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Letter of Transmittal

Mr. President:
July 16, 1986

In August 1984 the initial appropriations to implement the recom 
mendations of the National Bipartisan Commission on Central 
America were approved. In August 1985 the plan you requested to 
implement the new bipartisan approach became law. Today, I can 
report to you that the nations of Central America, once relatively 
neglected by the United States, are receiving the attention they 
deserve as close neighbors with whom we share both democratic 
values and security interests.

The challenges are enormous, but positive results are beginning 
to show. Just a few years ago Costa Rica was a democratic island in 
a sea of dictatorship. Today, Costa Rica has been joined by demo 
cratic governments in Honduras, El Salvador, and Guatemala. 
Nicaragua, where even religious and press freedoms are. denied, is 
now the exception to -a new democratic norm.

Democratic government, however, is only the beginning. 
Democratic institutions work best when individuals can exercise free 
initiative in intellectual and economic life as well as politics. The 
National Bipartisan Commission recognized this reality. So does 
U.S. policy.

The United States is now helping Central Americans realize the 
benefits of individual development, economic growth, and human 
rights as well as self-government. In addition to helping the region's 
governments to develop fair electoral processes, we are working 
with them to create jobs; strengthen the administration of justice; 
and improve health, education, and free markets.

In short, U.S.-Central American cooperation now extends to fun 
damental issues of individual and societal well-being as well as to 
immediate problems of subversion and security. Our joint efforts are 
leading to a better future for Central America. They do credit to the 
bipartisan, humanitarian ideals of Senator Henry Jackson, to whom 
the Commission's work was dedicated.

Sincerely,

George P. Shultz

\



I. Assessment

A Plan for Democracy, 
Peace, and Development

The National Bipartisan Commission 
on Central America reported to the 
President on January 10, 1984, that 
the fundamental cf.rateg>" -nd moral 
interests of the United States re 
quire a long-term national commit 
ment to economic opportunity, 
human development, democrac1 , and 
security in Central America.

In August 1984, a bipartisan 
majority in the Congress approved 
the first in a series of substantial 
increases in U.S. assistance for Cen 
tral America. Whereas U.S. eco 
nomic assistance to Central America 
had totaled $186 million as recently 
as fiscal year (FY) 1980, U.S. eco 
nomic support has averaged almost 
$900 million each year since 
FY 1984.» At the same time, mili 
tary assistance, which in 1980 
totaled $29 million, has averaged 
about $250 million.

While less than what the Com 
mission recommended and what the 
President proposed, these additional 
resources have made it possible to 
support people, activities, and pro 
grams that are bringing lasting im 
provements to Central American 
life. The challenge now facing the 
United States is to sustain this 
promising beginning with the kind 
of long-term national commitment 
that the Commission envisaged.

A Comprehensive Strategy
Economic and military assistance is 
provided within the framework of a 
long-term plan that implements the 
Bipartisan Commission report. This 
comprehensive strategy is helping 
to address the root causes of

poverty and social unrest, to foster 
equitable development, and to sup 
port democratization in a region 
famous for its history of dictator 
ships.

The plan's strategy for develop 
ment is to:

  Support democratic processes 
and institutions by backing free and 
competitive elections, the adminis-

'Unless otherwise specified, all figures in 
this study exclude Nicaragua, which has since 
1981 either rejected or rendered itself ineligi 
ble for U.S. assistance. Nicaragua received 
$38.7 million of the FY 1980 total (21% of 
U.S. aid to Central America), all of it going 
to ^construction after Somoza's fall, when 
the governing junta still included democratic 
leaders.

the men under fire. In Costa Rica, 
assistance to the Rural and Civil 
Guard increases their ability to pro 
tect Costa Rica's citizens and 
borders.

Complementing these develop 
ment and security policies, U.S. 
diplomacy supports negotiations 
both within and among the coun 
tries of Central America to bring

"From the U.S. Congress we seek a positive 
commitment to continue to fund the action plan of the 
National Bipartisan Commission . .. at levels sufficient 
to further peace, democracy, and development in Central 
America and to serve as a positive incentive for change 
in Nicaragua." _ t _. u

" Secretary Shultz,
June 13, 1986

tration of justice, technical training, 
and the development of leadership 
skills;

  Stop declines in income, em- 
nloyment, and economic activity by 
providing major balance-of-payments 
support;

  Build the foundation for long- 
term economic growth by support 
ing improvements in economic policy 
and the infrastructure needed for 
efficient production and diversified 
exports; and

  Assure the widest possible 
distribution of the opportunities and 
benefits of growth by helping to 
create jobs and improve health, edu 
cation, and housing for the poor.

The objective of military as 
sistance is to create a shield to pro 
tect democratization and growth. 
The improved performance of the 
Armed Forces of El Salvador and 
the increased defensive capability of 
the military in Honduras relies in 
part on U.S. security assistance to 
meet concrete needs with a prompt 
ness and reliability that can be 
counted on by both the planners and

about the reconciliation needed to 
achieve socioeconomic progress, 
national security, and lasting peace.

Key Judgments
Two years into the implementation 
of this comprehensive strategy, it 
can be said that:

The strategy is sound. There is 
broad agreement that the four ele 
ments of the development, strategy 
are addressing the region's fun 
damental economic, socia, and polit 
ical problems. There is similar 
agreement that military perform 
ance has improved and \s helping to 
protect democratic gairs.

How rapidly furthf.-r progress 
takes place will depend on the ener 
gy and tenacity of Central Ameri 
cans in their quest for development, 
the pace of internal reforms, exter 
nal economic factors, the degree of 
success in quelling violence, and the 
constancy and volume of external 
assistance.



Progress toward institution 
alizing: democratic piroesses and 
respect for human rights is sub 
stantial. Democratic institutions in 
El Salvador, Honduras, and Guate 
mala are still fragile and need sup 
port, but progress has been more 
rapid than anticipated. The key ex 
ception is Nicaragua, whose com 
munist Sandinista government 
continues to work actively against 
the democratic trend both at home 
and abroad. Elsewhere, the 1985 
resignation of Panama's elected 
president is the only major recent 
setback.

Since May 1984, El Salvador, 
Guatemala, Honduras, and Costa 
Rica have held strongly competitive 
presidential elections. All were open 
and honest. Substantial human 
rights progress has been made in El 
Salvador and Guatemala, where 
Presidents Duarte and Cerezo have 
provided new political leadership 
and democratic authority. In El 
Salvador, U.S. military assistance is 
making possible counter-insurgency 
tactics using increased mobility, bet 
ter training, and more appropriate 
equipment and force levels which 
are both more effective: from a mili 
tary standpoint and more in keeping 
with internationally recognized 
standards of human rights.

National commissions to recom 
mend improvements in the judicial 
system have been established in 
each of the democracies. Salvadoran 
criminal investigators have achieved 
impressive results with additional 
training and equipment. The Center 
for Electoral Assistance and Promo 
tion and the UN-affiliated Latin 
American Institute for Crime 
Prevention have both increased 
their activities in Central America 
with U.S. assistance.

The economic picture is im 
proving gradually, but major 
problems persist. The economic

K*y Facts on ths Commission

The National Bipartisan Commission 
on Central America (referred to in 
this study as "the Commission") was 
named in July 1983 by President 
Reagan to advise on "a long-term 
United States policy that wffl best 
respond to the challenges of social, 
economic, and democratic develop 
ment in the region and to internal 
and external threats to its security 
and stability."

Henry A. Kissinger served as 
Commission Chairman. The Commis 
sioners were: Nicholas F. Brady, 
Henry G. Cisneros, William P. Cle 
ments, Jr., the late Carlos F. Diaz- 
Alejandro, Wilson S. Johnson, Lane

slide of the early 1980s gave way to 
modest real growth in 1984 and 
1985. With U.S. support, the 
democratic governments have all 
taken steps to reduce public sector 
deficits, promote the private sector, 
and encourage foreign investment. 
Large-scale capital flight has ended. 
New lines of exports are being 
developed.

Despite these positive signs, 
difficult economic problems remain. 
High unemployment continues. 
Balance-of-payments deficits aver 
aged $330 million in 1985. Inflation 
has moderated in Honduras and 
Costa Rica but remains a problem 
in El Salvador and Guatemala. Con 
tinued armed conflicts damage both 
the investment climate and govern 
ment development efforts.

Declines in global oil prices and 
interest rates and increases in 
coffee prices are good news for Cen 
tral American countries, but are off 
set by the continuing decline of 
most commodity prices and the slug 
gish economic growth of many of 
Central America's industrial 
customers.

Kirkland, Richard M. Scammon, John 
Silber, Potter Stewart, Robert S. 
Strauss, and William B. Walsb, 
Senior Counselors were Jean Kirk- 
patrick, Winston Lord, William D. 
Rogers, Daniel K. Inouye, Pete V. 
Domenid, Lloyd Benteen, Charles' 
McC. MathiM, William S. Broomfield, 
Jack F. Kcmp, James C. Wright, and 
Michael D. Barnes. Harry W. 
Shlaudeman served as Executive , 
Director.

The Commission submitted its 
report to the President on Janu 
ary 10,1984. The complete text was 
published commercially as The Report 
of the National Bipartisan Commix- 
sion on Central America (N.Y.: Mac- 
Millan Publishing Co., 1984).

Some social trends are en 
couraging. Health and education in 
dicators reveal measurable progress. 
Infant mortality is down. The num 
ber of people receiving immuniza 
tions, food assistance, potable water, 
and basic educational opportunities 
is up.

Development takes time. It was
only in 1986 that economic policy 
reforms were put into place in 
Guatemala, El Salvador, and Hon 
duras. The impact of our assistance 
will not be fully felt for some time. 
Further adjustments may be needed 
to improve economic efficiency and 
export competitiveness; similarly, 
continued high levels of foreign 
assistance may be needed beyond 
1988 if broadly based, self-sustaining 
economic growth in the C% range 
characteristic of the 1960s and 1970s 
is to be restored. Certainly, earn 
ings from new lines of exports are 
unlikely to substantially increase 
financial resources for some years.



U.S. funding shortfalls are 
becoming a severe constraint.
Although they did not seriously 
impede the program in the first 
2 (startup) years, shortfalls in (und- 
ing present a severe constraint for 
1986 and beyond. Increased assist 
ance is needed to meet the con 
tinued Sandinista threat and to 
consolidate the success of demo 
cratic forces in Guatemala. Yet the 
cumulative shortfall from the levels 
recommended by the Commission 
will be $538 million by the end of 
PY 1986.

The additional $300 million ap 
proved recently by the House of 
Representatives, if enacted into law, 
will narrow the gap for FY 1986 but 
not beyond. Prospects are bleak for 
the levels requested in the Presi 
dent's budget for FY 1987, let alone 
the levels requested by the Commis 
sion for FY 1988 and 1989.

Any sharp reduction in U.S. as 
sistance levels would seriously 
jeopardize the gains made thus far 
and would break faith with the 
elected leaders of these countries. 
In working with us to achieve politi 
cal, economic, and social goals \ve 
encourage, Central America's 
democratic men and women count 
on our support. They and their 
countries are still in midpassage; 
the dependability and credibility of 
the United States as a friend and 
ally are still at stake.

In summary, the events of the 
past 2 years make clear that U.S. 
support for Central America's de 
velopment and security is bringing 
progress to the region. But main 
taining this momentum still requires 
both the reliability of a long-term 
U.S. commitment and the confi 
dence that this commitment will 
continue to be tied to equity, re 
form, and freedom. For a region so 
close to our own borders, no other 
outcome is compatible with the stra 
tegic and moral interests of the 
United States.

U.S. Bilateral Assistance to Central America, FY 1983-89
U.S. $ billions
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Central America Defined

There are seven sovereign nations on 
the isthmus between Colombia and 
Mexico—Panama, Costa Rica, 
Nicaragua, Honduras, El Salvador, 
Guatemala, and Belize-hut not all 
are necessarily included when the 
term "Central America" is used.

For purposes of addressing the 
Central American security and diplo 
matic crises, the Commission focused 
on five countries: El Salvador, Hon 
duras, Nicaragua, Guatemala, and 
Costa Rica. This is the same defini 
tion as that of the Contadora process. 
These states together made up the

Captaincy-General of Guatemala dur 
ing the Spanish colonial period and 
have shared traditions and cultural 
similarities. ; v : ' ., 

For purposes of addressing Cen-'' 
tral American economic and political 
development, however, the Commis 
sion included Belize and Panama. Un 
less otherwise noted, economic data 
cited in this report is for Belize, Cos 
ta Rica, El Salvador, Guatemala, : 
Honduras, and Panama. Nicaragua 
does not publish up-to-date data on • 
its economic performnci? and has ex 
cluded itself from U)a. development activities. : ••'•'•' --.'.•• '"•• -•-':'..'-. • •• : : •''•'



II. Reinforcing Democratic Trends

The Commission recommended financial 
support not only for economic and social 
development but also to promote more 
open, democratic political systems and 
to improve judicial systems.

The Commission reasoned that the 
roots of Central America's crisis are po 
litical as well as economic, that the lack 
of participatory democracy aggravates 
the problems of undnrdevelopment. 
Weak institutions deny citizens opportu 
nities to correct abuses and bring about 
peaceful change. The absence of democ 
racy, the Commission concluded, is all 
too readily exploitable by antidemocratic 
forces of both left and right.

Defying Pessimism

When the Commission reached these 
conclusions, many in the United States, 
Western Europe, and even Latin America 
still believed that the only alternatives 
to military dictatorship in Central 
America were anarchy or communism. 
Even many Central Americans did not 
give their democratic leaders much of a 
chance against either the old dictators 
or the new Marxist-Leninists and their 
foreign spoi.sors and allies.

The prevailing pessimism made 
what actually happened all the more 
impressive.

Belize achieved independence in 
1981 and has remained democratic. The 
opposition United Democratic Party, led 
by Manuel Esquivel, won control of 
Parliament in the first postindependence 
national election in December 1984. 
Power was transferred peacefully.

Costa Rica is the historic bastion of 
free opinion and democratic government 
in Central America. Costa Ricans date 
their democracy, with few interruptions, 
to the election of 1889. During 1985, the 
political parties of Costa Rica selected 
candidates; after a close and typically 
open campaign, general elections were 
held on February 2, 1986. On May 8, 
1986, Luis Alberto Monge transferred 
the reins of government to a new social- 
democratic president, Oscar Arias 
Sanchez. A new parliament also was in 
vested. Costa Rica's democratic achieve

ments have made it the headquarters of 
several institutions that support 
democracy in Central America.

El Salvador—when the Commission 
issued its report—seemed caught in an 
endless war between guerrillas of the 
left and death squads of the right. The 
Commission concluded that electoral 
democracy, reform, and political dia 
logue were realistic alternatives to 
violence—provided El Salvador's 
democrats received U.S. support. The 
United States is following the Commis 
sion's prescription.

Despite guerrilla opposition, free and 
open nationwide elections were held in 
1982, 1984, and 1985 without effective 
disruption. Whon long-time reformer 
Jose Napoleon Duarte was able to com 
pete, win presidential elections, and 
take power, it became apparent that 
democracy could win in practice as well 
as in theory. Democratic institutions and 
habits have gained steadily ever since. 
Although some indiscriminate violence 
continues, most of it is perpetrated by 
the guerrillas.

"Democratization is the 
key to peace in Central 
America."

Oscar Arias,
President of Costa Rica,

Mny 10, 1986

The lessening of violence and con 
tinuing democratization are opening 
El Salvador's political life to legal non- 
violent opposition from the left as well 
as the right. U.S. policy continues to 
support El Salvador's maturing democ 
racy, encouraging dialogue with all 
those guerrillas willing to put their 
views to a competitive vote. An em 
bryonic social democratic party has been 
formed. Mid-level members of two of the 
leftwing parties that backed the guerril 
las in 1980 and whose cadres had been 
in self-imposed exile (the Popular Social 
Christian Movement and the National 
Revolutionary Movement) continue to 
return and have carried out political 
activities without incident.

Guatemala, Central America's most 
populous country, also is making decisive 
progress in democratization. After a 
generation of military rule and political 
violence, open and highly competitive 
general elections in November and De 
cember 1985 culminated a process begun 
in July 1984 with the election of a Con 
stituent Assembly. The military govern 
ment kept its word to hold a free vote; 
observers from other nations concluded 
that the elections were conducted in an 
orderly, fair manner. In January 1986 a 
freely elected civilian government took 
office in Guatemala.

