability of family planning services.

The USAID plans to start an ongoing discussion
at the highest levels of the public and private sectors about the
impact of populatiuvn growth on the economy and resources of the
country by the year Zz000. In taking aavantage of the positive GOG
position on family planning, the USAID, during the planning perieod,
will encourage a progressively greater role by public sector
institutions as active participants in family planning programs. At
the same time, we will continue to support APROFBM as a center of
expertise, The expansion of the availability of family planning
services and information among the pocr majority will encompass the
indigenous as well as Ladino populations, with special emphasis on
the indigenous population within our target area. As a means of
promoting the desired expansion, the USAID will sponsor the
establishment of a commercial retail sales program  making
contraceptives available at affordable prices throughout Guatemala.

a. Shelter

In the GOG's development plans, shelter
programs are given highest priority as a social need and as a means
of stimulating employment in the short-term. Plans «call for
reprogramming of on-going housing programs to emphasize low-income

shelter solutions and to accelerate the rate of housing construction
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from 5,000 units/yr. to 25,000 units/yr. AID has contributea §19
million of regional housing guaranty (HG) resources to a $30 miilion
Central American Bank for Economic Integration housing 1loan to
Guatemala's National Housing Bank (BANVI).

The AlID-financed Urban Poverty Study proviaes
the basis for the USAID's shelter program. buring the planning
period the USAID's shelter strategy is to use HG and grant fungs to
assist 1in designing anc implementing mechanisms to: (1) attract
savings and other funds available 1n the financiel system so as to
provide a more reliable source of funds for the low-income shelter
program; (2) develop 1ncentives, guarantees anc¢ procedures which
will induce greater private sector involvement 1in the construction
ana financing of such programs; (3} provide technical assistance and
training to strengthen the capabilities of «xey 1institutions to
promote and implement low-cost shelter programs, as well as to
collaborate more etfectively with each other ana with private
housing finance institutions; and, (4) expand formal shelter sector
activity to seconaary cities and rural areas.

It 1is expected that, as the measures to
strengthen the housing finance system begln to take effect, USAID
strategqy will <concentiate on ana emphasize the objectives of
expanding formal shelter sector activity in secondary cities, market
towns ana small rural settlements. Such a strategy will 1involve

continued assistance to the housing cooperative movement, financing
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for the provision of individual or collective basic services such as
water and waste control, small home improvement credit programs, and
cooperative sites and services projects 1In rural towns. AID's
emphasis on secondary cities and «<ooperative shelter programs
complements the investments ot other adonors, in particular 1BRD, who
are concentrating on shelter financing in the capital city. The
IBRD is presently negotiating a new financing which tfocuses on
upgrading the squatter settlements which arose after the 1976
earthqgquake.

The USAID's targets related to social services
are as follows:

-- Access to Fezlth services will be
expanded from 30 percent of the population covered to 60 percent
during the next five years; access (hcusehold connection) to water
will increase from .0 percent tc 40 percent of the rural population;
the number of latrines in the rural areas tripled over the 5-year
period; reduction in the inciuence of malsutrition in the pre-school
age population and 1in pregnant ana nursing mothers by 2z0 percent;
and, reduction in the infant mortality rate from 75/1,000 to
60/1,000.

-~ Reduction of birthrate from 39/1,000 to
35/1,0006 and to increase the percentage of women in fertile age who

are actively contracepting from 15 percent to 20 percent.
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-- Water ana sewer hook-ups ana other uropan
services for 16,000 families; low-cost ccoperative housing projects
for 2,000 families; ana, home improvement loans for 4,000 families,

5. Stimulate Private Sector Activities

The USAID has already taken the initiative and
established a close working relationship with the Guatemalan private
sector. Specifically, the AID strategy 1s to assist the private
sector 1in playing a more active role 1n the socio-economic
development of the country. The private sector has estaplishea a
national Chamber of Enterprise (CAEM) to promote developmental
activities ana bring about a more pluralistic society. The new
chamber consists of five operational departments: Internal Affairs;
Public/Private Relations; Economic Development; fTechnical Assistance
and Training. Those departments will actively develop and execute
programs sponsorea by the private sector. The planned AID grant
will help shape this new 1nstitution reintorcing its developmental
orientation. The new chamber has alreacy attracted outstanding
leaders from the local business community and it is expected to pilay
a key role 1n the Guatemalan develcopment process in the years ahead.

The new chamber will also promote programs
complementary to the CBI program recently proposed Dy the
President. The CAEM Economic Development Department 1s currently
organizing a trading company which will play an important role 1in

encouraging diversified exports to non-traditional markets including
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the U.S. The new chamber 1s alsc expected to review GOG policles
and lobby for a national export promotion scheme to give greater
incentives to exporters. The USAID will work closely with the new
chamber in helping design a viabkle export promotion program.
Improvements in this area will bhelp rec::fv the current balance ot
payments situation and increase demestic employment.

Finally, the CAEM will ‘acilitate joint investment

ventures in Guatemala by provicing inicrmation and other investment

services. The new c¢hamber has becr  twinned with  the San
Antonio/Houston Chambers and this sperial relationship is expected
to foster investment in improved marketing and producticen

technigues. Thus, joint ventures can helip diffuse investment risk
and provide greater opportunities for technology transfer.

Targets relatecs to this development gcal are:

- - Institutionalizetion ot the CAEM ana
development of the relationship between CAEM and the Chambers of
commerce of Houston and San Antonio, Texas.

- Organization of 4 private sector managed
trading company to encourage export aiversification into
non-traditional markets.

-- Establishment o¢f a national export promoticn
scheme.

-- Twenty-five thousand new Jjobs created in new

and expanded business ventures.
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-- Five thousand small-scaie rural industries

established and operating.

6. Assist 1n Building Iinstitutional Capacity

Much of the efrort toward buillding instituticnal
capacity has been presented previously. The USAID 1is planning to
proviae technical assistance and tralning to the NEPC ana line
ministry planning units to improve their ability tc both aesign and
implement an effective aevelopment program. ongoing projects are
creating institutional capability in the Ministries of Agriculture,
Health and Education to manage programs in rural areas, and one of
the major objectives of the private sector approach is to create an
institutionalizea capability to aeal with adevelcopment concerns. New
projects to be implemented over this planning period will develop
the ability of host country institutions to carry out research and
disseminate information on appropriate technologies on
diversification of small farm proauction, tropical agraculture,
environmental protection, small-scale energy (principally of
renewable source}, ana enhancing the role of women in the
development process. A major new health project will be developed
o 1institute an operational private sector organization to provide
low-cost primary health care in the rural areas. In addition, the
USAID works closely with the GOG 1in administering a continuing 607
program for upgrading the technical and managerial skills of

government personnel in key positions to influence the develoment of

their country.
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All these projects represent the integrated
regional approach which 1s the basis of the USAID's Jlong-term
development strateqgy. Emphasis will be on effective planning and
implementation of an 1integratea array of projects which, while
sciving specific aevelopment needs, iecad to a sustained ability
within Guatemala tc¢ solve critical problems by marshalling its own
human and financial resources. The USAID will attempt to improve
the process of implementation through recommending appropriate
administrative changes necessary tftor host country institutions to
increase their effectiveness.

Targets for this goal are:

- Improve the ability of the GOG to plan for
development and translate plans into effective projects. This
effort will include increased <coordination among planning and
implementing units within the government.

-- Enhance the human resources involved in
development efforts in both the public and private sectors through
training programs and use of technical assistance.

-- Bring about the necessary reforms/changes in
administrative regulations and practices which will facilitate the
development and implementation of socio-economic improvement efforts,

-~ Firmly establish the organizational mechanism
to fully 1involve the private sector 1in the development process

within Guatemala.
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D. Special Concerns

i. Environment

Environmental concerns over soil aepletion and
deforestation are an integral part of the USAIU's strategy related
to increasing the productive base of the target group as indicated
previously. In addition to these activities, however, the USAID
plans to support GOG efforts 1n addressing other environmental
concerns over the planning perica, e.g., pollution ana natural
resource management. The USAID specifically proposes to provide
technical assistance and institutional development support to assist
in elaborating ana implementing environmental legislation which is
currently pending approval by the GOG. This legislation will
establish a secretariat to stuay environmental problems, identity
priorities, establish environmental standaras and regulations and
coordinate the implementation ot environmental programs with
relevant GOG entities, e.g., the Forest Management Institute
{INAFOR) and Ministries of Agriculture, Public Works and Health.
The environmental profile, now being completeda, will <thus be
extremely useful in providing an initial data base for the proposed
secretariat as well as for the Missicon 1in aesigning environmental
activities.

