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I. ANALYSIS

A. Analytical Description of the Poor

Three out of every four Guatemalans are poor, according to
accepted international definitions of poverty. 1/ The last nation-
wide census (1973) showed fully two-thirds of the population living
in rural areas. Only the capital, Guatemala City, the South Coast
agricultural center of Escuintla or the mountain city of Quetzaltenango
can be considered urban areas. Of the some 4-1/2 million people liv-
ing in the rural areas, about 2-1/2 million are Indians, the wvast
majority of whom live in the plateau and mountainous area to the north-
west and north of the capital called the Highlands or Altiplano,

Even though the Hiphlands are dotted with smaller cities and towns,
living conditions there closely parallel those of the purely rural
areas in terms of infrastructure, access toc services and employment

opportunities.

It is safe to say that, with the exception of the urban slums
which have expanded around the capital city following the 1976 earth-

quake, to speak of poverty in Guatemala is to speak of the rural areas

1/ Based on ILO Poverty Line estimated for LA at $320 in 1972 prices.
Calculated as follows:

-- Estimated 1978 GDP - $6.2 billien

—— Central Bank GDP Deflator for 1972-78 = .52

-- GOG/IBRD estimate that only 33% of GDP accrues to bottom 75% of
population (5 million).

Thus, GDP 78 x Deflator = Poor Population = $215 Per capita income
3 ) of poor majority



-~ to speak of abject poverty is to speak of the Highlands. It is the
Highland areas that the USAID has chosen as the target for its program
during the planning period covered here. The reasons for the choice

will be discussed in the Strategy section which follows.

For the purpose of our analysis, the Highlands are considered
to be nine Departments of the Republic: Chimaltemango, Solold, Huehue-
tenango, Quetzaltenango, Totomicapan, El Quiché&, Baja Verapaz, Alta Ve-
rapaz and the mountaincus area of San Marcos. There are an estimated
2-1/2 to 3 million residents in the Highlands, giving it a population
density of 169 persons per sguare kilometer, slightly higher than that
of Haiti.

The Director of Programs for the Social Sectors of the Nation-
al Economic Planning Council recently describted the living conditions
of the Highland farmer in this dramatiec, but accurate, profile of the

average Guatemalan of the Altiplano:

"He lives in a rural area -- is an Indian whose livelihood is
agriculture —— but agriculture practiced on less than one hectare of
land to which he probably does not have a title. He has a family of
five or six who, together with other relatives from his extended family,
live in a tiny shack built of adobe or sticks covered with mud. They
probably have no source of potable water nearby ard have neither electri-
city, nor latrine. 1In the event of sickness, only on rare occassions does
he have access to medical attention or te a health post. His wife gives
birth without medical assistance of any kind... Those of his children who

survive to age 7 may be able to attend primary school from one to three
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years, if they are male. If they are female, they will attend for less
time... Fifty percent of the children in the community where he lives
die of preventable infectious or contagious disease. Onlvy half of the
children have received any sort of vaccination. The food which he
raises is inadequate to meet the nutritional needs of his family and,
at some point during the year, insufficient in terms of quantity, All
of the children in his village suffer from some level of malnutrition

and are easy prey to any epidemic." 1/

What does this profile mean when statistically applied to the
mass of poor in the Highlands in terms of income, employment, availa-
bility of arable land, social needs and services to mee those needs?
One study, done in 1977, concluded that per capita income in the High-
lands was between $125 and $138 annually. 2/ This was the period im-
mediately following the earthquake when emplovment in recenstruction
helped the relative income situation of large numbers of rural poor who
worked for wages in off-farm employment -- manv receiving cash incomes
for the first time. This income source has virtually disappeared as
reconstruction projects have been completed., Current estimates of un-
employment and underemployment in the rural areas range as high as 427

of the rural labor force.

From January to March each year, as many as 500,000 workers,

mostly from the Highlands, migrate to the South Coast to pick coffee

1/ Plan de Accidn Social, Conseio Naciomal de Planificacidén Econdmica,
diciembre 1979,

2/ Economic Assessment of the CACM Region as of August 1977, Clark
Joel, ROCAP, August 29, 1977, p, 33 ff,
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and cotton or to cut sugar cane on the large commercial farms, return-
ing to the Highlands when the harvest season ends. For many, it is
their only opportunity to earn cash income. Even then, the wage scales
are pitifully low. At the minimum wage, farm workers covered by social
security earn a median monthly salary of $45; those not covered by the
system earn about $30 per month. Women and children working in agri-
culture may receive as little as 50 ¢ to $1.00 per day. A few large
landowners have recently begun paying up to $2.50 per day, usually to
their best picker or cane cutters.

Probably the most critical measure of poverty in the AID tar-
get area is the relationship of arable land to population. In 1975,
the national average of land, whether arable or not, was approximately
2.5 acres per rural person. In the Highlands, the average was 1 acre

per rural person. The land classified as arable or potentially arable

in the Highlands varies by department from a high of 2.5 acres per per-
son in Alta Verapaz to a low of one-third of an acre in Totonicapan.
The proportion of arable land classified as ''good" averages out to only
.02 acres per person. The result is that nine out of ten people live
on plots of land too small to provide income sufficient to meet their
basic needs.

The National Economic Planning Council informs us that the av-
erage life expectancy in Guatemala is now 60 vears among urban, non-
Indians and 49 years among rural Indian ethnic groups. Guatemala's
overall mortality rate is 15 per 1,000 —— one of the highest in Latin
America. Infant mortality is reported at 79 deaths per 1,000 live births,
but observers such as the Central American Institute for Nutrition esti-
mate that actual infant mortality may be as high as 100 per 1,000 live

births, because deaths, especially those of infants, often go unregis-
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tered in rural areas, The child mortality rate among Indians is 1.7

times greater than the rate among non-Indians,

The leading causes of mortality and morbidity are enteric
diarrhea and respiratory diseases, The two illnesses are responsible
for 50% of the deaths that occur, Both are preventable, given adequate
sanitation, potable water and shelter. Again, mortalitv rates in the
Highlands are double, or more than double, the rate of the metropolitan

area of Guatemala City.

Overall health service coverage in Guatemala is estimated at
30% of the population, but only about 157 of the lowest income group
living in the rural areas is reached, A substantial part of the total
illness in the rural sections is directly attributable to poor environ-
mental sanitation, particularly to the lack of clean water supplies,
but extending to lack of latrines, poor waste disposal and generally
bad sanitation practices, Only 2% of houses in small rural towns are
connected to any sort of a water system and hardly any are connected to

sewer systems,

Nutritional studies, using the Gdmez classification of mal-
nourishment, indicate that some 81% of the "most at risk' population
{children under 5 years of age) can be considered malnourished, with
30% falling in the categories of severe malnourishment, It is estimated
that the poorest half of the population suffers from a deficit of 407 of
the minimum daily caloric requirement and a protein deficit of almost

50% of the minimum daily requirement,

Approximately 3.6 million of the 6,6 million Guatemalans {552)

are illiterate. Only one-fourth of the population has had even 1 to 3
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years of schooling. Recent figures provide a deeply disturbing picture
of the educational situation: 667% of all children in the 7-14 year-old
age group live in rural areas -- two thirds of them do not attend
school, In the Highlands, conditions are worse -- 90% of the children
7 to 14 years old do not attend any school., At the secondary school
level, nationwide, only 12% of all youth in the 15 to 20 year-old age

group attend high school or wvocational school,

The predominance of adult illiteracy, as well as the large
number of rural children with limited or no educational opportunities,
creates special problems for the implementation of developmental pro-
grams focused on rural areas, The need for rural non-formal education
programs is becoming increasingly apparent as the GOG tries to reach
small farmers with agricultural information, Non-formal systems of in-
struction are equally important if the rural health program is to ex=~

pand its health delivery coverage to any significant extent,

Prior to 1976, the housing deficit in Guatemala was estimated
at 480,000 units, The 1976 earthquake destroyed or damaged another es-
timated 258,000 houses, 58,000 of them in Guatemala City, 1In addition
to the existing deficit and the loss of some 200,000 units in the quake,
the area outside of the capital suffers from the worst scort of substand-
ard housing. At the time of the last census, more than 717 of rural
houses had no utility connections of any kind; almest half of the units
had three or more occupants per room and more than a third were built
of impermanent material, The earthquake which followed the census fur-

ther aggravated the problem,
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The role of Guatemalan women in societv, and particularly in
the economic realm, is subordinated to the dominance of the male ele-
ment as ‘it is in many Latin countries, Indeed. except for a vice-min-
ister here, or a governor there, most women in the Guatemalan elite
(which sets the social norm) do not make a perceptible contribution to
economic development. Their participation is small in government, po-
lities or production. According to official estimates, the overall
female labor force participation rate is approximately 14%; however,

the actual participation rate is thought to be much higher,

It is among the rural poor majority, from which our target
group has been selected, that women play the most active economic role,
particularly among the Indian communities where much of the worst pov-
erty is located. In this sector, actual and vestigial cultural forces,
reinforced by economic necessity, tend to encourage a high degree of
economic participation among women. They produce and market most of
the handicrafts and play a key role in the retailing of the agricultural
production of small farmers. These activities occupy ! to 3 days per
week on a regular basis and are a critical factor in the economic main-
tenance of many families. They may, by reason of inheritance or widow-
hood, own and operate farms; and they have a significant voice in de-
velopment-related family decision making ——- e,g., whether or not to make
a major productive or consumer investment, how long to keep which chil-
dren in school, what nutrition or health care to purchase with dispos-
able income, whether or not to contracept, even, perhaps, what to plant

and where to sell it.



B, Identification of the Causes of Poverty

Macro-Economic Overview

Since 1970 the Guatemalan economy has experienced impressive
growth, ranging between 5-77%7 annually in real terms. This has been
largely due to favorable world prices for traditional exports, partic-
ularly coffee, and the opportunities for non-traditional exports af-
forded by the Central American Common Market., In addition, the 1976
earthquake stimulated a construction boom which has induced higher lev-
els of employment and investment. Over the period, domestic investment,
as a percentage of GDP, has ranged from 147 to 197 and most of this in-
vestment has taken place in the commercial and industrial sectors. As
a consequence, open unemplovment has probably declined over the period
from 13% in 1973 to roughly 9% in 1978, However, underemployment re-
mains a serious structural problem, particularly in rural areas, Until
the beginning of the oil crisis in 1973, domestic prices were stable,
‘due in large part to the conservative fiscal and monetary pelicies of
the government, but, since then, inflation has steadily increased and is
currently estimated to be between 11-15% per annum, mainly due to higher
prices for imports. Despite pressures placed on the balance of payments
by higher priced oil imports and other products, the deficit on current
account has not bheen serious. In fact, capital account surpluses have
consistently been sufficient to cover the deficit and permit accumula-
tion of foreign reserves. Official foreign reserves have quadrupled
since 1974, totalling over $700 million for 1979, equivalent to seven
months of normal imports. Thus, the economy over the past decade has
generally performed well in termg of economic growth, urban employment

and Guatemala's balance of payments situation. Despite this impressive
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overall performance, sustained over a ten~year period, most Guatemalans
are still poor. The benefits of growth have not accrued evenly to the
general population and the resulting unequal distribution of income has
been further aggravated by inflationary price increases of processed
and manufactured goods, causing a further deterioration in living

standards.