President Vinicio Cerezo, a Christian 
Democrat, has a national mandate from 
two-thirds of the electorate. Violence 
and poverty pose enormous challenges. 
Guatemala's 8 million people, half of 
whom are Indians, expect an improved 
quality of life—in terms of their physical 
security as well as their living 
standards—from their new government. 
This will require efforts to promote eco 
nomic and social development as well as 
measures to curtail political and criminal 
violence.

In the spring of 1986, the new 
government enacted comprehensive eco 
nomic reforms to stimulate the economy, 
encourage savings and investment, 
and provide new job opportunities. 
Considerable external assistance also 
will be needed to support institutional 
development and economic growth at 
levels to sustain Guatemala's ongoing 
democratization.

Honduras also is demonstrating that 
democracy in Central America has the 
vitality to work even under great pres 
sures of poverty, lack of democratic tra 
ditions, and externally supported 
subversion. Presidential elections were 
held without incident in 1981 and 1985, 
and the results were respected. In each 
case, the winner was a leader from the 
opposition.

Strains prior to the 1985 election 
caused concern, particularly an attempt 
by the legislature to impeach members 
of the Supreme Court and an attempt 
by a faction of legislators to delay the 
elections. In both cases the military and 
strong public opinion—including labor, 
peasant organizations, and the Catholic 
Church—supported constitutional proc-



esses National presidential, legislative, 
and municipal elections in November 
1985 were orderly, open, and enthusias 
tically celebrated. When Dr. Roberto 
Suazo completed his term in January 
1986, he was succeeded by President 
Jose Azcona. The transfer of power 
from one elected civilian to another was 
the first in Honduras in 53 years.

Nicaragua is increasingly isolated 
by the antidemocratic policies of the 
Sai/dinistas. In its n.'port, the Commis 
sion noted that:

.. .the development of an open political 
system in Nicaragua, with a free press and 
an active opposite.i, would provide an impor 
tant security guarantee for the other coun 
tries of the region and would be a key 
element in any negotiated settlement.

Regrettably, the Sandinista; have 
moved in the opposite direction, away 
from the open, pluralist system they 
originally promised their people and the 
Organization of American States (OAS).

The Nicaragua of 1986 is less demo 
cratic, more heavily armed, and more 
closely tied to the Soviet bloc than ever 
before. Since the failure to allow com 
petitive elections in 1984 (see the discus 
sion of internal reconciliation in Section 
VII), repression of religious groups, the 
press, and opposition political parties 
has been continuous and increasingly 
severe.

Just as the Somoza dictatorship ulti 
mately sparked national rebellion, so the 
contandantcs' communism ii> breeding 
internal resistance. At the same time, 
the military threat posed by the San- 
dinistas hampers progress toward 
democracy elsewhere in Central Ameri 
ca. The Sandinistas' hostility toward the 
Nicaraguan people and their alliance 
with the Soviet bloc against democratic 
neighbors are Central America's most 
pressing security problem.

In Panama, the presidency of Nico- 
las Ardito Barletta, hampered by allega 
tions of inefficiency, lasted less than a 
year. In late September 1985, Barletta 
resigned, under pressure from the 
Panama Defense Forces, and was 
replaced by first Vice President Eric 
Arturo del Valle.

Panama remains a basically open so 
ciety, but this episode tarnished the 
government's democratic claims and 
must be counted a setback to regional 
democratization.

The Esquipulas Summit. The cen- 
trality of democratization to Central 
American life today was evident at the 
summit attended by the Presidents of 
Costa Rica, El Salvador, Guatemala, 
Honduras, and Nicaragua held in 
Esquipulas, Guatemala, in May 1986.

Noting that disagreements persisted 
among them on "the structure of power 
in a pluralistic democracy" (a veiled 
reference to the Sandinistas' claim that 
their "vanguard" status entitles them to 
monopoly power), the Presidents agreed 
that:

... peace in Central America only can be 
the result of an authentic democratic, 
pluralistic, and participative process that pro 
motes social justice, respect of human rights, 
sovereignty and territorial integrity of the 
stat'.-s, and the right of all nations to freely 
determine, without any type of external in- 
t'.-rference, their economic, political and social 
model, interpreting this determination to be 
the product of the freely expressed will of 
the people.

It was evident that these words 
meant something different to the 
Nicaraguan President than to the Presi 
dents of Costa Rica, El Salvador, Hon 
duras, and Guatemala.

Increasing U.S. Support

The United States has long supported 
free democratic institutions, such as 
trade unions, private voluntary organiza 
tions, and cooperatives. In addition, 
U.S. programs that help sustain equi 
table economic growth foster the social 
and political stability necessary to the 
survival of democratic institutions.

To implement Commission recom 
mendations and support Central Ameri 
ca's own efforts to build democratic 
institutions, the United States has used 
all of these tools and more. For exam 
ple, using an approach found effective in 
the past, the United States Information 
Agency (USIA) has increased its 
programming of U.S. speakers traveling 
to Central America and of Central 
Americans invited to the United States 
as international visitors to discuss 
democratic processes.

New methods to cooperate also have 
been developed, prominent among them 
the growing number of public and pri 
vate activities to strengthen administra 
tion of justice and assist in the 
application of equitable electoral 
procedures.

Nongovernmental efforts to 
strengthen democratic development 
abroad also have increased, particularly 
those of the National Endowment for 
Democracy and affiliated institutes of 
the U.S. Chamber of Commerce, the 
AFL-CIO, and the Republican and 
Democratic Parties.

Administration of Justice

The ILANUD Project. The Latin 
American Institute for the Prevention of 
Crime and Treatment of Offenders 
(ILANUD) is a UN-affiliated institution 
whose headquarters have been in San 
Jose, Costa Rica, since its founding in 
1975. In Ma/ch 1985, the Agency for 
International Development (AID) and 
ILANUD signed an agreement enabling 
ILANUD to greatly increase its ability 
to assist the Governments of Costa

"Too often in the past, the United States failed to 
identify with the aspirations of the people of Central 
America for freedom and a better life. Too often our 
government appeared indifferent when democratic values 
were at risk. . . . Today, however, with American 
support, the tide is turning in Central America. In 
El Salvador, Honduras, Costa Rica and now in 
Guatemala freely elected governments offer their people 
the chance for a better future."

President Reagan, 
June 24, 1986



Sustaining th« Flow of Ideas

Communist rule in Nicaragua has 
severely reduced the free flow of 
information inside Nicaragua and 
created a new body of antidemocratic 
literature circulating throughout Cen 
tral America. Nicaraguan Govern 
ment publishing houses run by the 
Sandinistas have disseminated 
hundreds of thousands of political 
volumes since 1981. The only in 
dependent daily newspaper permitted 
in Nicaragua, La.Prensa, was heavily 
censored before being closed in 
definitely on June 26,1986.

To sustain the free flow of ideas, 
v'he National Endowment for 
Democracy supports Libra Libre, a 
publishing house founded in 1984 in 
Costa Rica to produce books and a 
monthly magazine on the develop 
ment and protection of free political 
and economic institutions; 63,000 
copies of 29 paperbacks w?,-'; 
produced and disseminated by Libra 
Libre in its first 18 months.

Rica, El Salvador, Guatemala, Hon 
duras, and Panama in their efforts to 
improve their justice systems.2

This 5-year program has three prin 
cipal components.

First, ILANUD is carrying out 
training courses for judges, prosecutors, 
and other judicial system personnel 
from the participating countries. A vari 
ety of courses already have been suc 
cessfully held, including special sessions 
for judges, prosecutors, defenders, legis 
lators, and administrators. ILANUD 
also sponsors scholarships for public offi 
cials to do postgraduate study at the 
University of Costa Rica law school.

Second, ILANUD is providing tech 
nical assistance to each participating 
country to improve the collection of 
criminal statistics, to modernize informa 
tion systems, to develop better law 
libraries, and to supply basic commodi 
ties for courtrooms such as typewriters, 
desks, and chairs.

2The Dominican Republic also is ;• par 
ticipant under the March 1SI85 agreement 
A .July 198(i amendment provides funding for 
participation by other Latin American na 
tions in ILANUD programs. These include: 
Bolivia. Colombia, Ecuador, Mexico, Peru, 
Uruguay, and Venezuela.

Third, ILANUD is helping each par 
ticipating country develop programs 
suited to its particular judicial system 
and problems. To that end, each country 
has formed a national commission bring 
ing together high-level respresentatives 
of different sectors of the country's legal 
community to design and implement a 
plan for judicial system reform. 
ILANUD is working closely with each 
of these national commissions; a number 
of country-specific projects are already 
underway.

Bar Associations. AID has provided 
a grant to the Inter-American Bar 
Foundation to help establish and 
strengthen linkages among bar associa 
tions in Central America. AID and 
USIA provided grants to the American 
Bar Association (ABA) to invite Central 
Americans and others to the ABA 
annual meeting and to organize a work 
shop for the visitors. Funds also vere 
made available to the Inter-American 
Bar Association to hold the First Inter- 
American Judicial Conference in Mexico 
in November 1985. Judges, court 
administrators, and bar executives 
attended a series of workshops on prac 
tical problems of judicial structure and 
ways in which the bar associations could 
work to improve the administration of 
justice.

Professional Exchanges. In
January-February and again in June- 
July 198(5, USIA offered month-long pro 
grams in Spanish on the U.S. legal sys 
tem, which gave Latin American judges 
and other practitioners an opportunity 
to travel together and learn firsthand 
about the administration of justice in 
the United States. From Central Ameri 
ca, the participants included four 
Salvadorans, two Nicaraguans, three 
Guatemalans, and one each from Hon 
duras, Costa Rica, and Panama. The 
opportunity to exchange views among 
themselves as well as with U.S. profes 
sionals at all levels of the judicial sys 
tem should enable them to return to 
their positions with new ideas to 
approach the practical problems they 
face. Central Americans are also par 
ticipating this year in month-long USIA 
multircgional programs on the adminis 
tration of courts, legal education, and 
the American legal system. Four Hon- 
duran jurists will participate in a similar 
one-country program.

One way to fight... all who 
abuse human life and 
dignity is to develop the 
capacity of our legal 
systems to render 
independent, fair, timely, 
and accessible justice.... 
It is fundamental that in a 
democratic society all 
citizens have access to 
means for effective 
enforcement of their civil, 
political, economic, and 
social rights.

Secretary Shultz, 
November 12, 1981

Training for Criminal Investiga 
tors. The Department of Justice is 
beginning a new program, the Interna 
tional Criminal Investigative Training 
Assistance Program (ICITAP), or 
ganized within the office of the U.S. 
Deputy Attorney General. ICITAP 
seeks to improve the skills of investiga 
tors who develop evidence for judges 
and prosecutors. ICITAP officials have 
consulted with Central American offi 
cials responsible for the collection, anal 
ysis, and presentation of evidence for 
criminal justice systems to determine 
needs and design specific projects. 
Training in identified areas is now 
beginning.

Electoral Assistance

The Inter-American Institute for Human 
Rights, with AID assistance, has estab 
lished the Center for Electoral As 
sistance and Promotion (CAPEL). 
Located in San Jose, this private, non- 
partisan institution promotes free and 
fair elections in Central America and 
throughout the hemisphere. At the re 
quest of governments, CAPEL has sent 
observers to the national elections in the 
region and cosponsored a series of train 
ing courses on election laws and proce 
dures. CAPEL is developing a data 
center for materials on electoral legisla 
tion and will maintain permanent 
records of election results in the region. 
Although relatively new, CAPEL has 
gained valuable experience and should 
become increasingly effective in 
strengthening free democralic electoral 
processes in the region.

In 1984 U.S. support enabled El Sal 
vador's Central Elections Council to 
modernize and improve its registration 
and vote tabulation procedures, to con-



Political pluralism requires sensitivity to local culture and needs. The future holds more 
promise for Indian children learning Spanish through a bilingual education program initiated 
by the Guatemalan Government and AID.

duct a broader public education cam 
paign on eligibility requirements and 
voting procedures, and to expand the 
number of international observers at the 
May 198<l presidential elect ion. The sys 
tem developed also was employed for 
(he March 1985 legislative and municipal 
elections.

CAPE I, cooperated with Guatema 
la's National Electoral Tribunal to train 
polling officials. CAPEL also worked 
with a local nonpartisan private organi 
zation that trained poll watchers from 
individual political parties. In addition, 
AID provided funding to the Guatema

lan Election Tribunal to purchase the 
watermark paper which was used to 
guarantee the authenticity of each 
ballot.

In Honduras, AID helped the Na 
tional Electoral Tribunal to develop a 
nonpartisan, comprehensive national 
voter registration system. The United 
States provided funding for ballot boxes, 
as well .is commodities such as photo 
graphic and computer equipment for the 
electoral registry and bond paper and 
marking ink that helped guard against 
electoral fraud.

Scholarships for Central Americans

USIA-sponsored scholarships for Cen 
tral Americans to attend U.S. institu 
tions have increased impressively 
since 1984.

FY 1BS4 FY IMS FV 19M

Graduate Students
Resident Scholars
Lecturers
Faculty Development
Undergraduates

TOTAL'

20

11

3
9
0

43

110
12
8

34

0

164

252

36

10
66

154

518

'Totals include Fulbright, university- 
linkage grants, and CAMPUS (Central 
American Program for Undergraduate 

, Scholarships).

Legislatures
To strengthen these key democratic in 
stitutions, the United States has helped 
the legislatures of Honduras, Guatemala, 
and El Salvador to design and conduct 
training programs for their members 
and to begin developing permanent sup 
port systems that will strengthen their 
capacity to participate in democratic 
decisionmaking.

These legislative training and sup 
port programs draw on the successful 
experience of the Congress of the 
Dominican Republic. Specialists who 
were instrumental in designing the 
Dominican program provided technical 
assistance to legislators in Honduras 
and Guatemala who, in turn, designed 
and conducted their own training semi 
nars for newly elected members. The 
Legislative Assembly of El Salvador if 
planning a similar seminar for Septem 
ber 198(i. All three legislatures have in 
itiated plans to establish permanent 
training programs, legislative research 
bodies, and administrative support sys 
tems that will enhance their capacity for 
analysis and informed decisionmaking.



III. Economic Stabilization

Between 1980 and 1983, the value of 
goods and services produced declined 
.steadily as Central America underwent 
a severe economic contraction. Per 
capita income fell 15% on average over 
the period. Costa Rica and El Salvador 
suffered particularly severe declines. In 
Costa Rica, the external debt reached 
140% of gross domestic product (GDP). 
In El Salvador, guerrilla warfare caused 
more than $1 billion in damage and dis 
investment. Guerrilla-induced uncertain 
ties also affected Guatemala, which later 
experienced additional difficulties during 
the transition from military to demo 
cratic government. Panama managed to 
avoid economic difficulties until 1983, 
when trade cutbacks by other Latin 
American countries adversely affected 
its shipping, warehousing, and other 
regional service sectors.

The first step to reactivation, the 
Commission concluded, was to stop this 
pattern of general economic deterio 
ration.

Halting Declines in Output

After falling slightly (-0.6%) in 1983, 
regionwide production rose by about 
1.6% in 1984. Large-scale U.S. economic 
assistance provided critical support for 
internal efforts to stem the decline.

In 1985, the estimated regional 
growth rate slipped slightly to 1.0% 
because GDP in Guatemala, which 
accounts for about 40% of total produc 
tion in the region, fell by 1.3%. All 
other countries had positive growth 
rates. Only Honduras and Panama, 
however, achieved economic growth 
higher than population growth.

In El Salvador and Honduras, U.S. 
assistance has helped halt the economic 
downturns. However, private invest 
ment, often the engine of growth, re 
mains depressed in both countries. 
World prices for major export commodi 
ties remain generally depressed, and a 
slowdown in the growth of the world

economy restricted the opportunities for 
export diversification and expansion 
in 1985.

Costa Rica's growth slowed in 1985, 
due primarily to banana plantation 
closures, wind damage which cut the 
amount of fruit available for export, and 
a slower rate of growth in the money 
supply. A return to more rapid growth 
is expected in 1986. Growth in Belize 
was constrained by the depressed world 
sugar market.

Panama has cut its fiscal deficit, and 
a resurgence of trade through the canal 
led to a 3.3% increase in the GDP 
in 1985.

provement is due to increased official 
transfers, mainly U.S. economic support 
fund (ESF) grants. Honduras, Costa 
Rica, Belize, and El Salvador all had in 
creases in GDP.

Trends in private capital movement 
are a key signal of private sector confi 
dence and a determinant of potential in 
vestment. Private capital flowed heavily 
out of Central America in 1980. This 
trend now appears to have been halted, 
if not reversed. While short-term out 
flows averaged $476 million in 1980-83, 
there was a net inflow averaging 
$62 million in 1984-85.

