
Special Repori No. 162 

United States Department of State 
4) .	 Agency for International Development 

Office of Management and Budget 

Report to 	the President 

and the Congress: 

A Plan for Fully Funding 
the Recommendations of 
the National Bipartisan 
Commission on Central 
America 

March 1987 



CONTENTS
 

President's Message to 

Congress, March 3, 1987 ........ 2 


Letter of Transmittal to the 

President, February 17, 1987 ..... 3 


Summary 

I. Essential Recommendations of 

the Commission ............ 4 


I1. Prospects for Achieving the 

Commission's Objectives .... 4 


I1l. 	 The Need for Full Funding of 

NBCCA Recommendations ... 5 


IV. Agriculturil Commodity Assist-

ance and Programs ........ 6 


I. Essential Recommendations 

of the Commission 


Major Goals ................. 6 

Overview of Conditions, 1983-84 6 

NBCCA Funding Proposals. .... 6 

The Central America Initiative... 7 


II. 	Prospects for Achieving 

NBCCA Objectives 

Democratization and Diplomatic 


Efforts .................... 8 

Economic and Social Issues .... 10 


Economic Stabilization ....... 10 

Structural Transformation ..... 11 

Spreading the Benefits of 


Economic Growth ......... 13 

Security Developments ........ 16 


Ill. 	 The Need for Full Funding of 

NBCCA Recommendations 

Summary of Accomplishments.. 17 

Do the Goals Need Modification? 18
 
Fully Funding the Objectives ... 19 

Program Summary ........... 19 

Funding Alternatives .......... 22 

Status of othet NBCCA 


Recommencdat!ons .......... 22 


IV. 	 Agricultural Commodity 

Assistance and Programs ..... 24
 

Appendices 
A. NBCCA Recommendations and 

Summary of Commission
 
Report .................... 26
 

B. Economic Assistance to Central 
America, as proposed in the 
CAI ....................... 30
 

C. Political Situation and Devel
opments in Individual Countries 30
 

D. Details on Other Programs-

United States Information
 
Agency, Caribbean Basin
 
Initiative, Overseas Private
 
Investment Corporation,
 
and Trade Credit Insurance
 
Program of Eximbank ........ 31
 

E. Progress in Meeting Security

Objectives ................. 33
 

F. Central American Development
 

Organization ............... 34
 
G. Details on Other Programs-


Peace Corps, Refugees, and
 
International Narcotics Control. 34
 

Tables 
I. Macroeconomic Indicators for
 

Central America, 1983 and
 
1986 . ................... 19
 

I1.Trends in Social Indicators, 1983
 
and 1986 ................. 14
 

III. 	 Funding of the Central America
 
Initiative, FY 1984/85-1987... 18
 

IV. Central America Initiative
 
Financial Plan, FY 1984/85
1992 ..................... 20
 

V. 	PL 480 and Section 416 Assist
ance for Central America,
 
FY 1984-.87 ............... 24
 

Char 

I. Central America: Manufactured
 
Exports to the U.S., 1984-86 11
 

II. Central America: Commodity
 
Exports, 1980-92 ........... 13
 

III. 	 U.S. Fruit and Vegetable Irn
ports from Central America,
 
1980-86 .................. 17
 

PHOTO CREDITS: p. 7, White House/Terry 
-Arthur; p. 19, UPI/Bettmann Newsphotos; all 

other photos courtesy of the Agency for Inter
national Development, 

http:1984-.87


President's Message to Congress, March 3, 1987 

To the Congress of the 
United States: 

The one hundred million dollars inl
aTsistne frthundreNilliilasit
assistance for the Nicaragua 
democratic resistance approved by 
Congress inOctoberI of last of 
was intended as only one aspect of' 
an integrated, comprehensiveapproach for United States efforts 
to promote economic and psoliticl 

development, peace, stability and 
democracy in Central America and 
to encourage a negotiated re;olutionof' the conflict iii the r'egion. In that 
la tle of theAciingtf 

law (Title fthe Act m oaking rcommand of the largest army in the 

expect the Central American 
democracies to recover from a 

severe economic recession without 
significant outside assistance. TheCentral American democracies can-

Cmittrntnot attract adequate private invest-
ment to achieve sustainable 
eonomic rowahiesinaeurrt 

economnc growth in tle currentenvironnent of vioence and subver
sion. The four democratic nations of 
Cental America will have little 
apetal ori will a l atle 
ispeal fgr ivestrl as lng regimr 
is an aggressi itaomrnunist regimenearby-a militant regime bent onln 
ideological expansio an( already in 

approplriations for militairy oiistruc-
tion for tile fiscal year ending 
September 30, 1987, as contained ini 
P:ublic Laws 99-500 and "9-59 1, 
hereinafter 'the Act"), the Congress 
recognize , as does the Fxecutive 
branch, that the Central American 
crisis has its roots in a long history 
oi social injustice, extreme lO 'eiry, 
ain political oplression. These c(,n
ditions create discontent, which is 
o!'ten exploited by communist 1111" 
illas in their war agminst 
deliocr.i'cy. The focus olftinitc(d 
States policy in Central Amierdic1 

histor ofCentral America. 

Congressional Attempt 
To Aid the Democracies 
To help Ilie Central American 
democracies preserve their hard-
earned p iii making 
democracy work, the Congress in 
October 1986 approved in section 
"05 of the Act. the transfer of 
three hundred million dollars in 
unobligated funds r economic 
assistance to the Central American 
dmccriacies. Title III of the Act also 

goes beyond the mnil itai'v asiectssfdmcaicisiuinsretn
ropriated ain additional threetheslb eond lo eilptra le st :me at~~lpp

te proble. To help address the 
underlying social and economic 
causes ofd
cofliect i the regionl th 
Congress directed that additioml 
ecoiiomic assistance be made 
amvailale fo' f'our Central American 
dellciAmerica 

Salvacfoi'. t;uatenoaha, aiid tlonduras, 

Progress Tow ard I)emocracy 

llem,cracy is nahinig great strides 
inthese four Their , og-
ross in building 5,iieties in which 
their citizens elljiv freedorn of 
cho ice amid eilal justice under law 
stands ill marukcd contrast to the 
totalitariiai subjugat iCi suffered by 
the i'caraguan people' his prog-ress, however oannt be hstaiine(
withtouI honvi''errnt eustlic nparcht. 

"'r~moth. tPolitical freedomn cannot 
ho' sel'r"in an envirolinment of hunger 

aMo ,hespair. N', as found by the 
Nati il BipIartisan Commission on 
Central America (NBCCA), can we 

hunhi'ed million dollars for this pur-
pose, to be available irough fiscal 
year 1987. Unfortunately, despite 
the best intentions of those iii the 
Congre.s who supported the addi-
tiial assistanc for (ontral 


an despite this A in-
istration's strong support for that 

assistance, the Foreign Assistance 
Appropriations Act mandlated that 
the thre, hundred million dollars he 
regarded as part of the specified 
(am very limited) FY 1987 world-
wide total for economic support fund 
assistance, thus n'echiding us friom 
considering this sum as additional 
assistance. As a practical result 
there could he no increased aid for
Central Anerica. When this became 

we 51snared tie great disap-

I)ointmni of hipartisan supporters 
inthe Congress, not to mention the 
Central Americans who were count-
ing on this assistance after it had 
been approved in both the Seate 
and tloose of Representatives. 

Report to Congress on 
Assistance Needs 

Clearly, there is the desire in the 
Congress to make good on this com-

Towardathatraieendaner-imitment.Toward that end, there isa
 
provisin in the law that the Execu
tive branch should develop a plan
 
for fully funding the assistance to
 
the Central American democracies
 
proposed in the January 1984 report
 
of the National Bipartisan Commis
sion on Central America. I am
 
trarismitting that plan to the Con
h Cn 
gress with this message. 

The Bipartisan Commission 
determined that the Central 
American crisis was the result of a 
long history of interr-.lated political, 
security, and socio-economic condi
tions and recommended a greatly 
expanded financial assistance pro
gram for the years 1984-89. The 
Central America Democracy, Peace 
and Development Initiative (CAI), 
transmitted to the Congress in 
February 1984, was designed to 
accomplish most of the NBCCA's 
recommendations. This program 
concentrated on strengthening
democratic institutions, arresting 

economic decline while promoting 
stabilization and recovery and 
increasing the benefits of growth. 
Results in the political sector have 
been more rapid than anticip-.ted. In 
the economic and social areas much 
also has been achieved. Never

theless, this progress remains fragile 
an mch remains to be done. The 
plan herewith transmitted to the 
Congress pioposes a 3-year extei
sion of the program's e':ecution until 
1992. The extension would increase 
the total amount of funds originally 
recommended in the CAI for the 
period FY 1984 to FY 1989 from 
$6.4 billion to $6.9 billion in 
appropriaLed funds for the period 
FY 1984 to FY 1992. As economic 
recovery in the region proceeds, the 
benefits of growlt.h, economic and 

political stabilization will be enjoyed 
by an ever-increasing percentage of 
the region's population. 

After reviewing the findings of 
this study, I have concluded that 
additional assistance is required 



immediately in order to help meet 
the economic goals of the Bipartisan 
Commission and to keep faith with 
the millions of men and women who 
chrough hard work and sacrifice are 
making democracy a living reality in 
Central Anie'ica. 

This assistpnce is urgently 
required to help meet the great 
economic and social needs of the 
struggiing democratic governments 
of the region. By generating condi
tions of violence in Central America 
that undermine prospects for 
economic growth, the communist 
go'iernment of Nicaragua works to 
discredit the democratic system as a 
viable alternative for development. 
1to offset this effort, it is the respon-
sibility of the friends of democracy 
to help Central Arneri':'s democrats 
prove that even in adversity democ-
racy offers their peopie a better aof life. The Soviet Union ande its 
aolies have provided the Sandinista 
regime military hardware and suffi 

.Nicara-
cient economic aid to keep 
gua's failed economy afloat. The 
United Slates niust help those small 
nations in Central America that 
have chosen freedom. 

Request for Additional Assistance 

To carry out 'he recommendations 
contained ir the report being for-
warded to the Congress, Section 
215(2) of the Act further provides 
expedited procedures for requests 
from the President for additional 
economic assistance for the Central 
Anierican democracies. I hereby 
request Lhat such expedited consid-
eration be given to my request for 
an ndditional $300,000,000 for fiscal 
year 1987 as economic support fundI 
assistance for Costa Rica, El Salvador, 
Guatemala, and Honduras, not-
withstanding section 10 of Public 
Law 91-672. 

In order to assure that this ad(i-
tional assistance is fully consistent 
with applicable requirements of law 
and sound budget principles, I 
forther request that the amo.nts 
made available for this additional 
economic assistance for Central 
America be transferred from 
un,,ligated balances in such 
accounts as I may designate fo: 

which appropriations were made by 
the Department of Defense 
Appropriations Act, 1985 (as con-
tained in Public Law 98-473); the 
Department of Defense Appropria-
tions Act, 1986 (as contained in 
Public Law 99-190); the Department 
of Defense Appropriations Act, 1987 
(as contained in Public Laws 99-500 
and 99-591); and the Department of 

State Appropriations Act, 1987 (as 
contained in Public Laws 99-500 and 
99-591). 

I urge the prompt enactment of 
a joint resolution expressing 
approval of this request. 

RONALD REAGAN 

Letter of Transmittal to the President, February 17, 1987 

Mr. President: 

The Congress has instructed the 
Secretary of State, the Admin-
istrator of the Agency for Interna-
tional Development, and the Direc-
tor of the Office of Management and
Budget to develop a plan for fully
funding assistance to the Central 
American democracies proposed in 
the January 19F4 report of the 
National Bipartisan Commission on 
Central America. The legislation 
required that a report describing the 
plan for full funding of the recoi-
mendations be provided to the Con-
gress no later than Niarch 1, 1987. 

We have completed our work. and 
we are very pleased to transmit the 
report to you. 

Our report indicates that, with 
our help, the Central American 
democracies have made great strides 
in improving democratic processes 
and respect for human rights, the 
essential underpinnings of all free 
societies. Significant progress also 
has been made toward economic sta-
hilization in the region. In addition, 
more free market-oriented economic 
policies are beginning to develop. If 
these policies can be nurtured and 
there is further progress in this 
direction, a key objective of the plan 
described in our report, then the 
foundation will have been laid for 
sustained economic growth. The 
report also relates achievements and 
goals in spreading the benefits of 
economic and social progress. To 
help ensure that this progress is 
solidified, the report recommends 

that the timeframe of the plan be 
extended to 1992 with a modest 
increase of $500 million in the 
originally recommended levels of 
financing to be provided by the 
United States. 

The ongoing process of realizing 
interrelated political, social, 
economic, and security objectives of 
our Central American neighbors 
remains fragile. While a great deal 
has been accomplished, much 
remains to be done. If the recom
mendations set forth in the report 
are implenmented by the Central 
American governments with the sup
port and encouragement of the 
United States, there is reason to 
expect further progress toward 
achieving stronger democracies, 
more solidly based economies, and 
greater social equity, in a more 
stable and secure environment. 
These goals are of fundamental 
importance to U.S. national 
interests. 

Sincerely, 

GEoiE P.S;ULTZ 

Secretary of State 

JAMES C. MILLER III 
Director, Cffice of 
Management and Budget 

M.PETERicMCPHERSON 
Administrator, Agency for 
International Development 
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Summary 

In the Continuing Resolution af October 
19861, Congress requested that the 
Sccretary of State, the Administrator of 
AID, and the Director of OAIB develop a 
plan for fully funding the assistance to 
the Central American democracies pro-
posed in the January 1984 report of the 
National Bipartisan Commission on Cen-
tral America (NBCCA). Congress also 
requested that the report include recom-
mendations on how more effective use 
can be made of U.S. agricultural Co1-
modities in alleviating hunger and con-
tributing to i:he economic developnmit in 
the region. 

This paper outlines the Commission's ;Development Initiative (Central America
recommendations, assesses the status 
and prospects of achieving these in 
Costa Rica, El Salvador, Guatemala, and 
Honduras, a: required by law. Consist-
ent with the original NBCCA report, it 
also addresses l3clize and Panama. It 
proposes a plan for fully funding the 
assistance proposed by the NBCCA. Thepaper also includes a section on agri-cultural commodity assistance and 
agricultural programs, prepared in con-
sultation with tre Secretar of 
Agriculture. S 

Essential Recommendations 
of the Commission 

The NBCCA determined that tile crisis 
in Central America had indigenous ro-ots 
in a long history of social injustice, 
maldistribution of national income,government oppression, and closedpoiil t1983.i It 
political systems. It identified three 
inseparable elements ot the crisis-
political, Security, a1d social/economnic 
issues. 

In the economic and social areas, the 
Commission recommended a greatly
expanded financial assistance prograni 
and estimated that $21 billion (exciuding 
Nicaragua) would be required (including 
$10-12 billien in U.S. assistance) for 
the period 1984-90. The NBCCA 
stressed its belief that economic 
progress would depend on reductions in 
regional violence, improved economic 

1Section 205(c) of the act appropriating 
funds for military construction for the 
Department of Defense for the fiscal year
(F'Y) ending September 30, 1987, :nd for 
other p'irposes (as contained in section 101(k) 
of die joint resolution oii continuing appro-
priations for the FY 1987, and for other pur-
poses (tiouse Joint Resolution 738; PL 99-500 
as supplemented by Pl 99-591). 

policies and performance by the Central 
American economies, increased 
economic assistance beginning in [984,
and an ever-improving world ecoromic 
environment. Not all of these as,-ump-
tions have been borne out since 1984. To 
address the political and security 
elements, the NBCCA recommended 
multiyear funding of military aid to the 
region, without specifying funding 
levels. 

In February 1984, the President 
transmitted to Congress proposed
legislation-known as the Central 
America Democracy, Peace, and 

Initiative or CAI)-which encompassed 
mary of the NBCCA's recommendations 
and requested $8.4 billion in U.S. 
Government assistance and guarantees 
for the region frr the period FY 
1984-89. The Central America Initiative 
concentrated on the economic, 
and democratization areas and empha- sized four" principal goals: 

Strengthening democratic institu-
tions and processes; 

Arresting economic decline and
promoting economic stabilization; 

Ky Facts on the Commission 

The National Bipartisan Commission on 
Central America (referred to in this study
as "the Commission") was named in Julyby President Reagan to advise on "a 
long-term United States policy that will 
best respond to the challenges of social, 
econom.c, and democratic development in 
the region and to internal and external 
threats to its security and stability." 

Hemy A. Kissinger served as Com-
mission Chairman. The Commissioners 
were: Nicholas F. Brady, Henry G. 
Cisneros, William P. Clements, Jr., the 
late Carlos F.Diaz-Alejandro, Wilson S.
Johnson, Lane Kirkland, Richard M.Scammon, John Silber, the late Potter 
Stewart. Robert S. Strauss, and William B. 
Walsh. Senior Counselors were Jeane 
Kirkpatrick, Winston Lord, William D. 
Rogers, Daniel K.Inouve, Pete V. 
Domenici, Lloyd Bentsen, Charles McC. 
Mathias, William S. Broomfield, Jack F.Kemp, James C.Wright, and Michael 0. 
Barnes. Harry W. Shlaudeman served as 
Executive Director. 

The Commission submitted its report 
to the President on January 10, 1984. The 
complete text was published commercially 
as The Report of the National Bipartisan
Commission on CentralAmerica (N.Y.:
MacMillan Publishing Co., 1994). 

• Laying the basis, through struc
tural transformation, for sustained
 
economic growth; and
 

* Increasing equity and spreading 
the benefits of economic growth. 

The CAL was launched in 1984, when 
Congress approved $370 million in sop
plemental funds, and its basic policy pro
visons were enacted in 1985 as a new 
Chapter 6, Part I, of the Foreign 
Assistance Act of 1961. 

Prospects for Achieving the 
Commission's Objectives 

In the political sphere, there has been
rapid and substantial progress. 

Dei ocratization and I ,u.man 
Rights. As salopoedin the CAL, U.S.
 
efforts and assistance now focus on
 
facilitatint electoral process,
 
stre.gthening national legislatures,
iimp:oving the adminisLration of justice,expanding citizen participation in
 
democratic processes, and promoting
 
freedom of the press.
 

In the economic and social sphere,

the CAI proposed an ambitious series of
 

goals, and, despite difficulties, much has 
been achieved. 

Economic Stabilization. Sharply 
increased economic assistance has 

facilitated an upturn in the region's 
economic situation. Nevertheless, prog
ress toward recovery is fragile an( thecontinued implementation of improved
policies is vital. 

Structural Transformation. The 

CAI proposed a strategy for generating 
economic growth, based primarily on 
increased private investment and the 
rapid growth of nontraditional exports. 
Investment levels have increased 
modestly but steadily. The growth innontraditional exports has been verynont agii eoe 
encouraging. 

Spreading the Benefits of 
Economic Growth. The CAI emphasized
rapid economic growth as the most 
important vehicle for achieving higherstandards of living. In some countries, 
this is likely to be insufficient to ensure 
benefits for poorer groups.
nber or poer groups Therefore, a 
ntimbei of specific programs in the 
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education, health, family planning, and 
housing fields are being implemented. 
Although significant progress has been 
achieved, not all of the original targets 
have been met. 

Regional Security. The defensive 
capability of the region's democracies 
has been strengthened. Central 
American militaries have used U.S. 
assistance to improve organization, 
training, and equipment. Fostering 
stability in the region is a long-term 
undertaking, however, and it is unlikely 
that broad U.S. security objectives for 
the region will be fully realized by the 
end of the decade. 

Problems Encountered. While 
substantial progress has been made 
toward achievement of the Commission's 
objective6, this progress has taken place 
under conditions substantially more 
adverse than those assumed by the C m-
mission. External economic trends, 
notably world prices for Central 
America's main export commodities, 
have been substantially worse than 
anticipated. The Commission projected 
that the military/security climate would 
be largely resolved within 18 nunths 
from the time of the report. There have 
been improvements, but the rnilitary/ 
security climate remains unsettled and is 
a major impediment to capital invest-
ment and economic recovery. 