2. Energy
The USAID interest in the area of energy is limited

to that which relc«tes directly to the target group. Thus, the
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strategy 1s to support the expansion of the electrical power
distribution system tc low-income user< and to finance research and
development on appropriate energy technologies for the rural areas,.
To the extent that energy is determined to be a critical constraint
to small-scale rural enterprise or to 1mproved tarm management it
will be incorporated into the appropriste technology research and
development programs financed by AID. hssistance programmed for
improving forest management 1in the target area will place heavy
emphasis on the wood fuel aspect of the problem, since Guatemala is
the Central American country most heavily dependent upon this type
of energy. Due to the decreasing availlability of fuel-wood,
Guatemala was chosen as one of the major sites for research and
demonstration activities under ROCPP's regional Fuel-Wood and
Alternative Energy precject.

3. Women in Development (WID)

In an etfort to channe’l more direct benefits to
poor rural women, the USAID embarked upon a strategy which involves
a dual approach. 1In the face of FY 1950 funding constraints and the
inchoate state of institutionai development of women's organizations
in Guatemala, the first approach was to¢ develop a strategy to meet
immediate or short-term development needs. Along these lines the
USAID established a $50,000 Special Development Funa to finance
income-generating projects of rural women's groups. Fourteen groups

received small grants to finance training, materials, and equipment
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for a range of activities including animal husbandry, handicratfts
and appropriate technology for household etfficiencies. The second
facet of the strateqy 1is to respond to the constraints of women's
participation in development over the medium- and long-term. In
order to ldentify these constraints the USAID carried out a study in
late FY 1980 on the status of women, 1including organizational
efforts to increase the participation of women 1in development.
Based on this study and experience to date, the USAID was able to
prioritize needs ana define a program strategy.

The goal of the USAID's wID program is to increase
the current low economic status of poor rural women by increasing
women's participation in development. A variety of socio-economic
factors, some of which were described in the analytical section,
have limited the opportunities for women tc contribute to economic
production.

USAID targets related to the geoal o¢f increased
economic status of women will be as follows:

a. Training - 1ncrease access to educational and
vocational training opportunities in marketable and more
remunerative skills ana 1n project administration and management
skills.

b. Appropriate technology - provide more
economical and efficient technology for househola tasks thereby

proviaing aaditional time for other productive activities.
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C. Production - provide specialized training and
seed capital for economically productive activities (e.qg.,
agriculture, animal husbandry, fooda proseu:zing).

d. Institution builaing =~ develop the capacity
within private and public sector orcan:zations to implement WID
projects and to integrate women inte cversll development strategy.

11I. ASSISTANCE PLANNING LEVELS

A. Planning lLevels

As presented in the previous sections the Mission is
proposing two majocr areas of emphasis to be pursued over the
planning period. Te achieve the objectives of both areas of
interest the Mission will require funding beyond the levels
currently contemplated. Alternatives to the Mission proposal are to
operate with a minimum program (Level i) or to maintain the current
planning levels (AAPL's} throughout the period (Level 1II). the
Mission proposal is presented as Level 111.

Level I

The %8 miliion currently planned for FY 1983 represents
an absolute minimum program with the poessibility of initiating only
one new project 1n that year. If the program remained at this size
throughout the planning period the USAID would have to narrow 1ts
focus to only the goal of expanding fthe productive resource base of
the poeor, and 1in order to c¢oncentrate resources (and limited

personnel) the U&AID would phase-out hoth health anda fcormal
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education activities as projects currently in process are
completeq. Programs of this size would proviae only an amount
sufficient to maintain a U.S. aid presence but allow little real
progress towards development.

Ambassador's Comment: I consider the Level 1 funding
totally inadequate to achieve minimum United States Government
objectives in Guatemala.

Level 1I1I

Level 1I1I (see Resource Table No. 2) represents the
amounts now planned for Guatemala. While this level, with the
exception of FY 1983, is more than a minimum program, it falls short
of what is needed to meet critical program objectives, and 1t
excludes any ESF. It, therefore, fails to provide assistance 1in
addressing the economic crisis in which Guatemala is now involved.
With programs at this level the USAID would pursue the same basic
strategy, integrated regional aevelopment, and continue the
geographic concentration on the Highlanas but would be unable to
begin the major project embodying that basic strategy until FY 1984,
with a subseguent aelay 1in 1impact until 1985, 0f the $8 million
allocated for FY 1983 approximately $7 million will be needed for
ongoing grants if the torward funding criteria are followed.
Otherwise a minimum of $5.1 million will  Dbe required to
incrementally fund ongolng grant activity. Fy 1984 funding, with

the exception of PD&S, would be utilized entirely for the Integrated
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Regional Development Froject for the B.o"lands, however this amount

would be less than what the Mission c¢unsiders adequate for the

proposed project. Nci until FY 198% wouold the Mission unaer this
level have the flexibiiity to <ons o=y diversified programming
including projects with the private -sctor, health ana human
resources, Qur abillitw to achieve all 2" the goals in the strategy

would obviously be circumscribea. The M:ssion believes, theretore,
that it is important +c implement a: <apildly as possible these
important projets intended to improve tne current economic situation
and address the political unrest in the altiplano.

Ambassacdor's Comment: 1 am s=-rongly opposed to ILevel 1T
for the reasons set forth in detail in Guatemala's 3265 and 298F5.

Level 11T

At the recommended program level (see Resource Table No.
1) the Embassy and Mission would be abile to work with the new GOG
and the private sectcr in addressing poxrh the immediate economic
situation o¢f the country ana the development concerns fostering
tension and unrest in the Highlands. Ww:th this level of assistance
the USAID could implement projects aimes at the accomplishment of
all the goals presentea previocusiy 1in the Strategy Secticn, No
sectors  would need to be eliminatec. Integrated regional
development would remain the tfocal pcint of the strategy over the
entire planning period, however, in the earlier vyears special
attention would also pe paid to reversing the present economic

deterioration,
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The $50 million ESF for each of the years FY 1983-85
would be utilized, certainly in the first two years, as an off-set
to the projectea balance of payments deficit. It 1is conceivable,
but cannot now be ascertainea, that by FY 1985, Guatemalan recovery
might be such that the proposed ESF funds woula not be needea for
that year. This need will have to be reassessed in next year's CDSS
upaate. The ESLF proposed woula support private sector proauction by
ensuring a reasonable flow of 1inputs to the export sector of the
Guatemalan economy. This level of U.S. funailng 1s intended to £fill
only a relatively small part of the whole balance of payments gap,
but it 1s expected to act as a catalyst for increased flows from
other donors and private commercial socurces. Fifty million would be
an adegquate amount to clearly indicate a commitment by the Uniteaq
States to the stabilization of the economic situation in Guatemala
ana thereby increacre the confidence of financial institutions and
private investors. With an uncovered balance of payments gap of
approximately $167 million, U.S. ESF monles would be less than a
third of that needed but in the role of catalyst would have a large
impact on the long-term economic stability ana growth of the country.

At the level recommended by the Embassy ana USAID (Level
III), AID would be able to make a significant contribution in terms
of a program which would create a GOG capacity to (1} analyze
constraints, identify solutions and plan a regional development

effort; (2} carry out a program of complementary and regionally
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integrated projects which would be =2 model for future COG

initiatives; and, (3} wtilize the accuilred experience in improved

planning and implementation to increasr “ovalopment assistance from
other international dorors. In acdltio~ . the Mission will have

sufficient flexibility <o brisg the ef 7 orvov ana expertise of the
private sector to bear <o developnent oroc ers,

With a pragranm of this 377 *he Mission can play  an

important role in shaping ths over tzvelopment policies of the

new government and itat which folliows 7, It 1is important to
understand that it 1s unlikely that 2D »- .1 be the majcr donor over

this period even at the proposea funding ‘eovels, 1Dk, for exampie,
has individual ©prorects that exoceswo the total DA funding

recommended. Albeit, AID will have considerably more leverage to

i

focus attenticon and resonrces on the ahstacles to development 1if

funding is of the magritude proposed under Planning Level III.
Consistent with the AID rule st pregented, the new GOG

will be looking to AID to ftake the ez in its efforts to develop

the Altiplano. The current emergency [ la:

Y

n for 1982 being completea

e

within the GOG, while cutting bhao cverall on  government

expenditures, will expand development proarams for the Highlands.

AID is c¢learly viewed as the best snorce of assistance 1n  this
endeavor ana conseguently can have a 1rajor impact 1n shaping the
programs undertaken. fGhat fcocus on Highland development as well

as AID's role in it is expected to continus uynder the Three-Year

n
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Plan 1/ which the new GOG will announce later this year. That
medium-term Plan will carry through half of this CCDSS planning
period.