In order to isolate the factors responsible for continuing
and, possibly even increasing poverty, we have tried to identify sev-
eral of the principal structural and institutional causes for Guatema-

la's generally poor showing in terms of growth with equity,

The Traditional Agricultural Sector

One of the most important factors in the continuing poverty
of the Highlands results, as we noted earlier, from the extremely high
population density of the area, Although the land resource in the High-
lands is limited and of poor quality, it was sufficient, up until a few
decades ago, to support the subsistence economy of the traditional In-
dian., This is no longer true. The rugged topography and unfertile soil
combined with the high birth rate and reduced mortality rate have re-
sulted in the proliferation of minifundios, low productivity and the
degradation of soil and forest resources. In spite of these conditions,
the indigenous members of the target group are bound by tradition and
culture to the Highlands, They resist the idea of migration, even sea-
sonal migration, to employment opportunities outside of the area, even

though many have been forced by economic necessity to leave,

With an average of one acre per person in the Highlands, the

farmer works an area too small, using his present farming techniques,



to provide sufficient income to meet the basic needs of his family.
Further obstacles to improvement of income earned from traditional
agriculture are the insistency by the small farmer on concentration of
production in basic grains which are low income-generating crops, the
lack of adequate agronomic technologies and =xtension services to stim—
ulate production of higher value crops, such as fruits and vegetables.
poor access to the domestic marketing systems and the absence of access

to export markets.

If he is to meet the needs of his family, the Altiplano farm-
er must seek increase his income through changes in productivity or in
the value of crop mix, supplement his income through cottage industry
or off-farm work or seek more land or other employment elsewhere.

Should he seek part-time employment in urban areas, a new series of dif-
ficulties confront him in the form of limited job opportunities in in-
dustry, low wages in commercial agriculture and social and cultural bar-
riers resulting from his lack of education, inferior language ability
in Spanish and generally low level of marketable skills. The Govern-
mnent, while not the cause of his poverty, historically, did little to
alleviate it or to help him achieve the health and educational levels

necessary to allow him to improve his own lot.

Commeyrcial Agriculture

Commercial agriculture provides seasonal employment for al-
most half a million rural poor, but, unfortunately, the sector contin-
ues to pay extremely low wages. The minimum wage scale for rural labor
is $1.05 a day and there is constant, often violent pressure brought to

bean against labor leaders, organizers and members by influential ele-
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ments of the society when attempts are made to strengthen the campesino

labor movement or to secure wage increases,

The Modern Industrial Sector

The production of this sector, which is largely composed of
import-substitution consumer goods, chemicals and industrial minerals,
relies on capital-intensive techniques, importing most of its inter-
mediate and capital goods. The sector employs only 4% of the economic-
ally active population, With few exceptions, these industries are con-
centrated in and around the capital city. The marginal capital/labor
ratio for Guatemalan industry was recently estimated to be $10,700 per
new job created. The capital-intensive character of production has
meant higher wages for those fortunate enough to find jobs, but has
done little to reduce the growing numbers of unemploved, Pressures ap-
plied to efforts at organization by the labor force are similar to those

faced by agricultural workers,

Tourism

Tourism is one of the fastest growing sectors in the Guatema-
lan economy and now ranks second only to coffee exports as a generator
of foreign exchange, Since it is a relatively labor-intensive industryv,
it offers potential, but the sector, at this peint, does not offer em-
ployment to the unskilled immigrant from rural areas., Nevertheless,
the growth of tourism does have important implications for small-scale
rural-based artisan enterprises, Tourist markets represent a signifi-
cant portion of the overall demand for traditional Highland Indian hand-
icrafts and offer a good possibility for increased future earnings by

the artisans of the Altiplano.,



Redistributive Mechanisms

In the extremely conservative view of both the Guatemalan Gov-
ernment and much of Guatemala's middle- and upper-income classes, re-
flecting their firm commitment to laissez-feire capitalism, the tradi-
tional role of the Government is to insure domestic peace, conduct for-
eign relations, carry out a small program of public administration and
provide the minimal social services. Yet, the demand by the rural
population for central government resource transfers to the rural areas
in the form of public infrastructure and social services has grown
rapidly in the last ten to twenty years while the change in the attitude
of the nation's ruling classes toward large government has not kept

pace.

There still exist strong reservations about incurring large
foreign debt and there is political resistance to large increases in
public expenditures reflecting widespread misgivings as to the Govern-
ment's ability to manage increased receipts and programs for develop-
ment. As a result, the relative size of Guatemala's public sector,
that is, the ratio of Government expenditures to national income,

still remains one of the smallest in Latin America.

In spite of the relative size of the public sector, govern-
ment fiscal policies still represent a potentially powerful redistrib-
utive mechanism in the society. Changes intax revenue structure and
the pattern of government expenditures could bring about significant
transfers of income and productive resources among social groups and
certainly shape the development of the economv, Hence, the distrib-

ution of income and the rate of income grewth will be affected in the
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long run by policies and decisions of the public sector, An excellent
example of such a policy is the recently passed Decentralization Law
which provides significant fiscal incentives to small industries will-
ing to locate outside of the Guatemala City area in the hope of stim-

ulating new businesses and creating new emplovment opportunities,

With regard to tax revenues, the system could be character-
ized as lacking buoyancy, i,e., the growth of government revenues lags
behind the growth of the economy, The tax structure is heavily depend-
ent upon indirect taxes, roughly 80%, the remainder coming from direct
taxes on income. Of this, a large proportieon is paid by industry and
only a nominal amount raised through taxes on personal income. The
dependence upon indirect taxes makes the tax structure highly regres-
sive, raising questions of equity and the impact of taxes on income dis-
tribution, The reliance on indirect taxes also accounts for the inabil-
ity of revenues to keep pace with the economy, much less increase the

relative size of the public sector through improved revenue capacity.

Cultural and Social Divisions

The social organization of the rural Highlands is a more or
less rigidly class-stratified arrangement which parallels the basic di-
visions of the ethnic groups. One group consists of the Ladino elite,
Generally, they are the social and political leaders of the community
and set the styles in dress, recreation and social activity, Their po-
litical power has weakened considerably since townships were given the
right to elect a local government, but they, continue to maintain at
least tacit control of the economic, social and religious affairs of the

community,
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Ladinos and transitional Indians, who generally reside in the
municipal capitals and the larger nucleated villages, form a second
group. Ladinos in this group generally enjoy access to better housing
and social services. They make their livelihood from a variety of small
commercial and service enterprises, such as storeowner, truck driver,
etc,, or as semi-professionals, such as administrative clerks, nursing
auxiliaries or school teachers. The transitional Indians in this group
have either taken up occupations similar to those of the Ladinos or are
the owners of small-scale land holdings, Almost all are conversant in
Spanish., The Ladinos in this group have received some formal schooling,
many having completed primary school, and they encourage their children
to continue their education beyond the sixth grade, if possible. Many
transitional Indians, on the other hand, are illiterate, although they
are perfectly conversant in Spanish and have developed a facility for
dealing in the market economy. They do see the value of formal educa-
tion for their children and encourage them to stay in school, at least

through the primary grades.

The third class is composed of the large mass of Indian peas-—
ants who earn their living as landless day laborers and subsistence
farmers., Very few have had any formal education. Of those who have
been to school, many have regressed to illiteracy. Many of the men are
conversant in Spanish and deal effectively in local markets. Although
the Tndian peasant recognizes the value of formal education for his
children, the ability of the child to contribute to the home economy as
part of the extended household is often considered more important than

schooling, As a result of this, as well as the fact the the child often
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does not speak Spanish, few progress beyond the third grade and are

thus inhibited from adapting to the Ladino culture,

Summary of the Causes of Poverty in the Highlands

In summary, the principal reasons that the rural poor remain

poor in spite of Guatemala's growing and relatively healthveconomy are:

-- Extremely high population density in the Highlands with
little arable land per person available,

-~ Excessive concentration on the cultivation of low-income
crops, mainly basic grains,

-- Low productivity in traditional agriculture.

~- Inadequate agronomic information and inputs and a lack of
ready domestic and export markets for higher income crops.

—- Resistance, based upon social organization, culture and
tradition, to moving to potentially more productive areas,

—-— Very low wage rates paid by commercial agriculture and an
extremely low minimum wage established by the Government.

-- Investment incentives which favor more capital-intensive,
urban-based enterprises, rather than labor-intensive industrv or agri-
culture which would provide employment and income to the target group,

-~ Redistributive mechanisms which favor the urban middle
and upper classes at the expense of the rural poor, mairlv in terms of
lower resource transfers from the central government budget to rural in-
frastructure and social services,

—— Cultural and social divisions which mitigate against the
adoption of improved agricultural health and educational practices and

reinforce social and cultural isolation.



Attempts to Adaptation to a Changing Environment

Increasing numbers of Highland poor are attempting to break
out of their poverty and improve their income pesitions in a variety of
ways; some are supplementing incomes earned in traditional agriculture
by participating in small dindustry or handicraft production; others are
shifting from traditional agriculture to more mcdern agricultural tech-

niques and to higher value crops,

Some 26,000 small farmers in the Highlands target area are
currently growing and marketing high-value, labor-intensive crops, These
farmers often earn three to four times more income per person-year of
labor than their neighbors working at the subsistence level, They also

employ twice the amount of labor as do farmers producing basic grains,

Many of those who are unable to earn adequate incomes in the
Highlands through improvement in cropping patters or shifts to non-farm
activity migrate seasonally, for as long as three months, to take advant-
age of employment opportunities on commercial farms along the South
Coast, Others, despite their definite preference for residence in the
Highlands, have migrated permanently to the South Coast, to the Govern-
ment-sponsored colonization projects in the Northern Transversal Strip
or the junbles of the Pet&n, seeking enough land to provide them with
an adequate living standard, S5till others, although with great diffi-
culty, have left the social organization of their indigenous communities
and have migrated to urban areas, However, due to the capital-intensive
nature of industry in the city, insufficient opportunities exist for im-
proving their quality of life by migrating to the urban areas in search
of employment. Historically, the largest component of the target group

migrating to the cities have been women seeking jobs as domestic servants.
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Some of these attempts at adaptation offer real potential for

improving the living standards of the rural poor. The four most promis-

—p—

ing of these form the basis of the AID strategy: transition from tradi-

tional to modern farming; diversification of productjon to higher income

—
crops or crop and animal mixes; development of off-farm employment op-

portunities and small industries; and, migration from the Highlands to

the land settling programs in the Franija Transversal del Norte and the
T T

Petén.