The Nc,,d for Full Funding
of NBCCA Recommendations 

Economic assistance levels for Central 
America have been substantial over the 
pas[ 3 years, but they have been 
diminishing and falling aln short off thehan hr 
levels recommended by the NBICCA, par-
ticularly with respect to appropriated 
funds. The shortfall in appropriated 
funds will be approximately $760 million 
by the end of FY 1987, assuming 
passage of the $300 million requested as 
supplemental economic assistance for 
the Central American dc nopracies. This 
$300 million is needed immediately. Any
reductio:. in the FY 1987 supplemental, 
of course, will increase the shortfall 
further. 

We propose to fund the Central 
America Initiative fully by extending the 
period of execution of the program by 3 
years to 1992. This would increa e the 
originally recommended amount of 
appropriated funds by approximately 
$500 million to a total of $6.9 billion, 
while the level of $2 billion in guarantees 

"Too often in the past, the United States failed to 
identify with the aspirations of the people of Cen
tral America for freedom and a better life. Too 

often our government appeared indifferent when 
democratic values were at risk.... Today, 
however, with American support, the tide is turn
ing in Central America. In El Salvador,tionduras, 
ing iCe nra in E alador eond 
Cota Rica-and now in Guatemala-freely elected 
governments offer theirpeople the chance for a 
better futt'e." 

re-ains unchanged. It is important to 
note that if the Central America Ini-
tiative had ended in 1989, an onj- ,ing 
assistance program would have been 
required to consolidate and sustain 
economic and social progress. The pro-
posed extension is responsive to funding 
limitations under the budget deficit 
reduction act and reflects the difficulties 
inherent in the implementation by 
sovereign governments of essential 
reforms. It also reflects the political and 
security realities of the region, the exter-
nal conditions of world markets, the 
limited availability of external capital 
from other public and private sources,
and investment attitudes. The decision 
to extend the CAI is a practical response 

to a changed situation. 
The 3-year extension would ensure 

that: 
* There is a solid trend in all theibr sasli rn n"l h 

countries toward democratization; 
* The region's economies are 

stabilized; 
* Essential structural reforms are 

inAitutionalized; and 
e Mechanisms are in place for a 

broader distribution of increasing 
economic benefits. 

The projected assistance levels also 
reflect a shift in focus, beginning in FY 
1989, away from stabilization and 
toward an increased emphasis on struc-
tural transformation that leads to 

President Reagan, 
June 24, 1986 

economic growth and a broadening of its 
benefits. The levels are predicated on 
the assumption that the Centrail 
American governments will implement 
economic measures to promote export
led growth and essential structural 
reforms. We hope that the major 
economic objective of the CAI
recovery--will be achieved by FY 1992 
and that the need for economic support 
assistance will be less. Central America's 
development is a long-term proposition, 
however, and a need for well-de-igned 
development assistance programs will 
continue beyond 1992. 

The extended program will not vary
significantly from that currently under
way, although the pace of accomplish

ment will vary among countries and 
goals. U.S. assistance to democratization 
has grown in size and sophistication and 
will continue to focus on facilitating theelection process, strengthening the 

capabilities of legislators, improving on 
the administration of justice, expanding 
citizen participation, promoting freedom 
of the press, and providing new training 
and educational oportunities for Cen
trtl Americans in the United States 
under the Cenral American Peace 
Scholarship program. The term and level 
of continued balance-of-payments sup
port for economic stabilization will vary 
h contry but should decline signif
icantly by 1992. The focus of our 
economic support assistance will shift 
toward mi,!roeconomic anyd sector 
policies designed to institutionalize sus
tained growth, as the requirement for 
balance-of-payments support declines. 
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As economic stabilization benefits are 1.Essential Recommendations of the Commission 
achieved, progress to ensure the 
spreading of the benefits of the region's
economic growth will increase. 

Agricultural Commodity Assistance 
and Agricultural Programs 

The United States has provided 
increasing amounts of food commodities 
to Centra America and continues the 
effort to use its programs more effec-
tively to alleviate hunger and contribute 
to economic development in the region. 
The Administration uses its food aid 
authorities to support the CAl, prinaMrily 
through traditional PL .180 programs, 
Section 416 of the Agriculture Act of 
1949, new benefits allowed under 
I,4180, and the iew,Food fol" ProVlress 


program. In addition, the Central 
American governments are undertaking 
under IL180 self-help activities 
desig'ied to contribute to their general 
econmic development. 

The CAI was not designed to solve 
lof' C-enral Amelica's prolle i 5 ,) 

6 years but rather to assist these couln 
tries to take tiletssential steps required 
to establish the basis for gradual, steady, 
and ststai nalbh, 1)(liti caianid con1n i(, 
progress over the longer tern. These are 
still ac hievable goals and significa It 
progress has ieen made toward them. It
is clear, however, that the timeframte 6W 
laying a tirnl political and economic 
otImII(ationi 1utist be extended. ,lso, tm 

firm coninitment to the NBCCA ,,il he 
(AI objectives must be sustained ihito 
the next decade, if we a(w, the Central 
A erican de iocracies are to soueceed iil 
achieving the goals of the NIBCCA. 

MAJOR GOALS 

The National Bipartisan Commission oil 
Central America found that the Central 
American crisis had indigenous roots in 
a long history of social injustice, 
maldistribution of national income, 
government oppression, and closed 
political systems. The crisis had been 
brought to a head by an ongoing interna-
tional economic recession and Soviet-
Cuban intervention in the region. The 
Soviet- and Cuban-supportcd Nicacaguan 
military buildup, tbe Sandinista export 
of revolution, and the Marxist insur-
gency inEl Salvador were signs of a 

det :'iorated security environment. 
Effor-ts to achieve peace, social progress,
and economic well-being were undercut 
by extremist violence, subversion, and 
externally supported insirgency. 
Fundamentally, the crisis elements were 
political, security, and economic/social
issues that were intertwinel; nonn ci d 
be separated, aid each had an impact on 
the others. 

Therefore, tht analyses and recoi-
ienhaations of the NBCCA report were 

oganized arouni these three major
categories. (See Appendix A for a list of 
the report's major recommendations and 
;ISllsmniry. 2) 

OVERVIEW OF 
CONDITIONS, 1983-81 

During the simnier of 1983, when the 
NBC('\ began its deliberations, Central 
America proiably %%;'s2xperiencing its 
m0ost scriols crisis. 

•'lie securitv of ;uateiiala amid El 
Sajklvldom was seri-ioisly th-eateI ed by 
leftist insurgencies, widesread plitical 

ep ltial 


-Rtpo'ts wel' lladt to the 'resid/ent hv 
till' secretatry' fStae ill1985 aid 1986 oii 
thel , 1ttti ( '('A rle lnof impleienting N 
Imenilatiiis. 'lo'e reportis were transmliitted 
to the (Congress (Se' "Sustaining a Consistent 
Pioilv ill ('erltr;il ;\ll'ien-icu: )lit' Yeal After 
tle Natiollal Bipartisan (',iii 5ission}el~ft." 
Special Report No.12.1. April 1985, and "The 
['.S. ;nld C eantral Ait-rica: I[mnpllenit'lm ing tlhl 
National Bipartisati Commission Report," 
Specialj et'poh .. .h;.Alugust 1986). 

violence from the extreme right, and 
sign:ficant human rights abuses. 

a Nicaragua was providing sites for 
the command, control, training, and 
logistical support of Salvadoran insur
gents; the country was becoming 
increasingly militarized. 

• Soviet bloc deliveries of military 
supplies to Nicaragua had grown; Soviet, 
Cuban, and other Soviet-bloc military 
personnel numbered in the thousands. 

e El Salvador already had suffered 
as much as ,';billion in damage to infra
structure and !'hereconomic losses 
from tile conflict. 

e Between 1980 and 1983, the 
region's per capita income (leclined 12% 
(almost 20% in El Salvador, following an
already sharp decline between 1978 and 
1980). 

e Between 1980 and 1982 approx
imately $1.5 billion in capital had left the 
region. 

Private investment had 
Illlumiieteid. 

• The region's external debt was
 
10 billion.
 

* More than one-half million 
refugees and displaced persons were in 
tfie region, and pe; haps as many had 
fled. 

* Foreign exchange reserves were 
depleted. 

9 Social services were deteriorating. 
,ludicial systems in some countries 

were virtually inoperative, suffering 
from decades of neglect and abtuse by 
entrenched interests. 

e Only two countries (Costa Rica 
and, since 1982, Honduras) had 
democratically elected presidents. 
(Newly independent Belize also had an 
elected prime minister, who had come to 
office iduring the 3ritish colonial 
adiinistration.) 

NBCCA FUNDING PROPOSALS 

()ni
the economic side, the NBCCA
 
r-commended i expanded financial
 
r ex
 
assistance prograi sufficiently large and 
comprehensive to help Central 
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Americans recreate conditions for "sus
tainable economic growth." A major

objctiet ws b en ofofreove, thobjective was to recover, by the end 
this decade, the per capita income levels 
of 1980 for five countries (i.e., Belize, 
Costa Rica, El Salvador, Guatemala, and 
Honduras) and that of 1982 for Panama. 
This would require an average annual 
real growth rate of about 6% by 1990-a 
difficult goal under the best of 
circumstances. 

Tle NBCCA estimated that aneTerafNCin euiment of 
external financing requirement of $2,4 
billion for the region ($21 billion 
excluding Nicaragua), most of which 
would have to come from official 
creditors. Approximately $12 billion was 
expected to come fiom international 
institutions, tther donor countries, and 
through loans and investment from 
private sector sources. The estimate also 
included at least $10-$12 billion in U.S. 
financial assistance and guarantees over 
the period 1984-90. The NBCCA pro-
posed a program of U.S. Government 
assistance of $8 billion over the next 5 
fiscal years (FY 1985-89). 

Achievement of the c,,onomic 
recovery target was prcdica ted on four 
assumptions. 

Without a considerable reduction 
in tLie levels of violence, effo'ts to revive,
the regional economy would fail. 

e Over tine, the Central American 
counlitries woulhi adopt a coherent set if 
ecol it 1iic policies. 

9 External economic assistance 
would increase signrificantlk beginning in 
198,1. 

0 The g lobal ecoinliic eivirt Ii lit 
would colitinu to improve. 

i)itile political/security .Side, the 
NBCCA recommended ii'nltiveaIr funti-
ing of military aid to the region to 
ensure predictability of support over the 
long teri. For El Salvador, the NBCCA 
recommended iore mnilitiry assistance 
based upon sufificient progress in huian 
rights, free elections, and political 
reforims. The recolmiiientded approach 
required strengthening the profes-
sionalization of each country's aried 
forces in order to comhat insul-gency ant 
deter the Nicaraguan military threat. 
Without sufficient improvemen t in tihe 
regional security situation, mean ingful 
political, economic, and social progress 
would be impossible. 

Central America Defined 
There are seven sovereign nations On theTGuatemala 
i.thmus between Colombia and Mexico-
Panama, Costa Rica, Nicaragua, Hon-
duras, El Salvador, Guatemala, and 
Belize-but not all are necessarily 
ircluded when the term "Central 
America" is used. 

For purposes of addressing the Cen-
tra! American sochrity and diplomatic 
crises, the Commission focused on five
countries: El Salvador, Honduras,
Nicaragua, Guatemala, and Costa Rica. 
This is the same definition as that of the 
Contadora process. These states together 

TIlE CENTRAL AMERICA 
INITIATIVE 

The Commission formally submitted its 
report to the President on ,January 10, 
1984. On February 21, the President 
transmitted to the Congress proposed 
legislation for FY 1981-89, knowni as the 
Central America I)emocracv, Peace. 
and Dlevelopment Initiative, which 
encompassed more thani .10 of the 
NBCCA's recommiendations. To iniple-
ment the program, $8-A billion in U.S. 
assistaice (includinig $2 hillion in 
guiliaiitees) was rei(luestiVd for the r),,riod 
(See Appendix 13). 

Although the Congress did not agree 
to coimit itself to fund a multiyear pro-
Vram until 1985, on August 10, 198.1, it 
didippropriate $370 million to Itegiln 
inplementing tile ('0mnlission' s recT0i,-
niendations. The FY 1985 otintirlin 
Restolution of Octoher 12, 198-1, con-
tained 88% of the $ 11I billion in 

c(,T1101 i assistance funids req i sted by 
the Administration for the coming fiscal 
year. The pro(osed strategy, fuiniding, 
an1d suptltrting activities were organized 
around fo1ur fundiItaet:l elements or 
goals. 

Strengthening democratic institu-
tions and processes to bring about 
greater participation in the political 
and development processes. This ele-
ment terlials the most imptrtant to 'lie 
lo-Ig-terio success of our effort, r,c g-" 
lized that the basic Imrpose of economit 
development is increased hUlilln 

welfare, test achieved within a 
democratic enviritmimut. It initially 
focused on improving electoral and 
judicial institutions and pirocesses and on 
a major new scholarshil Irograin. 

made up the Captaincy-General of
 
during the Spanish colonial
period and have shared traditions and 

cultural simi!arities. 
For purposes of addressing Cenh'a. 

American economic and political develop
ment, however, the Commission included 
Belize and Panama. Unless otherwise 
noted, 3conomic data cited in this report is 
for Belize, Costa Rica, E Salvddor, 
Guatemala, Honduras, and Panama. 
Nicaragua does not pub!ish up-to-date
data on its economic performance and has
excluded itself from U.S. development
activities. 

Arresting economic decline and 
stabilizing the region's economies. The 
principal means would be worl'l 
economic recovery, balance-of-payments 
support from external sources, and 
implementation by the Central American 
countries of soun'l exchange rate, 
monetary, :rnd fiscal policies. It was 
hoped that this i)ase would he com
pleted in 2-3 years, depending ,oi the 
level of violence, the amount of external 
;ssis.ta(ce, conditiois in the world 
economy, and the will of the countries to 
initiate stabilization measures. 

Economic transformation and ;ay
ing the basis for sustained economic 
growth. Economic policy reforms were 
eceledt to decrease dependence on tradi
tiomal agricultural export crops and to 
crente a soi nid founii dation foi- (iversified 
and export-led growth of nontraditional 
agricultural crops and manufactures, 
once p)oliticl iand ecolinic stability as 

achieved. T]'his is a much Ioiger process 
than financial stalhilizationi and involves a 
series of continuing refornis in such 
areas as exchange rate, interest rate, 
and tariff policies, as well as other 
mileasulre, to stimliilate private savings 
and investment, diversify the region's 
tproduction and export base, i( devclop 
mairkets for diversified prodliction. 

liitreased equity and spreading the 
benefits of economic growth. The CA! 
called for improvements ill infant inor
tality rates, p;inlary school enrollnents, 
ltusing antd infrastructutre,anid other 
areas affecting socioe,itnoi nic well-being. 
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II. Prospects for Achieving NBCCA Objectives 

DEMOCRATIZATION AND 

DIPLOMATIC EFFORTS 


There has been sulstantial progress in 
Central America toward institutionaliz-
ing democratic processes and improving 
respect for human rights While 
democratic institutions in El Salvador, 
Honduras, and Guatemala are still 
fragile and need continued support, 
progress has been more rapid than matv,
anticipated. Since May 198,1. El 

Salvador, Guatemala, Honduras, and 

Costa Rica have held open and honest 

presidential elections, as was the 

piarlimentary election in Belize.


With the return to constitutional 
government in .;everalcountries, respect 
for h run Inights also hs improved. 
G uatein ala and El Salvadoi, the nutntcr' 
of politically motivated deaths and disap-
pearances has been reduced 
dramatically. 

There also has been a fundane.ital 

Change in military attitudes about the 


Ieed lrights in ct u-
to respect Itomin 
t'ies where, iJthe past, military 1t1dtgaii i 

secuity forces had bee involve(t in 

gross violations of 111ln11all rights. 

Niwhetre is that change more altpparent 

tIat illl Satvador', where both the 
m ilitary ait V vili t le a rethip rcon--* m i t r d i vi edeh ir etp r-

tittei ti itimroved e r ighttspe r-
fore at an r st ii g,etIewicc . M itu t 

uti t iht r sc ilttintg, ,( attlettgal 

Nati oial Polite recettt inaugutrate(l acomprehettsive cour' in ttnill rights 
that is mandatory for allpersmnel. Itt 
the past 2 years, tuanatnrights violations 
have been redtice to a f'ractio of their 
previous levels. Similar imnprovemlenits i 
huti rights pe: formalce have 
occurreI il ;uatemala. 

The relationship of the miltitary to 
he state also has been ihe subject ,f 
important legislative changes. Ill several 
countries tasic laws governing the 
tnilitar have been changed ti prohibit. 
or litiiit its particilr- tiomilpolitics. 

Nicaragua remains the major excel)-
tioni to the denocratic advaces !iCcil-
tral Am rica. The Sandinista govei-it-
mttt ((itiiues to work actively against
the detnocratic trend witni atnd outside 
that country's borders. )emocracy also 
suffered a sethatk iinPanama in 1985 
when the cotiry's elected president 
resigned under pressure frn opponents 
including the P1anmalliMnfense.tl), 

lorc('.
 

Under the CAI, U.S. assistance tc 
the process of democratic political 
development in Central America has 
increased in scope and sophistication. 
We have a strategy for supporting 
democratic political developmenLs, based 
on the rccognition that democracy is an 
evolutionary process involving a range of 
civic institutions, cultural attitudes, and 
socioolitical resources. U.S. efforts to 
promote and strengthen democracy inthe region focus on the following areas: 
facilitating the electoral process,
strengthening national legislatures, 
iml)rovinlg the administration Of justice, 
expanding citizen participation in
democratic processes, promoting 
treedoinl ofI1 press and democratic 
latbor orgii'zat ions, and expo3ing 
thousan (Is of Central Am'ican youths
and future leaders to life in the United 
States. 

The United States has implemented 
new tIiettods to reinforce its traditional 
support for demnocratic institutions, such 
is labor uniots, tpriva te aid volunrtary 

izations, and coopetatiyes. Fo'r 
exaiple, tie tnited States Infornmation 
Agency (USIA) has increased its pro-
granining of U.S. speakers traveling to 
Central America and of Central 

''There can be no democ-

racy if politicalparties are 
persecuted. There can be no 
democracy if the people's 
rights to representation and 

decision making ,re not 
respected." 

Jos Napole6n Duarte, 
President of El Salvador, 
May 23, 1986 

Americans invited to the United States 
to discuss democratic processes. (For 
furtier details on USIA's programs, see 
Appendix D.) AID, with USIA's 
assistance, has initiated a scholarship 
program to bring to the United States 
Central Americans from nonelite 
backgrounds who otherwise would not 
have an opportunity to study here. 

The U.S. Government also has 
encouraged tile activities of nongovernmental organizations, particularly the 
National Endowment for Democracy and 
affiliated institutes of the U.S. Chamber 
of Commerce, the AFL-CIO, and the 
Republican and Democratic Parties.

A major U.S. effort involves support 
for improving the administration of 
justice. In iarch 1985, AID provided 
funding I ;r the UN-affiliated Latin 
American Institute for the Prevention of 
Crime and Treatment of Offenders 
(ILANUI)) to expand its assistance to 
the (overnments of Costa Rica, El 
Salvador, (Guatemala,Honduras, and 
Panama. The 5-year ILANUD program 
has three ptrincipal components: 

Tiaining courses for- 
judges, pios

ecutors, and )ther judicial system per
sonnel;
 

Tech n ica l a ssistan ce to imp rove
th e co llectio n of crim in a lstatistics, to 
modernize information systems, to
 
d e ve lop hetter la w li bra rie s, and to su p 
ply basic commodities for courtroom s;
 
aInd 

Assistance to develop programs 
suited to each country's judicial system 
and problems. 

In adtition, the IIited States has 
worked to improve the administration of 
justice through assistance to the Inter-
American Bar Foundation which i3 
strengtheniig links among bar assacia
tions itt Central America. Also, the 
Depattment of ,lustice has developed a 
prograta to enhance the skills of 
investigators V ho aevelop evidence for 
judges and prosecutors, as well as the 
knowledge of judges who supervise 
invesigatiens. 

