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October 15, 1961

The Hororable

Fowler Hamilton, Administrator
Agency for International Development
Washington 25, D. C.

Dear Mr. Hamilton:

It is with pleasure that I transmit the attached report on
Venezuela, prepared by the following team of consultants:

Raymond Penr, Professor of Agricultural Economics, University
of Wisconsin;

Daniel O'Leary, President, State Teachers College, Lowell,
Massachusetts;

Donald Allan, Program Officer, ICA;

Maurice Levy Hawes, Vice President, International Economic
Consultants, Inc., Washington, D. C. and Chief
of the Team.

To date, the United States has had no aid program for Venezuela
(berring a small technical assistance project), so we have had to start,
so to speak, from scratch. This proved both an advantage and a disadvan-
tage for the team. We had no preconceived notions to contend with, but
we also had no guidance from an established ald mission to fall back upon.

Yz had, it is true, one important advantage which will hardly be
available to ovher program develorment teams: a thorough and relatively
up-to-date analysis of the Venezuelan economy. I refer to the study con-
ducted some twelve months earlier by a survey team of the International Benk
for Reconstruction and Development (IBRD). Even here we faced & dilemma.

The general background information we needed for our study had
already been compiled and prepared by the IBRD tesm. Our problem was
whether to attempt to paraphrase those sections of the IBRD report con-
taining the necessary historical-economic background material for our
report, to collect our own background material (obviously an unnecessary
duplication of effort) or to assume that those who would ready our report
would be familiar with the earlier TBRD study.

We chose the latter course so as to be free, in the limited time

availeble, to concentrate our efforts more exclusively on an snalysis of
c:rrent problems and issues as they seemed to affect Venezuela's potential
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and prospects for economic and social development. Our report, therefore,
contains only the minimum background material necessary to provide a setting
for our analysis and conclusions.

While our report gained much, we hope, from earlier studies {such
as those of the IBRD team), we leaned heavily on information, interpretation
and opinions developed during extensive discussions with members of the
Venezuelan Government, members of the Venezuclan and foreign business and
financial communities, workers, farmers and representatives of the U. S.
Government in Venezuela.

We completed extensive field trips. Severally or together, we
visited the following states: Bolivar, Monegras, Sucre, Miranda, Guarico,
Carabocbo, Portuguesa, Zulia, Lara, Apure, Yaracuy and, of course, the
Tederal Territory in which lies Caracas. I believe we missed only three
states and the territory of Amazonas. We saw the impressive iron and steel
plant (Siderurgica Nacional) on the Orinoco River near Puerto Ordaz; the
hydroelectric plant on the Caroni River; primary and secondary schools and
universities in a number of communities; irdustrial plants; processing
plants; and rural areas; slums and slum projects; a number of community
development projects; and a number of land reform settlements (assentamientos).

Our conclusions and recommendations are included in the enclosed
report, the substance of which was discussed with the Ambassador, with
members of his staff and with the small USOM staff in Caracas. Those
recommenc¢ations have, I believe, their general approbation.

May I express, finally, on behalf of all the members of the team
both our appreciation for having had the opportunity to participate in cne
of the first operative stages of the program of "Alianza para Progreso", as
well as our sincere hope that our efforts will make a useful contributicn
tovard advancing the objectives of the '"Alianza'.

Sincerely yours,

Maurice Levy Hawes, Chief
Team of Consultants

Enclosure:
Report entitled "Venezuela"



FOREWORD

The Program Development Team for Venezuela left Washington on July 16,
1¢61. The enclosed report which was, therefore, prepared in about 45 days,
cannot pretend to present an exhaustive analysis of Venezuela's social and
economic structure or of its development needs.

Nor can our report be regarded, by and large, as containing a series of
fully worked out and final recommendations for an aid program. There is
room for considerable adjustment and review in the light of better informa-
tion which we hope can be developed in time by the U. S. Mission. Rather,
this report should be viewed as containing a series of guidelines for the
development of & definite program.

We think, though, we have at least succeeded in uncovering and pin-
pointing the priority areas in Venezuela's development needs. If the aid
program of the U. S. Government and the resources of cther international
or national agencies can be concentrated in these priority areas, they can
make a maximum contribution to Venezuela's social and economic development.

We also believe that if our recommendations regarding administrative
measures and regerding the pattern of the U. S. Aid Mission are generally
followed, U. 5. aid can be effectively used and effectively provided.

As the aid program for Venezuela develops and a staff is organized,
there will, no doubt, be:a temptation to branch out, to expand the scope of
operations, to dissipate our effort in response to the requests cof individual
ministries for aid cn pet projects when they experience a budget squeeze.

This natural temptation should be resisted.



Venezuela's is basically a strong economy whose strengpps have been
misused. We must avoid misusing ours in pursuit of minor aid objectives.
We should endeavor to help redirect Venezuela's energies as rapldly as
possible into channels which will permit a rapid and balanced development
of her human and physical resources, independent of outside aid. And we
must beware of building our aid program into an institutional crutch on
which Venezuela will come to depend.

A comment is in order regarding some of the statistical and quantita-
tive analyses contained in this report. We had, necessarily, to accept at
face value much of the information supplied to us and needed for our purposes
without going behind it to see whether it correspoaded to the realities.

We have since come to learn that some of this basic quantitative data is
faulty. We are, therefore, inclined to approach quantitative analysis
(including our own) of the social and economic situation in Venezuela with
considerable skepticism. Population figures, the volume of unemployment,
and levels of production in specific industries are not much better then
estimates with varying degrees of error. The distinction between rural and
urban population is badly blurred. Yet, these data were the only ones we
had to work with. TFor this reason we trust that those who examine this
report will loci upon most of the quantitative aralyses with the same reser-
vations with which we& ourselves approach them.

This introduction would be incomplete if I did not acknowledge the
friendly cooperation we received from nearly all the Venezuelan officials
with whom we had business. But, above all, I wish - on behalf of all the

team members - to express our genuine avvreciation and gratitude for the



very real assistance and encouragement we received from the Ambassador, and

from members of the Embassy and USOM staffs in the preparation of this

report.

Maurice Levy Hawes



THE U. S. AID PROGRAM - THE OVER-ALL PICTURE

Venezuela can use two categories of aid from the United States - technical
assistance and financial assistance. Both types of aid appear to be marginal,
everi though for 1962 U. S. financial assistance may assume & critical impcr-
tance. The critical year 1962 apar, Venezuela's development program can
probably proceed more smoothly and at a slightly higher rate with U. S.
assistance than without such aid. In a political sense - as a means of
providing a sense of solidarity between the two nations -~ U. 8. aid should
probably be accorded high priority even if the amouat of such aid remeins
modest. Furthermore, the provision of financial aid and technical assistance
will probably keep the door open for providing what could be very useful policy
guidance in achieving U. S.-Venezuelan objectives.

Perhaps the most important and useful assistance which the U. S. can
provide to Venezuela is general guidance at a high level {again, we except
financial aid for 1962).

A friendly and objective appraisal of some of their programs is needed
and, apparently, now and then a friendly prod to get them off dead center
where a difficult choice between alternatives presents itself. If we do no
more than sell them on the notion of adopting some procedure which will make
it possible for the government to really move ahead on the important programs,
even if others must lag - and to plan at the local level, we will have done
an immeasurable service. (See the proposed assignment of program priorities

and appointment of expediters in Section III - 5 below.)



TECHNICAL ASSISTANCE

All members of the team are in agreement that the size of the U. S. Aid
Mission in Venezuela should be small.

The "Servicio" system should not be used.

As indicated above, probably the best assistance which we can provide is
high level guidance. This suggests that, for the time being at leaust, the
aid mission should be carefully limited in size. A "quality" mission should
be the goal; division chiefs and technicians shculd either speak Spanish or
receive Intensive trasining before starting work. - Preference should be for
the use of short-term consultants in proviéing technical assistance, except
where the program clearly dictates the nesd for longer term appointments.

There is also the risk that the entire program could get off to a wrong
start if there were an attempt to create a large missioén, bringing with 1t
an invasion of U. S. technicians. There are already some 40-50 U. N. tech-
nicians contracted for by the Venezuelan Govermment to provide assistance and
guidance. In addition, there is an unknown number of "foreign" techrnical
experts recrulted outside U. N. channels who have been contracted for directly
by the Venezuelan Government.

Most of these men are very able, as are most of the government personnel
in the upper two or three echelons. By now solutions to most of the technical
problems are known. The government has, in fact, accumulated a countless
number of plans, programs and studies providing the technical solution to
various administrative ard program problems.

What they do appear to lack is an ability to take decisions. They also
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lack a sufficiency of trained personnel in certain areas. With regard *o the
latter, the need is primarily for technical training to expand the number of
technicians and/or teachers. Like all generalizations, this one is subject
to exception in a number of special cases.

It has been alleged that the U. N. technicians have not been properly
used; lhat they cannot reach the official or minister in charge to obtain
decisions; that the U. N. Resident Staff Director has not been backing them
up. If true, the answer is probably not to solve the problem with more
technical experts but to help make better use of those already there. To
bring into the country overlapping experts risks creating serious frictions
and worse frustrations. Cooperation between the USOM (AID) and U.N. staffs
and technicians should'be encouraged. The United States should make every
effort to develop techniques whereby both U. S. and U. N. technicians can be
most effective, and to encourage the government to maske better use of foreign
specialists. A genuine effort should be made to avoid bringing in overlapping
personnel. This injunction is more easily made than followed. But a sincere
effort in this direction will pay dividends.

TECHNICAL ASSISTANCE RECOMMENDATIONS

A number of technical assistance projects are proposed in this and
annexed reports. They include:

a) A number of projects in Education (see section on Education);

b) A technical assistance program in Public Administration;

c) A number of technical assistance projects in Agriculture (see section

on Agriculture).
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d) A technical assistance project in support of productivity, training
and small business development is under study by the USOM staff
upon recommendation of the Program Development Team.

DEVELOPMENT AND PROJECT ASSISTANCE

The financial aid requirements of Venezuela fall logically into two
categories:

a) General Development assistance

b) Special Project assistance.

1. General Development Assistance

There is an estimated deficit of somelbcol.25-1.35 billion in the
budgetary resources available for the Government's development program
for 1962. This could be met by a devaluation across the board involving
the adoption of a unitary rate of exchange which would yield the Govern-
ment some Bs 500 million in added revenues. Secondly, it would be
possible for the Government to raise an additional Bs 250-300 million
through additional taxes. Even if the Govermment decvides to teke both
these steps in time to be effective in 1962, there will still be a gap
of some Bs 500-600 million (about $115-$335 million). Either new
external financing (loan assistance) beyond loans already in sight and
under negotiation will be required or the Government's investment budget

will have to be cut back.i/

(x) Bolivares, the primary currency unit of Venezuela.

l/ New taxation in 1962 in an amount sufficient to cover the entire projected
deficit seems out of the question. Even a raise in taxes to cover part of
it in 1962 will be difficult at this late date.



program. Gross investment has fallen for two years in succession. GNP
has hardly increased. A forward surge is obviously needed. In addition,
a serious cutback in the Government's proposed 1962 expenditures would
meke it impossible for the Govermment to cope with the serious and
growing unemployment problem. Politically, this would be intolerable.
Both the resumption of an accelerated rate of capital formation (especi-
ally in housing) and the reduction of unemployment appear to be essential
to the maintenance of economic and political stability. With only 2%
years to run and a negative record to date so far as concerus the general
level of activity, the Government must now make up for lost time. U. S.
assistance, if needed, should be forthcoming. The objectives should be

to support the prrsent Government as representative of a democratic
regime, during a trying period in which failure might mean the disappear-
ance of constitutional democrecy.

For the years following 1962 it does not appear as though the
Government would have any serious budgetary problems. It is likely that
by 1963 taxes will have been raised and almost certain that a unitary
rate of exchange will have been adopted at somewhere between Bs 4.00
and Bs 4.50 to US $1.00, which will yield further revemues. (See
discussion of the exchange problem in III below.) The additional
resources &0 released, plus the avilability of long-term loans to finance
some of the major development projects, e.g., (Guri Dam, Maracaibo Bridge,
Steel Plan% expansion) should probably see the Govermment through 1963

without the need for additionsl external resources.



Vi

No balance of payments problems are foreseen, assuming that external
capital resources which have been virtually committed to Venezuela are
available in 1962 and 1963.

We recommend the earmarking of approximately $125 million for a loan to
the Goverrment in 1962 in support of the Govermment's development program.
This will meet a large part of the needs required to maintain an adequate
pace of development. Agreement on the part of Venezuela to devalue across
the board will be necessary if its development program is not to be seriously
cut back.

Furthermore, as a condition for the development loan, we might obtain a
commitment from the Venezuelan Government to propose a moderate tax increase
this Fall to be effective in 1962 and a larger increase for 1963. 'This would
tend to insure that the Govermment's resources would more nearly match its
needs in 1963.

If $125 million in aid is provided, it could be in the form of a direct
budgetary loan to the Treasury (for development purposes), or assigned to
specific development projects. These should, of course, be projects within
the Government's present expenditure plans, or we would be financing extra
expenditures. We would favor assigning development assistance to the follow~
ing project areas: the equivalent of $25 million to the Corporacion de Fcmento
for loans to industry; $25 millic %o the Banco Obrero to cover some of the
Government's plenned expenditures for housing; $25 million to finance 1962
costs of the Guri Project; and $25 million to the Banco Agricola y Pecuario

to finance operations related to the Agrariun Reform Program. One half of
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the $50 million recommended for housing below can probably be viewed as a
contribution toward the general development resources gap - since some lower
priority items can probably be deleted from the 1962 program to make way for
an accelerated housing program.

2. Project Assistance

We also recommend loan assistance for certain projects now outside
the Government's program. In essence, these are projects to which, for one
reasin or another, the Government appears to have accorded a lower priority
than appears warranted. They are discussed in greater detail in Section IV -
"Priority Areas." These are:

a) Housing - we recommend the allocation of approximately $50 million
for expenditure on low-cost housing in 1962 and 1963. This would
permit the annual construction of as many as 75,000 urban and rural
houses above current Government plans.

b) Satellite City Program - we recommend the allocation of about

$2-5 million as a loan to help finance a complete pilot project as
an initlal phase of the long-talked-of Satellite City Program.

c) Resource Survey - we recommend the allocation of about $2-3

million as a loan to help finance an aeriasl photogrammetic and
magnetic survey of the resources of the southeastern areas.

d) Agricultural Credit - we recommend the allocation of about

$2-3 million, as a grant if recessary, to help initiate and finance
an agricultural credit pilot project, as recommended in the Agricultural

Report.
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Total project recommendations: $57-6l million.l/

A high priority should be given to (a) and (d) above.

The amounts proposed for each of these projects are preliminary and
tentative. A thoropgh analysis of each project will be required before a
final estimate of costs can be developed, and before firm conclusions can

be drawn regarding the obiigations the Venezuelan Government should be asked

to assume in respect of each project.

l/ Of the $57-61 million proposed here for project assistance, $25 million
out of the $50 million recommended for housing cculd probably qualify as
"development assistance" (see paragraph at top of page 7). Thus, the
total amount of recommended assistance (excluding technical aid) would

in fact come to $132-136 million.
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I. VENEZUELA'S BASIC PROBLEMS

Venezuela, like mnst of Latin America, has witnessed a marked population
increase (about 3.5% per annum) in the last decade. This is one of the
highest growth rates in the world. It lies at the root of Venezuela's problem:
how to expand the economy sufficiently to keep pace with the population growth
end raise standards of living to tolerable levels for the lowest income groups.

While the gross domestic product has just about doubled during the last
decade, not all sectors of the economy shared in this growth in an equal
degree. Petroleum production doubled, manufacturing trebled, but agriculture's
contributlon tc the gross domestic product went up only 50% and much of this
increase benefited but a smell percentage of the rural population.

It is in this sector (agriculture), with epparently limited opportunities
for expanding output by opening up new agricultural lands, that population
growth has exceeded the absorptive capacity of the local economy.(x) The
problems of a growing rural population were, of course, multiplied by the
fact that the bulk of the fertile areas were in large estates. The expanding
rural population found its growing numbers restricted to a relatively small
portion of the cultivable areas of the nation. Many were reduced to, or main-
tained in a condition of subsistence farming. Deforestation and poor farming
techniques, which led to soil erosion and loss of soil fertility, meant in
fact that arable lands aveilable to the majority tended to shrink rather

(x) While the over-all population density of Venezuela is low - still over
T0% of the people live in a little less than 30% of the territory. Much
of the large expanse of the country's land is apparently not particularly
fit for agriculture - although, clearly, some additional lands can be
opened up. However, the investment costs may be large.
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than to expand.

The attraction of better living conditions in the major urban areas,
added to the lack of opportunities to gain an adequate living from the land,
gave rise to a migration to the cities and to a transfer of part of the rural
"population problem" tn the ~ities.

Slum areas - with their "ranchitos" and large numbers of unemployed -
became the heritage of the cities - in particular of Caracas. Illiteracy
and lack of technical training made it almost impossible for the migrant to
obtain oany of the skilled and semi-skilled jobs which were available. The
paradox of the importation of large numbers of European workers while thousands
of Venezuelans remained unemployed was one result.(x)

The prosperous oll industry, which was booming throughout most cf the
last two decades, is a very low employer of manpower, so that the direct emplcy-
ment effect of its expanding and prosperous operations was extremely limited.

At the same time, the huge resources which the oil industry brought to
the country - largsly in the‘form of taxes and royalties paid to the Govermment -
were for the most part squandered (from the point of view of the social needs
of the nation) on low priority and highly extravagant public werks projexts.
The social needs of the naticn and in pa;ticular of the rural areas (schiils,
education, health programs, sanitary facilities, housing, water suppiy} were,
until recently, very much neglected. The past two decades were lost cpportu-

nities, and it will be hard to make up for the lost time.

R oy N il ol

(x) Net immigration from abrosd of about 35,000 a year characterized the
accade of the 1950's until 1958 when it was curtailed by Governmen: acticn.
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The new Government, upon teking office in 1959, acc~pted the challenge
represented by this unhealthy situation and embarked on a broad social and
development progrem to develop the nation’s human and physical resources.
A major impetus undoubtedly has come from the realization that the political
stability of the nation can be maintained and strengthened (or seriously
threatened) by the degree of success (or failure) in raising the people:s
living standards, and in meking some progrese toward meeting their aspira-
tions for a better life generally. The tightrope the Government must walk in
order not to overly antagonize and frighten the conservatives and yet not fail
to meet the expectations of the people is an operation fraught with difficul-
ties. The organizational and administrative burden is heavy.

Unfortunately, matters were made worse shortly after the Government
assumed office, when business activity declined and went into a fairly serious

recession. Some signs of recovery are in sight.

11, VENEZUELA'S DEVELOPMENT PROGRAM

1. THE CORDIPLAN AND THE PROGRAM OF AGRARIAN REFORM

The Government's social and economic development program is based on its
program of agrarien reform and on a four-year economir plan known as the
"CORDIPLAN".l/

The CORDIPLAN plan calls for industrialization at a rate purportedly

sufficiently rapid to absorb new additions to the work force and to raise the

l/ Neme derived from the planning office designeted officially as "Oficina
Central de Coordinacich y Planificacién. The Plan is a four-year moving
plan - a new revised fourth year target is to be set each year.
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income and standerds of living of the lowest income groups. A major cbjective
is the development of new industries which wiil reduce dependence on petroleum
over the years. The plan provides fcr the basic infrastructure necded to
support the industrialization effort -- power-rescurces, conmmunications,
transport.

It also sets targets in the field cf sczial develcpment - €.g8., schcols,
sanitary facilities and housing needed to meet the ns*ion's more critical neads.

The plan, as criginally prepared, callsd for an average annual increase
of about 5-6% in Gross Domesti: Product over the four-year perind (1960-1964).
This would presumably permit an aversge increas. in per capita income of about
3.5-4% over the first four-year period.

The program of agrarian reform which is established by separate legislation
is an attempt te solve a part of the agrarian problem through redistribution of
agricultural lands and by the provision of financial and technical asgistance
to the small farmer.

The program of agrarian reform is contained within the "ZORDIFLAN". Tt
might be more correct to say that the formulation of the "CORDIFLAN" recognizes
and takes into account the objectives of the program of agrarian reform.

An evaluaticn and analysis of the program of agrarian reform will be Ffound
in the agriculture section of this report. The balance of the discussion here
will therefore be limited to the cther elements of the Gevernment's develcpment
program.

2. ASSESSING THE PROGRAM

In thecry, since the country's develcpment has been underway in acccrdance
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with the "CORDIPLAN'", something could be learned by examining the results to
date. Unfortunstely, not much significance can be attached to such shortfalls
Or successes as may have occurred.

Indeed, any attempt to make a detailed comparison of program and perfor-

mance would be wasted effort. This for a number of reasons:

1. The L-year program, adopted formally in April 1960, was not
completed until June 1960, and its goals could hardly, there-
fore, have been thoroughly incorporated in the plans and
budgets of the Government ministries for the fiscal year
ending July 1, 1961. (The Government is chenging its fiscal
year to correspond to the calendar year beginning January 1, 1962.)

2. The plan was rather hastily drafted (we understand in about 4-5
months), £o that except in its larger parameters it was more of
a paper program than a thoroughly worked out plan. '‘Technical,
administrative and resource limitations did not receive careful
enough attention to warrant attaching significance to time-phased
targets.

3. Finally, a thorough revision of the plan is underway, with respect,
in particular, to the industrialization program (sreas within the
manufacturing area which are to be pushed) - and with respect to
the need for focusing more specifically on the short-range but
critical problem of unemployment.

For the above reasons, too, it has seemed unprofitable to attempt too

close analysis of the progrem. Besides, time and staff limitations have
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precluded a very detaiied study.

Instead, we have concentrated our attenticn on a few key areas (sectors)
which early in our assessment aypeared to be crucisl to the success of the
country's social and economic devslopment effors.

This inciudes an identificaticn of prcbiem areas in p2licy and organiza-
ticn.

There is one general observation, however, whi.n may be mads in ccnnec-
tion with the program's balance. Government planners appear to have given
toc little weight to the need for rrogress towards achieving some of the more
important social development objeckives at a pace rapid encugh that the
results can be generally recugnized and felit. Quite apart from attemuting
to meet some of the basic human requirerents promptly as a desirable end in
itself - there 1s the consideration that success in such an endeavor can be
expected to have a generally stabilizing polivical effect., The major case in
point is the housing program, together with the various related sociail services
and supplies (roads, water supply, sewerage, electricity) thst go with a large
housing program. This is the one significant sector (significant alsc in the
sense that large sums are invclved) where very largs deficiencies sxist,  only
a small percentage of which would be eliminsted under ti-= Government 's program
in the first 4 or 5 years.

This is discussed in detail in the secticn on "Housing".

We have also been unable in the time sllotted to explore *the non-priority
sectors in order to discover whether any, upon analysis, wou - turn out to

contain "fat". We make therefore no suggestions - except here and there in
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passing - as to what projects might be trimmed in order to rolease resources
for higher priority areas. Insofar as we can judge from our general survey,

we would be prepared to accept most of the recommendations made in this respect
by the World Bank's Survey Team.(x) In particular, we think savings can
probably be made in connection with a number of apparently uneconomic or

very low priority irrigation, railroad construction .and dock-building projects.

This report accordingly addresses itself to:

a) Uncovering what appear to be the priority areas within the progrem,
which should be focal points for the provision of foreign aid;

b) Certain problem areas in the development program or with respect
to Government policies as they affect the program;

c) Administrative and organizational bottlenecks;

d) An estimate of external resources that may be needed to complete
financing of the country's development program over the next few
years;

e) General recommendations for an aid program.

PRIORITY AREAS:

The critical and priority areas within the program appear to be:

1) Investment in (industrialization in) the private sector.

2) Resources Anelysis or Survey - with respect particularly to minerals.
3) Housing - rural and urban - including the provision of minimum

public services.

(x) The Economic Development of Venezuela - IBRD Report, 1961,
published by the Johns Hopkins Press.
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4) Education - ecpecially vocaticnal training which is intimately
related to (1) sbove. It is discussed separately in the
Education Report.
5) Rural Development and Agrarian Reform (discussed separately
in the Agriculture Report).
6) The Sateilite City Program.
7) The reduction of unemployment and promotion of business recovery.
The above are listed not in the order of priority - which would te
exceedingly difficult, if not impossible to determine. They appear, all
seven, to be important and key clements in meeting the country's social and
economic needs. However, because of their greater immediate impact, the
elimination of unemployment, and the provision of housing (including under
this heading slum clearsnce or the restoration of slum areas) probably
should be rated as having the highest priority in the short run. The reduc-
tion of unemployment is, of course, not properly a development objective
within the program. The rate of reduction in unemployment will depend
primarily on the speed with which the economy recovers, and expansion
proceeds. Nevertheless, given the deliicate political balance in which the

country now finds itself, it seems necessary to assign to this objective &

major policy priority at this time.

1IT. PRUBLEM AREAS

1. THE BUSINESS RECESSION AND GOVERNMENT.T, POLICIES

The business recession which began in late 1959 shows izw signs of

early disappearance. The construction industry is particularly hard hit,
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but manufacturing production generally, and commerce in particular, have
also felt the pinch of a decline in sales.l/

The depressed industries are concentrated in the Caracas and Maracay -
Velencia areas, and it is here that unemployment associated with the recession
constitutes a serious human and political problem.

Current unemployment is estimated at some 300,000 (about 11.5-12% of
the labor force). With annual additions to the labor force at some 75-80,000
a year (some put it at 90-100,000), the unemployment problem, unless promptly
and energetically tackled, will become a most serious threat to political
stability.

The construction industry (including construction materials) registered
a 20,000 drop in employment from 1959 to 1960 - this is equivalent to an 11%
decline. The manufacturing industries as a whole showed a 2% gain in employ-
ment. But this over-all result disguises some heavy declines in individual
industries, and an actual decline of 3.8% in the contribution of the manufac-
turing industries to GDP in 1960 compared with 1959. The best measure,
perhaps, of the current problem is the fact that GDP in 1960 rose only by
sbout 1.4% instead of an expected increase of 5.8%, and an average annual
rate of increase of some 8-9% betwzen 1950 and 1959. Over the nine years,
1950-59 the non-agricultural sector had absorbed 50,000 new workers a year.E/

Less than 24,00C were absorbed in 1960.

l/ It is difficult to document the statement that conditions are still bad.

Relevant statistical information lags by about 5-6 months, and no satisfactory

economic indicators exist, although "Cordiplan" is trying to develop an
adequate set. The current picture is largely a matter of impressions.
Available relevant data is shown in the table on the following page.

2/ From 895,000 employed in 1950 to 1,34%0,08® in 1959. During the last few years

this rate of absorption was,. of. course,. bglow the rate of additions to the
labor force.
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Selected Data on Current 3usiness Activity (as current as available)

Index cf Manufactured Products
(1953=100)

Production (excluding Petroleum Refining

First 3 months 1961 203.1h

First 3 months 1960 209.50

Production for the first 2 months cf 1961 was above the last 3

months of 1960, but this rise reflected a seasonal pattern.