C. Progress, Commitment and Human Rights

1. Trend in the 70's

a. Introduction

The decade of the seventies saw considerable pos-
itive change in the position of the Guatemalan Government regarding
economic and social development. In 1971 the GOG elaborated a new
five-year Development Plan which for the first time recognized the
serious jnequities in income and other indicaters of well-being that
existed between the modern sector and the traditional subsistence
agrarian economy. Also for the first time, the plan articulated the
necessity of direct government intervention to address these inequities.
In the two subsequent Development Plans these principles have received
increasing emphasis and support. However, given the political, social
and economic antecedents of Guatemala, the petroleum crisis of 73-74
and the major earthquake of 1976, it should not be surprising to note
that the GOG had only limited sucess in achieving the objectives of

these Plans. WNevertheless, important reforms were achieved and real

progress is being made.
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Since 1974 the absolute amourt of actual public sec-
tor investment expenditures directed at rural development increased four-
fold, from $29 million in 1974 to $116 million in 1979. Investments
in rural development (see Table 1 and Graph 1) as a proportion of total
public sector investments fluctuated widely from a high of 31% in 1975
to a low of 13% in 1979. This significant drop in one yeatr is the
result of total investments tripling (much of it attributable to the
power and communications sectors)} without a commensurate increase in
rural development investments. However, since 1976 there appears to be
a clearly increasing proportion of investments directed at the rural sec-
tor. (See Graph 3). Analyzing only the investments in the health, edu-
cation and agriculture sectors, it is apparent that the rural areas are
receiving an increasing share of total investments, i.e., in 1974 rural
sector investments represented 52% of the total in these sector while
in 1979 the percentage was 88%. Analysis of total public sector expend-

itures (investments plus operations) shows similar trends.

b. Cooperative Movement

In the early seventies, there was overt Government
hostility towards the cooperative movement. The movement was rapidly
disintegrating and becoming increasingly less effective in providing re-
sources and services with resulting disenchantment in the eyes of cur-
rent and potential members. However, with the Laugerud Administration
in 1974, the Government reversed its position and began to provide ac-
tive support, with AID assistance, to the cooperative movement. Today,
the movement is vigorous and growing and has become a forceful represent-

ative of the campesino within Government delibzrations on agriculture
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sector policies. Cooperative membership, 14,784 in 1970 has now
reached 28,000. In the current GOG Development Plan, the cooperatives
appear as a major channel for public sector resources aimed at develop-
ment of the small farm agriculture sector. In keeping with this ap-
proach, in 1979 the GOG created a new cooperative development institute
(INACOP) to promote, train and provide technical assistance for the co-

operative movement,

c. Restructuring of Public Agriculture Sector

In the early 1970's, AID assisted the GOG in restruc-
turing and developing the public agricultural sector to better serve
the small farm sector. BANDESA, the agricultural development bank, with
initial AID funding and follow-up loans from the IDB has increased its
small farmer credits from almost nothing to $29 million in 1979. 1he
Institute for Agricultural Science and Technology (ICTA), one of the
region's most effective national agricultural research institution,
works almost exclusively on small farmer crops. DIGESA, the agricul-
tural extension service, serves primarily the small farm sector. To
address the land problem, in 1975 the Government undertook an initial
land settlement effort in the north-central part of the country (North-
ern Transversal Strip) -- Guatemala's agricultural frontier. However,
until 1978, progress on this program was slow, in large part because
of the reconstruction demands placed on the GOG by the 1976 earthquake.
With the reconstruction effort essentially completed and the change in
administration in July 1978, the colonization program received new
impetus. As indicated below, this program has taken on an increased

priority as a result of Central American political events in 1979.
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d, Progress in Health and Education

There have also been some important reforms and prog-
ress in the health and education sectors in the last ten vears, There
has been new acceptance ¢f a health delivery mechanism invelving para-
medics, preventive medicine and use of health posts as a means of bet-
ter addressing the health and nutrition problems of the rural poor (as
opposed to previous health policies favoring more doctors, curative med-
icine and hospitals). Almost 100% of the 636 health posts and health
centers now in existence were constructed after 1970, A recently com-
pleted AID-financed paramedic school is graduating 80 students per year
and the Ministry is expanding its training facilities for auxiliary
nurses.

In education, the GOG initiated a major program using
different communication mixes which has drawn worldwide attention. The
approach, which utilizes mass media techniques reinforced by outreach
systems, provides broad technical assistance coverage to the Highland
poor, While the assistance is not intensive, a single agent does manage
to reach about 300 families. 1In non~formal education, the GOG is in-
corporating and integrating the non-formal education activities of seven
distinct GOG ministries working in five Highland departments. Some 300
trained rural promoters and 500 campesino volunteers represent a consid-
erable investment and an important Government outreach mechanism, In
terms of rural primary education, a new, more relevant and pragmatic
curriculum has been developed, and the GOG is currently investing increas-
ing resources in rural school construction, primary school textbooks,

teacher training and distribution of teacher training materials,
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There have also been encouraging signs in the area of
population planning. Historically, family planning in Guatemala has
largely been the prerogative of APROFAM, the local IPPF affiliate. How-
ever, despite noteworthy advances by APROFAM in expanding the availabil-
ity of family planning services through private sector, community-based
contraceptive distribution activities, optimum coverage in rural Guate-
mala requires the utilization of the Ministry of Health's widespread in-
frastructure of health posts and service delivery outlets. As the Min-
istry's position vis-3-vis family planning vacillated between tacit ac-
ceptance and complete disassociation, programs integrating provision of
contraceptives by APROFAM to the MOH with distribution to users through

the MOH network of health facilities operated precariously.

Against the background of an earlier GOG decision to
completely halt the dispensing of contraceptives at health posts, the
Minister of Health, in a dramatic reversal, recently rejuested that his
Ministry be a party, together with APROFAM, to a new AID family planning
project. This decision heralds a turning point in GOG policy toward
family planning; and represents a reversal in the GOG's stance of disasso-
ciation from family planning activities. For the first time, the MOH
will be actively and officially involved in family planning and will
officially sanction the delivery of family planning services by para-

medical as well as medical personnel.

2. After Nicaragua and E1 Salvador

If the 70's can be considered a period of gradual positive evol-

ution of the GOG's commitment to addressing the problems of the poor, the vear
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1979 may eventually be viewed as a major turpning point, The events in
Nicaragua and El Salvador, as well as increasing land invasions by cam-
pesinos in the northern departments of Guatemala sometimes involving
violent confrontations and campesino deaths, have served to heighten GOG
sensitivities to the potential political problems of continued socio-
economic inequities, There are clear indications that increasing num-—
bers of people in the public as well as the private sector no longer
view the maintenance of the status quo as a viable alternative, The
choices are now seen by many decision-makers as either a continued
heightening of political violence or social and economic integration of
those heretofore disenfranchised through reforms and programs directed
at the causes of discontent, As a result, there appears to be a new po-
litical will to address the needs of the poor and to create a government
more responsive and responsible to the full spectrum of society, It is
important to note that there also appear to exist serious self~doubts as
to whether the Government has the capacity of implement reforms and pro-
grams in time to head-off violent political conflict, Similar concerns
are held by the private sector, as evidenced by "post-Nicaragua' capital

flight, estimates of which vary from $60-$100 million in 1979,

FIN

In spite of these fears, the principal Government reactions
have been constructive and concrete. President Lucas has personally
given highest priority and urgency to the resolution of the land tenure
and distribution problems and the realization of what the Development

Plan calls a "rural transformation', He has called for acceleration of

the development and settlement of the Franja Transversal del Norte (FTN)
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as the keystone to the administration's efforts in this area. As a di-
rect consequence of the President's interest in the FTN, the past vear
has seen a considerable increase in the GOG's human and financial re-
sources devoted to the FIN settlement program. In 1979 the agrarian
reform institute (INTA) distributed over 13,000 titles to landless High-
land campesinos for parcels averaging 10-15 hectares; a significant construc-
tion program for penetration and access roads and other infrastructure
is underway; research on crops appropriate for the region has been ini-
tiated and appropriate seeds are being distributed to settlers; the mil-
itary is assisting in transportation of agricultural inputs and produce
in the area and is providing basic health services, At the same time
that the colonization program tends to relieve some of the land problems
in the Highlands, it creates potential new problems for the GOG in the
FTN area. The rapid growth of spontaneous as well as organized coloni-
zation in this area is resulting in greatly increasing demands and pres-
sures being placed on the GOG for services and infrastructure, The pub-
lic sector is currently making every effort to keep pace with these de-
mands. Fully 257 of the agriculture sector budget is directed at colo-
nization activities, Nevertheless, there is a real danger that unsat-
isfied demands on the public sector could lead to discontent and even
political violence if the GOG is unable to respond adequately to these
demands, In recognition of this, the GOG is soliciting increased inter-
national donor assistance to accelerate and expand public sector invest-
ments in the colonization areas,

Agrarian Reform Law

In addition, the GOG is presently working on new agrarian

reform legislation to replace the original law passed in 1962, The new
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legislation, as currently envisioned, would improve the GOG institution-
al structure and provide inereasad powers and sanctions to implement
the legislation. Some cf the more important features of the proposed

legislation are:

a, Creation of a National Land Institute (INA), This
will combine the functicns of INTA and the Department of Colonization
of the Pet&n Development Institute (FYDEP) into a single institution

and relieve FYDEP of its responsibilities for distribution of land.

b. Authorize the issuance of bonds by INA for purpose of

carrying out land purchase and redistribution programs.

¢, Strengthen the provisions of the old law for lending

and collecting idle land tax and raises the tax rate.

d. Broadens and strengthens the authority of expropria-

tion of land for settlement purposes and public use,

e, Obligates INA to distribute lands to small farmers and

landless poor families.

f, Obligates INA to establish and carry out a rural

cadaster,
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Social Action Plan

In December 1979, the Planning Council submitted for Con-
gressional and Presidential approval a "Social Action Plan" which is
conceived as an immediate response to the perceived "crisis which is
facing the country'". This Plan underscores the serious shortcomings in
meeting the basic needs of the poor and the likelihood that, given cur-
rent conditions in Central America, increasingly radical solutions for
satisfying these needs can be expected, The Social Action Plan places
highest priority on those programs which impact on the poor and out-
lines immediate actions required to improve and accelerate the execu-
tion of such programs., The short-term objectives of the Plan emphasize
the rapid generation of new employment opportunities through housing
and other construction programs (e.,g., labor-intensive feeder roads),
Over the longer term, the Plan calls for administrative reforms to im-
prove the Public Sector's capacity as a promoter of development and to
optimize the use of available development resources, The Social Action
Plan is a reformist document produced by a central and important element
of the GOG. 1f formally adopted, it will represent an extremely signif-
icant policy statement and an official mandate from the highest politic-

al levels,

Other Initiatives

Other indications of growing reformist attitudes within
various institutions include a recent Congressional initiative which
bluntly outlines political and socioc-economic inequities and immediate
actions required to address them, Furthermore, although not vet public-
1y announced, there is talk of a private sector plan being prepared by
the Chambers of Commerce and Industry to stimulate broader participation

in the benefits of private sector growth,
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Effective implementation of these plans and programs will
require increased public sector revenues and investments, Currently
the GOG tax system captures a relatively small percentage, approximate-
ly 9% of the GDP. This has been identified by several donors as one of
the constraints to any development effort, To increase its ability to
obtain internal financing for development, the GOG is presently seeking
to improve the efficiency and equity of its tax system. AID has been
specifically requested to assist in this effort in the areas of the na-
tional cadaster, tax collections and audit. Eventually, more political-
ly difficult reforms may be necessary, particularly if world prices de-
cline for major export crops, which are the most important earners of
tax revenues. There appears to be increasing recognition of this and
a desire to take at least some important initial steps to improve the

tax situation,

All of these initiatives are recent and are borne of a
pragmatic desire to maintain stability and moderation in the political
arena, Taken together, they reflect a heightening resolve and urgency
to address the problems and causes of poverty as a means of averting
the type of wviolent political conflict recently seen in Nicaragua and

El Salvador.

D. Hopst Country Development Plan and Budget

The current 1979-1982 Development Plan is similar to the prior
two Plans (1971-1974 and 1975-1979) in its focus on the problems of the
poor, It is exceptionally candid in its assessment of the problems asso-
ciated with skewed income distribution, educational and health levels

and patterns of land distribution. 7Tt is alse surprisingly frank and
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self-critical in its assessment of the GOG's historical lack of success
in dealing with such problems, It makes a strong statement in favor of
the needs for greater public sector intervention to ensure that the
benefits of economic growth are distributed more equitably among all

segments of society.

Under the label of "rural transformation™, the Plan lavs out
a long-term strategy aimed at increasing employment altermatives in
the rural areas through diversification of the economv into higher val-
ue agricultural crops and agro-industrial products of inereasing value
which are also intensive users of labor, Domestic industrial produc-
tion is to be reoriented to emphasize use of labor resources and lessen
its relative capital intensity, especially in new industries which will
be required to produce agricultural inputs and in new agro-industries,
This development strategy will require the formulation of policies and
execution of projects in a decentralized fashion te support identified

agricultural potential,

The important step recently taken to implement the strategy
is the passage of a new Industrial Decentralization Law, The Law es-
tablishes four fiscal zones in order of priority, with the Department
of Guatemala receiving the lowest and the poorest 15 departments, in-
cluding those of the Highlands, receiving the highest priority. A set
of variable fiscal and other incentives are provided to industries will-
ing to locate in the departments accorded highest priority. These in-
clude: tax relief of 70% to 100% for periods up to 10 vears depending
on location in terms of departmental groupings and size of industry;

relief from import tax on equipment and raw materials for small indus-
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tries; priority consideration and access tc national programs of indus-

trial finance, technical assistance and pre-investment studies,

The Plan projects total fixed capital investments for the
four-year period of about $6.6 billion (current dollars ~- GOG infla-
tion estimate 1s 4,8% per year over the peried). Of this total, $1.4
billion represents public sector fixed capital investment which would
be complemented by about $600 million of public sector credits -— prin-

cipally for housing, agriculture and industry.