At the proposed planning level, a major new project will
be begun 1in FY 1983 and, 1f successful, be repeatea 1in FY 1986
providing through both phases slightly over $30 million. ©Phase 1I,
because of the need for incremental funaing of ongoing grant
projects, will be tranched with half proposed for FY 1983 ana half
for FY 1984. The Mission believes it 1i1s preferable to execute the
project in tranches rather than delay its initiation and
implementation because the project 1s intended not only tc provide
the basis for long-term growth but also to adaress immediate needs
in the Highlands, such as employment, which underlie the political
unrest 1in that region. The project's purpose 1is to develop the
basic infrastructure, appropriate technology and services necessary
to sustain long-term economic growth. Whenever possible this
purpose will be accomplishea by methods useful to solving short-term
problems as well. For example, access roads and construction
projects will be designed to be labor-intensive thereby creating

employment opportunities.

1/ While the normal GOG planning cycle 1s five years, the current
governing Junta expects t0 turn over power to an elected
government in less than that amount of time, hence it appears
the Plan will be for only three years.
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HG and P.L. 489, Title 11 :zescurces wili be important
complements to otier rural programs ©lanned for the Highlands
regions. HG will be used to upgrace rura:. communitles ana secondary
cities and to support new housing finarce mechanisms to encourage
greater private sector involvement in shelter programs for poorer
families. These proiects will also uravide for labor-intensive
construction methods which create employment opportunities in both
rural and urban areas. P, L. 4B0 programs are proposed at slightly
increasing levels over the planning period in order to maintain
beneficiary levels and the current nutritional value o¢f the food
given. 1t is very 1important tc avoid cutting back on this part of
the assistance program at a time when the political unrest and
resultant displaced persons problem sre ~reating an increasing need

for such assistance.

B. Staffinc Levels

At the minimum program level (level 1} the Mission would
have to concentrate the extremely limitea rescurces into one sector
thereby eliminating the health and formal education activities as
current projects phased out. This concentration would lead to a
reduction in staff; four U.S. direct hire and three foreign national
positions would be eliminatea by the enao of FY 1985. A further
reduction of two U.S. direct hire and three foreign nationals would

take place by the end of the planning per:oaq.
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With funding at Level 11 staffing would remain
relatively stable throughout the planning period. A local national
economist 1is proposed for addition to the staff in FY 1983 ana a
Guatemalan agricultural techniclan needs to be added in FY 1984. 1In
FY 1985 private sector activities will reach the point where a
Project Officer should be assigned full-time responsibility,
therefore, the USAID proposes to add a U.S5. direct hire Private

Sector Officer in that year.

Under Level 111 - the Mission recommended level -
adaitional staft will be required, The local naticnal economist ana
agricultural technician woula both be hirea 1in FY 198:. Two U.S.
direct hire officers, one from Project Development and one from
Agriculture would be assigned to work on the Agrarian Transformation
program and an additional Rural ©Development Officer would be
assignea for the 1Integrated Regional Development effort. The
Private Sector Officer would be added in FY 1984 ana an additional
Health Ofticer in FY 1985 as programs in those sectors become large
enough to demand extra management capability. Staffing levels at
less than this recommended amount would seriously inhibit the
Mission's ability to aevelep new initiatives ana manage such a

program.
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Table No. III1-B-1

SECTOR

U.S. Direct Hire

Director

Program

Project Development
Agriculture

Human Resources
Health/Population
Private Sector
ExecutiveExecutive

TOTAL

Local Nationals

Direct Hire
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USAID STAFF

(Mission Recommended f=vel)
FISCAT YEARS

TRz TTEI T w4 TES T 8e &1 68

P b v 2 Z Z Z

Z 2 ¢ 2 2 Z z

4 4 4 4 4 4 4

3 5 5 5 5 5 5

2 2 Z Z 2 2 i

2 2 < 3 3 3 3

- 1 1 1 1 1 1

1 1 _d 1 1 1 1

l6 17 G 20 20 20 20

37 39 39 39 39 39 39
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Table No. III-B-2

SECTOR

U.S5. Direct Hire

Director

Program

Project Development
Agriculture

Human Resources

Health/Population
Private Sector
Executive

TOTAL

I.ocal Nationals

Direct Hire

(For AAPL Programs)
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USAID STAFF

FISCAL YEARS

57 83 84 85 86 87 88
2 2 Z 2 2 2 P
pi 2 2 2 2 z 2
4 3 3 3 3 3 3
3 4 4 4 4 4 4
2 2 2 2 2 2 2
2 2 2 2 z 2 2
- - - 1 1 1 1

S U NS U U SR GRS

16 le 16 17 17 17 17

37 38 39 39 39 38 39
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1¥1I.C. Resource Tables - Tabkle No. 1l: Mission Recommenaed Leavels

SUMMARY BY APPRCPEIATION ACCOUNI

(& Milliions)

APPROPRIATION FY FY vy FY FY FY
ACCOUNT 1983 1984 1485 1986 1987 1988
FN 40.2 38.5 20.0 44.1 38.0C 6.3
EH 2.0 0.6 - 1.2 8.6 5.4
HE 0.2 3.0 9.7 7.4 —- --
PN 1.4 1.5 2.0 2.0 2.0 2.2
SD 0.9 6.1 "3.0 - 6.1 10.8
Sub-Total 44.7 49.7 4.7 54.7 54.7 24.7
PD&S 0.3 0.3 0.5 0.3 0.3 0.3
Sub-Total 45.0 50.0 5.0 55.0 55.0 25.0
ESF 50.0 50.0 0.0 -- - --
Sub-Total 95.0 100.0 105.0 55.0 55.0 25.0
HG 10.0 15.0 20.0 -- 15.6 --
P.L. 480 8.9 9.9 10.9 11.9 12.7 13.8
TOTAL 112.9 124.9 1:5.9 66.9 82.7 38.8
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- Table No. 2: (AAPLS)

APPROPRIATION

ACCOUNT

FN

EH

HE

PN

SD

Sub-Total

PD&S

Sub-Total

ESF

Sub-Total

HG

P.L. 4890

SUMMARY BY APPROPRIATIUN ACCOUNT

($ Mi1llions)

FY FY FY
1984 1985 1986
i3.1 6.4 7.0
-- -- 6.0
-- 3.0 --
1.5 2.0 2.0
0.1 8.4 7.7
14.7 15.8 22.7
0.3 0.z 0.3
15.0 20.0 23.0
15.0 20.0 23.0
15.0 20.0 --
4.9 5.9 6.2
34.9 45.9 29.2
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OTHER DONOR COORDINATION

The current active porttolio of the principal multilateral ana
bilateral lending institutions for Guatemala totalled $615.32 million
at the ena of February 1982. 0f this amount, the 1IDE had a
portfolio of active loans totaling $z277.9% million; IBRD $153.7
million; CABEl $68.%7 million ana other financing organizations
{Canada, Germany, Venezuela and France) $115.0 million.
Approximately 34 percent of this total has been provideda for
hydroelectric power generation, 28 percent for communications, 14
percent for heaith programs, 1l percent for housing, six percent for
education, five percent for agriculture and two percent for industry
and tourism. Currently, the GOG 1s contracting aaaitional loans for
$327.3 million with the three multilateral institutions. Also
Guatemala 1is negotiating loans with the West German Government for
$35 million to fund projects in the housing, agriculture and energy
sectors. In aadition, commitments by other donors for technical
assistance amount to approximately $i0 million a year. Besides AID,
which provices 30 percent to 35 percent of total technical
assistance funds, UNDP 1is providing an average of §1.7 million
annually to assist a variety of Guatemalan institutions in the areas
of national planning and programming, statistics, budget
development, manhagement ana petroleum resources ana industrial

planning. UNESCO's grants
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have been approximately $50,000 annually to support non-formal
education projects. The O©AS has grants of $1,372,000 and $835,000
for 1981 and 1982 to fund small industry ana handicraft development,
educational research, regional development 1in arid parts of the
Highlands and prefeasibility stuaies in priority areas indicated by
the National Development Plan. The West German Government is active
in Guatemala and has been providing technical assistance to develop
a master plan for hydro-power generation. The Japanese Government
is also active and 1is providing assistance in geothermal power
generatioen.

An informal division oi responsibility has traditionally existed
among the major donors. Within this <c¢ontext, the IDB has
concentrated on urban 1nfrastructure, transportation, hydroelectric
power generation and higher education; IBRD on telecommunications,
ports, hydroelectric power generation and secondary education; CABEI
on tourism infrastructure, housing, telecommunications and roads;
and AID on small farm agriculture, primary and non-formal education
and rural health.

However, recent Central American political and economic events
have stimuated increased interest within the GOG in accelerating its
rural development efforts. This coincides with the new mandates of
the major donors such as the IDB and World Bank to direct greater
amounts of resources at the problems of the rural poor. The entry

of these major donors into areas of priority AID concerns such as
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rural health ana nutrition, primary eaucation, rural housing ana
small farm production, as well as their apparent willingness to
attempt higher risk programs in some ot the poorest areas of the
country, has created the potential as well as the need for closer
ceollaboration with AID.