Production (including Petroleum Refineries)

First 3 moaths 1961 207.ke

First 3 months 1960 208.85

General Production Index Excluding Petroleum Refining

Month 1960 1961

January 183.65 195.98
February 215.79 19k.50
March 229.28 218.98

Iron Cre Production (metric tone)

Honth 1961 1960 1959
January 1.592.480

February 1.560.136

March 1.436.120

April . 1.103.067

May 1.185.113 1.765.806 1.506.650

Price Indexes

May 1960 April 1961

General wnolesale price index Bs 105.3k Bs 10k.55
Wholesale Price index of dcmestic

products 105.71 104.33
Wholesale price index of Imports 10L.77 104.96

(the above declines occurred despite partial devaluation of the Bolivar
effective November 1960)
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Value of Transactions on Stocks Exchange

May 1961 - Bs 5.00 millions
May 1960 - Bs 6.3% millions

Decline May 1960 to May 1961 = -25.9%
Decline average January - May 1960 to January -
May 1961 = - 21.26%.

Effective Money in Circulation (in public hands)

December 1960 Bs 3.599 millions

January 1961 3.432 "

Februvary 1961 3.585 "

March 1961 3.55k "

April 1961 3.h97 "

May 1961 3.k23 "

June 1961 3.400 " (Preliminary)

(December 1960 - May 1961 = decline Bs 157.07 millions)

This decline reflects a budget surplus and restrictive credit
policies.

Comercial Bank Loans and Investments (in Bs millions)

1260 1261
January 5.023 4.523
February 4.992 L, ko6
March 14.885 4. 450
April 4. 781 L.ho7
May 4.680 4,495



OFFICIAL USE ONLY TABIE I (b)

Employment by Sectorsx

Years Agriculture Mining Petroleun Manufacturing Construction Electricity Commerce Trans.& Services Total

& Cattle Industries Communic . occupation
1950 T0L.7 5.7 ho. 7 206.9 91.1 5.0 1ko.7 52.3 341.8 1.599.9
1951 721.8 h.i Lh.s 207.6 93.8 5.5 157.2 57.2 354.3  1.646.0
1952 739.4 6.6 h5.7 222.7 112.6 6.0 165.2 59.0 368.9 1.726.1
1953 7574 6.0 Ly 7 22L .7 1A7.1 6.6 iTh.0 66.1 387.1  1.78%.7
1954 775.8 9.2 3.2 236.0 127.6 T.2 183.4 T2.7 4o2.1 1.857.2
1955 7oL .7 9.6 42.8 243.7 116.2 7.9 193.0 75.2 h2o.7  1.903.
1956 81k.1 10.1 43.8 24h .7 158.0 8.7 202.k4 75.2 435.5  1.992
1957 827.7 11.2 45.5 253.0 183.3 9.5 212.3 78.1 452.5  2.073
1958 82h.4 11k Ll 3 255.1 179.6 10.5 224 .2 82.5 L72.0  2.10k.
1959 833.3 11.7 43.0 270.2 189.7 1.9 235.4 85.6 493.1  2.173..
1960 856.6 12.0 40.5 276.5 170.4 13.4 247.3 88.6 515.1 2.220.6

* Source: CORDIFIAN
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Under the circumstances, all efforts should be made to raise activity
in the construction industry (a high employer of labor) and to stimulate the
rate of private investment generally. Unless the rate of absorption is raised,
the accumulating pressures will burst the dam of political restraint. This
consideration is another reason for emphasizing the housing program, which

in its own right merits the assignment of a high priority.

(a) FINANCING RECOVERY

The Government has been singularly ineffective in its efforts to increase
econonic activity. This is due in part to the cumbrous administrative machin-
ery used to carry out recovery measures. Of 500 million Bs. authorized by
the legislature in February 1961 for the Emergency Recovery Program, less
than l% is reported to have been expended by mid-August. But, more particu-
larly, it reflects a rigid approach to the question of how to finance emergency
expenditures. At the cabinet level, few appear prepared, at least until
recently, to admit that under rvcession conditions some reflationary financing
mey be in order.

Thus, in June 1961 the Government presented to the National Iegislature
a baelanced or nearly balanced budget for the six-month period, July 1, 1961-
December 31, 1961. The balance was to be achieved, in part by raising taxes
on corporate inccme, and in part by lowering the salaries of government
rersonnel. Such propusals, while they showed courage, were clearly not
best calculated to improve economic activity, especially since they were put
forward in connection with a proposed over-all reduction in the level of
expenditures. They were not accepted in full by the legislature. But insofar

as they were accepted and are being put into effect, they will probably serve,
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in the months to come (referring here especially tc the cut in saiaries)
to further lower the level of effective demand in a depressed situation.

In part, of course, the Government's hands have been tied by rather
restrictive legislative provisions affecting the ability of the Centrai RBank
to finance the Government's medium and long terin credit needs:. The lentrsal
Bank may not hold in its portfolio government paper in valiue higher than
10% of the average ordinary receipts of the Government for the past five
years. In practice, it is limited to acquiring short-term Government notes
which must be paid off within the next fiscal year.(x) The Central Bank
has alrsady acquired over 400 million Bs. in short-term Government paper,
leaving a margin of abcut 160-200 million Bs. stiil availabie. The Government
cannot safely tap this remaining balance of borrowing ability, since it must
keep scmething in reserve for unforeseen contingencies.

The commercial banks may buy Government bonds, but the low rate of
return on Government bonds has apparently made them relatively unenthusiasti
outlets for Government securities, despite an improvement in their liquidity.(xx)

Insurance companies may not buy Government bonds, although iegislaticn ig
apparently being drafted to enable them to dc so.

(x) The Central Bank may purchase long term Government paper only in the cpen
market. It may not purchase it directly from the Government. Direct
transactions between the Bank and Government must be for short-i:rm notes.

(xx) In the 12 months ended June 1961 the liquidity of the commercia banks has
improved. Thelr reserves have risen by about Bs 340 millicn and by abouz
Bs 300 million 1if the invcliuntary purchase of Bs 5G¢-million « Goverament
notes early this year is included. During this period itheir curreni denosits
rose by only Bs 212 million while savings deposits actuaily fell by Bs 20k
million. (Source: Monthly Bulletin, Banco Central, June 1961 . )
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The Government's policy of a rather conservative nature,. allied to
restrictive legislation gcverning the credit policies of lending institu-
tions, has resulted in inadequate flexibility for the Government. It has
solved itg immediate problem by negotiating a Bs 175 million loan from the
0il companies to finance an emergency construction program. This, however,
is not a satisfactory answer and is essentially a one-shot affair.

We recommend that U. S. officials use their influence to encourage and
support those members of the Venezuelan Government who are aware of the
dangers of pursuing an essentially deflationary policy at a time when
"reflation" of the economy is needed. Caution will be required not to
overshoot the mark. But the priority need now is for ade,uate financial
flexibility and the Government should be encouraged.to seek it. This may
mean, in part, legislative changes. If 50, the sooner the effort gets under
way, the sooner the Government will obtain the necessary flexibility.

(b) LACK OF BUSINESS CONFIDENCE - A FURTHER STUMBLING BLOCK

Lack of business confidence in the Government's intentions and policies
towards private enterprise constitutes another serious obstacle to business
investment and places in Jeopardy the Govermnment's expectations fo. a high
level of private investment within its four-year program. (See Industrial
Development"”, Part IV helow.)

The Government has unfortunately failed to get across to the business
community the idea that it is not planning to "invade" additional segments
of the "private" sector by the creation of new Government enterprises.

Given the serlous dcubts apparent in the business conmmunity regarding

the Govermment's policies, capabllity and life-expectancy, the added uncertainty
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they feel about possible new Govermment encroachments is hardly calculated to
encourage much new investment o1 to induce the energetic actions and decisions
needed to bring about recovery. The wait-and-see attitude seems more true of
the Venezuelan business community than of th= foreign business community,
Judging by limited contacts with members of both groups. Rightly or wrongly,
this assessment colors their willingness to invest.

c) A GOVERNMELT WHITE PAPER

One way to clear the air would be for the Government of Venezuela to
issue some sort of a clarifying statement, indicating that it has no intention
of setting up new Government enterprises in competition with private business;
that one of the obvious cornerstones of its development program is reliance on
private investment and on a high level of private investment.

The recent Presidential announcement of an increase of 20% in rents, and
of certain tax concessions for new private residential construction, has done
something to remove the suspicion that the Government is basically inimical
to private business. Nevertheless, something more in the way of a general
clarification of the Government's policy towards business appears needed.

When such a clarification is made, the occasion could be taken to review for

the general public edification the various measures taken and offered by the

Government in support of private enterprise. (See "Industrial Development" -
Section IV below.)

This possibility has been(discussed with a number of pecple in and out
of the Government. The general reaction seems to be that such a ~larifying

statement would very much help clear the air. A high ranking official saw,



however, some problems.

He thought that the Government needed a free hand to create new enter-
Prises whenever private business did not choose to g0 into a priority area.
He had in mind, particularly, the need to create some fabricating outlets
for the new Government steel plant scheduled to e pand its output early
next year.(x)

This is a legitimate concern, but it could probably be met and at the
same time allay the doubts of the business community by the Government's
undertaking that whenever it determines that a new line of production should
be set up in the national interest, .. reasonable period would be provided
during which private enterprises would be able and wculd be helped to set
up a plant for said item. The Government would set up a plant of its own,
only if private initiative did not respond. The Government might also
undertake to sell or lease such a plant later, if private business showed
interest in taking over.

In any case, there are a number of formulae that could be worked out.
The principal objective of any statement such as here proposed would be to
stake out clearly where the Government will not go and to provide assurance
that in those areas private enterprise can make investments with confidence
that a Goveroment plant will not one day arise to provide severe competiticn.

The point was also made that it wonld be useful to hold open the possi-
bility of creating a Government enterprise to bring down prices of certain

products produced by private enterprise whenever these get out of line. A

(x) At present it is only turning out seamless steel pipe.
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Government plant, it was said, would also be useful in providing a yardstick
for judging the efficiency of operations. The last point seems to be strain-
ing things a bit. The first objective can be much more easily met by reducing
tariffs which are in nearly all cases highly protective.

2. EXCHANGF CONTROLS AND CAPITAL FLIGHT

The Venezuelan economy since 1957 has suffered a loss of an unrecorded
number of billions of bolivares in the form of "flight" capital. No exchange
controls existed or were put into effect to stem this flow until November 1960.
But the outflow appears to have been slowed down, not so much because of any
action on the part of the Govermment, but hecause it ran out of steam. The
liguid cash resources of the country (by mid 1960) were no longer sufficient
to finance the purchase of any large volume of foreign exchange. Anyone
desiring to convert his less liquid assets into cash found no ready market.
This is not quite so true today, as the monetary situation has become less
tight than it was a year or 18 months ago.

But even today, Venezuela is losing valusble foreign exchange and capital
which if kept at home, could presumably be put to good investment use. There
is at present a free market for capital transfers at about Bs 4.58 to $1.00 and
for any other type of transfer not authorized at the "controlled" rate of
Bs 3.35 to the $1.00. There is also a black market where transactions are
reported to take place at about Bs 4.65 to $1.00. If capital exports were
prohibited (except for specified and approved purposes which could be limited)

- the foreign exchange corresponding to the incoming cepital from abroad would

(x) This can be done in Venezuela by Government decree.
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flow into the Central Bank. At the same time, the Venezuelan bolivares,
which under present regulations would merely be swapped for the incoming
dollars, would remain here (even if in reluctant Venezuelan hands) where
sooner or later they would be available for investment if properly lured
and coaxed.

Available information suggests that capital exports are going out at
the rate of about $150 million per annum. Sales of foreign exchange on the
two Stock Exchanges authorized to handle foreign exchange have amounted to
about $75 million in the first six months of 1961. It is estimated that
some $50-75 millions, at least, go through the black market. The amount
could be higher. In addition, the over-valuation of imports represents
an additional means of exporting capital.(x)

The Central Benk has lately not found it necessary to feed dollars into
the ffee mérket to stem a fall in the value of the bolivar. Incoming capital
at the Bs 4.55 - Bs 4.59 to $1.00 rate apparently matches (for the present)
the outflowing capital; but this may be only temporary. There is the danger
that as business picks up and the economy's liquidity is restored, a step-up
in this outflow will occur unless prohibited. It may be argued that, as
business picks up, confidence will be restored and the tendency for capital
to flee will be correspondingly reduced. This may be what will occur. But

(x) The above statements cannot be statistically verified. But discussions
with members of the banking community, stock-exchanges, commercial people
and officers of the Exchange Control Office and the Central Bank, leave
1ittle doubt that the amounts going out through the back door are very
considerable. The present rate of capital flight is, of course, con-
siderably less than the exodus of capital that occurred in recent years.
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there is no assurance that it will. There are probably quite a few who
failed to get thelr assets out because they could not liquidate them,
and who will jump at the opportunity of doing so if the return of prosperity
allows them to dispcse of their assets at not too heavy a loss.

In any case it would appear that if the U. S. is to finance a part
of the country's development program, it should press for the establishment
of controls on capital exports in order: a) to be regsonably certain that
it is not indirectly financing such exports; b) to help retain investible
assets in Venezuela; c) to help build up the country's foreign exchange

reserves.

3. A UNIFORM RATE OF EXCEANGE

Related to the question of exchange controls is the question of exchange
rate and the structure of the rate system. The present multi-rate system
includes: A petroleum rate of Bs 3.09 to the $1.00; a "controlled" import
rate of Bs 3.35 to $1.00 (the Bs 3.35 rate is the official rate and the
buying and selling rate for "controlled" imports and for "approved" trans-
actions of a financial nature); an official free market rate of about B k.52
to $1.00 for uncontrolled imports, travel, etc.; a true free market rate (now
about B L4.55 to $1.00) for the sale of the proceeds of certain export commodi-
ties (coffee and cacao) and for certain financial transactions (which includes
most capital exports) not eligible for the "official" free market rate;

a black market rate.
This multi-rate system is unsatisfactory for the following reasons:

(a) If continued (it went “into effect in November 1960), it risks
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introducing serious distortions in the price structure of

the economy and in the pattern and structure of its development.
Capital goods imports, most raw materials and important food
products come in at the preferred rate of Bs 3.35. This puts a
premium on capital intensive investments in a country which,
given the present and prospective "excess" labor situation,
should be encouraging the development of lebor-intensive
industries.

(b) The Government is foregoing a badly needed increase in current
revenues by malntaining a high rate for the bolivar with respect
to petroleum transactions in particular.

(c) The present exchange rate structure is so clearly temporary and
provisional in nature that it adds to the general atmosphere
of uncertainty and acts as an effective deterrent to whatever
capital repatriation might occur if this element of uncertainty
were removed.

(d) Failure to devalue the bolivar to a realistic rate mey act as a
brake on the development of new export outlets. With Venezuelan
costs admittedly high (at a Bs 3.35 rate) compared with those of
other countries, an adequate devaluation with respect to all
export' operations appears desirable. If & uniform rate is decided
on, 1t will be important to resist suggestions for a compromise
rate anywhere under B 4.00 to $1.00. Some may argue that it is
premature to expect Venezuela to develop exports other than in

petroleum, iron ore, coffee or cacao. The immediate additional
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volume of exports that can be stimulated by maintaining a

realistic valuation of the boliver may not be large - but

it 1s important to maintain a profitable ambient for

developing exports in which the business community will be

conditioned to thinking in terms of export possibilities,

which have hitherto been virtually precluded in the masnufac-

turing industries because of high costs. A correct adjust-

ment of the rate and the rate structure will be important in

connection with Venezuela's probable entry into the Latin

American Free Trade area.

Points (b) and (c) are the most immediately important policy considera-
tions. But the other two points have long-run implications that should by
no means be ignored.
The net gains in current revenue to the Government from a uniform devalua-

tion at, say, B 4.25 - 4.50 to $1.00 would be in the order of magnitude of
B 500 million or more annuallyo(x) This might be reduced gradually as the
costs of Government operations and investments are pushed up by rising prices
(in bolivares) of imported commodities following devaluation. But for the
next few years, we can expect that a devaluation and a unitary rate of exchange
would provide a net increase in resources available to the Government.

(x) The receipt in bolivares of the Government in the form of income tax and
royalty payments (calculated in the first instance in dollars) by the
petroleum companies and income tax payments by the iron ore companies
would rise by the difference between a mix of the B 3.09 and 3.35 rates
at which such payments are now credited to the Government's s::ount and
a new uniform rate of B 4.25-4.50. This addition to income must then
be offset by the loss to the Government of the profit made by the Central
Bank on difference between buying and selling rates which profit now
goes to the Government.
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There is evidence that a move to a unified rate of exchange at a level
within the rate of B L4.25 - L.50 is not outside the realm of possibility,
and that serious consideration will be given to any recommendation along
these lines.

Perhaps the major consideration which militates against immediate
action is the fear of an ensuing rise in the cost of living. This concern
could probably be met by providing for a gradual devaluation (in say four
6-months stages) for a few key import commodities.

We would recommend such a course of action and the imposition of effective
restrictions on capital exports. This should result in a considerable net
increase in foreign exchange assets in excess of the increase in imports
which must be expected to accompany business recovery.

One further point should be made. Loans to the Venezuelan Government
are taken in and credited at the Bs3.35 to $1.00 rate. For purposes of a
belance of payment loan, this is probably unimportant, for the Goverument
mekes a profit on the sales of these dollars at a different rate. The profits
go to Treasury's general receipts. But where the United States makes a loan
for a specific project, the funds should certainly be credited at the Bl4.55
rate, in order to provide the "supported" project with the full amount of
U. S. ald assigned to it. This matter will have to be cleared up with the

Venezuelan Government in the event a uniform rate is not adopted, and there

are indications it will be a "sticky" issue.
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L. MOBILIZATION OF DOMESTIC RESOURCES

The Government 1s not doing all that can reasonably be expected to
effectively mobilize available domestic resources in support of the
development program.

It has open to it the proposal made in the previous section of moving
to a uniform rate of exchange at something close to the present tree market
rate, which could increase its budgetary resources by some Bs500 million
(see previous section).

Secondly, personal income taxes could be raised. Present tax rates
on personal income are extremely low, and underdeclaration is, according
to many observers, common. The latter cannot be easily documented, but
it is admitted to be a problem.by Treasury officials.

The accompanying table shows the effective income tax rate on salaries
and wages as of July 1, 1961, after taking into account the increase in

the schedular tax rate from 1% to 3%.(x)

- am wm m W @ m W e M N eE e W o e W

(x) The schedular tax on business profits and rental income
rose from 2}% to 5%; on interest and royalties, from 3%

to 6%, and from 2% to 4% on agricultural profits and on
non-commercial professions.
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Taxes on farm income are slightly lower.

VENEZUELAN INCOME TAXES

SALARY AND WAGES

(Estimated Rates Effective July 1, 1961)

Net Income % of Tax
Before Exemptions Schedular Complementary to Net
Single Person Tax Tax Total Tax Income
Bs B B B Bs
12,000 0 0 0] 0
15,000 90 60 150 1.00
19,200 216 144 360 1.87
19,201 576.03 144,02 T720.05 3.T5
25,000 750 300 1,050 k.20
30,000 900 k70 1,370 k.57
50,000 1,500 1,310 2,810 5.60
75,000 2,250 2,625 4,875 6.50
100,000 3,000 4,320 T,320 T.32
200,000 6,000 13,180 19,180 9.55
500,000 15,000 h7,720 62,720 12.54
1,000,000 30,000 125,580 155,580 15.56
Married Person
Two Children

12,000 0 0 0] 0
15,000 90 0] 90 .60
19,200 216 0 216 1.12
19,201 576.03 0 576.03 3.00
25,000 750 60 610 3.24
30,000 900 160 1,060 3.53
50,000 1,500 860 2,360 k.72
75,000 2,250 2,075 L, 325 5.77
100,000 3,000 3,590 6,590 6.59
200,000 6,000 12,230 18,230 9.11
500,000 15,000 46,470 61,470 12.29
1,000,000 30,000 123,880 153,880 15.38.
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¥or purposes of comparison we show below selected items of the
Venezuelan income tax schedule (for salaries and wages) alongside the
Puerto Rican income tax schedule:
INCOME TAX

(Schedular and Complementary)

Net Income Before Taxes Venezuela Puerto Rico
(Bs) 6)) B
12,000 0 1,066
19,200 360 1,988
25,000 1,050 2,916
50,000 2,810 9,453
100,000 7,320 29,098
200,000 19,180 88,339
500,000 62,720 288, 7ok

Texes on business incomes are slightly higher than on personal

income, but the same lack of progressiveness on the tax schedule

exists.

Total corporate and personal income tax receipts from the domestic sector
in 1960 totalled about B 500 million. Income taxes received from the oil
companies and the iron ore compahies amounted to B 1,300 million in the same
year. With iron ore and petroleum contributing only some 20% of the gross
national product, yet as much as 70% of the Government's income tax receipts,
it seems evident that there is a lot of untapped tax potential represented by
domestic personal and domestic corporate incomes.

The past session of Congress enacted legislation imposing a 5% tax on
corporate dividends. The administration had requested this tax, but had
intended it to apply only to domestic corporations. The Congress extended

the application to the o0il companies as well. The administration to date. has

refrained from putting the law into effect, since it accepts the position that



further increases in the tax rate on the o0il compenies at this time would be
unreasonable,

The adoption of a uniform rate of B4.25-4.50 might provide a solution.

Application of the Bsk.25-4.50 exchange rate to oil company transactions
would raise the oil companies' net profits by some $100 million p.a.(x) This
windfall rise in earnings would probably make it possible for the Government
to put the dividend tax authorized by the Legislature into effect, without
imposing an unreasonable burden on the oil companies.

Application of the legislation could be expected to increase Government
revenues by about Bs85-100 million annually. This is a modest increase. A
number of other proposals have been made by the Shoup group(xx) for raising
Government revenues by tax increases, including increases in income tax rates
beyond present levels. It is now up to the Government to make a decision.

The United States can help by urging the imposition of something more than
a token Income tax on the middle and upper income groups. For 1962 an increase
in tax revenues through a reise in income tax rates, or through a raise in
property taxes, should increase revenues by a total of some Bs250-300 million.
These are self-help measures, well within the politically tolerable.

Finally, there is the question of mobilizing the nation's savings, so
Z;;-E;-E;;;-EQ;-;iim;;;;;;; profits after taxes were about $440 million. Wages

were about Bsl billion, or $33O million at the Bs3.09 rate. A change in the
rate to Bsk.50 per $1.00 would bring the wage bill down to about $222 million.

The same would be true of the oll companies' purchases of local supplies and
services. Thus their profits would rise by over $100 million, or by some

20-25%.

(xx) Carl S. Shoup and others, "Fiscal System of Venezuela", Johos Hopkins Press,
1959.
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that they can be tapped to contribute more effectively to the country's
development needs. We have discussed previously the need for making bank
and insurance company assets avallable for purchases of Govermment's
securities (see Section 1 sbove). This need exists no less for purposes of
financing long-term development requirements than it does for financing the
medium-term budgetary needs of the Government.

Commercial banks may not invest in mortgages with & maturity in excess
of 36 morths. Secondly, by law, commeccial banks are permitted to pay no
more than 3% per year on savings accounts, even though maximum loen charging
rates, excluding commissions and other charges, are 12%. (Dividends paid on
the capital stock of banks are quite high.) One result of this situation is
thet some U. S. savings and loan institutions which pay 5-6% interest have
permanent offices in Venezuela to tap Venezuelan savings. There are only
two mortgage banks and only one of these has sizable assets. Both have
operated entirely on their owWwn subscribed caplital, and heve made no attempt
to attract savings deposits. Clearly, the banking laws should be changed to
rermit higher interest rates to be pald to savers, and legislation prohibiting
mortgage loans by commercial banks should be substantially modified, at least
to the extent of, or in relation to their savings deposits.

The need for more effectively mobilizing the nation's savings is being
partly met by developing a savings and loan association program in connection
with the Banco Obrero - DLF project.

The development of a secondary mortgage market and & mortgage insurance

program would also be & step 1n the right direction.

What is required here, in ef®--*+ - *>- --*-%lighment of an institutional
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framework that has never existed in Venezuela. The Government is interested
in this possibility. The Central Bank has made a thorough study of the
requirements for such a program in Venezuela. No decision, however, has
been taken to move ahead. The United States should be prepared to provide
technical assis“ance in developing & program in this area when the Goveriment
feels ready to move ahead.

5. PROGRAM BOTTLENECKS

a) ADMINISTRATIVE AND ORGANIZATIONAL DEFICIENCIES

A number of administrative and organizational deficiencies threaten
to become bottlenecks, or worse, in carrying out the Government's development
Program. Such deficiencies may delay the initiation and execution of programs.
(A) In particular there is an over-centralization of decision-making in the

cepital in the execution of national programs, and an inadequate delega-
tion of decision=meking responsibility to subordinate officers within
ministries, agencies and autonomous institutions.

(B) There is a lack of coordination in the field between interested agencies,
both in developing and in executing programs.

(C) There is a failure adeyuately to consult the local organizetions and staffs
in drawing up programs. Thus, whiie over-all programs may generally
correspond to national priorities, they will not necessarily reflect
local priorities. The need for developing programs at the local level,
or at least at the level of the Municipio, is especially great in
connection with the complicated task of developing new communities or

settlements under the agrarian reform program. The failure to do so
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risks making many programs in this area useless, and may involve the
diversion of scarce resources to low-priority projects. Centralized
programming in Caracas results in the assignment of relatively huge
resources to projecis, such as irrigation works and dccks, vhose
economic benefits are long delayed and of relatively low impact on

the average man. A slowdown in *these programs would Termit the
transfer of budget resources to support expsnded programs of Community
Development, supervised credit, self-help housing, water supply, etc.,
planned at the local le"elol/

There is also an apparent partial paralysis of the abllity to convert
plans into action. Planning for sateliite cities, for instance, has been
underway for two years or more. Plans for four such cities are talked of
frequently, articles about them appear in the Press, but nothing gets underway.
Various plans to cure the traffic congestion of Caracas are under study. In
the meantime, nothing gets done. Examples could be endlessly multiplied. A
point always is reached where the decision to take one ccurse - even if it
were not the best one - would be better than inaction. Of course, in the
face of a difficult problem, requiring the coordination or cooperation of a
number of govermmental agencies, such delays are not surprising. But they
should not be allowed to continue where priority programs are concerned.

l/ An importent element of Cordiplan's proposed new municipal planning office
will be the community development section. Small community organizations
and self-help projects are underway. These include self-help housing, water
supply, paving and community center construction, as well as village and barrio
construction. Rather than having a separate community development field organi-
zation which might engender jealousies among ministries, Cordiplan's policy is
to train each agency's field workers in community development techniques.
The Program Development Team supports this approach to cermunity organization
and self help.



The fact that they are allowed to persist suggests that there is no adequate
procedure within the Government to assign priorities to programs and to insure
that designated priority programs receive and continue to receive priority
attention.