The new GOG Plan is fully consistent with ATD policy objec-
tives. In the past, the GOG has consistently been an under-achiever
in terms of accomplishing its development goals. However, given the
current environment, there is a unique opportunity and increasing pub-
lic and private sector support for imposing the prerequisite public ad-
ministration reforms and tax measures which will be needed to finance

and successfully implement the Development Plan,

E. Absorptive Capacity

The GOG's successive Development Plans, as well as its annual
budgets, have consistently been optimistic relative to the public sec-
tor's capacity to implement them, TFor the past 6 years the amount ex-—
pended on capital investment has averaged 26% less than the amount budg-
eted, This difference between funds programmed and expended is largely
the result of two factors: institutional constrzints and a set of over-

ly cowplex administrative laws and regulationms,

Critical institutional weakness in the area of project design

and execution can be mainly attributed to inadequate public séctor man-
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power training. Historically low public sector salaries, which make it
difficult to obtain and hold qualified personnel, have contributed to
the problem. Development plans and goals are carefully elaborated, but
the GOG has not performed well in following through on the next step of
translating these into actionable programs and projects. This applies
to small farmer development projects as well as politically-important
large-scale showcase projects, The need to resolve these weaknesses is
well recognized and is mentioned in both the Development Plan and the
more recent Social Action Plan as a critical prerequisite to successful
achievement of the GOG's development goals, Several important sections
have already been taken, The GOG has programmed $41 million for salary
increases in 1980 which will provide an average increase of 18% in sal-
ary levels, This increase will primarily benefit mid-level administra-
tors and technical personnel, levels at which the institutional exper-
tise has been traditionally weak, The GOG has recentlv embarked on an
extensive program to upgrade the quality of public sector employees
through advanced training, partly by means of committing $2,0 millien

of its own resources for the purpose under an AID 607 agreement, Sev-
eral GOG entities, (INFOM, public agriculture sector) have also initiated
in-service training programs to improve project design, project manage-
ment and general administrative capacities, The National Economic Plan-
ning Council has signed an agreement with IDB to finance feasibility and

project pre-investment studies in order to develop a shelf of projects,

A second important factor which explains the GOG's poor imple-
mentation record is its system of administrative procedures, For ex-

ample, the current Ley de Compras establishes a system of controls over
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procurement which often result in serious implementation delays, Crea-
tion of a new persomnel position in a government entity requires at
least six months to process. Likewise, a minor budget modification can
take as long as six months to accomplish. Many of the implementation
delays encountered in the GOG's investment programs can be attributed
to these types of administrative bottlenecks. The GOG has initiated
several actions to overcome these types of administrative constraints.
With AID assistance, the GOG created a specia: Projects Control Unit
{UNICOP) in the Presidency to facilitate project execution. The Con-

gress is presently reviewing the Ley de Compras with a view to stream-

lining the contracting and procurement process. The Ministry of Finance
has requested AID assistance to develop a new External Finance Division
which would assist executing agencies in overcoming administrative prob-
lems on externally-financed projects., The Planning Council has created
a new division to study public sector administrative systems and recom-
mend improvements. All of these initiatives reflect the GOG's recogni-
tion of the problem and desire to improve its absorptive capacity, Most
of these reforms are still in their initial stages but, if successfully
carried out, could contribute significantly to improving the GOG's per-

formance in project implementation,

At current levels of external donor assistance, the Mission
does not view the counterpart financing capabilities of the GOG as a
constraint on absorptive capacity. Disbursement financed by external
debt represented only 7% of total disbursements during the period 1970-
1976, This percentage increased during the 1977-1979 period, primarily

resulting from externally-financed disbursements on hydroelectric proj-
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ects, and in 1979 is currently estimated at 21%. This is still low,
however, and given the GOG's current debt service ratio (approximately
2%}, the GOG's capacity to borrow and provide necessarv counterpart

would not appear to be approaching its limit.

F. U.S./Guatemala Economic Relations

The United States and Guatemala continue to maintain close
economic ties as reflected by international trade patterns and capital
movements, The U,S., as Guatemala's principal trading partner, repre-
sents on—-third of the Guatemalan export market while U.,S, imports ac-
count for fully one-third of the country's total imports, Guatemalan
exports to the United States consist principally of primarv products,
such as coffee, cotton, sugar and meat, However, the recent oil dis-
coveries and the completion of the Rubelsanto oil pipeline offer excel-
lent prospects of oil exports in the next few vears. Currentlv, there
is intense exploration activity in the Northern Transversal Strip and
the Petén by a number of the major o0il companies which will help to de-
termine the full extent of Guatemala's oil deposits. U.S. exports to
Guatemala, on the other hand, are considerablv more diversified, rang-
ing from basic grains and farm inputs to industrial machinerv and con-
sumer goods. In general, the U.5, realizes a current account surplus
in its trade with Guatemala, contributing favorably to the U.,S. balance

of payments situations.

In addition, there are over 150 multinational firms in Guate-
mala with U.S. equity participation, The attractive investment climate
in Guatemala has consistently generated a positive net flow on the coun-

try's capital account more than sufficient to compensate for current



account deficits which in recent years has led to a remarkable growth

in official reserves.

Guatemala Perspective on CACM

It is generally recognized that much of the industrialization
that has occurred in Guatemala over the last twentv years is attribut-
able to the formation of the Central American Common Market, A combi-
nation of external tariff protection and fiscal incentives has favored
the growth of light industry producing primarily consumer goods, Guate-
mala has no general policy vis-8-vis the CACM concerning agricultural
products. For fruits and vegetables, there have been significant ex-
ports to El Salvador; however, in the case of wheat there is no desire
to trade with the CACM., When there is a deficit in basic grains, Guate-
mala generally prefers to import from lower cost suppliers, such as the
United States. 1In general, trade among CACM members grew most rapidly
during the first decade of the CACM, arcund 30% per annum, However,
this growth rate dropped to roughly 11% during the second decade sug-
gesting rapid exhaustion of regional import substitution opportunities,
With respect to trade balances with other CACM members, Guatemala has
consistently achieved significant trade surpluses vis-a-~vis the other
members, an indication that Guatemala has probably benefitted most from

the trade arrangement,

Support for CACM Institutions

Given the economic benefits which Guatemala has enjoyed through
the CACM, it is generally accepted that Guatemalz will support treaty re-
newal in 1981, There are also other indications of Guatemala's support

for CACM., Recently, Guatemala granted Nicaragua generous export credits
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in order to reinforce trade relationships. Farlier this year, the Gua-
temalan Foreign Minister made overtures to the Dominican Republic con-
cerning possible membership in the CACM, Finally, Guatemala continues

to provide host country support to SIECA.

Guatemala's Chances of Entering the World Market

The current market distribution of Guatemala industrial ex-
ports indicates strong dependence on the regional. For example, in the
three-year period ending in 1977, only 15% ($27 million) of industrial
exports went to world markets while 85% ($155 million) was directed to
the CACM. This contrasts strongly with the trade pattern for non-
industrial exports over the same period. It is estimated that 947
(629.6 million) of non-industrial export went to world markets as com—
pared to only 6% (3540 million) to CACM countries, Furthermore, the
rate of growth of exports to the rest of world now exceeds the rate of
growth of exports within the CACM. This is indicative of Guatemala's
traditional comparative advantage in agricultural exports contrasted
with industrial exports which continue to depend on regional tariff
protection. The result has been that agricultural exports, which are
non-protected and taxed, have provided the foreign exchange to purchase
industrial capital and intermediate goods necessary for the industriali-
zation process. This process has been capital intensive and oriented
to consumer goods production. However, the protected Common Market
has not induced sufficient economices of scale in production nor generated
sufficient incentives ro compete in world markets. As a consequence, the
Common Market generated a net of only an estimated 25,000 new jobs.

A tendency towards gradual industrial stagnation due to exhaustion of
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regional import substitution possibilities would ohviously limit
prospects for increased regional employment. A CACM policy of export
promotion with emphasis on agro-industrial development has been endorsed
by Guatemala and may well offer the best hope in the medium term for
penetrating world markets. An expanded agro-industry development effort
could lead to better utilization of the rural labor force; require less
capital cost and could increase land productivity, etc. This policy
could greatly improve CACM linkages to the rural poor and accelerate

regional development in general.

II. STRATEGY
A. Overview
AID's development assistance strategy is to assist the GOG,
within the context of its current Four-Year Development Plan, to in-
crease the income and satisfy the basic human needs of the AID target

group.

The target group, described in detail in Section I, reflects
a further geographic concentration over last year's CDSS. The Mission
made a conscious decision several vears ago that AID programs could not
reach all of the poor in Guatemala., They are too dispersed, too hetero-
genecus in terms of constraints to income improvement and reception of
services to provide basic needs and they are too large a total group id
proportion to the tesources that AID may be expected to provide to Gua-
temala. Consequently, in 1976 we chose the poorest 206 municipios as
identified by the Mission's rural poverty index. These included the
population in the Central and Western Highlands, the Northern Transvers-

al Strip and poverty pockets in the Eastern departments of the country.
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Because of the funding constraints foreseen for FY 1980 and 1981, we
have been forced to narrow the target group to the poor living in 140
municipios in the Highlands and those who choose to migrate to coloni-
zation areas in the Northern Transversal Strip and the Petén, In terms
of target population, this represents a reduction of 23% -- from 447,000

families to 344,000 families.

The target area includes some 55% of the countrv's total ru-
ral population and about 65% of the rural Indian population. The reduc~
tion in geographic coverage also accords with the Mission's integrated
development approach by permitting greater spatial concentration and
complementarity of resource investments., Finallv, geographic concentra-
tion will contribute to greater efficiency in USAID management at the

projected resource levels and at reduced staffing levels,

AID's long-term development goals in this country, which are

fully consonant with those of the Guatemalan Government, are to:

1. Increase the productive resource base of the target group;

2, Increase efficiency of the target group in the use of its
productive resources; and,

3. Increase the access of the target group to relevant so-

cial services.

In order to achieve maximum development impact from the AID
assistance program, the Mission has adopted an integrated regional de-~
velopment strategy. The choice of this strategy reflects the Mission
and GOG desire to improve planning effectiveness and achieve greater

efficiency in the allpcation of development resources, while at the same
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time provide greater opportunities for local participation in the devel-
opment process. This strategy will assist the GOG to develop its re-~

gional development planning and implementation capacity so that internal
and external resources are more effectively channelled to the target

area. Administratively, the regional approach provides a logical frame
of reference for data collection and analysis and provides a convenient
geographic base for coordinating implementation activities of the vari-

ous line ministries,

Integrated regional planning takes inte account three dimen-
sions of the planning process, First, there are the spatial relation-
ships which delineate the rural economy and its links to urban centers.

