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EXECUTIVE SUMMARY

1. RECOMMENDATION

The U.S. Country Team recommends authorization of a FY
1989 Economic Support Fund grant of $69,500,000 to the
Government of Guatemala, represented by the Ministry of Finance.

1I. PROGRAM SUMMARY

The proposed program continues the effort begun in
1986 to support and institutionalize democracy in Guatemala
through balance of payments assistance. The democratically-
elected Government of Guatemala has moved courageously and
decisively since 1986 to restore financial stability and
renewed growth to the economy. Progress in stabilizing the
economy is evidenced in significantly lower inflation,
resulting from disciplined fiscal and monetary management. The
exchange rate has been devalued to a market-oriented level, and
interest rates are again positive in real terms, inducing
private capital to return to the country. By 1987, real
economic expansion kept pace with the population growth rate
for the first time in seven years, and for 1988, recent
Dro;ectlons suggest that real per capita income will see a
modest increase.

In 1988, the Government began giving the objective of
increased and sustainable growth greater weight in its economic
. program, with the goal of economic stability nearly in hand.

In the Government's program, fundamental structural changes are
sought which will encourage greater economic efficiency and
growth, but with the participation of Guatemala's
least-advantaged groups. Reactivation of the agriculture
sector is a centerpiece of the program, whose emphasis is
diversification, particularly by the small farm subsector. The
instruments of the growth program include nct only policy
changes to eliminate remaining anti- agriculture and
anti-exports biases present within national policy, but also an
acceleration of investment in rural infrastructure and
services, to increase productivity as well as quality of life.



Guatemala's economic program for 1989 and beyond
includes the discipline of quantitative targets for Kkey
monetary, fiscal and international reserve variables.
Qualitative targets also make up part of the program, in the
form of commitments to improve the policy and institutional
framework and; in particular, the budgetary process, to allow
agriculture~ and export~led growth to take off. . The U,S.
Mission has reviewed the program and we feel confident that the
actions and targets proposed are well-formulated and sound, and
represent a serious effort toc keep Guatemala sguarely on its
newly regained path of sustainable and broadly-based gxowth.

To reaffirm the support of the United States for
Guatemala's serious and sound eccnomic management and for the
national leadership's efforts to deepen democracy and broaden
the base of economic growth, the U.S. Country Team proposes a
FY 1989 ESF grant of $69.5 million in balance of payments
support.



I. INTRODUCTION

The Fiscal Year 1989 ESF program proposed in this PAAD
represents a continuation of support for the Government of
Guatemala's multi-year growth program, begun in 1988. As was
described in the FY 1988 Concepts Paper and more fully detailed
in the PAAD, the ESF program in that year changed significantly.

The principal distinguishing characteristics of the
1988 and 1989 program are the following:

- Growth joins stability as the top priority
program objective.

- Initiation of sector-specific activities in
agriculture become part of the program.

- Policy dialogue is broadened to include
agriculture-specific topics 7nd the group of
interlocutors is expanded to include the Minister
of Agriculture and USAID/Guatemala‘’s Chief of
the Office of Rural Development.

- The fiction of ESF delivering local currency is
abandoned. The 1988 and 1989 programs recognize
that ESF is funded with U.S. dollars only., In
exchange, the GOG makes two commitments with
respect to uses of its own local currency.
First, it provides support to a trust fund for
USAID and ROCAP operating expenses, and for
technical project support and for audits.
Secaond, the GOG agrees to dishurse into a Core
Development Budget a qguantity of quetzales not
less than the egquivalent of the ESF balance of
payments support less the amount paid into the
trust fund cited above.

- The Core Development Budget of the GOG contains
the highest priority development projects of the
GOG. It was agreed to by the GOG as part of the
FY 1988 ESF program. The GOG a2lso agreed to
discuss its contents with USAID/G,
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and to subject it to the same restrictions
against military and police expenditures, etc.,
as would apply to funds donated or loaned by
the U.S.G.

As observed above, stabilization, the near exclusive
focus of the 1986 and 1987 programs, was joined in FY 1988 by
market-based, sustainable long-term growth at the top of the
1ist of priority objectives. A digression on the reasons £for
the Mission's emphasis on agriculture may be in order here.

Perhaps what should be made clear at the outset is
that the sectoral emphasis does not reflect any philosophical
or ideological notion about agriculture being intrinsically
preferable to any other sector. Rather, the selection of that
sector for emphasis is based on two propositions. First, it is
the sector that makes the greatest use of land and labor,
Guatemala's two relatively abundant rescurces. In producing
its one-fourth of GDP, the sector provides over half the jobs
in the entire economy. Moreover, this sector uses less foreign
exchange, and produces more, than any other sector. The
evidence is compelling that natural international market forces
bestow on Guatemala a strong comparative advantage in )
agriculture. Given the Mission's conviction that markets, not
planners, should determine the structure of economic activity,
this sector is a natural. We are betting, in effect, that
market signals will call for expansicn in agriculture.

The second proposition militating in favor of
agriculture is that the 20 years of anti-agriculture bias has
left the sector with inadequate infrastructure, an impoverished
population base, and a dearth of the most basic public
services. Under the circumstances it would be unable to
respond adequately to market calls for robust growth.

Despite the strong case for agriculture, the MMission
is fully cognizant of the fact that it cannot accurately
forecast the distribution of market-rational growth across
sectors and sub-sectors. For example, one nonagricultural area
that is expanding rapidly at present, purely on the strength of
private market response, is factory-type assembly operations.
Such light manufacturing operations are, like agriculture,
relatively labor-intensive. Given the widely reputed dexterity
of Guatemalan workers and the low local wage rates, it was
predictable that this industry would prosper, even without
favored treatment or subsidies. Such industries, by virtue of

4
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treir ability to compete effectively in tough international
markets, are exactly the type that can lead Guatemala to a
market-rational and self-sustaining long-term growth trajectory.

The Mission's agricultural thrust and light
manufacturing development are mutually reinforcing. The
difference is that manufacturing has not suffered from 20 or
more years of policy bias. Moreover it is directed by
relatively sophisticated local and 7“oreign entrepreneurs. They
know how private markets work and, by their demonstration
effect, provide private enterprise models for the rest of the
econnmy to emulate. Agriculture lags behind, but with water
sources identified and developed, irrigation systems installed
or renovated, farm-to-market roads established and i1esearch and
extension made an efficient reality, it can be a spearhead of
development.

What is of particular importance to foreign
assistance. donors is that they learn from mistakes made in the
past and not repeat them. In retrospect, we can see that the
nontraditional "export boom", of the 1970's was no boom at all,
but was a economic drag. The export "earnings” were largely
from sales on credit, denominated in soft regional currencies.
But the debts weren’'t paid. And the "foreign exchange
earnings” could not be used to pay for the massive quantities
of imported inputs from hard currency countries. When the
bubble burst, Guatemala was in debt and it became clear that
the exports were worth less in real, hard currency terms than
the imported inputs they consumed. And all this was encouraged
and rewarded by forgiving the participants of taxes. Partly as
a result of these policy mistakes, in 1986 real per capita GDP
was back at its 1971 level,. and the share of exports destined
for Central America was back at its 1971 level.

In this paper the Mission provides a compelling case
that Guatemala is now closer to the path it should have sought
back in 1970 rather than the input-substitution path it took
instead. Stability, at least in the domestic sector, has been
substantially restored. The external sector, the most
tenacious obstacle to robust growth, is starting to improve.
Nontraditional exports are increasing at a brisk pace and, in
1987, agriculture led the way in the resumption of real growth.