This is another way of saying that everyone is *rying to do everything
at once and cannot find the time to stick to any one problem long enough to
solve it whenever it raises very sticky issues.

b) ADMINISTRATIVE REFORMS UNDERWAY

Many of the above-mentioned organizational or administrative defi-
ciencies are well appreciated and corrections are underway. The reorganiza-
tion of Ministries which is being carried out gradually by the Comisidn de
Administracidn Pd%lica (Commission for Public Administration) should do much
to reduce the load at the top and should lead to some delegation of authority
down the line.

But such changes take time and one cannot realistically expect appreciable
results for a couple of years, particularly since administrative persornel
must be trained in addition to effecting the desired organizational changes.

PROGRAM PRIORITIES AND TROUBLE SHOOTERS

Until these reforms take effect and relieve the top echelon sufficiently
to permit them, as a matter of course, to devote their attention to priority
matters, it appears essential that some system of program priority be developed.
Three or four programs should be given top priority to get them underway, if
they are stuck, or to get them running smoothly if they are in trouble.

These priorities should be assigned at the cabinet level, and should be

binding on all Ministries. A high ranking expediter or trouble-shooter
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(working out of the President's cffice) should be assigned to follow up
all priority programs. The Director of the Office of Coordination and
Planning is currently supposed to act as trouble shooter for the President,
But his hands are, in practice, too tull with planning and coordination
questions for him to find the time to do any effective trouble-shooting.
Unless the coordinator can shed some of his responsibilities, and so tree
himself to actually do some trouble-shooting, it would seem desirable for
the President to appoint another person to act as full-time trouble-shooter.
He should be given adequate rank and full Presidential support.

This 1s not an i1deal solution, but it appears practical and one that

can be put into effect immediately.
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6. BAIANCE OF PAYMENTS AND THE RESQURCES GAP

a) Balance of Payments

The following table indicates the current balance of payments

position of Venezuels.

TABLE II

Balance of Payments¥*
(Ps Millions)

1958 2959 1960

Exports (FOB) + 7,834.1 + T,455.9 + 7,448.8
Imports (FOB) - 5,055.9 - 5,083.3 - 3,84h.7
Services {net) - 3,368.9 - 2,860.5 - 2,513.3
Net Current Acct. bal: -  590.7 - 487.9 + 1,090.8
Net Capital inflow (+)

or outflow (-) +  oh.h - 432.8 - 1,0k46.0
Net errors and omiesions (-  708.0) (- 216.8) (- 666.4)
Reduction in reserves 1.204.3 1.137.5 621.6

The above data indicates a generally satisfactory balance of payments
position at present provided, of course, the recent trend towards heavy
capital outflows can be stemmed. We have recammended elsewhere the imposition
of effective =xchange controls on capital exports. If this recamendation
is accepted then the Government should encounter no serious balance of
payments difficulties.

However, the net favorable balance on current account shown for 1960
(end, Dprobably, for 1961 wnen the results are in) can be expected to turn
once more into a negative balance as merchandisge imports rise together with

the resumption of a higher level of business activity. Imports have showm

*Source: Memoria 1960 - Banco Central de Venezuelan. Figures are rounded.
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a marked contraction since 195T:

Imports (Bs in Millions) FOB

1957 5.826
1958 5.055
1959 5.083
1960 3.84%
1961 3.500 (est.)

The rise in imports can be expected to be substantial’ during:the next
few years. They should increase to a level between Bs 5.5 and 6.0 billion
as the econamy is reflated and gross investment picks up.

The net unfavorable balance on services account should also increase
slightly. Exports, dominated by exports of petroleum, will increase but
probably at a rate of no more than 33% to 4% a year. We anticipate therefore
net current account deficits in the years 1962-6L. Present investment plans
for 1962 suggest a current account deficit of perhaps Bs 500 - 600 million
in that year and & gradual decline thereafter. However these deficits
ought to be more than offset by net foreign investments into Venezuela
provided capital exports can be effectively controlled. Iurthermore, if
necessary, imports of so-called luxury goods can be held back.

A balance of payments projection is shown in TABLE III overleaf.

For 1962, and 1963 current account deficits in the order of magnitude
of Bs 500 million appear to be just about offset by Governmental capital
imports (external loans already negotiated or in sight). Such external
loan commitments amount to approximately Bs 750 million for 1962 and Bs LOO

million for 1963. If one adds probable annual net private foreign investments



1960

(actual)
Exports (FOB) + T,4h9
Imports (FOB) - 3,847
Services (net) - 2,5133

Net Current Account +1,098.8

(+ = surplus;
- = deficits

TABLE III*
Projected Balance of Payments 1960 - 64

(in millions of Bolivares at 1960 prices)

1961 1062 1963

(partially estimated)

+ 7,700 ¥ 8,000 &/ 8,300 &/
- 3;500 - 5:600 3/ "5:700
- 2,500 &/ - 2,950 -3,100
+1,700 - 550 - 500

1/ Exports are estimated to grow at the rate of 3% p. a. on the average.

1964

8,600 x/
- 5,800

- 3,200

gj Net Services: assumes transportation and insurance at 13% of imports; net investment income at Bs 1.5

billion in 1961, rising to Bs 1.9 billion in 196kL.

services (net) are assumed to rise in proportion to volume of trade.

Remittances assumed at Bs 100 million a year. Other

3/ Imports in 1962 are a function of proposed investment program (global) and GDP targets for that year.
In subsequent years they are assuméd to rise at a rate equal to about one-half of the planned annual rate
of increase of about 5 - 6% in GDP for 1963 and k.

*Source:

For 1960: Memoria, Banco Central de Venezuels.
For 1961 and later: Cordiplan estimates adjusted by Program Development Team.
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in the amount of perhaps Bs 300 million, Venezuela should actually be able

to accunulate reserves over the next few years, assuming again, that capital
exports are held within bounds.*

b) Venezuela's Ability to Repay

In view of the sbove analysis we recammend that as a general principle,
such project and budgetary assistance as mé.y be provided to Venezuela be
in the form of long term loans. It is suggested that such loans provide for
a moratorium with respect to amortizations until 1968. The schedule of
repayments (amortization and interest) on the outstanding extermal public
debt($321 million as of June 30, 1961) is as follows:
TABLE III (a)

Scheduled Payments on Public Debt*¥*
(In 1000 U. S. Dollar equivelent)

1961 83.291 1966 12.508
1962 109.066 1967 11.871
1963 94.001 1968 1.076
1964 4o k75 1969 1.031
1965 13.145 ' 1970 986

¥ This assumption of amount foreign investment of at least Bs 300 million seems
reesonably well supported by the following figures showing annua. volume of
gross foreign direct and portfolio investments (in million of Bs):

Gross Foreign Investments (in Bs millions)

Direct Portfolio Total
1954 1.205 2 1.207
1955 787 103 890
1956 2.317 107 2. 42l
1957 2.883 285 3.168
1958 1.505 - 180 1.324
1959 350 23 37k

Source: Memoria 1960 - BCV
** Source: IBRD Statistics Division fram July report.
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The above schedule does not include external loans authorized or
about to be authorized, and which are now under negotiation - they
amount to about Bs 120 million (about $35 million). Terms cannot be
accurately forecast, but we can reasonably assume they need not add more
than about $4-5 million per annum on a descending scale (starting in 196k
or 1965) to the present repayment schedule. The Government intends to
renegotiate the heavy payments due in 1962 and 1963 with a view to
strengthening them out over a longer period. It is confident of being
able to do so.

It seems clear from the above that Venezuela can service additional
loans (if repayments are not too heavily concentrated in the next 5-6 years)
without serious strain. The strain, if any, will be of a budgetary nature
rather than on balance of payments account. But here too, if heavy repay-
ments are not scheduled in the early years, there should be no serious
problem.

Exception for Technical Assistance

The above reccmmendation for loans does not apply to most of the
technical assistance proposals submitted herewlth or to the proposal for
initiating a program for a new and broader type of agricultural credit by
making e modest grant, if that is deemed necessary, to get it underway, on

the basis recommended in the section on agriculture.



(¢) The Resources Gap

As indicated earlier, the government appears convinced that a major effort
to revive the economy and to raise the rate of growth to substantial levels
will be necessary in 1962.

The latest estimates place the rate of unemployment at 10.5% of the active
(employable) population in 1960 and at about 11.5 - 12% currently.

"Cordiplanners" have estimated that in 1960-62, national production would
have had to average a compound rate of increase of 7% p.a. in order to prevent
any rise in the rate of unemployment. Actually, GDP rose in 1960 by only 1.hk%
and will probably rise in 1961 by no more than 3.5 - h%. This shortfall is a
measure of the requirements for 1962.

"cordiplanners" have formulated two "objectives" or "targets", ("A" and
"B") for investment and production levels in 1962, which are calculated to
maintain unemployment at tolerable levels. Objective "A" assumes that a given
increase in demand (consumption and investment) on the part of the public sector
will induce an increase in pri@ate consumption and investment which will restore
the rate of unemployment to just below 1960 levels (as per cent of labor supply)

Objective "B" assumes a higher level of productlion - a level required to
maximize employment opportunities and a volume of investment needed to permit
the attainment of that rate of output. Objective "B" assumes a more enthusias-
tic reaction on the part of the private sector to the government's proposed
efforts.

The level of production by sector relative to 1960 is shown in the

following Table IV for Objectives "A" and "B".
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TABIE IV
INDICES OF GROSS DOMESTIC PRODUCTION BY SECTOR
(1960 - 100)

Sectors 1001 Objective ”A%%gObjective "g"
Agriculture and Cattle 105 114 121
Petroleum 103 107 108
Mining 90 103 nr
Manufacturing 107 124 13L
Electricity 114 129 129
Construction 106 122 128
Services (incl. transport

and canmnication) 104 111 113
Total Production 103.9 112.2 115.4
Population 103.3 106.8 106.8
Production Per Capita 100.5 105.0 108.0

A program developed on the basis shown in Table IV would lead to rates
of domestic production 12% and 15% above 1960 for Objective "A" and "B"
respectively. Per capita production (which fell in 1960 for the first time
in a decade and which hardly moved in 1961) would rise 5% and 8% (for "A"

and "B" respectively) above 1960 levels.



Table V below shows a projection of the over-all relationships
(productica - investment - consumption and the net foreign balance) for

the two objectives:

TABLE V

GROSS DOMESTIC PRODUCTION AND NET FOREIGN BATLANCE
(in millions of Bs)

YEAR OVER-ALL SUPPLY TOTAL OVER-ALL DEMAND
GDP Imports of SUPPLY = DEMAND Donmestic Export of
goods and Investment Consumption Goods
services (net) 1/
1960 26,433 5,453 31,886 5,856 18,581 7,449
1961 27, 480 4,670 32,150 1,834 19,646 | 7,670
1962
Obj. "A" 29,670 6,830 36,500 7,200 21,320 7,980
ObJ. "B" 30,510 7,260 37, TT6 7,600 22,190 7,980

;/ Figures for nét imports of goods and services do not correspond with those
shown in Table III. In Table III net investment income is included. It is
omitted in this and following tables.

For objective "A", gross investment would rise some 50% above amticipated

1561 levels amd about 25% above 1960 levels. Total consumptiom would rise some
9% sbove 1961 which is equivalent to a rise of just umder €% in per cepita
consumption.

With Objective "B" imvestment would rise mearly €0% sbove 1961 amd sbout 30%

above 1960.
In both cases the rate of unemploymert would be cut back. Table VI shows a

number of iwteresting relatiomships im this commection.
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TABLE VI

FROPOSED LIVELS OF GDP AND EMPLOYMENT

TEAR GDP Per Capita EMPLOYMENT RATE OF

(in Bs) Annual UNEMPLOYMENT
Level Increment
(in 1,C00 persons) in %
1960 3,50k 2,221 - 10.6%
1961 3,52k 2,273 52 11.7%
1962
Objective "A" 3,681 2,388 115 10.2%

Objective "B" 3,785 2,437 164 8.4%



It appears that with objective "A", 115,000 more persons, and under
Objective "B" 164,000 more persons, would find employment in 1962 than in
1960. The rate of unemployment would be restored with Objective "A" to
gbout the 1960 level, but with Objective "B" it would be cut back same 20%
below the 1960 rate.

Furthermore, it is emphasized by the plamners that although it will
take scame time before the proposed high level of investment in the agricul-
tural sector is reflected in rising production and incomes, this level of
investment will, nevertneless, have the effect of retaining larger numbers
of workers on the land at a time when reviving employment opportunities in

industry might otherwise induce a rise in the rate of movement from rural to

urban and suburban arecas.

IMPLICATIONS FOR GOVERWMENT EXPENDITURES

If the two Objectives "A" and "B" are accepted as targets for 1962, the
implications for the govermment are clear. In general terms, it means that
government investment in 1962 will have to rise substantially relative to
1960 and 1961 levels. Targets "A" and "B" assume an increase in total
investment of some Bs 2.4 and Bs 2.8 billion, respectively, compared with
1961. (see Table V) This is an increase of some 50 - 60%. Private investment
cannot be expected to generate of 1tself a new mamentum (given present depressed
conditions) to the point where the total investment rate would rise next year
by the projected 50-60% gain. Failure of the government to step vigorously
into the breach would mean, therefore, accepting a further rise in the level

of unemployment in 1962. This seems out of the question.
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The problem, of course, is what is involved by way of additional
goverument expenditures in an effort to reach the "A" and "B" targets.

One can assume some compression of current government expenditures
compared with 1961, but this is necessarily limited and under any
reasonable assumption such economies would be more than offset by
increases on capital account needed to finance projected gnvernment
investments.

Table VII shows the respective division between the public and
private sectors of consumption and investment assumed necessary to

achieve "A" and "B" targets for GDP and for over-all investment.
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TABLE VII

Project®oft "bf Grid i onal Product

(in millions of Bolivares)

ITEM 1960 1961 1962

TARGET "A"  TARGET "B"

I. SUPPLY 31,886 32,150 36,500 37,770

From Domestic Products 26,433 27, 480 29,670 30,510

Imports of Goods & Se{vicc)as 5,453 4,670 6,830 7,260

net

II. DEMAND 31,886 32,150 36,500 37,770

1. Damestic 2k, 437 2k, 480 28,520 29,790

Gov't. Sector 7,303 6,587 7,520 - T,520
iConsump‘bion) éh,813) &h,592) f},558) .§.h,558)

Direct Investment) L/ 2,490) 1,995) (2,962) (2,962)

Private Sector 17,134 17,893 21,000 22,270
(Consmnption)y (13,768) (15,054)  (16,762) (17,632)
(Investment) (3,366)  (2,83%) ( 4238) ( 4,638)

2. Export of Goods 7, 4hg 7,670 7,980 7,980

Total Investment 1/ 5,856 L4, 834 7,200 7,600

Total Consumption 18,581 19,646 21,320 22,190

Includes variations in inventory.
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It will be noted that, under both "A" and "B" targets, public direct

investment and consumption remain the same. The difference between "A"
and "B" lies in a larger volume of private investment for target "B". But
this in turn, it is assumed, will require a slightly higher level of public
loans to industry, resulting in a correspondingly higher expenditure. This
is the only difference between targets "A" and "B" so far as concerns government
expenditures.
The percentage of direct govermment investment to total investment
in 1962 would actlually decline compared with 1960 apd 1961. It amounted to
41.8% and 141.5% of total investment for 1960 and 1961 respectively and
would slip to 41.2% and 39.0% in 1962 for targets "A" and "B" respectively. Y
Public loans to private industry would emount to Bs 671 million and
Bs T45 million for targets "A" and "B, respectively in 1962. This represents
an increase of a&bout Bs 410 and Bs 490 millionm, respectively, over the level
of public loans to industry in 1961.
Tables VIII, XIX, and X show the relative importance of direct public
and private investments by sectors, the distribution of proposed public
investment by sectors and agency, and proposed public loans to the private

sector in 1962.

1/ These rercentages are based on gross investment and include variations in
inventories. A camparison of public and private investment as shown in
Table VII would yield slightly different percentages.



Value of Public and Private Gross Investment in Fixed Capital by Sectors

TABLE VITI

(in millions of Bolivares)

1960 1061 1962
Total Public Private Total Public Private Total  Public  Private Total Public Private
Value % Value % Target Value % Target Value %
llAll "B"
Agriculture 580 175 30.2 405 580 173 29.8 107 1,010 lio k0.6 60Cc 1,110 ho 36.9 T00
Petroleum 1,170 - - 1,170 88 10 1.1 870 920 25 2.7 6895 920 25 2.7 895
Mining 290 11 3.8 279 60 13 21.7 b7 30 10 33.3 20 30 10 33.3 20
Manufact-
uring 960 483 50.3 47T 730 285 39.0 4k5 1,000 350 35.0 650 1,100 350 31.5 750
Electrict 80 80 100.0 - 130 105 80.8 25 200 185 92.5 15 200 185 92.5 15
Transport:
tion -
Camrrunice
tion 705 603 85.5 102 670 570 85.1 100 960 863 89.9 97 960 863 89.9 97
€anstruction 20 14 T70.0 6 20 10 50.0 10 10 10 9.1 100 110 10 9.1 100
Cammerce 210 - - 210 180 - - 180 330 - - 330 380 - - 380
Services 290 1 4.8 276 250 2 0.8 248 430 - - 430 480 - - 480
Governm=nt 677 677 100.0 - 554 554 100.0 - 550 550 100.0 - 550 550 100.0 -
Housing 800 359 Lh.9 41 800 293 36.6 507 1,660 560 33.7 1,100 1,760 560  31.8 1,200
Total: 5,782 {2,416 | 41.813,3661%,854]2,015{ L5 {2,839]7,2001 2,963] Li.2}k,2371 7,600| 2,963 | 39.0 | 4,637
Includes water supply, sewage and development.



Direct Public Investment by Sectors and by Agencies

TABLE IX

(in millions of Bolivares)

1960 1961 1962 (TARGET "A" = TARGET "B")
Central Autonomous States TOTAL Cent. Auton. States TOTAL Cent. Auton. States TOTAL
Gov't. Imstitutes and Govt. Inst. and Govt. Imst. and
Munieip. Municdip. Municipalities

Agriculture 67 108 - 175 92 81 - 173 190 220 - 410
Petroleum - - - - - 10 - 10 - 25 - 25
Mining 11 - - 11 13 - - 13 10 - - 10
Manufacturing - 183 - 483 - 285 - 285 - 350 - 350
Electricity - T0 10 80 - 95 10 105 - 180 5 185
Transportation &

Cammunication Lol 102 10 603 486 Th 10 570 T00 145 18 863
Construction 1L - - 1L 10 - - 10 10 - - 10
Camerce - - - - - - - - - - - -
Services - 1L - 1 - 2 - 2 - - - -
Government 509 21 1h7 67T 394 28 132 554 324 4o 185 549
Housing 6 298 55 359 78 165 50 293 132 371 57 560
TOTAL 1.093 1,096 222 2,16 1,073 Tk 202 2,015 1,366 1,331 265 2,962
Changes in

Inventory +Th -20

2,490 1,995 3



TABLE X

Public Loans to Private Sectors

(in millions of Bolivares)

1960 1961 1962
TARGET "A" TARGET "B"="A" + Bs Th mi
Public % of Public % of Public % of Public % of
Pvt. Loans to Private Pvt. Loans to Private |Pvt. Loans to Private|Pvt. Loans to Private

Invest- Private Invest- Invest- Private Invest- |[Invest- Private Invest-{Invest- Private Invest-

ment Sectors ment ment Sectors ment ment Sectors ment ment Sectors ment
Agriculture 405 161 39.7% LoT 121 29.7% 600 2Lo Lo% 700 280 hot%
Manufacturing U477 83 17.4% Lks 95 21.3% 650 201 30.9% 50 225 30%
Housing Lk 8L L. .49 507 L2 8.2% 1,100 230 20.9% 1,200 2ko 20%
TOTAL OF
above 3 ’ o . ‘ ,
Sectors 1,323 328 24.8% 1,359 258 19.0% 2,350 671 28.6% 2,650 Th45 28.1%
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The budgetary implications of the proposed 1962 program are shown in

tables XI, XII and XIII for the public sector as a whole and for the central
government. Tables XI and XII (consolidated Public Sector) include, in
addition to the accounts of the central goverrment, the expenditures and
receipts of autonomous public institutes and of the states and municipalities.

There will be & net residual deficit on account of the operations of the
public sector of Bs 1,257 million (or Bs 1,331 million) if target "A" (or "B")
is to be met. The deficits are after allowing for the use of existing
external loans (and those currently under negotiation) in the amount of Bs
760 million in 1962. See Table XIV.

Ment govermment expenditures are to be slightly reduced. Bs 1,05k
millicn will be needed to amortize the public debt. This is same Bs T10
million higher than in 1960 but only Bs 77 million higher than in 1961. The
nma jor oﬁher change on the expenditure side campared with 1960 (for the
central govermnment) is an increase of Bs 1,000 million for investment (loans).
Gross fixed investment, however, (of Table IX) by the public sector will be
only scme Bs.h'{O million higher than in 1960 although néa.rly Bs 1,000 million
higher than in 1961.

Assessment

The overall obJjectives of the govermment program appear reasonsble and
relatively modest given the problems the country faces! A high rate of
unemployment, a low level of econamic activity, and a low m‘be of private
investment.

Is the program attainable, assuming it can be financed? It probably is
if the private sector will react favorably to govermment efforts. So far as the
public investment program is concermed it does not set impossibly high targets,

at least, in over-all terms.



TABLE XI

Budgetary Resources and Expenditures of the Public Sector

(in millions of Bolivares)

1960 1961 TARGET "362 TARGET "B"
Total Expenditures 8,572 8,470 9,959 10,033
a) Current Expenditures (5,099) (4,922) (4,851) ( 4,851)
b) Capital Expenditures (3,473) (3,548) (5,108) ( 5,182)
Current Receipts 6,467 1,109 1,092 7,092
Budgetary Deficit 2,105 1,361 2,867 2,941
Special Resources:
Damestic Credits & 1,120 ¥/ 790 ¥/ 825 825
Foreign Credits 667 531 785 2/ 785 2/
Reduction of Bank Balances 318 Lo - -
TOTAL Expenditures 2,105 1,361 1,610 1,610
Residual TCeficit to be Financed - - 1,257 1,331

1/ Includes other resrouces (See Table XII).

2/ Available or under negotiation as of September 1, 1961.



TABLE XII

Resources and Expenditures on Capital Account
(Consolidated Public Sector)
(in millions of bolivares)

Lxpenditures Resources
Excess of Current
Direct Amortization Receipts Over Other 2/
Year Investments Net Loans l/ of Debt Other Total Current Expenditures Domestic Foreign Resources Total
960 2,490 705 34k - 384 3/ 3,155 1,368 1,062 667 58 3,155
961 1,995 388 97T 1g 3/ 3,508 2,187 739 531 51 )8
962
Target "A" 2,962 801 1,054 291 5,108 2,241 825 Y/ 785 - 51
Target "B" 2,962 875 1,054 291 5,182 2,241 825 ¥/ 785 . 51
1/ Includes accounts receivable of govermment agencies Target "A" (available resources: 3,851
and enterprises. (balance to be financed: 1,257
2/ Includes depreciation.
3/ Less cash on hand and in banks - in amount of Bs 318 million Total 5,108
in 1960 and Bs 40 million in 1961 (Table XI) Target "B" (available resources: 3,851
4/ Includes other capital resources. (balance to be financed: 1,331

Total 5,182
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We have previously noted that gross public investment in 1962 would te only
gbout Bs U470 million higher than in 19€0. Therefore, while one may have
reservations as to whether private investment will respond as favorably as
hoped for to the govermment's program, one cannot guestion seriously the
feasibility of the proposed targets for public investment. An increase of
about 25% in public investment campared with 1960 should be feasible. Especially
80, since we understand that concrete plans and projects are already available and
that a higher level of public investment in 1961 was not achieved only because of
budgetary considerations. This assessment should be tempered, however, by
recalling that the Emergency Recovery Program for which Bs 500 million were
appropriated in February 1961 had not yet got underway by mid-August. It is
possible, therefore, to suspect (by analogy at any rate) that slippege may
hecur in activating an enlarged public investment program in 1962. To the
sxtent such slippage océurs, it may well argue for a larger program rather than
1 smaller one in order to achieve a given level of employment.

The government has so far given no hint as to how the program is to be

financed. In the first place the program is still tentative. It has not yet
been approved by the cabinet and will probably not cbtain approval until there
is a clearer picture as to financing possibilities.
We recommend three measures which would provide the necessary finances:
1. A devaluation of the Bolivar to a rate of Bs 4.25 to Bs 4.50 tc the $1.
This would yield same Bs 500 in net additional revenues.
2. (a) Application §f the presently authorized 5% dividend tax and;
(v) ag increase in prcperty and personal income taxes. These two
measures together should yield some Bs 250-300 million in added revenues
3. External loan assistance equivalent to about Bs 550 million ($125 miliion).

This would amount to a net increase in revenue of Bs 1300-1350 million.
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TABLE XIV

External Loans Currently Available For Use In 1962 And 1963
(in millions of Bolivares)

Amount Borrowing Unit
To be used Autonomous

Lending Entity Total in 1962 Central Gov't Institutes
World Bank 150 48 48
World Bank ol L7 47 (CADAFE)
Export-Import Bank 333 167 167 (of which 149 to be

transferred to A. I. )
German Bank 80 80 80
Bank of laris and Pays Bas 66 66 66 (C.V.F.)
Inter-American Dev. Bank 40 20 20 (Banco Obrero)
Inter-American Dev. Bank 54 27 27 (Banco Obrero)
Dev. Loan Fund 33 33 33 (Banco Obrero)
Inter-American Dev. Bank 19 19 19 (I.§.0.5.)
Inter-American Dev. Bank 66 22 22 (I.A.N.)
Inter-American Dev. Bank 33 33 33 (C.V.F.)
Italian Banks 168 1.8 168 (Corp. de 1la

Guayana for
refinancing)
Yther 60 30 30 (State B.R.Inst.
Total 1,196 760 295 465

436 = Balance available for use in 1963.

1,196 Tor use in 1963
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THY PROBLEM OF INADEQUATE FUNDS

There is always the possibility that for one reason or another i
domestic funds proposed above for financing the apparent deficit will no
be forthcoming. The Venezuelan Congress may balk at the prospect oi’ new ta:es
or the government may feel that the proposals for devaluation are for the
present inacceptable. Under the circumstances what should be the U. 5. position?

We recommend that we adhere to the general principle that any assistance
we provide should be matched, although not necessarily equally matched, by
additional Venezuelan resources. This should allow sufficient negotiating
flexibility to work out a reasonably satisfactory program for bridging the
resources gap. It ceems difficult to believe that the govermment, by a
cambination of measures (including perhaps additional local credits), could not
in 1962 obtain from damestic resources additional revenues in the amount of
at least Bs 500 million beyond those presently in sight.

This would leave a residual deficit of Bs 750-800 million (i.e. $165-
$180 million at Bs 4.5 to $l1).

