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EXECUTIVE SUMMIRY

A. Background

Guatemala is the most favorably endowed countrv in Central
BZmerica. Its agricultural resources, plus possibly extensive petroleum and
mineral resources, give its economy considerahble potential for growth.

However, what is immediately striking about Guatemala is its
wealth on the one hand and tae extent of poverty for most of its population on
the other. Three out of four Guatemalans are poorl/. At least 66% of the
Guatemalan population is classified as rural, and 72% of the rural population
..s engaged in agriculture. The poorest and largely indigenous population of
the Western Highlands compries at least 46% of the total population (87% of
the rural population} ith a density of 191 persons per sguare kilometer and
only 19% of the good 1ands (0.2 acres per person). Guatemala's mortality rate
is 10 per 1,000, one of the highest in Latin America. Life expectancy for the
non-Indian population Is 58 years, but for the indigenous people only 44
years. Of the most at-risk children (those under 5 years old) 85% are
malnourished. Only 25% of the population has three years of schocling. In
~he Highlands, over 50% of the children aged 7-14 do not attend any school.

With the exception of the slums which have exp. ded around
Guatemala City following the 1976 earthquake, poverty in Guatenala is rural --
particularly the abject poverty of the Highlands. The average Guatemalan of
the Altiplano is an Indian whose livelihood is agriculture practiced on less
:han ore hectare of lard. H: and his family of five or six live together with
other relatives in a tiny shck built of adobe or sticks covered with mud.
There .5 no nearby source of potable water, nor electricity, ncr latrine.
Only on rare occasions does e have access to medical attention, and his wife
gives birth without medical .ssistance of any kind. Those of his children who
survive to age 7 may be able to attend primary school from one to three
years. In the community where he lives 50% of the childrer who die, die of
nreventable infectious or contagious diseases. Only half of the children have

received any sort of vaccination. The food which he raises is inadegquate to

l/ The GOG National Eccenomic Planning Council estimates that 73.5% of the
3uatemalan population lives in a state of poverty.



meet the nutritional needs of his family and, at soc+e point during the year,
insufficient in terms of quantity. All of the chiliren in his village suffer
from some level of malnutrition and are easy prey t any 2pidemic.

Agriculture remaing the dominant productive s:ctor of the
Guatemalan economy. Though its share of GDP had falien since 1960,
agriculture still claimed 26% of economic activity .n 1978. Approximately 55%
of the work force is engaged in agriculture. In 1981, 55% of total exports
were unprocessed and semi-processed agricultural goods. In addition, much of
the country's industrial production and manufacturedé exports has backward
linkages to agriculture.

Manufacturing in Guatemala grew rapidly urder the stimulus of the

Central American Common Market (CACM). From 1960 to 1%70, real growth in
manufacturing averaged 7.9% annually, exceeding the orowth of GDP by 2,5%.
Manufacturing was a true leading sectorpy its share of GDP grew from 12.8% in
1960 to 16% in 197¢C After 1970, however, the dynamic from import
substitution was spent and manufacturing grew primarily in response to
domestic and regional demand. From 1970 to 1978 growth averaged 6.1%, equal
to that of GDP, From 1978 on annual growth dropped steadily to 3% in 198].
Manufacturing's participation in GDP in 1981 stood where it had in 1970.
Despite the structural transformations that have taken place in
the Guatemalan economy since 1960, the engine of growth is still the
traditional commodity export sector. Directly and through indirect linkages,
30% of Guatemala's GDP is accounted for by traditional commodity exports.
Industry, although very important, is less significant. Of the total
production in manufacturing, 82% is consumed within Guatemala, 10% is traded

intraregionally and 8% ig exported to markets outside the region.

B. Recent Economic Performance

In 1978, Guatemala entered one of the longest periods of economic
recession in its history. From a 7.8% real rate of growth posted in 1977, the
level of economic activity has slid consistently to erter the negative range

in 1982. This decline is due to world economic conditions as well as



conditions in Central America and Guatemala. The world recession,
particularly that in the OECD countries, has played a crucial part in
Guatemala's economic cownturn. Manufactured exports to countries outside
Central America experienced a sharp contraction in demand. Cepressed profits
in the United States and Europe have made investment capital -- an important
item in Guatemala's balance of payments -- very scarce. In addition, the
terms of trade have turned sharply against Guatemale. Three products --
coffee, cotton, and bananas -- account for about 50% of Guatemala's total
merchandise exports. Prices for these prodiucts -- tempered con one side by
sluggish world demand and on the other by good harvests -- have not kept pace
with the prices of the goods Guatemala imports. The effect has been to
contract domestic income and to contribute to diseguilibrium in the balance of
payments. The current account deficit in the halance of payments grew from a
negative $262 million in 1978 to a negative $565 million in 1981. It would
have grown even further in 1982 had not the government forced a contraction in
imports, and thus domestic income.

Within Central America, a shortage of hard currency paralyzed the
payments union used by member countries to settle their tr “e balances within
the CACM, resulting in a contraction of regional trade. In 1281, the wvolume
of such trade decreased by 12% in nominal terms (probably 25% in real terms)
and in 1982 by another 16%.

Political violence in Guatemala -+ and throughout Central America
generally -- has effectively halted the flow of foreign capital which played a
vital part in financing Guatemala's growth in the 1960's and 1270's. Net
short-term trade credits turned negative in 1979, and in 1980 Guatemala ran a
deficit on the capital account for the first time in 15 years. This problem
was arrested in 1981 and 1982 by the use of commercial lines of credit
facilitated by the Central Bank, by compressing Imports through guantitative
restrictions and through non-payment of short-term trade obligations.

The first casualty of the economic downturn has been public sector
finances. To counteract the contractionary process, the government resorted

to expansionary fiscal and monetary policies in 19792 to 19Bl. Public sector
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deficits grew from $68 million in 1978 to $638 milliica in 1981 (from 1.1 to
7.4% of GDP}. Expenditures of this magnitude contributed to a deteriocorating
balance of payments situation. When net international reserves reached a
dangerously low level in 1981, government policy shifted; expenditures on the
capital and operational account were cut drastically,., reducing the deficit to
$410 million in 1982, about 4.7% of GDP.

The second casualty of the economic dowrturn has been the health
of the private sector. Firms have cut back on capital replacement and
expansion. Consequently, fixed investment in the private sector has dropped
from 12% of GDP in 1978 to 7% in 1982. The explosive growth in banking system
credit to the public sector -- from $118 million ir (279 to $802 million in
1281 -- has reduced the availability of real sgshcrt-term credit to the private
sector. Capital replacement has been delayed, and it will be difficult
therefore to restructure the productive base to meet increased export demand
when it comes.

The cost of the economic downturn has been heaviest in terms of
unemployment and underemployment at a time when it is politically dangerous to
allow such developments to take place. Between 1978 and 1982, over 250,000
pecple joined the labor force. Slow economic growth has forced these people
to join the poocl of open unemployment in the modern sector and the already
vast pool of underemployed in the urban and rural sectors.

Fortunately, Guatemala has been spared high rates of domestic
inflation. Inflation in Guatemala has been very modesi; about 7% between 1979
and 1982 as measured by the GDP deflator; 12% as measured by the wholesale
price index -- no higher than world inflation during this time. Two factors
prevented upward pressure on prices from the expansion in domestic credit
required to finance public sector expenditures. First, large foreign reserves
allowed rapid increases in public sector expenditures without putting excess
demand on domestic resources. Second, when reserves had almost disappeared,
the government chose to maintain fixed parity with the dollar, thus forcing

domestic adjustment to fall on unemployment rather than inflation.



C. Key Development Problems

The obstacles to our objective of broadly-based, stable growth
with equity can be summarized into the following three basic problems:
- Inadequate growth levels and participation in the benefits of
growth
- Rapid population growth

- Financial instability/and balance of payments deficits

1. Inadequate Growth Levels and Participation in Spread of the

Benefits of Growth

In 1982 Guatemala had the highest per capita GDP in the CACM,
but its population is among the most ill-fed, uneducated and unhealthy in
Central America. Adult literacy in the mid-1970's was 14 percentage points
below E1 Salvadcr, the poorest country in Central America, and about half that
of Costa Rica. The incidence of malnutrition in preschoolers was over twice
that >f Costa Rica. The infant mortality rate among the indigenous population
in th: Altiplano region in 1980 was 160 per 1,000 live births, a rate twice
the average for Latin America and one that compares with “aire. Guatemala has
the woyrst income distribution in Central America. Income distribution data
for 1370 -~ the latest data available -- shows that in Guatemala the bottom
50% o7 the population earned the least share and the top 5% earned the
greatest share of total GDP.

Therefore, even though real per capita GDP has jncreased 2 to
3% annually from 1960 t» 1978, this growth did not reach the majority of the
population., Guatemala lacks the mechanisms to redistribute the benefits from
growth to tne poor. One indicator is the percentage of the GDP spent on
education. That figure in 1979 was 1.7%, one~half of what El Salvador and
Honduras spant and one~fifth of what Costa Rica spent.

The Mission will address the inadequate level of growth and
the spread of the benefi-s of growth through a strategy intended to improve

rural incom3:s and productivity. Priority attention will be given to the

Weste m Hignlands, the Indian heartland, wh.ch is the area of greatest
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poverty. However, this focus will not be exclusive of other parts of the
country where successful interventions can affect a more equitable pattern of
growth. These programs will require, however, an acknowledgement by the
government of the basic human rights of the indigenous population and a firm
commitment to addressing the legitimate development needs of all Guatemala's
people.

Improvement in agriculture, the primary source of employment
and income, will be the paramcunt means of achieving the objective stated
above. The Strategy over this planning period will =eek to (1) improve the
existing resource base through such activities as so0il conservation,
terracing, small-scale irrigation and forestry management; (2) increase the
efficiency in the use of available resources by encouraging diversification,
research, application of appropriate technoleogy, cooperative development and
more intensive use of existing land; and, (3) improve the agribusiness system
including marketing, transportation/access networks, storage and handling
facilities and cooperative involvement.

Achieving the cbjective of increased rural incomes and
productivity will also be dependent on improvements in the human resources of
the rural areas. The Strategy contains programs in health and education to
address this need. Improved health will result from a reorientation of the
Ministry of Health to public health/preventive medicine »nrograms and by
stimulating the private sector to provide effective basic medical care in the
rural areas. In education the Strategy calls for assistance in making the
basic education program effective in supporting economic and social
development objectives. Emphasis will be given to rural primary education,
particularly the bilingual education program, and to expand the non-formal
education program.

2, Rapid Population Growth

The Guatemalan population is growing at over 3% per vear
(practically unchanged from the early 1960s). At that rate, today's
population of 7.8 million will reach 12 million by the year 2000, leading to

overwhelming strains on social services in an economy where they are already



inadequate. Therefore an ohjective of the Strategy is to reduce the rate of
population growth. However, Guatemala may be entering the transition period
since births per 1,000 as well as deaths per 1,000 are falling albeit not at
equal rates, If the births per 1,000 rate continues to decline the picture
will not be quite ar overwhelming by the year 2000.

Guatemala has no national policy for family planning. While
the Government of Giatemala (GOG) does offer some family planning services and
allows private organizations to operate in this field, it attaches no real
priority to family planning. Private organization efforts while probably
among the best in Latin America, are not sufficient to the need due to limited
resources. Regular contraceptive supplies are practically non-existent bevyond
the major urban centers. Family planning studies indicate that 61% of women
of child bearing age would be Iinterested in limiting births;,; however, only 18%
are actually practicing birth control.

The Strategy related to family planning will stress the
voluntary nature of participation based on informed choice. Programs will be
continued and expanded to spread knowledge on contraceptive methods and
improve services throughout the country with special atter: -5 to thre
indigenous population within the Western {ighliands where birth rates are high
and user rates low. The private sector will continue to be the principal
implementor of the family planning program with the GOG being asked to provide
an appropriate environment ia which the private sector can work.

3. Financial Instability and Balance of Payments Deficits

Guatemala does not face the same magnitude of external
financial problems and foreign debt burdens that plague its Central American
neighbors. In 1982, Guatemala's debt-service ratio was 12% compared to 28%
for Honduras, 41% for Nicaragua and 133% for Costa Rica. It does not suffer
persistent and intractable deficits in its public sector finances as do Costa
Rica and Honduras. In general, Guatemala has moved a long way toward
achieving equilibrium in its internal and external accounts in the face of a
deep and prolonged world recession but at a severe cost to its own economic
growth. To help maintain egquilibrium, in 1983 the GOG negotiated a stand-by

program with the IMF,



Measures included in the program aim to improve the Zcreign liguidity position
of the Central Bank and to improve central governmen* revenues.

Accordingly, the government intrcduced a value added tax to
replace the stamp tax. Despite political (the reduction in rate following the
Rugust 1983 coup) and administrative problems in implementation of this new
tax, it is expected to increase revenue vields and improve the efficiency of
the tax system. However, the GOG will have to further reform its fiscal and
monetary policies to improve revenues sufficiently to allow for increased
investment in rural development. Secondly, means mu=zt be found to attract
external resource flows to support higher import levels in the absence of
greatly improved commodity export earnings. To achieve real per capita growth
over the planning period will require a substantlally increased capacity to
import.

External assistance will be needed to provide for the foreign
exchange necessary . » finance imports at a level sufficient to sustain at
3-3.5% rate of growth in real GDP. U,.S. assistance is not intended to fill the
entire gap, but, together with non-U.S. official assistance, to provide an
inducement to increase private sector flows sufficiently to finance :he
necessary import levels. A third objective of the Strateqgy, then, is balance

of payments equilibrium at higher growth levels.

The Strategy proposes balance of payment support through ESF
and P.L. 480, Title I, funding. Priority will be given to the foreign
exchange needs of producers of non-traditional exports, particularly
agro-industrial, while not neglecting the needs of the existing industrial
capacity. Local currency would be used in part to create domestic lines of
credit for the export sector, both industrial and agricultural, and the small
farmer. In addition, local currency generatiocns will be used to support
long-term development objectives.