The multi-year growth program appears “to be solidly
on the course established last year. Thus there are no major



departures in the ESF program proposed for FY 1989 from that of
last year. Monetary, fiscal and foreign exchange policy will
have to be consistent with each other and with price and
balance of payments stability and with positive real growth.
The agricultural sector program will move further toward
eliminating policy and institutional obstructions.



II. THE GUATEMALAN ECONOCMY IN HISTORICAL PERSPECTIVE

A. Irends in Fconomic Addregates Since World Wa
i1

From 1950 to 1980 the Guatemalan economy was,
in many ways, a model of stability. Real GDP advanced at an
average annual rate of 5 percent. Price inflation, as measured
by the GDP deflator, averaged just 3.3 percent/, compared to
4.2 percent for the United States, and much higher rates for
Guatemala's Central American neighbors3/, International
reserves grew 10 percent annually and reached $700 miliion (10
percent of GDP) by 1979. Monetary management was moderately
expansionary with average annual growth of the narrow money
stock (M1l) of 9 percent. .There is compelling evidence,
however, that this rate of monetary expansion was consistent
with sound monetary, fiscal and balance of payments
management. Not only was there relatively little price
inflation, but the nation's balance of payments accounts also
exhibited strength. The official exchange rate held firm at
Q1.00= US$1.00, and no serious black market pressures
developed. Finally, Guatemalans exhibited confidence in their
national currency as their holdings of quetzales increased
steadily from a little less than five weeks' income in 1950, to
about five and one-half weeks®’ income in 1879,

Financial intermediation expanded dramatically
in the post-war period. Bank debits moved £rom 5 to 17 percent
of GDP; checking account balances rose from 34 to 51 percent of
the money stock; debt to the banking system jumped Q1.1
billion, from 6 to 16 percent of GDP4/, The increased

1/ All data on economic performance, unless otherwise
explicitly noted, are taken from International Financial
Statistics, 1987 yearbook edixion.

2/ For the first 22 years of the period, the rate averaged
well below 1 percent, while from 1972 to 1979 it averaged
12 percent.

3/ Average inflation rates refer to geometric means.

4/ Interestingly, 92 percent of the increased bank credit in
the £full period went to the private sector. This is not
surprising once it is observed that Guatemala's public
sector has been, and remains, one of the smallest in the
world. Befeore 1980 Government spending never exceeded
12.5 percent of GDP and Government deficits rarely
exceeded 1 percent of GDP.



importance of financial intermediation and banking generally,
was a natural concomitant of structural changes that occurred
over this period. These changes are the subject to which we
turn in the next section.

B. Structural Characteristics and Changes

Guatemala's economy has always been rooted in
agriculture. Nevertheless, this sector, like the economy
generally, is highly dualistic. Modern, internationally
competitive agricultural production takes place mainly on
large~scale holdings on the Pacific coastal pleins. This
sub-sector's five principal exports - coffee, sugar, cotton,
bananas and meat - accounted for 52 percent of export revenue
and 10 percent of GDP in 1980.

The share of these crops in total exports has
fallen sharply - 91 percent in 1950 and 1960, 58 percent in
1970, 64 percent in 1975 and 52 percent in 1980.

Interestingly, however, their share in GDP has been very stable
- 11 percent in 1950, 10 percent in 1960, 9 percent in 1970, 11
percent in 1975 and 10 percent in 1980. .

In the aggregate agriculture's share of GDP
dropped 5 percentage points over this period, f£rom 30 percent
of GDP to 25 percentd/. Leaving aside the five key exporis,
therefore, it turns out that the remaining segments of
agriculture grew at a slower pace than either GDP or
traditional export agriculture. BMost of this change in the
structure of agriculture, with the traditional export crops
rising f£rom 33 to 49 percent of agricultural sector GDP,
occurred from 1960 to 1980. In these two decades aggregate GDP
grew a total of 196 percent, manufacturing’s contribution
advanced 289 percent and agriculture's contribution increased
only 141 percent. The changes in GDP by principal sectors of
origin are shown in Table 1.

i/ Source: 2ank of Guatemala, Boletines Estadisticos, and
BOG Department of Economics Research.



Table 1
GDP By Sectoer of Origind/
(Five Year Averages cof Annual
Percentage Shares)

Agriculture Industry Commercs Othexr
1955--59 29.9 12.4 27.2 30.5
1960-64 30.0 13.4 27.5 29.1
1965~69 , 27.9 15.4 28.4 28.3
1970-74 27.8 15.8 28.4 28.0
1975-79 26.6 15.9 28.0 29.5
1980-84 25.2 16.0 26.5 32.3

It is clear that the 19855-1979 period was one in
which there was a clear structural shift with manufacturing
contributing relatively more, and agriculture relatively less,
to GDP. As seen earlier, the share of the traditional exzport
crops in GDP was substantially unchanged. Thus the reduction
in the aggregate agricultural share is accounted for by
traditional crops for the domestic market aund nontraditional
agricultural exports. These changes in the structure of
production had important implications for the relative S
- intensities of demand for factors of production. Data covering

the period 1967 to 1986 show imported inputs as a percentage of
GDP and its agriculture and manufacturing components as '
presented below. A shift away from agriculture in favor of
manufacturing clearly implies increased demand for imports
relative to resources available domestically.

Aggregate GDP 12 percent
Manufacturing %6 percent

Agriculture 5 percent

The implications of this structural change for
the economic well-being of the great majority of Guatemalans
were stark as will be seen in succeeding sections of this
paper. What is very plain and particularly noteworthy here is
that the poor, primarily indigenous, subsistence farmers of
Guatemala’'s western highlands lagged significantly behind both
the commercial agricultural sector and the .manufacturing
sector. The process that brought this to pass was
simultaneously eating away, like so many termites, at the soft
timbers that underpinned the economy as it turned increasingly
toward a kind of activity it had no chance of sustaining over
the long run.
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Data in Table 2 below illustrate this point.
The data, presented in five-year intervals, show the sharp
increase in fixed capital investments relative to aggregate
production (GDP), as (largely manufactured) exports to Central
American Common Market countries increased. They show a major
increase in the capital 1nten51ty of production. While
domestic saving showed impressive gains as well they did not
keep pace with investment. Consequently, foreign saving (and
borrowing) became increasingly necessary to sustaln the "new®
exports surge.

Table 2
Fixed Capital Investment and Domestic Saving
as Percent of GDP
(Five year Average-of Annual Data)

Period : Investment Domestic Saving
1960-64 10.3 8.3
1965-69 13.1 11,0
1970-74 13.5 13.8
1975-79 18.8 15.6
1980-84 13.7 10.5

. Table 3 below reveals similar changes in the
import content of GDP. While there certainly are many demand
side influences on the relationship between GDP and imporits, it
is clear that production became more capital- and
import-intensive during this period. Without question, the
increased import dependence of production goes a long way
toward explaining the quadrupling of Guatemala’'s ezternal debt
that occurred between 1972 and 1981,

Table 3
Imports as Percent of GDP
(Five Year Averages of Annuil Data)

1960-64 15.1
1965-69 1.8
1970-74 20.2
1975-79 26.1
1980-84 19.5



The increments in the 1mport content of
production contributed to increasingly serious deficits ou the
current account of the balance of payments {(the sougce of
foreign savings). As the data in Table 4 shcw, this daticlt
scared in the 1970°s (the first larxge increspe was in 1971 ~o-n

fow -

the current account balance rezched £ =203 =iilion ¢og-ied 2.