Jome slight reduction in planned capital expenditures in the amount of
perhaps Bs 100 million might also be peasible. For instance, programmed
irrigation projects in the amount of Bs 150 could probably be cut back by
Bs 75 million in the coming year without serious effects although we have too
little information regarding the exact allocation of the Bs 150 million
irrigation program to individual projects to make a definite recammendation
on this score. If Bs 100 could be so saved the residual deficit would then
fall to Bs 650 - 700 million (i. e. 145 - $155 million) which presumably would
have to be financed fram external credits. For we do not believe that we can

reasonably look to economies in general as a solution of the problem. We



TABLE XIIT

Centrsl Government Accounts
(m? lions of Bolivares)

Expenditures Receipts
1962
Items 1960 1961 Target "A" larget "B" TItems 1960 1961 1962
Current Exp. 3625 3kis 3430 3430 Current Receipts 4961 5603 5500 i/
e — —p—— —_— I ] ] ==
Wages & Salaries (1845) (1712} - (1594) Royalties & Petr.tax 1632 1547 1606
Other goods & .
services ( 660) ( 600) - ( T00) Income tax on Petr.
Cos. 1260 1483 1255
rrent transfers
to other organ.(1120) (1233) - (1136) Other income tax 558 780 750
2ital Expend. 2722 §L06 h221 4601 Indirect tax 381 4 500
c.Real Invest. (1098) 1073 - 1366 Customs Excise taxes 51k 6 520
Exchange profits 356 652 640
wmsfers to other Other Taxes 11 10 1
Agencies 1157 1527 (1831) 1905 Other receipts 101 143 60
Income on operations 148 131 158
Fin.Investment 1L 36 - 91
Capital Receipts 1390 1548 1200 &/
Amortization of Internal Credit 523 Tik2 650
Domestic Debt 323 857 - 652 Crodit from
) . Suppliers 200 - 125 200
Amortization of Poreign Credits 567 531 320
Externzal Debt 18 120 - ho2 —_—
. Total 6351 7151 6700
Govt. Credit and T&I‘{J;C‘t na T‘&l’{:et np"
other capital Total Expenditures 6351 151 7957 8031
expenditures 112 93 - 185 = Z:?: —
Total Expenditure 6347 7151 1957 8031  Deficit - - Ds 1257 Bs 1331
;/Of total estimated current receipts Bs 5,500 million,BslS
Net change in cash + L - - - million have not been allocated in the tentative government
351 Eroposals. They have been alloczted by us as follows:
5 150 million to customs,Bs 27 million to direcet taxes,

B9~20.pillion _to_indireei _iaxes.
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believe it would be a serious mistake to follow a policy that might
seriously Jeopardize achieving, in their general orders of magniture, the
objectives of the "Cordi" program for 1962 currently under consideration.
These objectives include cutting back the rate of unemployment, raising
investment levels substantially and achieving an increase in national
production (GDP) of some 2% in 1962. We, therefore, recamend resisting
the tempting course of pruning back the program rather than facing the
always difficult problem of uncovering additional sources of funds. If the
U. S. is directly or indirectly to supply a substantial portion of the
funds needed to bridge the Venezuelan resource gap in 1962 it should insist that
the program it is thereby supporting be generally adequate to cover the needs.
This, in fact, means that the U. 5. should insist on a sizeable financial
contribution by Venezuelan to the 1962 development program and not settle
for any sizeable program cut.
Post - 1962

Budgstary problems, if any, in 1963 and 1964 should be very manageable.
We can reasonably assume that the level of public investment (and public loans)
can be allowed to fall by some Bs 500 million as the economy recovers and private
investment takes over a larger portion of the investment responsibility. Amorti-
zation of the public debt is expected to fall by Bs 500 million and revenues should
increase in 1963 by some Bs 250 - 300 million reflecting the higher level of
earnings which we hope will be achieved in 1962. 1/ Some Bs 200 million in
additional revenues could also be earned by new legislation raising taxes

(Property taxes) in 1963. Offsetting these savings in part will be the fact

1/ Assumirg government incomes (other than from the petroleum sector) reise some
10% in 1963 (and increase of about Bs 175 million) and that receipts from the
external sector rise by some 3% or by about Bs 80-90 million). Custams receivts
should also rise. These are net increases over andebove any increases in tax
regeyues that may obtain in 1962 as a result of tax measures we have proposed for
1961/2.
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that available external loans will be about Bs 325 million less than in 1962
(see table XIV) and Emergency Recovery Program funds will be Bs 100 million

less. The situation can be summarized as follows:

Unfinanced deficit in 1962 Bs 1260 million
Increase tax income in 1963 - 300
Increase in income from new taxes in 1963 - 200
Decrease in amortization payments in 1963 - 500
Decrease in investment - 500
Decrease in available external credits + 325
Decrease in ERP funds + 100

Unfinanced deficit in 1963 185 million

A deficit in this magnitude (about $40 million) will, no doubt, be
handled easily by domestic bank credits and/or additional external credits.
In 196k there may again be a slight deficit depending on the level at which
it is felt public investment should be held. But it ought not to exceed
Bs 200 - 250 million and should, therefore, be financed without difficulty.
Since, however, 1964 will be an election year we do not wish to be held

accountable for the accuracy of this particular forecast.



IV, TPRIORITY AREAS

1. INDUSTRIAL DEVELOIMENY

a) The Govermment's Proszrem

The Covernment's develoment program assumes - indeed it requires -
a hish level of private investment. Most offiecinls appear to appreciate the
fact that failure to induce a steady and high rate of private investment will
make it difficult for the nation to achieve its overall development goals.
The relative importance accorded to the private sector of industry
in the governnent's plans is suggested by a comparison of "planned" invest-
ments in the orivate sector (manufactures) with investments in the public
industrial cecector:

Jet Investments, 1960 - 64 (x)
(in 1959 prices)

Private Scetor (Manufacturing) - Bs 2,395 million

Public Sector (Manufacturing) - Bs 656 million
(x) Original CORDIPLAN

By 196k it is cstimated that the wmanufacturing industry (private
sector) will cmnloy 361,000 persons (campared with 273,000 in 1960) and
that the public sector will employ 12,000 (compared with 2,000 in 1960).

Thesce figures in themselves are probably subject to a considerable
rargin of crror. The important point is that they reveal the preponderant
nosition reserved for private industry in the manufacturing sector.

Tac nced for cmphasizing support of an accelerated rate of investment

in the privete sector is brought out by an analysis of the decline in

investnent in 1960 compared with earlier years.
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Gross Fixed Capital Investment in the manufacturing sector in 1960
amounted to Bs. 591.3 million compared with Bs. 852.5 million in 1959 -

a decline of 31%; this during a part of the first year of the development
program which is intended to boost gross national product in large part
through an increase of investment in productive enterprise.

Gross investment in "construction and improvements" by manufacturing
production (excluding refined petroleum products) fell from Bs. 223 in 1959
to 214 in 1960 (1953 - 100) ("),

Complete data are not available for 1961 but what we do have suggests
that 1961 will not wipe out the ground and the time lost in 1960. At best
if the second half of 1961 shows marked improvement, 1961 should show a
slight gain in investment in the Manufacturing sector compared with 1960.
"Cordiplanners" anticipate no improvement for 1961.

It is easy, in one sense, to exaggerate the importance of the decline
in the prosperity of the manufacturing industries. The very real slump in
the construction industry tends to color everything.

In another sense, however, it cannot be overstressed. For to achieve
the country's vitally important development goals it will not be enough for
the manufacturing industry to mark time or even to expand at a slcw rate,
let alone slow down. It must nove ahead rapidly. Iast year (1960) was a
complete loss in that respect.

The Gross Domestic Product of Venezuela in 1960 advanced only 1.h%
above 1959 and the contribution of the manufacturing sector actually
showed a 3.8% decline. The following table shows the percentage changes

in the rates of increase of the various sectors' shares in the gross

(x) The figures in these paragraphs are all from the "Memoria" 1960, Banco
Central de Venezuela.



damestic product.

Changes in Gross Domestic Product

Average Annual

Rate of Change (% Percent Change

1050 - 1959 1959 - 1960
Agriculture 5.5% 10.0%
Mining 39.9% 11.9%
Petroleun 7.5% 3.1%
Manufacturing 11.3% - 3.8%
Construction 8.44% -15.4%
Electric Power 19.4% 9.2%
Commerce 9.9% - 4.1%
Transport. & Communications 5.1% - b.5%
Rents & Interest 9.6% 7.9%
Services 1k, 1.3%
TOTAL: 8.4% ,1.4%

This decline in the rate of increase in GDP is what must be
reversed. A heavy rate of investment must be encouraged in the private
menufacturing sector.

It had been the Govermment's intention to supply scme Bs 500 million
in the form of loans to private industry over the 4-year pericd 1960-64.
This amount must now be stepped up in view of the current slow down in the
country's rate of growth. Tentative plans call for loans of Bs 200-225 million
to private firms of the manufr.cturing sector in 19624(see Table X, above).

b) General Goals of the Program

The major criteria or objectives observed in selecting industries for
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government assistance within the program for development of the private
industrial sector are:

1) To chamnel investments in so far as possible (and to give

preference) to labor-intensive industries;

2) To maximize import substitution by emphasizing the damestic

production of previously imported end-products.
3) To decentralize industry where possible so as to obtain a
number of production centars away from Caracas.

L) To strengthen small business and(crafts in the smaller towns
of the interior through technical assistance and improvement
loans. The possibility for expansion of these small industries
is considered to be fairly limited.

The Government's program places emphasis on the expansion of growth
industries and the promotion of new industries which meet one or more of
the above criteria. Among the latter (the new industries) are steel
fabrication, processing of non-metallic minerals, refractories, glass, etc.,
which, due to the abundance of local raw material supplies and/or to an
abundant supply of power required for processing operaticns, hold hope of
developing into export industries.

Other new industries which the Government hopes to see take root
include a wide variety of electrical equipment and supplies, water pumps,
radio equipment, paper products, light machinery, etc.

The ability to realize these goals will obviously depend in very large
part on the ability to develop a skilled labor force since many of the proposed

industries demand skilled and even highly skilled lsbor.
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¢) The Free Trade Areca - Ienorcd

No serious attention has yet been give-~ in the Government's projections
and plans to the implications of Venezuela's possible entry into the Iatin
American Free Trade Area. Present plans vhile probably not intended to be
so are essentially autarchic in nature. Inadequate emphasis seems to haove been
placed on turning up export possibilities.

If Venezuela enters the Free Trade Arca much more attention will have
to be given to the promotion of export industries and less to Import-sub-
stitution.

da) Promoting Private Investment

In order to achieve the targets set for the privaete manufacturing
sector, the Government has developed and is expanding a program to encourage
a high rate of private investment and to coax it into desired fields.

The Ministry of Fomento (M.nistry of Development) and a number of its
dependent agencies are charged with carrying out this program.

The program includes:

e.) Long-term credits to industry provided by the Corporacion
Venezolana cde Fomento (CVF). These are available at 6% for
from 5 to 12 years.

b) Short term loans to industry (provided by the Banco Industrial)

c) Technical assistance through the Productivity Institute
(Instituto de Productividad) currently being organized.

d) Technical assistance by CVF to new firms financed under the
Government program.

In addition new industries can be granted tariff protection if needed.

Recently in order to make the Government's program more effective a
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number of new elements have been addcd:

A derertment of promotion within CVF has been sel-up to promote
actively investuent in desired fields. A full time promoter has been retained
Some 27 projects for new firms have been prepared to-date and others are under
way.

An ambitious new approach to accelerating investment in desired areas
is being worked out. CVI" proposes to finance the construction and equipping
of factories which would then be leased to private industry with an option to
buy at the end of a 5 year veriod. Six projects have heen started under this
program.

New legislation is being drafted to require business firms to register
all plans for eixpansion and new investment. Failure to do so would meen
forfeiture of eligibility to receive Government assistance whether in the
form of loans, technical aid, tariff protection or tax concessions. Firms
are currently required to register investment plans with the Ministry but
failure t6 do so carries no penality.

If the proposed legislation is effective, it will provide the Govern-
ment with information on all expansion and new investment projects. This
will be important for determining the size of the Government's investment
progfam in each year. It will also give the Government an opportunity to
look over individual projects and to suggest, perhaps, a change in location
or even a change in the projects themselves in order to make them conf'orm
more nearly to the objectives of the Govermment's overall program.

A real effort is also being made to cut red-tape and to put the
Goverrment loan operations on an efficient basis. A simplified application

form has been developed as an initial screening device. A screening committee
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must act on the initial application within a week. If it is accepted as
eligible for consideration more camplete information is then sought from
the applicant.

CVF LOAN PERFORMANCE

CVF has through July 1, 1961 rade loans or guarantees in the amount of
Bs 529 million to industry. Same are short term loans as indicated in the
following table. DBut short term loans are to be administered henceforth
by the Banco Industrial (also a government agency) while CVF will concentrate

on long term loans.

CVF Loans
Bs
1957 1958 1959 1960
No. Valve No. Value Xo. Value No. Value
Long term 6 1,055,000 T2 51,621,497 115 19,272,063 126 116,317,526
Short term - 7 12,600,020 13 3,407,269 573 72,686,632
Guarantees 1 100,000 2 60,300,000 2 ho,666,000 2 22,509,662
1961 (6 months) Total (1957-1961)
No.. Value No. Value
Long term 39 28,561, 374 358 27T, 467, 461
Short term 3 1,100,000 596 89,793,922
Guarantees 14 38,373,586 32 161,949,249

BS 529,210,632

CVF's CONFLICT OF INTEREST.

CVF as presently organized has a number of functions besides making loans
to industry and promoting industrial development of the private sector. It
controls and administers a nunber of government enterprises such as: CADAFE

(Government Electric Power Supply) and the Azucarerias (Government sugar plants).
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These functions should be spun off. Conflicts of interest can too
ecasily arise in this type of organizational relation. Since the Government
attaches, properly, great importance to the private sector, the agency
charged with its promotion and assistance should not be saddlsd with other
conflicting responsibilities. This point which was discussed with a few
officials aroused no serious objections - but the problems of bringing
about a reorganization along the lines here proposed appear numerous.
Nevertheless, we should bring the matter up for consideration if, as here

preposed, assistance is provided to CVF.

¢) Industrialization et any cost?

There arc indications that Venezuela is pushing its Industrialization
into areas that represent a waste: or, at best, a less than efficient use
of its resources.

For instance, there are at present at least 3 automobile assemvly
plants operating in Venezuela - Ford, Chrysler and G. M. Two more -
Fiat and Roote's are scheduled to go into operation shortly. It seems very
doubtful that such assembly operations can be economically justified. It is
clear that the Venezuelan market for many years will hardly justify a number
of automobile production lines. These assembly plants, therefore, cannot
be viewed as initial steps in that direction but as abortive industrialization
measures which seem likely only to raise costs of transportation in an economy
that depends heavily on automobile and truck transport. Such assembly lines
appear to be very dependent on heavy duty rates and on quantitive restrictions

for their existence.

In a discussion with Government Officials I received the impression that
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this problem was under study and that they were aware of the need for a
careful assessment of investiment projects of this nature. Despite this
impression announcements were made in the past few weeks confirming the
above mentioned FIAT and Roote projects.

CORDIPIAN and the CVF have developed fairly exhaustive analytical tools
to determine whether project proposals are economic and sound in the
national interest. It is far from clear, though, that these are being
regularly applied to concrete proposals or that when the chips are down
political considerations do not ocutweigh the results of the analysis -
not in the sense of tipping the scales in doubtful cases but in the sense
of overturning the clzarly negative conclusions indicated by the analysis.

Politicel feeclings run so high, of course, that is is difficult for the
outsider inquiring into matters of this sort to determine which of his
many cager informants is more nearly objective and accurate.

The problem we are discussing here seems to point up the danger of too
lavish and generous & use of public funds and protection to support
industrialization. If the entrepreneur risks little of his own cash in
a venture h»® is more likely to take a flier, especially if he has assurances
of protection against competition.

What additionally makes the auto assembly proposels most dubious is the
fact that they are apparently being financed by Venezuelan and not by outside
capital. The misdirection of Venezuela's own resources are therefore involved,

if misdirection there is.

(o) Fora apparently has financed the operations by a loan from Venezuelan banks
using a U. S. bank guarantee to gecure the loan. TFiat is not itself pro-
posing to set up an assembly line here. It is the local Fiat agency that has
proposed the project and will finance the purchase of Jjigs and tools in Italy.
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One is tempted to conclude that the danger today is not so much that the
Government is unwilling to provide encouragement to private investment in
Industry but that it is prepared to provide too much indiscriminate encourage-
ment.

I do not feel we have obtained enough information on this point to be
caetegorical. But the government's policies in this area have so direct a
bearing on the success of the development efforts and on the efficiency of
the use of such U. S. funds as may be provided, that it is strongly
recommended that the USOM undertake a thorough analysis of this issue.

f) Small Business Loans and Promotion

The Government has also set-up a Carmission for loans to small industry
and craftsmen. Loan limits are Bs 25,000 per borrower. Loans are for 5
to 8 years and are repayable after a 12 to 18 month period of grace in
equal installwents. These loans are available for working capital,
equipment and for plant repairs or remodeling and carry a 6% rate of interest.

Of the Bs 17 millions received by the Commission since its establishment
at the end of 1959, about Bs 14 million had been camitted for loans and
gbout Bs 10 million actually paid out as of the end of July 1961. It is
clear that if this pace continues the funds allotted to the Commission will
set a limit to its operations.

The Comission is presently grossly understaffed. One executive
secretary in Caracas handles all the work - he has a staff of 3 secretaries
and one office clerk. There is a field office in each state staffed by an

executive secretary.
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State Loan Commissions (members serve on a voluntary basis) have been
set up in each state to screen loan applications. If applications are
acceptable to the State Comission they are referred to Caracas for approval
or rejection.

Apart fram the delays Ilnvolved in referring all applications to
Caracas and despite the obvious understaffing, the Commission seems to
have done a remarkable job of placing as many loans as it has. An
interesting fact is that in most areas the loans have enabled the borrower
to add to his work force anywhere from 1 to 5 new workers. (at least a
50% average increase per loan).

The Camission is supposed to provide technical assistance to
borrowers but, to date, lack of a budget and personnel for this purpose
have made it impossible for it to undertake this function.

The Cormission, if properly organized to pramote the establishment of
new and the modernization of existing small business operations in rural
towns, could serve a very useful even though limited role in providing Jjobs
in these areas. The provision of effective productivity assistance would
also help raise the meager earnings of the small one-man or two-man craft
shop.

RECOMMENDED U, S. POSITION

CVF plays a key role in stimulating and encouraging pri-mte invest-
ment. The success it achieves towards this end will determine in large
part whether the Government's development goals can be met.

LOANS TO CVF

a) The U. S. should be prepared to provide loans to the Corporacion
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Venezolana de Fomento in 1962 to increase the latter's lending power. This
would be assistance within the Government's proposed development budget for
1962. We suggest an amount in the order of magnitude of $20 - $25 million
(dollars). This would supplement the present EXTORT-IMPORT BAMK loan to
CVF.

oeparation of CVF loen and promotion functions from ite role as owner
and nznaser of Governuent enterprises should be explored.

b) Financial assistance should be given to back participation by
CVF in a program for the development of "satellite cities.” The supply
of govermment-built and equipped plants for lease to private business
appears to be a very important element in getting the "satellite city
program. ' off the ground floor. A special fund to finance a pilot operstion
in this rield should be worked out with CVF. The fund might be set at $3-5
million initially. CVF would finance costs of the industrial develomment
element of the project. (See discussion of the satellite City Project in
the following seciion - it is mentioned here because CVF would presumably
be the principal financing sgency and one of the organizing agencies.)

IRATVING AND TRCHNICAT ASSISTANCE TO INDUSTRY

Related to the industrialization program are:
a) Technical assistance projects in support of vocational teacher-
tralning programs as recamended in the report on education; and
b) A possible technical assistancc program in support of the
training and productivity programs of I.N.C.E., CVF, the Productivity
Center and the Small Business Loans Camission.
Perhaps the most critical bottleneck to achieving the industrialization

objectives of the Venezuelan Govermment lies in the shortage of slkilled and
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semi-gskilled personnel at nearly all levels. The elimination of this

bottleneck is therefore a priority area in terms of the industrialization
program.

A number of govermmental agencies - in addition to the Ministry of
Education - are involved in the urgent effort to develop a skilled labor
force. In-plant-training has been assigned to the recently established
Netional Cooperative Education Institute (I.N.C.E.). It is still developing
its programs which include broader anti-illiteracy treining programs as well
as apprenticeship training programs for ycung workers. The Institute is
currently carrying out a survey to determine the types of skills required
actually and prospectively. Its plans are still vague - but its shortage
of teacher personnel unquestionable.

The still more recently establisked Productivity Institute is cherged
with providing productivity assistance to industry and training management
(down to the foreman level). There is some overlap and lack of clear
division of responsibility between the technical staffs of CVF, the
Productivity Institute, and I. N. C. E. These are being worked out and
presumably clarified.

Finally, the role of the Small Business Loans Commission needs
clarification with respect tc training and technical assistance functions.

The team recognizes the importance and urgency of improving productivity
and of developing industrial skills and of up-grading the skills of existing
personnel in industry. We believe that we should seek to provide assistance
in this area, if possible. But it is not clear how best this can be done

Given the present rather confused and confusing relationships of a number



of responsible agencies in this field. Asthese relationships are currently

being clarified, the development of an aid program should become possible and we
recommend that the USM stall in Coracas give this mattcer its careful and
continuing consideration with & view to developing, as soon as possible, a
Justified program of assistance in this arca. A tentative technical assistance
project in support of the Productivity Institute has already been developed by
the USSR Industry Officer. It hoc been generally welcamed by the Director of the
Productivity Institute. But the tean recommends that a more general assessment o
che productivity and troaining prosrens be undertaken in order to place the

USQ mission in a position to evalunte the priorities of a mmber of possible
aid projects in this area.

In particular we recormend thot carcful consideration be glven to assistance
in developing a program for the pramotion of small (down to artisan level)
business in rural areas - reloted nossibly to rural camunity development projects
under the program of agrarian reform. This would involve more than providing
productivity and technical assistance to small business. It would involve
primarily and especially the promotion of new small enterprises. It would
involve analyzing local needs, local resources and the possibilities of their
expploitation.

2. MIERAL AND FOREST RESOURCES SURVEY

There is no more than scattered and spotty information regarding the

even asswed.  Verification of this assumption, identification and evaluation

o these resources would sean Lo be a major condition for sound, long-range planning.
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The Ministry of Mines and Hydrocarbons has a team of geologists (headed
up by a small technical group fram Yugoslavia) which is surveying scme of the
iron ore deposits in the Stew.e of Bolivar. They are currently‘ only trying
to assess thke iron ore reserves. Much mcre is necessary.

The President of the Corporacion de la Guayana, (in charge of developing
the Zron-steel-Caroni-hydroelectric-power camplex on a regional basis) is
intereste. in receiving assistance in undertaking an extensive minerals survey.
It is estimated that as a preliminary step, an aerial photogrametric and
magnetic survey of the southern minerals area would cost about Bs 10
nmillion. Various proposals are under consideration but lack of funds has so
far precluded any definite action.

4 limited survey (in area) of the forest resources of the area is nearing
campletion. But much moie needs to be done also in this Pfield. Geographically,
the areas covered by this survey covers less than 5% of the southern ares.

Full knowledge of the mineral, water, soll and forest resources
of Venezuela's largely unexplored Southeast appears importent enough for the
country's long range plans in the field of industrial development that it is
recamended the U. 5. Mission explore in detail the need for technical or
financial assistance in this connection. The possibilities of a combined
survey and training group to carry out a minerals and resources survey project
should be investigated, including in particular the aerial survey proposed by the
Corporacion de la Guayana.

Under an international agreement the IAGS is topographically mapping
Venezuels down to 6 degrees north latitude. We also understand that the U, S.
Army plans to send a team to undertake a two year camprehensive resource survey

(excluding minerals) in cooperation with the Venezuelan Army. It is important
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that these activities be fully coordinated with other Venezuelan and U. S.
efforts. The USM should review planned resources investigation programs and
Venezuelan technical resources to determine whether adequate coverage is
bPlanned and whether ICA assistonce is desirable.

3 . SATELLITE CITIES

Solving the Caracas rancho and unemployment problem is not possible unless
a definite brake is placed on immigration from the co.mtry aide and more
attractive opportunities are created elsewhere for agrarisn and industrial
employment. One of the programs implemented in part by the Government , has
been to attempt to colonize irrigation and resettlement projects remote fram
Caracas with Caracas rancho dwellers. Few of the people wish to leave the
Caracos area with its relatively interesting enviromment. The high cost and
shortage of land makes further industrial expansion in Caracas extremely
expensive. To solve the problem the Govermment proposes to establish
satellite cities nearby, where industries selling to the Caracas market may
locate. A sporadic and smell program is underway in the Guarenos valley,
east of' the Capital. However, planning for this and the Santa Teresa arece,
somevhat further away, are well along as part of a proposed nation-wide
program prepared by the Urbanization Bureau of the Ministry of Public Works.

The Institute of Agrarian Reform is developing plans for purchasing haciendas,
colonization and resettlement on these ard public lands in the same areas.

With some coordination it would be r=latively easy to develop an integrated
agricultural and industrial program focused first on Guarenas and later on Sente
Tercvsa. A basic concept is that agricultural production (e.g., vegetables) should be
developed amd expanded in nearby areas to meet the requirements of the Caracas

market and to supply the needs of the growing satellite cities.



It is proposed that the U. S. encourage, if necessary, through providing
‘technical assistance loan and/ or grant funds, the development of a pilot
satellite city project. An essential elsinent of this project would be the
selection of unemployed Caraquenos living in ranchos, for movement to the
catellite city area. Those who are campesinos would be provided land.
Industrial labor would be assigned to plants being erected in the satellite
city. Self-help would be a fundamental principle of the project. Both
groups would build the’r own houses and denate labor for building schools,
heslth and cammmnity c:nters. Industrial (and if desirable agricultural)
workers would work part time for wages in installing electrical, water and
sewerage lines or in factory construction.. Part-time training would be
provided by I.N.C.E. (Nutional Cooperative Education Institute) to prepere
industrial workers for their future jobs. Factories would be conatructed
brivately, with loans.of the Development Corporation (CVF), or by the
Development Corporation itself. In the latter case the Corporation would
maximise private participation and sell nevw plants to privite .interests .
as quickly as they became operational.

While the satellite city program has hardly gotten off the ground,
strong interest has been expressed by President Betancouit, Dr. Perez Guerrero
(Head of CORDIPIAN), Dr. Yaver (Head of the Urbanization Bureau) and others.
Full Government support can be expected for a pilot project.

A key recamendation of the Urbanization Bureau is to establish corporate
organizations to develop satellite cities. Studies by this bureau demonstrate
that the costs of city development can be fully recovered by selling city
services to industry, commer~e and families. Careful consideration shculd be

glven to this proposal, particulerly if it can be used as a means to develop
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effective local government primarily supported by local taxes and assessments
for government services, rather than primarily by federal subsidies.

Every effort should be made to develop this project as a demomstration
in coordinated planning and implen »ntation by all agencies concerned. In
addition to those already meationed, the Ministries of Agriculture, Health,
Education, Development. the Banco Obre~o, the Commission for Loans to Small
Industries and the Productivity Institute would be included.