These key development problems have been analyzed in relation
to the four Agency priority areas identified as leading to effective economic

and social development (the "four »illars"}, the LAC Regional Plan and the

NBCCA objectives in Central America. Policy dialogus will be an integral part
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of the Strategy and as a continuing process throughout the period will be
imporcant to achievement of the objectives. Later in this Executive Summary
the particular policy issues to be addressed are delineated. 1In Guatemala the
private sector is relatively free and unencumbered by the type of governmental
policies or structures which inhibit its development in many other less
developed countries. The Mission will take advantage of this situation by
involvring the dynamic potential of the Guatemalan private sector in the
develpment process for a large portion of the program., Technology transfer
and research play important roles in the propcsed strategy based on a program
to in:rease rural incomes and productivity, Technology transfer flowing from
appreoariate research pricorities is the cornerstone on which the DA program to
expand and improve the rural productive resource base is built. Institution
building is addressed specifically in the Strategy section of this paper and
is clearly indicated as an essential means to provide for self-sustaining,
long-term development. Participant training has nct been singled out in the
Strategy, but the Mission will c¢ontinue to make use of partic.pant training as
a8 human resource improvement tool by incorporating training into all the
activities undertaken when such training can have an effect -e impact. The
large new regional training program proposed for Central America will be of
importance to the Mission. Also, the Mission will ¢o>ntinue its unigue
reimbursable training program directing G0G-financed training programs at
specific de relopment targets.

D. Policy Dialojue

The Mission will maintain a continuing dialogue with the
govermnment and appropriate private sector institutions on policy changes and
adjustments necessary to foster long-term, self-sustaining growth with equity
in Guatemala. Policy discussions will be linked, in most cases, to the entire
issistance package -- DA, ESF and P.L. 480 <~ rather than tied to any specific
program.

Specific policy issues which will be pursued under the
3trategy for this planning period are:

-— A clear set of national development priorities focussed

on the rural poor.



- Increased GOG develcopment effcrts, specifically a
doubling (from 3% to 6%) of the percentage of GDP devoted to programs
affecting the rural poor.

- Removal of the anti-export bias that exists within the
present rules, regulations and procedures (including the tax structures and
exchange controls}.

- Establighment of effective export incentives.

-- Establishment of a land sales mechanism linking willing
buyer and willing seller.

-~ Improvement in land titling mechanisms.

- Encouragement and support of private gector
organizations, such as cooperatives, which benefit agricultural productivity.

- Reorientation of the Ministry of Health to primary
health care rather than medical care.

- Basic medical care provided on a "fee-for-service" basis
in order to attract the private sector in basic medical care in the rural
areas.

- Egtablishment of a national education policy which
includes an important role for both bilingual and non-feormal education
programs as well as a commitment to comprehensive planning and administration.

- Establishment of a national population policy which puts
implementation responsibility primarily in the hands of the private sector.

- Respect for basic human rights and return to free

elections.



I. ANALYSIS

A. The R:gource Bas: of the Guatemalan Economy

Guatemnala is the most favorably endowed country in Certral
America. Its agr.cultural r:socurces, plus possibly extensive petroleum and
mineral resources, give its . conomy considerable potential for growth.

In agriculture, in comparison to other Central American countries,
a larger share of land area is capable of high or moderate yields. The
territory of Guatemala is 22% of the combined territory of Central America
ineluding Panama, but it contains 26% of the region’s most fertile soils.
Within Guatemala jtself about 42% of the land is capable of high to moderate
yields. The heavily populated land area occupied by the Central and Western
Highlands (Altiplano) is mountainous and broken, but with much fertile soil
suitable for labor-intensive cultivation of temperate climate food crops. The
adjacent, well-watered lands at intermediate altitudes, often on the slopes of
majestic volcanoes, are used for production of high quality coffee. The
Pacific coastal plain (South Coast} has abundant rainfall and the most
productive lands. Large mechanized farms predominate here, producing cotton,
rubber, bananas, sugar cane and cattle. The land north of the Altiglano, the

rorthern lowlands {including the Franja Transversal) and the rugged northern

slopes, contain 40% of Guatemala's territory and has abundec = rainfall but
thin, acidic karst soils. This area is still relatively underdeveloped due to
difficulty of access and the almost complete lack of infrastructure.

Guatemala's infrastructure base is better developed than most
developing countries and will, with some improvements, support the expanded
use of its agricultural and industrial resources. The country has a large
exploitable hydroelectric potential estimated at about 40,300 MW, which, if
harnessed, would be enough to satisfy all future power reguirements for years
to come. Nearly completed hydropower installations should sharply reduce the
need for imports of petroleum fuels for power generation in 1985 and beyond.
Guatemala is not a major pet-oleum producer but its wells supply an amount
ecqual to approximately one-f .fth of its present consumption. Proven reserves
are limited but exploration (ctivities continue.

The transportaticn net includes both rail and road systems. Paved

all-weather roads run North-‘outh and East-West connecting ports on both



coasts and the neighboring countries. The rail system parallels the road net
but ies badly rundown and presently underutilized., The :econdary and tertiary
road network is poor, especially in mountain areas; and the northern lowlands
are practically without road or rail transportatior.

Guatemala City -- the center of manufacturing and commercial
activity —— is well servicec by power, water and telecomwmnications. While
these resources exist outside of Guatemala City, traey will need some
improvements to adequately support a dispersion of major industrial and
commercial activity in other parts of the country. Industry accounts for
nearly 14% of GDP but operates behind a high wall of protective tariffs, is
heavily dependent on imported inputs and is a poor ‘'ontributor to exports.

Guatemala is unigque in Central America with -espect to its resources
for tourism . The remains of the pre-Columbian Mavan civilization at Tikal,
the strongly rooted culture of the indigenous peoples of the Highlands and the
beauty of the sceneiy around the Highland lakes offer a variety of tourist
attractions only a short distance from the United States.

Human settlement and economic production reflect these facts.
More than 60% of the Guatemalan population is rural, agriculture is the
leading contributor to GDP and exports; and agriculture is the major source of
employment in the economy.

Thus, the picture of the country for the CDSS planning period and
beyond into the 21st Century is that of a largely rural country reliant upon
agriculture and agriculturally-related economic activity for domestic food
consumption, employment and export earnings.

B. Recent Economic Performance

1. The Magnitude of the Crisis

From 1960 to the end of the last decade Guatemala enjoyed
almost uninterrupted economic growth. In the late 1260's, spurred on by
import substituting industrialization within the Certral American Common
Market {CACM) and bouyed by favorable commodity prices in world markets, the
economy averaged 5.5% real growth annually. In the 1970's, the region
experienced another boom in export commodity prices and agriculture led the

economy to growth rates that averaged 6% annually. Throughout this period



foreign capital flows were more than adegquate to finance new investments in
productive sectors and to close +he gap in the balance of payments.

But in 1978, th: Guatemalan economy began a long slide from
the 7.8% real rate of growth that it posted in 1977 (see Table 1l). For four
consecutive years, the economy witnessed declining growth rates and in 1982,
the level o7 economic activity contracted as growth entered the negative
range. In |983 GDP declined by another 2% demonstrating that the »:conomy had
yvet to bottom out Iin this recess.on. The economic slump in Guatemala has been
broad hased, but manufacturing and construction have led the decline.
Agriculture fell by 2% in 1982 and 2.5% in 1983. Manufacturing, however, fell
Iy 2.5% in 1982 and 5% in 1983,

Construction, which has strong links to manufacturing,
accounted for 5% of GDP .n 1981 but fell by 18% in 1982. Thus the
contractions in regional trade and in construction, were the major factors in
the reduction in manufacturing output.

2. Causal Factors

The explanation for the downturn in the Guatemalan economy
«:an be found in world economic conditions as well as in political conditions
.n Guatemala and elsewhere in Central America. The world r. ~»ssion, centered
~n the QECD countries, has played the major role in the recent reversal in
Guatemala's economic fortunes. The terms of trade have turned sharply against
Guatemala, the industrialized countries are buying less and at lower prices
while world inflation continues to raise Guatemala's import bill. Three
products ~-coffee, cotton and bananas-- account for about 50% of Guatemala's
total merchandise exports (see Table 2Z}. Price increases for these products
--tempered on one side by sluggish world demand and on the other by gcod
harvests-~ have not kept pace with the prices of the goods Guatemala imports.
The price of bananas has increased 43%, but the price of coffee has declined
15% between 1878 and 1982 and the price of cotton has remained unchanged.
Meanwhile, import prices have increased by - to 10% a year. The effect of
these trends has been to contract domestic income and to contribute to

disequilibrium in the balance of payments.



TABLE 1: GUATEMALA: GDP BY SECTOR OF ORIGIN AN EXPENDITURE, 1977-83
{In 1970 $US Millions!

1977 1978 1979 1380 1981 1982 1/ 1983 2/
Primary Production 771.6 798.3 825.9 845.8 850.4 836.1 815.8
Agriculture 768.0 792.7 815.8 B28.5 £39.4 823.7 803.1
Mining 3.6 5.6 10.1 17.3 11.0 12.4 12.7

Secondary Production 613.5 651.8 620.1 725.4 730.0 677.4 65.4.1

Manufacturing 470.2 500.8 529.3 539.2 544.8 577.8 506.9
Construction 104.1 197.7 114.8 119.1 138,2 113.4 101.4
Public Utilities 39.2 43.3 46.0 47.1 47.0 46.2 45,8
Services 1507.8 1587.3 1664.5 1728.5% 1748.6 1699.0 1678.8
Transport 144.6 155.0 163.2 176.6 175.7 169.3 1€6.6
Commerce 815.6 a52.1 876.4 891.¢ 895.1 840.5 808.6
Finance 6l.0 65.9 78.7 82,2 83,5 85.0 87.0
Housing 131.7 140.7 145.7 150.1 153.8 157.8 162.4
Public Administr. 164,0 173.0 184.6 204.1 215.6 219.¢0 224.5
Other 120.9 200.6 215.9 223.9 224.9 227.4 229.7

Gross Domestic Prod. 2892.,9 3037.4 3180.5 3299.7 3329.0 3212.5 3148.7
(Memo: Annual Rate
of Growth) (7.8} (5.0} {4.7) (3.7) 0.9} (-3.5) (=2.0)

Plus: Imports of

Goods and NSF 576.9 602.0 557.2 509.2 490.1 371.8 296.7
Less: Exports of
Goods and NSF 575.6 575.0 632.7 665.4 573.7 508.8 451.8

Domestic Expendit. 2894,2 3064.4 3105.0 3143.5 3245.4 3075.5 2993.6

Consumption 2398.5 2521.3 2632.6 2740.2 2791.5 2681.3 2630.6
Private 2186.2 2295.5 2392.8 2471.7 2511.2 2435.8 2392.0
Public 212.3 225.8 239.8 268.5% 280.3 245.5 238.6

Investment 462.9 496.6 471.2 424.7 443.3 373.9 310.1
Private 335.0 372.6 326.2 252.3 212.4 211.8 172.6
Public 127.9 124.0 145.0 172.4 230.9 162.1 137.1

Stock Adjustment 32.8 46.5 1.2 21.4 10.6 20.3 52,9

1/ Preliminary.
2/ Estimated.

Sources: SIECA, Estadisticas Macroecondmicas, July 1981, p. 2 Central Bank

and ROCAP esgtimates.



TABLE 2.

Current Account Balance

Trade Balance
Exports, FOB

Imports, CIF

Services and Transfers,
Net

Capital Account

Private, Net
Short-term, Net
Medium and Long-term,

Net

Official and Banking Net

Short—-term, Net
Medium and Long-term,
Net

Errors and Omissions

Change in Reserves

(- is an increase)
Accumulation cof Arears
{Net International
Reserves) 3/

Total Merchandise Exports

Basic
of which, coffee
cotton
bananas

CACM

Rest of World

4anufactured 4/
CACM
Rest of World

GUATEMALA;

BALANCE OF PAYMENTS,
{Millions of US$)

SELECTED YEARS

1970-73 1978 1979 1980 1981 1982 1/
- 13.8 - 262.2 - 196.4 - 176.4 - 564.7 - 371.1
- 1.6 - 298.2 - 282.5 - 78.4 =~ 374.4 - 188.4

340.4  1092.4 1221.4 1519.8 1299.1 1,199.6
-342.0 -1390.6 =-1503.9 -1598.2 =-1673.5  1388.0
- 12.2 36.0 86.1 - 98.0 - 190.3 - 182.7

59.3 339.0  162.0 - 161.0  216.0 =~ 14.8
£l.4 236.5 41.9 - 323.0 - 58.3 - 289.5
3.1 82.2 = 102.5 - 461.0 - 221.6 - 363.9
48.3 154.3  144.4 138.0  163.3 74.4
7.9 102,5  120.1 162.0  274.3 274.7
.3 7.5 .1 59.0 55.3 2.4
7.6 95.0  120.0 103.0  219.0 272.3
- 7.0 - 0.8 7.4 18.4 - 0.3 - 7.6
- 38,5 ~ 76.0 27.0  319.0  349.0 49.1
-- - -- -~ -- 344.4
125.0 682.0  6€55.0 336.0 - 13.0 - &2.1
1092.4  1221.4 1519.8 1299.1  1199.6

682.4  715.4 740.0  568.0 --

477.4  430.3  444.7  325.3 --

139.2  182.8 169.C  170.0 --

22.2 24.2  41.0 50.0 --

16.0 37,0 -- -- --

666.4  678.4  -- -- --

410.0  506.0 780.0 2/ 731.1 2/ ~--

239.0  275.0  ~-- -- --

171.0  231.0  =-- -- --

l, Preliminary.
2/ Estimated.
3/ PBoes not include arrears.

4/

Scurce: Central Bank,

Includes semi-processed be:tf and refined sugar,

SIECA ard ROCAP estimates.