The Centel- for Electoal Assistance 
ant Promotion (CAPEL)-a private, 
nonpartismi institute promoting free and 
fair elections established by the Inter-
American Institute for luman Rights 
with All) assistance-has sent observers 



to the national elections in the region 
and cosponsored a series of training 
courses on election lawn and procedures. 

The United States also has helped 
the legislatures of El Salvador, 
Guatemala, and Honduras to design and 
conduct training programs for their 
membe:'s and to begin developing perma
nient support systems that will 
strengthen their capacity to participate 
in democratic decisionmaking. 

Finally, the Central American Peace 
Scholarship program has brought more 
than 3,400 Central Ameri, ans to the 
United States for professional and skills 
training and to observe the practice of 
democracy in the United States. 

)iplomatic Efforts 

The United States has consistently pur

sued the NIBCCA's recommendations 
that U.S. policy test "Nicaiagua's will
ingness to enter into a general agree
ment" and support a just and lasting 
solution to the Central American crisis. 

The United States has supported the 
Latiie ,\merican initiative for a 
negotiated solution to the crisis, known 
as the Contadora process, since its incep
tion in 1983. U.S. objectives in Central 
America are consistent with the 21 
points listed in the September 1983 
Document of Objectives and which the 
Contadora countries (Colombia, Mexico, 
Panama, and Venezuela) and tile five 
Central American states agreed were 
essential for a lasting peace. Common 
objectives include the ending of military 
hostilities, reductions in foreign military 
advisers and equipment, the end of 'sup' 
port for insurgencies, and dialogue 
between insurgcnts and the govern-
ments they oppose-leading to open, 
competitive, democratic processes in 
which all citizens may participate. So 
long as it is fully implemented by all par-
ties, the United States will support and 
respect a comprehensive, verifiable, and 
simltaneous implementation of 'in 
agreeilent fully embodying the Docu-
ment of Objectives. 

To date, the Sandinistas' conviction 
that they are a revolutionary
"vanguard" that must e.xercise national 

leadership has kept them froiml 
negotiating eriously to fulfill the Con-
tadora goals. This lairn to exclusivepolitical power is fundamentally inveo-
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President Reagan welcomes Prosident Azcona of Honduras to Washington, D.C., May 27, 1986. 

patible with the other Central American 
natio; _,pluralistic vision of democracy. 

Through 1985 and 1986, the San-
dinistas repeatedly hampered efforts to 
conclude an agreement. For example, in 
June 1985. Nicaragua's refusal to 
discuss an agrCed-upon agenda 
torpedoed a Contadora meeting and tern-
porarily interrupted Contadora negotia-
tiow;. In November 1985, the San-
dinistas went public with extensive, 
detailed objections to the September 
1985 Contadora draft agreement that 
was similar to a September 198.1 (raft 
they had said that tley would accept. Ini countries met at tie United Nations in 
December 1L-), they called for a 
6-ionth suspension of the negotiations. 

With the Contadora negotiations 
deadlocked in 1985 because of Sandinista 
intransigence, four South American 
countries (Argentina, Prtazil, Peru, and 
Uiruguay) formed the Support Group in 
an effort to revitalize the negotiating 
process. In ,I nuary 1986, the Contadora 
and Support Groups issued a "Message 
of Caraballeda" uiging resumption of 
Cntadoratalks and other steps toreholve the crisis. In June, the Con-

tadora and Support Gro ps presented 
the Cenral Americans an aniended draft 
agreement. The Central A merican 

democracies noted that this (iraft con
tained major deficiencies; it essentially 
left open key provisions and asked them 
to "sign now and negotiate later." They 
called for further negetiations to 
strengthen the draft. The Sandinistas 
stated that they would accept the new 
(raft agreenent on the condition that 
future arms talks be held on their terms. 
In Jluly, they filed suit against Costa 
iica and 11, nduras at the International 
Court of Justice, effectively blocking 
further negotiations 'n the agreement. 

In September 1986, the Contadora 

New Yort: to discuss ways of reviving 
the negotiating process. After a spirited 
debate, the OAS General Assembly in 
Guatemala in November accepted by 
acclamation a resolution urging Con
tadora to persevere in its efforts to find 
a negotiated settlement. The UN 
General Assembly adopted a similar 
resolution the following week. On 
November 18, the IN and OAS Secre
taries General presented a joint initiative 
listing services available from theirorganizations to assist Contadora. 
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Contadora and Support Group
foreign ministers met in mid-December 
and announced their intentions to insti-
Lutionalize the process by scheduling 
regular meetings and expanding its 
scope to include other regional political
and economic issues. T'hey alsoand a y
Tua aloannounced IaJanuary 1987 tourel 
and OAS Secretaries General. The 
January 19-20 visit demonstrated their 


continuing interest in seeking an agree-
ment, but no breakthroughs resulted, 

Costa Rica invited the presidents of 
the four Central American democracies 
to meet on February 15, 1987, in San 
,Jose. At th.t time Costa Rica presented 
a new peace proposal focusing on the 
key issue of national reconciliation iAd 
(lemocratization in N :aragna . The Sain dinistas have criticized the summit an 

Costa Rica's peace plan. In a parallel
effnrt, on "ebruary 6, seven parties of 
the Nicaraguan civic opposition pre-
sen tedI a F:'oposal to achieve nationlreconciliation. 

RI(clain 
'The United States has sought tocooperate Saitehe Contadora process, 

cromp tune to lDecember 1984,,the 
untStaeo cipme 1984, ilterUnited States paiticipated inl bilateral 

talks with tie Sandinistas at the request
of Contadora. In ,January 1985. after 
nine rounds of talks, the United States 
decided not to schedule further iaeetings
due to concern that the San diniistas were 
using the "rlksto avoid a comprehensive 
agreement within Contadora'sm ul,Wila e ra f r m e 

multilateral framework.prices

On February 10, 1986, Secretary of 
State Shultz me: in Washington with the 
foreign min isters of tileCont lnora. atll.4Support Groups. The Secretary reiter-
atedpthtGrousUTe Secetaesatrated that thle nited States was pre-
pared to reopen bilateral discu.sions 
with Nicaragua if the Sandinistas talked 
to their (lemo('ratic opposition, including
the armed re",istance. 

IllMarch 198(6, Almbass, lon' Philip
C. Ilabib became the new Spevial lEn\'Oy 
for Central ,,nlerca. Anilassador tlabib 
has made 10 trilm to the regiOin to nect 
with Central Alericall and Contad!ora/
Stipport Group lea'les am Ieffir'lim (Ur
supp(ort 	for the negotiating p'ocess. 

(For further infornmtio'ntheon 
political situation in Nicaragua and the
other Central American countries, see 
Appendix C.) 

ECONOMIC AND SOCIAL ISSUES 

Economic Stabilization 

Central America underwent asevere 

ec.onomic contraction during the early
1980s. Total production declined yearlyhnoic
between 1980 and 1983, causingcapita incomes to fallby 12 overp the 
period. The decline in production was 
reflected in a sharp fall in private invest-

rnent, massive capital flight, and a
general deterioration of the economic 
clinlate. 

Sharply increased economic 
assistance rcsulting from implemnta-
tion of the NBCCA's recommendations 
facilitated a turnaround in :he region's
economic situation. Table I summarizes 
tIhe main nmacroeconomic conditionis in1983 and 1986 and presents several key 

indicators of progress to date in stabiiz-
ing tile region's economies. The reversal 
of tile downward spiral illoverall produc-
tion is the broadest indli'ator of thisAt11.irou nI. After (lee lines of -6% itran.) Afe deie o -,,( l 
11982 and -).8,il l183, regional grossdomestic product rose in 1981 by 1.7' 

ii 1985 by 0.9t%, and in 1986 by an 

sttween


estimted 1would 

TABLE I 

Macroeconomic Indicators for 
w rk Central America, 1983 and 19861 

InIlcator 1983 1986(est.)

GDP Growth Rate - 0.8% + 1.40/ 

Private l'qvestment 8.9% 11.40/%o m dte f C nta m rc-ofe 

Overall economic conditions have 
substantially improved. Nevertheless, 
the recovery is still precarious. The 
economic growth rate of 1.4% in 1986 
falls short of tie 2.5%-3.0% hoped for
 
2years ago.The two most significant
2hers a Thetw mostsnantshortfalls have been in Guatemala,where major U.S. funding did not begin 
untilan economic st-ibilization program
 
ws. tplemented in 1986 after the tran-

El Salvador, where continued guerrilkn
attacks and destruction make economic 
stabilization and recovery more difficult. 
In addition, El Salvador suffered a major 
eat in Octor1986, a ajor 
earthiquake in October 1986, causing a
 
conservativclv estimate a lon
 
ahage to infrastructure alone.
 

Th slowness of the recovery
appears to be tileresult of both internal 

and external factors. The major factors 
are as follows. 

An adverse political/military 
climate still exists. The N13CCA pro.jected that tile major tproblenis-insur

gency in El Salvador and Nicaragua and 
the d(estab'lizing, political conflict be-

Nicaragua and its neighbors
largely be resolved within 18 

months of the report's issuance (i.e., by
sometime in 198.5). This has not proven 
to be the cw;e. 

External economic trends have 
been worse than anticipated. Sluggish 

wor e gra anorld eco n o rn ic gro w th (Idunfvorblainu n favo ra b le 
ave limited Central 

lAmerican gro,vth. The NBCCA had anlticipated that prices of the major export 
com m dities fCentral America-coffee,
 

(% of GDP)
GOP) 

Private Capital
Flows 
Government 
Fiscal Deficits 
(%of GDP) 
Total Nontraditional 
Exports 

Nontraditional 
Exports to U.S. 

Fruits and 

Vegetables 


Manufactures 


......... 


'Excludes Nicaragua. 

-$101 
million 
5.1% 

$808 
million 

$33 

million 
,;290


million 

+$215 
million 
2.8% 

$1,221 
million 

$86 

million 
$440 

million 

sugar, hananas, heef, and cotton-wouldslowly recover from the very low levels 
existing during tile1981-83 period.
However, prices of sugar, cotton, and 
beef remain significantly below their 
1980 levels. After rising in 1985-86, cof
fee prices have fallen below the 
depressed levels of 1982-84. 

Anticipated capital inflows have 
not maerialized. The NBCCA report
projected total inflows of capital during 
tile 1984-90 period of $21 billion 
(excluding Nicaragua), including $10-$12 
billion to be provided by tile U.S. 
G(overnment.Actual U.S. assistance 
flows have been behind schedule; even if 
a $300 million FY 1987 supplemental is 
approved, the cumulative shortfall 
through the current fiscal ye:,,' will be 
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"760 million. An anticipated repatriation 
aLcapital sent abroad earlier and sharp 
upsurges inprivate domestic and foreign 
investment and in World Bank lending 
have not occurred. 

Governments have been slow to 
make economic policy changes. To 
varying degrees, governments have been 
reluctant to take sonie of the steps 
necessary to resolve their economic 
problems. 

Progress in exchange rate realign-
ment has been substantial but remains 
incomplete. This is not an issue in Belize, 
Costa Rica, or Panama. Guatemala 
adjusted its exchange rate for most 
transacions to a realistic level in early 
1986 and has pledged to complte the 
process. El Salvador also undertook a 
major adjustment in 1986 but has riot 
made needed followup adjustments. In 
Honduras, the ,,xchange rate remains a 
policy concern. 

E'conomic policy coherence has not 
been fully achieved. In addition to dif
ficulties in maintaining an appropriate 
exchange rate system, El Salvador, 
despite the substantial gains of 1984 and 
1985, continues to suffer from a lack of 
public and private consensus on 
economic policy. Costa Rica's overall 
economic policy under the current 
administration has been tie subject of 
protracted negotiations, while its rela
tionship with its commercial creditors 
deteriorates. 

Government deficits are still too 

large. Fiscal deficits have been cut 
sharp!y, but further reductions are 
needed in some countries. A relaxation 
of fiscal discipline in Costa Rica is 
threatening to undo some of its prog
ress, while the Salvadoran Government's 
inability to control fiscal deficits 
threatens inflation-ary pressures. 

Implementing such structural 
economic reforms presents a dilemma 
for fragile democratic governments. In 
the short run, such actions impose 
econonic hardship on some groups upon 
which toe governments depend for sup-
port. Over the long erm, failing to cor-
rect undeilving structural problems will 
only lead to worsening economic condi-
tions for the entire country. ILS. 
economic assistance, therefore, must be 
conditioned upon implementation of 
needed reforms, or ever-higher 
assistance levels will be required just to 
prevent further economic decline, 

CHART I 
Central America: Manufactured Exports to the U.S., 1984-86 
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Structural Transformation traditional exports were projected to rise 
from $400 million in 1983 to $1 billion by 

The ('Al p)roposed a strategy for 1990. The following reviews progress to 
generating ecotlomic growth by the en(l fte. 
of the decade, based oni increased private 
investment, reduced'govenient, inter- Investment. Domestic private 
vention, and accelerated growth of non- investment in the region declined 
traditional exports. G,'oss (omestic sharply during 1980-83. Fo- tie region 
product (GI)P) gro\vth in the region as ;,.s a whole, the ratio of private invest
targeted to reach 6% per year by 191).0, ment to DI fell from 16% in 1980 to a 
fueled by new investment, particularly in 

nontraditional export products. Non
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low of 9% in 1983. Since then, the ratio 
steadily rose to more than 11% in 1986, 
with all of the countries (except Belize)
realizing some recovery by 1985. 

The most promising trend has been 
in Costa Rica, where the private invest
ment/GDP ratio fell from 17% in 1980 to 
1117b in 1982 but then regained its 1980
level by 1985. This turnaround can be 
attributed primarily to the significant 
economic policy reforms undertaken by
the Costa Rican Government during that 
period. Sharp declines in private invest
mcnt occurred in Belize, Guatemala, and 
Hlondur-as. In El Salvador, the ratio 
remained in the 6%-7% range during 

, 1980-83, then rose to 8.41% in 1985 and
C, 9.2% i 1986. This level, however, is still 

P. 	 A far below those of the 1970s. 
A 	 j %iJ While improvement in overall 

g- i ,.{4 .economic conditions is likely to stimulate 
-- investment from larger firms, the 

United States is actively engaged in 
.	 eifi* ., ' 	 more directAsrieeffortsofto promoteprojectssmallI : ' 	 ap ?¢business. A series of specific pirojects 's 

.: .	 u-ierway, including technical assistanceN to small busiress, training of managers, 

" andl increased credit.0" J Another important aspect of improv. 
,,, ing the investment climate has been the 

,, reduction in the role of government
enterprises. The United States supports 

- ,. i, efforts to sell or liquidate such enter
,,priscs in several countries, notably Costa 

Rica and IHoduras, elimi ating a seriousg. drain on government finances, and 
-,,,improving efficiency of operation. A, -1 .-4;, 	 . number of firms already have been sold

" , . or liquidated. In Costa Rica, the drain on.T -governmenri r,,.ources from the state 
. . . holding company has been reduced from 

_ ."$65 million in 1988 to only $5 million in 
. . . X,. -	 t1, 1986; the figure is expected to drop to;, ........ . -	 •'zero in 1987.
 

, .- __ ' Nontraditional Exports. Although
,;j-' . central to long-run prospects for sus

tained growth, nontraditional agricul"IM 	 tura andPinIrial export products canl

not play a significant economic role inthe near term. For Costa Rica, the 
... ,largest exporter of manufactures, 

.. ,- , 	 manufactured exports to the United 
States (the primarv extraregional 

' market) were valued at only $100 million 
- - in 1983 or less than 10% of total 

, exports. Even a doubling of this figure 

An AID irrigation project helps small farmers produce nontraditional crops for export. 
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CHART II
 
Central America: Commodity Exports, 1980-92a
 

$ billions 

7 aditional Central American f. Nontraditional
 
T inCommon Market ii
 

6 

5. 

4 

9 
2 

1980 '81 '82 '83 '84 85 86 87 '88 89 '90 '1'92 

'Data for 1980-86 are actual; those for 1987-92 are projected. 

would have a -snallereffcct or cexport have been growing since 1983 at an annual growth rate of about 30%. 
earnings than a significant rise in coftee annual r-ate of 157o. As a result, their Panamna, (;uatemak , H-onduras, and 
pri ces. share of total exports has risen from Belize also show favorable trends in non-

A swu.tainled effort ov'er a dei'~uie or. 21.6% in 1983 to 26.5%1, in 1986. We pro- traditional exports to the United States, 
more will bc nccdec if nontraditional ject. (s-., Chart 11) that they will rise to although they began from much smaller 
products are to play an import ant role in 40T, by~ 1992, providing a1basis for bases than in the case of Costa Rica. In 
generating export earnings. An annuial dyniamic growth by then. Nevertheless, El Salvador, a significant dlecline 
gTrowth rate of 15%1,( lpe1year in occurred in 1985 and 1986, suggesting-20%1 t ie speed with which countries have 
nontraditional exports woilseemn to heb(' l)(eable to mlove to an ex port-led that the policy framework and civil strife 
necessary both for arriving at subizan- rowth rate has Varied. contributed to an inadequate environ
tial export levels in the inedium term Costa Rica appears to be on a rapid i m'nt for stimulation of new exp~orts. 
and for maintaining the attention of growth patlh , with exports to the United 
policymnakers to thle potential in this; area States risingv from $72 million in 1982, Spreading the Benefits of 
for further rapid growth through appro- when policy reformi began, to an Economic Growth 
priate policy changes. estimpted $211 million in 1986-an Rp~ cnmcgot spoal h 

The experience so far has been most important vehicle for achieving 
encouraging. Nontraditional exports adequate standards of living for the peo

ple of Central America. Economic oppor
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tunity for all groups in society is most 
likely to result from growth of employ-
ment opportunities and from replace. 
menu )f government controls and nonprice rationing by nimrket forces. 

IHowever, disparities in income and 
opportunity in some countries are so 
wide that.a direct attack on such prob-
leis is needed. 

To promote progress in these social 
and economic opportunity areas, the 
Central America Initiative considered it 
crucial to assure that :.,,e benefits of the
growth process are broadflv distributed. 
Significant progress is being achieved. 
'Table II summarizes our best estimates 
of social indicators for 1983 and 198(.
Specific activities in these areas are 
described below. 


Education. I rnder the CAI, the 
United States ai(l 1oher donors have 
undertaken a serie., of projects aimed at 
increasing access to eduication, including 
the following.

Access to l;'ilary cdiic'atioii has
significant increased over the Past 

se,.'eral years illthe countries x\ith lhe

inos.t s(,ious 1)1 dO ins -(-uale nuda, El
 
Salvador, and londuras. In Guatenlali,lhe gross erirolnment ratio increasedfrom 7; {,to 765%I ci ween I198(0 and 

1986, and in ltondr;. 9%.For E'] 

Salvador,becauise of'ciiitherent( Ivtoher(;ltaare lot a\ailablh
t198(; eartluilie, 

These increases reflect AID inputs, 
inter , fforts, and large am ounts oaisin1ile from the W~ irhilIBank< anl the 

sIn e r-eian the Wlden Bnad the 
nter-Anerican 1)evelopment Bank.
Efficiencyi!Of ,-tucation also is 

irnloving. InGuatemala, the average
numlber of student-years of schooling 
nceded to produce a sixth-grade 
graduliia te has drop)e(d y I year Si cie 

98(0, and in Hlonduras it has dlrop ed by
1.6 yeais. In Belize, I'anama, and Costa 
Rica, whe,'e acess to primary education 
is aleady close to com lete, improve-
meits in efficiency also are taking 

Bet veel I98-1and 1986, imiore thai 
1.5 million textbooks were produced and 
distributed in the region throngh All) 
and W orld Bankprojects. Anoter 9ti 
million textbooks are planned for pro-
duCtioii andl distrilution betweeni 1987 
and 1990. 