From 1981 to 1984 direct private for 
eign investment in Central America

"In 1977, 1 barrel of oil was worth 5 pounds of coffee or 
155 pounds of sugar. To buy that same barrel of oil [in 
1982], these small countries must provide five times as 
much coffee (nearly 26 pounds) or almost twice as much 
sugar (283 pounds). This economic disaster is consuming 
our neighbors' money, reserves, and credit, forcing thou 
sands of people to leave.. .and shaking even the most 
established democracies. And economic disaster has pro 
vided a fresh opening to the enemies of freedom, 
national independence, and peaceful development."

President Reagan, 
February 24, 1982

Guatemala's economic difficulties in 
1985 were due largely to a severe crisis 
of confidence in the economic policies of 
the outgoing military government. 
There was substantial capital flight and 
a sharp decline in private investment. A 
decline in government expenditures due 
to falling tax revenues also reduced the 
level of economic activity, contributing to 
growing unemployment.

Prospects for 1986 are more favora 
ble. Regional GDP is expected to grow 
by about 2.4%, which would be the best 
performance in 8 years.

steadily declined. While the decline 
appears to have stopped, the estimated 
1985 figure of $213 million represents 
only a slight recovery from the 
depressed level of 1984. This disappoint 
ingly slow recovery reflects, among 
other things, continued security con 
cerns, delays in policy reforms to stimu 
late investment in new export-oriented 
activities, and the time lag required for 
policy changes to yield tangible benefits.

Balance of Payments

The region's current account deficit has 
gone from an average of $1.7 billion in 
1980-81 to an average of $1.1 billion in 
1983-85. However, two-thirds of this im-



Central America: 
Government Fiscal Deficits, 
1982-851

1 Regional weighted average based on data (or 
Belize, Costa Rica, El Salvador, Guatemala, 
Honduras, and Panama.

Sources: AID and International Monetary Fund.

Government Fiscal Deficits

The decline in overall economic produc 
tion reduced revenues, sometimes sharp 
ly, and everywhere faster than any 
corresponding reduction in government 
expenditures. Because most current 
spending is for wages, significant budget 
cuts require politically difficult reduc

tions in employment. As governments 
turned to borrowing, external debt serv 
ice rose substantially for nearly all coun 
tries of the region.

Improved fiscal performance and 
higher levels of U.S. assistance have 
now reduced average fiscal deficits— 
from 8% of GDP in 1982 to 3.3% in 
1985. Some countries have made rapid 
progress. Costa Rica's budget deficit fell 
from 9% of GDP in 1982 to an estimated 
1.7% in 1985. Panama's deficit fell from 
11% in 1982 to 1.5% in 1985. The other 
countries also have made progress since 
1982. In Honduras, the deficit grew in 
1981-83-as government investment ex 
penditures rose steadily at a time that 
revenues were approximately stable- 
but started to fall in 1984-85.

Inflation

All countries of the region experienced 
significant inflation in 1980-81, and the 
situation since then has been mixed.

In Belize, Panama, and Honduras, 
inflation in 1983-85 approximated U.S. 
levels. In Costa Rica, inflation surged in 
1981-82 as a consequence of previous 
monetary expansion but began to slow 
in 1985 as the growth in tne money sup 
ply was curtailed. In El Salvador, infla 
tion remained above historical levels 
throughout the period and accelerated 
further in 1985, as a result of deprecia 
tion of the currency and internal eco 
nomic policies. In Guatemala, inflation 
surged in 1985 as the government 
resorted to the printing presses to 
finance deficits and purchase foreign 
exchange.

As the Salvador'guerrillaa'perceive ; 
that they have lost not only the b^- ''

sistance has helped to"6^6i';̂ 3xu\

react o^cldy/to
' sential '
emergency generators pr«vid«;'8tand:: 
by power to hoapiUla, water piunp-

' ing station*, and other esaential utili 
ties; 78 Bailey bridges (rapidly 
erected temporary steel structures to 
replace sabotaged bridges) have also 
been provided. ' ; '•':". ^

Intraregionul Trade

The value of trade within the Central 
American Common Market (CACM), 
remains substantially below the levels 
achieved in the late 1970s and early 
1980s. This has had adverse effects on 
the level of production in several coun 
tries, particularly Guatemala. In part, 
this reflects a major decline in trade 
with Nicaragua (the largest importer of 
CACM products in 1980) because of 
large arrearages on payments Nicaragua 
owes to other CACM members.

Former Costa Rican President 
Monge proposed in 1985 an agreement 
among Costa Rica, Honduras, El 
Salvador, and Guatemala to make 
exchange-rate adjustments and revise 
the Central American external tariff and 
other CACM instruments so as to revi 
talize the CACM. The United States has 
encouraged these efforts.
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IV. Economic Growth

The Commission suggested targets of 
self-perpetuating, export-led growth of 
6% (roughly 3% in per capita terms) and 
an annual increase of 4% in agricultural 
production by the end of the decade. 
This would result in an estimated 
250,000 new jobs annually, 80,000 in 
agriculture and 170,000 in other sectors. 
The private sector, supported by proper 
policies and financial and technical 
resources, is key to prospects for attain 
ing these ambitious goals.

Trade and Investment
Trade and investment promotion is 
prominently featured in U.S. programs 
for each Central American country. An 
interagency task force was established 
in August 1983 to oversee implementa 
tion of the President's Caribbean Basin 
Initiative (CBI) with a mandate that 
covers both Central America and the 
Caribbean. The task force is chaired by 
the U.S. Trade Representative; its 
members are the Departments of 
Agriculture, Commerce, Labor, State, 
and the Treasury, as well as AID. the 
Overseas Private Investment Corpora 
tion (OPIC), the Export-Import Bank 
(Eximbank), US I A, the Peace Corps, 
and the International Trade Commis 
sion. Each of these agencies has pro 
grams designed to help tho region 
diversify and expand its production and 
exports. The task force coordinates CBI- 
relatcd activities of all U.S. agencies, 
strives to enhance their effectiveness, 
and develops recommendations to the 
President on potential improvements in 
the program.

Trade. Trade expansion begins from 
a low base throughout Central America. 
New lines of export products are impor 
tant to Central America's future. Medi 
um- to long-term prospects for sugar, 
bananas, cotton, and coffee—the main 
traditional exports—are not promising. 
If the region is to creal e the additional 
export earnings needed to finance im 
ported capital goods, petroleum, and 
other inputs, export growth will have to 
come from nontraditional agricultural 
and industrial products. Initially, these 
would, of necessity, be labor intensive 
and cannot be expected to generate 
major export earnings for some yoars.

Against this background, initial 
results of efforts to achieve an export 
orientation are promising. Between 1983 
and 1985, U.S. imports of manufactures 
from the region rose by 52% to $439 
million. U.S. imports of nontraditional 
agricultural products rose by 79% to 
$59 million. Costa Rica and Belize had 
dramatic increases in new exports, and 
Guatemala, Panama, and Honduras also 
showed rapid growth. Exports from 
El Salvador, on the other hand, 
declined slightly.

The Export-Import Bank helps to 
finance the export of U.S. goods and 
services to Central America. Because of 
the region's dearth of natural resources

for the manufacture of finished prod 
ucts, export growth—particularly of 
nontraditional products—is inextricably 
linked to the ability to import. As part 
of its regular program, Eximbank 
currently insures short-term, bank-to- 
bank lines of credit totaling $45 million 
in three countries of the region and has 
a medium-term facility for El Salvador 
of $20 million.

The Trade Credit Insurance Pro 
gram (TCIP) was established by Exim 
bank in collaboration with AID in 1984 
to increase, through guarantees, the 
limited trade financing otherwise availa 
ble through U.S. commercial banks. The 
program is a direct response to Commis-

Central America: Real GDP Growth, 1981-86 1
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Source: Agency lor International Development
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sion recommendations. AID has thus far 
guaranteed repayment to Eximbank of 
up to $300 million for commercial bank 
letters of credit. Despite a few brief 
delays, repayment experience has been 
good.

Utilization of the TCIP began slow 
ly, but over the past year and a half the 
program has financed some $70-million 
worth of imports from the United 
States. El Salvador alone used half of 
this amount. We expect the other coun 
tries of the region to utilize increasing 
amounts over the next several years as 
more foreign exchange for imports 
becomes available.

Investment. For Central America 
as a whole, the ratio of private invest 
ment to GDP fell from 11.8% in 
1980 to a low of 8.5% in 1983 and 1984 
but recovered to 10.3% in 1985. Continu 
ing security concerns had a dampening 
influence on investment, as did the need 
for restrained fiscal and monetary poli 
cies in light of large debt service re 
quirements and inflationary pressures. 
Further, the economic reforms insti 
tuted in 1985 and 1986 by the Govern 
ments of El Salvador, Guatemala, and 
Panama have not been in place long 
enough to stimulate export production.

The most promising trend in private 
investment occurred in Costa Rica, 
where private investment fell from 17% 
of GDP in 1980 to 11% in 1982, but by 
1984 recovered its 1980 level. This turn 
around can be attributed in large part 
to significant economic policy reforms 
undertaken by the Costa Rican Govern 
ment in Panama, in contrast, private 
investment fell from an average of 18% 
of GDP during 1980-82 to .in average of 
13% during 1983-85. This reflected the 
completion of the large transisthmian oil 
pipeline project as well as Panama's ina 
bility, until recently, to implement 
coherent economic reforms. Significant 
declines in private investment also oc 
curred in Belize, Guatemala, and Hon 
duras; but the latter two began to 
experience a recovery in 1985. In 
El Salvador, the big drop in private 
investment already had occurred by 
1980. The ratio remained around 6% 
during 1980-83, then rnse to 7.7% in 
1984 and to 8.2% in 1985.

The Caribbean Basin Initiative

January 1, 1984, marked the begin 
ning of a development program 
unique in the history of American 
diplomacy. Never before had the 
United States granted preferential 
economic treatment to a geograph 
ically defined group of foreign coun 
tries. The preference is in the form 
of one-way free trade for 12 years to 
enable the countries of the Caribbean 
Basin to work and earn their own 
way to development through trade. 
As of mid-1986, 16 Caribbean and 
6 Central American countries were 
participating fully in CBI programs. 

After only 2 years of a 12-year 
program, it is too early to draw final

The Overseas Private Investment 
Corporation is a strong supporter of 
U.S. investment in Central America. In 
FY 1985 OPIC insured over $4.5 million 
of investment in 11 projects in five coun 
tries of the region. In addition, OPIC 
provided another $4.5 million in I'.nancing 
for seven projects in FY 1985 in Central 
America, 30% of all projects financed 
by OPIC. As of mid-1986, OPIC has

"It is exceedingly vital for 
our partners in democracy 
to be willing to help us to 
increase the productivity 
and marketing of our
resources.

Munucl Ksquivel,
Prime Minister of FJcli/e,

March 1986

approved or is considering five new 
projects requiring loans in excess of $23 
million. OPIC also has attempted to en 
courage investment in Central America 
through investment missions and feasi 
bility studies. It conducted in'/estment 
missions to Costa Rica in 1984 and to 
Belize in 1986, anil in FY 1985 OPIC ap 
proved funding for nine feasibility 
studies in the region. To stimulate

conclusions. So far, overall trade has 
been disappointing because of con 
tinued low prices for most traditional 
commodities. But new lines of 
products have grown, in some cases 
dramatically: 92 new business activi 
ties have been identified in Centra] 
America; 74 of these have led to the 
creation of 17,212 jobs.

Thus, the fundamental purpose of 
the CBI—broadening and diversifying 
the production and export base of the 
countries of Central America and the 
Caribbean—is being at least partly 
met despite the political and military 
uncertainties that continue to plague 
the region.

investment in Central America, OPIC 
also operates a project opportunities 
data bank and an Investor Information 
Services Program.

The CBI's duty-free treatment of 
exports to the United States from the 
Caribbean Basin is designed to promote 
investment as well a? trade. In early 
1986 a Caribbean Basin Business Promo 
tion Council was established to involve 
U.S. business leaders in the effort to at 
tract new business interests to Central 
America and the Caribbean. Cooperation 
between government an:l the private 
sector is beginning to pay off in new 
investments—regional, foreign, and joint 
venture—in Central America.

Belize. Relatively stable political 
and economic conditions have attracted 
investor interest. Coca-Cola Foods 
(Minute Maid) purchased 50,000 acres of 
land for the establishment of citrus 
groves and a citrus procsssing plant and 
has $6 million invested to date. A 
shrimp breeding and commercial farm 
ing venture has been established with 
$35 million invested to date. Hershey 
Foods established the Cocoa Research 
Center for production and processing, 
with $4 million invested to date. A new 
hotel and water resort development 
with an initial investment of $3.5 million 
is planned for Water Caye, a small 
island south of Belize City.
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AID helped establish the Belize Ex 
port and Investment Promotion Unit 
which facilitated export-oriented invest 
ments in shrimp farming, winter vegeta 
ble production, timber products, meat 
products, and the Hershey cocoa 
project. AID also contributed to a com 
mercial bank discount loan fund which 
provides financing to the private sector 
for agricultural, industrial, and tourism 
projects to generate foreign exchange.

Fifteen Peace Corps volunteers are 
working in a new program as "small 
business advisers" to provide mana 
gerial and marketing assistance to small 
businesses and entrepreneurs.

Costa Rica. To boost exports and 
foreign investment, the Government of 
'. 'osta Rica has devalued its currency, 
reformed the credit system, passed a 
new export incentives law, improved 
banking •• id currency law, undertaken 
port improvements, and reduced some 
port charges.

The Costa Rican Government also 
has established a sub-Ministry of Ex 
ports and Investments to facilitate 
export-oriented investments, a National 
Investment Council to approve tax and 
import benefits for export industries, 
overseas investment, promotion offices, 
and four duty-free export-processing 
zones. AID has provided technical or 
financial assistance to all of these 
efforts.

Since 1983, 90 foreign garment com 
panies, representing 70% of the total 
clothing industry in Costa Rica, have 
either established operations or entered 
into subcontracting agreements. This 
sector's export sales totaled $29 million 
in 1984 and $45.7 million in 1985, mostly 
to the United States. During 1985 alone, 
this industry generated 2,428 new jobs. 
Exports of nontraditional products to 
markets outside Central America rose 
by 10.6% in 1985.

Development banking projects sup 
ported by AID have resulted in new in 
vestments cf over $50 million and 
approximately 3,500 projected new jobs. 
The Special Credit Line and Small In 
dustries Fund, established through 
direct U.S. assistance, has supported 
180 companies by channeling approxi 
mately $97 million to the private sector. 
In the second half of 1985, the Coalition 
for Development Initiatives (CINDE) at

tracted four companies to Costa Rica, 
generating approximately 2,050 new 
jobs. With AID assistance, the new 
export-processing zones have resulted in 
nine new companies investing an esti 
mated $2.1 million anil generating some 
400 new jobs.

The Peace Corps has started two 
projects in small enterprise develop 
ment. Ten volunteers work in the 
tourist industry and seven provide 
managerial and technical assistance to 
small businesses and entrepreneurs. In 
coordination with the Ministry of Educa 
tion, the Peace Corps has 10 volunteers 
working in an innovative pilot program 
in vocational schools to develop income- 
generating student cooperatives. The 
program is a Costa Rican version of the 
U.S. "Junior Achievement Program."

El Salvador. In January 1986, Presi 
dent Duarte introduced a comprehensive 
program to stabilize and rejuvenate the 
economy, which until then was seriously 
constrained by differences between the 
government and the business commu 
nity, as well as by the insurgency and 
the regional depression. Key provisions

"We never lost confidence 
in the ability of our people 
to overcome hardship and 
stand together and work 
toward a brighter fu 
ture. . . . We have come a 
long way in a short time."

Jose Napoleon Duarte,
President of El Salvador,

March 1986

of the government's new program were 
unification of the exchange rate and 
measures to reduce the fiscal deficit and 
fight inflation. An export incentives law 
also was adopted.

To stimulate investment, the 
Government of El Salvador has allo 
cated much U.S. assistance to private 
sector credit and has established special 
credit lines to finance nontraditional ex 
ports and small businesses. A new insur 
ance program to cover war damage to 
productive private sector assets also 
should improve the investment climate. 
AID has provided foreign exchange 
needed by private farms, businesses, 
and factories to maintain production and 
employment.