Because AID’'s financial resources are modest in comparison to
those available from the international development banks, our
strategy 13 to create or strengthen the capacity of Guatemalan
institutions both public and private to replicate on a wider scale
with other doncr funding low-cost rural ocutreach projects which have
been proven successful using AID risk capital. In addition, our
in-country field staff, along with AID's extensive experience as the
leader 1in rural development, gives us the wunique capability to
support innovative activities which embody new concepts or
developmental approaches, or in which experimental delivery systems
are introduced and new technologies are tested.

This strateqgy has already achieved notable results, The
regional-satellite rural school model, successfully completea on a
pilot basis under a prior AID 1loan, has become institutionalized
within the MOE. The World Bank has been negotiating with the MQOE to
expand the coverage of this cost-effective program nationwide. The
Worla Bank's entry into rural primary education will relieve AID of
the financial burden of even this type of small-scale intrastructure

investment in the education sector ana will permit us to concentrate
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our limited resources on the difficult aressz of bilingual and basic
skills training as well as administrative reform of the MOQE.

The GOG 1s alsc negotlating & $15.0 ni-lion loan with the Worla
Bank for the construction of needed school buildings in marginal
urban areas.

AID has explored with the IDB the possibility of an alternative
financing mechanism to support the GC<'s regional development
efforts in the Western and Central Highlands. While Jjoint tinancing
does not appear to be a viable method of vooperation given AID and
other donor regulations, design and impiementation requirements and
financial controls, parallel financing may present a practicable
approach for increasing international aonor coordination, improving
implementation efficiencies, and reaucing duplication of resource
inputs,

The 1DB is planning, with the Ministry of Aagriculture, for a
comprehensive procram to 1mprove small farmers' incomes 1in the
Highlands by stimulating diversification of production away from
basic grains into high value labor-intensive crops such as fruits
and vegetables. The USAID project in this area has Jjust begun.
Parallel financing by AID and 1DB will provide for adaptive research
and extension, new on-farm technologiles, «credit, transportation
facilities and marketing development.

The GOG is alsco negotiating a $10.0 =illion loan with 1DB to

carry out an integratec rural development activity.
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The 1DB ana OAS5 are also financing & series ¢: planning stugies
for future regional acevelopment programs n the rural Highlands.
These stuales will draw heavily on the on-going AILD Integrated Area
Development Studies project. 1This project, which will be completed
in 1987z, will compile a comprehensive resource data base and analyze
the socio-economic relationship between market towns, secondary
cities ana their surrounding rural hinterlands and identify gaps in
the rural infrastructure and services which are necessary to
stimulate regional economic aevelopment. 7This analytical data base
ang¢ programming mechanism will help ensure that future Iinternational
gonor investments in the target area are plannea ana 1mplemented 1in
accorcdance with a common set of priorities ana will, thus, provide
for increased opportunities for parallel financing 1n the context of
an overall integrated regional development efforts.

The Mission also sees significant opportunities for enhancea
cecordination of PVO ana Peace (Corps programs 1in Guatemala, given
their orientation and unigue capacities for implementing grass roots
development activities. The USAID, 1in c¢ollaboration with Project
Hope and the Peace Corps, 1s carrying out an 1lntegratea rural
development project 1n San Marcoes, one ©of the poorest departments 1in
the Guatemalan Highlanas. The USAID has alsc signea an OPG with
CARE, 1in coordination with the Peace (Corps, to carry out a family

fish pond development project. This project willl use both CARE ana
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Peace Corps resources to develop an ex*tension capability for the
fish stations in Guatemala to disseminate technology and stimulate

the development of family fish ponds in the central Highlands.
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GRAPH 3
GOVERNMENT OF GUATEMALA
RURAL EXPENDITURES-PERCENTAGE RELATIONSHIPS
1974 - 1982
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ANNEX "D"

GUATEMALA: UPDATE OF MACROECONOMIC ASSESSMENT

BY: (Clark Joel, Ph.D,.
Regional Economic Advisor
ROCAP (April 13, 1982)

I. Introduction

This report 1is an update of the November 23, 1981,
macroeconomic assessment. It 1s based on extensive discussions with
Guillermo Salazar, Head of the Ecconomic Studies Department of the
Central Bank, as well as with officials of the Ministry of Finance.
It also makes extensive use of two excellent studies just completed
by the Central Bank's Economic Studies Department entitled
"Prospects for 0il Production in Guatemala."

This report will present all relevant data and analyze
the significance of the major economic variables. It will focus
particularly on the magnitude of the 1982 balance of payments
deficit, the possible sources of 1its financing and the projected
size of the gap for which no financing is currently anticipated. A
"Summary and Conclusions” section appears 1in Section XI.

II. The Balance of Payments in 1981

The balance of pavments situation in 1981 was analyzed 1in

some detail in the November 23rd report as well as in Embassy cable

2083 of March 22, 1982, and will be only briefly analyzed here.l/

1/ The Embassy also presented and analyzed the Central Bank's
balance of payments projection for 1982 in cable 2164 of March

24, 1982,
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The Central Bank's balance of pavments data for 1981 are
presented in Table 1. Note that while net international reserves
dropped by some $180 million in 1981, the magnitude of the overall
balance of payments deficit is actually much larger because a number
of significant capital inflows designed +t¢ finance the balance of
payments deficit were included "above the line" along with the
autonomous capital inflows. For example, Guatemala obtained $110
million in compensatory and first ‘tranche financing from the
International Monetary Fund in 1981, plus eanother $19 million from
the Central American Monetary Stabilizetior Fund. Thus, a total of
$129 million in compensatory financing was received which should be
added to the loss 1in internaticnal reserves 1in calculating the
overall deficit. Thus, the total ktkalance of payments deficit in
1981 is estimated at about $309 millicon ($180 plus $129 million).
This substantial deficit was recordec¢ despite the fact that imports
increased only very mcderately in 1981 -- by 7.3% in current dollars
-- which means a slight decline in 1real terms. By contrast,
Guatemala's overall balance of payments deficit was only $15 million
in 1979.

The major causes o©f this serious deterioration in Guatemala's
balance of payments situation between 197% and 1981 are as follows:

1. Deteriorating terms of trade, particularly the sharp
decline in coffee prices along with lesser declines in the prices of

sugar and cotton; while 0il prices recughly doubled.
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2. 4 depressed Central American Common Market which absorbs
the major share of Guatemala's exports of marufactured products.

3. A substantital deterioration in the service sector
related to the increase in interest payments (mostly on short- and
medium-term commercial debt) and a significant growth in the tourism
deficit (up from -$38 million in 1979 to -$103 million in 1981).

4, A significant reversal 1in the private capital flow: in
1979, the net capital inflow on private account was $66 million.
This changed to a net outfiow of $251 million in 1980 and to $14
million in 1%81. The net outflow of short-term private capital was
$187 million in 1981 compared with $78 million in 1979.

ITI. The Balance of Payments Outlook for 1982

The Central Bank's 1982 balance of payments projection also
appears in Table 1, while the U.S. Mission reorganized version is
presented in Table 2. Note following:

1. The Central Bank's current account projection shows a
deficit of $583 million. The projection is realistic. The export
and import data are supported in detall by the data presented in
Tables 3 and 4, respectively. Petroleum exports are expected to
increase sharply, from 662,000 barreis in 1981 to 3 million barrels
in 1982. We have satisfied curselves that this goal is readily
attainable in view of new wells dug, the highgrade oil now comming
on stream and shipments effected in early 1982. Total imports are

projected to increase by only 3.9% in current dollars over the 1982
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level, which means a significant reducticn in real terms.

2. The Central Bank projects a substantial improvement on
private capital account. While the net short-term private capital
outflow was $187 million in 1981, it is projected at only minus $1
million in 1982. As a result, the total net private capital outflow
(long-term plus short-term) is expected to change from minus $13.5
million in 1981 to plus $156 million ir 1982 (see Table 1). The
private capital flow proijection is based on faith in the ability of
the tighter rules governing the release of foreign exchange to stem
capital flight, and may well err on the optimistic side.

3. The total net capital inflow on official and banking
account is projected at $300 million in 1982 {(down from $441 million
in 1981). However, a substantial part of this projected net capital
inflow is of a “compensatory" nature (i.e., specifically designed to
finance the balance of payments deficit) and reflects loans that the
government intends to obtain but has not yet secured.