Ideally, this project should be closely coordinated with the proposed
pilot project to reconstruct one of the rancho areas in Caracas; the un-
employed rancho dwellers should be glven priority for settlement in the
satellitec city area.

Yhile, nending more detailed discussions, it is too early to came to any
conclusions concerning the total cost of a prilot project and the possible
U.3. component, the magnitude of U.S. assistance for the project might be

initially estinated at $3-5 million.



4. HOUSING
A. Summary

While almost BS600 million in public iunds will be applied to housing
programs in 1962 only a small proportion is directed towards construction of
low~cost housing. To eliminate the shortage of lower cost units within 10 years,
a program of about Bs 750 million per year is required. Political and social
pressures Justify a much greater effort than presently planned. The AID or IDB
should loan about $50 million to cover the budgetary shortfall in the first 18
months of an enlarged low-cost housing program; and the Government should cover
subsequent requirements by mobilizing domestic savings, and budget a subsidy
to cover the difference between Interest received from home purchasers and
interest 'pald to purchasers of Government housing bonds. The United States
also should support a housing research project and a pilot self-help project in
Caracas, directed at reconstructing a barrio and erecting multi-family dwellings.
The latter should be coordinated with a satellite city pilot project designed
to transfer unemployed Caracas rancho dwellers to nearby areas where Jjobs and
housing can be developed.

An intensive study should be made to define the rural and urban housing
problem, define program obJjectives and develop low-cost housing programs which
relate to existing and anticipated needs as the development program unfolds.

B. Problem

It 1s estimated that &t the beginning of 1961, the.e was 1 backlog of
approximately 800,000 housing units badly needirg replacement. An additional

38,000 units are necessary each Jear to_meet needs stemming from population
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growth and family formation. Approximately 110,000 units should be constructed
each year to cover both requirements within ten years. A recent census revealed
that in Caracas alone, 49,500 families (280,000 people) are living in "ranchos"
constructed of adobe, clay and wood, or odds and ends of wood, cardboard and
metal. Only 14% of these houses had water. Only 6% had water closets, and
only 41%, trench latrines; 53% had no toilet facilities whatsocever. Of the
estimated 280 to 300 thousand workers now unemployed, approximetely 100,000 are
in Caracas. To date, no housing program has been developed at low enough unit
cost to be a practicable solution to the problem of the continued flow of the
unemployed rural people into congested urban and suburban areas. As a rough
estimate, approximately 250,000 housing units need to be constructed in the 11
cities other than Caracas which have more than 50,000 People. A recent survey
of Barquisimeto (1961 population, 196,000) shows that half of the city area i3
covered by "ranchos". The major needs are said to be in Valencia, Barquisimeto
and Maracaibo. Tower land costs and the availability of municipal larnd wuich
may be granted for housing projects makes housing construction easier and cheaper
ir urban areas outside Caracas.

The backlog in rural housing (primarily in localities of less than 2,500
people) was estimated by Vivienda Rursl (Ministry of Health) at about 430,000
units in 1961. Depending on the assumption concerning migration to urban areas
(primarily, it ls said, to cities with more than 50,000 people), the number of
additional rural units required per year for the next 10 years could vary from
about 11,000 to a ncgative Tigure. A study by the Ministry of Health projects a

decline of the rural populeticn (defined as lccalities of 2,500 or under) from
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about 2.2 million in 1961 (about 30% of total population compared to 50% in
1950) to about 2.0 million in 1969. The assumption in that study of a decline
through 1969 followed by stabilization of the rural population in absolute terms,
indicates a continuous annual migration of 3% of the rural population after 1969,
compared with 4% per year from 1950 to 1961. However, according to the 1959
memoria of the Banco Central, the rural work force increased 18% from 1950 to
1959, which indicates an absolute increase rather than a decline in the rural
population and a lower rate of rural to urban migration than the h% rate assumed
in the "Vivienda Rural" study. Assuming that 30% of the 1901 populaion is, in
fact, rural (localities of less than 2,500 people) there would then be only
390,000 family units in rural arees, and the rural housing backlog could there-
fore be no greater than this figure. Taking a middle position between the
"Vivienda Rural" estimate of 430,000 units and this 390,000 figure, we can
assume & 1961 rural housing backlog of about 400,000 units. The projection of
rural housing needs is further complicated, of course, by the fact that the
provision of improved rural housing, combined with some increases in cash income
from farming and substantial improvements in subsistence levels (family produc-
tion for family consumption) could reduce or halt rural-to-urban migration.
Since this is one objective of the Government's policy, we can assume that
the present T0:30 distribution between the urban and rural populations will not
change, and that both groups will therefore increase at a rate of about 3% per
year. On this essumption, the existing backlog of 800,000 for the lowest cost

housing units may be distributed as fol..ows:



Large Urban Areas 300,000 units
Other Urban Areas 100,000 units
Rural Areas 400,000 units

TOTAL 800,000 units.

Table XVII below, which is based on the Shoup report, distributes,
by income groups, annual housing increments needed and ind: :ates the
maximum permissible total cost of house and land (or apartment units)
for each income group. Assumptions are that 1960 net National Income
is Bs 20 billion, that housing loans would Lz available to 4% or T%
interest, that families can epply 20% of their annual income for housing,
that amor.ization would be over 20 years, and that little or no down

payments should be required for the low income groups.



TABLE XVII

Income Groups and Housing Needs

Population % of NNI Groups No. of Annual Annual Family Maximum Unit Costl/
Income (+ or - Income Families Housing Income
Groups 001 ) (Mill1.B) (Thousands) Increment (Bs rounded) 7% Interest 44 Interest
Lowest 10% .3 60 129.8 3.900 " 460 800 1.000
2nd 10% 1.5 300 129.8 3.900 2.300 3.800 5.000
3rd 10% 2.2 440 129.8 3.900 3.400 5.700 7.600
htn 10% 3.3 660 129.8 3.900 5.100 8.500 11.300
5th 10% 5.1 1.102 129.8 3.900 8.500 14.200 18.90¢
6th 10% 6.2 1.240 129.8 3.900 9.500 15.800 21.100
Tth  10% 8.8 1.760 129.8 3.900 13.500 22.500 30.G00
8th 10% 10.1 2.020 129.8 3.900 15.500 25.800 39-§00
9th 10% 17.1 3.420 129.8 3.900 26.300 43.800 58 . 800
Next 5% 10.9 2.180 64.0 1.900 33.500 55.700 Ts .400
" 3% 9.6 1.920 39.0 1.200 49.200 82.000 109.000
" 1% 9.0 1.800 13.0 “400 138.500 - -
Last 1% 16.0 3.200 13.0 4oo 246.200 - -

1/ Ability of family to pay with no down payment
at 4% or 7% interest, with amortization in 20
years and applying 20% of annual family income B3
to housing.
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Using the above table as a rough guide, we derive the following groupings
for the annual housing increments needed:

11,700 units costing less than Bs5,700 (at 7% interest)
or B 7,600 (at 4% interest)

3,900 units costing about Bs8,500 (at 7% interest)
or Bs11,300 (at 4% intexest)

i.e. A
Total of 15,600 very low cost units
Plus 7,800 units costing about Bs15,000 (20,000)
" 7,800 units costing about Bs24,000 (3k4,000)
i.e. A
Total of 15,600 medium cost units
Plus 7,000 units costing between BslL,000 to 82,000 (58 - 109,000)

" 800 units in the luxury class.
The last two categories can clearly be covered by private housing

activities. Accordingly, the annual housing increments to be covered by
direct Government programs can be get at about 31,200 units. It also appears
reasonable to apply the entire backlog requirements to the lowest 80% of all
income groups and to assume that unit costs for housing allocated to the
various income groups should be tailored to the ability to pay of each group.
On the basis of 4% and 7% interest rates on loans and assuming an income dis-
tribution as shown in Table :, then the annual cost of reducing the hacklog in
housing by 80,000 units per year and of covering annual new (incremental) housing

requirements can be calculated as follows:



TABLE XVIIY

Housing Requirements

Family Income Possible Unit Cost Percentage  Backlog Annual Construction to Annual Cost in
Bs Bs of (Total No. Eliminate Defic. in 10 yrs. Million Bs

7% -Iat.- 4% Backlog of Units) Backlog Increment Total 7% = Int.- 4%

To 3,hool/ , 700 T,600 38% 304,000 30,400 11,700 k2,106 239 320

5,100 8,500 11,300 12% 96,000 9,600 3,900 13,500 115 153

8,500 to 9,500 15,000 20,000 25% 200,000 20,000 7,800 27,800 k17 556

13,500 to 15,500 23,000 35,CL0 25% 200,000 20,000 7,800 27,800 639 - 973

Total 100% 800,000 80,000 31,200 111,200 1,410 2,002

3,400 and below.
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PROPOSED 1962 GOVERNMENT PROGRAMS

The following table summarizes the Government's housing program for 1962:

TABLE XIX

Government Housing Program (1962)

Program Source of Funds Amount Number Av. Unit
(Million Bs) of Units Cost Bs
Presidential Decree 0il Comp. o
(Assist.Const. Ind.) & IBRD 200.0 5,700 35,000
Savings and Loan DLF, Govt. 66.0 a/ 760 b/ 41,000
Banco Obrero Regular Budget
and IDB 181.1 11,000 16,500
Recovery Plan
Budget 90.9 ¢/ 2,640 34,430
272.0 13,640 19,940
Vivienda Rural IDB + Budget 56.3 d/ 11,500 ¢/ 4,900
TOTAL 594 .3 42,600

g/ Multi-year capitalization
1_)/ First year only

¢/ Includes 53.2 million for 640 units

at Bs 80.300 each

g_/ Annual average of a 3-year program, including 11 million in -

administrative costs per year.

e/ Estimated.



8l

A review of the above program proposals for 1962 shows that the only
programs which attempt to meet the housing needs of low income families
(60% of the people with annual income up to about Bs9,500) are those of the
Vivienda Rural and Banco Obrero. The program of the latter includes only
800 units at the lowest unit cost (Bs8,500) for urban areas. The Banco
Obrero Program. (excluding administrative, urbanization and other serv;pes)
compares as follows with estimated needs:

NEEDS VS. PROGRAM (BANCO OBRERO)

Approximaete No. of Unit No. of

Income Group % of Capacity to pay Units per year to Cost Units
Bs Population at 4% Interest solve problem in Bs Programmed
10 years
Up to 5,100 4o Up to 11,300 42,100 8,500 800
8,500 10 14,200-18,900 13,500 12-13,000 2,700
9,500 10 15,800-21,100 13,900 14.15,000 4,500
13,500-33,500 35 22, 500-77,400 33,600 19-25,000 5,000
49,200 3 To 109,000 1,200 80,300 640.

Even if we add the "Vivienda Rural" Program (11,500 units) to the 800 low-
cost Banco Obrero units, only 12,300 units in 1962, out of a total Government
program of 42,00, are to be comstructed to meet the needs of the lower income
groups who represent about 40% of the population and whose needs include atout
50% of the housing backlog.

While aveilable statistics leave something to be desired, and therefore make
an asgsessment of the Government's program a somewhat delicate task, we neverthe-
less believe that the above analysls of the relation between needs and proposed

performance under Governnent programs is substantially accurate. It agrees with



85

Personal observations of urban and rural areas in six states. In brief, not
enough is being done in the field of housing to reach the bulk of the people
with programs directly affecting their welfare.

Even though we lack a religble guide as to the relative future retes of
urban &and rural growth, it seems clear that a greater effort must be made to
improve living conditions in both areas. Migration to urban areas must be
curtailed until the industrial econcmy can provide more jobs, and improved
housing conditions in the rural areas will be one means to this end.

D. FINANCING VENEZUELA'S HOUSING NEEDS

Data supplied in the "Memoria-1960" of the Central Bank indicates that
private savings (excluding depreciation reserves of the foreign sector)
amounted to Bs 3,541 million and Bs 4,106 million in 1959 and 1960 respectively.
Of this total, private savings accounted for Bs 1,604 million and Bs 2,212

/
million in 1959 and 1960.
in savings

There has been & marked growth rate/during the past ten years, reflecting
in part, of course, a general rise in prices. Nevertheless, these savings to
date have been inadequately mobilized to finance housing.

The new savings and loan program just getting under way should be able to
tap this resource at a rapidly growing rate. But it is unlikely, given the
prevailing high rates of interest and high profit expectations in Venezuela,
that private resources can be mobilized adeguately to finance low-cost housing
where by definition interest rates must be limited. Government intervention

will be needed in one way or another. One way for the Government tc tap the

private savings in order to supplement its regular revénues and such external



86
loans as 1t mavy obtain for the housir' program, wonld be to subsidize the
berrowing operations of government housing agencies, such as the Banco Cbrero.
The latter could sell bonds at 8% to the public and banks - possibly in the
form of special savings certificates - but lend funds or assign funds to low
cost housing projects at a rate to yleld only 4%. The Government would sub-
sldize the annual difference between interest receilpts and interest obligations
of the Banco Obrero from appropriations to its regular budget. If, for instance,
Bs 300 million could be raised by Banco Obrero at 8-9%, the cost to the Government
of subsidizing such an operation (relecans) would be Bs12-15 million per annum.
If guarantead by the Government, such securities might be marketable abroad at
a rate of interest even less than 8-9%.

Referring to Table XVIII, it would seem that the housing needs of families
falling in the Bs 13,500 to Bs 15,520 inqome groups could pe financed in large
part by private savings, via the savings and loan system as it expands; and
without Government subsidy. Direct govermnment housing programs, therefore, can
be directed to meeting the needs of income groups having an annual income up to
about Bs 9,500. Given these assumptions, the housing deficiency of the lower
income groupe so defined could be met by a program similar to the one set out
in Table XX below. About 90% of the construction for the lowest income groups
has been allocated to rural arcas because of the very sizable housing needs
related to the program of agrarian reform. Although T0% of the population is
generally assumed to be in the cities of 2,500 and over, with the balance in
small cities and in the countryside, it 1s also claimed that cities with a

population between 2,500 and 50,00 persons have become stabilired. This would
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indicate that the bulk of the new urban housing needs is in large cities. We
have, therefore, allocated to urban areas about 75% of the construction proposed
for the next-to-the-highest income groups {included in the program) and 100% of
the construction proposed for the highest income groups. This ie proposed
because of the likelihood that ﬁost the families in these income groups live
in cities. The Bs 8,500 to Bs 9,500 income groups have been consolidated into
one because 1t appears probable that a unit costing Bs 14,000 would meet the
requirements of both groups. The unit cost figures shown in the following
table have been adjusted from figures in previous tables to agree with actual
costs of present programs or pilot units.

TABLE XX

Proposed Low Cost Program

Income Groups Average Unit Annual No. of Units Annual Cost
Bs Cost ~ Bs. (Million Bs.)
L% Interest

Urban Rural Urban Rural Total Urban Rural Total
Up to 3,400 8,500 5,000 5,000 37,100 42,100 ho.5 185.5 228.0
5,100 10,000 10,000. 3,500 13,500 100.0 35.0 135.0
8,500-9, 500 14,000 27,000. -- 27,800 389.2 - 389.2
TOTAL h2,800 " k0,600 83,400 531.7 220.5 752.2,

While the above program proposal is necessarily tentative, it has the
virtue of indicating the apparent magnitude of the effort needed to solve the
housing shortage over the next ten years. The cost (some Bs 752 million per year)
is not the total cost. In both rurai and urbasn areas additional invesiment will

be required to install water sewerage and other services. The Ministry of Health
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has recently recelved a $l6.0 million loan from IDB for cilty water supply systems.
A request for additional funds to finance the installation of water systems in
small towns and villages 1s under consideratior by the bank. We recommend support
for this request by U.S. agencies. The Ministry of Health is considered the best
organized and administered agency in Venezuela, and has the capacity to rapidly
expand 1ts coordinated efforts in housing, water supply, sewerage and sanitation.

Analysis of the proposed 1962 Government program (Table XIX) shcws an
excessive concentration on higher-cost units. The program of the Banco (brero
for 1962 and subsequent years should be greatly expanded and adjusted tc reflect
a higher priority for lower-cost units. Funds available to the Ministry of
Health for housing should be increased to a multiple of those przsently available.
Administrative funds should also be increased.

Quite apart from any general development loans which may be extended to
Venezuela, as elsewhere recommended, enlargement of the hcusing program will
require additional external sssistance, presumably from the United 3tates either
directly or through IDB's social development fund. At first glance, it would seem
that most of the financial requirements of our housing recommendations could be
covered by a readjustment of the Bs 200.0 million program initiated by a recent
Presidential decree. This is not possible, since the purpose of this decree was
to revive the construction industry by increasing the volume of mortgege funds
avallavle to private industry. Private investment will be required, in associa-
tion with these speclal credit facilities, and it 1s likely that only higher

cost units will be profitable enough to attract such investment.
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E. U.S. PROJECT ASSISTANCE

It is therefore recommended that the U.S. (or IDB) loan up *o $50 million
(about Bs 225 million) to cover a substantial part of the additional financing
required for the first 18 morths of a low-cost housing program. The agreement
on this program should include provisions under which the Venezuelan Government
undertakes to implement a program of the approximate magnitude proposed and to
cover future financial needs through mobilizing domestic savings. While the
Ministry of Health is willing and able to expand the rural low-cost housing
program, there 1s some resistance to expansion of the lowest cost urban housing
program. There is serious concern by many officials with the possibility that
the lowest cost units may not be of sufficient quality, that early deterioraticn
of such units may multiply future costs. Furthermore, in an effort to cut costs
of community services (water, sewerags, etc.) many officials prefer to concentrate
on the construction of large apartment buildings in ljeu of single family houses.
But apartment construction is running into serious difficulties because of the
resistance of urban rancho dwellers to apartment living (only 25% of a sample
rancho group in Barquisimeto, for instance, wanted to live in apartuents; the
rest preferred single family dwellings). This resistance stems from the fact
that many urban rancho dwellers are rural people still clinging to rural habits
even though living in urban surroundings. Many keev pigs, chickens, etc., to
provide subsistence. It would make more sense to return some of the under-~ or
unemployed groups to rural pursuits near the cities, rather than try to force
them into apartments. One cannot expect to change overnight the preference

(or needs) of these peonle for houses, gardens and animals. It would seem
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advisable, therefore, to study the possibility of developing high density
individual -dwelling projects, arranged so as to providé an adjacent area for
gardens and animals. As family incomes rose, the common area could be converted
to apartments or additional individus). family units.

Lack of reliable data makes the above analysis useful only for purposes of
analyzing general trends and reaching general conclusions. The complexity of
Planning to meet present and future housing needs and the lack of certain basic
data requires intensive study of the entire problem in order to arrive at more
definite ccnclusions concerning rural and urban needs, family structure, etc.
Present housing programs have been developed without any precise definition of
the problems invelved because of the limited information available.

F. SPECIAL STUDIES and RESEARCH

The size of the housing program in terms of the number of units to be built
will necessarily depend on how far available funds can be stretched - i.e., on
how much costs can be reduced. The Govermment has supported some very lnteresting
studies at the Central University (Cendes) looking to the development of new
materials and building techniques to provide housing of adequate quality at the
lowest cost. The United Sfates should support this effort, bothlbecause it may
provide a solution to the ﬁousing problem in Venezuela, and because of the general
applicabllity of any new approaches to solving housing problems in tropical coun-
tries generally. Basic research is under way on a three~-dimensional, multi-purposes
structural unit, on a unitized kitchen and bath for mass production, on inter-
locking blocks and on low cost single and multi-family dwellings for erection

almost entirely with unskilled labor.



A low-cost multi-family unit has been d.signed by the University
Research Group for erection on a self-help basis. A pilot project is
proposed for Caracas involving the reconstruction of part of a rancho
area by erection of these experimental apartments in connection with a
program of community organization and development. The United States
should support this project, possibly on a grant basis. Insofar as
possible, this particular pilot project should be coordinated with a
satellite city pilot project project designed in part to relocate and

provide jobs for the unemployed in Caracas {see previous section).
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AGRICULTURE REPORT

The agricultural portion of this report is presented in three sections.
The first two - some observations (1) on the general agricultural situation
and (2) on the reforme agraria - furnish some of the guidelines and criteria
for programming U.S. aid. The third sectiorn conteins more speclfic arees
where the U.S. might be of assistance to agricultural development in
Venezuela.

No attempt was made to make a detejled statistical analysis of all
of agriculture and of the agrarian reform program. Numerous reports are
available and were used. Although in some areas additional basic analysis
is needed, it can only be gotten by a more thorough investigation over a
longer period of time than was available on this mission.

Instead, this report is an attempt to get a broad perspective of the
agricultural situation by asking a number of people questions about the
nature of the agricultural problems and their hopes for the future. Fortu-
nately, it was possible to talk with meny people, including government
officials, research workers, teachers, owners of large haciendas, campesinos,
officials of campesino federations and syndicates. An attempt was also made
to try and get behind and test the sometimes pat statements of problems which
sometimes are published in official documents without adequate test. Additional
information should certainly be expected to modify the position taken in this

report.
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Agriculture

1. The policy that greatly increased numbers of pcople can be
productively employed in agriculture should be reconsidered. Agricultural
production has been a small part of the total production of Venezuela in
the past. Several factors have combined to give the impression that there
is an unlimited market for agricultural products and that any number of
veople can be accommodated on the land. Venezuela has imported a large
amount of its food products in the past. With the pressure on foreign
exchange, it appears to be wise policy to encourage domestic production.
However, even if nearly all domestic needs were to be produced in Venezuela,
the number of people productively employed in agriculture would not be
materially increased nor would it be large compared to non-farm employment .
Look, for instance, at the way poultry and egg production have expanded in
2 or 3 years to where domestic production can supply the domestic market.

A few over 100 small farmers in one project supply 7/8ths per cent of the
rice produced in Venezuela.

And so, although domestic demand may be substantially increased as more
of the population comes into the market economy, this demand can be met with
no more people on the land than are there now. In fact, it is the usual
history of countries as they develop that fewer people will be needed on the
land. The attempt to hold the population increase on the land may well
develop a long-range poverty problem in agricultural areas, and the posts

might be greater than developing non-agricultural employment.
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2. The soils and agricultural resources of Venezuela do not compare
with the pampas of the Argentine, the Nile Delta, or the corn belt of the
U.S., and Venezuela siould probably not expect to be a major exporter of
agriculture products. It is ol course possible that new knowledge (research)
ol tropical agriculture way change this situation.

There are, however, several areas vwhere agricultural developmnent
possibilities should be considered.

(a) It would be wise to explore possibilities of increasing the
livestock industry in the llanos. Basic research knowledge is needed
on pastures, pasture management, increasing the calf crop, breecing,
ranch management, processing and marieting. Substantial investments
will be needed in livestock and »roduction fecilities, as well as in
processing and marketing.

The livestock enterprise in the llanos is extensive and its
exploitation should probably be by ranchers with large operating
units. ©Small units should probably not be encouraged in the llanos,
except alcng the main highway and on the best soils of the upper
llanos where lrrigation and dralnage is aveillable.

(b) The lowlands in Zulia State appear capable of further develop-
ment. The climate is hot and humid. The soils are said to be good.
Drainage is a major problem in the use of this area. Information on
water management is needed so adequate surface drainage and dikes can

be installed. The cost will probably be higher per unit of land reclaimed.
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Another problem of the area, at least when the land is used for
crops or iivestock pasture, is that the jungle growth will invade
the land in one or two years unless there is constant care (dis-
investment takes place rapidly). Reclaiming from the jungle growth
wvas estimated to ve as much as $100 per acre.

This was an area with much spontaneous settlement and perhaps
more could be encouraged. There was almost continuous settlement for
several hundred kilometers along the Pan American highway, even though
the road was not opened until 1956 and malaria was not brought under
control until about 1943. Bananas and plantains appeared to be a
major crop for the small settlers. Possibilities of expanding these
and other tropical crops should be investigated, as should the market-
ing system. A good marketing cooperative might have some real values.

(c) The area around Maracay and Valencia could probebly expand in
frust and vegetable production. This is an area of major population
pressure, of rapid industrial development and reasonably good soils.
Fruit and vegetable production can be on small units. Here the sub-
division of large haciendas could result in increased production.
Better technical information will need to be available. Information
will be needed on varieties, standardization of product, soils,
insecticides, as well as marketing.

The campesinos' market of Maracay is a start in marketing the

campesinos' fruit and vegetable crop, but additional markets will be
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needed, not only in the Maracay and Valencia area, but also in

other parts of the country.
{d) Rather substantial investments have been made in the past

in irrigation projects. There is probably a place for some addi-

tional irrigation development, but more attention needs to be given

to the quality of the soils and to the adequacy of the drainage.

3. A void in local organization and government is created when you
move away from the large hacienda type of organization. The large land owner
provided stability, order and what community services were available. Without
him scme other local organization mustlbe developed. Community development
programs, integration of government programs at the local level, and in some
cases cooperatives are urged to give form and force to locel organization.

It is hoped that the local organization will exercise local control and in
addition be the device to harness the power of group desire for economic
development.

Actually, however, the campesino federation and the syndicates have
taken over the most active role in local organization. In filling this void
they have become a very powerful political as well as economic and social force.
Political leaders understand their force, but many others do not understand
them and fear this new kind of bargaining group. The U.S. needs to actively
work with this group. The communists understand this power too and are work-
ing hard to meke inroads into the campesino federations and syndicates.

L. Venezuela is substantially ahead of most Latin American countries

in its research program and in the number of trained personnel availsble.
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There are many qualified and well-trained people. However, some problems
were indicated.

(a) dihe salary scale of research workers at the Experimental
Stations whicbh are included in the MAC budget was said to be
about one third less than the University teaching ccunterpart.

This difference has in part caused a substantial turnover of
personnel and the lack of esprit de corps.

(b) Agrénomos are scarce and have good alternatives. Hence,
it is difficult to get them to accept a scholarship for much less
than full salary. This limits the staff training program.

(c) The training program should bring the student into closer
contact with the rural people and the rural community. Political
affiliation should not affect job opportunities. The instructors
in Ag Econ (Dina Furiari) and in Research methods (Doctore Giaronimo)
at Central University are arranging to take their classes into the
rural community for study during vacations. This should be encouraged.

(@) The peritos schuols are one of the main sources of extension
technicians and should be encouraged. In some cases the staff could
be expanded and remain on the campus.

The students who receive the entire 3-year education program free
should participate in the works of the school - milk the cows, work
with the chickens or hogs, detassel corn, and clean vheir rooms and

help with their meals.
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The curriculum should be rcvised and upgraded to permit some credit

if at a later date advaenced training is in order. Also some work on

community organization and public programs could be included.

(e) Some place must be found for fairly independent inquiry into
social and economic policy questions. The Ag Econ Division of MAC

is doing a good Job, but their policy work might use additional

support.

5; Severel recent changes have been mad: in the administration of the
public agencies responsible for agricultural programs.