The cornerstone of AID's private 
sector development program is the Sal- 
vadoran Foundation for Economic and 
Social Development (FUSADES), a non 
profit private organization. FUSADES 
promotes private investment in non- 
traditional exports and helps Salvadoran 
companies secure export markets. It 
also assists firms to diversify agricul 
tural production for export and provides 
technical assistance, training, and credit 
to small-scale businesses. In its first full 
year of operation, FUSADES' invest 
ment promotion encouraged investment 
that resulted in $7 million of new, non- 
traditional exports and 2,900 new jobs.

Guatemala. The large relative size 
of the Guatemalan economy means that 
its successful recovery would have a 
positive impact throughout Central 
America. During most of 1985, however, 
private investment was hampered by 
foreign exchange shortages, a confused 
foreign exchange market, and the unset 
tled political climate that existed before 
the presidential elections. In March 
1986, the new Guatemalan Government 
announced a comprehensive stabilization 
program. The program removes most 
hidden subsidies and price controls and 
raises interest rates to encourage sav 
ings and hold down excess credit that 
has fueled inflation in the past. Steps to 
encourage nontraditional exports also 
are included.

Because of legislative restrictions 
and the failure of the Government of 
Guatemala to enact necessary economic 
reforms earlier, the United States did 
not provide balance-of-payments as 
sistance to Guatemala in FY 1984 or 
1985. The Governments of Guatemala 
and the United States recently signed a 
$47 million economic support fund pro 
gram that will finance essential, produc 
tive imports and support the economic 
stabilization program by relieving for 
eign exchange shortages.

AID's $12.5 million Agribusiness 
Development project, begun in 1985, 
provides credit and technical assistance 
to agribusinesses which, among other 
services, provide small fanners profita 
ble outlets for their vegetables and 
fruit. The project also supports an effort 
by the Guatemalan Guild of Non- 
Traditional Exporters to establish a 
center for computerized export market 
ing information.
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This same project also is assisting 
small farmer cooperatives to learn ex 
port management and marketing skills 
through the National Cooperative Busi 
ness Association, a U.S.-based voluntary 
organization. As of 198(>, four vegetable 
and fruit cooperatives and three vegeta 
ble freezing plants had begun to expand.

Honduras. Investment has declined 
in recent years due to the regional secu 
rity situation, uncertainty in the busi 
ness community caused by international 
pressure for devaluation, and delays in 
implementing measures to stimulate ox- 
port production and economic growth. 
In the spring of 198(i, the Government 
of Honduras increased export incentives 
and simplified procedures for investment 
and export registration to encourage 
new investment, especially in the export 
sector.

A substantial portion of the AID 
program in Honduras provides credit to 
the private sector for working capital 
and investment needs. With AID back 
ing, the Honduran Federation of 
Agricultural Exporters and Producers is 
providing technical advice, training, and 
credit to more than 20 agroassociations 
that grow nontraditional commodities 
such as pineapples, melons, plantains, 
and cucumbers. The Foundation for 
Research and Entrepreneur Develop 
ment (FIDE) is promoting increased 
production and export of agroindustrial 
goods and light manufactures. With 
FIDE support, seven apparel manufac 
turers have contracted export sales for 
the next year which involve over $6 mil 
lion in value added and will provide 800 
new jobs.

Agroindustrial and wood product 
companies have contracted $4 million in 
additional export sales, creating 500 new 
jobs. Assuming a more favorable policy 
climate, the real payoff of these insti 
tutional services and credit lines is ex 
pected in 1986 and thereafter.

Panama. During 1985, political un 
certainties, liquidity problems, and the 
inability of the Government of Panama 
to enact needed economic reforms dis 
couraged private investment and eroded 
investor confidence. More recently, 
however, Panama has enacted structural 
reforms that reduce tariffs and import 
quotas, allow free market pricing and 
reduce government price supports in 
agriculture, and revise the labor code to 
permit piecework.

The Chapeton brothers, former tenant farmers, bought land under 
provisions of El Salvador's land-to-the-tiller program.
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AID has helped finance the National 
Investment Council of Panama (PIC), 
established to promote new export- 
oriented foreign and domestic invest 
ment. The council emphasizes the U.S. 
market and the opportunities presented 
by the Caribbean Basin Initiative (CBI). 
PIC had startup problems but h;>3 as 
sisted over 30 new businesses with 
investments totaling more than $32 mil 
lion, creating nearly 4,000 jobs in the 
last 2 years.

Agriculture
Between 1980 and 1984, Central 
American agriculture was virtually stag 
nant, with an average growth rate of 
only 0.1%. Though individual rates 
varied from -3.0% to +2.6%, estimates 
for 1985 show little ovei all change.

Traditional exports dominate agricul 
ture. Yet world market trends have 
been unfavorable in the 1980s and are 
likely to remain so for the rest of the 
decade. Throughout Central America, 
AID-supported crop diversification ef 
forts have b' ,-jun lu produce results. Ex 
ports of nontraditional fruits and 
vegetables to the U.S. and European 
markets, for example, have increased 
significantly as ;i proportion of total ex 
ports. AID projects also are helping to 
increase the production of basic grains 
and other crops for domestic con 
sumption.

Belize. Agricultural output in 1985 
was unchanged from 1984. Sugar 
production and earnings were down, 
reflecting a depressed world market 
price. Banana and citrus sales both 
increased.

The Government of Belize is en 
couraging producers to move from sugar 
cane into higher value export crops. 
AID is providing direct project as 
sistance to help build feeder roads, to 
make cattle production more competitive 
in the world market, and to replace 
sugar production with vegetable crop^ 
for the U.S. winter market. Four Peace 
Corps volunteers are assisting a project 
sponsored by the Hershey Corporation, 
the Pan American Development Founda 
tion, AID, and Volunteers in Technical 
Assistance to resume commercial cacao 
production for export. The Peace Corps 
and AID have established the Belize 
Junior School of Agriculture, which is 
geared to rural youth (14-18 years of 
age). The school provides practical 
"agriculture-as-business" training and is 
located in one of the areas hardest hit

by the loss of income from sugar 
exports.

Recent large, long-term private sec 
tor investments backed by U.S. multina 
tionals should begin adding to foreign 
exchange earnings in 1988-89. These in 
vestments should vastly increase citrus 
crop acreage and stimulate cacao 
production.

Costa Rica. Agricultural output fell 
by 3% in 1985 because of a 15% decline 
in banana exports due to poor weather 
and a banana workers' strike. Coffee 
sales showed new growth in 1985 and 
surged in 1986 because of buoyant 
world market prices. All other crops 
registered a 3% average increase in 
1985, and nontraditional agricultural ex 
ports rose by 5.9%.

The Government of Costa Rica en 
courages agricultural exports by main 
taining a competitive exchange rate, 
providing tax-free status for up to 12 
years for new nontraditional export

"Without the constant and 
broad support of the United 
States of America, we, the 
free men and women of 
Central America, would be 
greatly disappointed, and 
our development would be 
seriously limited."

Jose Azcon.i.
President of Honduras,

March 1986

operations, and considerably reducing 
the red tape required of investors and 
exporters. The United States is support 
ing joint venture export operations 
through an organization of local en 
trepreneurs, financing renovation of 
small-scale coffee plantations to fight 
coffee rust, assisting in the creation of a 
major tropical lowlands agricultural 
school, financing improvements of rural 
access roads, and helping land titling 
and settlement efforts. AID projects 
and Peace Corps volunteers also are 
helping small farmers to improve and 
diversify their own food production by 
teaching methods of intensive gardening 
and freshwater fishery management.

El Salvador. Total agricultural out 
put in El Salvador declined in 1985, 
although food crop production increased 
significantly. To stimulate production, 
the government boosted coffee prices 
and refinanced loans to coffee growers

at more favorable terms. With financial 
and technical assistance from AID, the 
government also organized a major 
agricultural diversification program.

Progress in land reform will require 
resolute government action on several 
problems, including completion of titling 
and compensation, settling the agrarian 
debt, better definition of the rights of 
beneficiaries, and improved farm 
management. Production on small in 
dividual plots has been increasing, but 
the larger and more productive coopera 
tives continue to operate below prere- 
form production levels. Projects are 
being developed in new products like 
pond-grown shrimp, cut flowers, and 
decorative plants.

Guatemala. Agricultural output in 
Guatemala declined slightly in 1985, as 
flawed economic policies and stagnant 
international prices discouraged export 
production. A bright spot was the 29% 
increase in exports of nontraditional 
fruits and vegetables. Grain production 
for domestic markets (corn, wheat, rice, 
sorghum, and beans) maintained rela 
tively high 1984 levels.

Prospects for 1986 are much bright 
er. The new government's implementa 
tion of a much-needed economic 
stabilization program should increase in 
vestor confidence, and the movement of 
all trade to a parallel market exchange 
rate will increase incentives for export 
producers. The increase in world coffee 
prices will provide a major boost.

AID is supporting efforts to diversi 
fy production, particularly in the eco 
nomically depressed highlands, by 
financing assistance to producer coopera 
tives to improve management, handling, 
grading, and shipping of fresh produce; 
research and extension services for non- 
traditional crops; small-scale irrigation 
and soil conservation efforts; and con 
struction of processing facilities such as 
freezing plants.

Honduras. Honduras achieved a 
2.6% increase in the value of agricultur 
al production in 1985, primarily because 
of a 24% increase in banana exports. 
Production of most other crops changed 
little from 1984, although exports to Eu 
rope of nontraditional products such as
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The Fondo Ganadero

The cattleman's fund (Fondo 
Ganadero) is the fruit of cooperation 
between the Honduran Ministry of 
National Resources, the National 
Agrarian Institute, campesino organi 
zations, individual campesinos, cattle 
men, and representatives of the dairy 
and meat packing industries. Its for 
mation was facilitated by a grant 
from AID in 1985.

The Fondo defrays the often pro 
hibitive cost of establishing a com 
mercially viable herd of cattle by 
providing Fondo-owned cattle to 
farmers and campesinos who manage 
the herds and split the profits with 
the Fondo.

Campesinos can use their share 
of the profits to buy the cattle. This 
approach is an innovative method of 
fostering development in the agricul 
tural sector by encouraging private 
enterprise.

citrus fruits, melons, and cucumbers in 
creased appreciably. Exports are con 
strained by high transportation costs 
and inadequate market information.

The Government of Honduras has 
provided special export incentives, 
reducing export taxes to the banana in 
dustry, waiving most taxes on imports 
needed to support production, and sim 
plifying procedures to register invest 
ments and to obtain export permits. It 
has also legalized use of rural land titles 
as security for loans, decreased govern 
ment control over lumber exports, and 
continued a wide variety of programs to 
increase the production of basic grains.

Peace Corps volunteers are helping 
small farmers increase production for lo 
cal markets. AID has assisted more 
than 6,000 small coffee growers to raise 
coffee production by 11,000 tons and to 
increase income by $29 million in 
1985-86. An AID-financed program has 
increased the national livestock herd by 
10,000 head and has established 172 new 
small livestock operations with increased 
income of $1.5 million in 1985 and 1986. 
The National Resources Management 
project has doubled average corn yields

on over 4,000 hectares of fragile hillsides 
in drought-prone southern Honduras. 
AID also supports a private, nonprofit 
research foundation which works with 
both nontraditional and traditional ex 
port crops, particularly cacao, plantains, 
tropical fruits, winter vegetables, and 
bananas. This organization has volun 
teers assigned to provide technical as 
sistance in production and marketing,

Panama. The agricultural sector 
grew by an estimated 2.07c in 1985. Ex 
ports of bananas and shrimp rose, and 
livestock production increased by 
3%-5%. Sustained rapid agricultural 
growth will require significant reforms, 
particularly in price and marketing 
policies.

AID is helping the Government of 
Panama to design programs to reduce 
reliance on price supports, divest the 
government of its sugar production and 
rice marketing operations, and promote 
exports. AID is providing credit and 
technical assistance to cooperatives 
seeking to expand exports of nontradi 
tional crops, such as melons and can 
taloupes, t" the United States. AID also 
is supporting research in watershed 
management for small farm operators.

Energy
The Central America Energy Resources 
project of AID, which id being imple 
mented by Los Alamos National Labora 
tories, has developed feasibility studies 
for geothermal development, completed 
a peat end-use analysis, and helped local 
government energy offices to improve 
their overall planning and management 
capabilities. Another regional project, 
the Tropical Agricultural Research and 
Training Center, is developing improved 
techniques of fuehvood management. 
The Central American Industrial 
Research Institute helps business and 
industry save energy. The National 
Rural Electric Cooperative Association 
recently completed a detailed study on 
rural electrification in the region.

AID also provided a large diesel 
generator to Guatemala to cover a tem 
porary shortfall in electrical production 
due to startup problems with the new 
Chixoy hydroelectric dam. In Panama, 
AID-financed watershed and forestry 
management programs have focused on 
the problems of premature silting of 
hydroelectric dams and fuehvood short 
ages. AID also financed a coal develop 
ment study in Costa Rica to identify 
economically viable deposits.

The future of forest lands is threat 
ened by slash-and-burn agriculture, use 
of hardwoods as fuel, and by cultivation

The Honduran Coffee Institute? and AID 
enable small coffee growers 10 compete 
more effectively by buying new, improved 
coffee seedlings.

of steep lands. In Guatemala and Hon 
duras, Peace Coips volunteers are help 
ing to train farmers in soil and water 
conservation, and in planting fast grow 
ing fuelwood species.

Other Donors
The trend toward democracy in Central 
America over the past 2 years has en 
couraged other donors to increase their 
assistance.

The European Community (EC) and 
various individual European states are 
sending modest but growing amounts of
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economic assistance, especially foodstuffs 
and agricultural equipment. Much of the 
assistance is channeled through regional 
institutions, such as the Central Ameri 
can Bank for Economic Integration. In 
1985, the Community decided to double 
its assistance to the region over the fol 
lowing 5 years.

Japan and Israel also contribute 
financial and technical assistance. Mexi 
co and Venezuela sell oil to particular 
Central American (and Caribbean) coun 
tries on generous credit terms, while 
Argentina and Brazil provide credits to 
finance their bilateral trade.

The World Bank and the Inter- 
American Development Bank finance im 
portant infrastructure and other 
projects on long-term concessional 
terms. In 1985 alone, these two institu 
tions approved Central American loans 
totaling approximately $520 million. 
Projects are distributed over a wide 
range of activities, including energy, 
agriculture and fisheries, transportation 
and communications, industry, urban de 
velopment, export financing, environ 
ment and public health, and education.

Prospects
Assuming continued U.S. and other 
external assistance, the significant eco 
nomic adjustment measures undertaken 
by Central America's democratic 
governments, coupled with higher coffee 
(trices and lower oil costs, should 
produce higher growth rates over the 
next several years. Growth probably 
will not surpass population increases, 
however, unless private investment also 
increases significantly. To a great extent 
this will depend on the security environ 
ment as we!! as the policies of the 
region's governments.

V. Spreading the Opportunities

"Widespread hunger and mal 
nutrition, illiteracy, poor 
educational and training oppor 
tunities, poor health conditions, 
and inadequate housing are un 
stable foundations on which to 
encourage the growth of viable 
democratic institutions."

The Commission Report. 
Chapter 5

Jobs
Where life opportunities are poorly 
distributed, indivi iual citizens are 
prevented from r •mtributing to their so 
ciety to the full extent of their potential. 
The Commission saw what it called 
"human development" as key to 
strengthening production as well as dis 
tribution, growth, and welfare.

Strengthening democratic labor un 
ions; encouraging economic policies that 
attract investment and lead to diversi 
fied production; creating more con 
sumers in domestic and regional 
markets; and improving public works, 
health, and education—all are different 
but complementary ways to attack the 
massive unemployment and underem 
ployment characteristic of underdevelop-

meiit. High unemployment today in 
Central America is a major source of 
both civic unrest, crime, and emigration. 

Ci eating jobs is thus a major objec 
tive of the measures to induce economic 
growth summarized in the previous sec 
tion. Creating jobs must also be a cen 
tral concern of a sound strategy to 
foster human development. The availa 
bility of jobs increases individual oppor 
tunities and enhances the sense of 
dignity that accompanies the ability to 
take advantage of them. The greater the 
number of jobs, the greater the number 
of individuals able to contribute to socie 
ty. At the same time, the greater the 
number of healthy, educated individuals, 
the greater their ability to make the 
most of existing job opportunities or 
even to create new ones. The more peo 
ple are gainfully employed, the stronger 
is the base for democracy.