TABLE II 
Trends In Social Indicators, 1983 and 1986 
Social Indicator 

Health 
Infant Morality Rate (per 1,000 births) 

Education
 
Primary School Eniollments 
Percent of Population (Ages 7-12)1 

Primary School Completion Rate1 

Central American Peace Scholars 

Family Planning
Couples using Family Planning 

Percent Coverage 

El sv doL a Res or i 
Titles Issued to Phase ICooperatives 
Phase Ill Titles Issuad 

.. . .
 

1983 1988 

(est.) 

61.1 56.9 
(1985) 

3,040,000 3,300,000 
90%/ 91% 

72/ 75% 
- 3,497 

1,150,000 1,400,000 

37.5% 41.7% 

41 196 
5,456 17,426 

'Education statistics exclude El Salvador, for which current data are not available. 

The United States has supportedtr'aining of 16,000 teachers in (Guatemala 

and Honduras during the past 4 years, 
aii plans are underway for training;iiot her 5(1,000 (luring the 1987-90 

pe,riodI. 
(Current U.S.-financed projects havesupre!construction or r~novaitioin of 

Sl) itedCntrcinOr!nvti3 f
3,060 classrooms ;n Honduras and ElSalvador, with smaller efforts in 
Guatemala and Costa Rica. Plans for 
another 4,000 duritng 1987-90 are heing 
implemented. 

All) has important vocational, 
technical, and managment training
activities underway o-in development in 
each counitry. In 1Honduras and Costa 
Rica, (,000 managers were trained 
bla~o,letween 1982 and 1986, and 20,000 per-

sons are expected to benefit from voca-
tional, technical, and/-r management 
training between 1987 and 1990. 

Ilealth and Nutrition. Available 
data indicate that infant mortality is 
declining in the region. The goal of 
reducing infant mortality by 10% can be 
expected to be attained by 1989. AID's 
hen!th projects focus on developing a 
s as'ained capacity to provide oral 
rcnydration therapy (ORT), immimiza

tions, and other important child-suvivalinterventions and to reduce the inci

dence of malaria.
 
Oral rehydration therapy reduces
infunt mortality by treating the dehydra

tion resulting from diarrhea by the 
ingestion of a simple solution of water,suaadalsThstcnogarey
 

sugar, and salts, This technology already
has prevented thousands of deaths each year in Central America. AID-supported 
programs include local production of 
ORT solutions in Guatemala and mass 
media campaigns promoting its ue in 
El Salvador. 

The rate of immunization coverage
in Central America, except in Costa Rica 
and Panama, is low. AID helps to vac
cinate child .'en and to institutionalize 
vaccination programs. In Guatemala, a 
nev AID-funded project assists the 
Ministry of Health to make immuniza
tions routinely available in all health 

sr i ey a l in al
 

facilities. Each hou.;ehold in rural 

1,'2
 



Guatemala is visited three times per 
year to identify children needinf, vac
cinations and to have them vaccinated. 
Similar projects are underway in El 
Salvador and Honduras. 

Nutrition-related activities focus 
on development of growth-monitoring 
programs tnat complement ORT and 
immunization activities. The PL A80 
Title II program provides about $10 
million per year in food assistance for -.. 

maternal and child health, food for work, 
school feeding, emergency feeding, and 
aid to displaced persons. 

Population Growth. Access to fi . 
ily planning services is key to reducing 
the region's rapid population ,owt h, 
which has exacerbated the drain on 
available resources. The extremely high N 
regional annual populatior growth of 
about 2.8% means that annual produc- I 

. ". 

tion increases of that magnitude are 
needed just to prevent current living 
standards from declining. Although the 
rate has been brought down from more 

than 3 1% a dcrade ag(, the present rate 
of 2.8% is so high that its impact will be 

6 

felt for decades in ternis of huge -

numbers of new entrants to the labor 
force, a continuing negative factor in per .,, 

capita income growth, and large 
numbers of people for whom education 
and many other social services will have 
to be provided. In some areas of Central 
America, the huge investments being 
undertaken in such projects as the 
develonment of urban infrastructure will 
cover only the projected growth in., 

population and will not reduce the high 
prcentage of the urban population that 

p 
-

3 
does not have adequate access to water . 
andl sanitation. 

The Central American governni nts " F 
have recognized that population anl
development, policie are mutually rein-v4iie n., Ni 
forcing, and steps have been taken to 
address this serious proble m. AID's F. 
main role has been technology transfer, 
with 80% of AID assishmce going to 
nongovernmental organizations in sup 
port of Central American efforts to 
implement their own Ilan s. Maior su-

, "- , 

Y7. 
port is being proviled for contraceptive 
commercial sales prograns and for 
improving information available to the 
population. We expect a 50% increase in . . . -. -

-

the use of family planning services by 
1990. 

..
. 

Top: Indian children learn
Spanish through Guate

mala's bilingual education 
program. 
Bottom: Isolated com
munities in northern Costa 
Rica share in the benefits of 
development through cor
munity projects such as 
school construction. 
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Housing, Water, Sewerage, and 
Other Infrastructure. At present, AID 
is financing more than 50 separate 
activities related to housing; water and 
sewerage systems; and other infrastruc-
tpre, such as roads, bridges, irrigation 
injcludig te nter-AmOterdnDevop-
including the Inter-American Develop-
ment Bank and the World Bank, alsohave been active.Because oftepressed economic on-

ditions and tight government budgets,
expansion of housing and infrastructure 
construction has been slow. Available 
data indicate that access to water and 
sewerage is expanding faster thanboverall population growth but only 
modestly so. As economic conditions 
improve, resoircs available for these 
activities will expand. 

Security Developments 

The NBCCA concluded that indigenousCentral American lrolems have been 
exploitel by hostile outsihe orces .be.e 
The Commission recommended more 
security assistance for El Salvador, co-
tingent 00 sufficient progress in con-
rights, free elections, andp oliti a 
reforms. It also urgeadgrelter icaedt-

ability of U.S. support through muhtiyear 
funding of military aid to the Central 
American region. U.S. policy is to signal 
solid U.S. commitment to the CentralAmerican democracies-t hrough security
Amrianetrai anuiexercises-assistance, training, er es 
wfhile promoting the professionalization 
oeach country's armed force.. Soviet, 
to 	the Sandinistas continues u-iabited. 

tthe fadic stofcxtn us Uated.
In the face of externally supported insur-
gnt niovenients and the increasing 
Nicaraguan military threat, the United 

States assists the Central American 
democracies to provide the protective 
security shield which makes development
possible. 

Progress to Date. Remarkable prog-
ress has been made toward the basic 
objective of improving the regional
security environment through U.S.srtassistance in strengthening the defense 

capabilities of the region's democracies. 
This effort has promoted the profes-
sionalization and effectiveness of each 
country's armed forces to enable them to 
better combat security threats, e.g.,insurgency and the Nicaraguan militarychallenge. Central A nerican militaries 
have used U.S. assistance to improve 
organization, training, and equipnment. 
Increased battlefield success and 

reduced guerrilla strengh, particularly 
in El Salvador, have marked these 
efforts. They have been accompanied by
improved human rights performance 
(see Appendix E). 

At the same time, however, the 
Nicaraguan military threat has increased 
due to an upgraded military hardware 
capability and the growing size of their 
armed forces, which reached 75,000 
active (uty personnel in 1986. Soviet, 
Cuban, and other Soviet-bloc military
assistance to the Sandinistas continues 
unabated, reaching a peak level of23,000 metric tons of equipment in 1986. 

Although the U.S.-supportedNicaraguan democratic resistance has 
increa;ingly force( the Sandinistas to 
pay more attention to internal condi-
tions, the Sandinistas continue to sup-
port subversion in the region and to
offer training, logistical, and command 
and control facilities to the Marxist guer-
rillas in neighboring countries, 

In the last 2 years, U.S. security 
assistance has been constrained by
budgetary restrictions and the 
Adminstration's aid request levels to 
Congress have not been fully funded. 

Prospects for Meeting Objectives
Through 1989. The crisis in the region is 
a long-term problem-in th2 absence of a 
comprehensive, simultaneous, and 
verifiable implementation of the 21 
objectives of the Contadora Document of 
Objectives of September 1983-will 
require a coordinated long-term
response and commitment of resources.Sovironblot military assstnc.tSoviet-bloc military assistance to 

Niceto alne entral Ameican 
assistance to all the Central American 
democracies Conrsolidation of the San
dinista regime and Nicargua's ability to 
destabilize the region contnue tofrustrate peaceful negotiations. Thatcountry's military capability is improv
ing. Soviet, Cuban, and other Sovit-bloc 
military assistance to the Sandinistas 
and various insurgent groups in Central 
America is li 'ly to increase. 

Meeting the security objectives will 
require that the Ulnited States 
simultaneously continue to: 

e Strengthen the security shield of 
each of the Central American 
democracies to ensure continued prog
ress in democratic development,
economic growth, and national recon
ciliation; and 

Support efforts to achieve a 
democratic outcome of the conflict in
Nicaragua and a comprehensive, 

verifiable implementation of the 21-point
Contadora Document of Objectives. 

Although substantial progress has 
been made toward the realization of the 
security objectives in the region, there is 
a grave risk of compromising the success 
of the effort if there is a reduction infunding for tie security shield to the 
region's democracies or for the 
democratic resistance. 
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ill. The Need for Full Funding of NBCCA Recommendations 

SUMMARY OF ACCOMPLISHMENTS 

The CAI was based on certain economic 

and social recommendations contained in 
the NBCCA report. ruch has been 
accomplished in the past 3 years. 

o Democratically elected govern
ments, dedicated to human rights 
improvements, are found in Belize, 
Costa Rica, El Salvador, Guatemala, and 
Honduras; Marxist-Leninist Nicaragua 
stands in stark contrast in this trend. 

* Politically motivated violence in El 
Salvador and Guatemala has becn 
reduced significantly. 

* A fundamrental change has 
occurred in the attitudes of the military 
toward hurnan rights in El Salvador and 
Guatemala. 

* The severe economic slide so evi-
dent in 1980-81 has been arrested and 
recovery is underway in every country of 
the region. 

• Capital flight from the region has 
been reduced, and private investment 
and private capital have begun to return. 

* Nontraditional exports (believed to 
be the economic key to Central 
America's long-term future) are expand-
ing in every country and dramatically in 
Costa Rica. 

* Infant mortality rates are drop
ping more rapidly than targeted. 

e Primary school enrollments are 
increasing. 

* Programs for improvements in the 
administration of justice are underway 
throughout the region. 

0 3,497 "peace scholars" already 
have com e to the United States under 
the Central American Peace Scholarship 
program. 

* Central Americans have begun to 
establish the proposed Central American 
Development Organization. 

In its report, the NBCCA indicated 
that the United States should furnish 
$10-$12 billion in resources and 
guarantees to Central America from 
1984 to 1990. The CAI proposed a more 
modest beginning-a 5-year effort total-
ing some $8.4 billion, of which $2 billion 
was to be in guarantees and the balance 
in appropriated funds from Economic 
Support Funds (ESF), development 

-
CHART IU.S. Itr 
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assistance, PL 480, Peace Corps, USIA, 
and the refugee program.3 Excluding the 
FY 1984 supplemental request of $400 
million, this averages out to an annual 
requirement of $1.2 billion in appro-
priated funds and $400 million in 
guarantees for the 5-year period 

For further information on Peace Corps 
an( refugee programs, see Appendix G. 

1983 1984 1985 1986 

Actual funding against these targets 
as of the end of FY 1986 totaled $2.155 
billion in appropriated funds and $377 
million in guarantees (see Table III, 
p. 18). 

Economic assistance levels for Cen
tral America have been substantial over 
the past 3 years, but they have been 
tps3eb hyae e
diminishing and falling short of the 
levels recommended by the NBCCA and 
in the CAI, particularly with respect to 
appropriated funds. In terms of the 
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original assistance targets, the shortfall 
in appropriated funds will be approx-
imately $760 million by the end of FY 
1987, assuming passage of tile full FY 
1987 supplemental.' Any reduction in
the FY 1987 supplemental level will, of 
course, further increase the shortfall. 

The NBCCA made no specific dollar-
level recommendation for military
assistance. In general, it did recommend 
more aid at a level that would ade-
(Iliately promote tile strengthening and 
professionalization of each diemocra;:y' :
armed forces. An effective security 
shield against violence anl intimidation 
had to be built for Central American 
democracies in order to create an envi
ronment ill which political, economic,
and socia; progress could succeed. The 
need for sustained, sufficient military aid 
for regional armed forces and the 
Nicaraguan democratic resistance 
rein ains. 

)o the Goals Need Modification? 

Most of the ret'comillelati()ns ililtailed 
in the NBCCA report remain sound. It is 
increasingly evident, however, that not 
all of the objectives originally set forth 
ill the NF3CCA's report can ie fully 
achieved within the 5-year tiliefra'nle ),f 

e he b g t 
We believe t daebasic goals of tit-


Ii ns, corelelic staiil izatil, t illst)fii 


transformation, and spreading tile 
benefits of growth llmre ihroadlyl-are
colsistent with the NI(CA recollnen)-
4at;itms and re nmill ;I 5(41n11ll nd( alpl')o-
iriaite f)cusrl Amerista.for U;.S. asistan(' t (e -

It is clear that several of the Illajir 
tarl',ts unlder these goals will requllre 
ahlitional time and all ot the 'esiources 
reconmmendel lY the N[C('A.

Targets utoler strengthening 
democratic institutions were never 
illiantified, and efforts in this area will 
leed to continue well into Ile ]9,)0s. 

Specifically, over itlenext several years, 
we would hope to greatly expand activ-
ities in such areas ;Is theiadministration 
of justice, leadershili traininig, iniJprve-
nent of electoral processes and support-

iThe FY 1987 sreith quovntldreluests ,jioi 
million in 4cillollicilssistlfw,, for the fiir 
Central American dl-craiies, $100 milliin 
of which is fir e;rthilijike rte,)''ry irnEIl 
Salvador. 

TABLE III 
Funding of the Central America Initiative, FY 1984/85-1987 
($ t;,ouszands) 

1984/85 1986 TOTAL 1987 1987 TOTAL 
Supplemental 

Appropriated Funds 

ESF 826993 457,812 1,284.805 415,000 200,000 1,899,805 
Development 

Assistance 
PL 480 

299,933 254,952 554,885 231,062 100,000a 885,947 

Title I 
Title ib 

Subtotal 

130,100 
11,591 

1,268,617c 

89,500 219,600 
19,671 31,262 

821,935 2,090,552 

89,000 
18,181 

753,242 

0 300,600 
0 49,443 

300,000 3,143,795 

Peace Corps 18,200 10,600 28,800 10,500 0 39,300
USIA 7,800 19,500 27,300 15,900 0 43,200
Narcotics 548 874 0326 1,255 2,129
OPIC 4,544 3,330 7,874 3,300 0 11,174 
Subtotal' 31,092 33,756 64,848 30,955 0 95,803 

Total appropriated 1,299,709 855,691 2,155,400 784,198 300,000 3,239,598 

Guarantees 

Trade Credit Insurance 
Program 0 176,600176,600 200,000 0 376,600

Housing 5,000 40,469 45,469 2,600 0 48,069
Commodity Credit 

Corporation 59,700 34,000 93,700 48,000' 0 141,700OPIC 10,103 33,050 .13,153 33,000 f 0 76,153Eximbank 9,943 7,957 17,900 8,500' 0 26,400
Subtotal 84,746 292,076 376,822 292,100 0 668,922 
TOTAL 1,384,455 1,147,767 2,532,222 1,076,298 300,000 3,908,520 
a 
' FY 1987 supplemental includes $100 million for El Salvador earthquake reconstruction. 
b	Includes Section 416 commodities $5 million in FY 1986 and $7.7 million inFY 1987. 

For FY 1984, includes supplemental plus $25 million of PL 480 reallocations only.For further information on narcotics program see Appendix G.t Excludes non-CAl related program costs.
f Projected based on FY 1986 allocations. 

itnu systells, inp~rovement of, local Ieen simultaneously taking place.
governments, legislative processes, Stabilization concerns have directed 
trade ulniol (h'vebliment, and creating a attention and resources away from the 
ride for wo ien il dvelIopment. structural reform; and programs needed 

While economic sta)ilization ias if Central America is to attain the typebeen achieved in varying, detgrees of' self-sustaining economic growthI
tiroughol tile regiol, it is quite frag ile essential to equity and the preservation
alid could he easily reversed be anY (t, denmoracy and hunmn dignity. It now 
significant ecllolic, pilitiial, of' is ohviius thlat tr'ansformation of these 
military setback. Acilhler-3-5 'years will e('iii()Ilries-clatlgintg tie base from 
lit needed to sol1ify the econioluic t railitiolal exports of hanatnas, coffee,
stabliilizatioin pr'o( ss adtl(i ) ensul'e thilat stig l', t'itiil, and Iltlat, to non
the (' CItIl Amn-ricall ecCillllles aWe traditiotal algricultural iproduts and
secllrely oti the road to r'eciver-. Wa ufaitlies-Cill require s inificantlI

The prlonged ecolloic stahilizatiut Illore time than envisioned hy the 
process, ailig 'it her factors, lhas 
affected tile sieed( at whichllle all
importanl economic transformation has 
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NBCCA. Under optimistic projections, it 
will be 1992 before Central America 
again achieves a 5% growth rate-one 
percentage point less than originally con-
templated in the NBCCA repo,'t and 
only slightly more dian two percentage 
points above the annual increase in 
population. 

In terms of spreading the benefits 
of growth more broadly, several specific 
targets may be largely met by 1989 or 
1990, e.g., reduction in infant mortality, 
increased use of family planning serv-ices, improved access to piotable w'ter-,ices impredting thjetiveo wter' 

and meeting the objectives under the 
Central American scholarship program: 
others will not. For example, the crea-tioni of 250,000 jod)s per year iniist await 
an fay 250,00 job perta earmusetono it 
a fairly high and sustainable economic 
growth -ate. Otr i- soc isl hlefit 
tar-gets-f r example, 'iimary school 
enrollment growth and rciuction in 
primary school repeaters-were pra 
overly optimistic withi eithe," tie CAI's 
5-year or the NI3_CA's 7-year time-
frame. Accordingly, we have established 
more realistic targets in edirvation )r 
the region (including El Salvador) for 
1990: 901, groiss enrollment ratios; 7(; 
completion rates; and 1. Years to produce 
a sixth-grade graduate. Finally, it will be 
a long and difficult effori t, inc-rporati 
equitalrly the less adv'lltagrd into the 
new productive base which we a're help. 
ing the Central Americans to buildil. 

Fully Funding the Objectives 

Ve intend to, (ttd tile CAI fully hy 
extending the period of' execution o)f the 
program Iby 3 Years to 1992. The target
growth rate is being rvvseid to slightly 
more than 5%. The exIIsion will 
increase the original hrudget by apirox-
imately $500 million to :I total of $(;.9 
billion ill appropriated fundils while 
retaining the original $2 billion iii 
runiarnte es. 'This extension is re;p msivt-
to fuding limitations under tire mlgdIetT 
deficit reduction act and reflects the iit--
ficulties inherent in the ilinlnentatior 
by sovereign governments ()f essenti al 
reforms. It is attuned to tire plitiical ard 
security realities of tie region at'. the 
external conditions of world mr]iikets and 

investment attitudes. We consider this 
extension of the CAI a practical 
response to a changed situation. 

A 3-year extension of the original 
5-year tineframe will help to ensure 
that: 

There is a solid trend in all coun-
tries toward increased democratization 

I 
an1)(participation of the populace in theelectoral aiSo governing processes;e etoral Central American economies 
a e enral n econo 
are stbilized and well on the road torecovery andt are moving towairit regain-ing or exceeding their precrisis rates of 

g 
Essential structural reformis are it 

ptinit1)1ace or sufficiently init iatedi to pri
Central America to achieve and sustain 
pihositive per capita econic perforn-
I ti ye er cniexit t-cno iiwth; i1n-

a Policies and other lrogrv ;1ami 
plce to lcsure rotidCr participation inn 

lits of tese higher growth 
thos fhefor 

Irojected assistance levels also 
rli cc a shift in einI lI)Isis, b egiirning in 
I"Y 1989- away from stabilization and 

-. 