4. The Central Rank's balance of payments projections in
Table 1 arrives at a decline in net interrational reserves of $127
million in 1982, compared with a drop of $180 million in 1981. This
decline in reserves is based on optimistic assumptions with respect
to the government's ability to obtain IMF credit and commercial
banks loans, and represents only a fraction of the actual balance of

payments deficit projected for 1982. It also reflects optimistic

UNCLASSIFIED



UNCLASSIFIED

- 5 ~

assumptions with respect to the private capital movement, as noted
above.

5. To present a more accurate picture of the actual
magnitude of the 1982 overall balance of payments deficit, the U.S.
Mission has reorganized (in Table 2) the Central Bank's balance of
payments projection. In Table 2, all current account transactions
and "autonomous" capital flows that are not specifically designed to
finance the balance of payments deficit are placed "above the line";
the possible financing of the balance of payments deficit {(i.,e. all
"compensatory™ financing are entered "below the line”,. Based on
this presentation, the following observations can be made:

a. The overall balance of payments deficit in 1982 1is
projected at $305 million, while the projected 1loss in net
international reserves is only $127 million.

b. The Central Bank has plans for obtaining $178
million in new bank loans or roll-overs, bond sales and IMF
credits. Except for the $2 million utilization of the IMF reserve
tranche, none of this financing 1is assured. However, prospects for
placing $50 million in public bonds in Britain through Lloyds Bank
of London (acting as investment banker) are pretty good and
negotiations with Lloyds are well advanced. Guatemalan authorities
are also optimistic with regard to approval of the three credit

tranches (totalling $66 million) that will be sought from the IMF.

UNCLASSIFIED
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C. On the other hand, the ability of the Guatemalan
authorities to negotiate substant:ial additional commercial bank
loans cannot bhe taken for granted. The Zask of obtaining or rolling
over additional bank loans is complicated by the fact that a private
company -- Garcia Granados -- 1is in default on a $75 million loan
granted by foreign banks. While the Central Bank is in no way
responsible for the defaults (there was no Bank of Guatemala
guarantee), the difficulties of the  borrower have reflected
unfavorably on Guatemala's credit stansing, Continuation of the
violence and the inability of both Nicaragua and Costa rica to meet
even the interest payments on the external public debt further
contribute to the reluctance of foreign banks to 1increase their
exposure.

d. Even 1if Guatemalan authorities were successful in
obtaining all of the $178 million 1listed in Table 2, there would
still remain an unfinanced gap of $1:7 million. Note that this
amount is substantially above the sige of the country's net
international reserves ($57.7 million as of March 26, 1982), which
the Central Bank does not wish toc see reduced further. Thus, most
-- if not all -~ of this remaining reguirement will also have to
take the form of additional borrowing.

6. The Central Bank has decided to go to the IMF for second,
third and fourth tranches. It is not known as yet what conditions

the IMF would attach to these additional credits. Fortunately, the
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Guatemalan authorities have taken measures to reduce sharply the
budget deficit in 1982 (See Section VII;, while a further 10%
reduction in the operating budget has been decided upon. These
changes should go a long way toward satisfying the usual IMF

conditions.

In conclusion: Of the $305 million overall balance of

payments deficit projected for 1982, the authorities have plans to
cover only $178 million. Of this amount, only %138 million 1is
reasonably assured -- $68 million from the IMF, $50 million through
Lloyds and $20 million from a commercial bank in Spain -- leaving a
gap of some $167 million for which no financing is as yet in sight.
Failure to secure ihis financing would force the authorities to
permit a further decline in international reserves or in forcing
1/

real imports to decline even more than already projected,

IV, A Proposal: Borrowing $200 Million with 0il Pledgec as

Collateral

Guillermo Salazar, Head of the Economic Studies Department of
the Central Bank, developed an interesting proposal to enable the
Central Bank to borrow $200 million from foreign commercial banks
with a portion of the country's o0il production pledged as
collateral. In a careful projection he developed with the help of

the o0il companies, he forecast an increase in the total production

1/ By about 4% from the 1981 level.
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of crude from 1.5 million barrels in 1980 to 3.9 million barrels in
1982, 11 million by 18£%5 and 271.% millisn in 1988. The total export
value of this o0il wazs estimated at 511% miillion 1in 1982, $3Q7

million in 1985 and $6:3 millicn Dby 198§,

accruing to *the Guatemzian Goverpment is

{depending on the volums <f production

On this basis, %Yalazar calculaters

0il revenues accruing to <the

sufficient to service the $200 millica

maturity of 10 years and to carry an

the Libra Bank rate). This 25% share

special account of the lending

vrojected te be

Governmant  of

inte:

bank. At

"oreign exchange revenues
55 to 60%*
tre total export figure,

~3= 25% of the projected
would be

Guatemala

inan (assumed to have a

23zt rate at least equal to

would be deposited in a

this point, the proposal

has not yet been approved by the Centrzl Bank, but it appears to
have considerable merit. Ever 1f approved and acceptance by a
foreign bank, however, it ig not likelv to2o result in significant

foreign exchange proceeds until 1983,

V. International Reserves

The net  internationsl

country’s

between the end of November 1981 and March

{In Millicon of Dollars)

Novemher 27. 1981
December 21, 1981
March 2%, 1982
Thus, there was a %31l mitlicn loss
1981, followed by a $10 million recovery

UNCLASSLE LD
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26, 1982:

78.3

47.6

57.7
during the last month of
nver the first quarter of
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this year. The (Central Bank explained the recovery in terms of a
reduction in the short-term foreign debt Imaturity of 1 year and
less) which declined from $137.1 million on December 31 to $93.2
million on March 26.

Gross international reserves declines from $314.6 million on
December 31 to $285.4 million on March 26. However, only about half
of this reserve is liquid as the balance represents claims on other
Central American central banks which, for the time being, cannct be
collected in covertible currencies.

IV. The Gross Domestic Product

The Central Bank's projection of the Gross Domestic Product for
1982 (with preliminary estimates for 1981) in terms of constant
quetzales, is presented in Table 6, Note that the GDP 1s projected
to decline by 0.7% in real terms, while imports of goods and
services are expected to dec¢line by 5.7%, i/ Gross private
investment is expected to remain at the same level as in 1981, while
public sector investment 1s projected to decline by 14% (See Table
6) .

Givern the expectation that imports of goods and services will
decline by 5.7% 1in real terms, the expectation that real GDP will

decline by less than 1% may appear optimistic. In defense of 1its

GDP projection, the Central Bank notes that the decline in the real

1/ All figures cited here are 1In real terms.

UNCLASSIFIED



UNCLAESSIFILL

- _‘1(; -
GDP will be cushioned by a drawdown 7 inventories, projected to
decline by @55 millio= In 1882 (7T2ble - ., and by the impact of the

improvement in the ferms ¢f <cvade t2.37e3 to the reduction of the
rate of inflatieon &broad ant the imz-cvament of the prices of
Guatemala's export procucts. 2till, - s suspected that a 5.7%
reduction in the real wvalue of geocdz ar vrvices imported is likely
to depress real GDP =v more than the ©.7% prejected, particularly
since the «composition of inportz L not expected  to  change

significantly between 1982 and 193 {se~ Table 4).

VII. Fiscal OPerations c¢f the Cephtral

sroment

The Central Government's total cudget for 1982, including
both operating ard investmenit expend: -ureg, amounts to Q1,545
million. However, 1t is not expected =zt all of this expenditure
will actually be carried out, Using historical ratios of executed
to budgeted amounts. the Central Bank proiects total expenditures in
1982 at Q1,279 million, compared with 0.,312 million in 1981, a

reduction of 2.6% {zee Table 7). O2n *tns hbasis of its own estimates

-1

of revenue collections, the Central Bark wnroiects an overall deficit

of Q420 milliion in 1982, down from 2.4 million in 1981, a
reduction of 26.6% (Tanle 7). Total tszx collections are projected
to increase by 2.7% [slightly above ths expected rate of inflation)

while total non-tax revenues are crojected to increase by

INCLASSIFIED
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43% above the 1981 level. The main factor behind this substantial
increase in non-tax revenues 1is the growth of royalties from
petroleum production, projected to increase by Q46.4 million or 174%
over the 1981 level,

With regard to expenditures, the Central Bank expects
operating expenditures to rise by only 2.9% above the 1981 level,
which means a decline in real terms. Note that the Ministry of
Finance is currently seriously studying the possibility of cutting
operating expenses by 10% below the budgeted amount, a reduction
that has not been allowed for in the Central Bank's projections.
Capital expenditures are scheduled to decline by Q55 million or by
9¢ in comparison with the 1981 1level, which could mean a 17%
reduction in real terms.

If the Ministry of Finance follows through with its
proposed curtailment of the operating budget ({as 1is expected), the
reduction in the overall deficit would be even greater than the
26.6% now projected by the Central Bank.