1883 2/
- 238.3
- 10C.

1090.
119:.

~1

(=]

- 188.40

288.°C

105.5

182.8



The reversal in the terms of trade, which has affected the
economies of all the CACM members, has also cut inte Guatemala's manufactured
exports to Central America. A shortage of hard currency debilitated
operations in the Clearing House upon which the memher countries depend to
settle their trade balances within the CAM. The result was a contraction in
Guatemala's regional trade which in 1979 accounted for 55% of all manufactured
exports and about 10% of manufacturing production. in 1981, the volume of
such trade declined by 12% in nominal terms (probably 20% in real terms) and
in 1982 by another 16%,

Politic;l viclence in Guatemala -—-and throughout Central
America generally-- has effectively halted the flow of foreign capital which
played a vital part in financing growth in Guatemalia in the 1960's ani
1970's. Since the late 1970s, Guatemala has suffereé serious domestic
political violence from at least four armed insurgent groups. This violence,
combined with the si-uation in Nicaragua and El Salvador, has tended to
reinforce the decisions of fereign investors and foreign commercial bhanks to
halt investment and not roll-over loans and short-term trade credits.

As economic growth first slowed and then turned negative in
1982, disequilibrium appeared in public sector finarces and in the balance of
payments, two developments that quickly aggravated the crisis and accelerated
the pace of the economic decline. The Guatemalan government has traditionally
taken a very conservative stance on the issue of public financesy
conseguently, Guatemala has not suffered the chronically high deficits that
plague many developing countries. In 1978, there wa=z a current surplus
equalling 3% of GDP, an amount that financed almost the whole of public sector
capital formation leaving an overall public sector deficit of only 1.1% of GDP.

After 1978, public finances began to deteriorate with falling
revenues and rising expenditures. Declining domestic incomes and the falling
value of internmational trade cut deeply into current rewvenues. Expenditures
roge as the government attempted to counteract the general economic downturn
by increasing public sector employment, and as work accelerated on public
sector investment projects. As a result, current savings shrank and the

overall deficit increased from 1.1% of GDP in 1978 to 7.4% in 1981.



TABLE 3:; GUATEMALA; FINANCIAL OPERATIONS OF THE CENTRAL GOVERNMENT
1978-1983

($US Millions)

1978 1979 1980 1981 1982 1983 1/

Current Account 193.,2 135.5 93,2 13.0 19.8 -7.2

Revenues 660.7 668.3 747.3 740.6 729.8 €93.8

Expenditures 467.5 532.8 654.1 727.6 710.0 701.0
Capital Account - 261.5 = 313.2 - 461.7 - 650.6 -430.2 - 339.4

Revenues 4.4 2.1 0.7 1.8 1.3 0.6

Expenditures 265.3 315.3 462.4 652.4 431.5 340.0
Overall Balance - 68,3 =~ 177.7 - 368.5 - 637.6 - 410.4 - 346.¢

Ext. Financing, net 83,5 115.2 92.9 102.1 95.2 100.2

Dom. Financing, net = 15.3 62.5 275.6 535.5 315.2 246.6

of which Central

Bank Credit (25. ) (88.0) {241.0) (400.0) (178.0) (-=)
Memo Items

Deficit as % of GDP 1. . 2.6 4.7 7.4 4.7 3.8

Yearend disbursement
and undisbursed publi:z
sector debt 783.5 837.1 882,23 1041.1 -- -

o
o]
[«
s ¢

GDP_Deflator 5.5 8.6 10.0 9.0

—

Source: Central Bank and Ministry of Finance

1/ Preliminary



The accounts of the Guatemalan firascial system reveal the
monetary impact of this expansion in public sector Joficits. Domestic assets
of the consolidated banking system increased by 14C% between 1978 and 198].
Credit to the private sector increased 65% between these two years, while net
credit to the public sector increased more than H00%.

This rapid growth ir domestic credit in the face of sluggish
export performance was inconsistent with equilibrium in the balance of
payments. The deficit in Guatemala's balance of payrents grew from $76
million in 1978 to $342 million in 1981. Deficits »f this magnitude quickly
eroded Guatemala's international reserves from some $700 million in 1978 to
rractically zerc in 1981 (see Table 2).

3. Implications of the Crisig

One important casualty of the economic downturn has been the
private sector. As buginess firms cut back on capital improvement in reponse
to the downturn, f. -ed [nvestment in the private sector shrank from 12% of GDP
in 1978 to 7% in 1982. Additionally, the explosive growth in banking system
credit to the public sector has gradually reduced the availability of real
short-term credit to the private sector. In 1972, total credit from the
banking system to the private sector increased by 20% (10% in real terms), in
1980 by another 20% (4% in real terms), in 1981 by 16% {about 4% in real
terms) and in 1982 by about 7% (0% in real terms). These events have not only
caused a supply side shock to business activity and have delayed capital
replacement, but the absence of such investment wil] make it difficult to
restructure the productive base to meet increased expert demand when it comes.

The cost of the economic downturn has been heaviest in terms
of unemployment and underemployment at a time when it is politically dangerous
to allow such developments to take place. Between 1972 and 1983 there was
little real growth in the Guatema:an economy. During the same periecd of time,
265,000 people have joined the libor force. Slow economic growth has meant
that these people have had to join the poecl of open unemployment in the modern

sector and the already vast »ool of underemploved in the urban and rural

traditional sectors.



Guatemala has been spared high rates of domestic inflation.
As measured by the GDP deflator, inflation ileclined from 10% in 1980 to 6.B%
in 1983 or at about the same pace as world .nflation (see Table 3). Two
factors kept the expansion in domestic cred.t required to finance public
sector expenditures from putting upward pressure on the price level. First,
large foreign reserves allowed rapid increases in public sector expenditures
without putting excess demarnd on domestic resources. BSecond, when reserves
had almost disappeared, the government choss to maintain fixed parity with the
dollar, thus forcing domest.c adjustment to fall on unemployment rather than
inflation.

4. The IMF-Sporsored Stabilization Program

In 1982, Guctemalan authorities attempted to check the
financial deterioration in the internal and external accounts of the economy.
An adjustment program to be supported by a one-year IMF stand-by arrangement
was structured for 1982. Th: objectives of the program were to reduce the
public sector deficit to 4% »>f GDP and limit the loss in net international
reserves tc no more than $50 million. Central governmen current expenditures
were cut and many investment projects that had rot reached -~ompletion were
cancelled. As a result, more than $200 million was trimmed from the deficit,
reducing it to 4.7% of GDP -=-an improvement, but still above program targets.

The balance of payments continued to worsen in 13982, #hile
the current account improved because of a drop in imports reflecting the
decline in economic activity, this improvement was offset by a further
deterioration in the capital account including some capital flight. When
Guatemala began to fall behind in payments for imports, foreign suppliers and
banks cut off most of Guatemala's normal trade financing. Consequently, in
1982, Guatemala registered a $393 million deficit in the balance of payments
including $344 million in payments arrears that were carried into 1983 as the
so-called presa.

When the 1982 IMF program expired in November 1982, the
Guatemalan authorities instituted tightened foreign #xchange controls and a
quota system for imports. Administrative delays in processing foreignm
exchange applications were lengthened, and more fore.gn exchange transactions

were shifted to the illegal, but officially encouraged, parallel market.
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In 1983 the governme it negotiated a new stand-by agreement
with the IMF that covered a pericd o° 16 months, Sepntember 1983 through the
end of 1984, The key features of th: new program were a further reduction in
the public sector deficit through botn expenditure restraint and a new tax
system and an improvement of the financial position of +he Central Bank
through both an orderly cancellatiorn of the presa and recourse to medium-term
foreign borrowing to replace private lines of c¢redit that were withdrawn in
1982,

The heart of the fiscal program was a new value—added tax to
replace a cascading stamp tax on domestic sales. The value-added tax applies
to all goods and services sold in the domestic market with a host of
exceptions.

The new tax had little effect on public sector finances in
1983, It was instituted too late in the vear and, tc make matters worse, the
government of General Mejia reduced the level of the tax from 10% to 7%
shortly after coming to power in August 1983, Simultaneously the current
account of the central government moved from a small surplus in 1982 to a §7
million deficit in 1983, Any increase in revenues from the value-added tax
was overshadowed by a continued decline in income tax and foreign trade tax
revenues. The coverall deficit cof the central government improved in 1983
--and Central Bank credit to the central government was kept within program
limits—- due to another sharp cut in capital expenditures. The overall
deficit of the central government was reduced in 1983 +o 3.8% of GDP, within
the program target.

There was a mocdest improvement in Guatemala's external
accounts in 1983. The exchange control measures, as well as the continued
decline in economic activity, reduced imports by almost $200 million from the
1982 level. The capital account moved intco surplus ard net reserves increased
by $50 million.

c. Structural Problmes

1. Poverty

What immediately strikes the observer of the Guatemalan

economy is the wealth of the country ir per capita GDP terms on one hand and



the extent of poverty affect ing most of its population on the other. In 1983
Guatemala arguably had the ! ighest per capita GDP in the CACM (after Costa
Rica's massive devaluation .n 1982}, but by any measure its population overall
is among the most ill-fed, : neducated and unhealthy in Central America, or in
Latin Amer.ca for that matt.r. Adult literacy at 48% in 1980 is 14 percentage
points below E1 Salvador, tie poorest country in Central America, and only
slightly more than 1alf that of Costa Rica (see Table 4). The incidence of
malnutrition in pre-schoole:s was over twice that of Costa Rica. The infant
mortality rate among the in igenous population in the Altiplano region in 1980
is estimated at 160 per 1,0t0 live births, a rate twice the average for Latin
America and comparahble to rates in Haiti, Boliwvia and Zaire.

The explanation ¢f this dichotomy between wealth and poverty lies,
of course, in the 4 stributi of that wealth. Guatemala has the worst income
distribution in Cent:ral America. Income distribution data for 1970 --
unfortunately the latest data available -- shows that in Guatemala the bottom
50% of the population earned only 13% of total income while the wealthiest 3%
earned the greatest share of total GDP, greater than any of the other
countries of Central America (see Table 4).

To answer the question why wealth in Guatemala i{s sc badly
distributed is to analyze tle roots of poverty in the country. Even though
real per capita GDP has inci:=ased 2 to 3 percent annually from 1%9¢0 to 1378,
this growtr has not reached the majority of the population. Not only does
Guatemala lack the modern re iistributive mechanisms of irdustrialized nations
to spread broadly the benefi:.s of growth, historically Guatemala has lacked
the commitmant to investment in human capital necessary to uplift its people
and build foar their future. One indicator of the lack of commitment is the
percentage of the GDP spent n education. That figure ir 1979 was 1.7%,
one-half of what E!l Salvador and Honduras spent and one-fifth of what Costa

Rica spent {(see Table 5).
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TABLE 4: CENTRAL AMERICA: PATTERNS OF INCOM ! DISTRIBUTION, 1970

I I1 I11 Iv
lowegt 50% Next 2% Next 15% Highest 5%

Guatemala 13% 24% 28% 35%
El Salvador 16% 24% 33% 27%
Honduras 13% 24% 30% 33%
Nicaragua 15% 25% 32% 28%
Costa Rica 18% 26% 27% 29%
CA 13% 26% 30% 31%

Source: IDB, SIECA, El Desarrollo Integrado de Cent roamerica
en la Presente Decada, P. 28.

TABLE 5: CENTRAL AMERICA: COMPARATIVE EDUTATION INDICATORS

Guatemala Honduras El Salvador Nicaragua Costa Rica

- Adult Literacy Rate 48.0% 60.0% 6..0% 90.0% 90.0%
- Percent GNP devoted to

education 1.7% 3.5% 2.4% 3.0% 8.4%
~ Primary enrollment ratio £9,0% 89.0% 87.0% 85.0% 93.0%
- Completion rate for

primary school - 30.0% 37.0% 24, 0% 77.0%

- Percent of total central

government expenditure
on education 12.6% 14.3% 22,1% 14.0% 31.1%

Sources: World Bank.
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According to the 1979 Census, only 47% of the populaticn over ten
vears old belcngs to the labor force,l/ one of the lowest rates in Latin
America. Lack of opportunity rather lack of willingness to work accounts for
this low rate of economic participation.

Not all of the work force is fully employed and estimates of
unemp loyment and underemployment are crucial in determining the actual extent
of economic participation among the population. Reliable data on unemployment
and underemployment are not readily availabl« in Guatemala, but using the
census it is possible to compute the percentage of open unemployment and the
nercentage of those working less than 40 hours weekly and those earning less
than the minimum wage -- two acceptable measures for underemployment.

Although the number of those unemployed in Guatemala is not large -- 1.5% of
the work force in the rural areas and 3.3% in the urban areas -- the extent of
underemployment is staggering. Including those who work less than 40 hours
weekly and those who work 40 hours or more weskly but earn less than minimum
wage, the pool of underemployed comes to a total of 41% in the urban areas and
50% in the rural areas. With the general eccnomic decline that began in 1978,
these numbers have undoubtedly grown worse. But in 1979 o'y 53% of the work
force and 24% of the population over ten years was fully employed.
Underemployment and low wages, simply put, are two of the principal factors
explaining poverty in Guatemala. Redistribution measures alone are clearly
not the answer as that would be nothing more than a means of socializing
poverty. Sustained high levels of broad-based growth with equity are needed

to break out of the poverty and underdevelopment afflicting Guatemala and its

pecple.