As of July 1, 1961 the Ministry of Agriculture announced a new organiza-
-tion. The Extension Service is set up under a separate director. He will
have charge of the 136 Extension agencies and the 5V youth program and also
the vocational agricultural schools. This change in organization was designed
to increase the effectiveness of the Extension Program.

Being considered but not yet put into effect 1s a proposal to change the
office of Agriculture Reform coordinator which is attached directly to the
Minister into the Agricultural Planning Office. This change could help
give the agrarian reform program a broader base.

Early in 1961 the top administrative management of IAN and BAP were
changed.

As & part of the land reform program, BAP is to make crop loans to
campesinos. The previous administration of BAP had loaned about BS500 million

in two years. Evidently the idea of repayment of the loan was not considered.
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Even though BAP buys the crop at fixed prices and deducts for the loan, the
repayment rate is only 10-15%. The new administration is trying to change
this policy and should be encouraged.

The change in TIAN administration was also intended to bring about a
re-evaluation of the agrariar re“orm program.

Agrarian Reform

Agrarian reform in Venezuela as in other Latin American countries has
become & major gosl of social revolution. At the heart of the change is
the acquisition of a plece of land by the landless farm laborer - the
campesino,

Ownership is critical because in a country that has only partly emerged
into the market economy, ownership of land carries with it the ownership of
government - the right to tax, the right to enact ard enforce police regula-
tions, the right to judge. In eddition, decisions on investments of social
cepital - education, transpornation, hospitals, power projects -- appear to
be the prerogative of land ownership.

So, to the campesino, ownership of land is both the symbolic and the
real source of a new kind of life. It gives him food to stay alive, but it
also gives him the right to build his own house in which to raise his family.
It gives him, too, the right to tax himself to build a school.

We know that in a market economy just owning land will not necessarily
result in increased security awi improved living conditions. Taxation,
improved markels, credit, and investments in education, health and housing

are also necessary.
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The Venezuelan agrarian reform law appears to give sufficient authority
to permit a many-sided attack on the problem of incorporating a large number
of additional people into the market economy. It should be judged not alone
by how much land has been given to landless people or how it has affected
production, but also on whether it has changed the structure of the economy
cr has resulted in more investment in the human resource.

1. TAN and BAP are the two public agencies most immediately concerned
with administering the agrarian reform prcgram.

IAN buys, develops and subdivides the land. It furnishes the project
administretion.

BAP furnishes credit to the new settler generally in the form of a
crop loan at 150 to 300 BS per hectare of crop.

2. Until two years ago the land program of the Venezuelan Government
was primarily that of developing new land for settlement. El1 Cenizo, Turin,
Guarico, and Yumare are illustrations. The investment in irrigation and
facilities was generally large compared to the number of farm opportunities
developed. In some cases the soils were not adequately surveyed to determine
their capability for irrigation.

One government was usually unwilling to follow the plans and development
programs of the previous government. Hence some projects have had several
major changes in program. This lack of continuity has resulted in unnecessarily
high cost projects. These settiement projects did nnt have much of an impact
on the structure of the rural economy except perhaps for the small increase

in the number of middle-class farmers.
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3+ A large number of large land holdings and haciendas have been
subdivided since the new agrarian reform was passed March 5, 1960. It has
been said that 38,000 families have been settled on over 1 million hectares
of land - nearly all in the last year and a half. It has also been said
that there is urgent need to settle 300,000 more families.

It is desirable at this time to evaluate the agrarian reform progreaxm,
and the government is in the process of meking an evaluation. But first,
how does the program work?

The key to understanding how it works is an understanding of the
Campesino Federation.

() The Campesino Federation decides what land it would like
to have IAN purchase and subdivide, and then assigns members to
"invade" the property.

(b) Once invaded, a Jjudge is called in to determine whether the
land meets the criteria of the law (not fully utilized, etc.) so
that IAN can buy the land.

(c) If the answer is yes, then a formal request is made by the
Campesino Federation to IAN to buy the land: a copy of one of these
requests is attached to the original copy. It was given to me at a
local campesinos meeting where 200 members were present.

(d) TAN buys the land anl often employs an officer of the
federation as local IAN administrator. The federation and adminis-
trator decide who gets the land and whether to split it into parcels

or operate it as one unit.
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(e) IAN often makes tractors and other equipment available to
get the land ready and to make the first crop. In some cases the
credit received by the campesino is paid directly to the machine
operator for taking care of the crop. In these cases the campesino
does not perform much work on his land.

(f) BAP makes a crop loan to the campesino, usually from BE 150 -
B® 300 per hectare. It is made generally by quarters for specific
crop jobs - planting, cultivating, harvesting, etc. The bank has
insufficient funds since the previous administration loaned out much
of the capital and since the crop loans are often considered a grant
and not repaid. The loans are crop loans and when funds are short,
loans are not available for livestock or other items requiring longer
repayment periods. In spite of the fact that BAP buys the crop at
fixed prices and deducts the loan, only 10-15% of the BAP loans have
been repaid.

(g) IAN gives the titles to the land to a junta for 2 years (the
Junta i1s probably controlled by the campesinos federation or the
syndicate.) Supposedly, after two years and if the campesino works
‘his land well, he will get title to his land. Sufficient time has not
passed for many titles to have been granted. 1In one case, a campesino's
land was taken from him.

(h) Some cooperatives have been established. We saw one in sugar

cane, a chicken farm and three dairies. The three dairies started with

good livestock and good pasture. The herds were being liquidated rapidly
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and the pastures were returning to jungle. Two of ther» dairies

were owned by ministers under the former dictator, which may account

for some of the desire to liquidate. However, the production coopera-

tive does not appear to be an effective device at this stage of

development, particularly since the campesino is so interested in

owning hié own land.

k. The campesino federation and the syndicates play the major role in
the agrarian reform law. As would be expected, the success of the program
depends on the responsibility of the federation and how well it represents
the interests of the community. A visit to the homes of a number of campesinos
and to a local campesino meeting with the President of a State Federation
demonstrated that the program will work successfully if the campesino federa-
tion does a good job.

However, the power of the campesino federation is large not only in the
locel operation of the land reform law, but also in national politics. Its
power can be abused, and there are indications that the communists are
attempting to infiltrate some locals.

The National and State Government should exercise more control over local
groups who abuse the power they have in the agrarian reform program.

(a) More definite criteria should be established to guide the

decision on which lands should be subdivided.

(b) The government must somehow use its power to withhold funds

and its police power to prevent irresponsible invasions; otherwise,

no one can be secure in his expectation to use the land, not even
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the campesino on five hectares.

(¢) IAN should probably not employ as administrators any of the

invading group.

(d) An integrated commnity development program with all agencies

cooperating should be a condition of subdivision. Technical assist-

ance, plans for water, schools, etc. should be a part of the
asentamiento program.

5. Although it 1s too soon for many of the land titles or contracts
to be given out to individuals, there was some indication that prompt title
distribution was not being encouraged. The individual campesino with title
to a little piece of land i1s not receptive to communism. The intent of the
agrarian reform law is to give the campesino a piece of land. The U.S.
should urge in every way possible the granting of title or contract for
titles as soon as possible.

Suggested Areas for U.S.-Venezuelan Cooperation

The following importent criteria should guide U.S. participation.

Does the U.S. participation result in greater

investment in people - education, health, a higher

standard of living.

Does U.S. participation result in a stronger and more

responsible local government or community orgenization

which wlll continue to function in the fubture.

1. A pilot supervised credit operation

Because of the recent operations of the BAP and the agrariasn reform law,
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the attitude is quite generally held that credit is a grant. The new
administration of the BAP realizes that this attitude should be changed if
credit is not to be greatly reduced or dry up entirely. They are trying
to change this attitude and the U.S. should help them do it.

It is my feeling that this will be a major change and cause considerable
political pressure. About the only way it can be done is to have the support
of the local campesino's organization and a strong community program including
technical assistance.

The type of credit i1s now predominantly a loan on the crop. A more
flexible authority is needed so that loans can be made for livestock, land
improvements, machinery, ete., which require a longer repayment schedule.

The necessary conditions seem to exist around Maracay to establish a
pilot project. The President of the Campesino Federation of Aragua State,
Sr. Juan Hernandez, understands the problem and is cooperating with the Bank.
The local campesinos federation is active, responsible, and wants a different
kind of credit. They are working on their parcelas, want and need technical
asplstance, and have a local market in operation. The local director of the
Bank, Sr. Pinto, 1s interested in the program.

C.B.R. has had some experience in Venezuela with supervised.credit.

This experience should be used in designing the proposal.

It is recommended that BAP institute a loan program in which the loans
will be based upon the needs of the individusl campesir: and will be made
after a production plan has been made out, including plans for repayment of

the loan. This means the BAP will have to employ additional technicians who
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can help the individual campesino with technical problems of the farm and the
home and can help make out the loan plan.

It is further recommended that in the same area there be established a
community development committee through which all public agencies integrate
their programs (this may already have been done). Such a committ:» should
be encouraged to improve education, housing, health, etc. on a self=help
basis.

It is further recommended that since some of the investments in land
will not be made until the land title is secure (one campesino visited
would not build his house until he had title), titles to the land be cleared
up as rapidly es possible, corner posts be set, and the titles or contract
for title given to the campesino soon.

This project could be limited at first to several local federation
areas around Maracay and it could begin at once. I suggest the U.S. grant
funds which will be needed for the beginning pilot project in excess of what
the BAP would have put in the area.

2. The J.S. should help strengthen the expanding Extension Service.

This is a long range proposal and involves both training technicians
and expanding the employment opportunities for the technician trained:
(2) For a while at least the greater part of extension personnel
will be trained in the Vocational agricultural schools.
- These schools could use additional staff housed at the school,
equipment, books and visual aids.

~ Some connection with research projects might raise the subject
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matter content of the program.
- The curriculum should be reconsidered to see that it contains
the type of training necessary for work in local rural communities.
It should contain some work on marketing, farm management, the use
of credit, public programs and community development.
- Since this education is free the students should work on the
farm and teke care of their living quarters. This is an important
part of education. I would urge the Extension Service to continue
the boarding school operation but have the staff located at the
station.
~ Some weight in student selection should be given to whether the
student has farm experience, at least enough to offset his dis-
advantage because of poorer education in the rursl areas. Also to
the extent it is possible some preference should be given those
who are most likely to return to work in the rural community.

(b) Training will be of no value if there are not jobs for the
graduates. It is suggested that Extension undertake a program with
both the agronomos and the paritos similar te that used by Mr. James
Yen. Any graduate could have a job if he would go back to his rural
community or to an asentamiento. A six month training program beyond
his regular course might be required, particularly so the person could
be trained in community development and in being helpful in coordinating
public progrems. Equipment, visual aids, etc. would be needed to carry

out the program.
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It is suggested that the U.S. underwrite the training, employment,
and equipment costs of this program for two years.

Aid Venezuels in developing the major research organization for

tropical agriculture.

Research is emphasized rather than teaching and resident University

work because it is felt there is a real need to greatly expand the basic

research into problems of tropical agriculture. Professional training can

best be done in connection with on-going research. Teaching will follow too.

But the pressure of teaching should not draw off resources from research.

We must remember that Venezuela has a good start on this project. Some of

the things that might be considered for U.S. participation:

(a) A staff training program and scholarships. Venezuele has
encouraged professional training in other countries, but it has

been costly. It was suggested that U.S. might expand its training
assistance program. I would suggest that in any scholarship program
developed, the rules be flexible so that they could be adapted to
Venezuelan conditions and also to the needs of the individual staff
member to be trained.

(b) The program of research consultants should be expanded. Research
consultants could help plan research projects, and guide the project
for a while during which time Venezuelans would be training to take
over the research. For some projects a consultant might be needed for
only a few months to help start the project. It might be necessary to

return for an occasional seminar as the project develops. For other
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projects the consultant might have to take an active research rcic
in Venezuela for several years.

(¢) Young research techniciens, both Venezuelans and those from
other countries, should be encouraged to do research on tropical
agriculture in the Venezuelan Experimentel Station. The U.S.
should underwrite the employment of a number of beginning research
technicians. This would be an important way to train future
research leaders and also it would make possible a continuing
effort from any investment in counsultants. Young people with
their energy and idealism are more often than not working at the
frontiers of knowledge.

(d) The administration of the agriculture research program 1s
of course a Venezuelan matter. The present organization with
responsibility with the research director of the Ministry of
Agriculture need not limit the research development. Branch
stations, or at least experimental areas, may be located in
several areas of the country.

Close working relationships should be continued with the
resident staffs of the Universities. Salary scales and facilities
should be comparable. Interchange of research and teaching personnel
should be undertaken. Efforts should be made to build up procedures
which would help maintain continﬁity of the research, even though the

administration or the govermment would change.
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(e) Research in agricultural economics and sociology is now being

done in the Ag Econ division of MAC. Much good work has been donc

in this division. It has a very active training program and has

employed consultants from other countries and has used those

avallable from international agencies.

Research in the economics of resource development, local fiscal
policy and taxation, agricultural development and community organi-
zation should be substantially supported. Questions of policy and
policy decision are most difficult to do research on but U.S. should
not only encourage but suppocrt any efforts made in this direction by
Venezuelans.

(a), (b), (c) and (d) of this section apply as well to this area

of research work.

4. The major emphasis in the previous proposals is on strengthening
local organization and on community development.. There are, however, several
other items that might well receive attention in comnection with community
development.

(a) One of the necessary ingrediente of local self-help programs
is to have a little bit of money to work with and the authority to
collect it. If the only source of funds for schools, housing, etc.
is from the Central Government, the community is encouraged to wait
until the Central Government acts. Local governments should have the
authortty to tax and to use some of the money for investment in

community projects. This authority to tax and spend funds is a most
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important force in community development. Morcover, adequate
property taxation is a necessary part of the agrarian reform
program. It encourages fuller usz of the land resources and it
directs investment into community projects.

The initial activity in this area should be a thorough study
of local texation and fiscal policy. There was not time to make
such a study as part of this report.

(b) Even though the administretive overhead of both BAP and IAN
is large and the organizations are exploring ways of reducing
personnel, both organizations should consider employing persons who
can give not only technical assistance in agriculture and in home

meking, but also can help in community development. U.S. could weil

assist if there are trained personnel available for assignment in a
community. For example, a summer program of community and urban
Planning projects by qualified universities.

(c) The idea has been proposed in TAN that some substantial effort
be directed to what has been called spontaneous or voluntary settlement.
The idea is to encourage voluntary settlement in areas of good soils,
around existing communities, along roads, or in areas where people
want to live. BSome of the community services may be available such
as roads, schools, electricity, etc. Materials and plans and technical
advice may be made available for the new settler to build a home or the
school, or a water system. Land for a home can be granted the settler

in the new community. Some land for agricultural production should be
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available too. The land along the Pan American Highway wes settled
in this way as well as many of the settlements slong the main
highway east of the mountains. A littie investment of this type
might help a much larger group of settlers than would be helped
by the seme investment in a more formal project.

The idea should be explored and encouraged.
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Appendix to the Agricultural Report

The following are some of the persons I talked with. The persons

developing Agricultural programs may want to visit some of them.

them should be held responsible for the ideas in the report, for I am sure

none oI them would agree to all of it and none of them here seen the

manuscript.

I. Some students that have been to the University cf Wisconsin,

their agency and their special area:

Mauricio Baez

George Schuster

Louis Yepez

Pola Ortiz

Greg Beltran

Roberto Velasco

Dina Fariati

Alejandro Osorio
Pompeyo Rios

Ricardo Bello

MAC - Agricultural Econ. and Planning Div.
Headquarters Div.

MAC - Agricultural Econ. and Planning Div.
Current Stics. & Iand settlement.

MAC - Agricultural Econ. and Planning Div.
Policy.

MAC - Agricultural Econ. and Planning Div.
Credit. :

MAC - Agricultural Econ. and Planning Div.
Census.,

MAC - Agricultural Econ. and Pionning Div.
Gen. Ag. Econ.

JAN and Central University - Ag. Econ. end
Cooperatives.

BAP - Director.
BAP - Sub Director in Charge of Mktg.

IAN

No one of
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Some sgency peorle:

In MAC

Dr. V. M. Jimenez Landirez

Dr. Luis A. Machado
Dr. Guido Diaz Pena
Dr. Mauricio Baez

Dr. Ron Pedrique

Dr. H. J. van Honter

Dre. D. G. Giaronima
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The Minister
General Director
Sec. Dir.

Dirig. Planning

Ag. Econ. Div. former Deputy Director of
IAN - 1958.

Agr. Econ. Div. - Cooperatives

Agr. Econ. Div. - Sociologist Corn Dev.

Students of T. Lynn Smith, Florida:

Dr. lLeon
Dr. Texier

Jesus Lopez Luque

Humberto Anderson

Graduate of Louisiana St.:

Numa Garcia Andrade
Ramiro Dominguez

Antonio Martinez

Dr. Antonio J. Villegas

Agr. Econ Div. - Mktg.
Advisor on Crops from France

Dirg. Ext. - New agressive and former Agr.
Dir. in Zone Acarigua

Club 5 ext. youth

Ext. projects
Ext. divulgacion
Ext. supervisor

Director of Research
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In BAP (Agressive, new since January 1. U.S. should help them)

Dr. Alejandro Osorio Director

Dr. Pompeyo Rios Sub Director

Dr. Pinto Cohen Director of Branch at Maracay

Jose Ricardo Conzalez Maracay

In IAN

Dr. Sanchez Medina IAN Bd.

Sr. Lionel Hernandez F. IAA Delegado Agrario, Estado Aragua.

Local Maracay liaison of IAN to the
Federation syndicates.

At the Exp. Station in Maracay

Dr. Hernan Oropeza Director of Research

Dr. Humberto Fontana N. Sub Director

Dr. Luis Marcano Coella Director Shell Extension Service, Cagua
Some people outside agencies:

Juan Hernandez Presidente de la Federacion Campesina de
Venezuela, Seccional Aragua

Mario Oropeza Carora rancher

Alejandro Riera Carora rancher

The man with a laugh A parcelero at Calaboso

John P. Clarks ' ‘ Johns Hopkins University
19067 Florida Ave., N.W.

John D. Powell Washington, D. C.
Studying Land Reform
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Supplementel Statement on a Pilot Supervised Credit Program in Venezuela.

The Necd: Agricultural credit in Venezuela is not considered a tool to
facilitate and increase investments in agricultural production. Rather,
eredit is either not generally used, not available or, as is generally the
case with BAP land reform Act loahs, the credit is considered a gift. The
needs (reduce dependence on straight crop loans) and to establish the idea
of repaying loans (only 10-15% of the current loans are being repaid.)

The land reform program in Venezuela is currently under severe
trial. Credit is important to the success of the program but ol even more
importance is a responsible local organization. A void in local organizatién
is created as the land reform program replaces existing large landlords. A
country's stability, the operation of its land reform program and in fact
the form of government will in a large part be deteimined by the nature of
the local organization that fills the void at the local level.

The Proposal: It is proposed that a credit program be initiated in a pilot

area which would be integrated with our effort to establish or strengthen
local organization.

The Program: 1. The BAP should modify its loan policy if necessary to permit
loans to be made in support of farm plans, - loans for livestock, land
improvement and other types of loans that require repayment schedules other

than the crop period.

2. The BAP should hire or otherwise make available technical

assistance to the campesino to help with the production and operation plans.
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Extension personnel might do this but at this level I would prefer to see

responsibilities for both credit and technical assistance in the same person.
3. A small local group will be organized to formulate the
credit policies and to consider other projects in the area where credit should
be used. Initially officials of the local campesino federation and local
bank officials should be members of the group. Membership should be
extended to include officials of local government, local officials of
national programs (IAN, Sanidad, Education, Banco Obrero), ete.
k. Some other activities of the group:

(a) Evaluate the land reform program.

(b) Recammend changes in existing asentamientos.

(c) Make suggestions on extension of the land reform
program, - which land should be considered for
subdivision, should it be used in small or large
wnits, for crops or livestock, etc.

(d) Urge the clearing of land titles and the granting
of the title to the campesino.

(e) Consider the marketing of famm products and purchasing
supplies. Perhaps initiate plans for cooperatives.
Grading, storing and transportation are important,
if distant, as well as local markets to be developed.

(f) Prices and price making becomes critical as the area
develops.

(g) Self-help housing.

(nh) Water supply.
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(i) Local taxation and planning for the spending of

local revenues.

(J) Plans for developing a formal local government.

5. U. S. AID should grant BAP necessary funds in excess of

those that would be normally allocated to the area. It is assumed that

more funds would be loaned and that additional technical assistants would

be employed.

Selection of the Area:

1. The area should be relatively small.

2. The campesino leader should understand ag

credit, - its uses and the need for repayment, and be willing to work with

the local officials of BAP.

3. Some land subdivision should have taken place

and some more should be in prospect.

L. The campesino leader should recognize the

importance of his responsibilities for how the land reform works.

5. The area around Turmero near Maracay appears to

have all the above characteristics and I would suggest it be considered as

the pilot area.

How to get Started: 1.

catalyst in this program.

to do something about it

could start it.

and staffed.

The USOM Ag Officer ordinarily would be looked to as a
But anyone else who understands the idea and wents
could start it. Luls Yepez in the Ministry of Ag

No new supervised credit program should be set up

The first step is to form the local group and give
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it the responsibility of deciding on type of credit and presenting proposal
for financing to AID or any other agency.

h, Ir necessary, assign technical assistance persomnel to
the local BAP. In other programs the Vocational Agriculture program should
be strengthened to get people to assist both with farm plans and with the
local advisory group. Local school teachers might be useful. But in
general this project does not call for much personnel.

5. Do not publicize the program except by accounting the

results.
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EDUCATION REPORT

The Venezuelan education system has recently experienced a tremendous
quantitative expansion during the first trree years of continuous democratic
government in its history. Between 1958, the last year of the dictatorship,
and 1961, school enrollment in Venezuela increased in the primary grades from
751,561 to 1,223,314; and in the secondary liceos from 55,194 to 105,000; in
the Normal Schools from 8,260 to 31,641; and in the vocational schools from
19,357 to 41,419. The number of teachers in service increased from 26,240
to 45,132, and the number of national primary schools doubled from approxi-
mately 5,000 to 10,000, with an additional 449 being built by regional
governments.

In higher education these three years have seen enrollment increases in
the Institutos Pedagogicos from 346 to 2,157, and in the seven universities
from 10,270 to 2k4,309.

At the same time both the total educational budget, as well as the over-
all percentage of the total budget devoted to education, have been substantially
increased from 1958 totals of Bs 178,000,000, which was 6.3% of the national
budget, to 1961 totals of Bs 556,000,000, which represents 9.8% of the present
budget.

One of the chief reasons for this increase has been population pressures.
The total population of Venezuela doubled between 1941 and 1961, from

3,800,000 to 7,300,000 people. Thus 50% of the present population is under
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age 16, and the largest number 1s in the lowest age brackets. These
statistics reveal one cause of the tremendous pressures upon educational
facilities.

This 1s a country of extremes, lacking the middle way. "In modia stat
virtus." Towering peaks and humid llanos, the shantytown of El Silencio in
the backyards of the mansions of Caracas, cosmopolitan intellectuals among
a population 50% illiterate, a millionaire as hcad of the Communist Party,
physiclans a majority among Uhiversity Presidents, the richest of oil
flelds and of iron ore, diamonds and gold, under poor soil barely adequate
for subsistence farming or cattle raising, six hundred unemployed englneers
recently graduated from universities and a desperate shortage of middle-
level techniclans only 125 of whom graduated this year out of 2,292 who
entered technical secondary schools six years ago, public school education
compulsory and free to all, but no rural school buses nor lunches nor free
textbooks, which cost 1% of the annual income of the poorer families, un-
restricted admission to all educational levels up through the University,
but a fantastic drop-out rate averaging 50-65% in all grades under a
frustrating and regressive national examination system.

Today in Venezuela 1t would appear that the only thing in the middle
is the government. After 150 years of fulfilling Simon Bolivar's despairing
prophecy that his homeland was destined to be an army barracks, the new
and first tiuly democratic administration is walking a tightrope between

the threats of a Castro-type Communism and a resurgence of army despotism.
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Venezuela today is a volcano lacking only a charismatic Castro-type
leader to erupt. Dully small bombs explode in Caracas. Nobody claims to
know their origins and the newspapers refrain from publicizing their
occurrence. But Caracas hovers on the edge of violence.

There are 300,000 unemployed among an adult population of approximately
3,000,000 (since half the seven million population is under age 16). This
unemployment increases by 80,000 each year and there is no steady employment
in sight. A population largely illiterate and largely illegitimate, of mixed
blood, plagued by unemployment and poverty, deluded by politicians promising
everything for nothing, looking for leadership to university youth yearning
for a new deal dedicated to national geals of service, sacrifice and social
Justice, but fearful of a violent tomorrow, are the elements mixed in this
seething crater.

A corrective factor toward democratic stability is the influence of
organized labor and farmer cooperatives. Historically, the unemployed city
proletariat has served as tinder for revolutionary activists while the more
conservative farmers and union leaders have checked the flames. Historically,
in the past, control of the llaneros, the Andinos and the campesinos has
always carried control of Venezuela. The recent shift of population into
Caracas has threatened but has not yet upset the historic power balance.

In the last election, the Democratic Party lost Caracas but won victory in the
rural areas. Subsequent local polls have indicated an increase in strength

for the Democratic Party among the labor unions and the farmer cooperatives.
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It would be logical to conclude that the city elements hoping for a Castro-
type uprising are presently outweighed and held in check by rural conservatives
and that the political situation, although dangerous is not yet fatsl to the
continuance of democratic government. But Venezuela is not a logical country.

Possibly the key segment of the political balance is held by University
students. In Venezuela students work herder in politics than in classcooms.
Eistorically the Venezuelan University students have ever been in the fore-
front or the struggle against the dictators. At times they alone have kept
alight the\ torch of liberty. Since the bulk of Private industry and invest-
ment in Venezuela is foreign owned and foreign operated, the most promising
careers open to embitious and able youths are in government end in politics.
Many of the. students in the public universities are ile sons of the wretched
and the poor Wwho are sacrificing to afford an education for the brightest boy.

Their youthful ideslism, their proletarian origins, their fiery speeches
deeply affect the opinions and the actions of the illiterate masses s even
among the rural campesinos. Many rural families lack toilets or running water
but most of them have radios and they listen to the speeches of university
students demanding social justice and economic equality. This bridge between
young intellectuals and the illerates can shape the future course of Venezuelan
history.

There is an 0ld Spanish proverb that reads "He who at twenty 18 not a
revolutionary has no heart. He who at forty is not a conservative has no
head". The present Democratic President, Romulo Bettencourt, and the
former Minister of Finance, now Ambassador to Washington; Mayobre, are both
reported %o have been Commnist or at least extreme radicals during their

student days in the University, although todaa} they are the chief hope of
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sanity and democracy in the nation. Commnism amng students in Latin
America is not the same as the Russian Marxian variety but often a confused
and vague search for idealistic solutions to existing evils. It ls significant
that the youngest and newest University students are uzually much more
radical than the upperclassmen. It would probably shock the American Medical
Association to learn that the recent convention of the locel Medical
Association battled until 4 a. m. before succeeding in electing democratic
physicians as delegates to an international conference. A substantial
proportion of Venezuelan physicians are Communists.