Education
In response to the Commission's recom 
mendations to improve substantially the 
quality and increase the availability of 
educational opportunities, AID has 
programmed approximately $250 million 
in U.S. dollars and local currencies for 
educational activities. Some of the 
results include:

Physical Facilities. In Honduras 
2,100 classrooms have been built, and 
plans are being developed for school 
construction and renovation in Belize 
and Costa Rica.

Teacher Training. In Honduras 
8,000 teachers and school administrators 
have been trained. In Guatemala ap 
proximately 1,000 bilingual education

trainers have learned to use a new bilin 
gual Spanish-Mayan curriculum, and 
plans are underway to train another 
2,f>00 teachers. In-service teacher train 
ing programs are being planned for .'21 
Salvador, Belize, and Costa Rica.

Basic Educational Materials. In
Costa Rica, American aid is helping 
fund a private sector initiative to 
produce and distribute 2 million primary 
school textbooks. In Guatemala, AID is 
supporting a Ministry of Education 
project which has developed textbook 
materials in four Mayan languages. In 
El Salvador, the first phase of a project 
to produce 3 million textbooks and 
teacher's guides is underway.

Vocational Education. Programs in 
Costa Rica have provided in-service 
training to approximately 2,000 people 
producing nontraditional exports, and in 
Honduras iii-plant training has been 
tested and plans for expanding the pro 
gram are being developed.

Higher Education. A regional 
project has been approved to create a 
private Inter-American Agricultural col 
lege in Costa Rica.

Scholarships. The Commission 
recommended government-sponsored 
scholarships for 10,000 Central Ameri 
cans. This recommendation is being im 
plemented through a mix of USIA and 
AID programs. The AID-funded 
$146 million Central American Peace
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Scholarship program (CAPS) will bring 
7,000 Central Americans to the United 
States.

CAPS brings to the United States 
Central Americans from nonelite back 
grounds who otherwise would not have 
a reasonable opportunity to study here. 
Most are either current or potential 
leaders within their sector or directly in 
fluence the preparation of future lead 
ers. Rural youth leaders from Panama 
have participated in training programs 
in the United States, living with Ameri 
can farm families. Leaders from Costa 
Rican Indian groups, local YMCAs, 
rural co-ops, and university student as 
sociations have met with similar Ameri 
can groups and some also have lived 
with American families. Guatemalan 
rural health workers and local co-op 
leaders have participated with rural 
co-ops and local health programs in the 
United States. As additional groups are 
organized, increased efforts will bo 
made to provide more in depth and 
meaningful exposure to and contact with 
Americans.

Under the CAPS project, 3,400 long- 
ami short-term scholars from Belize, 
Costa Rica, El Salvador, Guatemala, 
Honduras, and Panama will have been

"We need not only 
understanding and help 
from national sectors, but 
also technical assistance 
and credit from sister 
nations, friendly countries, 
and entities willing to 
contribute to the 
strengthening of our 
democracy."

Vinicio Cerczo,
['resident of Guatemala,

March !9Hfi

trained or will be in training in the 
United States before the end of the 
198(5.

Expanded USIA scholarship pro 
grams include International Visitors, 
Fulbright, and university grant pro 
grams as well as a new pilot program 
for undergraduates (CAMPUS, or Cen 
tral American Program for Uncle.•• 
graduate Scholarships); 573 academic 
exchanges, including CAAIPUS, Interna 
tional Visitors, and Voluntary Visitors,

are projected for FY 1986. The continu 
ation of the CAMPUS program, 
however, is dependent upon congres 
sional approval.

In mid-1985 USIA began a new Cen 
tral American Book Initiative to provide 
Spanish-language books, largely from 
American book subsidiaries in Mexico 
City, to university libraries and faculties 
as well as to government leaders and in 
stitutions in Central America. Over 
50,000 books, many of them U.S. text 
books in translation, have been pre 
sented to key institutions and 
individuals. Important titles, from Paul 
Samuelson's classic economics text to 
Shirley Christian's Nicaragua, Revolu 
tion in the Family, have received

promotional support. In addition, 
special collections have been presented 
to leading newspapers and institutions, 
including military academies.

USIA has established a regional 
English Teaching Office in Panama to 
work with ministry officials, educators, 
and United States Information Service 
(USIS) posts and binational centers to 
develop and improve English-language 
competency throughout Central 
America. USIA also has organized train 
ing workshops for Central American 
librarians, teachers of English, and bina 
tional center administrators.

The Peace Corps has increased its 
strength by nearly 400 volunteers in

•V.-

Displaced Salvadorans at work building a road in one of the many projects 
that are providing jobs and spurring development in El Salvador
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Central America. Of these, approximate 
ly 300 are involved in formal and nonfor- 
mal education activities, many as 
teacher trainers and program advisers. 
In Honduras, for example, 52 volunteers 
work as adult education promoters in 
the national literacy program and as 
preschool, primary, and special educa 
tion teacher trainers. In Costa Rica, 35 
volunteers serve as adult education ad 
visee, English teacher trainers, and 
elementary and special education ad 
visers. In Belize, nearly 40 volunteers 
teach in the primary and secondary 
school systems.

Health
UNICEF, Project HOPE, AID, and the 
governments of Central American coun 
tries arc facilitating the distribution of 
pharmaceuticals, the conduct of national 
vaccination campaigns, and the construc 
tion of dispensaries in many Central 
American countries.

Oral Rehydration Therapy. Di 
arrhea is a major killer of infants and 
children in Central America; the answer 
is Oral Rehydration Therapy (ORT). In 
1985, El Salvador's Ministry of Health 
distributed 1.G7 million donated oral re- 
hydration packets. The packets (contain 
ing a simple solution of salt, sugar, and 
water which can be prepared by parents 
in their own homes) are used to protect 
about 50% of the 861,000 children under 
the age of 5 from diarrhea, the leading 
cause of death in this age group. The 
Salvadoran private sector manufactured 
an additional 1,341,000 packets, as well 
as 300,000 bottles of oral rehydration 
fluids in 1985. An A ID-supported health 
project in Honduras to combat diarrhea- 
related diseases through the use of this 
therapy is among the most successful in 
the world. Working closely with the 
Honduran Ministry of Health, the 
project has helped deliver some 3 mil 
lion packets of oral rehydration salts. 
This effort was boosted by an extensive 
education campaign through print media 
and radio. Aimed at parents, the cam 
paign provided information on the 
causes and effects of diarrhea as well as 
on the means to reduce accompanying

Central America: 
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Sources: 1970 - Office of Health Statistics, 
Pan American Health Organization (as reported 
by member governments); World Population 
Data Sheet (appropriate Issues), Population 
Reference Bureau, Inc., Washington, D.C.

dehydration. In one study area, the mor 
tality rate for children under five due to 
diarrhea-related diseases dropped by 
40% after the introduction of the ORT 
Program. Peace Corps volunteers pro 
vide followup assistance to the families. 

The Nutrition Institute for Central 
America and Panama, with $8 million in 
support from AID and the cooperation 
of the Pan American Health Organiza 
tion and UNICEF, has launched a

regionwide effort to increase the use of 
this therapy and related feeding 
practices.

Immunizations protect children and 
adults from disease such as diphtheria, 
pertussis (whooping cough), tetanus, po 
lio, measles, and tuberculosis. Immuniza 
tion coverage reaches more than 70% in 
Costa Rica and Panama but is generally 
at or below 50% for the other countries 
of the region. AID is working to make 
vaccinations more available to children 
and pregnant women and hopes to insti 
tutionalize these programs so that they 
will continue to be available to children 
of future generations.

In Honduras, over 1 million children 
benefited from an AID-supported immu 
nization program which provided 50% 
coverage of measles and DPT (diphthe 
ria, pertussus, and tetanus) and 84% 
coverage of polio.

In El Salvador, a national vaccina 
tion campaign was carried out during 
the spring of 1985. Over 1.6 million 
doses of vaccine to protect against 
measles, diphtheria, pertussis, tetanus, 
and polio were administered to children 
under age five. Pregnant women 
received toxoids to prevent tetanus in 
newborns. Estimates reveal the immuni 
zation program saved the lives of some 
35,000 children. Working closely with 
the Government of El Salvador and 
UNICEF, AID provided funds for phar 
maceuticals, refrigerated storage equip 
ment, and promotional materials. As a 
result of the government's "Bridge for 
Peace" policy, both guerrilla and 
government troops observed cease-fires 
on the 3 national vaccination days. In 
the 1986 campaign, some 400,000 chil 
dren and pregnant women were vacci 
nated on the first of 3 campaign 
Sundays.

In Guatemala, a new AID-fun.'ed 
project assists the Ministry of Health to 
improve its vaccination program. This 
includes making immunizations available 
routinely in all health facilities. It also 
means visiting each household in rural 
Guatemala three times a year to identify 
children needing vaccinations. The 
project will assist the ministry by fund 
ing training for health workers, promot 
ing vaccinations, and improving the 
refrigerated transport system for the 
vaccines.
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Primary Health Care Training.
Although Central American nations are 
committed to providing bet'er health 
care, insufficient funds, lack of trained 
staff, and inadequate management sys 
tems often impede access to sen-ices.

In Honduras, AID is assisting in 
providing in-service training to help de 
velop the human resource base. All 
Ministry of Health auxiliary nurses have 
been trained in family planning and oral 
rehydration technologies. The Honduran 
Ministry of Health also has undertaken 
a number of reforms in the health 
financing area to keep basic drugs avail 
able at a reasonable cost. In addition, 
part of each hospitals' recurrent costs is 
to be covered by service fees beginning 
at 5% and gradually increasing to 30% 
by 1989.

Ei Salvador's Ministry of Health is 
increasing existing levels of primary 
health care and emergency medical serv 
ices. AID support of $35 million over a 
3-year period is assisting the ministry to 
meet critical short-term needs for essen 
tial goods and services and improve 
existing systems for health supply 
management, maintenance, and 
information.

Costa Rica is improving the manage 
ment of its Social Security health care 
system with technical assistance pro 
vided by the Pan American Health 
Organization and funded by AID.

Voluntary Family Planning. Cen 
tral American governments see popula 
tion planning and development as 
mutually reinforcing. U.S. assistance 
promotes voluntary family planning and 
is channeled through the private sector. 
AID supports commercial contraceptive 
sales programs in Costa Rica, K\ Sal 
vador, Guatemala, and Honduras that 
increase accessibility and affordability of 
contraceptives, pro vide'greater choice to 
the consumer, allow partial cost recov 
ery, and reduce the burden on govern 
ments by turning contraceptive 
distribution over to the commercial sec 
tor. A similar program is being planned 
in Panama.

Nutrition efforts seek to overcome 
serious protein deficiencies resulting 
from diets based on corn, rice, and 
beans. The PL 480 Title II (Food for 
Peace) program expects to provide food 
assistance in 1986 valued at $33.1 million 
for maternal and child health, food for 
work, school feeding, emergency feed 
ing, and aid to displaced persons. The 
Institute of Nutrition for Central 
America and Panama uses a $5.6 million 
AID grant to improve the effectiveness 
of food assistance activities in Central

Providing Ctam Water

Potable water is essential to a com 
munity's economic progress and to 
the health of its members. Less than 
24% of Guatemala's rural communi 
ties have access to potable water.

Children, in particular, suffer 
from the unavailability of clean 
water—those under 5 years of age 
account for 60% of all deaths in 
Guatemala. The infant mortality rate 
in rural areas is 160-200 per 1,000 
live births, more than twice the na 
tional average. Water and sanitation- 
related diseases rank in the top three 
causes of illness and death in rural 
communities.

AID is helping the Government 
of Guatemala to install water and 
sanitation systems. Since the initia 
tion of the project, more than 6,000 
families have gained access to these 
basic services. This preventive health 
program continues to expand. And 
one of its key elements is to involve 
the communities receiving water in 
the construction and management of 
the new water supply system.

Agrarian Reform

Under a $l-million pilot commercial 
land market project in Guatemala, 
the Penny Foundation (Fundacion del 
Centavo) and AID provide long-term 
credit to help small farmers buy ara 
ble land.

The purpose is to encourage a 
more equitable distribution of cultiva 
ble land through the free market sys 
tem. The foundation buys land on the 
open market and surveys it for 
agricultural potential. The land is 
then sold to the small farmer on con 
cessionary terms.

The foundation has purchased 
seven farms and has sold the land to 
300 farmers who produce a variety of 
crops. One 45-hectare farm in San 
Andres Semetabaj has been parceled 
to 25 families who produce brussels 
sprouts and broccoli for export; 26 fa 
milies have purchased plots of land 
on farms in Tucuru, Alta Verapaz, 
and will plant cardamom and coffee.

America. Peace Corps activities also in 
creased during 1985 and 1986. Volun 
teers help local health professionals to 
improve their skills and join them 
in providing services to the rural 
population.

Housing, Water, and Sewerage
Regionally, AID is financing 48 separate 
projects to improve housing, sewerage 
construction, and other infrastructure, 
such as roads, bridges, irrigation 
projects, and energy. Examples include 
construction of rural access roads and 
bridges and a housing guaranty program 
in Belize; housing guaranty and road 
construction programs in Costa Rica; 
housing guarantees and pubic works 
programs for streets, sewers, and irriga 
tion in El Salvador; and housing , rural 
roads, and sanitation systems construc 
tion in Guatemala. AID also supports a 
regional housing guaranty program with 
the Central American Bank for Eco 
nomic Integration and sponsors commu 
nity activities to improve homes, 
streets, and water systems through 
private voluntary organizations.

In the four countries where the 
Peace Corps serves, volunteers help 
residents to dig wells, repair homes, and 
otherwise improve their immediate 
environment.

Land
Several countries have begun programs 
to broaden access to productive land by 
small commercial fanners and coopera 
tives. El Salvador's program is the most 
comprehensive in distributing productive 
land. In 5 years, more than 92,000 Sal- 
vadoran peasants and their families— 
25% of the rural poor—received about 
22% of El Salvador's scarce agricultural 
land. A great deal remains to be done, 
however, before the reform becomes an 
economic and administrative success.

Smaller programs in Honduras and 
Guatemala are experimenting with new, 
market-oriented means of increasing ac 
cess to land. In Costa Rica, title to 
government-owned land is being trans 
ferred to individuals willing to live and 
produce on plots with high productive 
potential but located in relatively re 
mote areas.
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VI. The Security Shield

Threats
When the Commission met, the principal 
regional security threat was Soviet and 
Cuban support for armed insurgencies. 
Externally supported guerrilla war was 
a reality in El Salvador, a controlled but 
costly conflict in Guatemala, a sporadic 
problem in Honduras, and a latent possi 
bility in Costa Rica.

The Sandinista government had 
joined Cuba and the Soviet Union in 
supporting these insurgencies—providing 
materiel, logistics support, training, and 
safehaven to insurgent forces seeking to 
overthrow the governments of their 
neighbors. This pattern of intervention 
and the "internationalist" communist 
doctrine behind it are documented in 
Department of State Special Report 
No. 132, "Revolution Beyond Our 
Borders": Sandinista Interventicn in 
Central America, September 1985.

A second security threat identified 
by the Commission was the Sandinista 
military buildup. Due in large part to 
the continuing flow of Soviet-bloc mili 
tary equipment (including advanced 
helicopter gunships beginning in the fall 
of 1984 at a time when U.S. military 
assistance to the Nicaraguan resistance 
was banned by Congress), the Sandinis- 
tas have become Central America's 
predominant military force in man 
power, equipment, and firepower. The 
Sandinistas' refusal to consider reduc 
tions in their 70,000-plus active duty 
force, even in the context of a compre 
hensive Contadora agreement, and their 
periodic attacks on Honduras and Costa 
Rica, makes the imbalance a major 
regional concern.

Combating this dual threat of insur 
gency backed by conventional forces 
places a great strain on the limited 
resources available to democratic coun 
tries of the region.

Responses
The Commission advocated a compre 
hensive regional approach. The United 
States contributes to what has become a 
collective response through military as 
sistance programs, joint ground and 
naval exercises, and additional military 
support missions to improve the effec-

"The concerting of the 
power of the Soviet Union 
and Cuba to extend their 
preface and influence into 
vulnerable areas of the 
Western Hemisphere is a 
direct threat to U.S. 
security interests."

The Commission Report, 
Chapter 6

The Danton Amendment

Civic groups in the United States 
that collect articles for donation to 
Central American humanitarian relief 
efforts can now contact local National 
Guard offices to have their supplies 
transported—on a space-available 
basis—on military flights.

More than 10 tons of refugee 
relief supplies were provided to Hon 
duras in separate deliveries in late 
1984 and April 1985 by organizations 
like the Friends of the Americas, the 
Riverside Baptist Church, and 
Americans for International Aid.