+$8 million the previous wezr). Thy Follogany Sehlo, Jouls 4,
goes a step further and shows “he ne. a¥f4cl of She £ seign
sector accounts (i.e., expo . 2n wanus8 im ~2 9 ¢ s 0nal

e

income accounts basis) on Gross oumshic 3

Table 4
Effect of Foreign Bector Transuctions
on Gross Domestic Predunt
(Five Year Averages of Annual External
Drag, National Income Accounts Bagiy)

. External Boost (+)or Drag (-} Eéﬁ;ggngjg;§Léik

(Millions of Quetzales) Percent of Ay 3
1950 0.0 .0
1955 1.0 0.1
1959 -~ 25.0 2.4
1960-64 - 23.0 Z2.0
1965-69 - 21,8 1.5
1970-74 - 17.8 0.8
1975-=79 -217.6 4.1
1980-84 =293.0 3.4

It is interesting to note that, in the intezvals
during which the traditional export crops contributed declining
shares of total exports, their world market prices were
significantly higher than in earlier years. DMoreover, the
interval in which the foreign sector was the heaviest drag,
1975-79, was a period of then record-high prices for all five
of the traditional agricultural exports. Thus there remains nc
serious doubt that the export “boom" associated with 1970's
(the dollar f£.0.b. value of exports increased at an average
. annual rate of 18 percent from 1670-1980, and in the latter

year was over five times the 1970 value) was in fact a
reflection of policies that probably prevented the counkry from
achieving growth rates far in excess of those actually
realized.

BEST AVAILABLE
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Another :mpurtacy structural characteristic of
the Guatol. “an eccromy 15 Lhe zol=2 “hat has been played by ths
pLdiz secco . ¥or the rnirty vears prior to 1980, tax
collectiors averaged iess toan 8 peycent of GDP, and Central
Goverumant expenditures averaged just about a percentage point
wroge, OF the uelatively smali tax collections, indirect taxes
arrurted for 86 per~:zat, suggesting that the tax system has
Duen enyvbhirg Lot neltral as en influence on resource
alioca:zicon,

' L While Guatemala has been second only to Costa
Rica in income per capita, the country historically has spent

less through its publiic sector than any of its Centrcal American

neighbors. Table 5 below shows tax and expenditure comparisons
among Central American countries for selected years between
1950 and 1980.

Table 5
Revenue and Expenditures of Central
Governments of Central Amerlga
(Percent of GDP)

Qosta Rica ) El Salvador Guatemala Hawduras

o

Wicaraqua

NA

L1
m o
15 -

18
18
-17

M ©12 14. 9 10 S S 12

N 14 13 9 9 11 32 B {1}

NA 14 14 9 10 . 11 1 1

16 . 11 11 9 9 » 12 . 15 13

20 13 14 9 10 12 © 14 14

25 14 i5 10 12 15 . 17 1%
ig

18 .12 19 NI 13 s 20 28

As suggested in the first sectibn of this paper

.Guatemala's disciplined fiscal management up to 1980

contributed significantly to the price, wage and exchange rate
stability the country enjoyed. However, there was a cost
associated with the failure of the public sector to provide the
‘social overhead capital required to conduct a modern, efficient
economy. - This cost was exacted in many ways. First, it must
be regarded as a good recruiting tool for those whe would

promote violent insurrection. Second, when the time inevitably

arrived for Guatemala to choose between joining the competitive
world economy or accepting stagnation, the economic foundation
for the former was seriously deficient.

‘ Specific manifestations of the under-investment
in publlc goods and services are shown in Table 6 below.
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Table ©
Guatemalan and other Central American
Social Indicators

Guatemala - Costa El Honduras

GNP per capita
US${1985)

Percent Literacy 1/
{Last Census)

Crude Birtl rate/
1000 (1985)

Life expectancy at
birth (years) 1985

Daily calorie supply
per capita (1985)

Population/p physi-
cian (1980) -

Estimated Average
annual population
change (1985-90)

Percent of popuia—
tion with access
to Safe drinking

. water {(Rural) (1983)

Percent of popula-
tion with acess
to.sanitation
services (Rural)

Estimated infant
mortality (1985~
1990)

Reported Malaria
cases (1984)

Number enrolled in
Primary Schoel as
percent of age
group (1984)

1,250

45.4

490

60

2,294

8,610

26

28

59

74,132

80

kica
1,300
. 89.8
29
74
2,603

1,460

2.44

82

87

18

569

101

Salvador
. 820
59.7
38
64"
2,14€

2,720

3,10
40

26

59

66,874

69

720
59,
42
62
2,211

3,120

3.10

- 55

40

69

27,332

102

Nicaragua

770
57.4.
43

59
2,425

2,230

3.36
10

E/A “}

62

15,702

100

Sources: World Bank, World Development Report, 1987.
UNICEF, The State of the World's Children, 1986.

World Resources Institute, World Resourcesg, 1987.

1/ Source: VII Compendio Estadistico Centroamericano, SIECA, 1981
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C. Summary

By "tilting®” the economy in a manner that
dampened the demand for iabor relative to capital,l/ public
policy exacerbated the perennial problem of low incomes in
families with only the services of land and labor to sell. By
artificially boosting the rate of return on investment in urban
areas (where manufacturing is located), underinvestment in the
poor rural areas was induced, and surpluses originating in
agriculture were reallocated to capital formation in
manufacturing. Low historical rates of public sector investment
in health, education and other areas of human capital
development have prevented the economically disadvantaged
indigenous population from acquiring the ability to progress
from subsistence agriculture to anything more advanced.
Excessive reliance on indirect taxes as the principal revenue
source deepened the impoverishment of the poor, as did the high
prices and inferior quality of goods available during the
import substitution period. Ultimately, it was certain to be
the case that the nation as a whole would become unable or
unwilling to support the import habit and productive
inefficiency to which producers had become addicted. At the
end of the 1970's, a series of events assured that the time had
arrived. A Sandinista Government installed in.Managua, fear of
an effective armed Marxist insurgency, deep cuts in support
from the United States, uncollectable debts from Nlcaragua and
others, falling traditional export commodity prices and rising
petroleum prices all combined to deliver a crushing blow to
investment, production and employment. In the next five years,
attempts by the Government to ignore or nullify exogenous
shocks in fact simply exaggerated them, and made their
consequences deeper and longer lasting. We turn now to a
closer look at that unfortunate episode in Guatemala‘'s economic
history. '

/ Formal time series analyses undertaken by Alfonso
Martinez of OEPA show that, consistently with economic
theory, changes in the capital stock are inversely and
significantly related to changes in employment in
Guatemala.

%
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D. 1980-85; Staagnation. In ility and Structural
Shocks

In 1980 gross export revenue reached an all time
high of $1.5 billion, on the strength of nontraditional
exports. GDP increased 14 percent in nominal terms and 3.7
percent in real terms in the same year. Tax collection growth
matched the 10 percent price inflation, but declined from 9.1
to 8.7 percent of GDP. Government ezpenditures on the other
hand jumped 29 percent from 12 to 14 percent of GDP.
Government indebtedness to the banking system tripled as the
public sector resorted to the banking system to finance its
deficit., This along with a record $252 million loss of
international reserves signalled that trouble was afoot,
despite positive aggregate growth performance.