! 

-dations 

Under its Employment Generation program, 
AID provided a loan to the owners of this 
small printing shop; five jobs were created. 

toward structural transformation and 
equity concerns. Economic Support 
Funds will continue to play a major role 
in this transition by helping to fund some 
of the larger projects that are aimed at 
increasing and diversifying both produc
tion and exports through improved infra
structure, technology, and/or equipment. 
ESF-generated local currencies will be 
paired with U o.S.and other donor 
assistance to support programs designed 
to broaden access to basic social services 
and promote equity. U.S. aid will be tiedtoetr-iirfrmdsgndoputo sector-wide reforms designed to put 

policy, institutional, and financial
 
frameworks in place, to ensure that
 
growth is both quantitatively and
 
qualitatively appropriate and 
sustainable. 

We hope that the year 1992 
represents a reasonaile date by which 
the CAI's major economic objective
recovery-will be achieved and the need 

economic supporting assistance will 
e significantly less. Central America's 

development is a long-term proposition, 
however, and we intend to develop a 
folow-on pirograin for the years beyond 
1992. This will ie needed especially for 
some of the newer initiatives under 
dlemocratizati(in structural reform, and 

rograms to ensure IbroaerIparticipa
tion and huia0 resii-(ce development. 

IN (p. 90) summizes by 
major goal area and majom funding 

source: the levels of financial assistanceunder the CAI alreadly committed or pro
uner thoA I 1987; te pro

-gi-annied thr-ough FY 1987; tile planined 
FY 1988 request; and estimated funding 
requirements beyond FY 1988 and 
through FY 1992 to fund fully and com
plete as many of the NBC(A recommen

as possible. The actual outlays in 
each country may ie less that author
ized if a country fails to implement 
significant ecre nlic reforms. 

Program Sunmary 

Tire rgr aw- nvisilln uder ti e 
extended tinrefrani will iot vary 
significantly fron that currently under
way. h pice of rccoiplisrreit over 
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TABLE IV 
Central America inltitlve Financial Plan, FY 1984/85-1992 
($millions) 

1084185' 19 86b 1987 1984/87 
Subtotal 

1988 1989 1990 1991 1992 i$381't 
Subtotal 

TOTAL 

Economic Stabilization 

ESF 
Development Assistance 
PL 480c 
Trade Credit Insurance Program 
Commodity Credit Corporation 

SUBTOTAL 

707 
21 

130 
(0) 

(60) 

858 

417 
8 

95 
(177) 
(34) 

520 

538 
8 

97 
(200) 
(48) 

643 

1,662 
37 

321 
(377) 
(142) 

2,020 

415 
0 

80 

495 

286 

50 

336 

230 

45 

275 

130 

30 

160 

70 

25 

95 

1,131 
0 

230 

1,361 

2,793 
37 

551 

3,381 

Structural Change 

ESF 
DA 
PL 480 
OPIC Financing 
OPIC Guarantees 
Eximbank Guarantees 

SUBTOTAL 

71 
116 
0 
5 

(10) 
(10) 

1S2 

9 
113 
0 
3 

(33) 
(8) 

125 

14 
91 
0 
3 

(33) 
(9) 

108 

94 
320 
0 

11 
(76) 
(27) 

425 

47 
93 
0 
3 

143 

150 
94 
31 

3 

278 

160 
84 
35 

3 

282 

100 
65 
40 

3 

208 

80 
50 
45 

3 

178 

537 
386 
151 
15 

1,089 

631 
706 
151 
26 

1,514 

Spreading Benefits 

ESF 
DA 
PL 480 
Narcotics 
Peace Corps 
Housing Guarantee 

SUBTOTAL 

25 
160 
12 
1 

18 
(5) 

215 

27 
128 
15 

0 
11 

(40) 

181 

51 
219 
10 

1 
11 
(3) 

292 

103 
507 
37 

2 
39 

(48) 

688 

25 
120 
14 
1 

10 

170 

4' 
1,.0 
9 
1 

10 

i 0 

40 
140 
9 
2 

10 

201 

40 
140 
5 
2 

10 

197 

40 
120 
5 
2 

10 

177 

185 
640 
42 

8 
50 

925 

288 
1,147 

79 
10 
89 

1,613 

Democracy 

ESF 
DA 
USIA 

SUBTOTAL 

24 
3 
8 

35 

5 
6 

20 

31 

12 
13 
16 

41 

41 
22 
43 

106 

15 
17 
16 

48 

20 
18 
16 

54 

20 
23 
16 

59 

20 
28 
16 

64 

15 
29 
16 

60 

90 
115 
80 

285 

131 
137 
123 

391 

TOTAL 

Appicpriated 
Guarantees 

Grand Total 

1,300 
85 

1,385 

856 
292 

1,148 

1,084 
292 

1,376 

3,240 
669 

3,909 

856 
301 

1,157 

848 
300 

1,148 

817 
280 

1,097 

629 
225 

854 

510 
225 

735 

3,660 
1,331 

4,991 

6,900 
2,000 

8,900 

Includes FY 1984 supplemental of $370 million plus $25 million of FY 1984 PL 480 
realLocations. 

Total includes $300 million requested in FY 1987 supplemental, $100 million of which is destined for El 
Salvador earthquake recovery.c Includes Section 416 commodities for FY 1986 and FY 1987. Oulyear levels for Section 416 are depen
dent on regional allocat:ons and future legislative actions, 

Out-year total estimates for guarantees are projected, base, on experience to date. 
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the next 5 years, however, will vary. The 
following provi tes a general description
of program content and focus. 

)emocratization. The continuation 
and strengthening of"democratically 

| 

ehlte1d g ver Imnen ts, demotraLic proi'
e .';es,awl civilian institutions in the 
region are ('ritical to overall success in 
achieving the recommendations of the 
NBC('A relort and the goals of the CAL. 
The elected civilian governments of'the 
region must lie able to govern effe('tively 
and honlestly, to iroltect and extend tilt 
human and legal rights of their citiZens, 
:ld to orgallize alternative progralls 
and clhOise imong them jieicet''lly, 

U;.S. ilit to eni'm-liti'aLtioti must 
. 

gro\w illsiZC aid sO(pIis t i('atioi :iswe,aid " 
the Central Aleri('ans 'ofl'iillt the fact 
that derlnoracy is arl evolutioniary'' prolc
tss involving a range of civic institu
tions, Cliltto'al attitudes, :and socio
politicatl 
cintiniu, 

resourTes. All) prograls will 
to focus on facli tatirg tileelec- Voters in El Salvador, March 1984. 

tiin process itself, exp:ilding citizenllpar
ticipation and leadership training, 
st ret'llining thell'prtessioliil 
'apabilities iiflegislatures, and pro-
110,tir tilt h(''it arii i',ilaeterl'y of 
the plreiss. All) :ils, is wor'kin gt 
UJgroll' the cimiilic't"t'rcv aIinihlep'Id-
elic, (i the ijuditi:rid, the investi-
gativ(. ,'i'I: (t g, Ivertl'qlt so t hat 

ey lrv refetitvol ,vserve the 

Stabilization. We elvisioll that 
Iihane-(f-piynerts assistance to El 
Salvador and lhoriiir'as through ESI. 
('ash tranisf('r. will he required 
thr-ughout tile eriod it gradually 
declirinIg levels. 'S" I''funding fl' 
'aniama arid Belize should riot hie 

requiniredl after !989, or for (osta Rica 

through programs that perinit the less 
advailtaged to play a larger role in pro
duction arnd in the marketplace. We will 
continue to examine ways in which small 
farmers can he integrated into the effort 
to prcduce nontraditional agricultural 
exports as indlependent produceir3 anti 
small- an( niedilIrn-sized ildstrie Cltan 

p llll' arid protet't hiiiui1ui rights.
Tlhe( ('entcal l ric'an 'eaot' 

Scholarshil, Jora'ga, aimel :it!r-lvilhlirg 
(1001 "1'111111I l ars..hqi} p s, %%ill be , I!-

mid (;iattemila after 1991. This :issuno's 
that we will he successfil illco'ivici'ing 
tilt nat i',nsoftthe r('gioll that our coMI 
nmitillelt to, ,colloiliC anif social ri, 

expanid their sales lieyolir narrow 
domestic nuarkets. 

The NB(CA reiport suggested that
infrastructure needed for renewed 

tinued. This highld sti'cc'ssf'u eflrt :tills 
to,not ,ely fiqut 1ilrinees with)[Il.' 

eluals thimt I t' l li'1colnerot'for 
dhen ,ratizatiol alrldour ¢,topposition t,, 

grtllh would require external financing.
Il%had hoped that tile multilateral 

values 114 iristitiitili It" i'ti*'rail'v 
Illt--ec'a'atll'itistirgitclI at the ltess 
advanlta l--t,,increas tidi allility I,,I 
colmlp teilin the it, ,,ilttltit m;rl.:ut-
1 lat'O'. Ve - th r,'erlilieili n\(.hi-
ilIt' t11to faiilitate ilr 'ffrt, toi 
reIdireci I'H rl Attii'ri:1ii ;igriiult ialt 
;arid1 iilriliiit';ii't i'r li"l (i iltEW;i, 
the' highly ,Iol iti'i .e\mworlI iii r t.A 
higly ttiinei wii,ril.f'ci,i. >,,hit it' 
Cerit'al ..\t'rii',i i-Ill A ol,ill -l1'l .1
(,nlipt litiv'.envr m r 

Illadd iti ,n All);.,il I'SI.\ 1111+h 
d,ehe ,l'opars ,trotr, ,Thet','' 

the spreaod of .\l:i'xisil. ilht'wis('. theret 
will It'a1 iiigi l l(fl'h'trlig ec llollit' 

'JIl',pelt'l'cy hy iontitlitng high 1KS1" 
h.'\ils withio :jlIptr'lri:tl'stru'turl 
ltiiu>.tna.st, 

I]'onomic Transformation. As t le 
l'lliiii' i'tIl if forl'' l'" ri,lice-of-

Ilai.v Ill'lt- l'iri-lii'ing Ic lito's, we intend 
tI,shift ill.' fiius ,f-SF fu'nding and it:s 
assl'iatll polic.Y di ulogi ilt tihe 
Ill1;I('rCt'lll+lIlliCA1/d I<''[)H]Oli('y' ;111(1 
itlituti ,nl illtin t : to,rillid ani 
-11st:1illt lfr,,w lh...Ac,)nbiw~tioll (if' 

ievelopmnt banks and other donors 
Would itlaythe major role in meeting this 
roetd. Their i'espolnse has oeen less than 
projected. \Wt will ,teexamiliethe 
infrastructure needs il' tilt r'egiori , par
ticula'lv illRelizi' and in the highlands oif 
it'rhmaila ailI loliuras, to identify 

w\'here farrn-to-rnarket roads, r'ural eec
trificatioi, aiid other relatively smnall
scah' activities i'ouhl play a decisive role 
in hriinging small fr'lnlel's int I diversi
fying eUonlomly. W e,'w\ill also look at tile 
ir-rigationl re'quirenlents of' nontraditional 
crop,.;,regiontal processingf and shipping 

siir al c"qpahilitit's It'('(t't ral .1i.ii'l';iuti 'SF''. th'vSh,}mlel t i t:1i1'l', at1l Fil I';ci'Iitics, :rI, Irctinstriial parks. Ef'for'ts 

cou (s[11:11 wi] (if!c'mip I c si.llpl}'.S, ll w IW i['s(ov.'t1nn linttr-ailing provmram: by"h,-1,] :,.lcl'-l-tl' v'tll eutia] economlic2i2frastructure illl tilt('-IIrenv we! ;111t illll];tlc p~riva:te,:,' Sit]\v:or dama~ged] by inlslurgents and~Elb~y
:\llo-icaIltit (ot altl civi~imlI offi'cial i,,r:t thtI] ,rilllry fillrce1wilind t'co l,ic ;Im rljlealrthqutake. 

IrI I I e r tII( .I ; t(- I S.I , ! i( I tkvI.(( ,' t, t ( ',Vtr,CT . ( I I I i l 'p YII l I , :t. Inwit],-rI:t' -

III( (l'e .;A\ I).l I'i'-i a 1 1 1iI'(In -m - t I . if);t ion ill v~r ,mIh ll i ~ ll~ l[111]1 

I'ar-ti<u ;11 will he, 't,t,,Itelit iill 
tile( mmlk,(1,
que(st i m' ( , crow I~, luit 
throulgh Kiv,' l a rgetsse hill 
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Spreading the Benefits of 
Economic Growth. The NBCCA 
recognized that economic growth alone 
does not ensure greater equity for low-
income groups. I)is)arities in income antI 
economic opportunity-)artictilarly in 
Guatemala, El Salvador, and 
1londuras-are wide and in some cases 
growing. They must be reduced if 
economic and political gains are to be 
preserved. A shift to higher vale, non-
traditional agricultavial crops and 
increased indu(titrial exports will itean 
little if workers lack basic educationi and 
if skills training is not available. 

Availability of agricultural credit ha.; 
little impact on small farmers who d1o 
aot qualify fer it because they dto 1,ot 
twin their farlns ttro have secure and 

equitld)h t(nut-c ai-anugelinceits. EIvei ill 
areas wherc the eonomic and social 
effects are, lss dlirec't and longer 

such aS Cihilt snirvival, mitlritiol, family 
planning. and h-tter httnsing-early 
lro .ress is essential if the t'ltiteti States 
a itt ie te ed gt t vett iinel itts the 

regioi are to telitonstratc c,,lviul'illy
that deuntuacy is preferllt ti 

totalita'ian and Marxist -egiltits. 
As ect (nlic stahilizatiti is 

:icliieved we will expand our rtgra is 
il the etuity arca through a mixture of 
de Ihptinelit assistance. ESF, Fottd for 

*~ 

V1 

ihWk 

Peace. local currency generations, and 
housing guarantees. These programs will 
he concentrated in Guatemala, El 
Salvador, and Honduras and will require 
gradually diminishing U.S. support. 

Funding Alternatives 

This section describes the broad 
nmacroeconomic implications of three 
funding alternatives that were 
considered. 

Option 1: Funding Stretched out to 
FY 1992. (This is the chosen option.) We 
project that stretching out the program
through FY 1992-witti total appro-
priated ft(ting of $6.9 billion-wol 
fulfill its main economic, social, and 
political objectives. Econoinc growth in 
1992, at 5.2%, would k lower than the 
oer)riginaltarget but wi ;, Ie sustaina~le 

at that level in subsequ,.,,t years with 
lower levels of assistance. Equally 
inlptrtant, the social andt e ocrati-gtit Iast tf thIt rt gram wotl tle more 

se irely ill place.
Acievement f tese esults 

as satlines continued ecnOtmic pol0icy 
reftrm by (entral American govern-
ine ts. Vith(t such action, we wouh 
pirojuct a 1992 growth rate Of only 3.2% 
even with full funding. Iowever, we 

asustaining 

lid 

would continue to condition our aid to 
such reforms, so actual funding levels 
would be adjustea downward if reforms 
were not forthcoming. 

Option 2: Full Funding by 1990. 
Were full funding of the CAI to occur by 
1990, we project, under favorable 
assumptions, that growth by 1990 would 
nearly reach the original growth target 
(5.8% v. the targeted 6%). This would 
require about $1 billion more in appro
priations during FY 1988-90 than the 
funding profile of Op'ton 1. It was 
rejected for two rea-,,":s. 

While achieving the growth target 
for that year, tie growth would be arti
ficiIlly induced andwtld not be self

su taining, s growth rate-, -fter 1990 
would fall sharph, causing backsliding 
on the progress made th,ough 1990; and 

• It would increase tile risk that 
Central American governments would 
fail to undertake assumed policy actions,
thereby reducing tile effectiveness of the 

assistance and tile prospects for sustaied growth. 

Without the policy actions, we pro
ject a 1990 growth rate of 3.1%-only 
slightly higher than population growth. 

Option 3: Achieving 6% Growth by 

1990. Under the most favorable assump
tions, slightly more than $7.2 billion 
would be required to achieve 6%1'growth 
by 1990. We rejected this option 
because, as indicated in the discussion of 
Option 2, this growth would not be self

after the end of large-scale 
aid. 

As in thle previous scenarios, 
achievement of the goal would require 
continued policy action by Central 
American governments. If such policy 
actions were not forthcoming, the addi
tic nal cost of achieving the 6% growth 
by 1990 would rise dramatically to $11.2
billion. 

Status of Other NBCCA 
Recommend,,tions 

The CAI, as proposed and carried out 
thus far, embraces most, but not all, ofthe NBCCA recommendations. As we 

have gained experience with implement-

AID provided assistance to this small bakery in Panama. 
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ing the program, it has become clear 
that some of the specific NBCCA recoin
mendations are no longer appropriate. 
Examples are noted below. 

Organize a Meeting of Central
 
American and U.S, Leaders. The
 
United States did nol initiate such a
 
meeting for a variety of reasons. An 

anualI1 private sector-sI -osornlur 

fere nce in Miami, however, Irings 
togetner the liolitical aid economic 
leaders of Central America, the Carih
bean, and the IUnited States. In 198(26, 
President ('erzo of (;uatemala called a 
meeting of all ('entrarl Anlitican leaders 
inEsquipilas, (ualri'ala. at which 
reioni1l i)olticai('l and ecorionlicis1,,11
 
were1,1i('us",,i. lormer Iresiderit 

Moll. c of Coesta ~,'Iheg:1n dtisc'ussionsic 
(11 trait' irrbhlalces aild wvys to. 
2r.e iiu tI Ricalir li (' -h (0 Ie r~i IIsi 
reinvigorate i li 'enutral A meiricani Com-
mlon Market. Sinilar Illeetings are likely 
to take place over titl next few years, 
especially if a t('ntral Anerican 
l)evelopneit Orgainizatini ibecinies i 
reality (for details on ('AI)t). see 
Aji ,nildix 1"). 

Revitalization of the ('ential 
American (onmmon Market (C('At1). 
Stllbseqluent to ih N'('A report. ni 
All)-finm i'ed stlily , 11l,, ('A('M rtcolll-
niended against Irvingl to revitalize tli(, 
(':A,M through enrergtenicy f*;iI'il 
Creilits, as suggested illtll, NRC'(:\ 
repiut. e iy relirs weh i, 
have stinulated trade (ol;Isivt~ihird 
I)asis il lihIt of, ' ()"lh disc'iuliiwiirri 

x(Ihallrge r:tes inl tie negii. We l, 
focusing ('.I ih(,'exchalge rite lolil 
Ithrough 1it\'Iilareril pl ic*vdialogues. 
BtcaLise ftitili'e gr ti'cioi(Mi wth ill tl 
re1giol Wil ti l t reiliniillail ,iv fromi 
expits to cXtiriregiolrl iia1-kels. rir 

prlimary (oli(eri is hi slisurt that tli 
region's iurrericits are ii tulle Witi tilt, 
world cnTrrtrCy r,girlie. :\ltlough tlie 
1.S, (;overrri'nnt has deferied taking 
attion, there have hen Si io('11:tihtllhYm 

i0ilsinenrl sighs I interesth eiiltrallie,(', 
Anericacns in reviving the ( 'A('M. Th 
1141st rioteworlhry is theligreerlii'rt by 
regioi'S eonominic irninisters io inlr'ducc 
ai new inst r1rirent for Ih, (O'w('Mthlat 
uray lell) inci'reIse illltrr-cgitriirIrhade 
wi) lit ri-ilrrg Ilhe rise if hard 
iirrni('es. 

"
 

x 

' ' 
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AID helps small pig farmers in Belize to learn the latest swine production techniques. 