This will involve the application of central place theory to identify

market towns and natural trade centers. Based on productive linkages
and hierarchies of gservices, discrete projects can be formulated which
will stimulate the rural economy. In addition, the regional geographic
focus will enable the GOG to take better advantage of the cross effects
that exist among projects. Secondly, public services and infrastruc~
ture can be analyzed in terms of functions and certain functional com~
plementarities can be incorporated into project design and execution,
Finally, there is sequential planning which involves the proper phasing
of project activities and outputs so as to meet program objectives in a
more efficient manner. A more optimal staging of interrelated projects
will help avoid program bottlenecks and ensure that developmental cou-
straints are addressed in a systematic way. The Mission believes that
planning in this fashion will generate a more adegquate criteria for in-

vestment decisions and better utilize development resources,
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B. Integrated Regional Development Strategy

As indicated in our previous discussion of GOC commitwment,
rural development, with emphasis on AID's target area, has assumed
first priority in the GOG's investment program and increased financing
is being sought internally as well as externally to implement these
programs, However, with increasing resource flows in the target area,
the demands on the GOG's limited capacity to plan, coordinate and im
plement rural development investments becomes ygreater and more complex,
If duplication and marginal investments are to be avoided and the great-
est possible complementarity of investments is to be achieved, the GOG
must be able to plan and administer resource flows in an integrated
fashion.

The National Economic Planning Council will play a keyv role

in carrying out the proposed development strategyv by:

-- Assessing needs and requirements for rural development.

—-— Developing a master rural development plan for invest-
ments in all sectors in the target area,

-~ Insuring that programs and projects of executing Minis-
tries and agencies are in accord with the Master Plan.

-- Monitoring national and sectoral budget planning,

-- Ensuring coordination of external donor activities,

By legislation, the National Ececnomic Planning Council (NEPC)
has sufficient authority to carry out these functions, It is responsi-
ble for the Development Plan and reviews and approves Ministrv programs,
projects and budget submissions, The NEPC also reviews and approves all

external financing agreements, At present, the NEPC's capacity to exercise
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these powers efficiently is limited by the lack of an adequate data base
and investment programming mechanism. Nevertheless, the NEPC seeks to
ensure that individual projects, investment programs and annual gudgets
are in general accord with the objectives of the Development Plan and
has, in fact, in several instances, cancelled or significantly modified
projects and budgets of line Ministries which are not consistent with
this criteria. However, the NEPC has been unable, up to this point, to
analyze such documents in terms of their spatial and functional priori-

ties and complementarity at the local level.

To improve the Planning Council's effectiveness, the Mission
is financing an "Integrated Area Development Studv' in the target area
which is being implemented by the NEPC in conjunction with the Municipal
Development Bank (INFOM) and the Ministry of Agriculture. The study
will provide an estimate of agricultural potential and an inventory of
supporting infrastructure requirements and services at the municipal
level. On.the basis of local agricultural potential, demographics and
natural trade areas identified in the study, the NEPC will develop a
regional development investment plan(s) for the target area designed to
address critical infrastructure, resource and service gaps required to
take maximum advantage of economic potential. This investment plan will
be based on the spatial concept of a hierarchy of market towns and serv-
ice centers serving their respective hinterland areas. AID is financing

a similar study for the Franja Transversal del Norte. To further refine

the NEPC's data base for planning of integrated regional development pro-
grams, the Mission is financing an urban poverty study of Guatemala City

and secondary cities in the Highlands. This study, which will complement
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the Integrated Area Development Study, is examining population and ur-
ban growth trends, migration patterns, urban emplovment and urban hous-
ing and services. The study will assist in identifying the unique re-
lationship of secondary cities in the Guatemalan Highlands to surround-

ing rural areas as a source of employment and services.

It would appear that the other doners are moving towards a
regional development approach as well, IDB, for example, has financed
two important studies; one on regional growth poles and the other on
the Chixoy watershed area, Applying this integrated regional develop-
ment approach to its planning, program development and budget and proj-
ect review functions will enable the NEPC to stimulate greater integra-
tion in planning of development activities at the local (municipal} lev-
el, both in AID's target departments as well as in the Northern Trans-
versal Strip, The NEPC will also be better able to coordinate external
donor investments, so that mutually suppertive parallel financing ar-

rangements will be feasible.

Effective implementaticon of an integrated regional developpment
strategy will require strong administrative support and close coardina-
tion of relevant line ministries and implementing agencies. As already
noted, the capacities and inter-imstitutional linkages of these GOG in-
stitutions have historically been weak. Although the GOG has taken some
steps towards decentralization, a fully decentralized planning and ad-
ministrative institutional framework is not foreseen in the medium term,
Nevertheless, the GOG is moving towards a regionalization of its admin-
istrative structures and most national ministries now have established

and delegated authority, in varying degrees, to field offices, The
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Ministry of Agriculture now has seven agricultural regions with offices
in each. The Ministries of Education, Health and Public Works are also
organized along regional or departmental lines. Thus, while the admin-
istrative structure of most of these institutions provides an appro-
priate framework for local coordination and implementation of the re-
gional development strategy, improvement of institutional capacities is
critical to the Mission's strategy. The USAID program, therefore, calls
for continued assistance aimed at upgrading human resources in the pub-
lic sector and developing appropriate policies and institutional reforms
in support of regional development activities. TFor instance, AID is fi-
nancing a major training effort in the Publie Agriculture Sector, includ-
ing in-service and off-shore training programs. The currently active
loan to INFOM includes a major institutional development component. The
Mission is presently developing an administrative reform project with
the Ministry of Education. &imilar assistance is programmed for the

health sector.

As the data base becomes available, initially the Mission pro-
poses a series of AID-financed investments as a means of developing the
requisite institutional capacities to implement a regional development
approach. The proposed FY 1982 program in land resources and rural in-
frastructure will likely be the first major effort in this regard. This
program will specifically finance several functional activities designed
to improve agricultural productivity in the target area including, soil
conservation, irrigation, forest management, access roads and municipal
facilities (e.g., storage, markets, etc,). Depending upon funding avail-

abilities, the Mission will select one or more natural production and
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trade areas in which to implement the project and will prepare regional
multi-sector investment plans for each, based on the municipal level
date provided by the Integrated Area Studies. The Mission, working
with the Planning Council, will then identify complementarv on-going

or planned investments of the GOG, AID and other donors directed at
these areas and seek to program (or reprogram, to the extent possible)
resources within the framework of these investment plans. This would
represent the first effort of this type in Guatemala to coordinate in-
vestments at the local level within the context of a common integrated
regional development plan. Implementation of the AID resource invest-
ments, as well as those of the GOG and other donors in the selected re-
gion(s), would be carried out by the regional or departmental offices
of the relevant ministries, As the capacities of the NEPC and imple-
menting institutions are developed, it is anticipated that other donor
and internally-financed investments in the entire target area will be

programmed and implemented by the GOG on the same basis.

Targets

The Mission targets related to its regional development strat-
egy are as follows:

1. Generate a reliable statistical base and analytical tools
to be used for policy formulation, budgeting and planning purposes.

2. Improve the quality of personnel working in public sector
institutions responsible for providing services to rural areas through
in-service and advanced training.

3. Expand services essential to rural development to locali-
ties identified as not presently being reached, but which have poten-

tial for econcmic improvement.
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4., Encourage further decentralization of administration of
public sector institutions and streamline the bureaucratic procedures
utilized in implementing activities designed to provide services to

rural areas.

C. Functional Integration Strategy

Within the overall framework of its regional development strat-
egy, the Mission has selected a mix of complementary program elements
designed to address the critical constraints to achieving the Mission's
three long-term development goals. The following paragraphs describe
each of the Mission's proposed program elements and their functional

relationships in terms of these development goals.

1. Increase the Productive Resource Base of the Target Groups

Given the high rates of underemployment and seasonal unem-
ployment in the target area, it is clear that the major relative resource
scarcities are in land and capital. 1In order to stimulate increased em—

ployment, production and income, these two Tesources must be addressed.

The amount of arable land in the Highlands is, of course,
fixed andhas long been fully cultivated. Nevertheless, the land base
is a function not only of size, but quality which can be affected by
appropriate investments. The present low productivity of land in the
Highlands target area and increasing population pressures setsthe stage
for a progressively worsening cycle of overuse and deterioration of the
natural resource base. Pilot projects, which include capital financing
for improvements of the land base, i.e., soil conservation and irriga-

tion, have been initiated with AID support. These activities will be
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continued, expanded and broadened to include forest management during

the planning period.

In spite of potential improvements in land quality in the
Highlands, the fixed land base is still not sufficient to support that
area's growing population. Thus, in order tc increase the amount of
land available to the target group, AID is supporting the GOG's coloni-
zation program in the Northern Transversal Strip (FTN). The GOG esti-
mates that the FIN and new land areas to be cpened up in the Petén could
provide 100,000 to 150,000 families with heldings of 15-25 hectares each.
Movement of families from the target area will also increase land avail-
abilities for those remaining in the target area, although such gains

may only be temporary unless the rate of population growth is reduced.

The traditional problem of directed colonization under
government sponsorship has been its high cost per settler and the large
administrative structure developed by the institutions undertaking such
efforts. The Mission is currently financing a pilot proiect in the
Northern Transversal Strip to test an alternative colonization model ad-
ministered through private sector cooperatives to redvce costs and give
the settlers more voice in deciding on the form of cooperative organiza-
tion and type of services thev will require for productive use of this
enlarged land base. The GOG role in this model is to facilitate the ef-
forts of the cooperatives where possible and to provide the settlers
with traditional public sector support services and infrastructure, e.g.,
roads, schools, health facilities, agricultural credit and technical

assistance,
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AID will continue to support the GOG's colonization ef-
forts during the planning period, building on the experience of the
current program to expand the program in the FTY, as well as the Petén,
and will assist to further develop GOG and cooperative capacity to im-—
plement such activities. The GOG is also exploring the possibility of
additional financing from the IDB and IBRD to support its colonization
effort. Tt is anticipared that such financing, if forthcoming, would
concentrate on expanding the infrastructure base and support services
of the GOG in the Western FIN as a follow-on to the initial coloniza-

tion activities.

It is clear, however, that even with the land opportuni-
ties offered in the FIN and Petén, along with land improvement efforts
in the Highlands, the agricultural sector will not be able to provide
sufficient employment for the rapidly growing Highlands labor force,
Rural non-farm enterprise in the long-term must provide employment al-
ternatives to absorb the labor overflow from the agricultural sector.

As in the small farm sector, one of the serious constraints te expan-—
sion of small non-farm enterprise is a scarcity of capital. The Mis~
sion has recently initiated a small enterprise credit program with the
National Finance Corporation (CORFINA) and will continue to support this
activity during the planning period in order to increase the capitaliza-

tion of small entrepreneurs,.

Targets

The targets related to this developmental goal are as fol-

lows:
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a. Colonization -- Demonstration of a successful coloni-
zation model for 5,000 families and replication of the program for an

additional 12,000 families.

b. Land Quality Improvement -- 15,000 hectares improved
through soil conservation, small-scale irrigation and forest management
practices.

c. $7.5 million expansion in credits to small-scale en-

terprises providing 6,000 new jobs.

2, Increase Efficiency of the Target Group in the Use ot

Available Productive Resources

The ability of the target group to increase its income is
dependent upon efficiencies in the utilization of rescurces as well as
uponn improvements in the resource base. One of the important determi-
nants of efficiency is the application of appropriate production tech-
nology for both on-farm and off-farm endeavors. The Mission's strategv,
therefore, places heavy emphasis on research and development of technol-
ogies appropriate to farm and non-farm production in the Highlands tar-
get area. Agricultural production in the target area is presently con-
centrated on the traditional crops of corn and beans. Although these
crops are important in terms of rural diets, thev absorb relatively lit-
tle labor and, even given the most optimistic projections of vields, can-
not provide acceptable income levels on small land parcels. Fruits, veg-
etables and certain intensive livestock enterprises offer greater oppor-
tunity for more intensive use of labor and greater returns per unit of
land and labor employed. The Mission, therefore, has oroprammed assist-

ance to support GOG research and development of production and farm
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management technologies related to these crops. The GOG has also ini-
tiated, with AID support, a program of applied research and development
of technologies for small-scale non-farm enterprises. This research

and development will ceoncentrate on improving the efficiencies of exist-
ing small enterprise activities (e.g., small farm tools, agribusiness)
which would offer increased market opportunities for small enterprise

production.