1/ Data for the economically active population (EAP) in Guatemala reveals
the extent of participation in all economic activity. This data is available
through the National Census and is considered equivalent to the naticnal work
force. The EAP includes persons of both sexes, ten years of age or older who
hold employment or who are seeking it. The EAP excludes persons ten years of
age and over dedicated to non-remunerative activities and others who for
whatever reason are economically inactive. The sum of both economically
active and inactive population plus all those under ten years of age eguals
the total population.
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TABLE 6; GUATEMALA: ECONOMICALLY ACTIVE POPULATION,

1964~-79
Participation Rate
Total Male Female Total Male Female
1964 1,332,887 1,176,105 163,782 46.3 8G.4 11.4
1973 1,545,658 1,328,730 216,228 44.7 76.3 12.2
1979 2,182,817 1,733,598 449,219 46.9 75.5 19.0
Source: SEGEPLAN as published in W.B. draft report Table 1.3{B)
DIGESA, Encuegta Naclonal de Ingresos y Gastos, 1979-81,
TABLE 7: GUATEMALA; UNEMPLOYMENT AND UNDEREMPLOYMENT, 1979
Total Urban Rural
Open Unemployment 1/ 2.2 3.3 1.5
Underemployment 1/ 46.2 41,4 49,7
Working less than 40 hrs. weekly 17.6 17.6 17.7
Working 40 hrs. or more 2/ weekly
but earning less than minimum wage 28.6 23.8 32.0
TOTAL 48.4 44,7 51.2

1/ Calculated as a percentage of the economically ac~ ive population.
2/ The annual minimum wage was calculated on an 8 hrs. day, 6 days weekly for
52 weeks a year. For the rural areas this would he Q1,000 (Q3.20 per day)

and for the urban areas Q1,170 (03.75 per day).

Source: Calculated from the Encuesta Nacional de Inaresos
y Gastos Familiares, 1979-81; Direccidn Genc ral de

Estadistica.
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Guatemala conforms in many ways tc the c¢lassic "vicious cycle of
poverty"” often featured in development studies. High illiteracy, poor health
conditions and a low capital endowment per worker combined with underdeveloped
and fragmented labor markets have led to low productivity and low wages in the
nation's work force. These conditions -=- to complete the cycle -- will not
provide the high level of demand and savings that is necessary for the
expansion of investment in the high productivity sectors of the economy.

For a successful attack on poverty the vicious cycle must be broken
at wvarious points. The economy's productive resources must be more raticnallv
employed in agriculture and industry, and equally important, more resources
must be devoted to improvement in the health and education of the work
force. Recent IBRD and IDB country economic studies fully support this
thesis, but to accomplish this, certain structural problems -- the subject of
the rollowing two sections -- must be overcome.

2. Agriculture

a. Background

In spite of the impressive rate of growth in industry
since the formation of the CAMM, agriculture i{s still the (¢ -minant productive
sector <f the Guatemalan economy. Even though its share of GDP had fallen
since 1960, agriculture still claimed 26% of all economic activity in 12978.
According to the latest census, 55% of the work force is engaged in
agriculture and only 14% in manufacturing. 1In 1981 55% of total exports were
acco.nted for by unprocessed and semi-processed agricultural goods., Even
these figures understate the importance of agriculture to the Guatemalan
econcmy, for much of industrial productien and manufactured exports -=- food
products, wood products, furniture, and textiles -- has direct links to the
agriculture sector.

About 54% of all farms in Guatemala, containing perhaps 80% of
the rural population, consist of plots of 1.4 hectares or less. This is
generally considered too small to generate enough subsistence and cash on-farm
incomé for the basic needs of a rural family (5 or more people) without
resorting to off-farm employment, usually as migrart laborers on South Coast
plantations. This problem is most visible in the Altiplano region, the Indian

heartland, which contains 46% of the Guatemala's population but only 19% of
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ite soils capable of high to moderate yields. Heavy population pressures
against a short supply of good land due to the rough and hilly terrain make
agriculture a difficult enterprise in this area. The natural resource base
and ecology of the region are increasingly strained. Only high-value,
multi-cropping, labor-intensive systems offer the possibility of substantially
inc.easing family incomes in the Altiplano.

At the other extreme, the South Coast contains only 15% of
Guatemala's population, but 30% of its good scils. It is in this region that
the large farms raising cattle and growing sugar cane and cotton for export

are found.

TABLE 8: GUATEMALA, DISTRIBUTION BY FARM SIZE, 1979

Total Area
No. of Farms (000 ha.)
Small Farms
(.7 to 7 ha.) 468,368 678.6
Medium Farms
t7 to 900 ha.) 62,686 2,598.5
Large Farms
+300 and up ha.) 484 903.2
Total Guatemala 531,536 4,180,3

Source: Agricultural Census.

b. Structural Problems

One of the serious problems in Guatemalan agriculture is the

gradual decline in the rate of growth in food production. In 1981,
traditional export commodities accounted for 52% of agricultural production,
food production acccunted for only 31%. From 1967 to 198l real growth in food
preofaction averaged 2.7% annually, about .3% below the population growth
rate. But in recent years the growth rate in food production has declined;
from 1975 to 1981 real growth in foodstuffs averaged only 1.4% annually, about
1.6% beiow the population growth rate.

The downward trend in food production, however, is not totally
expleinable by a fall in effective demand. Import figures for rice, corn and

beans show some upward trend in the last half of the 1970's demonstrating that
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demand for foodstuffs has not declined significantly. The explaration for the
sluggish growth in foodstuffs lies primarily in declining terms of trade and
supply side constraints such as poor marketing systems, and storage
facilities, high cost transportation and primitive agricultural technologies.

The problem is particularly acute in the Rltiplano. In spite of
the lower quality of its soils and the nature of its terrain (compared to
lands on the Scuth Coast), this area produces about 35% of the country's food
crops. In this region the small farmer predominates and incentives for him to
produce corn and bean staples for the market have eroded since the
mid-1970's. The terms of trade for the Altiplano small farmer =- the
relationship between the prices he receives for his output and thte pr.ces he
must pay for goods and services produced in the urban areas -- has declined
32% since 1975, Furthermore, the government has done little to upgrade small
farm technologies in the Altiplano or to improve the infrastructure of the
region. However, conditions are highly favorable for labor intensive,
exportable temperate climate fruit and vegetable crops.

If the downward trend in food production continues the
Guatemalan economy will face several problems. First, ther¢ will be a growing
dependence on imported foodstuffs placing an added burder on the balance of
payments. $Second, the economic mainstay of the small farmer will gradually
disappear and in the absence of alternative crops his real income will
continue to fall.

A second structural problem is the large percentage of good
soils devoted to plantation agriculture systems for the production of export
crops whose future in international markets is uncertain at least for the rest
of this decade. As we have seen, the richest agricultural area, the South
coast, is used almost entirely for traditicnal export crops. Sugar cane, for
exampla, occupics 52% of the soils capable of high to mocerate yields in this
region. Labor productivity is much lower than on efficiently operated small
farms and profits are highly concentrated. Smallholder coffee farmers are of
limited importance compared to Costa Rica or Colombia where such resident
owner-operators form a strong and productive rural middle class.

A third problem is that the North, containing 30% of the

country's good soils, is, for all practical purposes, underdeveloped. Only 9%

of the total population lives there owing to the absence of roads,

communication, and other infrastructure necessary for development.
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TABLE 9y GUATEMALA: AGRICULTURAL PRODUCTION BY PRINCIPAL
CROP CATEGORIES, 1967-81

(in 1958 US) :

£nnual Rate of Change .
1967-81 1975-81
1967 1970 1975 1981 % %
Total Crops 287.3 320.3 452.8 523.9 4.4 2.5
Export Crops 142.1 162.9 233.5 274.4 4.8 2.7
Crops for Local
Consumption 112.3 121.2 149.13 161.9 2.7 1.4
Industrial Raw :
Materials 32.9 36.1 70.1 87.6 7.3 3.9

Source: Central Bank, Memoria.

The key to increasing growth in Guatemalan agriculture is to
improve the allocation of resources in the sector. Food production must be
increased through imp -oved technologies in the Altiplano and better incentives
to farmers. There must be incentives for diversification in commercial
agriculture, large scale and small scale, to include greater production in
product areas where Guatemala would encounter more dynamic world markets.

Such product areas include fruits, vegetables and rubber, products which could
not only be exported in crude or semi-processed form, but could serve as the
basis for a larger food processing industry. Lastly, greater efforts should

be made to open up the unused land in the north of the country to agriculture

production.
TABLE 11« GUATEMALA: TERMS OF TRADE FO'R THE TYPICAL
ALTIPLANO SMALL FARMEER, 197&-81
1975 1976 1977 1978 1979 1980 1981
Producer Prices 1/ 100 89 110 120 123 NA 140
Consumer Price Index 1G0 123 138 149 166 184 205
Terms of Trade 100 72 =] 81 74 - 68

1/ Based on a typical production basket of a sma.l farmer in the Altiplano:
60% corn, 30% beans, 10% wheat.

Source:; Calculated from Central Bank and World Bank estimates as published in
draft W.B. report, P. 40.
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TABLE 10: GUATEMALA: LAND USE IN AGRICULTURE

1979
Area 1979
1980 lst. & 2nd. Devoted Area
Total Popu- Degree and to Food Devoted
Area lation Multiple Use Crops 1/ to Sugar
{000 ha.) {(000) Soils (000 ha.) ({000 ha.) (000 ha.)

All Guatemala 10,809.2 6,043.4 2,956.2 575,2

Altiplano 2,806.7 3,606.7 572.3 193.7
Chimaltenango
Sacatepequez
Hueshuetenango
Quezaltenango
San Marcos
Solola
Toton.capan
Guatemala

South Coast 1,170.5 921.0 B47.8 108.9 440.0
Retalhuleu
Suchitepequez
Escuintla
Santa Rosa

Oriente 2,065.6 947.3 652,2 115.6
Jalapa
Jutiapa
Chiquimula
El Progreso
Zacapa
Izabal

North 4,766.4 568.4 883.9 157.0
Peten
Alta Verapaz
Baja Verapaz

l/Includes potatoes, rice, wheat, beans and corn.

Source: 1979 Census.
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3. Industry

a. Background
Manufacturing in Guatemala grew very rapidly under the

stimulus of the CACM. From 126C to 1970, the first decade of the Common
Market, real growth in manufacturing averaged 7.9% annually, about 2.5% higher
than GDP. Manufacturing in these years was a true l#ading sector and its
participation in GDP grew from 12.8% in 1960 tc 16% i< 1970,

Guatemalan manufacturing lost its leading sector status around
1970. At about that time the dynamic from import substitution was spe it and
manufacturing grew in response only to domestic and regicnal demand. From
1970 to 1978 growth averaged 6.1%, exactly eqgual to that of GDP. Wit}t the
onset of the recession in 1978 growth dropped to 3% a year through 19¢1.
Manufacturing's participation in GDP stood in 1981 whare it had in 1970, about
16%.

The s. -cture of manufacturing in Guatemala has changed mnarkedly
since 1960. In that year the intermediate good sectnr accounted for 21% of
total manufacturing production. By 1270, after annual growth rates 603 higher
than rates for all manufacturing, intermedizte goods claimed 27% of al!
manufacturing production. In this sector -- led by textiles, chemical; and
non-metal minerals --~ Guatemala has industries based on its natural resource
endowment and consisting for the most part of labor .ntensive activities.

b. Structural Problems

The problem facing Guatemalan manu“acturing lies in the
structure of its exports, and the challenge facing Cuatemalan manufacturers is
to expand exports to extraregional markets by building upon the regional
successes achieved since 1960. The existence of the CACM has been the real
stimulus to industrial growth since 1960, but coveral., the Common Markat
absorbed only 19% of manufacturing production in 197:. However in
intermediate andl capital goods, the dynamic sectors since 1960, the CARCM
absorbed about 25% of production. Without substanti:l growth in domestic and
regional demand ~=- an unlikely event in the 1980's ~- only new markets will
provide the vehicle for developing manufacturing once again into a leading
sector in the Guatemalan economy.

In fact, Guatemalan manufacturing has already begun to diversify

its exports (see table 13). Since 1970, Guatemalan intermediate goods

producers have ’ncreased their extraregional exports from $8.1 million

P
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1960-81

(In Millions of 1958 US§)

GROWTH IN GROSS VALUE OP MANUFACTURING,

ANNUAL PERCENTAGE CHANGE

1960- 1970~ 1978~ 1960-

1960 1970 1978 1881 70 78 81 81
Consumer Goods 255.5 459.9 788.6 876.6 6.1 7.0 3.6 6.1
Food products,
beverages and
tobacco 188,1 325.1 543.8 587.3
Clothing and Shoes 49.6 84.2 111.4 122.5
Furniture 8.7 12.0 15.7 17.5
Printing 3.7 7.6 2.1 10.7
Leather Products 3.3 6.1 7.5 7.5
Other 2.1 24.9 101.0 131.1
Intermediate Goods 67.5 220.5 303,9 317.0 12.¢ 4.1 1.4 7.6
Textiles 28,1 78.5 93.5 99,1
Wood Products 6.0 13.3 22.1 22.7
Paper Products 1.3 11.0 17.1 17.6
Rubber Products 2.5 9.2 14.7 17.0
Chemicals 14.2 28.6 36.6 40.4
Nonmetallic Minerals 11.1 21.2 43.2 44.9
Basic Metals
Metal Products 4.0 58.6 76.7 75.2
Capital Goods 3.4 19.2 29.0 30.0 18.9 5.3 1.1 16.9
Nonelectric Machinery .5 7.3 9.1 9.3
Electrical Machinery .5 7.3 11.5 11.8
Transport Equipment 2.4 4.6 8.4 B.9

Total Manufacturing

Source: SIECA, Compendio Estadistico,

Guatemala,

326.4 €99.6 1121.5 1223.6

7.4 6.1 3.0 6.5

1981.