Establish a Venture Capital ('ill-- 'ABEI nIember couintries. C3ABElI also 
ploration. This reiluiiieriilatiiri is still has secured vollilier,'ial refinancing in 
being studied. In tle lileanltlirri, it least the irriloullt of ;$1'iY) million. The project 
tlhre ctullitrics ill lie reoiolii art il ilsio calls upoll(,ABEI to raise alladdi
various stiagts of tpsllhsini private tiolnal $50 million in capilal frol extra
hirveslnitnit'lcilU;lirlls. Of& is ilrtaly regional sotuRcs lbyAulgIst :11, 1987. 
operating ill R'tica. ('ABEI's Offl-ts toward ieeting. thisr:uild sinilr-

isitiltfioil: art iliilr consiuler'ation iii C"oditioni are proceeding well, and as 
Hlliliili;ls a1) lEl l!'. A;i:\ tludy !,I' lii'h is $100) million might be raised ill 
ltifeasililitY (f"Stalilislig a rclgir1ii lai-inl (';iiital and/or concessionary 
vera nr ctijil:d ir'rtim hvleu liS. All) eXliects to signlll greetlient 
initittil, lri wilh 'I lroaitr Ul.., this fiscal Year for $15 million in h~lusingl 
nari t oLrioi dinlil- :inl luig-tcr,ll (Tul.t niltes ;aid $1 illiori illraillt 
firu;iriil mirinit'nts. and policies :Sstii'u' to sUtil-Li I lousing and 
imi t, to attract 'origl inivestiiil. It' I rilalilvelopilleit prograni for the 

ilie .--t(Il results of the regional veIltlure r'inl. 
capil ('orpior'ation sliiy ;Ire favoralde, 
tie ecarliest late at whi(ch AII) could irni- Aplropriate Funds for Central 
iate a i'roJect of tlis kind is l' I9S, America on a Multivear Basis. 

klthouigh this was initially jidlgel! to lie 
The IT. (overninent Should .loin politically inlfeasitle, it reielilis illost 

the Central American Bank for desirable. ('ongress has authorized 
Economic integration (('ABEI). Tle ;iplro'iiitions for nornnilitry assistance 
I riteid lales !has;i;Iligstaildirig loliby to ('entral Arier'a throughl FY 1989) 
,f(Iot joining irtakirng quitv positions (Section 4 li;of the Foreigrn Assistance 
insulriioal haliks. While the I 'riited Act) ind has iade funlds aliprolpriatel in 
States did rll . eare the FY 1987 Foreign Assistance Ailtro,in ('A., we 
assistingl I tirough a $S5)-niilliri hriation Act availlable for obligation over 

r iothalln ;irl r(late(d t(chilicial -yeir jieeriodI. These measiIItres demon.
assistlance project. Illlhw' 18 rritlis that stlate a willingliness by ('ongress to 
ihis trotiefi has teenel ill oleration, tle ahress the issues considered hy the 
1.T. roir rilkiitil his lielped rirh iliout N 'CA in tIe long'.r term. 
tre Ilayrill :,,8 iiill lragesit' uillii ar 
ari $1) riilliuor ilflew c~lpiial fri 
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IV. Agricultural Commodity Assistance 3nd Programs 

The Congress, in Section 205(2) of the 
Foreign Assistance Act, stated that: 

... the report requested by paragraph (1) 
shall include an analysis and recommenda- 
tions, prepared in consultation with the 
Secretary of Agriculture, on how more effec-
tive use can be made of agricultural com-
modities from the United States in alleviating
hunger in Central America and contributing 
to the economic development of the Central 
American democracies. 

Over the past 3 years, the United 
States has provided increasing amounts 
of food commodities to Central America 
under various sections of PL 480 as well 
as under the authority of Section 416 of 
the 1949 Agriculture Act. The major 
commodities that we provide to Central 
America are wheat, corn, rice, vegetable
oil, dairy products, taliow, and breediu;g 
livestock. Actual tonnages provided have 
increased, but because of declining vorld 
prices for many of these commodities, 
the total dollar equivalents may not 
show increases (see Table V). 

While the global funding levels for 
the PL 180 program were cut in FY 
1986 and FY 1987 due to budgetary con-
straints, these reductions have not been 
as severe as in the case of ESF and 
development assistance. Therefore, food 
aid is assuming a relatively larger role in 
our total resource flows. 

The U.S. Government will continue 
to use its food aid authorities to support 
the CAI. Food aid provided under the 
concessional loan authority of Tile I of 
the Agricultural Trade Development anti 
Assistance Act of 1954 (PL 480) will con-
tinue to be the primary means of 
assistance in this area. In addition to the 
ongoing use of this authority to help 
meet the agricultural commodiity import 
needs of these countries with minimal 
foreign exchange use, recent actions by 
Congress offer a newer benefit of this 
program. 

A new Section 108 in Title I 
authorizes a program that will promote 
the local private sector as the means to 
economic growth. This new section 
allows the United States to sell 
agricultural commodities, up to the 
authorized levels, for local currencies. 
These U.S.-owned currencies are lent to 

financial intermediaries, which then 
make loans to the indigenous private sec-
tor based on commercial practices. This 
new effort will allow more effective use 
of U.S. agricultural commodities to pro-
mote private sector economic growth in 
the region. 

A second new program, Food for 
Progress, also may be effective in the 
region. This program, which is author-
ized by Congress through either PL 480 

or a newer food aid authority (the Sec-
tion 416 Overseas Donations Program), 
provides for multiyear donations of U.S. 
agricultural commodities to support 
countries "that have made commitments 
to introduce or expand free enterprise 
elements in their agricultural econ-
oraies .... " The multiyear nature of this 
program will enhance its effectiveness, 

Sec'Ion 416, which makes use of 
agricultural commodities owned by the 
I)2partment of Agriculture's (USDA) 
Commodity Credit Corporation, also has 
recently helped countries in the region 
affected by the required changes in U.S. 
sugar quota arrangements. These pro-
grams have allowed the recipient 
governments to sell the U.S. coin-
modities locally, thereby creating funds 
t . support development activities, 

USDA's Office of International 
Cooperation and Development (OICD), in 
coop2ration with AID, has successfully 

TABLE V 
PL 480 and Section 416 Assistance 
for Central America, FY 1981-87' 

(supple- (actual) (actual) (est.) (est.) 
mental) 

Title 1/11125.0 105.1 89.5 89.0 308.6 
Title II -- 11.6 14.6 10,5 36.7 
Section 

416 - 0.0 5.0 7.7 12.7 
TOTAL 25.0 116.7 109.1 107.2 358.0 

aExcludes World Food Program assistance, 

completed many programs to alleviate 
hunger and help Central Americans 
achieve economic development through 
scientific and technical exchanges, 
technical assistance, training activities, 
and agribusin 2ss promotion to facilitate 
trade, ipvestment, and employment 
generation. 

USDA's Animal and Plant Health 
Inspection Service currently administers 
several important long-term programs 

with Costa Rica and other Central 
American countries to suppress the 
Mediterranean fruit fly, to eradicate 
cattle screwworm, and to conduct 
phytosanitary preclearance programs for 
fresh fr-uits and vegetables. 

OICD's Private Sector Relations 
Division has successfully channeled 
development efforts through agricultural 
marketing workshops for the region, 
providing a forum not only for practical 
marketing information dissemination but 
also for establishing and strengthening 
business contacts and trade with the 
U.S. private sector. 

OICI)'s Scientific and Technical 
Cooperation Division and International 
Research Division are involved in pro
grams that were designed for mutual 
benefit to the agricultural sectors of both 
the United States and the cooperating 
country. Collaborative research efforts 
are underway with Costa Rica to identify 
and evaluate fruit flies, study the prey
alence of blue tongue virus in livestock, 
and determine the effectiveness of 
pheromone bait hives in attracting and 
capturing Africanized bees. 

These activities are providing better 
and more efficient use of agricultural 
assistance to support the CAI. 

In addition, under PL 480 Title I 
agreements, several Central American 
democracies are undertaking self-help 
activities designied to contribute to 
economic development. Costa Rica is 
pursuing measures intended to stabilize 
its economy and reduce government 
budget deficits, including aore rational 
agricultural pricing policies; expansion of 
grain storage, handling, and marketing 
systems; reduction of postharvest losses; 
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and irnprovements in administrative and 
operational efficiency in supporting 
government agencies. 

The Government of El Salvador is 
continuing efforts to improve production 
incentives offered to small farmers and 
provide financial support for mainten
ance of agricultural storage facilitie! andI 
other rural support activities, such as 
basic community services, rural employ-
ment generation, rural potable water 
facilities, and supplementary feeding 
prograis. In Guatemala, efforts empha
size increased use of the private sector 
in distribution of Title I (ommoldities and 
support (,t agricultural sector develop-ements. In) 110ondura s, the PI, .180 Title I 

agreements support activities in animal 
and plant health, and in agricultural 
education. All the countries in the region 
are either currently implementing or are 
in the process of c,'ncluding agreenlonts 
under the Section 116 programs.seveal 
ot .,hich are designed to conlpensate for
the rcilution i the sugar quota to the 

egionEdgrowth/reproductionIni El o-alvado'. G;uatemala, and lhIo
duras, PL 480 Tith I1 ollnloditi(s s :)
port maternal and child hcalth, school
feeding, and food-for-work prograns 
that enhance nutritional levels among 
pregnant and lactating women and their 
young children. Based on a decade if 
evaluating findings concerning the 
design and iniplementation of Titl, II 
programs, All) has developed anl sent 
to private and v(,lluntary organizations 
and to AID missions revised guidance
and technical review procedures for ll, 
180 Title 11 Operational Program Plhs. 
These new ProcedUres require tile 
following: Iprecise statements of' prograni 
objectives, detailed identification of 
target populations, detailed desc ription.s 
of problems to ibe addressed, and iden
tification of complenentary inputs 

..... Id 
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This Central American agricultural analysis and research facility conducts quick 
experiments on bananas and pineapples 

(liesides fiod) iic'ss:ry foir achieving_, development. It is iiportant to notepiroject oblij(tivcs. Tlie listitite of several constraints to the overall amount 
Nutrition fir ('tnt ral America and of' commodity assistance that (an he pro-
I1anamma will he providing techilica1l vided to these countries. One is the linit 
assistance to governments and private of their absorptive capmities; there is 
and vilunltalv agmelicies to stirengthltl oIly so inmch that the conlltries can 
their 'allc .ity to h.sigii, Inlollitor, alld tore, ilistribute, anld use. S8econd, we 
evaluate Title I1 priigraius. have to be (alreftll that our assistance 

The \(nin;st raoin is making major does not result in disincentives for local
effrts to t'se these pr*ogramls mie, fariners whose livelihoods delend on
effectivelv t allo%iate hunger in Centtral producing many of these items. Given 
America and cintrihute to ecionmnic' these considerations, however, we 

believe that we are using toinmlodity 
assistance creatively and effectively itl 
Central America. 
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APPENDIX A 

NBCCA Recommendations 

No. Recommendation No. Recommendation No. Recommendation 
1 

2 

3 

4 

5 

6 

7 
8 

9 

Organize summit of U.S. and 
Central American leaders. 

Increase private sector 
involvement. 

Establish U.S. Government role 
in renegotiation of official debt. 

Encourage renegotiation of 
private debt. 

Increase economic aid in FY 
1984. 

More emphasis on housing and 
infrastructure, 

Provide trade credit guarantees. 
Revitalize the Central American 

Common Market. 
The United States should join the 

21 
22 

22.1 

22.2 

22.3 

22.4 

22.5 

Promote small businesses. 
Accelerate agricultural 

development; 
Provide long-term credit for land 

purchases by small farmers; 
Study the holding of idle, poten-

tially productive land; 
Improve title registration and the 

defense of property rights of 
farmers; 

Provide short- and medium-term 
credit for working capital 
improvements and equipment; 

Encourage pricing policies which 
protect the interests of both 
producers and consumers; 

24.3 

24.4 

24.5 

24.6 

24.7 

24.8 

Expand secondary-level technical 
and vocational education and 
apprenticeship programs; 

Increase support for education 
programs in business and public 
administration; 

Expand the International Execu
tive Service Corps; 

Develop a program for 10,000 
government-sponsored scholar
ships; 

Prepare and implement a plan to 
strengthen universities; and 

Subsidize translation, publication, 
and distribution of books and 
educational material. 

10 

Central American Bank foL 
Economic Integration. 

Should be a major increase in 

25 

25.1 

Expand health and nutrition 
programs; 

Increase technical assistance for 
other donor assistance to Cen- health programs; 

11 

12 

13 

14 

tral America. 
Authorize $8 billion in _I.S. 

assistance funds and 
guarantees for 5 years, FY 
1985-,Y 1989. 

Appropriate funds on a multi-
year basis. 

Require host government 
economic policy reforms. 

Help create a Central Americanl 

"The best route to consen-

sus on US. policy toward 
Central America is by 
exposure to the realitiesof 
Central America. 

Henry Kissinger. 
January 10, 1984 

........... __-_....iinterventions. 

25.2 

25.3 

25.4 

j 25.5 

Eradicate vector-borne diseases, 
e.g., malaria and dengue fever;

Expand oral rehydration and 
immunization programs; 

Train primary health care 
workers; and 

Encourage adequate public invest
ment in primary health care and 
in preventive and environmental 

15 

15.1 

15.2 

Development Organization. 
Use economic aid to promote 

democracy; 
Promote community organiza-

tions and democratic 
institutions; 

Expand USIA's binational 

22.6 Encourage an equitable distribu-
tion of agricultural wealth, 
including agrarian reform and 
land-to-the-landless type of 

26 

27 

28 
29 

Continue AID population and 
family planning programs. 

Strengthen judicial systems; 
impose sanctions against death 
squad members. 

Support refugee programs. 
Give more military aid to El 

15.3 

16 

17 
18 

centers; ano, 
Increase USIA's exchange 

programs. 
Help Central Americans to 

receive duty-free trade with 
other countries. 

Review U.S. nontariff barriers. 
Promote exports from Central 

22.7 

22.8 

22.9 

program; 
Improve and exl)and rural infra-

structure, e.g., roads, storage 
facilities, and rural 
electrification; 

Increase rural research and exten-
sion programs; 

Halt deforestation and environ-

30 

31 

Salvador. 
Authorize multiyear funding of 

military aid to ensure 
predictability. 

Military aid to El Salvador should 
be tied to periodic reports on 
human rights, progress toward 
free elections and elimination of 

America and development of mental degradation; and death squad activities, and other 

19 
energy sources. 

Establish a venture capital 
22.10 
23 

Increa-e support for cooperatives, 
Increase emergency food aid. 

political reforms. 

20 
corporation. 

Expand Overseas Private Invest-
24 Increase funding for training and 

education programs; 
ment Corporation insurance 
coverage, 

24.1 The Peace Corps should expand 
recruitment of teachers to serve 
in a new literacy corps; 

24.2 The Peace Corps should expand 
recruitment of primary, second
ary, and vocational teachers to 
serve in a new Central 
American teachers corps; 
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Summary of Commission Report' 

OUTLINE 
The report, which was dedicated to 
Senator Henry ,Jackson and transmitted 
to the President on January 10, 1984,
consisted of the following chapters: 

1. Introduction and basic themes. 
2. 	 Placed crisis in larger hemispheric 


context, 

3. Provided historical perspective. 
4. Examined prospects for economic and 

political development; presented
recommendations.5. Discussed social issues-heilth and
.Discssedscaaisueearltd aide 
education slatiCUlarly-and made 

h. 	 Explore security issues an iecom-
mexled 1u.8.action. 
7.m:ed U.doatio. sneed
7. 	 Looked at diplomatic sects an 

offser reconroiatioistl il'-

suing negotiated settlements. 


So clsion. 

-(n 	security and diphmatic issues, 
tile report dealt with 1"lSalvador, lon-
duras, Nicar'agua, Guatemnala, and (Costa 
Rica. Panama and Belize were included 
for ti:scusSion of de lopletnt programils. 

MAJOR THEMFI'S SET FORTH 
IN TilE COMMISSION REPT)I' 

-The crisis in Cent'al America is 
acute. Its roots are indiglenous-it 
poverty, injustice, and closed political 
systems. But world economic recession
and Cuhan-Soviet-Nicaraguan interven-
ti,.;,
brought it to a head. 

-The crisis will not wait. I: must be 
ad(h'essed at once and situiltai'o usly in 
all its aspects. Ultimate resolution:: 
depiend oi economic progress, social and 
political reform. But insurgencies must 
be checked if lasting progress is to he 
made on these fronts. 

-Indigenous reform, even indige-
ious revolution, is no ti'eat to the 
United States. But the intrusion of (ilt-
side powers exploiting local grievances 
for political and St'attergic advantage is I 

Fronim "The U.S. and (CltralAierical: 
Iipleienting the National Bilartisano,,m-
nission Report," Special Report No.1.18,
August 1986. 

serious threat. Objoctive of U.S. policy 
should be to reduce Central American 
conflicts to Central American 
dimensions. 

-United States has fundamental 
interests c2tstake: Soviet-Cuban success 
and resulting collapse (C'_'entral
America would compel substantial 

increase ii. our security burden or" 
redel)loyment of forces to detriment of 
vital interests elsewhere, 

-As a nation we have deep and 
historic interest in the promotion andl 
preservotion of democracy. Report con-
eludes that pluralistic societies are whatCentral Americans want and are essential to lasting solutions. In this case, our 
st,'ategic interests and our ideals 

coincide. 
-Central Americans desperately 
our help, and we have a moralobligation to provide it.The United 

States and other nations can make a ilif-
ference. But, il the end, solutions will 
depend on the efforts of Central 

Anericans themselves. 
-Although there is urgent need for 

action, no (quick solutions can lbe 
expected. The United States must make 
a long-term c )Mniitment and stick to a 
colherent )olicy. 

-That policy can and should he 
hipartisan. Colimnission found wide con-
senstis on priinciples and objectives. 

POLITICAL AND E('ONOMIC 

DEVEILOPMENT 


-Central American econoimnies grew 
subhst atitiailly ,l'u-ing tile 1960s am1d ear'ly
I 970s. But income distribution was 
Iilly i ablequitah,except in Costa Rica 

and Panama. 


-Trendl toward more pluralistic

political systems in El Salvadom, 

Guatemala, and Nicaragua reversed in 

early 1970s. 


-World recession and rising political
violentce had catastrophic effect cnl 
region's ecomiles in late 1970s, early 
1980s. All have declined dramatically. El 
Salvador's gross domestic product is off 
25% since 1978. 

-Even with slCcess fu]i stahilization 
prtogl'ams ,nd restol'ed p"litical stahiity, 
per cap it a wealth in 199) woulh only he 
three-quarters of what it was in 1980. 

--There must be substantial increase 
in outside assistance. 

-Commission believes e('onomic 
development cannot be separated from 
political an(l social reformn. Objective 
must le parallel development of 

pluraliste societie. ,nd strong
 
economie? ,,ith far more equitable
 
distribution of wealth. 

-We propose a program of U.S.
assistance designed to promote economic 
growth, democratization, and greater 
social equity. 

-We encourage the greatest pos

sible involvement of the U.S. private see
tor in the stabilization effort. Recom
mend the formation of an emergency 
action committee of private sector per
sonalities to provide advice on new 
private-public initiatives to spur growth 
and employment. 

Recommendations: An Emergency
 

Stabilization Program
 

-Leaders of the United States andCentral America should meet to initiatea comprehensive approach to economic 
development of the region and rein
vigoration of the Central American Com
mon Market. 

-A $400-million supplemental in F1 
198-4, over and above the $477 million
 
now in the budget for the seven coun
tries. There is urgent need to stabilize
 
economies now going downhill very fast. 

-Focus this assistance on labor
intensive infrastructure projects and 
housing. Unemployment is a critical 
problem-politically and economically. 

-Establish a program to provide
U.S. G;overnment guarantees for short
term trade credits. External credit has 
dried up. Without it economies cannot be 
reactivated. 

-Provide an emergency loan to the
 
Central American Comnmon Market to
 
permit tile reactivation of this vital
 
organization. Lack of resources in tife
 
market to settle trade accounts among
 
the countries has stalled it.
 

-U.S. Government should take an 
active role in the efforts to resolve the 
external debt problems of Central 
America and should encourage the coun
tr-ies that have not done so to seek 
niultilateral rescheduling. 

-Also encourage commercial banks 
to renegotiate at the lowest possible 
interest rates. 