With regard to financing the deficit, note that internal
financing is projected to account for Q473 million and foreign loans
and bonds placed abreocad for Q250 million. O0f the latter amount,
some $200 million in loans is considered practically assured.

The above analysis is based on the best current data and
estimates of the Central Bank. The new Minister of Finance, Dr.

Leonardo Figueroa, has recently stated publically that some

UNCLASSIFIED
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government expenditures -- estimated a2t =2bout Q60 million -- were
made outside the approved budget. These outlays are not included in
the figures analyzed above. n the nither hand, the new Junta
Government proposes to undertake a careful analysis of the capital
budget with a view of determining whethar some projects should be
halted and cancelled owing to irvewularities 1in awarding the

contracts or te a finding of non-essentizlity or low priority at

this time. The goverrmmen% also plans to -=duce the operating budget
by 10% as noted above. It is net  known how these various
adjustmentsl/ will effect the overall =zufget and the magnitude of

the budget deficit. An update of the fiscal analysis will be
required once the bucdget revision <urrently under way has been
completed.

VIII., Monetary Situation

Changes in the money supply and bank credit between the end
of 1981 and the end of 1982 are proijectsd in Table 8. Note the
following:

1. Money supply (defined as currency plus demand

deposits) will increase wvery little duering 1982, only by 0.9%.

1/ Note that they will be partially offsetting: the
incorporation of extra-budgetary exspenditures would tend to
increase the budget deficit, whilz the other adjustments
completed would reduce it.

UNCLASSIFIED
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guasi-money (i.e. savings and time deposits) is scheduled to
increase by 4.5%.

2. Total bank «credit by tire consolidated banking
system should increase by 12%., However, bank credit to the private
sector would increase by only 4.9% (less than the likely rate of
inflation), while bank credit to the public sector is to increase by
25%.

3. The Bank of Guatemala will expand its total net
credit by $200 miilion during the vear, all of which is to go to the
public sector. No increase will be granted tc the commercial banks
for relending to the private sector.

In conclusion: The country's monetary policy in 1982 will be

handled with traditional conservatism and restraint, The private
sector may be sgeezed,

The monetary program for the second guarter of 1982 calls for
the issue of bonds and treasury letters for Qli6 million to finance
the public sector in accordance with tne amount provided in the
budget, and for a credit extension of @35 million to commercial
banks and private financial institutions. The Central Bank note
that the latter amcunt is adeguate 1In view of the fact that as of
February 26, 1982, the commercial banking system enjoyed an adequate

level (Q188 million) of liquidity.

UNCLASSIFIED
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IX. Consumer Prices

The average annual price index {or urban consumers showed an

increase of 11.4% in 1981 owver 1987 ‘<c0 Table 9}, The rate of
inflation has slowed 13 recent monpths. Frus, between December 1981

and December 1980 the increase in the urban consumer price index was
8.8% (Table 9), while the price .nerezse between January 1982 and
January 1981 is only 2.3% (zee Table 7). According to official
statistics, the urban consumer price ircdew actually declined by 1.3%
between December 1%31 and Jarnuary 1952 (iable 10). This decline 1is
mostly due to the rreduction in the price of fuel, apparel &
footwear, and househo!d goods. While the accuracy of the official
statistics may be questioned, there 1i1s nce doubt that the rate of
price increase in Guatemala in 198l was one of the lowest in the
hemisphere.

X. TREND IN DEBT SERVICE CHARGES

Data on the trend in debt s=service charges between 1976
and 1981, with projection through 1983, is presented in Table 11.
Note that the debt service ration (total debt service payments over
merchandise exports), traditionally lower than 3%, climbed to 4.3%
in 1981 and is proiected to rise to £.7% in 1982 and to 6.9% in
1983. Between 1979 and 1983, both interest and principal payment
more than doubled. Wwhile the debt =ervice ratio still has not
reached alarming propertions, it is «<lesar that Guatemala must begin

to watch the magnitude of thes debt it 2ormtracts on commercial terms
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and finance as much as possible o¢f its new external debt with

concessionary loans.

X1, Summary and Conc¢lusion

Guatemala's balance of payments deficit for 1982 is projected
at $305 million, only slightly below the $309 million deficit now
estimated for 198i. The Central Bank 1s reasonably confident that
it will be able to obtain $66 million from the IMF, $50 million in
public bond sales through Lloyds Bank of London and a $20 million
locan from a Spanish bank. It is less sure of being able to obtain
another $40 million in new bank loans or rollovers. Even if it were
successfull in obtaining all the financing it is currently seeking,
there would still be an unfinanced gap of 8127 million for which no
funding is in sight. Note that the Central Bank's balance of
payments projection already assumes a decline in imports of about 4%
in real terms which, in the Central Bank's optimistic assessment, is
consistent with a decline of 0.7% in the real GDP. In the U.S.
Mission's view, the decline in the real 1982 GDP may well be
higher, In any event, it 1is clear that if the necessary funds to
meet the $305 million deficit cannot be found, real imports would
have to be depressed further, forcing an additional decline 1in the
real GDP, which would inevitable be associated with a further
increase in unemployment. The aggraviation of the already dangerous
unemployment and reduced real income situation would play into the
hands of the extreme left in this country, which next to Mexico and

Panama, is of greatest importance to US interests in Central America.
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The Government of Guatemala has decided to go to the IMF for

the second, third and fourth tranches. The fact that the Central

Government's fiscal deficit for 1982 is expected tO be at least 27%
below the 1981 level shculd go a long wav toward meeting the IMF's
conditions. Another 10% reduction in the operating budget is under
serious consideration by the Ministry of Finance, and further
economies may be effected in the capital budget as a result of
review and cancellation of some questioratle projects., On the other
hand, some extra-budgetary expenditurez were effected during the
first quarter of 1982 which will have *o be incorporated in the
approved budget. A thorough review of =he Central Government's 1982
budget is currently under way.

Guatemala will continue to fellow a conservative monetary and
credit policv. the money supply 1s scheduled to increase by less
than 1% between the end of 1981 and 1982. The consumer price index
for the urban areas increased by 8.8% Juring the year ending on
December 31, 1981l.

To meet its long-term balance of payments problem, Guatemala
can count on the rapid increase in its petroleum exports. It may be
able to use its future o2il revenues as collateral to obtain a $200
million bank 1loan, though this proposal has not yet received
official approval. Even 1f an interest foreign bank can be found,
the proceeds are not likely to become available in time to assist

with the financing of the 1982 balance of pavments deficit.
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TABLE 2

PROJECTION QF 1982 BALANCE OF PAYMENTS
(In millions of dollars)

Exports (FOB)
Imports (FOB)
Services, Net
Transfers, Net
Current Account

Total Non-Compensatory
Capital Flows (Net)

Private Capital,
Long-Term, Net

Private Capital,
Short-Term, Net

Official Lecans, Net

Financing of POL
Imports (Venezuela-
Mexican Credits), Net

Bank Loans to he
Repaid by the Bank
of Guatemala

Total of Above

Proposed Financing of
Deficit

New Bank Loans {and/
or Roll-overs of
Existing Loans)

Debits Credits Net
- 1,407 1,407
1,642 - -1,642
681 241 - 440

8 100 92
2,331 1,748 - 583
676 954 278
61 218 157
477 476 - 1
32 199 167

4 61 57

102 - - 102
3,007 2,702 -~ 305
178 178

- 60 60

{"Basic
Balance™
Deficit)



Table 2

Page 2
Debits Credits Net

IMF Reserve Tranche - . 2 2

Other IMF (2nd, 3rd

& 4th tranches) - 66 66

Public Bond Sales

(to Lloyds Bank} - < 50 50
Remaining Gap - - - 127
Source: Central Bank data {as of March 11, 1983). Presenta-

tion was reorganized by RCCAP's Economic Advisor.
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TABLE 7

SITUACION FINANCIERA DEL GOSIERNGC CENTRAL
ARD 1981-1582

“Mlles de Quetzales-

. Varlacidn

CONCEPTO 1981 1982 Atsciuta z
INGRESOS TOTALES 240.370.8 858 08,0 101 821.2 13.8
A. FNGRESCS CORRIENTES 1 733 015.4 g5é 420.0 100 £7¢.6 13.6
1. Tritutarics 851 757.8 715 7.7.0 53 23702 5.7
e) Dircctcs T10 3051 Tiy 2 5.0 2 %5, 8 7.5
Sobre ia renta T0% 330. 3' 106 Su9.C 7 523.7 Z.35
De las empresas 82 728.4 89 a0, & 771.6 g.2
De las perscnas 21 601.9 17 23D.0 - 4 201.¢ - 19.5%
Sobre patrircnio 5 515.6 § 820.0 284 .4 5.2
Sobre herencias, legadeos y Oon. L58.2 £950.,0 1.8 9.1

b) Indirectos 54y L6317 £C1 8300 £0 336.3 11.1
importaciones 102 &6G.1 127 S0 4 5s9.9 “.5
Exportacicres 68 176.4 57 420.0 - 10 776.4 - 15.8
De café 43 057.7 35 L30.0 - 7 657.7 - 17.8