1975 and 1981y Memoria del Banco de
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TABLE 13: GUATEMALA: GROWTH IN TOTAL (Xt)}, REGIONAL (Xcacm) AND
EXTRAREGIONAL (¥w)] MANUFACTURED EXPORTS, 1970-~79
fin millions of US§)

Annual Rate of

1970 1979 Change, 1970-79
¥t Xcaom Xw Xt Kcaom  Xw Xt Keaom  Xw
% % %
Consumey Goods 61.8 27.9 33.9 236.7 66.9 169,8 16,1 10.2 19.6
Food products,
heverages and tobacco 47.5 18.4 29.1* 154,0 444 110.6*
Clothing and Shoes 6.7 5.5 .2 14.9 la.c .9
Furniture +3 <3 - 1.3 B .5
Printing .8 .8 - 2.3 2,2 <1
Leather Products .7 .7 - 2.2 1.1 1.1
Other 5.8 1.2 4.6 62.0 5.4 56.6
Intermediate Goods 69,1 6H1.0 8.1 249.,3 1B8.® 60.5 15.3 13,4 25.0
Textiles 22.4 21.1 1.3 59.8 17,73 12.5
Wood Products 2.2 1.2 1.0 3.5 1.2 2.3
Paper Products 4.1 4.1 - 14.2 13, .5
Rubber Products 4.7 4.7 - 14.1 11.7 2.4
Chemicals 22.1 17.2 4,9 96.5 79,0 17.5
Neonmetallic Minerals 6.2 6.2 - 21.¢9 19.4 2.5
Metal Products 7.4 6.5 .9 39.3 16.5 22.8
Capital Goods 5.9 5.6 =3 20.3 19.2 1.1 14.7 14,7 15.5
Nonelectric Machinery .2 .2 - 1.0 .8 .2
Electrical Machinery 5.1 4.8 .3 17.3 16.4 .9
Transport Eguipment .6 .6 - 2.0 z.0 -

Total Manufacturing 136.8 94.5 42,3 506.3 274.9 231.4 15.7 12.6 20.8

* Exports of food products outside the region include beef and sugar which,
although classified as manufactures, are really semi~processed goods.

Source: SIECA, Compendio 198l1.




to $60.5 million in 1979, a 25% annual increase. In 1970 exports of
intermediate goods to extraregional markets amocunred to 12% of 31l trade In
manufactures; in 1979 that figqure had grown to 24%., Three industries --
textiles, chemicals, and metasl prroducts -~ have teen responsible
diversification.

Producers in the censumer goods sector have been less

successful than their counterparts in the intermediate gonds sector (-

exporting to extraregional markets. In 197C, toral exports of consumer

goods went outside the region;y by 1979 that ficuve was 72%, But most of tris
trade consisted of semi-processed sugar and beer. rilustries in which
Guatemala should have a comparative advantage -- furnii.re, clothing, shoes,

and leather prcducts —-- have done very poorly in

The second structural probiem .n
itz geograpnical concentration (see Table 16). Irn 1380 <.% of all firms In
mode rn manufacturing {(as disringuished Irom ‘nfermial or oattage manurarmuring)
were iccated in the metropclitan area of Guaremzia.
of industry in o=her areas of the country have met with little success
due to limited industrial irfrastructure outside Guatemala CTity.
more dlfficuit the provis.o- of off-farm employment opportunities in rural
areas, and these job seeker. are compelled to mizrate to thne capital.

This concent ration of indugtry wil: also have a definite

irpact on incomes within Guatemala since wage employment will not be

h

f-farm casn flows

co~locared with the largest rockets of underempioyment and o

wili not e abls Yo ba integrated readily into on-farm preduction and

irnvestment.,
TABLE 14 GUATEMAL Ay RELATIORNSHIP BEMWEEN DPRODUCTION AND
TRADE IN MAJOR MANUFACTURING SECTORS, 1979

oL’ Xt Xeacm Xw Xt/Q  Xcacm/Q X,/ C
Consume zr Soods 1976, 8 237,30 a7.0 17005 - L3 L g
Intermediate Goods 745.0C 249.0 189.0 0.0 .33 V25 L0y
Capital Goods 72.0 20,0 19.0 Mt S .26 .02
Total 2793.0 506.0 275.0 231.6 1B L34 .08

1/ Data on gross value of production Iin current prices is not available.
Data in constant prices was converted to nominal terms using impliicit

prices calculated from national acceourts data.

Source: SIECA, Cimpendic, 1981 and Table.
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D. Outlock for the Guatemalan Economy During the Program Period

With the present political and econonic »oniitions in Central
America and in the world in mind, 1t ig difficult to I sanguine about the
long—-term growth prospects of the Guatemalan economy. #When Guatemala posted
high growth rates in the past, it was riding the Zvesr of a boom in commodity
prices, was reaping the benefits of import substititi i industrialization, or

was experiencing some combination of both, and underving all of this were two

decades of relative political stability. Lookiny sfe=o. nne is hard pressed
to see these same conditions reappearing during fihe ha ance of this decade.
The most likely scenario is & modest reiv ivd in the economy in
1284-85 followed by 3~3.5% growth in 19286-89. Howsve: (f the world econoany
demonstrates a robust period of growth and peace rvturmz Ln the Central
American region, an investment. boom in industry and = lated non~traditional

sectors would be possible., In such a case, Guatems. s wuld retarn to high

rates of economic growth by 1939,

TABLE 15: GUATEMALA: STRUCTURE OF 73us DOMESTIC
PROOUCT, SELECTED YEARS

1960 197 1978 1982

Primary Production 28.4 17.¢ 26.3 26,2
Agriculture 28,2 a7 26.1 25.7
Mining .2 ot 2 .5
Secondary Production 15.5 18 % 21.4 20,9
Manufacturing lz2.8 160 16.5 16.2
Construction 2,0 I.8 3.5 3.3
Public Utilities .7 3 1.4 1.4
Tertiary Production 56.1 53, 52.3 52.9
TOTAL 100.0 1607 100.0 100.0

e 1

e



TABLE 15

TOTAL
Guatemala

El Progreso
Sacatspéquez
Chimaltenango
Escuintla
Santa Rosa
Solold
Totonicapan
Quezaltenango
Suchitepéquez
Retalhuleu
San Marcos
Fushuetenango
ELl Quiché
Baje Verapaz
Alta Varapaz
El Petén
Izabal

Zacapa
Chiguimula
Jalapa
Jutiapa

[

iTm
cctor.
tetimatad.

o

s

Socurcey

GUATEMALA,

Direccidn General de Estadistica

- 25 =

MANUFACTURING FIRMS 1/

GEOGRAPHICAL CONCENTRATION OF

1976-1980
1976 1977 1978
2,107 2,328 2,357
1,421 1,508 1,518
7 1z 12
37 80 79
19 30 35
57 71 68
le2 158 1693
6 R 11
11 i3 14
111 118 114
43 43 46
33 41 44
12 13 15
39 45 43
8 13 12
8 " 12
19 24 29
13 1 11
20 20 20
35 4: 41
10 1! 14
13 2. 21
23 7 29

Establecimientos Industriales).

1979 1980
2,325 2,394
1,464 1,489

16 16
72 73
35 38
72 78
181 185
10 11
13 14
117 119
50 56
44 48
20 21
43 47
9 9
13 14
30 33
11 12
17 19
45 46
i1 12
14 19
33 35

(D: rectorio Nac.oral de

s with 5 or more workers, i.e., excludes the cottage or informal
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The strategy objectives outlined here are consistent with the
strategy in the previcus CDSS, but greater emphasis is now being put on
private sector-oriented approaches and on rescurce flows for balance of
payments sitpport. Basically unchanged development assistance objectives,
thankfully, are supperted by much higher DA levels. For the overall program,
especially jiven the quantum increase in proposed levels growing out of the
NBCCA recowanendations, the naticnal policy framework assumes greater
importance; but now the USAID will be in a much better position to engage in a
meaningful policvy dialogue.

The current program in support of CDsc ~bhyectives which emphasize
the Highlands is tightly focussed, highly targeted ard is demonstrating
significant successes toward meeting the Mission's key rural development
objectives. OFf tvn active DA projects, nine are centered in the Highlands
with signaficant (verlap and direct impacts on .hi productivity and well being
of the Indiar pop' lation. Projects includers farm—-to-market road construction
and mainteriicej tmall scale irrigation and terracings crop diversification
and fruit 20 vegeiable marketingy rural enterprise:y rural electrification;
rural primasy edusration, including bilingual and nor-formal education; village
watey svstems and primary health care promoters; and fanily planning services
withon a rnationwile program. Institution building and transfer of technology
are mazor nompeonents of almost all proijects.

The following sections describe in greater detall the Mission's
rroposed Sctravegy for the FY 1985-89 planning period.

= increased Rural Incomes and Productivity

Increased rural i comes and productivity, principally through

n. ner agricultural productl ity, will be the majer focus of U.5. assistance
efforts over tnis planning poriod. The rural arsas 1ave sigrificant untapped
Aevelopment potential; that s also where the pecple and the greatest poverty
are. The census of 1980 ind cates that 66% of the Guatemslan population is
classified as rursl and that 72¢ of the rural population is occupied
principally in agriculture. Even these statistics understate the rural
rature of the country since the definition of "urban” includes all municipal
capitals (county seats), most of which are little more thar small agricultural

market towns.
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1. Agriculture

Of the four major agricultural zones described in Section I —-
the South Coast dominated by large farms oriented taward export crops, the
eastern region, the under utilized northern areas, and the densely populated
Western Highlands -- the last mentioned is the mosi important to the Strategy.
. The Western Highlands, the Indian neartl:nd of Guatemala,
contalns about 46% of the total population (67% of the rural population). It
is also the poorest, with a population density of 19! persons per square
kilometer and only 19% of the jood lands (0.2 acresy rar person). A 1982
studyé/estimated that 91% of the people in the Wes! :n Highlands had family
{(five or mors pecple) incomes o»f less than $2,400 a .:3lly. More than half
these families earned less than $1,200 anpually. Sihsiscence level farming
{mainly in the traditional craons of corn and beans! -smains their primary
ccoumation despite the fact that most farms have '» »» subdivided to the point
that they are no longer capable of supporting a fam:.v within present
technology limits.

However, the Altiplano is an arsaz w i} suited by soils and
climate to the profitable production of temperate f:uits and vegetables. As
such, it is clearly not meeting jits productive potar-ial. The Strategy will
attemnt to intreduce new technologies and cash crops together with other
appropriate market mechanisms to raise productlvwity ind incomes.

USAID will emphasize the small comme -cial and potentially
commercial farmers and will work on both technolegic l innovation and
infrastructure and marketing improvements necesgsary o0 raise productivity and
incomes. The geographic focus will be onr the high pctential Western Highlands
in order to impact the greatest number of small farmers and to reach the areas
of greatest poverty) however, this focus will not be zxclusive of effective

interventions that can be carried out in other areas. The Franja Transversal

del Norte (FTN), the Eastern Highlands and small farner pockets on the South
Coast will be included. Thesa farmers are operators of small businesses --

this is the private sector.

1/ AID financed-study by Centro de Consultoria, &. 2 {CECONSA)




a. Improvement in the Existing Resource Base

The Strategy will include activities to improve the
existing resource base such as terracing, small-scale irrigation, access
roads, forestry management and diversification of output. Current efforts in
these areas are showing a high rate of returm for development dollar invested
and are having a positive impact on farm familv income. It will also include
efforts to expand ownership of the resource base through a voluntary, private
sector-criented land marketing program which will help to create a Land Bank.
The Land Bank would provide long-term financing fhrough the banking system for
purchase by small farmers of land assets on a "wiiling geller-willing buyer"
basis. In further efforts to deal with the critical lard tenure issue, the
Mission would propose continuation of support for the colonization of the FIW
{settlemert, basic infrastructure and necessary services).

b. Efficiency in the Use of Available Resources

Since the ability of farmers to increase income :is
deperdent upon effiriencies in the utilization of rescurces as well as upon
improvement in the ~esource base, another important aspect of the Strategy
will be increased efficiency in the applicaticn of available resources
including technologies appropriate for the Western Highlands, the FTN or other
agricultural areas. The Strateqgy, therefore, will include applied research
and develspment of technolcogies appropriate to farm and farm-support
production for the rural areas, especially those that are related to farming
alternatives which offer greater opportunities for more intensive use of labor
and higher returns per unit of land employed. The land markets program is in
large part designed to increase the intensity of land use in order to raise
oroductivity levels.,

The GOG will be expected to place greater emphasis on
agriculitural research and the development and application of technology
utilizing both public and private sectors. The GG must also encourage and
support the formation of private sector organizations including cooperatives
througn which credit and other inputs can be provided and marketing of
production takes place. In the coming year USAID will define this higher
level of effort by the GOG more specifically in terms of budget, personnel

levels and program emphases.



T Improvements in the Agribusivass Hyvatem

i=h the view that agriculture & o integrated

s

production and marketing gyster, increased produstliyl cannot be achieved
without sufficient attention being paid to agribusiress Jdevelopment:
processing and marketing, especially nontraditional exsorh ¢rops. In

Guatemala, this is an activity carried out primscils v the pr.vate sgector.

Thus, agribusiness development presents anothes oppovhanlty for USAID programs
to work through and support private gector menha. Lsg wrich directly affect
rural development.

The currsert system as it apul.z: . small~scale farmers
is characterized kys (1) fragmented small produocar ma: v ing efforts, (2) poor

oy

%3

logges. The

linkages between growers and processors, and

USAID Btrateqgy, therefore, calls for programs whlc support ccoperative

production effores, improve marketing linkages &nd g sode financing for
vrivate sector agrilkusiresg investments. Related o+ zportation systems will

zis0 be ar area of attention, especially the oouist i oov.on and maintenance of
4

access roads (“farmeto-marker™! as a oritical =7 yea- ~ providing market

acczss for raising cash income levels. A thiyxd ar=a oI interest will be

storage and handlirg facilities both small-farm scz2i2 and larger, more

hiericated facilities which will allow meore flsw:bn.lifty in the marketing of

certain farm products, especially perishables. Coog=rative development

programs will be needed to crsate forward linkages v farmers' production
afforts.