This people-to-people cooperation 
is made possible the Denton amende- 
ment, enacted in 1984 and named for 
Alabama Senator Jeremiah A. Den- 
ton, Jr., who guided the measure 
through Congress. This legislation 
facilitates the involvement of in 
dividuals and the private sector in 
relief efforts by authorizing the 
Department of Defense (with the ap 
proval of the Department of State 
and AID) to transport donated hu 
manitarian items such as clothing and 
medicines.

tiveness of local military forces and to 
demonstrate the U.S. commitment to 
the region's democracies. The U.S. goal 
is to help the armed forces of each coun 
try to professionalize, to combat secu 
rity threats in a manner consistent with 
recognized human rights standards, and 
to develop institutionally in a manner 
compatible with democratic government.

El Salvador. U.S. assistance has 
helped the Salvadoran Armed Forces 
develop; more importantly, it has 
helped improve their performance on 
the battlefield. Salvadoran soldiers are 
better trained, better equipped, and 
more mobile than they were in 1984. At 
the same time, their operations are now 
subject to rules of engagement designed 
to safeguard human rights.

Increased Salvadoran military effec 
tiveness has weakened the guerrillas 
and forced them to change tactics. To 
avoid engagements with the Salvadoran 
military, the guerrillas are primarily 
operating in small units to avoid detec 
tion and have concentrated their attacks 
on economic targets. Since mid-1985, the 
guerrillas have used mines indiscrimi 
nately, causing numerous civilian 
casualties.

Improved battlefield and human 
rights performance has been accompa 
nied politically by the Salvadoran mili 
tary's defense of constitutional order 
and free elections. EL Salvador's mili 
tary, once considered a defender of the 
status quo and an impediment to 
democracy, today defends the future 
rather than the past. Training and or 
ganizational improvements are largely 
responsible for the changes. Merit pro 
motion has been implemented. Officers 
associated with human rights abuses 
have been removed, and a unit associ 
ated with human rights abuses has been 
disbanded.

Though badly weakened, the guerril 
las are not defeated. Their current 
strength is estimated at 4,500-6,000 
combatants. They are still able to con 
duct operation0 such as the attacks on 
the La Union National Basic Training 
Center in October 1985 and the June
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"Our security aid to 
Central America should be 
given and discussed in one 
way: it is a shield behind 
which endangered nations 
can protect themselves 
from external threats while 
they go about the business 
of building democratic 
institutions, holding free 
and fair elections, and 
working to rectify histori 
cal patterns of social 
injustice."

Senator Henry M. Jackson, 
April 29, 198:!

198(> attack on the Third Brigade Head 
quarters in San Miguel. But such opera 
tions have become increasingly difficult, 
less frequent, and more costly for them.

Guatemala. After a coup on March 
23, 1982, new military leaders im 
plemented a democratization and devel 
opment strategy that promoted 
improvements in the Indian highlands, 
emphasized a code of military conduct to 
improve relations between the military 
and civilians, and enlisted the help of 
the rural population to defend their own 
villages by creating civilian defense 
patrols. This strategy ended policies 
that had isolated Guatemala internation 
ally and brought virtual civil war at 
home. General elections in November 
and December HI85 led to the inaugura 
tion of a civilian presiden'. in January

The guerrilla threat in Guatemala is 
now mainly restricted to mountainous 
rural areas, parts of El Peten (including 
some oil-producing and exploration 
sites), and small, isolated strips border 
ing Mexico. The threat posed by the 
roughly 1,500-2,000 armed guerrillas 
is being met by a military that has 
proven itself operationally proficient but 
is increasingly and severely handicapped 
by shortages of resources and equip 
ment. For example, lack of helicopter 
spares hinders operations— especially 
resupply and medical evacuation— in the 
mountainous terrain used by the guer 
rillas.

Guatemala has been eligible to 
receive some training under the interna 
tional military education and training 
fund (IMET) since FY 1985; because of 
human rights concerns, however, no 
other U.S. Government military as 
sistance has been extended to Guate 
mala since 1977. In June 198(5, as a first 
step to providing nonlethal military as 
sistance, the Administration forwarded 
to Congress a certification on human 
rights and political conditions in 
Guatemala following a written request 
for the assistance from the President of 
Guatemala.

Honduras. In 1981, Honduras 
suffered a wave of terrorist attacks. In 
1983 and 1984 guerrilla units trained in 
Nicaragua and Cuba entered Honduras 
from Nicaragua. Neither the terrorists 
nor the guerrillas had popular support; 
they were quickly detected and 
defeated.

While demonstrating an ability to ef 
fectively deal with small insurgent 
groups, Honduras has neither the capac 
ity nor the desire to keep pace with the 
military buildup in Nicaragua. Faced 
with a large-scale attack by the San- 
dinistas into Honduran territory, Hon 
duras would rely on assistance from the 
countries belonging to the Rio Treaty.

U.S. military cooperation with Hon 
duras is designed to help the Honduran 
Armed Forces develop an effective de 
terrent to externally supported ter 
rorism and insurgency and to enable the 
Homlurans to contain a conventional 
cross-border attack from Nicaragua long 
enough for a Rio Treaty response.

U.S. military assistance has thus 
sought to help the Homlurans make the 
most efficient use of their armed forces, 
whose modest size (18,000 active duty 
military personnel) and equipment are 
commensurate with the limited economic 
resources of the country. Combined 
U.S.-Honcluran military exercises 
demonstrate U.S. commitment to the 
security of the region and provide train 
ing opportunities that enhance their de 
terrent effect by improving the combat 
readiness of participating units.

Costa Rica. Costa Rica has no 
professional standing army and depends 
on the Rio Treaty for its defense. The 
lightly armed 8,000 member Public 
Security Force (Civil and Rural Guard) 
represents Costa Rica's only capability 
to defend itsolf.

Fully respecting Costa Rica's laws 
and traditions, U.S. security assistance 
enhances Costa Rica's ability to main-

"When the Alliance for 
Progress was tint 
launched, the entire 
hemisphere seemed to dis 
cover that there could be 
no long-term security 
without economic develop 
ment. Today, we are learn 
ing a new lesson: in 
addition to the nexus be 
tween security and de 
velopment, there is a 
second nexus, this one be 
tween security and 
democracy."

Klliott Abrams,
Assistant Secretary of State
for Inter-American Affairs,

June 13, 1986

tain a presence along its borders and to 
train and equip a rapid reaction Civil 
Guard force of less than 1,000 men.

Nicaragua. The Sandinista military 
buildup makes possible both internal 
repression (of the church, the press, and 
political life in general) and external 
pressure against Nicaragua's neighbors 
(the maintenance of guerrilla and ter 
rorist safehavens).

The operations of Nicaraguan demo 
cratic resistance forces have impeded 
the consolidation of Sandinista totalitari 
anism and diverted resources that 
otherwise would be available to the 
Sandinistas to support guerrilla insur 
gencies elsewhere in Latin America.

At least until the June 25, 1986, vote 
in the House of Representatives which 
approved $100 million in military and 
economic assistance to the Nicaraguan 
resistance and an additional $300 million 
in economic assistance to the Central 
American democracies, U.S. uncertainty 
and contradictory actions raised ques 
tions in the region about U.S. relia 
bility as an ally against Nicaraguan 
aggression.
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VII. Diplomacy

U.S. diplomacy has consistently pursued 
the Commission's recommendations that 
U.S. policy should test "Nicaragua's 
willingness to enter into a general 
agreement" and support a just and last 
ing solution to the Central American 
crisis.

Since 1983, the United States has 
supported regional negotiations through 
the President's Special Envoy for Cen 
tral America. Three distinguished 
Americans have served as Special En 
voy: Senator Richard Stone and Ambas 
sadors Harry W. Shlaudeman and Philip 
Habib. Their intense activity has helped 
the United States maintain contact with 
the region's countries in the search for 
democracy and peace.

The Contadora Process
In early 1983, Colombia, Mexico, Pana 
ma, and Venezuela's initiatied the Con 
tadora process to search for a 
negotiated settlement to the crisis in 
Central America. In September of that 
year, these four countries, known as the 
Contadora Group—and the five Central 
American states produced a Document 
of Objectives listing 21 ponts essential 
to a lastin peace. The Contadora process 
has worked since then to kncorporate 
these points into a treaty. In 1985, in an 
effor to help revitalize stalled negotia 
tions, Argentina, Brazil, Peru, and Uru 
guay formed the Contadora Support 
Group.

Contadora is an all-Latin American 
negotiation, and, therefore, the United 
States is not a participant. The United 
States, nonthesless, has supported the 
Contadora process from the start. U.S. 
objectives are consistent with the 21 
points of the 1983 Document of Objec 
tives. Common objectives includes the 
end of military hostilities, reductions in 
foreign military advisers and equipment, 
the end of support for insurgencies, and 
dialogue between insurgents and the 
governments they oppose, leading to 
open, competitive democratic processes 
in which all citizens may participate. So 
long as it is fully implemented by all 
parties, the United States will support 
and respect a comprehensive, verifiable, 
and simultaneous implementation of a 
treaty fully embodying the Document of 
Objectives.

The key question is whether 
Nicaragua is willing to implement any 
agreement any based on all the Con 
tadora objectives. To date, the Sandinis- 
tas' claim to be a revolutionary

"vanguard" that must exercise national 
leadership has kept them from negotiat 
ing seriously to fulfill Contadora's goal 
of democratization. This claim to exclu 
sive political power is fundamentally in 
compatible with the Contadora nations' 
vision of democracy, in which parties 
compete and transfer power peacefully 
to the winner of free elections.

During 1985, the Sandinistas repeat 
edly hampered efforts to conclude an 
agreement. They disrupted a Contadora 
meeting in June, causing a 4-month hia 
tus in the talks. In November, they 
went public with extensive, detailed ob 
jections to the September 1985 Con 
tadora draft that was similar to the 
September 1984 draft they had said 
they would accept. In December 1985, 
Nicaragua requested a suspension in 
negotiations until the following May. It 
was alone at the OAS General Assembly 
when all other members voted in favor 
of continuing the negotiations.

The CarabalL'da Declaration, issued 
by the Contadora foreign ministers in 
January 198G, provided impetus for 
renewed discussions. In February, 
however, Nicaragua again refused to 
address key areas of disagreement on 
the draft treaty. In an effort to narrow 
the gap, the 13 Contadora and Central 
American foreign ministers met in April 
in Panama. This time Nicaragua refused 
to negotiate on arms limits and maneu 
vers. Increasingly frustrated by 
Nicaragua's intransigence, the Con 
tadora countries again called on the 
Central Americans to negotiate these 
matters and meet on June 6 to conclude 
an agreement.

During negotiations in May the Cen 
tral American democracies offered for 
mulas to reestablish a regional mili

tary balance. Nicaragua proposed to dis 
cuss limits only on certain types of 
arms, most of which were not in its 
inventory. In late May, all five Central 
American presidents met at Esquipulas, 
Guatemala, and declared their willing 
ness to sign a Contadora treaty.

On June 7, 1986, the Contadora 
Group presented a revised draft to the 
Central Americans. On June 21, without 
actually offering to sign, Nicaragua an 
nounced it was responding positively to 
the June 7 draft. The Central American 
democracies, however, had previously 
noted that the draft has major deficien 
cies. Essentially, it leaves open key 
provisions—democratization, arms limits, 
and verification—and asks the Central 
Americans to "sign now and negotiate 
later."

With the presentation of the June 
draft, the Contadora Group seems to 
consider its work to have essentially 
concluded. Contadora Group spokesmen 
have expressed their willingness to con 
tinue their efforts, particularly on the 
statute on verification and control, but 
indicated that it is now up to the Cen 
tral Americans themselves to reach 
agreement on the unresolved issues in 
the basic treaty.

Bilateral Conversations
Bilateral talks between the United 
States and Nicaragua took place in 1984 
at the request of the President of Mex 
ico, acting on behalf of the Contadora 
Group. Secretary Shultz visited 
Managua on June 1, 1984, to begin the 
process. Nine rounds of talks, eight of 
them in Manzanillo, Mexico, were then 
held between Special Envoy Harry W. 
Shlaudeman and Nicaraguan Vice For 
eign Minister Victor Hugo Tinoco.

". . . the development of an open political system in 
Nicaragua, with a free press and an active opposition, 
would provide an important security guarantee for the 
other countries of the region and would be a key element 
in any negotiated settlement."

The Commission Report, 
Chapter 7
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In January 1985, the United States 
decided not to schedule further bilateral 
talks due to concern that the Sandinis- 
tas were using them to avoid talks with 
their democratic opposition and to avoid 
comprehensive negotiations within Con- 
tadora's multilateral framework.

On February 10, 1986, Secretary of 
State Shultz met in Washington with 
the foreign ministers of the Contadora 
and Support Group countries. He told 
them that the United States was pre 
pared to reopen bilateral discussions 
with Nicaragua if the Sandinistas talked 
to their democratic opposition, including 
the armed resistance. The United 
States, the Secretary added, also was 
prepared to respond in a positive man 
ner to concrete improvements in San- 
dinista behavior i.i the four areas of 
major concern—support for insurgencies, 
Soviet/Cuban military ties, the military 
buildup, and lack of democratization.

Internal Reconciliation
Under the leadership of President 
Duarte, the Government of El Salvador 
has repeatedly sought direct dialogue 
with the Salvadoran guerrillas. The lack 
of a parallel development in Nicaragua, 
where the Sandinistas have refused 
every opportunity to engage the demo 
cratic resistance on political instead of 
military grounds, has been a major 
disappointment.

El Salvador. In a speech to the UN 
General Assembly on October 8, 1984, 
Salvadoran President Jose Napoleon 
Duarte proposed to meet military 
representatives of the Salvadoran 
guerrillas. Meetings between the Sal 
vadoran Government and insurgent:, of 
the Farabundo Marti Liberation Front/ 
Revolutionary Democratic Force (FMLN/ 
FDR)-mediatcd by the Catholic 
Church—took place on October 15 in La 
Palma and on November 30 in Ayagualo 
but found no common ground. The 
government offered amnesty for all in 
surgents, including leaders, and full par 
ticipation in the political process but 
would not agree to demands that the 
constitution be abrogated and that the 
government be restructured in an un 
democratic manner.

At Ayagualo the guerrillas exploited 
the talks to spread propaganda both in 
ternally and abroad but showed no in 
terest in accommodating the Salvadoran 
political system. As a result, the talks

were broken off. In the 18 months that 
followed, the insurgents made numerous 
calls for resumption of dialogue for 
propaganda value. One such call was 
made while the guerrillas held President 
Duarte's daughter hostage, yet denied 
they had her.

While the guerrillas and the ex 
treme left continue to seek a military 
victory through "prolonged warfare," 
President Duarte is offering the option 
of democratic politics to the nonviolent 
left. Trade unions are active. Several 
leftist "fcrums" have been held. A 
Social Democratic Party has been 
founded and has published a political 
platform and other manifestos in the 
press. Mid-level FOR politicians have 
quietly returned to El Salvador and 
begun political organizing.

On March 4, 1986, President Duarte 
offered to sit down with the armed 
opposition if the Sandinistas did the 
same. Had Duarte's offer been accepted 
by the Sandinistas, the United Slates 
would have reopeneci talks with 
Managua, but both the Sandinistas and 
the FMLN/FDR rejected the offer. 
Representatives of the insurgents and 
the government did meet in April 1986,

"The United States will 
support any negotiated 
settlement or Contadora 
treaty that will bring real 
democracy to Nicaragua. 
What we will not support 
is a paper agreement that 
sells out the Nicaraguan 
people's right to be free."

President Kenyan, 
June 21, l!)8fi

in Lima, Peru, when Ruben Zamora and 
Hector Oqueli of the FOR met with 
Minister of Culture and Communications 
(and key Dual te confidant) Julio Adolfo 
Key Prendes. Although the FOR 
representatives seemed willing to com 
promise on some issues, they could not 
speak for the FMLN.

On June 1, 1986, President Duarte 
again probed FMLN/FDR intentions to 
see if the extreme left could be incorpo 
rated into peaceful political life. While 
exact plans are not public, the talks will 
probably take place in El Salvador. 
Archbishop Rivera Darr.as, as before,

will act as the intermediary. Duarte will 
lead the government delegation, while 
the FMLN/FDR will be represented by 
Commander Joaquin Villalobos of the 
People's Revolutionary Army (ERP), 
Commander Leonel Gonzalez of the 
Popular Liberation Forces (FPL), and 
FDR leaders Guillermo Ungo and 
Ruben Zamora.