Recommendations: Medium 
and Long Term
 

-Commission estimates $24 billion 
in net external exchange inflows needed 
by 1990 to foster a growth rate of 3% 
per capita, returning these countries to 
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prerecession levels of per capita wealth. 
About half-S 2 billion-is expected to 
come from international institutions, 
other donor countries and loans, and 
investments from private sector sources, 

-U.S. Govornment will have to pro-
vide as much as S12 billion if these 
financing needs are to be Inet. 

-We propose, in this contex:t, a pro-
gram of $8 billion over next 5 fiscal
y(ears (-'Y 1985-89) in U.S. Governmeit 
a.sistance. This would Ixdivined very 
roughly into about $6billion in appr.o-
ried funds and about $2 billion in con-

tinent liabilities covering guiarantees, 
insuranIce, and tile like. 

-Compared with current projections 
for FY 1985-S9, these conltributions 
would constitute an increase of about 
$2.8 billion in a inpropriated fund s and 
,0.7 billion in contingent liabilities over 
the 5-year perio(l. 

- Urge that Congr.ss authorize 
multiyear funding of this program. Con-
mission believes firm, !ong-term commit-
ment is essential. 

-To give form and stri-ucture to the 
development effort, suggest establish-
ment of tile Central American Develop-
ment Organization (CADO). Perhaps 
one-quarter of U.S. aid could be 
channeled through CADO. 

-CADO would consist of the United 
States and those countries 4 the seven 
willing to 'omomit themse'ves to internal 
democracy and reot'm. Continued 
membership would de ricd dIon emonl-
strated protrress tOward those goals. 
Adheronce to regional security pact also 
req t,'red. 

--Nicaragua could participate hy
Ineeting these conditions. 

-CAD.s principal body Would be a 
Development Council with tripartite, 
ILO [International Labor Organization]-
style representation. Would assess p~ro-
gram and progress toward economic1 
growth, dernocratization, reform, and 
pr-.;er'\at ion of human rights.

-Other democracies wold be 
invited to join. 

Additional Recommendations 
-Expanded assistance fr'trn the U.S. 

C overnment for democratic institutions 
and leadership t ini ig-neighborhood 
groups, cooperatives, binational centers, 
and visitor programs for leaders of labor 
unions, local governments, and other 
organizatias. 

- Require a fitI commitment )ythe 
Central Americans to economic policies, 
including reforms in tax systems, to 
encouraige private enterprise and indi-
vidual initiative, to create fnvonrable 

investment climates, to curb corruption 
where it exists, and to Spur balanced 
trade, 

-- Urge extension of duty-free trade 
to Central America by other major 
trading nations, 

-- Review nontariff barriers to 
imports from Central America with a 
view toward using whatever flexibility 
that exists within the framework of
multilateral agreements to '.Lvor Central 
American products. 

-Establishment of the Central 
American Development Corpi ratior--a 
privately owned venture-capital company 
which could initially be financed a 
loan from the U.S. Government. 

-Recommend that the United States 
join the Central American Bank for 
l'conm ie In tegrationi. 

-'eChlical and tinmncial support for 
export promotion ant a U.S. Govern-
Inent review of nontariff barrie,'" to Cen-
tral American imports. 

-Expanded availabi!itv of insurance 
guarantees for new investments from 
the U.S. Government's Overseas Private 
In'estmle.t Corporation. 

-Increased focus in assistance pro
granis on small business and accelerated 
agricultural developmnt-particularly in 
production of food for domestic 
consumption. 

HEALTH AND EDUCATION 

-l)emocracy and prosperity in the 
region require accelerated human 
development. hunger, disease, and illit-
eracy sap a tpeople's vitality and impede 
the growth of viable democratic 
instittions. 

-I.erac t unacceptably'ares are 
low in severzi countries (e.g.. Guate
mala, .151o: El Salvador, 6;3LU; Honduras, 
(;0'!;%), handicapping education efforts 
seriously. 

-Widespread malnutrition also 
handicaps edlucation by Snling phsi-
caly and mentally underdeveloped 
children to school. 

-Goals should include a 'eduction of 
malnutrition, elimination of illiteracy, 
expanded education, health, and housing 
opl)orti'nities. 

-- Initial efforts must be to increase 
food assistance to Central America 
thr'ough thlU 'L -ISO lprog ants. 

-Con'mission calls for formation, 
under direction of tie Peace Corps. of a 
Literacy Corps and a Central American 
Teachers Corps. 

-To meet needs in higher education, 
[.T.SGovernment scholarships should le 
raised to approximately 10,000 over 4-6 
.'ears, a level comparable to Cuban and 
Soviet Union efforts. 

-Educational reform can also be 
encouraged in the areas of technical and 
vocational education through the expan
sion of the International Executive Serv
ice Corps and through closer cooneration 
with Central American universities to 
improve tile quality of education. 

-Judicial systenis in Central 
America can be strengthened by pro
viding resources for training judges,
judicial staff, and public prosecutors. 

-Continuation and expansion of 
existing programs for disease control 
and eradication, as well as immunization 
and oral rehydration. 

--Training of primary health 
workers, especially nurses, should be 
expanded and the means developed to 
integrate prvate and public financing of 
health services. 

-Assistance programs should target 
tile area's severe housing shortage. 

-Training of public administrators 
required to improve public service. 

-U.S. Government should provide 
nrore iesources to meet critical problcm 
of refugees and displaced persons-iaore 
than 1 million of them need help. 

SECURITY ISSUES 

-In El Salvador there are two 
separate conflicts: (1) between those 
seeking democratic reform and those 
seeking to retain their privileges; (2) 
between Marxist-Leninist guerrillas and 
those wlo oppose Marxism-Leninism. 

-In disc,isqing the latter we identify 
three general propositions about such 
guerrilla movements: 

(1) They d--ond on external sup
port. Without it they are unlikely to 
succeed. 

tum which reform alone cannot stop.
(3) Victorious, they create 

totalitarian regimes, even though they 
have enlisted support of democratic 
elements in order to project democratic, 
ieformnist inage. 

(u) catwhieorm the 

-External support comes from 
Soviet Union, Cuba and now Nicaragua. 
Cuba has developed into a leading 
military l)ower through Soviet 
assistance. Since &ndinista victory, 
Soviets have come around to support 
Cuball strategy of armed road to pow,' 
in Central America. 

--There are serious strategic impli
cations for the United States in Soviet-
Cuban support for armed insurgency in 
the region. 
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-Triumph of hostile forces there 
could require us to devote large 
resources to defend our southern 
approaches. 

-This could mean either substan-
tially increased defense burden for the 
United States or redeployment of forces 
to the detriment of our interests 
elsewhere. 

-Threat to our shipping lanes in the 
Caribbepn. 

-Increased violence and dislocation 
in the area from which we could not 
isolate ourselves. 

-Erosion of our power to influence 
events worldwide as we are perceived as 
unable to influence events close to home. 

El Salvador El Slvaor 

-The war is stalemated, a condition 
to the ultimate advantage of the 
guerrillas, 

-- U.S. military assistance is ir.ade-
quate to permit modern, humane, and 
successful counterinsurgency. 

-Commission recommends that the 
United States provide significantly 
increased levels of military assistance for 
greater mobility, more training, higher 
force levels, and more equipment. 

-Assistance is to be conditioned 
through legislation on terminating death 
squads, progress toward democracy, and 
establishment of the rule of law. 

-In Guatemala, such assistance 
should only be provided if the same 
terms are met. 

-Increased military assistance also 
needed for Honduras to build a credible 
deterrent and to meet renewed efforts at 
insurgency, 

-Commission concludes that U.S. 
security ir.zerests are importantly 
engaged in Central America. Larger pro-
gram of military assistance needed, as 
well as expanded support for economic 
growth and social reform. 

-Success will depend on an end to 
massive violations of human rights and 
the neutralization of external support for 
the insurgencies. 

THE SEARCH FOR PEACE 

-A successful U.S. political strategy 
in Central America requires resources to 
promote economic growth; vigorous 
efforts to advance democracy and 
reform; other inducements and 
penalties. 

-General strategic objective of U.S. 
diplomacy in Central America should ba 
to reduce the civil wa-s, national con
flicts, and military preparations to Cen- 
tral American dimension. 

-Specifically, we should seek to stop 
the war and killing in El Salvador. 
Create conditions under which 
Nicaragua becomes a peaceful and 
democratic memer of the Central 
American comi.iur,y. And open the way 
for democratic development in all 
countries, 

---Commission cq!is for negotiations 
in El Salvador between guerrillas and 
the government to be elected in March 
to establish conditions for later 
legislative and municipal elections in 
which all could participate: electoralommisio wih FMNIFR [aia(7)commission with FMLN/FDR [Fara-

bundo Martf National Liberation Front 
Revolutionary Democratic Front] 
representation, cease-fire, and end to all 
violence; international observation of 
elections. 

-Adequate economic and military 
assistance from the Unitcd States can 
help to achieve such a settlement, 

-Commission believes military 
stalemate works against rather than for 
a political settlement, based on the 
popular will. 

-In Nicaragua, consolidation of a 
Marxist-Leninst regime would create a 
permanent security threat. Nicaragua's 
mainland location makes it a crucial 
stepping-stone to promote armed insur-
gency in Central America. Cuban per-
sonnel (2,000 military advisers and 6,000 
civilian officials); several hundred Soviet, 
East European, Libyan, and PLO [Pales-
tine Liberation Organization] advisers; 
extensive arms deiiveries (13,000 tons in 
1983) add an external dimension to the 
threat posed by Nicaragua to its 
neighbors. 

-What gives the current situation 
its special urgency is the external threat 
posed by the Sandinista regime in 
Nicaragua; supported by Cuban military 
strength; backed by Soviet weapons, 
guidance, and diplomacy; and integrated 
into the Cuban network of intelligence 
and subversion, 

-Central American leaders believe 
pluralistic political orders are essential 
to long-term security. 

-An alternative would be an 
attempt at containment. But that would 
be threaten militarization of the 
isthmus-the creation of garrison states, 
Democracy would wither. And the 
United States could find itself as sur
rogate policeman. 

-Commission proposes comprehen
sive regional settlement based on: 

(1) Respect for sovereignty nd 
noninerento 

(2) Verifiable commitments to 
nonaggression and an end to all 
attempts at subversion-covert or overt. 

(3) Limitations on arms and size of 
forces, bases, and advisers. 

(4) No military forces, bases, or 
advisers of non-Central American cour
tries would be permitted. 
tre woldtbenpermitte 

(5) Commitment to internal 
pluralism ad free elections in all 
countries. 

(6) Provision for verification of all 
agreements.Establishment of an intergovernment council to meet regularly to review 

concie 
compliance. 

(8) Adherence to the overall agree
ment would be required for membership 
in the Central American Development 
Organization. 

-The United States would support
the agreement and provide assistance 
and would commit itself to respect 
results of elections within countries as 
long as principles of pluralism at home 
and restraint abroad are observed. 

-Commission's proposal based on 
and amplifies 21 points of the Contadora 
Group. 

-Commission fully endorses Con
tadora efforts. 

-Finally, majority of Commission 
opposes dismantling existing incentives 
and pressures for the regime in 
Managua to negotiate seriously.

-As for Cuba, Commission sees lit
tIe possibility of separating it from 
Soviet Union. But the United States 
should be prepared to negotiate seriously 
if Cuba were to show itself prepared for 
genuine coexistence, dropping support
for insurgency in Central America and 
revolutionary violence elsewhere in the 
world. 

-As for Soviet Union, establishment 
of Soviet military base in Nicaragua is 
not the major concern. Before that could 
have happened, the crisis would have 
reached proportions not containable in 
Central American dimensions. 

-There is little promise in negotiat
ing with the Soviet Union over Central 
America. Soviets would seek to cast such 
negotiations in t erms of sphere of 
influence, an unacceptable concept for 
the United States. 
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APPENDIX B as is evidenced by the growing participa
tion by opposition parties in El Salva-

Ecoromic Assistance to Central America, as Proposed in the CAP 
($millions) 

Supple.
mental 

FY 1984 FY 1985 FY 1986-89 TOTAL 

Stabilizaiton 

ESF
PL 480 
Guarantees 

272
25 

-

541
103 
470 

1,644 
-
-

2,457
128 
470 

Subtotal 297 1,114 1,644 3,055 
Growth 

ESF 10 80 789 879
Development Assistance 8 87 327 422 
PL 480  - 410 410 
Guarantees  90 1,240 1,330
Counterpart 2 (100) (220) (520) (840, 
Subtotal 118 477 3,286 3,881 

ulty 
Development Assistance 66 196 1,096 1,361
PL 480, h - 17 70 87 
Guarantees - 40 160 200
Counterpart2 (100) (220) (880) (1,200)
Peace Corps 2 18 94 114 
State, Refugees - 15 78 93 
Subtotal 168 506 2,381 3,055 

Democracy 
ESF 
 8 20 85 113 
USIA 7 36 179 222
CADO - 1 4 5 
Subtotal 15 57 268 340 

Operating Expenses 2 6 2G 34 

TOTAL2 400 1,720 6,205 8,325 
'Figures do not include incidental activities or programs such as narcotics and 0IC insurance; the total 

used2 In he text of the paper is $8.4 million. 
Counterpart figures are local currency generations from ESF or PL 480 balance-of-payments financingfor AID-supported activities in the region. Since they are programmed for development purposes, they areincluded in sectnr stibtotals but not in the overall total. 

APPENDIX C 

Political Situation and Developments 
in Individual Gountries 

Belize. Belize obtained its independence
in 1981. in thefirst postindependence 

Democratic Party, led by Manuel 

Esquivel, won control of the parliament, 
In a peaceful transition of power, 
Esquivel became prime minister, 

Costa Rica. Costa Rica isrecognized
as Central America's longest existing 


democracy,dating back to the elections 


of 1889 with on; brief interruptions, 
The latest presidcntial elections were 
held in February 1986 and were honest
and open. Oscar Arias, a social 
democrat, won the close elect)n and 

was inaugurated on May 8, 1986. A new 

El Salvador. With U.S. support for 
democratic pluralism, and despite guer-

rilla opposition, El Salvador held freeand open nationwide elections without 

effective disruption in 1982, 1984, and
1985. Democratic institutions and habits 
have gained steadily during these years, 

dor's political life. Mid-level members of 
two of the lfftist parties that backed the 
guerrillas in 1980, and whose cadres bad 
been in self-imposed exile, have begun to 
return and have carried out political
activities without incident. 

Guatemala. Democracy began itsreturn to Guatemala with the election of 

a Constituent Assembly in July 1984,following a generation of military ruleand political violence. The country held 
open and highly competitive elections in 
November and December 1985, which 
international observers verified were 
honest and orderly. Vinicio Cerezo, a 
Christian Democrat, obtained a national 
mandate from two-thirds of the elec
torate in the presidential runoff election 
and took office in January 1986. 

Violence and poverty pose enormous 
challenges to the Cerezo government. In 
the spring of 1986, the new government 
enacted compreLensive economic 
reforms to stimulate the economy and 
provide new job opportunities for the 
country's 8 million people. Considerable 
external assistance will be needed to 
support the government's efforts to 
foster institutional development and
 
economic growth at levels to sustain
 
Guatemala's ongoing democratization.
 

Honduras. The democratic trend
 
was strengthened in Honduras through
 
presidential and legislative elections in
 
1981 and 1985. The national presiden
tial, legislative, and municipal elections
 
in November 1985 were orderly, open,

and enthusiastically celebrated. Presi
dent Jose Azcona's inauguration in
 
January 1986 was the first transfer of
 
power in Honduras from one elected
 

civilian to another in 53 years. Due to 
the large number of candidates, the elec
tions were based on a system in which 
the candidate with the largest number of 

votes in the party with the largestnumber of votes becomes president

elect. While orderly, this somewhat con
fusing system prompted the Honduran 
Congress to enact an electoral reform 
law in 1986, which seeks to regulate
paity primaries and internal elections 
and sets the stage for national elections 

in 1989. 

Nicaragua. In the years since the 
NBCCA report, the Sandinista govern
ment has moved in an opposite direction 

from the Central American democracies-against the trend demonstrated by 

those countries and counter to the open,
pluralist system that the Sandinistas 
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originally promised their people and the 
Organization of American States. In 
1986, Nicaragua was less democratic, 
more heavily armed, and more depend-
ent upon the Soviet bloc than ever 
before. The government has increased 
its repression of religious groups, the 
press, and opposition political partie3.
The Sandinista military threat and sup-
port for subversion, insurgency, and ter-
rorism impede the progress of 
democracy in the rest of Central 
America. Moreover, just as the Somoza 
dictatorship ultimately sparked national 
rebellion, the Sandinistas' betrayal of 
the Nicaraguan people's desires is 
breeding internal resistance. The San-
dinistas' oppression of the Nicaraguan 
people and their hostility to their 

APPENDIX D 

United States Information Agency 

In support of the NBCCA's objectives of 
strengthening democracy and improving 
the quality and availability of educational 
opportunities in Central America, USIA 
has undertaken the following activities. 

Scholarships. Since 1984, USIA has 
greatly increased its academic exchanges 
program and established a pilot program 
for undergraduates known as the Cen-
tral American Program for Under-
graduate Scholarships (CAMPUS). In 
1986, there were 580 academic 
exchanges, of which 154 were CAMPUS. 
USIA hopes to maintain this level of 
exchanges, given ongoing funding and 
authorization from Congress. A new, 
million-dollar university partnership pro-
gram will begin in FY 1987. Another 
new exchange program, designed to put 
foreign professionals in contact with 
their American counterparts, will begin 
in 1987. 

Central American Book Initiative. 
In mid-1985, USIA instituted this pro-
gram to provide Spanish translations of 
U.S. books to university libraries and 
faculty, as well as to government leaders 
and institutions in Central America. 
More than 50,000 books have been 
presented. USIA plans to continue the 
program at reduced levels, devoting 
special attention to the donation of 
university texts in the humanities and 
social sciences. 

democratic neighbors remain Central 
America's most pressing security
problem. 

Panama. In September 1985, less 
than a year after bi inauguration, Presi-
dent Nicolas Barietta resigned under 
pressure from the military, as well as 
from party and cabinet leaders. His con-
stitutional successor was First Vice 
President Eric Arturo Delvalle. Panama 
remains basically an open society, but 
Barletta's resignation marked a setback 
to democratization. Although the 
presidential election ol 1984 remains 
disputed, the legislative assembly elec-
tions, with a few notable exceptions, 
were regarded as legitimate and 
established a vociferous, if weak,
legislative opposition. 

Professional Leadership 

Exchanges. US! i programined 150 

International Visitors and 80 Voluntary 
Visitors from Central America in FY 
1986, a dramatic increase from FY 1984 
levels and up somewhat from FY 1985. 
USIA hopes to maintain these programs 
at ciirrent levels, as,,uming no drastic 
cuts in overall program budget levels. 

Teaching of English. USIA has 
established a regional English Teaching 
Office in Panama to develop and 
improve English-language competency 
throughout Central America. Addition-
ally, USIA has organized training 
workshops for Central American librar-
ians, teachers of English, and Binational 
Center administrators. Plans are to con-
tinue these efforts at somewhat reduced 
levels. 

The educational infrastructure in 
Central America constrains the rate at 
which the region can absorb additional 
resources and programs. USIA staff and 
funding limitations also make further 
expansion difficult. The agency believes 
it is programming at the maximum level 
possible given these limitations and will 
continue to be flexible in the application 
of its resources to ensure the greatest 
possible impact. 

Caribbean Basin Initiative 

Background. President Reagan 
announced the Caribbean Basin Initia
tive at a meeting of the Organization of 
American States in February 1982. Hc 
introduced important new elements in 
1986. 