Efficiencies in production are also dependent on the qual-
ity of human resources. New or improved work-related skills can in-
crease productivity and alsc provide expanded employment alternatives
for the rural poor. To develop the human resources in the target area,
the Mission has programmed assistance to support a broad range of non-
formal education and extension programs. Such programs have already
proven effective as a means of upgrading human resources in traditiomal
rural areas. In 1973 the LAC Bureau initiated a successful pilot Basic
Village Education program which was followed by an expanded program in
non-formal education currently underway. The Mission plans to continue
assistance in this area during the planning period with the objective
of further increasing coverage of the non-formal system, The Mission
also plans to assist the GOG in improving the capacity and effectiveness
of the Ministry of Agriculture to disseminate information on improved
farm production and management technologies, particularly those relat-
ing the diversified crop production. Assistance will also be provided
to the Natiognal Finance Corporation (CORFINA) to disseminate appropriate
technologies and provide management training and technical assistance

services to small-scale entrepreneurs.
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Literacy also can make an important contribution to the
quality of human resources by increasing access to and acceptability of
new technologies and has a proven relationship to income-earning capac-
ity. In formal education, AID is providing assistance to the GOG to
increase access to primary education by improving the capacity, inter-
nal efficiencies and relevance of the rural primary education system,
With respect to relevance, major emphasis will be placed on basic voca-
tional skills training related to rural production. QOver the planning
period, the AID program will concentrate increasinglv on the "software”
elements of the system relying on the assistance of other larger donors
to provide the increased physical plant needed to expand the svstem,
ATID assistance will focus heavily on developing the human resources of
the MOE (training of teachers and administrative personnel), further
development of relevant teaching materials curriculum and a major tech-
nical assistance package to develop a bilingual education program at the

pre-primary and first and seceond grade levels.

A number of factors external to the productive enterprise
also affect production efficiency in the Altiplano. 1In large measure,
these factors involve public sector infrastructure and services., Ex-
panded production of higher value cash crops implies the need for im-
proved marketing infrastructure and services, access roads and electric
power. Likewise, increased decentralization of industrv requires in-
creased supportive municipal services, energy and transportation infra-
structure. Resolution of these external constraints to increased on=-
and off-farm productivity present a major element in the Mission strat-

egy. Accordingly, the Mission's proposed 1982-1985 program will pro-
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vide support for the GOG development goal of increasing investments in
rural infrastructure. AID assistance will focus on small-scale infra-
structure leaving the financing of major investments to the internation-
al development banks. A major objective of this assistance will be the
development of institutional capacities of the Municipal vevelopment
Bank (INFOM), the Ministry of Public Works and municipal governments to
implement critical small-scale infrastructure projects, e.g., access
roads, markets, municipal facilities, industrial parks and electric pow-
er distribution systems. In order to maximize the secondary benefit of
these activities, i.e., rural employment, emphasis will be placed on
labor-intensive construction techniques, particularly with respect to
access roads. Certain private sector support facilities also affect
production efficiency, in particular those related to marketing. To
improve marketing of non-traditional crops, the Mission has programmed
assistance to cooperatives to construct market facilities and develop
more efficient market channels. Increased marketing efficiency of these
crops is critical in order to realize the full potential benefits of im-

provements in the land base and agricultural production technology.

Targets

Mission targets related to the goal of increased efficien-

cies are as follows:

a, Diversified Crop Technology -~ increase the number of
target farmers growing high-value, labor-intensive crops from 26,000 to

100,000 over the planning perioed,

b. Small Enterprise Technology —- finance 5,500 small ru-

ral enterprises over the life of the activity; 2,000 small entrepreneurs
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receive management training through 100 short courses; 30 credit agents
trained and offering assistance to small business operators; CORFINA

making 1,000 loans annually averaging $1,500 each.

c. Education -- increase target area enrollments by 12%
over that of 1979; increase retention rate up to 20% over 1979 for mono-
lingual Indian children in pre-primary through second grade; increase
coverage of bilingual education program from 3% to 5% and expand scope

of program from pre-school to first two grades.

d. VNon-Formal Education and Extension -- coverage of 30%
of the target population or some 250,000 people by 1980; provide train-
ing in non-formal education to 60,000 persons through four new field

offices and three radio stations in 1980.

e. Rural Public Sector Infrastructure -- 75,000 new ru-
ral electric system hook-ups; construction of rural access rcads at
rate of 200 Kms. per year; investment in municipal infrastructure in-

creased from $10 million per year to 525 million per vear.

3. Increase the Access of the Target Group to Relevant

Social Services

In the longer term, increases in relative incomes result-
ing from programs in the productive sectors will enhance the abilitv of
the poor majority to satisfy the full array of basic human needs. Nev-
ertheless, the Mission and the GOG have identified certain immediate
and critical needs which impact directly on the well-being of the poor
majority and thus warrant direct interventions through the social sec-

tors. These needs are fully described in the foregoing description of
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the poor majority. The Mission's strategy for addressing these needs
is to increase access of the poor majority to relevant social services;
specifically, those related to health, nutrition, family planning and
shelter.
a. Health

Despite efforts to improve health conditions in rural
areas, data indicate that the situation is worsening. Aside from the
constraint posed by limited financial resources, there are significant
institutional deficiencies in terms of human resources and organization
which limit the MOH's ability to provide an effective and efficient in-
tegrated health delivery system which could address the needs of the
rural poor. These deficiencies are particularly apparent at the lower
end of the MOH institutional structure, i.e., in the rural outreach sys-
tem. That portion of the system below the level of the rural hospital
(health center, health post and community level) is seriously lacking
in terms of trained medical auxiliaries, supervisory personnel, and man-
agement and administrative systems. The lack of administrative manage~
ment capability has impeded progress in the major areas where signifi-
cant opportunities exist for improving rural health cenditions: i,e.,
(1) coverage of the system; (2) quality and relevance of existing serv-

ices: and, (3) the provision of environmental sanitation facilities,

Accordingly, the Mission's program in the health sec-
tor is designed to expand the outreach and effectiveness of the GOG's
rural health system and to improve the sanitary environment of the rural
poor. Several important elements are already in place, or being devel-

oped, including training facilities for personnel and a network of 636
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health centers and health posts. The Mission's objective during the
pianning period is to institutionalize the concept of integrated prim-
ary health care by establishing a community-based delivery capabilityv
supported by these health posts and MOH auxiliarvy health personnel,
The Mission's strategy involves: (1) the institutionalization of the
GOG's plan for extension of health services by equipping and staffing
health posts in three departments; (2) implementation of communitv-
level sub-projects in environmental sanitation and primary health serv-
ices with emphasis on preventative medicine; and, (3) replication of
the integrated health system in other areas and a continuation of the
training program, activities in primary health care and monitoring of
the system.

b. Nutrition

The Mission views the low nutrition levels of the

target groups as a multi-sectoral problem which is a function of income,
availability of preventive health services, environmental sanitation,
family education and population growth. Accordingly, Mission initia-
tives in the area cf nutrition form an integral part of a number of the
proposed activities. For example, nutrition education will be a major
element of the medical auxiliaries' activities and nutrition informa-
tion will be included in the non-formal education programs. The pro-
posed increased emphasis on rural water supplies is also designed to
reduce the high rates of diarrheal disease and thereby address the mal-
nutrition problem. The direct input of P.L. 480, Title II resources
will decline slightlv during the planniag period as the GOG's national
nutriton policy results in projects utilizing locallv-produced foods

for supplemental feeding of the "at risk' population., In 1978, the
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GOG assumed complete responsibility for the schooi feeding program, al-
lowing CARE and CRS to focug on Maternal-Chiid Health Care programs and
Food for Work projects. Between CARE and CRS, almost one-quarter of a
million people are benefitted. In addition, CARE has organized a Food
for Work project involving Peace Corps, the Miniszry of Agriculture and
the communities in reforestation. Over ome million seedlings were planted

under this program.

¢. Population

A recent Ministry of Health decision to participate
with AID and APROFAM, the private family planning association, in a tri-
partite family planning project constitutes a dramatic departure from
the GOG's prior position on family planning, which had been character-
ized by varying degrees of disassociation and even occasional anti-
family planning peolemics. The proposed project will formally involve
the MOH in the active implementation of family planning activities.
Moreover, the dispensing of contraceptives by para-medical personnel
will be given official sanction, making possible the utilization of the
Ministry's rural health delivery system, as well as the organizational
infrastructure of private sector institutions such as cooperatives, to

expand the availability of family planning services.

In taking advantage of the positive shift in the GOG
position on family planning during the planning period, the Mission will
encourapge a progressively greater role by public sector institutions as
active participants in family planning programs. At the same time, we
will continue to support APROFAM as a center of expertise, The expan-

sion of availability of family planning services and information among
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the poor majority will encompass the indigenous as well as Ladino pop~
ulations, with special emphasis on the indigenous population, who have
always exhibited a markedly lower degree of receptivity to family plan-
ning.
d. Shelter

In the GOG's "Social Action Plan", shelter programs
are given highest priority as a means of stimulating emplovment in the
short term. The Plan calls for reprogramming of on-going housing pro-
grams to emphasize low income shelter solutions and to accelerate the
rate of housing construction from 5,000 units/vyr. to 25,000 units/yr,
AID currently has contributed $19 million of regional HIG resources to
a $30 million CABEI housing loan to Guatemala's National Housing Bank
(BANVI). Construction on this project is not yet underway and it is
possible that CABEI and AID may be requested by the GOG to approve a
reprogramming of these funds to meet the needs of the Social Actiomn
Plan. The Mission recommends that every effort be made to accommodate

such a request should it materialize,

The AID-financed Urban Poverty Studyv, currently under-
way, will provide the basis for the Mission's shelter pregram. During
the planning period the Mission's shelter strategy is to use HIG and
grant funds to: attract savings and other funds available in the pri-
vate capital market so as to provide BANVI with a more reliahle source
of funds for its low-income shelter programs; provide technical assist-
ance and training to strengthen both BANVI's and the National Federation
of Housing Cooperatives (FENACOVI) institutional capabilities to pro-

mote and implement low-cost shelter programs, as well as to collaborate
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more effectively with each other and with private housing finance insti-
tutions; and, increase the level of private sector shelter activity,
primarily with regard to satisfying the demand of lower income groups
and also with a view to expanding formal secter shelter activity out-

side Guatemala City, initially in secondary cities.

It is expected that, as the measures to strengthen
the housing finance system begin to take effect, AID strategy will con-
centrate on and emphasize the objectives of expanding formal sector
shelter activity in secondary cities, market towns and small rural set-
tlements. Such a strategy will involve continued assistance to the
housing cooperative movement, financing for the provision of individual
or collective basic services such as water and waste control, small
home improvement credit programs, and cooperative sites and services
projects in rural towns. AID's emphasis on secondary cities and coop-
erative shelter programs complements the investments of other denors,
in particular IBRD, who are concentrating on shelter financing in the
capital city. The IBRD is presently negotiating new financing which
focuses on upgrading the squatter settlements which arose after the

1976 earthquake.

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

=~— (i) access to health services will be expanded from
30% of the population covered to 60% during the next five years; {(ii)
access (household connection) to water will increase from 10% to 20%
of the rural population; {iii} the number of latrines will triple over

the 5-year period in the rtural areas; (iv) reduction in the incidence
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of malnutrition in the pre-school age population and in pregnant and
nursing mothers by 30%; and, (v) reduction in the infant mortality rate

from 79/1,000 to 60/1,000,

-- Reduction of birthrate from 44/1,000 to 39/1,000 and
to increase the percentage of women in fertile age who are actively con-

tracepting from 13% to 18%Z.