2. Himan Regouroes

nfficiencies in production are alsu dependent on the quality
of human resourres. This ocase holds true in bot: oo sgricultural and
industrial sectors althoual the Strategy's primavy .mipact is certered on the

agriculture/rural target group over this planning o ne frame.

a. Haalt!s

"Economic orowth and human capitzl Zevelopment
are closelv relatedy sustained ocvowt 2annot be
achieved without at least a min! Ty trained,
healthy nopnlation.  Reduced mor s+ through

improved kealth is eritiecal to v owing
productivity Ln general, and ag~-.  tural

output in particular”™ (AID Polizs -apey on
: atancel.




Overall health services coverage in Guatemala is very limited,
less than 5% of the population has access to private medical care, about 30%
has access to Ministry of Health {MOR)} services and at least 50% is medically
underserved. The leading causes of mortality and morbidity are enteric
diarrhea and respiratory diseases which together are responsible for 50% of
deaths. Both are preventable given adequate sanitation, potable water and
shelter. In 1980 only 28% of rural Guatemalans had access to potable water.
The irfant mortality rate for the indigenous population in the Highlands is
estimated to be 160 per 1,000, far above the Latin American mean or even the
Guatemalan national mean. Average life expectancy for the Indian population
is only 44 years. Significant institutional deficiencies in both human
resources and organization hamper the ability of the MCOE to preovide an
effective and wfficient health delivery gystem. These deficiencies are
particularly arparent at the lower end of the MOH institutional structure.

Ner has the private sector yet been sufficiently motivated to work in the
rural areas.

Accordingly. the USAID's program .n hea.th .s designed to
brimy about a reorientation of the rural health system by strengthening
approcpriate cegments of the public health sector {the MUH) and the private
sector. This program has two esgential approaches. The first is to reorient
the MUH to a role of primary health care rather than medical care. The second
is to notivate and develop the capacity of the private sactor to deliver basic
medical care to the medically underserved.

Under the former approach the USAID is working with the MOH to
help them decrease the provision of expensive medical care and increase the
emphasis on hnealth mzasures which impact positively across a wide segment of
the population. The USAID program will corntinus to improve the inastitutional
capacity of the G0G to carry out community level projects in potable water and
envirsnmental sanitation and to provide primary health services w.th an
emphasis on preventive care. Special attention will be given to the training
and develcpment of the human rescurces needed to carry out an extensive rural

outreach system.



With the seconi approach USAID plars - establish a private

sector mechenism for providing effective primarcy hezitr care to rural areas on

a fes for services basgis. This is in contrast =o ‘I sigrent GOG poliey to

provide "free"” medical care to rural areas, even tiu the MOH does not and
will not a= any time in the near future have encug.: - iilng to provide for
even complete basic medical care in the rural arear. » USAID pilot program
will attemmt o develop the means of providing min.mur nealth cars at a price
sufficient ©o motivare the private gector and atril Co owithin the financial
reszources of the medically undarserved.

The low putrit.on level of tha pusation is a

multi-gsectoral problem which 13 & function of inoouws el lability of

preventive health zervices, envirommental sanitabtis. “amil; aducatioa and

populsi Ancordingily , UBAID indtiatives o vpe area of nutrition

sar of the proposesd s imies.  For example,

=1 auxilizries®

nutrition edocat:wn will be a major element of hw

mandate vuder tha 805 gotivities, and nutrition oo =i lon will be included

y programs. The coniinl oo zmonasis on rural water

LU

designed to reduce the high rates ot dlarrheal disease and

rsn problem.

The direct supply of P.L. 480, Tivis Y1 wagources will

suplament fhe 30GY3 national nutrition policy whioon dzesg locally-produced

lerantal feeding of the “at risk"™ popa #tiom. In 1978, the GOG

Z
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ny program, allowing CARE

regponsibility for the school

welief Bervicer "URS), the two PVO's . wolwed in P.L. 480, Title

Food for Work

Ti, o focus on Maternal-Child Health Care proer

CLEE and TRE, almost one-quartcs 7 3 million people are

~

proicchs. Batweon

Tnoadditvion, CHhRE has organized a Too' “on Work project involving

rhe Ministry of Agriculture and ths oo cowmunities in

ZTAERE fs also lnvolved in supplens: Feading programs in the

colonization arezs using F.L. {480 to support fami Auring the start-up time

until their cwn Irops can he harvested., CRS uses ¥ o1 For Work to build

access roads and other commuarnity projects. These a2 --ivities should be
expanded during the planninge period.




b. Education

Basic education and related skills training (non-formal
education) contribute directly to agricultural development, lower fertility
and increased health and nutritional status. Tne facts in Guatemala are that
48% of the population is illiterate and only 25% of the population has

canpleted 1-3 years of schooling.

"Agricultural productivity improves as
farmers acquire basic education and they
hecome both willing and akle tc adtapt their
traditional methods of farmino o new
techniques, to obtain and uss | »f..rmation
from extension systems, to use _r:ols
efficiently, and to supplement farm [n-ome
with other employment." (AID Pol.cy Faper on
Basic Education and Technical Tra ning.}

world Bank studies have also show: a direct link between
educational level and increased human productivity., These studies indicate
hat potencial lifetime earnings for a person whe has successfully completed
an eguivalent fourth-grade education wiil be double that of an illiterate with
no education but living under otherwise similar cirrumstances.i

Recent figures provide a deeply disturbing picture of the
educational situstion: 66% of all children in the 7-14 year-old age group
iive in rural areis but two thirds of them do not attend school. In the
Hignizndsg. less than 50% of the Indian populat.cn 7 to 1l years is even

level, nationwide, only

[

entolled ir school at all. At the secondary schoo
2¢ of all youth n the 15 to 20 year—-old age group attended high school or
vocational school. Of students entering lst grade $92% do not complete oth
grade. Dramatic .mprovement: in the "success rate” in rural primiry education
ars essential to national development.

The ocredorinance of adult illiteracy, as well as the large
number of rural children wi- 1 limited or no educstionial opportunities, creates
special problems for tie imp .ementation of developmental programs focused on
rurzl aveas. he need for riral non~formal educat.on programs is increasingly

acparent as the GO3 tr.es tc reach small famers witn agricultural Iinformation.

1/ Primary 3chooii 1 and Economic Development: ¥Worid Bank Staff Working
Paper No 339.
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that policy. Mest importantly, USAID will seek agreement on a sharply higher
budget level for education remembering that the 1.7% of GDP spent on education
is the lowest percentage in Central America.

While USAID will concentrate on improving the efficiency of
the education system within ivailable resources, close coordination with other
donors will encourage expancion of those resources. For example, both the
Inter-American Developmment Bank (IDB) and the World Bank (IBRD) are
programming assistance to construct more of the satellite schools under a
system developed here in pri r USAID projects and to build up the system for
developing, printing and distributing textbocks, Long an area of AID work.

3. Institutiocnal Development

While higher rural income levels is an objective built upon
the private sectonr, certain public sector .nstitutions will play critical
roles in its achievement. As discussed earlier, higher levels of public
sector social overhead investment in such supporting areas as schools, roads
and hea.th care are needed. For example, within the agricultural sector th:
extension services of DIGESA will be important in the dissemination of
technolngies developed and adapted by ICTA, the agricultural research
institute. The Strategy recognizes the need to strengthen institutions of
this na . ure and calls for ULAID projects wiich will improve the planning,
managem:nt and evaluation capabilities of public sector organizat.ons with
emphasi: on development of the necessary linkages among farmers, extension
service and resgearch institite. Therefore, instituticon building will be an

integra. part of ail activities undertaken over tnis planning per.od.

C. Slowdown in the Rate of Population Growth

As stated in the AlD Policy Paper on Population Assistance,

"Continued high rates of populati>n growth
significantly increase the cost aid difficulty of
achieving basic develcocprent objecives by imposing
burdens on economies presently unable to provide
sufficient goods and services for the growing
population.”

A rapidly increasing population seyvoni a ccountry's capability to

cope will cause a severe shortfall in programs designed to improve labor



procuctivity and human resources. Such development programs can be highly
effective in accomplishing numerical results within a specific target group,
but their overall impact may be little or nothing when superimposied over a
too -rapidly expanding population base.

Guatemala enjoyed real per capita economic growth over the two
preceding decades. Despite high population greowth rates, real GDP grew at
even higher rates. That situation has changed. Real economic growth has

declined into negative figures which, coupled with +he= official population

growth rate of 3.0% (scome estinates are as higk as 7.:%), has greatly reduced
m2r capita income. For the rural poor the situatior . worse, as they have
sharad little in the ecconomic growth of the past. If ‘ne 3.0% growth rate is

not reduced, Guatemala will havre almost 12 millinre peopn.e by the yvear 2000,

Approximately 48% of thcge peoprie will live in the & »lano, a 70% increase

for an already heavily populat«d region. For there {5 be realistic hope of
stable, self-sustaining econom:.c growth with equity i» the end of this
caentury, efforts to reduce the rate of population grow:sh must play an integral
nart in the Strategy.

Guatemala may, however, be entering the "transition period" since
hirths per thousand as well as deaths per thousand of <he population are
falling, albeit not at equal rates. If the births per thousand rate continues
to decline the picture will not be quite as overwhelming by the year 2000.
This slightly favorable change in prospects must be _ntensified through
continued USAID emphasis cn family planning programs, especially with private
craanizations.

USAIZ will continue discussiong at the highest levels of the public
eénd private sectors on the impact of population growth on the economy and
resources of tha country by the year 2000. During thne planning period, USAID
will encourage a more active role by public sector institutions as
participants in family planning programs, with a GOG announcement of an
aoceptable national population policy as a condition for continued funding for
public sector family planning program. The GOG conti=-ues to be reluctant to
establish a clear family planning policy and to back i+ up with budgetary

resources. The plan, however, should focus implementstion in the hands of the
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private sector which is better able to deliver the necessary services.
Government's role should be to provide an eanviromment in which these private
sector organizations can effectively expand their cowerage. The Ministry of
Bealth., for example, should assure that all rural health personnel =-- doctors
through pramoters -- understand the need for limiting population growth and
reczive adequate training in how it can be done 30 as to provide advice and
services to the rural poor and referrals to appropriate private sector
organizations.

The Strateqgy related to family planning as conceived by USAID will
stress the woluntary nature of participation based on infomed choice. The
expansion of the availability of family planning services and information
amonc the poor majority will encompass both the indigencus and ladino
populations, with special emphasis on the indigenous population within the
Wes ern Highlands where birth rates are high and user rates low. Preliminary,
but highly reliable, data from the Contraceptive Prevalence Survey of 1983
indicate a significant improvement in contraceptive user rates over the past
five years. Owverall usage among married women between 15-44 years of age
increased from 18% to 25% since 1978, Nonetheless, the increase is almost
whe Ly attributable to urban and rural iadino grouwps. Usage has not increased
amony the indigenocus population at all, and clearly points to the need for
greater effort to address the program to this population. Targets for the
perind of this (DSS are a 45% acceptance rate (all methods) for ladino married
wom1 of reproductive age and 20% of such women among the indigenous
population.

As a means of promoting the desired expansion, USAID will continoe
to place priority on the establishment of a commercial retail sales (CRS)
prograrm making contraceptives available at affordable prices throughout
Guatemzla. This effort will be carried out through IPROFA, a private sector
canpsny financed under the existing family planning project.



TABLE 17: PERCENT OF CURRENTLY MARRIED WOMEN AGED 15-44 CURRENTLY
USING CONTRACEPTIVES BY REGION/RTHNIC GROUP AND METHOD

Guatemala 1978 and 1981

Department of INTERIOR
Current Use TOTAL Guatemala Ladino Indigenous
«nd Method 1978 1983 1978 1983 1978 1983 1978 19823
~rrently Using 18,1  24.% 40.4 48.9 21.6  28.7 4.0 4.0
Sterilization 6.3 11.2 12.9 17.9 8.2 14.7 1.1 2.0
Pills 5.4 4.5 9.5 9.2 7.4 4.7 1.2 1.1
Iups 1.3 2.6 4.6 7.5 0.9 2.1 0.3 0.1
Rhythm 2.7 3.4 6.9 5.9 2.3 4.3 1.1 6.5%
Condom 0.7 1.7 2.4 3.0 4.7 1.2 0.6 3.1
Others 1.7 2.0 4.1 5.4 2.1 1.7 0.3 0.4
Not Currently Using 81.8 75.1 59,5 51.1 8.4 71.3 96.1 95.8
TOTAL 100.0 100.9 100.0 100.0 igo.0 100.0 100.0 100.0
Number of Cases
{Unweighted} 1,915 2,792 473 771 7685 1,079 677 842

Source: Contraceptive Prevalence Survey, 1983 (Preliminary findings)
Center for Disease Control, Atlanta




- 39 -

D. Balance of Payments Equilibrium at Higher Growth levels

The Government of Guatemala has reduced the current deficits in its
balance of payments, and has reduced the deficit in the overall public sector
in order to restore balance in the internal and external sectors of the
econmy. However, these balances have been brought about by sewverely
constricting development potential. Pinancial stability will be achieved but
at a level of growth unable to match the increase in population and provide
for a more equitable distrilbution of the benefits of growth. A financial
stabilization program for Guatemala, then, must provide assistance in
maintaining financial stability but at higher levels of real growth.
Restructuring of the economy is required and that restructuring will require
external concessionary sourc eg of financing.

The economic analysis in Section I indicates that under optimisti=z
assumptions the effect on GIP of the traditional external sector could not,
even at best, match populat:on growth at 3,0% - 3.2% per annum and thereby
maintain per capita income levels. An external balance sufficient to allow
real growth of 3.2% or better necessitates a shift away from traditional
exports into new markets an® new products, as well as reversing net private
capital outflows.