Ce banano 10 3231.7 10 2C2.0 - 323.7 - 3.1
De otros productcs 14 755.0 12 Co2.0 - 2 7%5.0 - 18.9
Timbres y pacel sellado 260 £59.3 314 €02.0 £3 940,3 28,7
Sobre ventas 156 370.7 186 Los.o 30 029.3 19,2
Otros irpuestos 104 283.6 128 202.0 23 9i1.4 22.9
Alcoholes y bebidas alcohdlicas 43 012.8 49 coo.p 5 ¢37.2 13.8
Impuesto s/ alcohdles 16 238.4 42 ceo.o 6 261.6 17.3
Impresto adicicnal 65-79 6 774.4 . & 5000 - 274 4 - &
Cigarrilles y tabacos 20 587.2 23 £00.0 2 912.8 156.1
impuesto s/ cigarrillos 18 266.0 20 202,90 1 934, 0 10.6
Impuesto adicional 65-7% 2 321,2 3 182.0 978.8 2.2
Aguas gaseocsas 5 621.4 6 £00.0 a78.6 17.4
Traslacicén ¢e bienes 1 657.1 2 200.0 5h2.9 32.8
Consuro de petrdleo 20 7456.9 20 3C3.0 - 446, 9 « 2.2
Clreulacién de vehiculos 8 641.9 g 500.0 858.1 9.9
Sanidad fdnlica 351.1 123.0 8.9 2.3
Uso de Servicics L BES.6 L LCO.0 513.4 10.5
Actlvidades ccrerciales 3 L76.8 L 6c0.0 1 123.2 32.3
Otros irpuestes £06.1 900.0 93.9 11.6

2. Ho Tributarios 87 247.6 141 feo. 0 37 6Ll b by
Rentas patriqoniales 13 2¢9.1 13 18,0 - 105.1 -« 0.8
VYenta de articulcs estancados 316.7 650.0 283,53 85.5
Servicios pudlicos 10 737.¢° 11 300.0 1 62,1 9.9
Utilidades de emoresas del Estado 1 LEe.3 2 502.0 §30.7 36.1
Yransfcrencias ctes. sector privaco § 822.0 S 300.0 r 628,0 - 10.6
Transferencias ctes. sector pudblico  3°911.3 5 7¢0.0 1 788.7 45.7
Mantepio 11 476.8 13 400.0 1 923.2 16.8



Variacién
CONCEPTO 1981 1582 Absoluta 3
Ingresos especificos 12 985.8 16 000, 0 3 04,2 23,2
Venta de petréleo 26 644 3 73 0000 46 355.7 174.0
fngresos varios .- .56B.4 00,0 ©131.6 o23.2
B. INGRESOS DE CAPITAL 1 355.4 2 200.0 8L 6 62.3
1. bonaclones ' 13.2 800.0 786.8 0.0
2. Otros Ingresos 1 342.2 i Loo.o . 57.8 4.3
TOTAL DE GASTOS - 1,312 8030 1 778 0000 - 33 809.0,
A. FUNCIORANIENTO 722 138.h 743 400.0 21 261.6 - 2.9
B. CAPITAL . 590 670.6 535 500.0 - 55 070.6 - 9.3
SUPERAVIT 0 DEFICIT PRESUPUESTAL 572 438.2 - 420 100.0 152 338.2 26.%
AHORRO EN CUENTA CORRIENTE 16 877.0 113 200.0 79 $15.0 ¥71.7
ENDEUDAMIENTO NETO S45 533.2 £36 100.6  -115 433.2 - 21.2
A. NEGOCIACION DEUDA PUBLICA 706 164.4 722 800.0 14 635.6 2.4
1. lnterna _ 611 113.8 472 900.0 -138 213.8 - 22.6
a) Ronos del Tesoro 493 338.8 322 500.0 -17C 438.5 - 34,5
b) Letras de Tesoreria 117 775.0 150 000.0 32 225.0 27.4
2, Externa 95 050.6 _mghq 00,0 154 BLa 4 162.9
a) Préstamos 95 050.6 T4y 830, 0 104 6454 110.3
b) Bonos - 50 000.0 50 000.0 -
B. AMORTIZACICN DEUDA PUBLICA 160 631.2 292 700.0 132 066.8 82.2
1. Interna 150 258.4 273 300.0 123 041.6 B1.9
2} Bonos del Tesoro 57 626.9 TSI e0.0 29 073.1 35.6
b} Letras de Tesoreria 67 775.0 150 0000 82 225.0 121.3
c) Acreedurias 866.5 12 600.0 11 743.5 0.0
2. Externa 10 372.8 19 400.0 9 027.2 87.0
a) Préstamos ~ 10 3172.8 79 400.0 9 0:7.2 57 .0



Variacidn

CONCEPTO 1981 vaf; Abscluta
SUPERAVIT O DEFICIT FINANCIERD - 26 905.0 10 £00.0 1€ 805.0
DEUDA FLOTANTE §1 994.6 -3 300.0 -76 784.6
A. CREACICYM DEUDA FLATANTE 105 558.8 £5 220.0 ~-Lo 2588

1. Gastos causados 1 312 B09.0 1 279 ¢00.0 -33 80%8.0

2. Gastos pagados 1 207 250.2 % 213 BGO.¢ & 549.8
B. PAGO GASTCS TJEACICIQS ANTERIDRES 63 564.2 103 0000 -6 L1358
TOTAL DE PAGOS 1270 8144 Y 312 80 0 L2 85,6
VARIACION CE CAJA 15 089.6  -2L for 0 -3¢ £39.6
SUPERAVIT EJERCICOS ANTERICRES .- 5 000.0 5 000.0
SUPERAVIT 0 55?. GLLSAL DE CAJA 15 089.6 -12 8300 -2L 8o ¢
SUPERAVIT O DEF. GLCIAL FINANCIERD -26 905.0 15 000.0 Ly ers g .8
FP. 22-3-82

Imrrb.
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TABLE 9 .

INDICE OF PRECIOS AL CONSUMIDOR, ART A URBAFIA RIPURLICA
AL MLS DE DICil MBRE DT 1981

{(Lasro~diciembae de 1975+100.0)