-- (i) water and sewer hook-ups and other urban services
for 16,000 families; (ii) low-cost cooperative housing projects for

2,000 families; and, (iii) home improvement loans for 2,000 families,

D. Special Concerns

1. Environment

Environmental concerns to soil depletion and deforestation
are an integral part of the Mission's strategy related to increasing the
productive base of the target group as indicated above. In addition to
these activities, however, the Mission plans to support GOG efforts in
addressing other environmental concerns over the planning period, e.g.,
pollution. The Mission specifically proposes to provide technical as-
sistance and institutional development support to assist in elaborating
and implementing environmental legislation which is currently being
prepared for submission to the GOG Congress, This legislation will es-
tablish a secretariat to study environmental problems, identifyv prigri-
ties, establish environmental standards and regulations and coordinate
the implementation of environmental programs with relevant GOG entities,
e.g., the Forest Management Institute (INAFOR) and Ministries of Agri-

culture and Health. The AID/W-financed environmental profile, current-
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ly being carried out, will thus be extremelv useful in providing an ini-
tial data base for the proposed secretariat as well as for the Mission

in designing environmental activities,

2. Tax Reforms
The GOG commitment to expanding the role of the public

sector in order to stimulate greater socio-economic equity implies an
increase in the size of the GOG public sector and an increase in public
sector revenues. In recognition of this, the GOGC has initiated actions
and is seeking AID assistance to increase the efficiency and equity of
the GOG tax system. While the initial steps of the GOG relate to tax
assessment collection and audit procedures, it is clear that, to provide
sufficient internal financing for a rapid expansion of its rural develop-~
ment efforts, the tax system will have to be modified to capture a great-
er percentage of GDP. Given.the fundamental importance of tax reform to
AID and GOG development objectives, the Mission is programming resources

to provide technical assistance to the GOG in this effort,.

3. Energy

The GOG planning efforts and investments related to hydro-
electric power and petroleum are being fully supported by other domnors
and the private sector, The Mission is therefore limiting its assist-
ance in the area of energy to that which relates directly to the target
group. Thus, the Mission strategy is to support the expansion of the
electrical power distribution system to low-incoms users and to finance
research and development on appropriate energy technnlogies for the ru-
ral areas. To the extent that energy is determined to be a critical

constraint to expansion of small-scale rural enterprise, or to improved



- 57 -

farm management it will be incorporated into the appropriate technology
research and development programs financed by the Mission. Mission as-
sistance programmed for improving forest management in the target area
will place heavy emphasis on the wood-fuel aspect of the problem, since
Guatemala is the Central American country most heavily dependent upon
this type of energy. Decreasing availability of fuel-wood and increas-
ing costs of petroleum energy sources are a severe problem in parts of
Guatemala. Due to the decreasing availability of fuelwood, Guatemala
has been chosen as one of the major sites for research and demonstra-
tion activities under ROCAP's regional Fuel-Wood and Alternative Energy
project which will be implemented by ICAITI, located in Guatemala and
CATIE, located in Costa Rica. One other regional organization located
in Guatemala and several local organizations will cooperate in the proj-
ect, SIECA will provide economic data; CEMAT, Central American Insti-
tute for Appropriate Technology, and Choque, an experimental station in
Quetzaltenango, will assist in the stove technology; University of San
Carlos and INSIVUMEH, the meteorological institute, will work in the
area of solar energy and INAFOR, the Watiocnal Forestry Institute, will

cooperate with CATIE in the development of fast growing tree species,

4, Women in Development

Until now, very little research has been done on the status
of women in Guatemala and public and private sector WID activities. 1In
an effort to bridge this information gap, the Mission plans to carrv out
a study in FY 1980 which will analyze socic-economic data on women, in-
ventory organizations' WID activities and make recommendations for a
bilateral program. As part of the FY 1981 OPG program the Mission plans

to include at least one WID project, based on the results of this studvy.
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A Mission project team was established recently and has
been working with several local women's organizations to establish a
confederation. The team will be responsible for ensuring that the Mis-
sion's proposed grant and loan projects integrate components which will

directly benefit and improve the status of women.

E. Other Donor Coordination

The current loan portfolio of the principal multi-lateral lend-
ing institutions in Guatemala totalled $500 million at the end of 1979,
Of this amount, the IDB has a portfolio of active loans totalling $265
million; IBRD $194 million; and CABET $41 million. Approximately 44%
of this total has been provided for hydroelectric power generation, 4%
for power transmission; 12¥ for education and health programs; 6% for
telecommunications; and, 5% for road construction. In addition, commit-
ments by other donors for technical assistance currently exceeded $10
million a year. Besides AID, which provides 25% to 30% of total tech-
nical assistance funds, UNDP is providing an average $2 to $3 million
annually to assist a variety of Guatemalan institutions in the areas of
national planning and programming, statistics, budget development, man-
agement of petroleum resources and industrial pianning. UNICEF and
UNESCO are supporting non-formal education projects, and the 0AS has
programmed grants of $725,000 and $750,000 for 1980 and 1981 to fund
small industry and handicraft development, educational research, region-
al development and arid parts of the Highlands and pre;feasibility

studies in priority areas indicated by the National Development Plan.

The West German Government is also active in Guatemala and has
provided technical assistance to develop a master plan for hydro-power

generation.
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An informal division of responsibility has traditionally ex-
isted among the major donors. Within this context, the IDB has concen-
trated on urban infrastructure, transportation, hydroelectric power gen-
eration and higher education; IBRD on telecommunications, ports, hydro-
electric power generation and secondary education; CABEI on tourism in-
frastructure, housing telecommunications and roads; and AID on small

farm agriculture, primary and non-formal education and rural health.

However, recent Central American political events have stimu-
lated increased interest within the GOG in accelerating its rural devel-
opment efforts. This coincides with the new mandates of the major do-
nors such as the IDB and World Bank to direct greater amounts of re-
sources at the problems of the rural poor. The recent entrv of these
major donors into areas of priority AID concern such as rural health and
nutrition, primary education, rural housing and small farm preduction,
as well as their apparent willingness to attempt higher risk programs
in some of the poorest areas of the country, has created the potential

as well as the need for closer collaboration with AID.

Because AID's financial resources are modest in comparison to
those available from the International Develcopment Banks, our strategy
is to create or strengthen the capacity of Guatemalan institutions both
public and private, to replicate on a wider scale with other donor fund-

ing, low-cost rural outreach projects which have been proven successful

using AID risk capital.

In addition, our in-country field staff, along with AID's ex~

tensive experience as leader in rural development, gives us the unique
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capability to support innovative activities which embody new concepts
or developmental approaches, or in which experimental delivery systems

are introduced and new technologies are tested.

This AID strategy has already achieved notable results. The
regional-satellite rural school model, successfully completed on a pilet
basis under a prior AID loan, has become institutionalized within the
MOE. The World Bank has recently begun negotiations with the MOE to
expand the coverage of this cost-effective program nationwide. The
World Bank's entry inte rural primary education will relieve AID of the
financial burden of even this type of small-scale infrastructure invest-
ments in the education sector and will permit us to concentrate our lim-—
ited resources on the difficult areas of bilinguazl and basic skills

training as well as administrative reform of the MOE,

The AID colonization model of organizing settlement of High-
land Indians in the Northern Transversal Strip, which relies heavily on
the active participation of Guatemala's cooperative federation, and al-
lows the settlers the right to determine for themselves the form of co-
operative organization most suitable to their socio/cultural character-
istics and local use constraints, has since been adopted by the GOG as
the model for future development of the FIN and southern Peten. The
IDB is currently considering a major $15-20 million loan to replicate

the AID model in the Western Transversal Strip.

AID has recently been exploring with the IDB the posgibility
of alternative financing mechanism to support the GOG's regional devel-

opment efforts in the Western and Central Highlands. While joint fi-
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nancing does not appear to be a viable method of cooperation given AID
and other doner regulations, design and implementation requirements and
financial controls, parallel financing may present a practicable approach
for increasing intermational donor coordination, improving implementation

efficiencies, and reducing duplication of resource inputs,

An IDB team visit is currently scheduled for early CY 1980 to
work with AID and the Ministry of Agriculture to develop a comprehensive
program to improve small farmer incomes in the Western and Central High-
lands by stimulating diversification of production awayv from basic grains
to high value labor-intensive crops such as fruits and vegetables. This
program will require significant public sector investment (interlinking
components of which will be supported by AID and IDB) in adaptive re-
search and extension, new on-farm technologies including irrigation and

soil conservation, credit, transportation facilities and regional markets.

The IDB and OAS are also financing a series of planning studies
for future regional development programs in the Rural Highlands. These
studies will draw heavily on the on-going AID Integrated Area Develop-
ment Studies. This AID-financed study, which will be completed in 1980,
will compile a comprehensive resource data base and analvze the socio-
economic relationship between market towns, secondarv cities and their
surrounding rural hinterlands; and identifv gaps in rural infrastruc-
ture and services necessarv to stimulate regional economics development.
This analytical data base and programming mechanism will help ensure
that future international donor investments in the target area are

planned and implemented in accordance with a common set of priorities

and will, thus, provide for increased opportunities for parallel fi-
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nancing in the context of an overall integrated regional development
effort,

The Mission finally sees significant opportunities for en-
hanced coordination of PV0O and Peace Corps programs in Guatemala, given
their orientation and unique capacities for impilementing grass roots

development activities.

The Mission has thus initiated in collaboration with Project
HOPE and the Peace Corps the elaboration of an integrated rural develop-
ment project to be carried out in San Marcos, one of the poorest depart-
ments in the Guatemalan Highlands, Az an initial step, the Mission is
financing a joint Proiject HOPE-Peace Corps study of development con-
straints and potential opportunities to increase rural incomes and pro-
vide essential social services in this department., The results of this
study will form the basis for the design of an integrated rural develop-
ment project to be financed by AID and implemented jointly by Project

HOPE and the Peace Corps.

The Peace Corps has agreed to recruit and assign technically
qualified Peace Corps volunteers to carry out its responsibilities un-

der the project.

F. Efficiency Measures

The Mission has examined the full range of efficiency measures
suggested by ATD/W in the CDSS instruction and as indicated earlier, has
refocused its strategy in an attempt to insure naximum program impact in
spite of reduced staff and funding levels. A phase-out of this Mission

doss not appear to us to be in the interest of the U.$. Government at
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this point in the political and economic history of Guatemala and of
Central America. In fact, the reduction of the funding level to one
which makes the U.S. assistance program all but inconsequential in

terms of influence seems politically shortsighted at this juncture.

We have narrowed the geographic target area to include the
portion of the poorest rural dwellers that we can deal with effectively
given the constraints cited. At the current funding level, a reduction
in the number of sectors programmed for assistance is a very real pos-
sibility. 1In essence, the program at the level proposed for 1980-1981
would alternate loans from sector to sector annuallv, with perhaps a
health loan in FY 1980, followed by an agricultural production loan in
FY 1981 and an education leoan in FY 1982. 1f funding were not a con-
straint, we would be reluctant to eliminate a sector such as education
or health since they are important elements of the strategv tc lead the
way in demonstrating the feasibility of new and innovative approaches

to providing basic services.