In recent years Commnism made many converts among University and
secondary school students in Venezuela. Many were anti-Yankee through an
erroneous identification of the Republican party and of the Eisenhower-
Dulles policies, with dictatorship in Latin America. Today the student
image of the United States is changing here Zor the better. The Democratic
party is treditionally in Latin America the party of the non=-Marxian
proletariat. The youthful cherm of President John F. Kennedy, his
Catholicism, and his program of the Alianza para Progresc, have an
enormous appeal among Venezuelan students. This appeal is strongest among
the COPEI students, the party of the (hrievian Socialists; which combines
dedication to Catholicism with social end economic reform. The COPEI student
party has recently emerged az the strongest single party among University
students in Venezuela. It recently won electoral victories among the
students of the Universities of Carsbobo, Zulia and Los Andes although

it failed to defeat the Communists and their allies in the most important
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University Centrsl. Political activicy amoag ihe ztudents is polarizing
around the two altarnate groups of the Comministe spd the COPEL, with the
official Democratic party losiag most of its fellowing to the axtremiste.
This loas of student support is sz cminous sign for the future coatinuance
in power of the ruling Democratic party, although not necessarily dangerous
to American influence if COUPEI zhould emerge the victor.

One difficulty in assessing the Puture of demooracy in Venegzuela iz the
lack of historic traditiocnsz of 11baxty upon which to build firm foundatioms
of political stability, of sccial equality, of economic justice, of privete
morality and public honesty.

The race toward enurchy terrifies many. Perhaps this may expliain
those university professors who hoplag to ride the whirlwind, play at
fellow comradeship with the Commnist activists among thelir students,
following unwittingly the path of the younger Magaryk of Czschoslovakia.
Yet much of the Commmunism here ix a nativist Titoiem, groplug for a
leveling equality which at its best will cnly be close to the level of
bare subsistence.

This fear of the immediate future leads meny thinking Venszuslans to
urgent hopes of speedy U. 3. asaistance in almest any form that will not
compromise their natioral sovereignty or pride. Psychalogically Venezuela
1s ripe for cooperation with the Alianze para Progresc. The chief fear
is that the asgistance will be either ineffective, or Jilatory or wasted
on irrelevent ends. The chief need of Vepezusla today is some sgzurance
of peaceful stability to provide the time snd the confidence to r-ntinue

the Augean tasks of recenstruction and of education too long neglectad. And
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it is here that the United States can moat constructively assist in the broad
field of education from primary school all the way up through the Universities.
Every level in Venezuelan education needs technical and professional assistance.
Among many areas where either technical assistance or grants-in-aid
could greatly encourage the pursuit of excellence are fhe educational
libraries in University and teacher preparation institutions; the tralning
of librariens; the preparation and distribution of primary and secondary
textbooks; the inauguration of guidance, testing and placement services;
the creation of new faculties and curriculum at the Instituto Pedagogico,
particularly for technical education for the secondary level; and grants
of scholarships to stimulate change in some of the more archaic practices
of the system.
Probebly the quickest impact for the smallest investment, wlich would
involve both educational and political returns, may be achieved by &
1961-62 ICA grent of approximately $500,000 to purchase approximately
60,000 library books, graphs, sudio-visual materials or other inetructional
materials, to be distributed among the Universities and the teacher preparation
institutions of Venezuela roughly proportionate to their size and needs. If
such a grant of library books were to be combined with &n agreement by the
Venezuelin Government to subsequently continue a program of library accessions,
with the approval of the Venezuelan.Congress and vithih funds available for
this purpose, and to employ at least two American trained librarisns to
catalogue and to circulate good literature among Venezuelan students, we could
gain great political advantage as well as furnish significant intellectual

stimulus to correct existing academic distortions.
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The key to Communist influence in Venezuela is the Universities,
chiefly University Central of Caracas, which enrolls a majarity of 15,000
students out of the total of 24,000 attending all seven Venezuelan universities.
Next month University Central will admit 7,132 Freshmen for an anticipated
Fall enrollment cf 20,000 of whom less than 20% will eventually gieduate.

Only 1,300 graduated this year from 15,000 enrolled.

University Central is located in the center of Caracas, has a magnificent
campus, an influential faculty and student body but a very inadequate library.
It enjoys tremendous prestige among the people. In the past its students
sparked revolutions and overthrew governments. They are possibly capable
of doing so again.

Mthough a public, government supported University, Central enjoys an
autonomy verging at times upon snarchy. Its student body and its faculty
is being infiltrated by Communist activists who abuse their privileged
University sanctuary to stir up riots hoping to explode a Castro-type
revolution among the unemployed proletariat of adjoining slums. Their
favorite riot center is Plaza O'leary in El Silencio. They organized the
stoning of Vice President Richard Nixon and the burning of Ambasssdor
Theodore Moscoso's automobile.

The Commnist activists enroll approximately 10% of the students and of
the faculty but they have gained positions of power through common front
alilances with both radical and reactionary student groups. They have party
meribers as elected members of the University Board of Control and as the
President of the Student Government. The most articulate student leader ’

an immigrent professional e.gitato'r named Teodoro Petkoff, uses his status
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28 a student and partial parliementary immnity to spread Communist dogma
and to attack the Government.

A large proportion of the students at University Centreal come from
families of low economic status, and must work part time to complete their
educational goals. Custowarily the wealthier upper-class Venezuelans send
their children to private Catholic universities like Andres Bello,
or abroad, principally to the United States. This abandonment of their own
public educational institutions to infiltration by an alien philosophy has
not helped to raise educational standards here.

It 18 possibly significant that the atudents who agitate most violently
'invthe University, and who disrupt classes for long periods of time are often
those who are failing academically, either from lack of preparation or lack
of application. The true Commnist of the clessic type 1s a dedicated and
hard working fanatic, not a dilettante. The free tuition, the temporary
social Btaﬁus that attendance confers, the lack of any standards of admission
or reténtion 80 that failing students may indefinitely repeat, has led
to the growth of professional student agitators who seldom attend classes
but faithfully vote Communist in student elections; and are a thorn in the
side of serious minded prcfersmors and students.

Much of the Conmunist appeal is based upon misinformation or lack of
information. Students are seldom encouraged to do original research or
independent study. Much of the instruction consists of lectures from a
Professor's note book which the student copies verbatim and is expected to

parrot faithfully in the final examination. Msmory is more important than
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originality. This method males indectrinetion guite simple,

There are few books reelily avaeilebls to the z-udents for independent
reading. The half dozen private bookshops scatterad arcund the campus are
Communist managed and are stocked with Raszian, Czechoslovakisn, or Chinese
publications in Spenish scld tc the students far bhelow cogt.

The Central Library of the Univerziity iz houseZ in a spacious and
megnificent eight-story building but almist ell of its 25,000 catalogued
volumes are stored under lick and key <n the fourta aad fifth floors high
above the reading roomg and mostly inaccesssbis to the average student., The
minimum library holdings required for accreditstion in & smallier university
in the United States is 200,000 volumes, an amouat greater than the total
library collections of all seven Venezuelsn universities and all 28 public
teacher preparation institutions ~ombined.

This small collection in the iibrsry of University Central has many
Communist publications ag well a2 & substantial number of American books.
A catelogue listing of the most receni scquisitions of 1700 volumes showed,
however, only four Rugsien publicaticngz, cne of which wes ¥Khruschev's de-
nunciation of the crimes of Staiin. On the other heand a relisble student
reports that the only availabis publication for student reference on the
subject of agrarian reform was one written oy a Vernazuelan Communist,

The real problem of thiz library is not s¢ mach the collecticn as its
relative inasccessibility, and its control by s Librerian who has bsen des-
cribed by others as & fellow traveler. Guilt by sgsoviation is peculiarly
prevalent in Venezuels where anycne who differs from the critic mey be

loosely stigmatized as a Communist,
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The librarian, who studied in the United States, and who worked in
the ;ibrary of Congregs, seems more possesgive than propagandistic. Xe
proudly boasts that he has lost only twenty-five books over the past five
years. A famous Cambridge story tells of a friend who met the Harvard
librarian a century ago end, asking him where he was rushing, received the
reply, "I have all the books for which I am responsible safe under lock and
key except one. Professor Agsssiz has that one and I am on my way to re-
trieve it".

This outmoded philosophy has practically sterilized the library col-
lection from student use. No general collection is availasble in the
University reading room. But the poverty ol the students makes them hunger
for reading, for instruction, and for good literature. This hunger only the
Commnists to date have attempted to satisfy.

Here is where we can make a most welcome contribution to intellectual
stimlus and to truth, and in so doing gain the gratitude and respect of
the uncommitted majority of dedicated students; not only at Central but
at every institution of higher education in Venezuela.

The students in the other six Universities have even less library
facilities than Central. The second and third largest Universities; Zulia
and Ios Andes, have library collections approximately 20,000 each, mostly
old volumes. University Andres Bellc, enrolling 2,000 students, has also
20,000 volumes but only 100 of these are in its most important department
of Engineering.

Library holdings are much smaller in the other three Universities,
Santa Maria, Carabobo, and Oriente. The University of Oriente; for example,
has a total collection of spproximately 1,200 books, all of them located

on only one of its five campuses
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The National Library of Venezuela last year purchased a total of
5,738 books, a substantial increase over the 2,530 books bought in 1959.
There are 7,300,000 people in Venezuela.

Among Teacher Preparation institutions, only one of the two Institutos
Pedegogicos has a small but well chosen collection of 5,000 volumes.

This was built from personal monthly contributions over the years from
students and faculty funds. This Instituto Pedagogico has designed an
excellent set of 13 colored charts on Venezuelan Botany and Biology which

it wishes to distribute to 3,000 rural primary schools most of which lack even
student textbooks. Kowever, no funds are available in the budget of the
Instituto to reproduce and to distribute these charte to rural schools.

Only one of the 24 National Normal Schools, enrolling a total of
31,641 future teachers, hes a library. None have trained librarians.

The Escuela Tecnica Industrial of Caracas, the largest technical
secondary school in Venezuela, ie located on the border of the campus of
University Central. Its students come chiefly from low income groups and
from neighboring slum areas. Last winter its Rector was forced to expell
600 of its 1,400 students for Commmist strikes and riots. It took two
months to repaint the Red slogens from the walls and ceilings. He expects
more rioting in October. The school has no library and no librarian. A
small number of technical bocks are in departmental storage.

The Research and Information Center in the Planning Agency of the
Venezuelan Ministry of Education has no books and no funds for books., It

is stocked with UNESCO pamphlets and a few gifts from the U, S. ano, French

Embassies.
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These 35 institutions are the intellectual centers which will produce
the future leaders of Venezuela. Through their teachings every child in
Venezuela is influenced. Any strengthening of their instruction in the
direction of democratic truth is to the advantage of the United States es
well as Venezuela. It is therefore strongly reccmmended as a first priority
project under ICA 1961-62 grants-in-aid that a book program of assistance
be made to the libraries of all 35 institutions. Xo funds should be paid
directly to any Venezuelan agency. The books should be ordered and paid
for by ICA.

To avoid any infringement upon academic freedom or any suspicion of
direct propeganda the choice of books should be left to Venezuelan faculties
end edministrators. We could arrange an unpublicized screening before
purchase of books "unavailable" for purchase. At this critical stege in
Venezuelan history politicel or propegenda implications must be avoided.
For this reason this project is better adapied to ICA rather than USIS.

By donating books for students instead of direct grants of funds we avoid
accusations of "purchasing" Venezuelan higher educational support.

Venezuelan educational institutions including the traditionally
autonomous universities are interested in cooperating with this type of
program.

In unofficiel discussions the following educational leaders have
favorably reacted toward this possibility if it should be proposzed by ICA
officials in Washington: Leandro Mora, Minister of Bducation and his

Deputies Monroy and Camacho; the Director of Educational Resesxrch,
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Fernandez; of the Normali Scheols, Mendoza; of the Instituto Pedagogico,
Montener; the Dean of University Zulis, Jgcrio; the Rector of University
Oriente, Penalver; of University Andres Bello, Reyna; and of University
Central, DiVenanzi.

The favorable reaction of Rector DiVenanzi of University Central is
especially encouraging. It tskes courage to agree to cooperate with
United States assistance on the part of a Rectcr whose campus is partly
controlled by Communists, and where riots und burnings greeted Nixon and
Moscoso. The Rector himself is cnly eiectsd for a three-year term, expiring
in 1963, by a majority vote of students and faculty. His Board of Control
contains at least one student Communist lesader and probably more, as well
as extremely radical faculiy delegates.

The psychological result of United States academic aid to strengthen
educational opportunities for Venezuelan students could influence many un-
committed students. It would possibly tip the balance of power in the
universities and through them could decieively influence the future course
of Venezuelan democracy.

The following proposal is therefore presented for consideration as first
priority to the Washington office of ICA.

"An agreement between the Govermment of Venezuela and the Government of
the United States, as part of the Alianza para Frogreso, by which the
Government of the United States agrecs to contribute a total of approximately
60,000 books, and audio-visual materials, and other teaching mate ‘ials, to
the libraries of the universities of Venezuela and to the libraries of the

teacher preparation institutions under the Ministry of Education, the



Institutos Pedagogicns, Escuelas Normales, and Escuela Tecnice~Industrial,
beginning during the year 1§62°

The books are to be selected by representatives of the Govermment of
Venezuela and to be purchased by representatives of the Government of the
United States - unless it is not possible to obtain them - at a total cost
of approximately $500,000.

The Government of the United States furthermore agrees to provide the
technical assistance of twoc trained librarians for a pericd of two years
to essist the universities and teaching institutions of Venezuele under the
Ministry of Education to catalog the books and to organize their circulation
among the students.

The Venezuelan Government, subject to the approval of the Venezuelan
Congress and the avallability of funds, agrees after the terminatiom of the
contribution of 60,000 books from the Government of the United States, to
consider the possibility of adding to the National Budget the sum of
Bs 1,000,000 each year for the specific and sole purpose of puarchasing
additional books, and materials of instruction; audiovisual and other,
and to distribute them among the designated institutions; and also to
employ competent trained librarians to catalog and to circulate these books
among the students of Venezuela.

The books &nd teaching materials are to be selected by the faculties and
Administrators of each University amnd of each of the teacher preaparation

institutions under the Ministry of Education, and are to be distributed by
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the Venezuelan Government among Venezuelan Universities and institutions

in the following proportionate and approximate allotments:

Universities Books
Central 10,000
Los Andes 4,000
Zulia 4,000
Oriente k,000
Carabobo 4,000
Andres Bello 2,000
Santa Maria 2,000
30,000
Ministry of Education Books Charts
Normal Schools 23,000
Institutos Pedagoglcos 3,000
Escuela Tecnica~Industrial 2,000
Center of Documentation and
Information 2,000
30,000

It is the hope of the United States Government that these books
donated to the students of Venezuela will be displayed. on open shelves in
the student reading rooms for student use under the control of the librarians.
It is also hoped that the greater part of the books will be in Spanish
to facilitete study by the atquptgvgggwﬁ?atuthe subject matter be of interest

to the students.
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It is recommended that the quota assigned to the Institutos Pedagogicos(X)
be used to assist in publishing in Venezuela a series of 13 charts on
Venezuelan Botany and Biology and that a set of each of these charts be
distributed by the Venezuelan Government to 3,000 rural primesry schools.

It will be useful to suggest to the Government of Venezuela that
within the Ministry of Education an AD HONOREM commission be established for
the purpose of soliciting the economic and cultural collaboration of
private institutions in regard to a plan for increasing library growth f&r
education and at the same time supervising the utilization and msintenance
of the book collections which have been contributed, by the Government
of Venezuela a3 well as by other Governments and private entities.

It is also suggested to the Government of Venezuela that a study be
undertaken within six months to investigate the need for textbooks
both on the primary and secondery level. This study should include a
social survey on a broad scale of the number of children who will need
textbooks, the types of texts, the form of distribution, and system of
maintenance of such books so that they may be used over a period of
succeeding school years, the national content of the texts, and the

possibility of publishing them within the country should be considered."

(x) Teachers College.
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As presently constituted, the educational system of Venezuela fails
to meet, in many areas, the essential needs of a democratic society. Based
originally upon the now outmoded French liceo system, it wes designed, under -
the dictatorship, to educate an elite to rule a semi-literate proletariat.
Today it needs reorganization in many areas to educate an entire people for
fullest participation in democratic self-government and to advance the
social and economic development of the nation. In the pursuit of excellence
tor the few, it has failed to meet the needs of the many, or to ensure to
every child the fullest opportunity to realize his inherent capabilities.

Among the basic objectives of a modern educational system there should
be included provisions for every normal child to receive at least a sixth
grade education; to remein in school and to progress academically as far as
possible, at least during compulsory school ages from 7 to 13; to be guided
into a program designed to fit each child's individual needs and potential;
to be trained for constructive and skiiled employment in a modern industrial
society; and to be enabled freely to progress upwards in the educational
structure as far as his abilities will permit.

As presently designed, the Venezuelan educational system fails to fully
accomplish any of these basic objectives.

Orly 3% of the students successfully complete six primary grades.
Between 40-65% of all children regularly fail the final examinations at every
grade level. There is no national system of vocational guidance, selection,

or placement at any grade level.
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There is no comprehensive system of technical education adequate to the
needs of the Venezuelan eccnomy. The education mortality is excessive
between levels, with 1,223,314 in primary enrollments, dropping to 178,060
in secondary enrollments, and to 24,309 in the universities.

The number of illiterates in Venezuela is unknown. The only official
estimate of adult illiteracy, made in 1960, was h7.8%; The totals revealed
by the last census, completed in }arch 1961, have not been published. The
Government 1s presently engaged in a massive drive to eliminate adult illiteracy
by 1963. But no attention or planning has been devoted to the corollary need
to develop simple types of publications for the instruction and the interest
of the newly literate. It makes little logic to teach people to read if
reading matter is missing thereafter.

The only attempts presently developed to supply this type of low-cost
paperbacks in Spanish are being made by the French, the Germans, the Russians,
and the Chinese Reds.

Statistics on file in the National Library in Caracas for the year 1958
show a total book circulation in that year of 271,077 among Venezuelen
citizens, and of 360,618 among foreigners in Venezuela. This seems an im-
possible statistic, but the explanation probably lies in widespread illiteracy
and poor reading habits. There is need to develop interesting, instructive
and low-cost literature of good standing, to publish it in Venezuela, and to
distribute it as near cost as rossible to Venezuelans of all ages.

In primary education, the Venezuelan authorities are engaged in a
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massive program of expansion. This expansion is quantitative. The need
is for quality, improvement, upgrading teachers in service and improving
classroom performance.

The number of children enrolled in primary schools has doubled in the
past three years, from 751,561 to 1,223,314. The number of classrooms has
also doubled in the same period from epproximately 5,000 to 10,449. The
number of teachers in all levels (there is no breakdown here by grades),
haes jumped from 26,240 in 1958 to 45,132 today. At the official rate of
population increase of 3.5% each year, the Venezuelan educational asuthorities
are annually increasing the primary school facilities and faculties three times
as rapidly as the population growth. In addition there are presently enrolled
in the Normal Schools a total of 31,641 students (as contrasted with 8,260
in 1958), which will shortly result in a probable surplus of primary school
teachers.

The chief need in primary education is to increase substantially the
number of rural schools offering education above grade three. In many areas
there is no opportunity for ‘the child to progress beyond this grade within
reasonable commuting distance. There is no national system of free bus
transportation for school children nor is there any national program of school
lunches. A leading physicilan reports that many children faint in classrooms
from hunger in the later hours of the school day. There is no national
system of publishing or distributing primery or secondary school textbooks.
The majority of children have no school textbooks and must memorize instruccions

from the teacher's notes upon the blackboard. What few texts are available are
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sold privately to the child by the teacher at an average annual cost of
between 40 and 60 Bolivares although the average income of Venezuelan
families for all purposes is 60C Bolivares a year. The only organized
program to publish textbooks, designed principally for the liceos, is that
of the Mendoza Foundation which prints in Argentina & limited number of books
of good quality sold at cost to students at 10 Bolivares a copy. The most
popular of these publications is the one on the Geography of Venezuela which
sells 6000 copies a year among 181,931 secondary school students. There is
need to write, to publish amd to distribute textbooks to school children at
all levels, either without charge or upon a return deposit system.

The primary school teaching force is inadequately educated. There are
approximately 12,000 unqualified teachers among more than 30,000 presently
employed in primary grades.

Tne experimental summer program of in-service training for unqualified
rural school teachers set up on a regional or nuclear basis at E1 Macaro
should be expanded to other rural areas and incorporated with the program
of the Ministry of Education on a continuing basis. Presently it is financed
by the Creole Foundation who are planning to withdraw their financial support
now that the program has passed the experimental stage and proven its worth.

Qualified rural s:hool teachers are only 10th grade graduates of the
Normal Schools which to date have given four years of instruction to matricu-
lants who enter from the 6th grade. There are plans under way to upgrade the
Normal School i.ogram to five years and to provide for the transfer of students

from the liceos as well as those entering from primary preparation.
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But an intellectual background of 11 years of education is not adequate
for teaching at any grade. Moreover many of the graduates are too young
at graduation for effective control or discipline. The Normal Schools
should require for admission the completion of the liceo or secondary school
program as presently do the Institutos Pedagogicos which prepare the secondary
school teachers. They should elso offer an undergraduate university program
of two to four years for certification. Now that the number of teachers
promises a surplus of candidates in the near fulure, it might be a good
time to upgrade Normal School standards and requirements, possibly on a cyclic
system of rotation among groups of Normal Schools until they are all elevated
over the period of the next decade. Eventually it might be desirsble to
change their names as well as thelr programs to Institutos Pedagogicos.

In terms of providing teachers and bulldings, although not in terms of
adequate retention standards, the Venezuelan education system is meeting its
primary school needs at this time. To quote vhe official Punta del Este
report of the Venezuelan Ministry of Education, "Thanks to the priority
which the Government of Venezuela has granted to educational needs -- all
children of school ages are afforded an opport-~.ity to receive six years of
primary education -- in spite of the high birth rate -- the country is fully
prepared to meet this expansion with its own funds."

The greatest apparent weakness in thls picture is the retention rate.
Too many children fail tc continue in school throughout the first six years.
Out of 100% of children who enter the first grade only 50% continue to grade

2, 30% to grade 3, 20% to grade 4. Only 54,000 students graduate from
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grade six out of a total primery grade enrollment of l,223,3lh.

The causes of this tremendous drop-out include such reasons as distance
from school, inadequate clothing or shces, illness, parental disinterest,
family need. But above all, an archeic and regressive examination system.

The national examination system of Venezuela is highly academic and verbalistic.
Beginning in grade one, it fails too large a percentuge of young children.

One objective among others of a primary school testing system should be to
retain and promote as many chiidren as possible, rather than the fewest
possible, particularly since all children in Venezuela are legally required

to attend school from age T to 13. Marking and promotion should be local
school responsibilities instead of the function of the central administration.
But in Venezuela, the Ministry of Education annually spends an estimated
10,000,000 Bolivares to pay teams of three examiners to examine every school
child in the nation. The child is given & list of approximately 25 possible
questions or topics for study, out of which he will be tested on one topic,

in both written and oral recitation. This educational 1-ttery forces many
childrsn to absent themselves wecks before the examination, to memorize all
possible answers, to worry to the point of physical and nervous prostration

and often to become hysterical in the examination room. The examiners are

raid an addltional fee for every repeater and are permitted to tutor repeaters
for a saslary. This introduces a profit mctive into the grading. Rural school
children with poorer level instruction are particularly penalized by the system.

In the secondary schools and the universities the examination system

continues to operate to decimate the student tcdy. A system which graduates
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only 9000 out of 36,000 students who enter the liceos each year, only 125
out of 2,292 who entered the Technical Schools, and 1,300 seniors from
University Central, with a total enrollment of 15,000 students, is obviously
too rigorous in its screening, too wasteful of human resources, and too
frustrating to the happiness and security of the individual student. This
is one possible explanation of the success that Communism enjoys in recruit-
ing activists in the secondary schools. The adolescent who suffers academic
failure and rejection, with consequent loss of faith and of hope, may well
react by rejecting the system and the society which has rejected him.. The
Present liceo organization fails to provide educational alternatives for the
failing student through transfer to other types of educational, vocational or
terminal programs. It drops him unprepared upon a society which in turn is
uaprepared for him.

The point at which national examinations could be logically imposed is
at the conclusion of primary education for screening, guiding and placement
purposes for the secondary level, and at the conclusion of secondary studies
for selective admission to the universities. But Venezuels lacks any guidance
brograms at any level. This is one area where ICA might consider assistance
to the Venezuelan authorities to aid in establishing in the Instituto
Pedagogico of a Department of Guidance and Testing to train experienced
educators in these techniques.

The existing liceo system of secondary education encourages too large a
proportion of Venezuelan youth to enter university preparation programs and

discourages too large a proportion of these from completing secondary level
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studies. A large majority of primary school students should be able to
benefit from a secondary education and should be encouraged to do so. To
develop a balanced national economy, the largest percentage of secondary
school students should be preparing for technical and vocational middle
level employment. Only a minority should be preparing for professional
or administrative employment.

In actual practice only 54,000 students finished sixth grade last
year - approximately 3% of the primary schopl population.

Of those students who entered secondary education, 105,000 enrolled
in the liceos to take the university preparation program, while 41,419
students enrolled in all other secondary programs, excluding the Normal
Schools.

Even this small total is creating an educational crisis in Venezuels.
The number of graduates from the 6th grade who entered secondary education
increased 90% in recent years, but projections from existing primary expan-
sions point to a doubling of the number over the next threz years. The
Venezuelan educational system has concentrated so much of its budget and its
resources upon meeting the crisis in primary school expansion that it has
little to spare at this time for an equal investment in secondary education..

Of greater concern to the Government is the obvious academic preference
of secondary school students for university preparation programs. One reason
for this choice is the almost total lack of secondary educational programs
in technical and industrial education. The disproportion is evident in the

following figures of 1961 enrollments:
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Primery Schools 1,223,314
Liceos (X) 105,000
Vocational Schools 41,419
Universities 2k, 309
Technical Schools 9,042,

Even more significant is the statistic that although 172 new industries were
founded this year, only 125 technicians were graduated from the final year
of all the technical secondary schools in the nation, from a total of 2,292
students who started the program six years ago.

There 1is no ieacher preparation program for industrial arts in Venezuela.
Most of the present small staff of industrial teachers are foreigners. Although
secondary schonl teachers are chiefly prepared at the Instituto Pedagogico
in Caracas, there is no faculty or curriculum available there to educate
specialists to teach industrial arts.

The Venezuelan Government in its report to the Punta del Este Conference,
identified this education area as the one "of supreme priority." The Ministry
of BEducation reports that the need in this area is not for loans of money or
for construction of new buildings. Venezuela has plenty of both. The existing
technical school buildings are not fully utilized, and there are many modern
buildings which could be rented to house potential student surpluses. Since
95% of the students who begin technical school studies drop out before
completion of the program, it is obvious that the instruction offered fails
to meet thelr needs. This assumption is strengthened by the large proportion

of those students who engage in strikes and riots and who last year disrupted

(x) Secondary school.
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all classes for a period of four months.