A dramatic drop in coffeae prices in 1981 triggered
the onset of a painful, though probably inevitable, period of
economic contraction and adjustment. Export revenue dropped
$304 million (19 percent) from the 1980 high, of which $169
million was accounted for by falling coffee revenue.
International reserves dropped another $300 million as imports
reached a record high of $1.5 billion. For the second
successive year, public sector deficits resulted in a large
increase (126 percent) in public indebtedness to the banking
system. This did not result in a permanent large expansion of
the money stock. Guatemalans extinguished the new quetzales
quickly by trading them for imports and off-shore bank
accounts. However, it effectively substituted claims against
the Covernment for claims against foreigners on the asset side
of the Bank of Guatemala's balance sheet. Thus what occurred
was a deterioration of the quality of the nation's currency.

Real GDP barely registered a positive gain in 1981
and a period of six successive years of decline was underway.
" This contraction, which lasted through 1986, was accompanied,
though with a lag, by a significant drop in imports.l/ Thus
it may very well have been a necessary concomitant of the
structural changes needed to jar the economy off of the
import-substituting, inward-looking development path of the
past and onto one dictated by international market realities
and Guatemala's comparative advantage and relative resource
endowments.

1/ Imports surged again in 1987 and the first three
quarters of 1988. However, there is good reason to
believe that these are demand driven, largely by
speculative motives, rather than a reflection of a
resurgence of import intensity in production.
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Over the 1980-85 period as a whole, real GDP

declined at an average annual rate of 1.1 percent, leaving 1985
per capita GDP almost 20 percent below its 1980 value, or about
equal to its value in 1971. 1In this half decade the following
dramatic, and for Guatemala wholly uncharacteristic, economic
phenomena occurred: .

-~ Manu:acturing and agricultural sector GDP
declined on the average at annual rates of 1. 8 and
0.5 percent respectively.

- The money stock (M;) rose 79 percent (most of
this in 1985 when it increased 55 percent).

- Government debt to the Bank of Guatemala
gquadrupled.

.~ Guatemalans (not including banks) deposited over
. $600 nillion in foreign banks (enough to pay for all

the imported materials used in 6 months of 1980 GDP).

- The exchange rate resached an all time high on the
parallel market (Q3.77=$1.00 in the third quarter of
1985).

- Employment declined by an estimated 415,000 iobs
(to a level 16 percent below 1979 employment).

- Net foreign assets became net foreign debt and
reached an all tlme high $585 million (5 percent of
GDP) .

As indicated above, the manufacturing sector

suffered more in the first half of the 1980's than did
agriculture. More detail on the structure of the retrenchment
in this period is presented in Table 7 below.

]

It is important to recognize that the anatomy of the

contraction of the early 1980's is not simply the mirror image
of the expansion that preceeded it. 1In the 1970's (through
1978 in any case) the quantity of money expanded rapidly. This
occurred as the Bank of Guatemala purchased foreign exchange.
Between 1970 and 1978, the proportion of the circulating money
supply that was "backed" on the asset side by international

1/

Source: IGSS dgta and OEPA estimates.
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Table 7
Percentage Changes in GDP -
by Sector o0f Origin

1981-1985
Percentage Change to

1981 1982 1983 1984 = 19807 1985 7;¥
GDP 0'6 "3-5 "'2;6 0-5 "'0;6 ""5’5
Agriculture . 1.2 ~3.1 . -1.7 -1.6 0.3 -1.8
HMining ’ =40.1 22.2 ~10.0 = -11.1 -25.0 «=56.0
- Manufacturing -3.1 ~5.2 -1.9 0.4 . ~0.6 -10.1 ¢
Construction 19.4 -12.0 ~26.2 -28.9 =7.4 -46.9 . -
Utilities - «1,9 e 3.8 3.7 5.6
Commerce 0.6 . ~5.6 -4.1 1.2 -3.4 =4,6
Government 4.3 4.1 4.5 2.2 1.6 17.8
Transp. and Communication -2.3 -4.7 =0.5 3.0 = 1.9 -2.8
Finance 1.9 0.9 -2.7 -0.9 1.9 1.0
Housing 2.9 2.1 2.8 2.0 1.9 12.3
Other 0.5 =)l.1 =).1 0.5 0.5 =0.7
Source: i/ Bank of Guatemala, Department of National Accounts

assets, increased from 44 percent to 110 percent. After 1978;
however, Guatemala's international reserves were quickly
depleted as imports and capital flight together exceeded
earnings, borrowings and gifts of foreign exchange. Policy
makers declined to use either of the tools at their disposal-
tight money or devaluation- to stem the loss of reserves.
Consequently, although the domestic money stock had expanded as
foreign reserves were entering the country, it 4id not contract
as the reserves were leaving. In effect the monetary system
was printing quetzales that the public was unwilling to hold.
The public rid itself of the excess mcney by exchanging it for
external bank accounts and imported goods and services. In
1983, the last of Guatemala‘'s international reserves were used
up. For the flrsb time the country became a net debto: to the
rest of the world.

As the system decomposed, both domestic saving and
investment dropped off. Saving fell from an average of 15
percent of GDP in the last half of the 1970's to 10 pexcent in
the next five years. Investment (excluding inventory
accumulation) averaged only 13 percent of GDP for 1981-85
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compared to 19 percent in the previous five years. DMoreover,
the decline was virtually uninterrupted from 1979 (19 percent
oL GDP) to 1985 (11 percent of GDHP). While part of this
decline reflects the relatively greater decline in '
capital-intensive outputs, it seems clearly Lo reflect a
portfolio restructuring as well, in favor of foreign bank
ccounts at the expense of domestic productive assets.

By 1985 serious price inflation had made its
historical debut in Guatemala. From the first to the fourth
quarter of that year prices of home and export goods advanced
38 percent. g

The economic task confronting the new,
democratically elected governmeni: that took office in January
1986 would constitute a harsh, early test of its mettle in
. economic management. The new leadership needed only to control
inflation, preside over a major shift in the structure of
production, regain confidence of the private sector, manage a
major short-term external debt service responsibility and
induce hard-headed multilateral and bilateral donors of the
soundness of its economic program. Complicating the tough
situation further was the need to take difficult austerity
measures amid the unrealistically high expectations of the
public that the return to democracy would come hand in hand
with rapid improvement in the economy.

As we will see in the section that follows, the
Government's program has enjoyed remarkable success in
unprecedented time in most areas. Nevertheless %“he external
sector remains in disequilibrium, Our task in designing the FY
1989 ESF program will be to find that indispensable balance -
between the need to maintain fiscal and monetary discipline
with financial stability, on the one hand, and socio-political
stability with long-term sustainable growth on the other.

The first task the new Government set for its
economic team was to restore financial stability. The
Government recocgnized from the outset that any genuine
improvement in the economic well being of the country could
only occur through private sector investment and production.
The Minister of Finance and the President of the Central Bank,
themselves respected former private sector entrepreneurs,
understood the importance to private investors of



17~

predictability. Under their guidance, the Government set the

reestablishment of price, exchange rate and interest rate

stability as the first objective of its economic program,

. Toward this end, the first order of business was toc regain
control of the growth of aggregate demand.