The macro-econom. ¢ program obhject.ves are to induce sufficient
external resources to allow the economy to return to a real GDP growth that
will arrest further declines and even provide for some moderate growth in per
capita GDP. Return to a high growth period {5.5% or greater) such as the
19860's and 1970's is unlikely for the remainder of this decade. Traditional
commodity exports which are the real engine of growth in the Guatemalan
economy will face, according to the World Bank,lfaverage world market price
increases of 6.8% annually. A 3.2% supply response to these increases will
result in « 10% annual rise in export revenues == half that experienced in the
1370's,

Accordingly, USAID projects a 3% annual real GDP growth rate
through 19%3, Over this period due account has been given to a very rapid

rate of grcwth in the non-traditional export sector. With sizable private and

1/ World Eank Half-Yearly Revision of Commodity Price Forecasts - June 1983



public investment in this sector, we assume a 25% nominal annual rate by
1988~-89. Non-traditional exports will be growing from a very small base,
however, and therefore their impact on overall economic growth will be
relatively small and insufficient to drive GDP bevond 3% per year.

Under our low growth scenaric, we estimate {see Table 20) that
Guatemala will require $2,475 million in extermal financing to cover the
balance of payments deficitsg during the first six critical years {FY 1984-89}.

External assistance will be needed to provide the foreign axchange
necessary to finance imports at a level sufficient to sustain a 3.0-3.5%
growth in real GDP. The USAID Strategy calls fcr $£17: million of this gap to
be financed through ESF cash transfer loans and $27 m.ilion to be covered by

P.L. 480, Title I loans.




A.

TABLE 181 GUATEMALA:,

Low Growth Scenario

Nominal GDP 1/

Real GDP (in 1970 prices)
{% of real change)

Gross Domestic Investm.
Public 2/

Private 3/

Trade Balance
Exports, FOB
Traditional 4/
CACM 5/
Non~traditional 6/
Imports, FOB 7/

Net Services B/

Net Transfers, private 9/
Current Account

High Growth Scenario

Nominal GDPE 1/
Real GDP {In 1970 prices)
(¢ real change}

Gross Domestic Investm.
Public 2/
Private 3/

Trade Balance
Exports
Traditional 4/
CACM S5/
Non Traditional 6/
Imports, FOB 7/

Net Services 8/
Net Transfers, private 9/
Current Account

Source: ROCAP estimates

Footnotes:s see page 31
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($US Millions)

Near Term
1984 198%
900 10755
3200 3280

{1.5) (2.5)
1090 1185

300 325

790 860

=50 =160
1150 1390
730 803
250 400
170 187
-1200 =1550
-285 ~248

40 55
=295 =153
9900 10755
3200 3280

{1.5) {2.5)
1090 1525

300 325
790 1290
-50 =260
1150 13990
730 803
250 400
170 187
1200 1650
-285 -273

40 55

-295 -478

PROJECTIONS OF THE CURRENT ACCOUNT OF THE
BALANCE OF PAYMENTS UNDER TWO SCENARICS,

1984-1989
long Term
1986 1987 1988 1989
11745 12820 14065 15435
3380 3480 3600 3730
{3.0) {3.0) (3.5} {3.7%)
1290 1410 1545 1700
350 385 420 465
940 1025 1125 1235
~183 -210 -241 -289
1520 1662 1824 1995
B8B83 972 1069 1175
432 465 505 545
205 225 250 273
-1703 -1872 -2065 =2254
=273 =301 333 =371
70 85 160 120
=386 -426 -475 =S40
11965 134430 15240 17445
3380 3515 3690 3915
{3.0) (4.0) {5.0) (6.0,

2035 2284 2590 2965
600 672 762 872
1435 1612 1828 1093
=327 ~428 -556 =725
1558 1752 1994 2275
883 972 1069 1175
465 540 625 725
210 240 300 37z
1885 2180 2550 3000
-315 -369 ~436 =522
70 85 100 120
~572 ~712 -894 ~1127
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3/

4,

5/

&/

7/

8/

9/
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FOOTNQTES -- TABLE 18

Assumes 6% annval GDP deflator under low growth and 8% during 1986-89
under high.

Agsumes 3% of GDP under the low growth scenario ard 5% of GDP during
1986~89 of the high growth scenario.

Assumes 8% of GDP under the low growth scenaric and 12% of GDP during
1985~-88 of the high growth zcenario.

Assumes a 6.8% annual price increase (followinoe the IBRD price
projections) and a 3.2% volume increase annualiy “or a total of 10% under

both scenarios.

Assumes that in both scenarios interregional trade is restored to the 1980
nominal level in 1985, Therefore, it expands by 8% annually under the low
growth scenario {(half the rate experienced in 1971~78) and 16% under the
high growth scenario {(the szame rate experiernced in 1971-78).

Assumes a censtant 10% growth thru 1989 under the low growth scenario.
Under the high growth scenario, non-traditionals rate of growth rises
moderately thru 1987 and then experiences a 25% rate of growth annually in
1288 and 1989.

Assumes that under both scenarios there is an import rebound too close to
the 1980 lewvel, but is stronger under the high growth case. Therefore,
imports under the low growth case expand by an elasticity of imports with
respect to GDP of 1.1 and under the high growth case by 1.3.

Agssumes an improvement in 1985 due to an increase in tourism. Therefore,
exports of services equal 10% of physical exports and imports of services
equal 25% of physical imports. These numbers reflect historical rates,
but could be conservative on the import side if Guatemala increases

foreign borrowings.

Assumes that net transfers achieve by 1989 the pre-crises level.




A,

TABLE Bt GUATEMALA,;

Low Growth Scenario

Nominal GDP 1/

Central Government current
revenue 2/

Current account surplus of
the state enterprises 5/

Central Government current
expeniitures 4/

Interest on public sector
debt 5/

Capital Ravenuas &/

Capital Expenditures 7/

Overall Deficit
{s of GDP}

High Growth

Nominal GDP 1/

Central Government current
reventa 2/

Current account of the
public sector enterpr. 3/

Central Government current
expenditures 4/

Interest on public debt 5/
Capital Revenues 6/
Capital Expenditures 7/

Overall Deficit
(% of GDP)

- 43 -

{ $US Millions)

Near Term

1984 1985
9900 10755
890 1076
50 54
-792 -860
-80 -97
20 21
=300 -325
-212 -131
(2.1) (1.2}
9900 10755
890 1076
50 54
-792 -860
-8 -97
20 21
-300 =325
-212 -131
(2.1} {1.2)

Footnotes:
Source:

see page 43
ROCAP estimates.

PUBLIC SECTOR FINANCES UNDER TWC SCENARIOS - 1984-1989

Long Term
1986 1987 1988 1989
11745 12820 14065 15435
1175 1282 1407 1544
60 65 70 78
-1057 -1155 -1266 -1390C
-117 -154 ~197 =247
23 26 28 31
=350 -385 -420 -465
~-266 -321 -378 -449
(2.3) (2.5) {2.7) (2.9)
11965 13440 15240 17445
1197 1344 1524 1745
60 67 76 87
-1077 -1210 -1372 -1570
--117 -161 =213 =279
24 27 30 35
-600 -672 -762 -872
-513 -605 =717 -B54
{(4.3) (4.5) {4.9)



1/
2/

3/

4/

wn
~.

6/

7/
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FOOTNOTES -- TABLE 19

See Footnote 1 on Tahle 18

The new cax structure allows an increase from 8% of GDP in 1983 to 9% of
GDP in 1934 and 10% of GDP in 1985-89,.

Assumes that the historical rate of ,005% of GDP will prevail durig
1984-87,

Ssumes 8% of GDP in 1984 and 1985 (the historical rate). In 1986-8% it
rigses to 9% of GDP. This includes transfers to rest of the general

gover.ment.

Rigses from .008% of GDP in 1984 to .016% of GDP ir 1389 or, a doubling of
the interest burden and the program period.

Agsumes a constant .002% of GDP, the historical average.

Saee Table 18 footnotae 2.
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TABLE 20: GUATEMALA: FINANCIAL GAP UNDER TWO SCENARIOS
1984-1989

($US Millions)

Near Term Long Term TOTAL
1984 1985 1986 1987 1988 1989 19384, 89
A, Low Growth
Current Account 1/ -295 -353 ~-386 -426 -475 -540 -2475
Us Official, net 2/ 15 50 40 40 58 53 25¢
Non-US Official 3/
and banking, net le0 175 195 215 235 260 1240
Private Flows 4/ ~120 ~128 -151 -171 =-19¢ -225 -985
B. High Growth
Current Account 1/ =295 -478 -572 =712 -894 -1127 -4078
Us Official, net 2/ 15 50 40 40 50 55 250
Non=US Official 3/
and banking, net 160 175 195 215 235 260 1240
Private Flows 4/ =120 -253 -337 =457 -609 -812 -2588

1/ See Table 18
2/ Disbursements anticipated under current planning levels.
3/ The 1983 level has been expanded by 10% annually.

4/ This (s to be interpreted as a residual rather than an actual preojection.

Source: ROCAP estimates.
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These funds together with non-U.S8. offi.ial and net private banking
of $1,240 million will be expected to induce the b:lance of $985 million in
private flows. Under ESF financing priority will he given to the foreign
exchange costs of producers of non-traditional expo-ts, particularly
agro-industrial, while not neglecting the needs of the existing industrial
capacity, which an IDB study has shown could in many <ascs be competitive
outside the Central Americar. Common Market (CACM). T‘.oca! currency generations
would be used in part to create domestic lires of vredit for the export sector
both industrial and agricultural. Other local —urrs::y generations would be
used to increase agricultural production credit line: “or small farmers. A
portion of the Quetzales generated by the BOP support would also be utilized
to cover the GOG counterpart for infrastructure projects nacessary to develop
the non-traditional export sector.

In the context of the entire U,S8, assistince package but especially
in conjunction with the balance of payments support, the USAID would look to
the GOG to establish a c¢lear set of natioconal developm=nt priorities focussed
on the rural poor. These priorities should be spec.ified in a development plan
based upon a doubling over five years of the percentige of GDP devoted to the
development budget affecting the rural poor and backed by national budget
decisions. Ttre increased development spending could be financed by allocation
of not less than 60% of all additional revenues generated by the revenue
enhancement program recommended by the IMF and the Wnrld Bank. This revenue
enhancement program could include the following:

- increased reliance on direct taxatiorn

-— improved efficiency of revenue colliections and reduced
widespread tax evasions

- establishment of rational and fairiy administered import
duties on non-productive consumption.

- increased value added tax (VAT), if aecessary to achieve
revenue targets.

- shift from a specific to an ad-valcrem basis for excise taxes.

Specific conditionality for balance of pavments support would call
for the following in the first 1-2 years of program assistance: Establishment

of appropriate export incentives which could include relaxation of import
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controls, movement toward free convertibility, and mechanisms for streamlining
the issuance of export licenses. The issue of devaluation has arisen
frequently and is still a debatable issue, but the more persuasive view is a
general consensus that there is no medium term justification for a
devaluation. For example, the IMF chose other areas as being more important
to improvement in the Guatemalan economy. Domestic inflation in Guatemala has
risen in line with that of .ts major trading partners; consequently, on a
purchasing power parity basis, there is doubt that the Quetzal is
significantly overvalued. The premium that the U.S. dollar brings on the
parallel market is indicative of a politically-induced short-term crisis in
the capital account, a problem that devaluation would not solve. The
axistence of an illegal, but officially tolerated and even encouraged,
parallel market absorbs some of the excess demand for dollars and thereby acts
as a halfway house between fixed parity with the dollar and devaluation. Over
the long zarm, the policy issue should not he devaluation, as such, but the
abandonment of the fixed exchange rate mentality and the adoption of one that
accepts periodic exchange rate adjustments to maintain export competitiveness
in the face of changing conditions in the domestic and the world economy. If
and when :he balance of payments is considerably stronger on the basis of a
much broaier of a much broader export mix than now, the time would be
appropria e to think about a break from parity with the U.S. del:lar.

The regional assistance being proposed on the basls of the NBCCA
including CCC credits, housing guaranties, trade guaranties, balance of
payments :upport to other countries in the region and direct support to the
CACM Monetary Fund to clear regional trade deficits will benefit Guatemala as
well., The regional assistance program is an important element In revitalizing
the Guatenalan industrial sector if reforms in the CACHM directed at moving it
to an exp rt orientation are achieved,

E. Other Issues

i. Democratization

Throughcut the planning period the Strategy calls for
broadeningy the respect for basic human rights and a return to free elections
as the meins of establishing a democratic civilian government. The commitment

to expand.ng the benefits of growth to include the rural inhabitants,
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especially the indigencus population, will be the kev indicator of GOG
interest in improving the well~being of the people.

USAID needs clearer policy gquidance from AID/W in order to see
to what extent AID-funded and managed programs will e developed in support of
the democratization goal. Possible programs could I» carried out to
strengthen the judicial system, provide for exchanges among U.S. and
Guatemalan political leaders <r financial support Fo:r the electoral commission.

2.  Shelter

The GOG's National Housing Plan, " #2400, estimates that the
accumulated backlog of substandard units in 197% .x: 19,000, In order to
bring the existing backlog of sub-standard anits ¢ 7o minimum acceptable
levels {including access to wster and sanitary ser - -=s) by end of this
century, some 22,000 existing units a year must L npgraded. In addition,
52,000 new housing units must be built every vear 270,000 urban, 31,000 rural}

to accommoedate the growing population.

The RID~financed Urban Poverty Stud: {March 1980) provides the
bagsig for USAID's shelter program. During the planning period the Strategy
calles for the use of HG and grant funds to assist i designing and
implementing mechaniasms tos (1) develop incentives, ruarantees and procedures
which will! induce greater private sector involvement in the construction and
financing of shelter programsz; {(2) attract savings =nd other Funds available
in the financial system so a3 to provide a more veliable source of funds for
the low-income shelter programy and, (3} provide technical assistance andgd
training to strengthen the capabilities of key inst!tutions to promote and
implement low—cost shelter programs, as well as o :ollaborate more
effectively with each other and with private housinc fipnance institutions.