What the Ministry of Education requests is an ICA program to provide
American professors of technical and industrial arts from our best teacher
preparation institutions majoring in this special field. These professors
should be carefully selected from among our most competent specialists.

This is no place to.seund eecond-rate people.

They should be offered minimum annual salaries of approximately $1k,000
plus living allowances and should be requested to accept two-year renewable
contracts. The first team may be composed of Department Chairmen who could
spend a semester in studying space allocations, ordering shipments of needed
supplies, equipment and books, and recruiting additional American specialists
to flesh out their departments. It is recommended that the new teacher
preparation program in technical and industrial arts be established at the
Instituto Pedagogico in Caracas, where space is presently available and where
the local administration is cooperative and competent. The new curriculum
and faculty properly belong on the Instituto level since the graduates will
be expected to teach in the secondary level. Venezuelan students should be
carefully selected from the best candidates already matriculated in the
Instituto Pedagogico who have already completed the first three years of basic
education there. They should complete two years of intensive professional
education in the speciality. The best students among the early graduating
classes might be returned on the faculty of the Instituto to replace the
American <pecialists while the others could be sent into the secondary

field to establish departments there.
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It is essential that these secondary departments be established from
the beginning not in separate technical schools, but within the existing
liceos themselves. Otherwise, the program will not attract sufficient able
students to Justify the effort. The liceos enjoy tremendous prestige and
their diplomas or bachillerato are a primary objJective of most students and
families. Presently the liceos are single purpose institutions with a single
track program. Students not adapted to university preparation studies have
no alternative choices. What is greatly needed in Venezuela is the compre-
hensive multi-purpose type of secondary school so common in the larger
United States high schools and so strongly endorsed in the recent Conant Report.
This solution will save Venezuela the financial cost of building additional
separate schools, the educational cost of reduplicating general education
foundations and backgrounds necessary for well-rounded technical competence,
and the humen cost of wasted liceo career. In the liceos the technical
education courses should be offered on the upper levels for students who
after completion of basic liceo studies wish to transfer, or may be persuyaded
to transfer to a program for which they may be better adapted than for
university studies. There is already an unemployed surplus of 650 university
graduated engineers - but a tremendous shortage of middle-level secondary
trained technicians. The Venezuelan Ministry of Education estimates this
potential need in terms of 316,000 workers. The neighboring Republic of
Colombia has already begun this reform of the liceo system. Beginning this
year the liceos of Colombia 'will be so reorganized as to meet the nezds and

requirements of the students and of the national economy" - EL UNIVERSAL,
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August 23, 1961.

The Ministry of Education in Venezuela 1s staffed by competent leaders,
many of whom appear to be burdened by the details of too great administrative
centralism.

Many surveys have been completed in the past by foreign educational
experts, such as George Sanchez for the U.S. Department of Health, Education
and Welfare, and Pablo Roca for I.B.R.D. It should be pointed out that the
1958 I.B.R.D. Econcmic Survey of Venezuela published in 1961 is already
outdated in terms of its educational projections for 1961. All of its
projections for this year's school enrollments erred heavily on the modest
side as may be seen by the following statistics for 1961:

I.B.R.D. Projections Venezuelan Reports

Primary Schools 1,105,200 1,223,314
Liceos 89,200 105,000
Normal Schools 20,700 31,641.

The Venezuelan Ministry has so many survey recommendations on file that
"they are coming out of our ears." (Eduplan Director, Dr. Camacho). What
is needed is not more studies but positive action toward implementation.
Foreigners may recommend but only Venezuelans can reform or reshape their
own educational system and programs.

One hope of achieving the needed reforms is exposure to, and study of,
a single State system of public education roughly comparable in size and
complexity to Venezuela, which will serve as a laboratory for observation

. and deduction by chief policy makers of the Venezuelan school system. Such
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a State is California wlth its rapid population explosion, its Mexican
immigrants, its Spanish origins, its semi-tropical climate, its six state
Universities, 10 state Colleges of BEduzation, 63 Junior Colleges and its
fine system of city and of rural primary and secondary schools. A good
center of operations would be the University of California, at the Sants
Barbara campus with its specialty in Spanish and Latin American studies.

It is therefore recommended that a Venezuelan survey team of seven
Venezuelan educational leaders be chosen by the Ministry of Education,
composed of dedicated professional Venezuelan educators of wide experience,
high status and authority, preferably in the age bracket between 35 - 45,
not necessarily bi-lingual, but with future influence upon policy decisions.
The team ideally should comprise seven men, one each from the top echelons
of the Ministry of Education, the University faculties, the Instituto
Pedagogico, the Escuelas Normales, the Secondary Technical-Industrial
School, the Liceos and the rural Primary Schools.

These seven leaders with their families should be invited by the United
States Government to spend one school year in residence on the Santa Barbara
campus of the University of Californis, with the United States Government
providing all educaticnal costs, pius service of an experienced bi-lingual
American educator as liaison and an automobile for their travel. The
Venezuelan Government should continue to pay full saiaries to the chosen
seven and the travel expenses for them and their families to the United

States.

It is recommended that the team should spend the first semester of their
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visit attending the University School of Education studying English,
the History and Philosophy of American Education and educational ﬁethods
and materials in their relevant specialities.

The second semester should be used for travel, observation and con-
sultation with various education specialists and leaders throughout the
State of California to study public education policies and practices at
all levels.

At the conclusion of the visit the team should be expected to prepare
a report to the governments of both nations of reactions and of recommenda-
tions for the future growth of Venezuelan education.

It may well be anticipated if the selection is carefully made from
top policy mekers that the results on the future course of Venezuelan
education might be revolutionary in their impact in terms of decisions and
actions taken upon their return.

Venezuela is no country in which to establish a large scale USOM.
There is no need for expansion of the educational staff of ICA beyond the
services of Dr. Hart, who is already on the job and fully competent to
supervise it well. Any professional educator sent down here should be
under the administrative direction and control of the Venezuelan Ministry
of Education. This is & proud nation, unaccustomed to seek or to accept
foreign sid. Their chief need in education todey may basically be summed
up in the three words: '"Books and Teachers." What else is needed here, and
there are many other needs, they are able to supply for themselves when and

if they become convinced of the feasibility and necessity of doing so. In
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summary, these are the areas in which, in my judgment, Venezuelan education
needs review:

1. An adequate retention system in primary grades. This involves
a reform in testing and guidance, in textbooks and in teachers. The El
Macaro program should be expanded by the Ministry and given technical
suprort by ICA on a continuing basis.

2. Complete revision of the national examination system at every

level.

3. Multi-purpose comprehensive High Schools instead of single purpose

4. pPrograms in technical education at all levels, but particularly
in the liceos.

5. Guidance =»d Testing Services.

6. Upgrading and strengthening Normal Schools.

T. Te -her preparation programs at the Instituto Pedagogico in:

a. Technical and Industrial Arts
b. Guidance (graduate level)
c. Music and Fine Arts.

8. Revision of University concept, its administration, admission and
retention policies. Investigation of possibility of creating Junior
Universities and upgrading Senior University instruction.

9. Follow-up of program to eliminate illiteracy by publishing simple

materials of instruction and enlightenment.
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Library Aid to strengthen instruction and research in higher

education and in teacher preparation.

My priority recommendetions are as follows:

1.

2.

Universities and Teacher Preparation Institutions - Library
Aid Program of 60,000 volumes at $500,000.

Secondary School Technical Education and Guidance Faculties
at Instituto Pedagogico.

Primary Schrol - Textbook publication project and in-service
retraining at rural nuclewus similar to E1l Macaro.

Survey team of top Venezuelan educators to California.
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UNIVERSTOAD DEL CRIENTE

The present administration in Venezuela has established a new
University del Oriente in the Faztern and Southeastern regions of Venezuele.
It 1s chartered upon the concept of a United States land grant university,
with a goverming Board appointed and controlled by the A. D.(X) administration.
The new President, Iuis Manuel Pepalver, is a physician of good family and
congiderable charm, who is closely aliied to the A. D. party. He has a
large and apparently well-financed sdministrative staff, but only a small
number of students and faculty. Much of the projected university exists
chiefly on paper. It owne five parcels of land widely scattered in remote
and sparsely settled areas where future pcpuletion expansion is hopefully
anticipated.

Thz only one of the five campuses with & real classroom building is
located at Cumana, the home of President Penalver, an old Spanish zettle-
ment on the Gulf of Carioca. Here upon a small knoll rising above a
partially drained campus igs a single small two-year Junior College of
basic studies in zanersl education with en enrollment of approximately
300 atudents and a small faculty. The building iz not adequate for
university-level instruction. It lacks functioning lsboratories, has a
limited library of 1,200 books, and has no dormitories.

The other four campuses lack adequste instructional classrooms.

There is an oceanographic institute a few miles outside of Cumana on the
Gulf of Caricca, located in & cne-story gerage type building, containing
a small collection of microscopes arxd charts, where a small staff, principally

e - e S e

(o . ,
(x) Accion Democratica, a leading‘politdea.wquwtyw«b
headed by President Betancourt.
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foreign instructors, carries on research studies im the neighboring Gulf.
The Chairman of this institute is rumored to be a Communist. There is
also available an 0ld 20-30 foot yacht for coastal studizs.

The third campus is located at Jusepin, an abandoned oil camp sold
to Oriente by Creole after the wells were closed down. It contains
approximately 400-500 empty single family houses, originally buils for the
company oil workers, & few of which are in excellent comditio:;, but many
- of which are deteriorating umder the encroschmeats of the junmgle sad the
neighboring campesinos. People are moving out of this area with the end
of the oil boom. The land is llanos, grassland, possibly adequate for
grazing, but is still mostly unsurveyed with unclear land titles. It is
planned to convert an abandoned storage warehpuse into classrooms. There
are no students or faculty or instructionel materials on this campus as yuot

The fourth campus is at Ciudad Boliver, where the Orimoco Mining
Company has sold an abandoned miming camp to the University. There are
no students or imstructional facilities, but there is a small staff
of geologists headgd by a Russion Professir from Leningrad.

The fifth canpus is also at Ciudad Bolivar, consisting of an oid
Normal School building presently being renovated, and a new neighboring
six story Nospital. The Nospital is well constructed and equipped although
poorly maintained. Tt is planned to open a medical school in the removated
normal school building next month using the clinical facilities of the

Nospital.



-155-

Fone of the five campuzes are adequate for Umiversity instructional
purposes. There are future research pogsibilities in the oceanographic
ingtitute, the llanos, and the geological camp, for small teams of U. S.
graduate students. The only area where gociological projections forecast
rossibilities of poruletion growth iz the ndining field south of the
Orinoco from Ciudad Bolivar. At this place there is no bridge over the
river and the climate is8 very cppregsive. It has little attraction for
students except for ite projected medical curriculum. Medicine is the
profession of highest desire amcng Venezuelan students and accommodations
in thie faculty are over-crowded in other Universities. However, any
adequate medical school establishment would require capital outlays of
$20,000,000 plus a staff of competent instructors and physicians, the
vast majority of whom live in Caraceas, almost a thoucand miles away.

The University del Oriente, as presently comstituted, would
not meet accrediting stenderds in any area. It is8 a project whose
realization will take a generation of zffort and many tens of millions
of dollars. Even then it may not be sble to competi with the Univeraity
Central, with its student freedom and sutonomy, :ts beautiful, extenszive,
and expensive campue in the heart of a gay, exciting capital city, its
top-notch faculty and highk status.

It muet be remembered that tuition is free in Venezuzlesn universities
and that no selective standsrds of SdmtesiohWw+Pent:n have yet been
adopted. Studentz may chcose where they will, and most will unquestionably

chcogse Universzity Central. This ye=ar Uaniversity Central is enrolling more



~156-
than 7,000 freshmen from & total of 9,000 graduates of all the liceos
in Venczuela. There are six other ualversities.

The Amsociated Colleges of the midwest (including Lawremce, Riponm,
St. Olaf, Grimnell; etc.) studied tae possibilities of Oriente last year
and made a rcport written by Blair Stewart preferring to affiliate elsewhere.

If ICA adopte this project, it will have to build it literally from
the ground up, with heavy expenditures over many years and with no
assurance that students will actually enroll in sufficient numbe; to
Justify the investment.

What Venezuela presently needs 1z not greater investment in universi-
ties, but rather concentration of educational resources and funds at the
secondary level. The Venezuelan Government at Punte del Este identified
secondary technical and industrial education as its area of "supreme

priority". With this judgment I comcur.



APPENDIX

Report of Activities, Caracas, August 2-8, 1961
By Marvin Weissman
Regional Public Administration Advisor

I. RECENT PUBLIC ADMINISTRATION REFORM ACTIVITIES

While costly and largely non-productive studies of Venezuela's
governmental machinery were conducted previously, major interest in
reform dates from 1958, following the termination of the Perez Jimenez
regime. On June 27, 1958, the Larrazabal Junta issued Decree No. 287
creating an eight-member commission "... to study the organization, methods
and procedures of our ﬁublic edministration and the situation of the public
employee with a view towards propoeipe: - n reform of the Country's public
administration. The Commission was 8low in organizing (the writer,
then in Venezuela to direct an administrative study in the Ministry of
Health and Social Assistance, gave some help to the Commission's first
Executive Director), but at the end of October signed contracts with three
U. S. management firms. The consultents, Public Administration Service,
J. L. Jacobs and Co., and Griffenhasgen and Associates were assigned to the
broad areas of organization, personnel, and procedures, respectively, and
U. S. experts were charged with the training aspects of the reform program.

The contribution of the three firms and the U. S. team has been largely
that of planning and conducting a large number of relatively elaborate general
studies of Venszuela's poorly-organized, inefficient, and mostly ineffective
governmental structure. This work conmtinues, though total contract firm
persontiel has been sharply reduced in recent months. PAS' staff is now

limited to one permanent end two temporary advisors, surveying two autonomous



institutions; Jacobs, with three permanent and one temporary technicians
abroad, is winding up position classificaticn studies, now roughly 90%
complete; and Griffenhagen, with five staff members, is engaged largely
in accounting work and general administrative reform within the Ministry
of Finance. The recently enlarged U. S. staff includes a Chief, Rafael
Cordero, ex-Comptroller-General of Puerto Rico; Vieixha De Cuobs (Brazil)
and Mario Carcamo (Chile) on training matters; Wise (Domiaican Republic)
on customs and taxes; and Groot (¥olland) on purchasing.

The pe:formance of the Public Administration Commission (it employes
some 80 local technicians) and its foreign collabcrators has been subjected
to considersble criticism from Venezuelans within and outside the government.
Many credit the Commission mainly with having made still another comtribution
to the over-supply of studies and reports that lie unread &md unused on
shelvee and in filees throughout Caracas. The scope and general orientation
of the Commission's activities - some 26 major studies were launched during
its first year of operation - tend to support this criticism; the sheer volume
of reports 1z somewhat staggering. Yet, though impatience with pretty reports
is well founded when these are prepared largely for the sake of appearing to
te profoundiy expert - an occupatioral disease in the comsulting field -
the informstional content of these studies is a necessary first stage in any
organized reform program. The problem here appears to have been not so mach
the report-writing itself, but the failure to move away from this initial
stage fast enough and far enough. In brief, the following shortcamings have been

observed:



A. The scope of work was too ambitious and initial efforts poorly
coordinated. Despite a total lack of constructive administrative tradition
in Venezuela and a striking lack of trained administrative talent to put
reforms into effect, the Commission launched broad efforts in practically
all directions at the same time. Faulty U. N. advice at this stage and the
interested initial involvement of the consulting firms appear to have
encouraged the Venezuelans to embark upon & widely-advertised but poorly-
conceived plan to solve all administrative problems at once. The eight-
member Commission was umitieldy, poorly-directed at the outset, and hampered
in its dealings with the three consulting firms by what the present Director
characterizes as their interest in making & record for themselves to the
exclusion of cooperating in a coordinated effort. In addition, questionable
staffing and continued bickering within the U. N. group has limited its
contribution.

B. The Commission and its outside consultants, in the first part of the
program particularly, d%? not pay adequate nor opportune attention to the
implementation of recommendations. Energy was expended almost totally upon
developing ambitious recommendations, ignoring the desirability and prac-
ticability of introducing change gradually as the reform program developed.
Much existing confidence in meaningful reform among governmental leaders
was lost in the process, while the huge Venezuelan bureaucracy (more than
200,000 public employees) remained impervious to change and the public
became increasingly resigned to its unhappy fate at the hands of one of

Latin America's most notoriously complicated public administrations.



C. Though glaring training deficiencies were obvious and "expert"
U. N. help present, insufficient attention was paid to the pressing need
for developing, on a "crash basis", a corps of key administrators and
necessary management consciousness among top leaders. Compared to most
Latin American natlons, Venezuela is practicaelly devoid of even the tiniest
nucleus of trained administrators - a condition which appears to extend to
both the private ancd public sectors of activity. 1In spite of this situation,
little was done in the first part of the reform program to prepare key public
servants to meet their responsibilities, passing up the unique opportunity
to train such personnel on-the-job by involving them in the initial studies
and preparation of recommendatiuns. With U. N. guidance, some 600 public
servants are reported "trained" in programs ranging from hour-long conferences
to 100-hour courses, but most U. N. efforts have zone into a report for an
ambitious "Superior School of Administration" in Caracas.

In summary, three major needs in conducting successful management
improvement appear to have been neglected during nuch of the reform program -
realistic planning and coordination of efforts, timely and practical imple-
mentation of change, and preparation of key personnel. While these deficiencies
have held back significant reform in Venezuela to date, the picture is noﬁ
entirely a gloomy one.

In recent months, under Lépez Gallegos, an experienced and trained
administrator (and former Director of ESAPAC), the eight-representative
Public Administration Commission has been converted to unipersonal'direction

and the contracting firms cut back. Thelr remaining personnel, all now



Spanish-speaking by Commission insistence, have been pulled under L&pez
Gallegos' immediate control.

Ldbez Gallegos' present planning envisions the reform movement as a
four-stage process: (1) study of the entire governmental machinery (now
largely completed), using outside firms and experts; (2) initial implemen-
tation of reforms (the present stage), with outside help supporting local
efforts; (3) a completely local, centralized program of management improve-
ment (stage to be entered two to three years hence, with good luck); and,
eventually, (4) a decentralized program of continuing administrative reform,
largely under individual Ministry and agency control. To facilitate the
process, Lébez Gallegos hopes to present to the Cabinet this week a proposal
to create four strong staff units in the Presidency; for planning, local
Government and community development, public administration and personnel,
the latter two units desikned to give permanent character to the Commission's
present activities.

. Some 1mplementation of recommendations, notably in the accounting area,
has occurred recently and the Commission is presently more aggressively
pursuing these aspects of its responsibilities. Major reform legislation
in the personnel, accounting, budgeting and autonomous agency areas (there
are some thirty such entities now in existence) is being readied for
congrzasional action.

Finally, plans are being completed to inaugurate a training school in
public administration in the near future. A Brazilian expert is now "restudy

ing" the matter (Vieirha Da Cunha, previously assigned to Colombia, see
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writer's June report from Bogota). Five young, promising technicians are
being sent to U. S. public administration schools in two-year study programs
by the Commission, with Venezuelan financing.

It 1s in this latter area broadly that U. S. help is being sought by
the Venezuelan Government and where the most substantial promise exists for
contributing to the eventual development of satisfactory governmental adminis-
tration in Venezuela. The planning and study phases of the reform program
have been largely accomplished; the direct implementation phase barely
entered to date. The Director of the Commission, however, is confident that
his own staff, with diminishing fuature U. N. and consulting firm, can do the
Jjob. The writer is less confident of this conclusion, but in view of the
fact that the Commission has not and does not appear likely to ask for direct
advisory assistance from the U. S. Government, it is futile to weigh the pros
and cons of such essistance. The Venezuelan Governmewit, as represented by
Ld@ez Gallegos, in the presence of the Acting ICA Representative and the
leader of the "Program Development Team'", made it quite clear that the only
help wanted was in training.

IZ. PROPOSED U. S. PUBLIC ADMINISTRATION ASSISTANCE

A. Ambassador Moscoso has received a request to train twenty Venezuelans
in‘a semester-long study and practice program in Puerto Rico, starting almost
immediately. This program 1s fully recommended if a speclally-tailored program
in the University can be developed and assurances obtained from Puerto Rican
officials that the practice and observation opportunities will substartially

exceed the attention normally given ICA participants. Adolfo Fortiler, formerly

Y
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Dean of Social Sciences at Rio Piedras and now directing Griffenhagen's
work here, is certain that this can be arranged, in fashion similar to the
program developed for two groups of Brazilian officials during the 1955-56
academic year. Additional payment to the University of Puerto Rico for
special advisors and course work is involved.

It is most doubtful, however, that the program can begin with the
Septemver semester as requested; a second semester target date appears to
be more realistic. It is recommended that if Fortier returns to Rio Piedras
at the end of the year as he plans to do, he be contracted under some arrange-
ment by ICA to oversee this program - or failing that, a technician such as
Miguel Angel Velez, presently in Chile, be brought back to Puerto Rico on
TDY to shepherd the group through a Governmont in which he is well acquainted.
Fortier also mentions Professor Diaz Morales of the University as a good
candidate to coordinate the Puerto Rican program.

This activity could make an important emergency contribution to filling
the immediate need for people conversant with good public administration and,
if initially successful, should be extended to additional groups in, perhaps,
three subsequent semesters. The activity should be given the full financial
support required (with the exception of international travel).

B. In addition to this special activity, an extensive participant program
should be developed at the earliest possible moment. In the case of academic-
type programs, where English facility exists or can be developed in a reason-
ably short time, U. S. universities should be used, with the number of candi-

dates limited only by Venezuela's capacity to supply suitable students. Where
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language may prove a barrier, academic programs in Puerto Rico, Mexico,
Brazil and perhaps other parts of the hemisphere could supply some opportum
nities. An annual total of 12 academic programs, normally one-year in
duration, should be provided.

Observation and practice - type programs on the U. S. mainlend, in
Puerto Rico, and third countries should be developed in the major specialized
areas of oncern enumeraééd by Lébei Gallegos: O and M, budget, accounting
and personnel. Thig program could well contemplate as many as twentv-four
pérticipants a year in programs averaging four months each, again a total
limited only by Venezuela's supply of suitable candidates, able to be spared
for the time required to give them quick acquaintance with their fields.

C. As a supplement to these more '"normal" participant programs, training
of high level or highly-specialized teams is recommended in short, intensive
observation programs on the U. S. mainlend, in Puerto Rico, and in some cases,
third countries. Accompanied by an interpreter - technician, as in the case
of the second Chilean tax group now in the U. S., desirable impact on important
leaders can be achieved, attitudes influenced, and important support to the
full reform process secured by sending six to eight key leade. .. at a time to
visit governmental and academic institutions of interest. 8ix such groups a
year might be contemplated, for approximately six weeks each. Key admiunistrators
from speclfic substantive areas, such as education, housing, etc., could be sent
in a single group.

D. The aforementioned training projects are all "export type". The multi-

plier effect and immediate impact on Venezuela's overgrown bureaucracy can only



be significant if within the country a strong public administration institute,
center or school is created to provide primerily that in-service training
required to prepare quickly thousands of public employees. The U. N. standard
prescription, already offered to cure T7enezuela's ills, is to develop an
advenced or surerior school for udministrative studies. While broad academic
opportunities are.desirable, as well as research facilities, Venezuela appears
to be much more in need of an institution oriented towards the kinds of basic
skills training the Guatemalan and U. S. Governments have-sponsored jointly in
recent years, with more than two thousand graduates in everything from office
practice to budgetary administration. On this point Ldiez Gallegos seems to
agree, and he has indicatéd strong interest in U. 8. help to secure a "few
professors" for this purpose.

It is proposed that major U. S. help in public administration be extended
to the Govermnment of Venezuela in this connection. A university contract arrange
ment might prcvide the most feasible manner to furnish guidance and teaching
assistance, but contracting of individual professors or trainers should also be
considered. A total of four full-time and four professors for three months
each should be planned, to tecach regular and short-time courses, to direct
seminars, and offer special lectures aud conferences. The University of
Puerto Rico reportedly does not have the resources to provide a contract
faculty, but might supply one or two of their professors. Other Spanish-
speaking professors may prove hard to locate in the U. S., so third country
professors shculd be considered.

Possible duplication and conflict with the U. N. is foreseeable in this
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matter; nevertheless, the U. N. has seen fit to limit its assistance to
report-writing, and little more. The U. S. Government, under the Alliance
for Progress program, has a major obligation to Venezuela and other Latin
American countries to "educate and train" in this ares.

E. Lﬁbez Gallegos has also asked for help in obtaining books and study
materials in public administration. Even without any additional U. S. activity
- or before it ie initiated - assistance in creating a public administration
library is most justified. It 1s recommended that USOM/Venezuela seek the
temporary services of Miss Carol Piper, Chief of the Public Administration
Technical Resources Branch, to visit Venezuela and plan and initiate this
activity. Her visit to Colombla for a similar purpose has been previously
recrmmended by the writer and a combination of these visits at an early date
would prove most beneficial.

F. The activities above enumerated fully justify the early assignment to
USOM/Venezuela of a full-time Public Administration advisor to keep abreast of
needs and developments in the field, and to plan in detail and initiate such
activities as may prove desirable and feasible. Without necessarily teking an
active role in any direct reform work, such an advisor would provide invalusble
services to the Embassy and USOM, not only by directing the training activities
recommended, but also by serving as an advisor on the administrative aspects
of other projects within the total country program.

LII. SUMMARY

It would be sheer folly to anticipate major reform progreess in Venezuela's

Fublic Adrdnistration in a short time. Given the costly error: already made
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and the difficulties inherent in such programs in any country, reform here
may develop much too slowly for much too long a time.

Tn 1ts last annual report, the Public Administration Commission
recognizes that there exists in Venezuela "....a vast, administrative
organization defective in structure and archaic in procedures...duplication
and dispersion of efforts, confusion of responsibility in the upper levels
and a slow pace of administrative effort." It admits that there is a
"complete lack of adjustment between the various parts of the administrative
machinery, correction of which will require enormous efforts and great
decisiveness... and the support of public servants at all levels, the public
in general, civic groups, government leaders and the politicians."

This unhappy situation can be corrected in part by institutional and
procedural reform, a job for which the U. S. Government has not received and
is l:kely to receive no direct, comprehensive invitation. Any major change
in the tone of Venezuela's public administration is, however, much more likely
to emanate from a change in the capacity and attitudes of public administrators.
The best goverimentel machinery in the world is inoperative unless run by
dedicated, trained administrators, supported by trained steff equipped to help
those administrators teke proper decisions and then cerry them out - the process
most clearly absent in most public offices in Venezuela today. In this phase
of reform, the U. S. Government has been asked for help. An E-1 providing for
the implementation of the program as recommended above is attached, with the
recommendation that this be initiated at the earliest possible moment.

(Mission will review and submit E-1 referred to above at an early date.)