Nicaragua. The willingness of the 
democratic resistance to stop fighting if 
allowed to participate in genuinely free 
and fair democratic elections has been 
on record, in writing, since December 
1983. During the summer of 1984, the 
Democratic Coordinating Board (the 
Coordinadora) looked to the highly 
respected Arturo Cruz, a former mem 
ber of the Sandinista government, to 
lead it in the November 1984 elections. 
The Coordinadora was composed of 
Nicaragua's leading civic groups (par 
ties, unions, professional associations); 
Cruz wat, then working exclusively with 
the civic opposition. (It was only after 
this effort at a political solution failed 
that Cruz became a leader of the armed 
resistance.) Many hoped that the entry 
into the campaign of this respected 
former junta member would help 
redirect Nicaragua's political life toward 
democrati/.ation.

The Coordinadora sought to negoti 
ate conditions under which fair elections 
L-oukl take place. But despite the friend 
ly mediation of the Socialist Internation 
al, talks with the Sandinistas collapsed. 
Some opposition parties ultimately 
agreed to participate in the elections. 
Most, including the Coordinadora, did 
not. With freedoms of speech, associa 
tion and assembly among many rights 
severely curtailed, the Sandinistas 
received 67% of the votes. The Sandinis 
tas had used all the tricks Somoza used 
in his own election in 1974, which the 
Catholic bishops at the time called 
"legal war."

In February 1985, the Coordinadora 
proposed a national dialogue with all 
parties involved in Nicaragua's deepen 
ing political crisis—including the armed 
resistance—to be mediated by the 
Catholic Church. The following week, 
the leading groups of the democratic 
resistance declared their support for a 
church-mediated dialogue.
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Cuba and the Soviet Union

The U.S. Government has made its po 
sitions on Central American issues 
clear to both the Cuban and Soviet 
Governments. In particular, we have 
communicated our concerns regarding 
Cuban and Soviet military activities in 
and near Nicaragua. The Commission's 
analysis and recommendations reaf 
firmed the view that other governments 
should not expect the United States to 
support initiatives or measures that 
might legitimize a Cuban or Soviet role 
in the region.

On March 22, 1085, Nicaragua's 
Roman Catholic bishops expressed their 
"willingness to mediate in an internal 
diagloue." In doing so, the bishops ex 
plicitly recalled their Easter pastoral of 
April'22, 198-1, which called for dialogue 
among "all Nicaraguans inside and out 
side the country ... [including] 
Nicaraguans who have taken up arms 
against the government." (The Samlinis- 
tas labeled the bishops' call for dialogue 
"a criminal suggestion" and banned the 
Easter pastoral from publication; after 
an international outcry they allowed it 
to be published in IM 1'rcnsa.)

The Contadora Document of Objec 
tives calls for "national reconciliation ef 
forts wherever deep divisions have 
taken place within society, with a view 
to fostering participation in democratic 
political processes...." The Sandinistas 
based their ascent to power on demo 
cratic claims and promised free elec 
tions. The Sandinistas claim to support 
the Contadora objectives but have re 
jected all proposals at dialogue with the 
democratic resistance. Instead of moving to 
open up the political system, the 
Sandinistas have taken increasingly repres 
sive measures against the civic opposition. 
As of late June 198G, La Prenm was 
closed, the Catholic Church's newsletter 
and its radio station were closed, and 
the Catholic social service agency had 
been confiscated. In July, the Sandinis- 
tas expelled Bishop Pablo Antonio Vega, 
Vice President of the (Roman Catholic) 
Episcopal Conference of Nicaragua.

Families at a displaced persons settlement in El Salvador • .. >.i theii clothes in 
washbasins built with AID funds as part of its employment project:.

Food donated by the U.S. Food for Peace program and aistribuled through 
the World Food Program provides 1,500 calories of food daily to each of 
300,000 registered displaced persons in El Salvador.
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APPENDIX A
U.S. Assistance to Central America, FY 1983-87*
$ millions

T

Belize
1983
1984
1984 supplemental
1985
1986 allocation
1987 request

Costa Rica
1983
1984
1984 supplemental
1985
1986 allocation
1987 request

El Salvador
1983
1984
1984 supplemental
1985
1986 allocation
1987 request

Guatemala
1983
1984
1984 supplemental
1985
1986 allocation
1987 request

Honduras
1983
1984
1984 supplemental
1985
1986 allocation
1987 request

Panama
1983
1984
1984 supplemental
1985
1986 allocation
1987 request

ESF

10.0
0.0

10.0
4.0
1.9
3.0

157.0
70.0
60.0

160.0
120.6
150.0

140.0
120.2
90.0

195.0
177.0
240.0

10.0
0.0
0.0

12.5
47.9
70.0

56.0
40.0
72.5
75.0
61.3
90.0

0.0
0.0

30.0
20.0

5.7
28.0

Economic

Development
Assistance

6.7
3.9
1.4
6.3
6.6
7.5

27.2
15.0

7.1
13.7
10.9
16.0

58.8
41.1
21.1
66.7
81.1
85.0

122
4.4

15.6
42.4
36.2
40.0

31.2
31.0

7.3
37.4
43.2
51.0

6.2
10.7
4.0

14.8
17.2
18.1

Assistance

PL 480

0.0
0.0
0.0
0.0
0.0
0.0

28.2
22.5

0.0
21.4
23.0
18.0

43.1
51.1

0.0
52.6
50.8
52.7

4.4
11.6
0.0

25.4
18.4
20.7

14.0
19.3
0.0

18.4
18.3
17.8

1.0
1.0
0.0
0.0
0.0
0.0

Tolal

16.7
39

11.4
10.3
8.5

10.5

212.4
107.5
67.1

195.1
154.5
184.0

241.9
212.4
111.1
314.3
308.9
377.7

26.6
16.0
15.6
80.3

102.5
133.7

101.2
90.3
79.8

130.8
122.8
158.8

7.2
11.7
34.0
34.8
22.9
46.1

Military Assistance"

MAP

0.00
0.05
0.00
0.50
0.48
1.00

2.50
2.00
7.00

il.OO
2.32
3.10

33.50
45.00

131.75
124.75
125.37
134.65

0.00
0.00
0.00
0.00
0.00

10.00

27.50
40.00
36.50
66.30
78.66"
87.50

0.00
0.00
8.00

10.00
3.83
9.80

FMS

0.00
0.00
0.00
0.00
0.00
0.00

0.00
0.00
0.00
0.00
0.00
0.00

46.50
18.50
0.00

10.00
0.00
0.00

0.00
0.00
0.00
0.00
0.00
0.00

9.00
0.00
0.00
0.00
0.00
0.00

5.00
5.00
0.00
0.00
3.83
4.00

(MET

0.07
0.05
0.00
0.10
0.07
0.10

0.13
0.13
0.00
0.23
0.19
0.25

1.30
1.30
0.00
1.50
1.44
1.60

0.00
0.00
0.00
0.46
0.29
0.50

0.80
0.94
0.00
1.10
1.05
1.30

0.45
0.50
0.00
0.59
0.57
0.75

Total

0.07
0.55
0.00
0.60
0.55
1.10

2.63
2.13
7.00

11.23
2.58
3.35

81.30
64.80

131.75
136.25
126.81
136.25

0.00
0.00
0.00
0.46
0.29

10.50

37.30
40.94
36.50
67.40
79.71
88.80

5.45
5.50
8.00

10.59
8.23

14.55

Continued on p. 27
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Regional Programs
1983
1984
1984 supplemental
1985
1986 allocation
1987 request

Central America Total
1983
1984
1984 supplemental
1985
1986 allocation
1987 request

Economic Assistance

ESF

0.0
0.0

28.0
70.0
51.7
75.0

373.0
230.2
290.5
536.5
466.1
656.0

Development
Aaditince

19.4
15.5
9.2

50.6
47.0
70.0

161.7
121.6
65.7

231.9
242.2
287.6

PL 480

NAC
NA
NA
NA
NA
NA

90.7
105.5

0.0
117.8
110.5
112.2

Total

19.4
15.5
37.2

120.6
98.7

145.0

625.4
457.3
356.2
886.2
818.8

1055.8

Military Assistance"

MAP

NA
NA
NA
NA
NA
NA

63.50
87.50

183.25
212.55
210.66"
246.05

FMS

NA
NA
NA
NA
NA
NA

60.50
23.50

0.00
10.00
3.87
4.00

(MET

NA
NA
NA
NA
NA
NA

2.75
2.92
0.00
3.98
3.61
4.50

Total

NA
NA
NA
NA
NA
NA

126.75
113.92
163.25
226.53
218.10
254.55

'In addition, State Department, Peace Corps, and USIA programs included in the Central America in 
itiative total $11.5 million (1964 supplemental), $86.6 million (1985), $70 million (1986), and $70 million 
(1987 request).

bMAP—military assistance program, FMS—foreign- military sales, IMET—international military educa 
tion and training.

cNot applicable.
"includes $20 million (or Honduras under t"6(a) drawdown authority.
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APPENDIX B:
Summary of Commission Report

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

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

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

and political development; presented 
recommendations.

5. Discussed social issues—health 
and education particularly—and made 
recommendations.

6. Explored security issues and 
recommended U.S. action.

7. Looked at diplomatic aspects and 
offered recommendations on pursuing 
negotiated settlements.

8. Conclusion.
—On security and diplomatic issues, 

the report dealt with El Salvador, Hon 
duras, Nicaragua, Guatemala, and Costa 
Rica. Panama and Belize were included 
for discussion of development programs.

MAJOR THEMES SET FORTH 
IN THE COMMISSION REPORT

—The crisis in Central America is 
acute. Its roots are indigenous—in 
poverty, injustice, and closed political 
systems. But world economic recession 
and Cubiin-Soviet-Nicaraguan interven 
tion brought it to a head.

—The crisis will not wait. It must be 
addressed at once r-nd simultaneously in 
all its aspects. Ultimate resolutions 
depend on economic progress, social and 
political reform. But insurgencies must 
be checked if lasting progress is to be 
made on these fronts.

—Indigenous reform, even indige 
nous revolution, is no threat to the 
United States. But the intrusion of out 
side powers exploiting local grievances 
for political and strategic advantage is a 
serious threat. Objective of U.S. policy 
should be to reduce Central American 
conflicts to Central American 
dimensions.

—United States has fundamental in 
terests at stake: Soviet-Cuban success 
and resulting collapse of Central Amer 
ica would compel substantial increase in 
our security burden or redeployment of 
forces to detriment of vital interests 
elsewhere.

—As a nation we have deep and 
historic interest in promotion and 
preservation of democracy. Report con 
cludes that pluralistic societies are what 
Central Americans want and are essen 
tial to lasting solutions. In this case, our 
strategic interests and our ideals 
coincide.

—Central Americans desperately 
need our help, and we have a moral ob 
ligation to provide it. The United States 
and other nations can make a difference. 
But, in the end, solutions will depend on 
the efforts of Central Americans them 
selves.

—Although there is urgent need for 
action, no quick solutions can be ex 
pected. The United States must make a 
long-term commitment and stick to a 
coherent policy.

—That policy can and should be 
bipartisan. Commission found wide con 
sensus on principles and objectives.

POLITICAL AND ECONOMIC 
DEVELOPMENT

—Central American economies grew 
substantially during the 19GOs and early 
1970s. But income distribution was 
highly inequitable, except in Costa Rica 
and Panama.

—Trend toward more pluralistic 
political systems in El Salvador, 
Guatemala, and Nicaragua reversed in 
early 1970s.

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

—Even with successful stabilization 
programs and restored political stability, 
per capita wealth in 1990 would only be 
three-quarters of what it was in 1980.

—There must be substantial increase 
in outside assistance.

—Commission believes economic 
development cannot be separated from 
political and social reform. Objective 
must be parallel development of pluralis 
tic societies and strong economies with 
far more equitable distribution of 
wealth.

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

—We encourage the greatest possi 
ble involvement of the U.S. private sec 
tor in the stabilization effort. Recom 
mend the formation of an emergency ac 
tion committee of private sectoi per 
sonalities to provide advice on new 
private-public initiatives to spur growth 
and employment.

Recommendations: An Emergency 
Stabilization Program

—Leaders of the United States and 
Central America should meet to initiate 
a comprehensive approach to economic 
development of the region and ren- 
vigoration of the Central American 
Common Market.

—A $400 million supplemental in 
FY 1984, over and above the $477 mil 
lion now in the budget for the seven 
countries. There is urgent need to sta 
bilize economies now going downhill 
very fast.

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

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

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

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

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

Recommendations: 
Medium and Long-Term

—Commission estimates $24 billion 
in net external exchange inflows needed 
by 1990 to foster a growth rate of 3% 
per capita, returning these countries to 
pre-recession levels of per capita wealth. 
About half—$12 billion—is expected to 
come from international institutions,
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other donor countries and loans, and in 
vestments from private sector sources.

—U.S. Government will have to pro 
vide as much as $12 billion if these 
financing needs are to be met.

—We propose, in this context, a pro 
gram of $8 billion over next 5 fiscal 
years (FY 1985-89) in U.S. Government 
assistance. This would be divided very 
roughly into about $6 billion in appropri 
ated funds and about $2 billion in con 
tingent liabilities covering guarantees, 
insurance, and the like.

—Compared with current projections 
for FY 1985-89, these contributions 
would constitute an increase of about 
$2.8 billion in appropriated funds and 
$0.7 billion in contingent liabilities over 
the 5-year period.

—Urge that Congress authorize 
multiyear funding of this program. Com 
mission believes firm, long-term commit 
ment is essential.

—To give form and structure to the 
development effort, suggest establish 
ment of the Central American Develop 
ment Organization (CADO). Perhaps 
one-quarter of U.S. aid could be chan 
neled through CADO.

—CADO would consist of the United 
States and those countries of the seven 
willing to commit themselves to internal 
democracy and reform. Continued mem 
bership would depend on demonstrated 
progress toward those goals. Adherence 
to regional security pact also required.

—Nicaragua could participate by 
meeting these conditions.

—CADO's principal body would be a 
Development Council with tripartite, 
ILO [International Labor Organization ]- 
style representation. Would assess pro 
gram and progress toward economic 
growth, demoralization, reform, and 
preservation of human rights.

—Other democracies would be in 
vited to join.

Additional Recommendations
—Expanded assistance from the U.S. 

Government for democratic institutions 
and leadership training—neighborhood 
groups, cooperatives, binalional centers, 
and visitor programs for leaders of labor 
unions, local governments, and other 
organizations.

—Require a firm commitment by the 
Central Americans to economic policies, 
including reforms in tax systems, to en 
courage private enterprise and individ 
ual initiative, to create favorable

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

—Urge extension of duty-free trade 
to Central America by other major trad 
ing nations.

—Review nontariff barriers to im 
ports from Central America with a view 
toward using whatever flexibility that 
exists within the framework of multi 
lateral iigreements to favor Central 
American products.

—Establishment of the Centr.il 
American Development Corporation—a 
privately owned venture-capital com 
pany which could initially be financed by 
a loan from the U.S. Government.

—Recommend that the United 
States join the Central American Bank 
for Economic Integration.

—Technical and financial support for 
export promotion and a U.S. Govern 
ment review of nontariff barriers to 
Central American imports.

—Expanded availability of insurance 
guarantees for LOW investments from 
the U.S. Government's Overseas Private 
Investment Corporation.

—Increased focus in assistance pro 
grams on small business and accelerated 
agricultural development—particularly in 
production of food for domestic 
consumption.

HEALTH AND EDUCATION
— Democracy and prosperity in the 

region require accelerated human de 
velopment. Hunger, disease, and illitera 
cy sap a people's vitality and impede 
the growth of viable democratic insti 
tutions.

—Literacy rates are unacceptably 
low in several countries (e.g., Guate 
mala, 45%; El Salvador, 63%; Honduras, 
()0%), handicapping1 education efforts 
seriously.

—Widespread malnutrition also hand 
icaps education by sending physically 
and mentally underdeveloped children to 
school.

—Goals should include a reduction of 
malnutrition, elimination of illiteracy, 
expanded education, health, and housing 
opportunities.

—Initial efforts must be to increase 
food assistance to Central America 
through the PL 480 programs.

—Commission calls for formation, 
under direction of the Peace Corps, of a 
Literacy Coips and a Central American 
Teachers Coips.

—To meet needs in higher education, 
U.S. Government scholarships should be 
raised to approximately 10,000 over 4-6 
years, a level comparable to Cuban and 
Soviet Union efforts.