It is expected that, as the measuars: to strengthen the housing
finance system begin to take =ffect, the Strategy will concentrate on and
emphasize the cbijectives of expanding formal shelter sector activity in
secondary cities, market towns and small rural sett!zments. Such a Strategy
will involve assistance to the housing cooperative movement, financinc for the
provision of individual or ncllective basic services such as water and waste
control, small home Improvement credit programs, and cooperative siter and

services projects irn rura- towns. USAID's emphas.s will be on secondary

cities and cooperative chelter programs.
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3. Private Voluntary Organizations

USAID/Guatemala has a long-standing relationship with private
and voluntary agencies, bot! intermational and indigenous, operating in
Guatemala. PVOs have carri-d out pilot activities to demonstrate the
feasibility of new technolocies as well as community develcoment projects
throughout the country. During the last decade, USAID/PVD partnerships have
increased the economic deve opment impact of PV) programs, discouraged
long=term dependence on U.S5 Government financing, and insured the use of AID
funds in support of AID's legislative manijate while providing flexibility to
the PVOs so their unique capabilities are promoted.

In furtherance of the objectives of AID, as stated in the
Policy Paper "AID Partnersh.p in International Developmen- with Private and
Voluntary Organizations," the AID Mission is encouraging the re-entry of PVUs
wnto the H ghlands; strengtiening the administrative capabilitjies of
indigenous private and volur tary organizations, cooperatives, credit unions,
familyv planning organizatiors, and other non-prof.it inteimediaries) and
expaniing country program i: tegration to address Guatemala's development
priecrities. Over the short-term the Miss.on has designed a PVO strategy to
focus on AID's principal development cobjectives in Guatemala. While PWVO
activities can obviocusly have only a marginal effect on national economic
growth, they can serve as a means of providing opportunities for greater
participation of the poor in the development process. The objectives of PVO
assistance are: {1) increased incomes and productivity, (2) improved
ava.lability of social services, such as nealth, education and shelter, and
(3) expanded access to family planning services., W®Wnile these objectives and
PVO activities cover both the rural and urban pocr throughout Guatemala, the
Mission places particular ermphasis on proposals for activities to be carried
out irn the Western Highland:. In addition to more .mmedate needs of displaced
persons, priority will be given to those interventions which provide for a
self-susta:ning development process.

Increasing gricultural productivity will be a key area of
U.S. assistance to PVOs ove! this planning period. The focus will be on small
commercial or potentially cimmercial farmers. The strategy includes

activities to improve the ewisting resource base and efforts to expand the



resource base through schemes which will bring curr:ct 'y unproductive land
under cwnership willing and able to farym it., An a9l onal aspect of USAID
efforts through PVOs is to provote small- to mediw -zosle industyy in areas
outside of Guatemala City. Acitivities which prowid: =«.1%s training and

otherwise enhance the employabiiity of the poor ary & =0 considered important.

The USAID will support PVO programs . fealth to improve the
sanitary environment of the rural poor and o expa s “hs outreach and
effectiveness of rural healtl care. PVO initiativas n the area of nutrition
will be encouraged as an Integ-al pa-t of propossd o +.vi jies. To address
problemsg associated with the availab lity of eduze . 3l opportunities, both
formal education and skills training, PVQ propesalis «»: .l e encouraged,
Efforts will continue in support of two interrelal=d fami.y planning concepts,

namely (1} that knowledyge of sontraceptive methods nesds to be more
widespread; and {2} that means of contraceptior 370w 7 be widely available.

The Mission plans to continue bo support the Indigsccueg PVD APROFAM, as a

center of expertise, while encouraging activiti.s wy PY0s in expanding
access to family planning services.
4. Peace Corps

The security situation in Guatema s =z limited the

integration of USAID and Peace Corps activities. 7The Teace Corps has only

recently reassigred a small number of wvolunteers o Highlands areas that
are USAID's focus of attenticn. In addition trs ': x- dorps' recruitment and
programming cvele differs from USAID'g planning 1+ irmlementation cycle and
tris variance has created difficulties in incorporating volunteers in the

aciievement of dolnt ALD/Peans Corps objectives.

HBowaver, soms joint activities haws heen carried out, and both

USAID and Peace Corps plan to do more. At pressnt Prace Corps has been
participating with some PVOs on proje:ts funded }oy -ns USAID through an OPG or
P.L. 480, Title Il assistance. The Peace Corpy his worked on an integrated
community development effort with Project Hope, & smsll family fish pond
project with CARE and a reforestation food-for-work vroiject with CARE. Also
there has been close coordiration between the USHIT and Peace Corps on the

small projects fundrd throuagh USAID's Special Develrpment Fund (8DF) and the

Peace Corps' Special Development Activity Fund (70
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In the future with the return of volunteers to the Highlands,
it would be possible to utilize wvolunteers in non-formal education efforts;
have volunteers promote and assist in the expansion of soil conservation,
terracing, small scale irrigation and access roads and involve volunteers in
improvements in rural health and sanitation. Volunteers could also be a
valuable resource in the establishment of viable settlements in the
colonization areas.

While efforts to integrate USAID and Peace Corps programs have
been hampered by circumstances in Guatemala, USAID and Peace Corps have
maintained a continucus liaison and review of activities to determine where
such cooperation might be possible. That liaison will continuey and should
wolunteers return to USAID project areas, activities do exist where they can

play a useful role.
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IITI. RESOURCE REQUIREMENTS

The program strategy as elaborated in the previous sections details the
need for returning Guatemala to a stable pattern of economic growth and
increasing the coverage of the henefits of growth. USAID's planning levels,
which represent the Approved hssistance Planning iewveis {(AAPLs), are §249.7
million in Development Assistance (DA) financing, $1£0.0 million in Economic
Support Funds (ESF) and $107.0 million in Food for Feace (P.L. 480) programs.

This distribution of assistance reflects the priorvitv attention that
must he given to development of the rural areas. W/t a tradition of
sonservative economic managemant, Guatemala's sta >l zation and debt problems
are less severe than any of the other countries in e reglon, but its
political and social problems may be the most intracrable.

Aggistance levels irn most recent years have rspresented minimum programs

sufficient to maintain a U.8. aid presence. Such iowsls have allowed for the
initiation of only one new project each yvear and at = size that permitted only
a pilot-type activity rather than broad coverage zhrrughout the rural areas.

Programs of this size, while allowing for some inncvaticn, have little real
impact on the development needs in Guatemala and provide little incentive for
structural changes necesgsary on the part of the country.

Under the funding levels proposed, USAID would e able to work with a
demccratically elected GOG and private gector organizations in addressing the
development concerns fosterincg tension and unrest in the rural areas.
Programs at these levels would facilitate the policy dialogue needed for the
structural and operational changes essential to bringing about long-term,
gelf-sustaining growth with eguity in Guatemala. USAID would be able to
initiate two to four major proiects each year at levels adequate to develop
the institutional capacities necessary and deal with the full scope of the
problems identified. They would allow for creating a capacity within the
country to (1) analyze constraints, identify soluticns and plan an integrated
development efforts (2) carry out a program of compiementary projects which
cgould serve as models for future effortsy and, {(3) utilize the acquired
experience in improved planning and implementat:ion o increase development

assistance from other international donors.
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The ESF and P.L. 480 Title I planiing levels will obviousliv not be
sufficient in and of themselves to cover the current account balance of
payments deficits which wil. occur even at levels just sufficient to maintain
positive per capita growth see Tables 18 and 19;. U.S, financing is
intended, therefore, to provide for partial coverage together with the
additional non=U.S., eofficial and net banking flows and to stimulate the
necessary private flows. These private flows, which are shown as residuals in
Table 19 for the purpose of indicating what levels are necessary to obtain the
desired par capita growth rates, are the key factor irn toth the high and low
economic scenarics. If private flows are not sufficient the desired growth
levels will be unobtainable without additional official flows. The local
currency generations from these programs will be utilizel to support the other
development objactives of the Strategy.

The Mission preoposed P,L, 480, Title I Fragram for FY 1985-89 provides
for additional kalance of payments support and essential focd imports. The

economic crises and balance of payments deficits whicn currently affect

s

Guatemala have seriously reduced the country's akb:lities to irport even
esgential commodities. An important aspect of the Miss.ion Strategy is the
economic stability necessary to foster long-term growth. The Economic Support
Fund program is directly aimed at this critical need, and a P.L. 4B0, Title I
program can provide adaitiocnal support while alsc addressing a food need.
Mission programs are currently operating and beinc developed to address the
problems i ‘entified. Nevertheless, food imports are needed to cover essential
needs over the planning period. Vegetable oil will be in short supply over
the proposa2d years due to the reduction in locally produced cotton seed ouil.
Cotton protuction is down because of weak worlad prices and as sucnh is a
contributo - to the foreign exchange shortage in Guatemala.

Like most Latin Aimerican countries, Guatemala exper.ences considerable
land pressuras. One of the planned activities of zhe USAID is tec expand the

resources through both a land sales program and the

a3

available 1lan
colonization activities in the FTN., P.L. 480 resources w.ll be untilized to
get a commitment on the part of the GOG to further levelop and expand these
programs as well as improve the land titling system.

The Mission dies not believe that abscrptive capacity for non project

assistance will pos= any problem at the program levels harein proposed. The
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economic analysis demonstrates that Eoth ESF and P, L. 480 Title I funding
levels are within a range required to bring economic activity back to previous
levels of growth. The projectaed rate of expansion 3f non-traditional exports
could be optimistic relative to the economy’s capacity to develop that
segment, but given its low base and the attention beirg devoted to export
promotion by the GOG and ail major donors it is an ach.svable growth
projection.

The principal area of absorptive capacity concers is with the public
sector’'s ability to carryv oct programs of the size proposed for these DA
funding levels., In the near term it should ncet he » sorious problem but over
the planning period this i3 an area of concern.

Both USAID and the GOG have a repressed demand for 310 projects because
of the artificially low level of USAID budgets in recent years. tivities
proposed for FY 84 and 85 are .n areas where the &N and USAID have common
experience based on past projiezts. Over the longer term USAID will be careful
not to let the number of proiects proliferate and . . zv0id overly
sophisticated project desicns which often are the cause o8 absorption
probiems. USAID will seek relatively large individusl project size while
limiting the total number of projects. The Miseion will stick to highest
pricorities, seeking maximum impact there, rather thsn trying to davelop a
project to meet every ILrmportant perceived need.

The management guestion for the public sector snd the gquestions of
availability of counterpart financing and recurrent cost resources remain.
The management issuve is partizlly addressed within the vrogr:ms themselves.
Each major project being proposed by USAID includes 2 technical assistance
component directed at institution building, a primay.  purpose of which is to
improve the management capabilities of the executirg units. Counterpart
financing needs will be partially covered by loca:. currency rrograms under
both ESF and P.L, 480, Title 7. In addition, a <uns nion of assistance is
improved performance in both sccial sector expend:tu es and ‘evenue
collections, The GOG will be expected to double rrrer five y-ars the
percentage of GDP devoted to sccial programs affecting the rural poor. This
increase is to be financed, at least in part, by allocating :ot less than 60%

of increased revenues genarated as a result of revenus: enhancement changes
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adopted by the GOUG in consultation with : he IMF, World Bank and AiID.
Thereore, there should be sufficient counterpart financing available to cover
the GG's investment and recurrent cost requirements. Greater use of the
pr.vate sector, as for example the proposed Agribusiness Development Project
for FY 1985, will lower the counterpart ond recurrent cost burden of the
pu-lic sector. However, the overall abscrprive capacity issue will require
cortinued close attention by the Mission, especially after FY B85.

The Resource Table following provides a breakdowr of the funding for the
program as proposed in this Strateqy. The table presents both funding by
source (i.e., DA, ESF, P.L., 480) and year (FY #25-13),

An increased program as proposed will require additional staff. The
program will be focussed on DA project assistance and w.ll require an
adiitional seven posjitions {assumed as 3 USDH and 4 PSC) in order to be
eft.act.vely managed. 3taffing levels at less than this recommended amount
wonild seriocusly inhibit the Misgion's ability to develop new initiatives and

manage such a program.

TARRLE 21+ APPROVED ASSISTAN(E PLANNING LEVELS

($ Millions)

FY FY FY FY FY
Funding Source 1985 1986 1987 1988 1989 TOTALS
Deve lopment Assistance {DA) 40. G 45.5 58.2 53.6 52.4 249.7
Econ.mic Support Funds (ESF) 35.0 25.0 25.0 35.0 40.0 160.0
P.i. 480, Title I 16.0 16,0 16.0 16.C 16.0 80.0
P_1L.. 480, Title 11 5.4 5.4 5.4 5.4 5.4 27.0
TOTALS 96.4 91.9 104.6 110.0 113.8 516.7
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RESQURCE TABILI:

{In Millions of U.S. Dollars)}

OBJECTIVE/Funding Source

INCREASED RURAL INCOMES

AND PRODUCTIVITY
DA
ESF
(ESF Local Currency)
P.L, 480, Title I
{Title I Local Currency)
P.L. 480, Title II

REDUCED RATE CF POPULATION
GROWTH
DA
ESE
{ESF Local Currency)
=. L, 480, Title I
{Title I Local Currency)
P.T., 480, Title II

6]

BALANCE OF PAYMENTS
EQUILIBRIUM AT HIGHER
GROWTH LEVELS

DA

ESF

{ESF Local Currency)
P.L. 480, Title I

{Title I Local Currency)
P.L. 480, Title II

FY FY
1985 1986
36.9 41.5

(17.0) (12.0)
{16.0) (16.0)

5.4 5.4

3.1 4.0
(3.0) (3.0}
35.0 25.0

(15.0) (10.0)
16.0 16.0

{12.07

(16,0

3.4
4,0

(3.0)

FY FY
1988 1989 TOTRLS
49.6 48.4 230.06
(15.0) (15.0) (71.0)
(16.0) {16.0) {80.0}
5.4 5.4 27.0
4.0 4.0 19.1
{5.0) (5.0) {19.0)
35.0 40.0 160.0
{15.0) (20.0) {(70.0)
16.0 16.0 80.0
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