1967 1981 VR TATORT S PORC N TALES
RAERD ¥ GRUPO Diciamies Fiamenia Nov.emine Dicremine Promad.o Con miimo Con mes Con met Oslon
mermual @ e ol 8 i, 8ho diciemivg  B-oferiawr pro~d-om
- diciemine __diciamicg oelerior aho on!
INDICE GENERAL 172.8 Pdd, 1 185.8 187.9 135, 1 [N ] et - 0.5 1.4
Alimenton 164.2 156,10 173.9 im0 173.7 4.8 4.8 - 1.0 5.3
Cornes y preparodes de corne 184.% 18G.5 191.0 190.0 193.9 2.8 2.8 - Q.5 7.4
Cereales y st peodacton 141.8 19,9 154.2 155.7 1238 §.8 L 1.0 5.9
Huevor 134.8 122.3 126.9 132.& 17%.7 - L& - 1.4 4.5 4,1
Leche y sus producton V4.1 134,31 |- 167.1 182, 8 0.7 .7 - 0.3 19.3
Tubereulos y leguminowa 211.4 170.8 157.1 150.6 TBa. 3 -28.6 -25.8 - 4.1 #.1
“erduros 1558.8 153.2 1940 160.% 173.2 1.3 1.1 -7 131
ﬂru!us hescm §76,2 1474 199.8 200.5 1766 13.8 13.8 C.4 5.5
A dcor, sol y condimeros 204.9 180.5 2201 232.3 233.7 12,2 12.3 2.7 X.5
Cife, 12 y otros 1834 184.1 173.8 171.9 164. 3 L | - 4.3 - 11 c.}
Orros producton 159.6 1444 178.7 180.1 [P 13.0 13.0 c.e 5.1
"\:h&_n‘d‘a_, (omb-mﬁblrg_ymicin: 767.1 198.7 2358 W8 2217 14,2 14.3 0.c 12.6
Alguiler de viviends 211.8 204.7 3.7 234.7 75,8 Tt 8 1.8 .0 10.3
Conbustible 215.4 211.6 2321.6 232, ¢ 75,7 8.0 8.C 0. 7.1
Secvicios 167.9 159.3 223.8 2218 159.3 n.7 n.? ¢.¢ 5.1
Veituorio y colzodo 200.5 194.7 226.1 228.1 218 4 13.8 §3.8 Q.0 12.2
Ve .tido de hombre y de nifa 185.9 181, 2 i24.0 224.¢ 0.6 .5 .5 c.2 16,2
Ve tids de mujer y ce rita 169.0 163.0 164.7 184,7 1821 §.3 %.3 0.0 12,5
We-.tido e nifo menor de 7 ofios 181.2 175.5 PRI 7211.1 i V6.8 V4.6 c.c 22,4
Colzoms B4 4 7.0 6.8 Jis. 8 0 1.4 .4 .o 5.5
Bienerporo el bosar 139.¢ 137.8 1471 1471 143. 0 4.1 &1 c.¢ 15
Teatiles paro el bhopor 190.9 167,58 2251 2251 2004 7.9 17.% c.¢ 121
Meebles 135.9 135.% 137.7 137.7 1x.¢ 1.3 1.3 c.¢ c.7
Equipo de cocina 143, 2 142.8 f48.%9 148, ¢ T4 % 4.0 4.0 c.¢ Q.8
Fporcton elicrnicm 113.8 113. 6 1147 B4, 7 1154 {.B Q0.8 [ 1.8
Equipa de limpiazc 155,7 152.¢ 156.9 158.%9 15%.0 2.1 2.1 g0 4.2
ooy de tiemnorte 140.8 1%.3 157.2 157.2 §51.4 1.6 11.é ¢.0 10.1
Trongote porticuler 2044 192.9 219.8 219.8 0.0 £.5 8.5 o.0 12
Tronuporte colectivo 108.5 103.8 125.2 125.2 122.1 15.4 15.4 L0 1.3
Gosts diversn ) 168, 6 162.8 184, 184.1 162.0 g2 $.? 6.o 1.8
Cuidadoy de tosalud 185,0 171.¢ 194, % 1959 1.9 e L8 c.0 15.3
Aeo prosoasl 2.5 1920 237.5 237.5 237 13.4 11.4 c.C 1¢.2
Fducacibn y cultura 158.0 1582 170.7 10,7 16,0 E.D 8.0 2.0 6.8
Kecrencibn 153. 4 1473 1647 1847 1&5.7 6.7 .7 0.0 1.5
Aticulon de limoieze 123, 4 121.¢ 171 13,1 1323 V2.5 V2.5 e.¢ 1.2
Fobo o 164.0 1647 164.0 164.0 64,0 12.2 12.2 e.0 12.2
Bebicom pxc smrvine an tono 139.3 13,0 1500 150, 0 147, % 7.7 7.7 e.ec 8.0
Otrot geror 1858 i6!. 4 197.2 197.2 195, ¢ L [ ] c.0 7.8
; - —_— —

FUBINTL Direceifn Ganerol e Litativiico
Sonnale 251 82



TABLE

La

INDICE DE PRECIOS AL CONSUMIDOR, AREA URBAMNA, REPUBLICA
AL MES DE ENERO DE 1982

. {Eraro~diciembra do 19752100.0) *
1987 T9ET VARIACIONES PORCENTIATES
Enere Diciemore Promedio  Enero Proemedio Con mitma  Lan rmes Con mes  Le Tos
RUBRO Y GRUPO mentue] @ mecsval @ mes, ofo  diciembra  anferior  promedios
onere aners onterior ofo onf.
INDICE GENERAL 179.5 187.% 179.5 J85.4 g5, 4 3.2 -1.3 -1.3 3.3
Alimentos 169.8 s 162.8 1734 T4 z.} 0.8 0.8 P
Comnes y preparodos de come 193.6 190.0 103.6 194,0 i94.0 0.2 2.1 - 2. 0.2
Cereales y sus productos 142,1 1557 142.1 155,77 1857 9.6 0.0 0.0 2.6
Huevos 137.5 132.6 137.5 130.2 130.2 -5,3 -1.8 ~-1.8 =5.3
teche y sus productes ¥52.7 HLR 152.7 170, .0 11.3 0.5 0.5 5.3
“Tubé&reulos ¥ leguminoses 21,4 150.6 2131.4 T40. B 140,8 -33.4 -85 =] -33.4
Verduras 161,3 160,29 61,3 57,4 137.46 -2.3 -2,0 ~2.0 -2.3
Frutas Fresces 174.3 00,5 174.8 197.5 D 13.0 ~1.4 -1.4 13.0
Azdcar, sol y condimentos Z31.0 222,3 2310 252.0 2528 .1 8.5 8.5 g1
Cofé, 1€ y otres 187.1 1719 1871 71,9 dLE -8.1 0.0 0.0 -8,1
Otres productos 163,7 80,3 143,7 181.0 8re 7.3 0.4 0.4 7.3
Viviendo, combustible y servicios 212.0 236.8 212.0 224.8 F4.8 4.0 -5.1 -5 6.0
Alquiler de viviendo 217.0 236.7 "M7.0 234.8 8.2 0.8 -0.8 8.2
Combistible 220.4 232.6 220.4 212.4 -3.2 -8.3 -8.3 -3.2
Servicios . 176, % 223.8 1769 - 200.3 4.9 -9.2 9.2 14,9
Vestuerio Lcahcd’o 07,3 228.1 2073 210.5 . 1.5 -7.7 7.7 1.5
Yestido ¢e hombra y de nifo 198.4 224.0 198.4 214.4 2V4.4 gt ~4.3 4.3 8.1
vestido de mujer y de nina 171.3 184,7 177.3 139, 6 139.6 -18.5 -24.4 ~24 .4 -1E.5
Yestido de nifo mencr de 2 ofios 208.% 211.3 208.9 19:.5 €5 -8.3 -4 -4 -8.3
Colzedo 288,17 24,8 Z88, 235, 8 15,8 16,6 6.0 6.0 16.6
. Blenes pora ef hoger 139.7 147.) 139,7 142,6 V42,6 2.3 -3.1 -3.1 2.1
Textiles paro ef hogar 193.8 225.1 193.8 2434 243.4 25.6 8.1 8.1 25,4
Muebles 136.1 137,7 1361 132,5 1325 ~1.9 =-3.0 ~3.0 ~1.9
Equipo de cocina 143.9 i45.9 143,9 TERA 5501 7.8 4.2 4.2 7.8
Aparotos eléctr icos 115.5 114.7 5.5 §3.4 534 -14.8 S14.2 <142 -4
Equipo de limpiezo 157,48 158,9 157.6 1455 145,5 -7.7 ~8.4 -8.4 -7.7
Gostos de tronseoite 150.8 157.2 150.8 158, 4 1564 3.7 -0.5 0.5 3.7
Tronsporte particuler 221.7 219.8 221.7 220.5 220.5 0.5 0.3 0.3 0.5
Tronsporte colectivo 115.8 125, t15.8 V240 1241 7.2 0.9 '~0.9 7.2
Gastos Diversos 179.2 184.1 79,2 188.0 185.0 4.9 2.1 2.1 4.9
Cuidados de o solud 200.7 196.9 200,7 189, 4 M -5.5 =3.7 ~3.7 ~5.5
Aseo personol 223.% 237.5 223.%9 242.4 Z42.4 8.3 2.1 8.3 2.
Educacidn y cultura 166.3 1707 1646.3 11,4 87,4 2.1 6,3 6.3 9.1
Recreccibn 184,1 1646.7 164,18 14, 2 P64,3 (V] -1.4 -1,4 0.1
Articulos de Hmpierza 129,9 1391 129.9 142, ¢ 147.9 10.0 2.7 2.7 10.0
Toboco 184.0 164.0 164,0C 2340 2040 10.9 14,9 0.9 10,9
Bebidas pora servinie en casa 147.7 150.0 147.7 1446 % 146.9 0.5 ~2,1 ~2.1 0.5
Ctros goston 191.3 197,2 191.3 2040 704.0 6.6 1.4 3.4 6.6

FUENTE: Direccibn General de Estodistica

JAMC  C. N, 4-3-1982



TABLE 11

TREND IN DEBT SERVICE CHARGES
On the External Public Debt
(In Millions of Dollars)

(1) (2) (3) (4)
: Debt

Service Service

Principal Interest Pavrents Ratio*
1976 5.7 9.1 14.8 1.9
1977 7.8 $.9 17,7 1.5
1978 14.9 15.6 30.5 2.8
1979 18.9 25.1 44.0 3.6
1980 17.3 28.5 45.8 3.0
1981 Proj. 25.1 31.4 56.5 4.3
1982 Proj. 33.0 60.7 93.7 6.7
18983 Proj. 49.0 58.0 107.0 6.9

*Total debt service payments as a percent of merchandise
exports.

Source: TYor 1976-76, INMI, Guaterala: Country Economic
Mermorandun, Feb. 4, Y980, pacos ¢5-67. tor
1979-83, unofficial projections by Banco de
Guatemala.