—Educational reform can also be en 
couraged in the areas of technical and 
vocational education through the expan 
sion of the International Executive 
Service Corps and through closer 
cooperation with Central American 
universities to improve the quality of 
education.

—Judicial systems in Central Amer 
ica can be strengthened by providing 
resources for training judges, judicial 
staff, and public prosecutors.

—Continuation and expansion of ex 
isting programs for disease control and 
eradication, as well as immunization and 
oral rehydration.

—Training of primary health work 
ers, especially nurses, should be ex 
panded and the means developed to 
integrate private and public financing of 
health services.

—Assistance programs should target 
the area's severe housing shortage.

—Training of public administrators 
required to improve public service.

—U.S. Government should provide 
more resources to meet critical problem 
of refugees and displaced persons—more 
than 1 million of them need help.

SECURITY ISSUES
—In El Salvador there are two 

separate conflicts: (1) between those 
seeking democratic reform and those 
seeking to retain their privileges; 
(2) between Marxist-Leninist guerrillas 
and those who oppose Marxism- 
Leninism.

—In discussing the latter we identify 
three general propositions about such 
guerrilla movements:

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

(2) They develop their own momen 
tum which reform alone cannot stop.

(3) Victorious, they create totalitar 
ian regimes, even though they have en 
listed support of democratic elements in 
order to project democratic, reformist 
image.

—External support pomes from 
Soviet Union, Cuba, and now Nicaragua. 
Cuba has developed into a leading mil 
itary power through Soviet assistance. 
Since Sandinista victory, Soviets have 
come around to support Cuban strategy 
of armed road to power in Central 
America.

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

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

—Threat to our shipping lanes in the 
Caribbean.

—Increased violence and dislocation 
in the area from which we could not iso 
late ourselves.

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

El Salvador
—The war is stalemated, a condition 

to the ultimate advantage of the 
guerrillas.

—U.S. military assistance is inade 
quate to permit modern, humane, and 
successful counterinsurgency.

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

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

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

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

—Commission concludes that U.S. 
security interests are importantly en 
gaged in Central America. Larger pro 
gram of military assistance needed, as 
well as expanded support for economic 
growth and social reform.

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

THE SEARCH FOR PEACE
—A successful U.S. political strategy 

in Central America requires resources 
to promote economic growth; vigorous

efforts to advance democracy and re 
form; other inducements and penalties.

—General strategic objective of U.S. 
diplomacy in Central America should be 
to reduce the civil wars, national con 
flicts, and military preparations to 
Central American dimension.

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

—Commission calls for negotiations 
in El Salvador between guerrillas and 
the government to be elected in March 
to establish conditions for later legisla 
tive and municipal elections in which all 
could participate: electoral commission 
with FMLN/FDR representation, cease 
fire, and end to all violence; internation 
al observation of elections.

—Adequate economic and military 
assistance from the United States can 
help to achieve such a settlement.

—Commission believes military stale 
mate works against rather than for a 
political settlement based on the 
popular will.

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

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

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

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

—Commission proposes comprehen 
sive regional settlement based on:

(1) Respect for sovereignty and 
nonintervention.

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

(3) Limitations on arms and sizes of 
armed forces. Prohibition of foreign 
forces, bases, and advisers.

(4) No military forces, bases or ad 
visers of non-Central American coun 
tries would be permitted.

(5) Commitment to internal plural 
ism and free elections in all countries.

(6) Provision for verification of all 
agreements.

(7) Establishment of an intergovern- 
ment council to meet regularly to 
review compliance.

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

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

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

—Commission fully endorses 
Contadora efforts.

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

—As for Cuba, Commission sees lit 
tle possibility of separating it from 
Soviet Union. But the United States 
should be prepared to negotiate seri 
ously if Cuba were to show itself pre 
pared for genuine coexistence, dropping 
support for insurgency in Central 
America and revolutionary violence else 
where in the world.

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

—There is little promise in negotiat 
ing with the Soviet Union over Central 
America. Soviets would seek to cast 
such negotiations in terms of sphere of 
influence, an unacceptable concept for 
the United States.
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APPENDIX C
Central America Democracy, Peace, and Development Initiative

Section 701 of the International Securi 
ty and Development Cooperation Act of 
1985 (Public Law 99-83), enacted Au 
gust 8, 1985, added the following "Chap 
ter 6—Central America Democracy, 
Peace, and Development Initiative" to 
the Foreign Assistance Act of 1961:

SEC. 461. STATEMENT OF 
POLlCY.-(a) The Congress finds that-

(1) the buiiiling of democracy, the 
restoration of peace, the improvement of 
living conditions, and the application of 
equal justice under law in Central 
America are important to the interests 
of the United States and the community 
of American States; and

(2) the interrelated issues of 
social and human progress, economic 
growth, political reform, and regional 
security must be effectively dealt with 
to assure a democratic and economically 
and politically secure Central Americ; 1..

(bXl) The achievement of democracy, 
respect for human rights, peace, and 
equitable economic growth depends 
primarily on the cooperation and the hu 
man and economic resources of the peo 
ple and governments of Central 
America. The Congress recognizes that 
the United States can make a significant 
contribution to such peaceful and 
democratic development through a con 
sistent and coherent policy which 
includes a long-term commitment of as 
sistance. This policy should be designed 
to support actively—

(A) democracy and political 
reform, including opening the political 
process to all members of society;

(B) full observance of internation 
ally recognized human rights, including 
free elections, freedom of the press, 
freedom of association, and the elimina 
tion of all hu.nan rights abuses;

(C) leadership development, 
including training and educational pro 
grams to improve public administration 
and the administration of justice;

(D) land reform, reform in tax 
systems, encouragement of private 
enterprise and individual initiative, crea 
tion of favorable investment climates, 
curbing corruption where it exists, and 
spurring balanced trade;

(E) the establishment of the rule 
of law and an effective judicial system; 
and

(F) the termination of extremist 
violence by both the left and the right 
as well as vigorous action to prosecute 
those guilty of crimes and the prosecu 
tion to the extent possible of past 
offenders.

(2) The policy described in paragraph 
(1) should also promote equitable eco 
nomic growth and development, includ 
ing controlling the flight of capital and 
the effective use of foreign assistance 
and adhering to approved programs for 
economic stabilization and fiscal respon 
sibility. Finally, this policy should foster 
dialog and negotiations—

(A) to achieve peace based upon 
the objectives of democralixation, reduc 
tion of armament, an end to subversion, 
and the withdrawal of foreign military 
forces and advisers; and

(B) to provide a security shield 
against violence and intimidation.

(3) It is the purpose of this chapter 
to establish the statutory framework 
and to authorize the appropriations and 
financing necessary to carry out the 
policy described in this section.

(c) The Congress finds, therefore, 
that the people of the United States are 
willing to sustain and expand a program 
of economic and military assistance in 
Central America if the recipient coun 
tries can demonstrate progress toward 
and a commitment to these goals.

SEC. 462. CONDITIONS ON FUR 
NISHING ASSISTANCE.-The President 
shall ensure that assistance authorized 
by this Act and the Arms Export Con 
trol Act to Central American countries 
is furnished in a manner which fosters 
demonstrated progress toward and com 
mitment to the objectives set forth in 
section 461. Where necessary to achieve 
this purpose, the President shall impose 
conditions on the furnishing of such as 
sistance. In carrying out this section, 
the President shall consult with the 
Congress in regard to progress toward 
the objectives set forth in section 461, 
and any conditions imposed on the fur 
nishing of assistance in furtherance of 
those objectives.

SEC. 463. PEACE PROCESS IN 
CENTRAL AMERICA.-The Congress- 

CD strongly support? the initia 
tives taken by the Contadora group and 
the resulting Document of Objectives 
which has been agreed to by Costa 
Rica, El Salvador, Guatemala, Hon

duras, and Nicaragua and which sets 
forth a framework for negotiating a 
peaceful settlement to the conflict and 
turmoil in the region; and

(2) finds that the United States 
should provide such assistance and sup 
port as may be appropriate in helping to 
reach comprehens:ve and verifiable final 
agreements, based on the Document of 
Objectives, which will ensure peaceful 
and enduring solutions to the Central 
American conflicts.

SEC. 464. ECONOMIC ASSISTANCE 
COORDINATION.—(a) The Congress 
finds that participation by Central 
American countries in an effective fo 
rum for dialog on, and the continuous 
review and advancement of, Central 
America's political, economic, and social 
development would foster cooperation 
between the United States and Central 
American countries.

(b) It is the sense of the Congress 
that-

(1) the President should enter 
into negotiations with the countries of 
Central America to establish a Central 
American Development Organization 
(hereafter in this section referred to as 
the "Organization") to help provide a 
continuous and coherent approach to the 
development of the Central American 
region; and

(2) the establishment of the 
Organization should be based upon the 
following priniciples:

(A) Participation in the Organiza 
tion should be open to the United 
Suites, other donors, and those Central 
American countries that commit them 
selves to, among other things, respect 
ing internationally recognized human 
rights, building democracy, and en 
couraging equitable economic growth 
through policy reforms.

(B) The Organization should be 
structured to include representatives 
from both the public and private sec 
tors, including representatives from the 
labor, agriculture, and business commu 
nities.

(C) The Organization should meet 
periodically to carry out the functions 
described in subparagraphs (D) and (E) 
of this paragraph and should be sup 
ported by a limited professional 
secretariat.

(D) The Organization should 
make recommendations affecting Central 
American countries on such matters as—

(i) political, economic, and social 
development objectives, including the 
strengthening of democratic pluralism
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and the safeguarding of internationally 
recognized human rights;

(ii) mobilization of resources and 
external assistance needs; and

(iii) reform of economic policies 
and structures.

(E) The Organization should have 
the capacity for monitoring country per 
formance on recommendations issued in 
accordance with subparagraph (D) of 
this paragraph and for evaluating 
progress toward meeting such country 
objectives.

(F) To the maximum extent prac 
ticable, the United States should follow 
the recommendations of the Organiza 
tion in disbursing bilateral economic as 
sistance for any Central American 
country. No more than 75 percent of 
such United States assistance in any fis 
cal year should be disbursed until the 
recommendations of the Organization for 
that fiscal year have been made final 
and communicated to the donor coun 
tries. The limitation on disbursements 
contained in the preceding sentence 
should apply only to recommendations 
made final and communicated to donor 
countries prior to the fourth quarter of 
such fiscal year. The United States 
representative to the Organization 
should urge other donor countries to 
similarly implement the recommenda 
tions of the Organization.

(G) The administrator of the 
agency primarily responsible for ad 
ministering part I of this Act, or his 
designee, should represent the United 
States Government in the Organization 
and should carry out his functions in 
that capacity under the continuous su 
pervision and general direction of the 
Secretary of State.

(c) Subject to subsection (dX2), the 
President is authorized to participate in 
the Organization.

(dXl) The administrator of the 
agency primarily responsible for ad 
ministering part I of this Act, under the 
supervision and direction of the Secre 
tary of State, shall prepare a detailed 
proposal to carry out this section and 
shall keep the Committee on Foreign 
Affairs of the House of Representatives 
ami the Committee on Foreign Rela 
tions of the Senate fully and currently 
informed concerning the development of 
this proposal.

(2) The President shall transmit to 
the Committee of Foreign Affairs of the 
House of Representatives and the Com 
mittee on Foreign Relations of the 
Senate a copy of the text of any agree 
ment, which he proposes to sign, that 
would provide for the establishment of

and United States participation in the 
Organization no less than sixty days 
prior to his signature. During that sixty- 
day period there shall be full and formal 
consultations with and review by those 
committees in accordance with proce 
dures applicable to reprogramming 
notifications pursuant to section 634A of 
this Act.

SEC. 465 AUTHORISATIONS FOR
FISCAL YEARS 1988 AND i989.-(a) in
addition to amounts otherwise available 
for such purposes, there are authorized 
to be appropriated to the President, for 
the purpose of furnishing nonmilitary as 
sistance for Central American countries, 
$1,200,000,000 for each of the fiscal 
years 1988 and 1989, which are autho 
rized to remain available until expended, 

(b) For the purpose of providing the 
assistance described in subsection (a),

funds appropriated pursuant to the 
authorizations in that subsection may be 
transferred by the President for obliga 
tion in accordance with the authorities 
of part I of this Act (including chapter 4 
of part II), the Peace Corps Act, the 
Migration and Refugee Assistance Act 
of 1962, the United States Information 
and Education Exchange Act of 1948, 
the Mutual Education:1 ! and Cultural 
Exchange Act of 1961, the National En 
dowment for Democracy Act, and the 
State Department Basic Authorities Act 
of 19.r)().

SEC. 466. DEFINITIONS.-For the 
purposes of this chapter, the term "Cen 
tral American countries" includes 
Belize, Costa Rica, El Salvador, 
Guatemala, Honduras, Nicaragua, 
Panama, and regional programs which 
benefit such countries.

APPENDIX D
The Central American Development Organization

The Commission and the Central Ameri 
can Initiative advocated the creation of 
a broadly representative regional body 
to discuss broad policy issues to 
advance the cause of democracy and 
development.

In an amendment to the Foreign As 
sistance Act enacted in July 1985, Con 
gress authorized the President to 
undertake efforts with the countries of 
Central America to establish a Central 
American Development Organization 
(CADO), to "help provide a continuous 
and coherent approach to the develop 
ment of the Central American region." 
A CADO, composed of government, bus 
iness, and labor representatives from 
those countries agreeing to cooperate, 
would recommend political, social, and

economic policies, including the use of 
foreign assistance, in order to promote 
human rights, equitable economic 
growth, and democracy in the region.

Since July 1985, labor, business, and 
government representatives in the 
United States have met jointly on vari 
ous occasions to discuss the desirability 
of organizing a CADO. Once a consensus 
was achieved in Washington, the three 
sectors initiated the process of soliciting 
the views of Central Americans. Thus 
far, reactions have generally been posi 
tive, and there has been movement in 
several countries toward establishing na 
tional tripartite groups. The United 
States will continue to explore the feasi 
bility of organizing a CADO on a region 
al basis. In September 1986, the United 
States and several Central American 
representatives will attend a seminar on 
CADO in San Jose, Costa Rica.
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Additional Information

This study reports on the implementation of 
the strategy for Central American develop 
ment adopted by the United States following 
the recommendations of the National Biparti 
san Commission on Central America.

The Commission's diverse recommenda 
tions form a comprehensive strategy to 
respond to a complex, interrelated set of 
problems. All aspects of a dynamic 
situation—political, economic, social, military, 
and diplomatic—are present at the same 
time and must be addressed simultaneously 
if the strategy is to work.

For a fuller understanding of what is 
happening in Central America, how United 
States interests are affected, and how our 
po'icies are working, it is important to sup 
plement the institutional and developmental 
focus of this report with additional informa 
tion on the security and diplomatic aspects 
of the situation.

The threat to Nicaragua's neighbors and 
the collective response is documented in 
Special Report No. 132, " 'Revolution Beyond 
our Borders': Sandinista Intervention in Cen 
tral America," September 1985.

The current situation in El Salvador is 
analyzed in detail in Special Report No. 144, 
"The Situation in El Salvador," April 1986.

The current situation in Nicaragua is the 
subject of several publications. Special 
Report 142, "Documents on the Nicaraguan 
Resistance: Leaders, Military Personnel, and

Program," March 1986, analyzes resistance 
forces in detail. Conditions in Nicaragua are 
covered in a series issued by the State 
Department's Office of Public Diplomacy for 
Latin America and the Caribbean. They in 
clude: "Sandinista Prisons," July 1986; "The 
Challenge to Democracy in Central Ameri 
ca," June 1986; "Dispossessed: the Miskito 
Indians in Sandinista Nicaragua," March 
1986; "Inside the Sandinista Regime: A Spe 
cial Investigator's Perspective," February 
1986; "The 72-Hour Document: The San 
dinista Blueprint for Constructing Com 
munism in Nicaragua," February 1986; "The 
Sandinista Military Buildup," May 1985; and 
"The Soviet-Cuban Connection in Central 
America and the Caribbean," March 1985.

On U.S. support for democracy, recent 
steps in strengthening the rule of law are 
summarized in Special Report 145, 
"Hemispheric Cooperation In the Administra 
tion of Justice," April 1986. "Democracy in 
Latin America and the Caribbean" is the 
subject of Current Policy No. 605, August 
1984, which provides electoral statistics and 
summaries for the entire region.

Additional information on development 
issues may be found in the spring 1986 
issue of AID's Horizons magazine and in 
State Department Special Report No. 124, 
"Sustaining a Consistent Policy in Central 
America: One Year After the National Biparti 
san Commission Report," April 1985.
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