We will be increasing other donor coordination as described
in the previous section and, hopefully, iniriating parallel funding with
at least one of the major multilateral lenders. While we do see oppor-
tunities for improved cooperation and collaboration with intermediary
organizations, we will continue to work primarily through the appro-
priate Guatemalan institutions. The Missicn is in the process of de-
signing a loan utilizing Title XIT institutional resources; however, we
do not think that Title x11 personnel are substitutable for U.S. direct-
hire Mission staff. University personnel are highlv equipped to assist

in program implementation in the technical sense, but thev do not replace
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AID people in the management of projects. The two activities are very
distinct and call for different sets of training, skills and prior ex-
perience. Although the Mission will continue to fund PVO programs, be-
cause of decreased funding levels such funding will generally be limited
to those of a pilot experimental or 'target of cpportunity" nature. The
Migsion has found that PVds are not an efficient chammel for major re-~
source flows, but rather are extremely labor-intensive per dollar of
assistance in terms of Mission management time, And, while effective in
carrying out small-scale projects with grass-roots organizations, their
reach is limited. Rural transformation on a broad scale can only be ac-

complished by the policies and programs of the public sector.

If financing for the proposed integrated regional development
program or funding for GOG reform efforts is forthcoming, we will cer-
tainly be developing a number of larger projects, incorporating cross
sectoral elements directed at one or more of the goals -- improving or
expanding the resource base; improving productivity or providing basic
services. Finally, there are definite possibilities for utilization of
host country analysis, particularly university and regional sources,
for many of the studies and analyses that the Mission requires. At
this point, we do not see a precise role for these elements in the man-
agement of AID preojects. Among the studies for which we will be seek-~
ing assistance from local or regipnal sources over the coming year are:
inflation in Guatemala and its impact on the rural poor; income distri-
bution in the target area; housing and other infrastructure needs in
secondary cities and rural areas; and, income effects of public sector

fiscal policy.



- 65 —

ITI. ASSISTANCE PLANNING LEVEL

As described in the foregoing section on strategy, at least two
new and significant factors are at play this vear which were not pre-
sent at the writing of the prior CDSS: much stronger and more tangible
evidence of a shift in attitude by influential elements of the GOG re-
garding reforms and action programs needed in the rural areas; and, a
"belt-tightening” strategy by the Mission, forced by funding cuts,
which has resulted in a reduction of the geographic areas targeted for

assistance.

Because of the uncertainty still surrounding the extent to which
the GOG will follow through on its reform programs, USAID/Guatemala is

faced with three funding modes:

Level 1

The current low level, which we consider a token program. This
level maintains U.S. aid presence, but relegates the AID program to
about the level of the UNDP technical assistance effort or the assist-
ance offered by the West German Government, with roughly a correspond-

ing reduction in influence.

Level II

A mid-level, at which the AID program would be able to provide
modest support to the G0G's integrated regional development efforts in
the Highlands and would be able to assist in a limited number of reform

activities proposed by the Social Action Plan.

Level III
An expanded level for a program under which we would be able to

carry out the basic integrated rural development strategy and provide
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financial and technical assistance to help the GOG to accelerate major

reforms and rural development efforts.

It is more than slightly iromic that at a point in Guatemala's
recent history when the country seems most susceptible to social unrest
and instability and the GOC at last seems to have something approaching
an acceptable degree of commitment to taking steps to alleviate rural
poverty, the U.S. is engaged in a major reduction of its economic as-
gistance program. 1If the reform rhetoric and planning reach the stage
of specific actiun programs, this Mission will be unable to take an ac-
tive role given its present level of funding. To support such a reform
program in any timely and meaningful way would require an initial level
of $16 to 520 million annually for FY 1980 and i981, increasing to be-

tween 518 to $22 million annually over the planning period.

At this level, (Level III), AID would be able to make a significant
contribution in terms of a program which would (1} create a GOG capacity
to analyze constraints, identify solutions and plan a regionmal develop-
ment effort; (2) carry out a number of demonstration projects in region-
al integration which would be models for future GOG initiatives. This
experience would provide the GOG with improved planning capacity and
project-acquired experience which would allow it to eliecit and effective-~
ly utilize funding from other internatiomal donors. Such a level would
also allow the Mission to allocate resources to special efforts the GOG
might give to major social reform programs in either rural or urban

areas under the proposed Social Action Plan,

A continuatiop at the level of the funding currently proposed for

Guatemala by AID/w for FY 1980, 1981 will mean, in effect, a token program
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which, if very narrowly concentrated geographically, can assist in de-
velopment for a few of the poorest municipios and provide limited sup-
port to the land colonization program in the FIN and the Petén. It will
not permit execution of a fully integrated regional development program
and would foce us to eliminate or radically reduce activities in one or
more sectors each year. It will not provide funding in time or of a
magnitude sufficient to aid the Government to carry out the aims of the
National Development Plan, nor assist in the Social Action Plan for im-
mediate- and medium~term programs for the rural poor; neither will it
provide any indication of U.S, interest in or support for GOG effort in
correcting social inequities. Such a level would allow the Mission to
meet only the on-going requirements of the current grant program, under-
take a single loan annually at a level of about $5 to $6 mililion and ini-

tiate a maximum of perhaps two new grants a vear.

HIG and P.L. 480, Title IT resources will be important complement
to other rural programs planned for the Highland regions. HIG will be
used to upgrade rural communities and secondary cities and provide labor-
intensive emplovment opportunities in the rural areas. P.L. 480, Title
II commodities will continue at the same or a slightly decreasing level

of between $4 and $4.5 million a year.

The AAPL established by AID/W should be sufficient to carry out
the proposed program at Level III and would mean a loan program of some

$20 million annually and $2.5 to $3.0 million per vear in grants.

In FY 1980, a rural health effort is planned. The activities will
emphasize construction of community level water systems, envirommental

sanitation and health outreach efforts focusing on preventive medicine.
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Auxiliary nurses and outreach personnel will receive training in pre-
ventative primary health care and health and nutrition education. A
follow-on effort covering the same activities but in a different area
of the Highlands is planned for 1985. TIn FY 1981, efforts at the diver-
sification of crops are planned. Further programs directed at improving
productivity are scheduled for FY 1984 and 1985, when agribusiness, crop
diversification and activities to stimulate the export of diversified

crops will be undertaken.

Secondary cities will be targets for development in 1983 and the
Mission anticipates major funding requirements for land settlement and
ancillary services (in 1982 as more migrants leave the Highlands and at-
tempt to resettle in the Northern Transversal Strip or the Peté&n). Edu-
cation communication in formal and non-formal education programs are
scheduled for 1983 and 1985. An integrated regional development program
is planned for the area of the Chixoy watershed in 1986. USAID also
plans to assist in the creation of a Women's Development Foundation in
1983 which will undertake a variety of programs fintended to improve the

economic and social condition to women in Guatemalan society.

Staffing Levels

The Mission has received a reduction of four direct-hire U.S, po-
sitions for FY 1980 —-- from 20 to 16. At a continuing funding level of
about $8 million per year, this personnel pattern would be sufficient
to manage and execute the program. However, at the level proposed to
carry out a meaningful regional development program, i.e. about $20 mil-
lion a year, a staff of at least nineteen U.S. direct-hire would be re-

quired, or the Mission's ability to respond to PV0Q requests for OPGs
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will be impaired and the management of other projects would be unac-

ceptably thin. This would be a doubling of the current funding level

using the same number of staff as are now on-board.

USAID STAFF

U.S5. Direct Hire 79 80 81 82 83 84 85 86
Director 3 2 3 3 3 3 3 3
Program 3 2 3 3 3 3 3 3
Loan 3 3 3 3 3 3 3 3
Engineering 1 1 2 2 2 2 2 2
Agriculture 4 4 4 4 4 4 4 A
Education 2 1 2 2 2 2 2 2
Health/Population 2 2 2 2 2 2 2 2
Executive 2 1 11111

TOTAL 20 16% 20 20 20 20 20 20
* Tf proposed reduction of four positions is required.
Local National 79 80 31 82 83 84 85 86
Direct 36 37 38 38 38 38 38 38



I.

II.

RESOURCE TABLE

($ Millions)*

Improvement in Productive
Resource Base of the Tar-
get Group

A. Colonization

1. Project Technical
Assistance

2. Cooperative Facilities
and Services

3. Farmer Credit

4, Technology Development

5. Roads and Social Infra-
structure

B. Natural Resources and Im-
proved Use of Land

1. Project Technical
Assistance

2. Small-Scale Irrigation

3. Soil Conservation

4, Forest Management

C. Basic Infrastructure

1. Public Infrastructure
2. Access Roads
3. Municipal Services

Improve Efficiency of Target
Group in the Use of Available
Productive Resources

A. Intensified Production of
High-Value Crops

1., Project Technical
Assistance
2. Technology Development

*

1982 1983 1984 1985 1986
20.0
1.0
6.0
6.0
1.0
6.0
11.0
2.0
4.0
3.0
2.0
8.0 5.0
2.5
2.5
2.0
6.0 20.0 6.0 4.0
2.5 1.0
1.5

Forward funding shown for all grants starting during the planning

period.



TIT.

C.

. Technology Extension
Credit

Input Supply System
Marketing

. Other Rural Enterprises

~h B
. .

On-Going Projects Started
Before Planning Period

Program Development &

Suggort

Increase Access of the Target

Group to Relevant Scocial Serv-

ices

A

B.

C.

Non-Formal Education

1, Technical Assistance

2. Education Communications

3. Multi-Sector NFE Integra-
tion

On-Going Projects

Program Development and

Support

Increase Access to Potable
Water

1. Technical Assistance

2, Water Systems

Improve Preventive Out-

reach System

1, Training

2. Equipment for Health
Posts

Improve Training Capacity
1. Village Health Workers

. On-Going Projects

. Program Development and

SuEEort

1982 1983 1984 1985 1986
4.0 2.0 1.5
11.0 1.0 2.5
1.0
2.0
6.0
0.5 0.5 0.5
0.1 0.1 .1 0.1 0.1
2.5 6.0
0.5 1,0
1.0 5.0
1.0
1.0 1.0 0.6 0.7 Q.7
0.1 0.1 G.1 0.1 0.1
4.0
1.0
3.0
3.0
2.0
1.0
1.0
1.0
0.4 0.4 0.4 0.5 0.5
8.1 0.1 0.1 0.1 0.1




1982 1983 1984 1985 1986
I, Population 2.0
1. Expand Public and Private
Sector Availability of
Family Planning Services 2.0
J. On-Going Gramnts 0.6 0.6
K. Program Development and
Support 0.1 0.1 0.1 0.1 0.1
L. Special Development
Activities 0.1 3.1 g.1 0.1 0.1
1. Special Development
Fund 0.1 0.1 0.1 0.1 0.1
2. Women in Development
Fundation 3.0
M. Program Development and
Support 0.1 0.1 0.1 0.1 0.1
TOTALS 23.1 24,8  22.1 21.8 21.8
SUMMARY BY APPROPRIATION ACCOUNT
1982 1983 1984 1985 1986
AG, RD & N 20.5 14.° 20.5 6.0 20.0
EH 1.0 3.5 0.6 6.7 0.7
HE 0.4 0.4 0.4 8.5 0.5
PN 0.6 2.6 - - -
SD 0.1 3.1 0.1 0.1 0.1
Sub-Total 22.6 24,1 21.6  21.3 21.3
PD&S 3.5 0.5 0.5 0.5 0.5
HIG - - - - -
P.L. 480, Title TI 4.7 4.5 4.5 4.0 4.0
TOTAL 27.8  29.1 26.6 25.8 25.8
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GRAPH 1
GOVERNMENT OF GUATEMALA
ACTUAL PUBLIC SECTOR INVESTMENT EXPENDITURES
1974-1380
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GRAPH 2
GOVERNMENT OF GUATEMALA
1TLLION $ TOTAL ACTUAL PUBLIC SECTOR EXPENDITURES
1200 (INVESTMENT AND OPerATING CoSTS)
1974-1980
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GRAPH 3
GOVERNMENT OF GUATEMALA
RURAL EXPENDITURES - PERCENTAGE RELATIONSHIPS 1974-1980
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