Although the public sector budget had been set by
the outgoing Government, the new economic team had some control
over the way it was financed. Thus in 1986 the banking system
provided no additional credit to the Central Government. 1In
fact, the Government made net repayments to the banking
system. Growth of the money stock, which had reached 55
percent in 1985, dropped to 19 percent in 1986. The deficit of
the consolidated nonfinancial public sector fell from 1.4
percent of GDP in 1985 to 0.3 percent in 19%6. Although price
inflation for the full year was above that of 1985, most of it
occurred in the first half of the year. By the fourth quarter,
the annualized rate of consumer price inflation was below 10
pexcent.

To focus its new, disciplined demand management more
sharply on the foreign sector, the Government also introduced
changes in the foreign exchange system which represented, de
facto, an overdue devaluation of the currency. The combined
effects of the somewhat tighter monetary policy and the
devaluation, undoubtedly contribvted to a striking improvement
in the balance of payments current account. (The dramatic
increase in coffee prices, however, was the major factor.)

From a 1985 deficit of $246 million the deficit fell to $18
million in 1986. As commodities were progressively shifted
into the parallel market, the parallel market exzchange rate
retreated from the exceptionally high levels it reached in late
1985 and early 1986. In this way, the economic distortions
caused by the multiple exchange rate system were reduced and
eventually eliminated.

On the production side, 1986 did not see a return %o
positive real growth. In fact, per capita GDP continued to
fall. Nevertheless the achievement of a zero aggregate growth
rate was an important step. It was widely interpreted in
Guatemala as a signal that the contractionary phase of the
economic adjustment was over. As it turned out this view was
correct. '

: In 1987, the stabilization effort was highly
successful. Positive real growth occurred and, perhaps most
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encouragingly, definite signs appeared of the kind of
structural change required to integrate Guatemala into the
international economy. Price inflation dropped to 12 percent
or less in 1987. The 1986 increases in the interest rate
ceilings on those borrowing and lending rates subject to
control, assured that both lending and borrowing rates could be
positive in real terms. Gaps between banking market and
requlated market exchange rates remained narrow. The public
sector deficit declined further and growth of the key monetary
aggregates, M; and My, was held to 10 and 8 percent, ‘
respectively. Only a modest resumption of international
reserves losses introduced a sobering hue to the picture
painted by the economic aggregates.

Specific elements of the structural changes that
appeared in 1987 included the following:

- Aggregate GDP increased 3.1 percent with
.agriculture’s contribution gaining 3.6 percent.

- Gross domestic investment jumped sharply £rom
10.3 percent of GDP to 13.8 percent.

- Real wages in both pr.vate and public sectors,
while still well below their 1982 values, increased
in 1987 for the first time in 5 years.

-~ Nontraditional exports surged 35 percent above
their 1986 level (over half the increase went to
extra-regional markets).

- Employment increased by approximately 61,000 jobs
of which it_is estimated 39,000 were in
agriculturel/,

1/ Total gain in employment estimated by Alfonso Martinez,
using OEPA's Macroeconometric Simulation Model.
Distribution between Agriculture and "Other" is a seat-
of-the-pants estimate based on historical Ag Sector GDP/
Employment estimates.

11
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As the U.S. Country Team reviewed the progress of
the economy through 1987, we drew three conclusions. First,
with 3.1 percent real growth in GDP, it appeared that the
contraction in real per capita income had finally been
arrested. Second, the demand management effort had shown
exceptional success by 1987, particularly in getting price
inflation more nearly under control.

The third inference was that sericus problems
remained to be dealt with if Guatemala was to build robust,
long-term growth trajectory on the foundation of stability it
had laid. 1In partlcular, domestic savings and the investment
rate would have to rise, and the loss of international reserves
(another facet of the low savings problem) would have to be
reversed. Comprehensive stability of the economy could only be
claimed when the foreign sector, as well as the domestic
sector, was equilibrated.

.Both the Guatemalan Government and the U.S8. Country
Team recognized that economic stability was a necessary
condition for robust private sector-led growth, but that it was
not a sufficient condition. Consequently, when 1987 results
demonstrated that financial stability was on ‘the way to being
fully restored, GOG and USG economic teams broadened their
focus by elevating the goal of market-rational and sustainable
real growth to equal precedence with stability. This meant
that the policy dialogue related to ESF assistance, and indeed
ESF programs themselves, would focus not just on the policy
management of broad aggregates such as the money stock and the
budget deficit, but on the structural aspects of economic
policy.

In the course of negotiating the FY 1988 ESF
program, the GOG was asked to prepare indicative 3-year
projections of GDP growth, including the principal sectoral
contributions. Starting with historically plausible long-term
growth trends, the projections were to estimate the supporting
requirements for domestic investment and savings, and for
imports. Comparing these requirements with actual results in
recent years would indicate the magnitude of the gaps that
would have to be filled by some combination of external
assistance and domestic policy adjustments. Policy dialogue
specific to the ESF program sesks some combination of policy
commitments that both sides agree will, when combined with the
available ESF, close all the gaps.
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The indicative framework employed by the Mission in
this exercise is presented in Table 8 below, with a set of
estimates prepared in December 1988.

The agenda for the policy discussion pursuant to the
FY 1988 program was derived from estimates for gross
investment, domestic saving and foreign exchange gaps. The
core issues were as follows:

Investment ~ Historical data suggest that gross
investment must average about 10 percent of GDP just to cover
depreciation of the capital stock. Over the period 1950-1980,
investment averaged over 13 percent of GDP and real growth
averaged about 5 percent per year. Abstracting from
significant structural change, it seemed reasonable to expect
real growth of 3 percent (the projection for 1988) to require
investment somewhere in the neighborhood of 11 or 12 percent of
GDP. Since 1986 investment was just 10 percent of GDP, and an
acrimonious. confrontation between private and public sectors
over tax "reform" had occurred late in 1987, it seemed clear
that serious positive signals would be needed to sustain
private investment at its 1987 level of 12 percent.

Savings -~ Domestic saving had fallen to uncommonly
low levels in the early 1980's averaging less than 7 percent of
- GDP. They dropped sharply in 1987 to 5.4 percent of GDP after
having reached 9.1 percent in 1986. It was clear that the
large current account deficit on the balance of payments
" (US$600 million, or 7.5 percent of GDP) could not be sustained
for long. Policy measures to dampen demand for imported
consumer goods, to permit higher real rates of interest and to
restore confidence in Guatemala as an abode for private wealth,
would be essential if 1988 growth targets were to be met.

External Gap - The balance of payments gap was far
greater than any reasonable level of foreign assistance. Thus
it seemed clear that balance of payments policy would have to
be strengthened by some combination of devaluation and monetary
policy tightening. Moreover, it seemed unlikely that either
instrument by itself would be adequate. Too high an exchange
rate would give production costs a sharp upward jolt. Too much
credit restriction would choke off operating capital essential
to private production.:
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Public Sector Investment Budget Execution - Within
the realm of investment, the pubklic sector was of particular
concern. Private investment had shown itself to be resilient.
When the private sector decides it makes sense to invest, it
does so and things happen. The public sector investment
program, on the other hand, has suffered not only from a dearth
of funds, but from administrative and bureaucratic inability to
get projects moving even when funds are readily available.
Given that the public sector's investment program isg minuscule
to begin with, its inability to execute its investment program
has had serious negative repercussions in the form of deficient
social overhead capital- education, training, health care,
roads, public utilities, transportation facilities, information
dissemination, etc. The support of public services in thisg
category is indispensable to an efficient, market-driven,
private sector. It is alsoc a symbol of a humane civilization.
Whether on the grcunds of hard-headed business sense or of
compassion and humanitarian instincts, improvements in fiscal
management and the conduct of policy are a precondition to
serious and sustainable economic growth. This premise was
another cornestone of our policy dialogue with the Government
of Guatemala in FY 1988 and continues to be so now.