Congrebs passed the Caribbean
Basin Economic Recovery Act to enact 
the CBI on July 28, 1983. The law came 
into effect on January 1, 1984, with 20 
ccuntries and territories designated as 
beneficiaries-Antigua and Barbuda, 
Barbados, Belize, the British Virgin 
Islands, Costa Rica, Dominica, 
Dominican Republic, El Salvador, 
Grenada, Guatemala, Haiti, Honduras, 
Jamaica, Montserrat, Netherlands 
Antilles, Panama, St. Christopher and 
Nevis, St. Lucia, St. Vincent and the 
Grenadines, and Trinidad and Tobago.
The Bahamas subsequently was desig
nated on March 14, 1985, as was Aruba(formerly a part of the Netherlands 
Antilles) on April 11, 1986. 

Other countries-Canada, Mexico, 
and Venezuela-are making their con
tribution to the effort to help the Carib
bean Basin realize its economic poten
tial. Mexico and Venezuela have assisted 
the Caribbean beneficiaries in saving 
energy costs. Canada is offering a free 
trade program to the Caribbean 
Commonwealth nations. 

Duty-free Access. The CBI provides 
12 years of duty-free access for most 
U.S. imports from designated
 
beneficiaries. The exceptions include
 
such items as textiles and apparel,
 
petroleum, footwear, flat goods (e.g.,
 
gloves, luggage, belts, and wallets), and 
canned tuna. CBI ethanol also enters 
duty free, but only if it meets the rules 
of origin established in the 1986 tax law. 

The CBI has been in effect for 3 
years. It has been successful in 
encouraging the growth of nontradi
tional exports from the Caribbean Basin 
to the United States at a time when 
prices have fallen substantially and 
markets have contracted or shifted for 
traditional exports, such as petroleum 
and sugar. U.S. nonpetroleum imports 
from the region have been growing at an 
estimated average annual rate of 7.1% 
(1983-86). The CBI thus enables the 
United States to form a partnership with 
the Caribbean Basin beneficiaries in 
creating jobs and fostering economic 
growth through trade. 
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Textile Initiative. President Reagan
reinforced the CBI in February 1986 by 
allowing special access to the U.S. 
market for apparel assembled in dhe 
Car.bbean Basin region from cloth cut 
and formed in the United States, 
Jamaica, Haiti, Trinidad and Tobago, 
and the Dominican Republic have signed 
special access agreements for textiles, 

'fax Benefits. The initial CBI 
legislation offered a convention tax 
benefit, under which the expenses of 
business meetings in the C131 countries 

.n be deducted from U.S. taxable 
income. To be eligible for this provision, 
a country must sign a tax information 
exchange agreement with the United 
States. 

Investment Incentive. (131 coun-
tries which have a tax information 
exchange agreement in force are eligible 
under our new tax law for investments 
with funds generated in Puerto Rico 
(through Sec. 936 of the IRS Code). 
Jamaica and Barbados have such 
agreements in effect; several other coun-
tries have concluded agreements which 
have not yet entered into force, 

The CBI Represents an Opportu-
nity. While the CBI may not have met 
the expectations of many, it is (loing
what it was intended to do-offering 
opportunities for export expansion and 
diversification. Many countries have 
taken the diffictlt steps to open Ul) their 
economies to market forces so as to 
encourage savings, investment, and 
exports; they are taking risks to gain the 
greatest benefits from the CBI. How-
ever, further economic policy changes
are needed to encourage private enter-
prise and attract foreign irvestme,'t, if 
the CBI countries want to compete in
today's markets.which 

Overseas Private 
Investment Corporationto 

During the past 3 years, the Overseas 
Private Investment Corporation has 
intensified its efforts to facilitate U.S. 
investment in Central America. During 
FY 1984-86, OPIC insured annually an 

average of 13 projects in the region. This 
is more than double the average (luring 
the previous 3-year period. To some 
degree, this has been due to active 
efforts to encourage host country 
governments to improve their project 
approval procedures. Also during the 
last :3 years, OPIC has provided more 
than $43 million in financing for 20 proj-
ects in 5 countries. This number of proj-
ects reflects OPIC's extensive efforts to 
identify and package development-
related investments in the region. 

Other efforts to encourage invest-
ment in the region include investment 
missions to Costa Rica in FY 1984 and 
to Belize in FY 1986. OPIC's Opportu-
nity Bank, a data base which serves to 
match investment opportunities with 
U.S. investors and host country part-
ners, now lists 115 project opportunities 
and 548 U.S. firms that have expressed 
interest in doing business in the region. 
In addition, OPIC has registrations for 
insurance for 112 projects in Central 
America, worth $387 million in total 
investment. While only a minority of 
these registered l;rojects will actually 
become operational, the number appears 
high enough to ensure that OPIC's past 
achievements ill the region should be 
matched in the coming years. 

Trade Credit Insurance 
Program of Eximbank 

One NBCCA recommendation was that 
"new official trade credit guarantees be 
ma(le available to Central America" to 
oftset the decline in the availability of 
U.S. ank iines and supplier credits useI 
to finance imorts into the region. InOctober 198, Congress included a provin 
sion in the Foreign Assistance anct 
Related Agencies Appropriation Act,

estalished for FY 1985 a trale 

America. 
Udera tehaveUnder the program, All) was

isue guarantees of to$300 million to Eximbank (luring FY 

1985 for export credit insurance 
authorized by Eximbank to support U.S. 
exports to Central America's private 
sector. At AID's request, its Board of 
Directors authorized country limits for 
FY 1985 totaling $255 million. 

Tile Continuing Appropriations Act 
of 1986 authorized All) again to issue 
guarantees to Eximbank for export 
credit insurance to be authorized by 

Eximbank during FY 1986, but at a 
reduced level of $250 million. At AID's 
request, the $250 million was allocated 
as follows: Costa Rica, $70 million; El 
Salvador, $75 million; Guatemala, $70 
million; and londuras, $35 million. All 
country limits will expire on Septem
be" 30, 1987, i.e., U.S. banks may con
firm letters of credit under the program 
up to that (late. It was renewed at a 
$275 million level for FY 1987. Conse
quently, toward the end of this fiscal 
year, AID and Eximbank will consider 
renewal and possible changes in the 
various country limits. 

The trade credit insurance program 
is a letter of credit facility. The central 
banks of the various countries act as 
either guarantor or borrower. U.S. 
banks, supported by Eximbank's insur
ance, confirm and refinance the letters 
of credit. The number of participating 
U.S. banks per country ranges from one 
(for Costa Rica) to eight (for El Salva
(or). The number of local financial insti
tutions that have opened letters of credit 
ranges from 7 to 12. As Eximbank 
insures 100% of principal and almost all 
interest (including interest up to the day 
a claim is paid to the U.S. banks), U.S. 
banks showed considerable interest in 
tile program. Since there are many par
ties involved in the process, the time 
necessary for its implementation is con
siderable, and in two countries (Costa 
Rica and Guatemala), this facility is 
growing more slowly than anticipated. 

The first letters of credit were 
opened in mid-1985. Through Decem
ber 31, 1986, letters of credit confirmed 
by U.S. banks totaled $195.8 million, 
broken down as follows: El Salvador, 
$109.8 million; Costa Rica, $44.6 million;Honduras, $32.8 million; and Guatemala, 
$8.6 million. 

As participating U.S. banks establish 
new banking relationships in Central 

America (or reestal)lish oht ones) and 
favorable repayment experiences,

there is the possibility that they may be
willing, at a future date, to do businesson an uninsured basis. The trade credit 
insurance program then would be phased 
out or reduced. 
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APPENDIX E 

InMeeting
ProgressObjeting
Security Objectives 

EL SALVADOR 

Achievements: 
-Civilian control of the armed 


forces is a fact. 

-Public image of the military in El 

Salvador has changed from one of a 
defender of a nondemocratic status quo 
to protector of a democratic future. 

-Armed forces are better organized,
trained, and equipped. 

* Mobility is better than in 1984. 

improved. 


" Guerrillas now generally operate 
secretly in small units against 
economic targets versus previ-
ous strategy of direct conflict 
with the military. 

- Frequency of direct confronta-
tion has declined, 

- Guerrilla strength believed to 
have fallen to about 6,000 
from a high of 9,000-11,000. 

" 	Military operations are now sub-
ject to rules of engagement; 
human rights violations have 
declined dramatically. 
- Most officers associated with 

human rights abuses have 
been removed from command 
positions and units associated 
with violations have been 
disbanded. 

-Armed forces are committed to an 
ambitious civic action program entitled 
"United to Reconstruct." 

GUATEMALA 

Achievements: 
-Democratization and development 

strategy initiated by the government in 
1982 and continued by the current 
elected civilian president has produced: 

* A code of military conduct which 
has improved civil-military 
relations. 
- A rural civilian population that 

now participates in defense of 
its villages. 

-Military did noL participate in orattempt to influence the 1985 Assembly 
and presidential elections. 

-Military has achieved success ol 
the battlefield: 

* The guerrilla threat is now 

restricted to mountainous rural 
areas and small Mexican border 

areas, 
- The size of guerrilla force is 

estimated to be 1,500-2,000 
and has not grown. 

-Improvement in human rights and 
political conditions has permitted the 
Administration to meet congressional 
certification requirements. 

• 	Political violence has been 
sharply reduced. 

* Nonlethal military U.S. aid hasbegun. 

COSTA RICA 

Achievements: 
-Assistance is being used to train 

-U.S. military assistance is helping
to build a more effective deterrent to 
cross-border incursions by Nicaragua.

* Tile United States has provided 
emergency assistance in 
response to Sandinista incur

sions in 1986.
-Aging Sup'r-Mystere fighters 

have been overhauled to extend their 
flight-life for the short term. 

-Honduran armed forces have suc
cessfully detected and defeated terrorist 
and guerrilla elements that have 
sporadically surfaced since 1983. 

-Numerous combined military exer
cises have been conducted in Honduras 
(e.g., Ahuas Tara, Kings Guard, Blazing 
Trails, Cabanas). 

• The joint U.S.-H,;nduran training exercises have provided inci
dental hm:efits to Honduras, 
such as medical treatment, road 
building, and maintenance of 
airstrips. 
U.S. training programs and 
combined exercises have pro

and equip a rapid-reaction civil guardHonduran
force of less than 1,000 men and main-
tain a border guard force. However, cur-
rent funding will not properly support 
equipment provided in earlier years and 
cannot support a continued training 
program. 

-U.S. security assistance has 
strengthened the will of Costa Rica to 
resist more confidently Ni raguan 
threats and blandishments. However, 
reduced funding puts this at risk, raising 
questions by the Costa Ricans as to our 
willingness to live up to our treaty com-
mitments, the cornerstone of Costa 
Rican willingness to stand up to the 
Sandinistas. 

HONDURAS 

Achievements: 
-Armed forces were instrumental in 

guaranteeing the 1985 election, support-ing the elected civilian leadership, anddeveloping the democratic constitutional 
system. 

armed forces professionaliza
tion. 

NICARAGUA 

-Support to the democratic
 
resistance has impeded the total con
solidation of the Sandinista Marxist-

Leninist regime. 

* 	Internal opposition has been 
given hope to continue struggle 
for democracy. 

The Sandinistas have been 
otherwise would be available to 
support insurgencies elsewhere. 

-Simultaneous su1,port of the Con

tadora process and regional negotiations 
by a U.S. Special Envoy have testedNicaragua's willingness to resolve the 
Central American crisis. 

* 	The Sandinistas are 
intransigent. 

-Security assistance to neighbors 
has enabled these neighbors to more con
fidently resist Nicaraguan pressure for 
bilateral accommodations in lieu of 
regional negotiations and has strength
er'ed their will and capability to confront 
blackmail and subversion from 
Nicaragua. 
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Section 464 of tile Foreign

APPENDIX F Assistance Act expressed the sense of APPENDIX G
 

Congress that the President should enter 
Central American 	 into negotiations with the countries of Peace Corps 

Development Organization 	 Central America to establish a CADO. In consonance with NBCCA recommen-
Since passage of the legislation in 1985, dations, Peace Corps developed anInproposing the establish mnt a preparatory work has been completed by Initiative for Central America (IFCA).
CADO,tile NCCA had inmind a strut- a working group composed of the U.S. IFCA addresses the need for teacher
 

ture that would provide a continuous and Government (i.e., the State l)epartment training, education, small business
 
coherent approach to the development of and AID), the American Institute of development, housing, and improved
the region, a process of review of that Fr'ee Labor D)evelopment, the Council of, health in Belize, Guatemala, Honduras, 
development, and access to that process the Americas, the A.sociation of the and Costa Rica. Further, following the 
by those who have not hefore been an American Chambers of Commerce In (aribbean Basin Economic Recovery Act 
integral part of it. The NBCCA recoi- Latin America, and Cari'bean and Ce- of 1983, countries in that area began a 
mended that Central American partici- tral American Action. This work major program to stimulate job-creating 
pation in our assistance programs and inl included several runds of consultations small enterprises. Volunteers teach basic
CADO should depend on acceptance of 	 with the government, labor, and skills for credit development and other 
and ontinued progress toward such business sectors of the Central American business management skills. 
impo,'tant elements of democracy is cuntries. This process culriniated in a To achieve our program goals, the 
respect for human rights, protection of seminar attended by goveriment, Peace Corps has increased collaboration 
pet sonal and economic liberties, political 	 business, and labor representative'; In with other government agencies, interpluralism, free elections, mutual secu- San ,Jose in September 1986 at which tIme national agencies, anti private and volun
rity, and a functioning legal system. issues related to the establishment ('f al tary organizations. These collaborations 

The Commission recommen(led cer- organization such as CAI)G %%(!'.e include projects with AID, the Inter
tain principles to develop and institu-	 examined. American D)evelopment Bank, the Inter
tionalize cooperation among tile Soundings imihrtakct by I S. Aierian Foundation, the Pan Ameri
countries: 	 Embassies/A 11)Missions stbstettent to can Development Foundation, the 

0 That development of Central the seminar confirmed the generally Organization of American States, 
America be a cooperative program with ltmsitive imt(crest hy hlsilnss and lal)(W CARE, and CARITAS. 

-
policy issues addressed through a lroc sectors aInd interest oi th1ipirt of miost 
ess of joint deliberation among the governments. Small Enterprise Development. A 
members of CADO; 	 In Novendher, the 1Hondhuran tripar- major priority is the development of 

* That the prerani slt I)ro,)te tite organ ization invited one laor agricultural and other businesses to 
the development of Central America in representative each from Panama, generate incomie, provide food, and 
all its dimensions-economic prosperity. (Guatemala,andi lHonduras (as ain create employmient. In 1987, roughly
social change, political m(dernization,' observer); business repres'otatives froi one-half of the Volunteers will be 
and peace; Hon(uras and El Salvador; tl gove - involved directly or indirectly in the 

* That while a CA)O should exer- ment representatives from t.ie United planning, startup, and management of 
cise some control over development States, Costa Rica, andtBelize to form I small atnd medium-scale income-prodlue
assistance, the ultimate con rOl of aid working group to prepiare draft statutes. ing projects. 'T'he majority of these proj
funds will always rest with the lonors (Costa Rica (deeniel to attend.) ects will be in the area of agribusiness

anti that the governments, inciludirng that The working group met in T-guci- atd food production.

of the United States, would not be bound galpa on )ecember 15-17, 1986. Ti
 
to accept the judgments of CAI)O; Imellbers of' the worki,- Irolp are now Health, Nutrition, and Sanitation.
 

• Fhat the structure of a CAI)O consulting on this draft with their During the past two decades, host coun
must be established On a sufficientlyv per- governments and the other two Sectors try governments have improved their 
matnent basis to demonstrate the long- in their respective countries. Another health services with assistance from 
term commitment of both the United meeting is anticipated in March 1987. AID, the Inter-American Development
States and the Central American colli- Bank, the Pan American lealth 
tries to the coordination Of econoic Organization, and other development 
d evelopment with social and political assistance agencies. In 1987, Volunteers 
development; and, living mostly in rural communities will 

e That a CAI)() must represent the continue to conduct health, nutrition,
initiative and enjoy the support of the and sanitation education courses for 
nations of the region or it cannot suc- rural mother,; and train counterparts to 
ceed. carry on this work. Voltnteer nurses will 

provide basic health care and help staff 
rural health posts. 
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Environmental Education and 
Management. In 1987, Volunteers will 
continue to conduct educational courses 
for smal,-scale farmers and provide 
technical assistance in reforestation al, 
the energy-efficient use of firewood. The 
Peace Corps' work in environmental 
management is enhanced by col-
laborative support from AID. 

Appropriate Technology. Most 
countries' dependence on expensive 
imported ftie! makes the introduction of 
low-cost -ls, , energy-efficient 
technolos. nncreasingly important 
development priority. Programs intro-
ducing simple technologies that derive 
their energy from wind, water, or 
sunlight will he continued. 

Refugees 
People fleeing armed conflicts in 
Nicaragua, El Salvador, and Guatemala 
constitute the great majority of refugees
in need of protection and assistance iZI 
Central America. The United States and 
other donor count ries have been working 
together with various international 
organizations to ensure that refugees 
are protected and, where possible, are 
assisted to return to their homes. Coun-
tries in the regica, particularly Hon-
duras and Costa Rica, have been 
generous in providing asylum. Resettle-
ment outside the region has been 
necessary in relatively few cases. 

Of an estimated 300,000 refugees in 
Mexico and Central America, approx-
imately 120,000 were receiving 
aSistance fr'om the UN High Commis-
sion for Refugees (UNtHCR), as of 
mid-1986: Mexico, 40,000; Honduras, 
44,000; Costa Rica, 30,000; Belize, 4,500; 

and Nicaragua, 2,300. Assistance for 
registered refugees in Central America 
is considered by experts to be generally 
good. Of greater concern is the large 
number of persons who have crossed 
national borders without registering
themselves as refugees. They live 
without official refugee status and pro-
tection and, in many cases with limited 
access to food assistance, health care, 
and other .ervices normally provided to 
refugees. The number of this group can 
only be estimated; most authorities, 
however, assume that it is several tines 
larger than tile number of registered 
refugees. 

T1e L,nited 0'amien is working to 
improve the situation of refugees in Cen-
tral America. 

First, the U.S. Government contrib-
Feetesahirdsfthe .S.G r m ioni

utes a third of the UNINCR's $,40 million 
budget in Latin America. We also con-
tribute to the Intergovernmental Corn-
mittee on Migration programs for
refugees in the region and fund a 

quarter of the International Red Cross' 
$12-million budget for Latin America. 

Second, we are working with coun-
tries of first asylum (i.e., the country to 
which the refugees first flee) to improve 
processing, assistance, and protection of 
refugees. 

Third, we are working with the 
1UNHJCR and reg*ional governmncts o 
durable solutions, including integration 
opportunities in countries of first 
asylum, voluntaty repatriation, and, in 
those cases where it is considered appro-
priate, resettlement to a third country. 

Fourth, we have expanded the Latin 
American rfugee admissions program
to enable qualified refugee, to resettle in 
the United States. 

The major factors affecting refugee 
flows in the region aire the level of 
economic growth and political stability in 
the countries from which the refugees 
have fled and continue to flee. Those two 
factors are, of course, intertwined. 
Although the United States will continue 
its efforts (as outlined above), the 

ultimate solution to the region's refugee 
issue lies with progress toward political 
and economic stability. 

International Narcotics Control 

Central America is a significant transit 
region for narcotics entering the United 
States from South America. There also 
are areas where liberal bank and tax 
laws have created environments useful 
for narcotics;-money laundering activi
ties. Although some malijuana grown in 
Central America is apparently entering 
the U.S. market and some opium poppy 
is now grown in Guatemala, the coun
tries of the region have not been major 
producers of narcotics. 

Because U.S. narcotics control 
strategy focuses on the eradication of 
narcotic crops or interdiction at the 
source (i.e., the major producing coun
tries), funding provided to the Central 
American countries has been limited. 
Over the past several years, Belize hasreceived most of the funding provided to 

the area to support a substantial aerial 
herbicide eradication program. 

Marijuana eradication has also been 
funded in Panama and negotiations are 
underway to fund an aerial herbicide 
spray effort against opium poppy and 
marijuana in Guatemala. Costa Rica and 
Honduras have received small amounts 
of support for equiDment for interdiction 
operations. Expansion of narcotics con
trol funding for Central America in the 
future will depend on the degree of pro
duction and trafficking in the area. 
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