The policy program designed by GOG leadership for
1988 contained measures not only directed at maintaining
stability, but also at achieving higher levels of real GDP
growth., Quantitative targets were established for ronetary
expansion and the fiscal deficit, consistent with a modest
increase in net international reserves, inflation of around 10
percent and GDP growth of 3.5 percent in real terms. ’

By mid-year 'in 1988, however, the GOG realized that
despite having contained monetary expansion to well within
their target, the country was experiencing a hemorrhage of
foreign currency reserves. .'The GOG economic cabinet moved
quickly to correct the external imbalance by adopting measures
to restrain import demand and more tightly control expansion of
the monetary aggregates. These measures included:

-~ Reunification of the multiple exchange rate, and
devaluﬂtion from Q2.50 to Q2.70 per dollar.

-- An increase of two percentage points in the
interest rate ceilings for commercial bank
deposits’ and-lending.

1



-23=

~~ Withdrawal of pubhlic sectox deposits £rom the
banking system,

With these measures, by yearend the GOG was able to
meet its gquantitative targets in all areas except the external
accounts. The latter showed some improvement in the last half
of the year, but not enough to compensate £or the substantial
outflow of resgserves in the first semester of 1988, As a
result, Guatemala will end 1988 with an estimated $56 million
decrease in net international reserves.

The table below shows Guatemala's pﬂrfermaﬂce
against the major quantitative targets stated in the FY 1988
ESF side letter.

Table 9
GOG Performance Targets
Under FY 1988 ESF Program

Taraet

(N\‘Dv ¢

Fiscal

Central Government
Deficit (percent of GDP) -3.3% ~2.5%
(excluding grants)

Monetar

Central Bank
Credit to Central Governmznt

(Q millions) +Q35.0 +035.01

Percent Growth in Money Supply 'f
(M2) , + 9.7 + 8.3
External

Change in Net International
Reserves (2nd half of 1988)
(US$ millions) +10.0 + 0.0

1 Through December 9, Central Bank credit to the Central
Goverment was negative 9.8 million, but the GOG expacts
substantial investment project execution in the last
weeks of the year. ’

1)
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For 1988, it appears that inflation will be somewhat
above th~ 10.0 percent target, at around 13 pexcent. Growth in
real GDP is projected to reach at least 3.5 percent this yaar,
possibly as high as 4.0 pexcent.

Economic growth in 1988 in part reflects measures
taken by Guatemalan policymakers to increase investment and
expand production by exporting sectors., These included:

(1) Laws sent to Congress for export promotion and
for the establishment of private sector fres
zones.

(2) Process by which airlines seek rxighits to serve
Guatemala simplified, and privatization options
for AVIATECA, the national airline, studied.

.{3) Programs to promote Guatemalan tourism and
attract foreign investment in the sector.

(4) De-emphasis of price controls as a stabilization
tool continued.

(5) Initiation of a program of customs improvement.

(6) A Core Development Budget adopted for 1988 and
1989, to help raise public investment in
pricrity areas. ’

Clearly, some elements of the policy programs
described above were loosely articulated and hence difficult to
monitor. Nevertheless it was agreed between the USG and the
GOG that the program in the aggregate offered good prospects
for maintaining financial stability and moving toward a healthy
and sustainable long-term growth path.

_and Growth

Programs: Staks

ion

As calendar year 1988 closes, the USG and GOG
economic teams are reviewing performance in both the ongoing
stabilization effort and in the first year of the Government's
three-year growth program. As discussed in more detail in the
sections which follow, satisfactory progress toward the
program’s objectives, as well as a mutually agreed-upon policy
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program for 1989 that is gonsistent with the long~term growth
program, will be the basis for the second year of ESF support.

Table 10 which follows is based on program
projections made by the GOG economic team in support of its
request for ESF assistance to help meet the objectives of its
stabilization and growth precgram. The table gives evidence of
some early successes in the growth program -- public and
private investment and savings are up from last year, and
nontraditional exports are enjoying significant growth.



TABLE 10

SELECTED KEASURES OF ECONONIC PERFORHANCE

GOP GROMTH (%)
AGRICULTURE
HAKUFACTURING

" COMMERCE
GOVERRKENT
OTHER

FRICE IHFLATION
(DEC. TO DEC.)
HONEY SUPPLY GROWTH (H1,7)
PUBLIC SECTOR DEFICIT

(AS A PERCERTABE OF GDPi/a
TAX REVEMUES (% OF GDP)

KON-TRADITIGHAL EXPORTS
(NILLIGNS OF US$) '
FERCENT OF TOTAL EXPORTS
“OVERALL BALANCE OF PAYHENTS
DEFICIT (=) OR SURFLUS (+)
(4.8, MILLIONS OF USS, INCLUDES
EXCEPTIONAL FINANCIHG)

FIXED INVESTHERT (% OF GDP)
PUBLIC

- PRIVATE .
DOKESTIC SAVING (% OF GIP)
PUBLIC
PRIVATE

RET INTERHATIONAL RESERVES

OF BANKING SYSTEH {HIL. U5%)

19835 1986
~0.6 0.5
-0.8 0.3
=0.2 0.1
=3.7 -1.8
1.2 4.0
0.3 )
19.0 32,
9.8 18.1
5.9 2]7
6.1 1.9

12.0 12.2
8.6 8.0
1.1 .8
2.7 1.9
8.4 1.8
1.8 9.3
1.3 il
8.9 8.2

1987  1988/p
3.1 1.5
3.6 3.0
1.7 2.5
2.5 3.1
4,5 3.2
3.9 4.8

120 13.0
11.8 6.4
2“3 3I2
8.1 8.8

70,6 215.0

17,6 19.4

13,0 ~56,0

1.2 13.3
21 2.8

10,1 10,5
5.4 7.4
0.8 1.0
4.6 b4

-465.0  -54b.0

al/lncludes exchange losses of the Central Bank and deficit of non-

financial Public Sector
p/Projected

Source: BRank of Guateeala, Hinistry of Finance, and IHF

- D)
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III. GUATEMALAN ECOROMIC POLICY IN 1989 - 1990 AND THE
ESF POLICY DIALOGUE

The Guatemalan economic recovery is now in its
"second year. Stronger economic performance in 1987 and thus
far in 1988 reflects the Cerezo government's commitment to see
its stabilization preogram through, and to make adjustments in
that program as required by economic conditions. During 1988,
Guatemalan policy makers began broadening the program's scope
to emphasize economic growth through revision of policies '
holding back the agriculture sector and export production. At
the same time, the Cerezo government's commitment to improving
the wellbeing of the urban and rural poor continues to be
reflected in the budget process.

A. The 1989 Stabilization Program

The Guatemalan authorities adopted a major
correction to their stabilization program in June of 1988, in
response to a growing imbalance in the external accounts. The
Monetary Board and Congress toock a series of actions to reverse
the outflow of international reserves, including devaluation of
the quetzal, unification of the multiple exchange rate, an
increase in interest rate ceilings, a tightening of credit
growth targets and a public sector budget cut. To raise
revenues and slow demand for imported petroleum products,
gasoline and diesel prices were raised.

Despite these difficult measures, a serious balance
of payments shortfall will continue in the near term. The
- shortfall is due to heavy external debt commitments and rising
demand for imported inputs as the economy expands. As shown in
Table 11 on the following page, the balance of payments “gap”
is projected to reach about $183 million next year.

The Guatemalan policymakers have proposed the
following program to close this gap, and even end the year with
a $60 million increase in net international reserves. The
program contains the following targets for 1989:

(1) Achieve an overall public sector deficit of 2.6
percent of GDP.

(2) Limit Central Bank credit to the Central
Government tc negative Q48 million,



TAELE L1 GUATEHALA: SUNHARY OF BALANCE OF PAYMENTS 1§B6-1989
(In Hillions of US Dollars)

1986 1987 1988 1989
606 606 Hov. ALD
ESTINATES PROJECTIONS

- - L

CURRENT ACCOUNT -48.8  -531.% -538.5 -578.1
Trade Balance 168,1  -335.2 =31t,1 -321.4
Experts FOB 1043.8  977.9 1105.4 1242,%
Ieperts FOB -875.7 -1333.1 -1476.5 -1364.0
Services/Transfers Het ~216.9  -~176.4 ~-167.4 -289.6
CAPITAL ACCOUNT 30,1 387.1 332.8 3952
Private Capital Net 93,2 399.0 361,3  378.0
(short-tera aot) -9.9  239.3 219.8  240.6
(long-tern net) 105.1 159.7 141.5  117.4
Official/Banking Capital net -35.1  -11.9 -23.5 17,2
shart-term net 3.9 25.3 -39.9 -3
{of which AlD 1CIF) 3.7)  (23.0) (59.4) (15.0)
{of which EXIHBARK) (20,1 (10,3 {48.2) 112,9)
long-tere net ~61,0  -37.2 15.4 50,3
(of which CCC) {13.1) (7,6) (5,4 (8.0)
ERRORS AND OHISSIONS 10.0 19.8 10,0 <==-
EXCEPTIONAL FINANCING REQUIREHENT 1.} -164.3 -i90.7 -182,9
{of which AID ESF) (47.4) (90.79) 175,00 (69.0)
(of which IHF) (0.0) (0.0 (39,77 (68,0)
(of hich IBRD Export Prozotion Preject) (0.00 (0.0 (0,00 (64.0)
NET CHRHGE IN INTERHATIOMAL RESERVES -48.6 13.5 6.0  -18.1

{- equals increasa) :

SOURCE: BANK OF GUATEHALA



(3) Restrain monetary growth, as measured by M2, to
9.7 percent.

(4) Approve all valid foreign exchange requests
within five working days. . .

(5) Eliminate most external payments arrears by June
30, 19890 " )

This. program alone cannot £ill the external
financing gap. However, the proposed monetary, fiscal and
exchange policies which underlie the targets listed above have
been judged as appropriate and sound by the International
Monetary Fund and World Bank, both of which who are prepared to
offer a 51gn1flcant amount of exceptlonal balance of payments
f1nanc1ng in 1989. Still, as shown in Table 11, reserves will
not increase sufficiently to reach the $60 million target.
Rather than tighten the nonetary program further and perhaps
cut GDP growth, the country is seeking additional exceptional
financing from sources such as the IMF and Japan. More detail
on international agency support of Guatemala‘'s macroeconomic
program is provided in Section IV E.

As noted in previous sections of this paper,
while the stabilization program outlined above is judged to be
feasible and sound, its success depends in part on growing
private sector confidence. The strong suvport of the U.S.
government to the Guatemalan economy has been a visible signal
to private sector producers that Guatemala's economic program
merits international economic support. Accordingly, the U.S.
Country Team recommends that the 1989 ESF prodgram be disbursed
as soon as possible to help bolster public confidence in the
economy.

B. The Agriculture Sector Componeni of the GOG
Economic Prodqram

Earlier sections of this document showed that
GOG policies of the 1960's and 1970°s promoting
import-substititution industrialization have held agricultural
development back. Agriculture lagged despite its natural
competitive advantage. The industrial sector ¢rowth Guatemala
achieved then was at the expense today of high external debt
service payments, and a heavy import dependency of its
manufacturing sector. Both of these problems contribute to the

I
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balance of payments gap that is behind the Government of
Guatemala“s request for ESF assistance in recent years and
today.

Making the playing field more level, to allow the
country to realize higher levels of growth that are sustainable
in the long run, requires attention on three fronts:

(1) Improvement in Guatemala‘®s agricultural policy
framework.

(2) Adjustment of industrial policies that
- artificially ccntravene market signals and draw
resources away from agriculture.

(3) Accelerated public investment in agricultural
infrastructure and rural sexvices, to compensate
for 20 years' underinvestment.

All three areas will be addrecssed by the FY 1989 ESF
program, as detailed below. Formulating and implementing an
agriculture sector growth strategy called for policy
discussions among a wider group of Guatemalan public sector
agencies than those who have participated in macroeconomic
- policy discussions in the past. As a first step, the FY 1988
ESF agreement established a multiagency working group on
agricultural policy. The group has the following
representation. '

Ministry of Agriculture (Chair)
Ministry of Economy
Ministry of Finance

National Planning Council
Central Bank

Each participating institution has named two
representatlves to the group - one a Viceminister and one a
department chief. USAID participates as an observer to the
group's work, with staff of the Rural Development Office and
the Office of Economic Policy Analysis taking part in the
discussions.

The working group, now a legally established
entltyA has prepared the first draft of its three-year plan of
action, as provided for under the FY 1988 ESF agreement. The
document states the objectives of the GOG policy toward
agriculture to be:

Y
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a. Modernize Guatemalan agriculture, and
increase rural employment.

b. Increase and diversify agriculture exports,
and develop greater capacity for
agroindustrial production.

c. Rationalize the existing food security .
programs.

d. Improve rural infrastructure, especially
irrigation and roads.

e. Provide land to landless laborers through -
voluntary market mechanisms.

f. Improve natural resource management.

The three-year plan outlines strategies to meet
these objectlves during the near term. During the documenkt's
formulatlon, however, it became painfully clear that not only
is there a tremendous lack of information upon which to base

"agricultural decisions, but also that there are incongistencies
within the public sector’'s agricultural strategy itself. Also,
the three-year plan does not address the problems caused to
agriculture by policies not specific to the sector, such as the
tariff.

An example of inconsistency is the potential for
conflict between the Guatemalan government‘s strategies of food
security and diversification. The food security program cites
as an objective 1ncre381ng production of basic consumer crops
such as corn and beans in the Western nghlan@s. Instruments
of this policy objective are crop support prices, storage
facilities and import restrictions, all to stimulate domestic
productlon. At the same time, the Guatemalan policymakers are
proposing subsidy of certain agricultural inputs to promote '
diversification of Highland farms out of basic consumption
crops such as corn and beans into higher profit crops such as
vegetables. There has been little, if any, public sector
analysis of whether actions to promote food smcurlty and
diversification are complementary (e.qg. lncrea51ng
productivity) or contradictory (e.gq. promotlng crop
substitution).
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The information gaps present in the drafi plan led
USAID to propose a two-pronged approach to the-agriculture
sector program. In areas where policy problems and investment
needs are well defined, commitments under the FY 1989 ESF
program will be for immediate action. In areas where there ars
contradictions in the GOG's agriculture strategy, cr foxy which
little informacion or analytical work is available, commitments
under the FY 1989 ESF program will be for completion of studies
and improvement in the database. '

The commitmsnts sought for the FY 1989 ESF agreement
are: '

Agriculture Policy ~ The ASWG has noted possible
areas of conflict between its traditional policies promoting
food security, and its more recent drive toward small farmer
crop diversification. Accordingly, the ESF side letter will
contain as a covenant: '

(1) The ASWG will contract an evaluation of the £ood
security program, its economic costs and
benefits, its budgetary implications, and its
impact on domestic food supply and prices, to be
completed no later than September 30, 1989.

Industrial Policy - The US negotiating team has
raised the topic of industrial policy with the ASWG, and with
the GOG economic team. The FY 1989 ESF program will support
ongoing GOG efforts in two areas: (1) reduction of the
anti-export bias against extraregional exports and (2) review
of any remaining fiscal incentives oriented toward production
for the protected Central American Common Market. (NOTE: Most
of these incentives were eliminated in 1986.) The specific
covenants to be contained in the ESF side letter will be:

(1) Continued progress in 1989 in reforming the
external tariff, to make rates more uniform
across products.

(2) Passage of an export incentive law which
compensates exporters for payment of duties on
imported inputs, thus reducing the bias against
exports inherent in the tariff.

(3) Review of industrial fiscal incentive policy, in
the context of the design work for USAID's FY
1989 Fiscal Administration Project.
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Investment in Support of Agriculture Development -
The ASWG has prepared a comprehensive program of actions to
accelerate public sector investment in support of agriculture.
The program includes the following commitments for immediate

action:

(1) Fix the budgetary process of agriculture-xrelated
public sector investment, by taking the
following actions:

== The Ministry of Agriculture will present a "
unified budget request to the Ministry of i
Finance for the 1990 budget, a departure f£rom
the previous system where individual agencies of
the agricultural public sectoxr deal directly
with Finance, with no overall coordination of
budgetary allocations.

.== The Ministry of Agriculture will prepare
investment project profiles for all 1989
projects, which include information such as
current year and life of project costs, and
expected outputs. Up until now, many investment
projects have been funded year- bymyear, without
any analysis of total cost.

-- The Ministry of Agriculture will establish a
formal system to monitor project implementation,
and will prepare quarterly reports on project
execution rates, which identify problem areas
and projects.
-- The GOG will establish targets for execution of
investments contained in the Core Development
Budget, and the Ministry of Agriculture '
subcompornent of the CDB, which represent :
substantial increases over the rates achieved in
the 1988 CDB. (These target will be quantified
as soon as 1988 CDB executlon rates are known,
in February).

(2) The Ministry of Agriculture, working with USAID,
will complete an irrigation sector assessment.

(3) The ASWG will provide a workplan to improve the
efficiency of operation of the land registry
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procass. The excruciating difficulties involved
in gaining clear titles to land are a serxious
impediment to the success of voluntary land
transfer programs, as well as to private sector -
investment in agriculture.

(4) The GOG will carry out the initial steps of its
time~-phased plan for decentralization of
BANDESA, the national agriculture bank.

: To promote greater private sector investment
generally, the following longer-term commitments will be
pursued in the FY 1989 ESF program:

(1) Further progress toward "open skies® and ”open~
seas". Review with GOG reason for delay in
dissolving FLOMERCA.

. (2) Progress toward tlmely execution-of public
investment programs in the areas of energy
generation, telecommunications improvement,
parts and road construction, and review of
policies in these sectors.

(3) Passage of a law permitting private sectoz
investment in free zones.

(4) Commitment to pursue realistic and
market-oriented interest and exchange rate
pollc1es.

The above commitments will have positive impacts on
investments in agriculture and in other sector as well.

C. Spread of Growth's Benefits

The questions of equzty and reaching our target
group have entered the ESF dialogue in two explicit ways. 7The
first--the level and implementation of public investments in
rural infrastructure and social services--was discussed in the
preceding sections. The second issue relates to the question
of agricultural growth. What impediments do small farmers face
to expanding their production, when macroeconomic policy
provides incentives to do so? What agrlcultural policies and
institutions stand in the way of increased incomes for the
rural poor? .

The policy and ‘institutional improvements
contained in the conditions precedent and convenants cited in
the previous section are oriented toward these questions. The
items on this agenda are closely tied to GOG strategies to
improve the well-being of the rural poor, namely:
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Increase access to land.

Improve the operations of BANDESA, the
national agriculture bank which is the
primary institutional source of credit for
Guatemala's small farmers.

Allocate public investment funds for
agriculture more rationally, and improve
implementation of investment projects.

Refine the GOG's food security policy . and
reduce its budgetary cost

Refine and implement programs to provide
irrigation systems to small farmers.

. D. The Side Letter

‘ In accordance with the policy dialogue outlined
in this section, the FY 1989 ESF sicde letter will have the

following format:
ll

2.

Description of economic performance in 1988.

Update of @ three-year quantitative
projection of che major economic variables,
and identification of f£iscal, foreign
exchange and savings/investment gaps which
could prevent Guatemala from meeting its
growth targets.

Description of planned stabilization and
growth policies to be adopted in 1989, and
policy directions for 1990.

Description of any immediate policy actions
to be taken to improve growth and
development of the agriculture sector, as
developed in the GOG three-~year plan of
action. ,

A request for USG ESF assistance to support
the adoption of the economic policLes
described in the letter.
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Iv. PROGRAM DESCRIPTION

A. U.S. Interests and CDSS Relationship

i

The FY 1989 Guatemala CDSS describes the
inequitable distribution of the country's considerable wealth.
The low incomes of the majority of Guatemalans have been
severely eroded in recent years, both by the regional recession
and by the 1985-86 burst of inflation. The CDSS documents the
impact of the economic crisis and the lack of hope for
improvement of living standards in the absence of a
comprehensive stabilization plan. The Mission also noted the
danger to Guatemalan political stability and regional security
if the population was left without hope that economic
conditions would ever improve.

The Report of the National Bipartissan
Commission on Central America (NBCCA) identified a clear need
for a rapid build-up in economic assistance to Central America
to address the dual problems of growth and equity.
Nonetheless, because of Congressional concerns about the lack
of commitment of previous Guatemalan governments to addressing
the problems of the disadvantaged population and to respecting
human rights, assistance levels for the country were held to
much lower levels than those for regional neighbors. The
progress toward elections and the return to a civilian
government, however, led to the restoration in FY 1985 of
foreign assistance, including badly needed ESF support.

The proposed FY 1989 ESF program is consistent
with NBCCA and Mission strategy for Guatemala, as most recently
articulated in the 1989-90 Action Plan. The program will
assist the government to undertake policy reforms to stabilize
the economy and to stimulate growth through greater investment
and export, building on the courageous and far-reaching
economic po:l‘2ies enacted during the past two years. The
proposed agricultural emphasis of the FY 1989 ESF program meets
the CAI mandate to focus increasingly on sector growth programs
as the Guatemalan economy stabilizes. The ESF orientation
toward agriculture sector growth will complement PL 480 program
investments and self-help measures. The development objectives
of the strategy will be furthered through programming of local
currencies and through protection of the Guatemalan public '
investment budget in support of rural infrastructure and
small-farm production.

0

\
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Economic stability and steady growth in real
incomes, particularly of the country's least-advantaged groups,
will give a strong boost to the institutionalization of
democracy in Guatemala. 1In the near term, the ESF policy
dialogue will be directed toward protection and expansion of
the economic gains made during the Cerezo's goverment's first
three years in office. A steady hand in economic management 1is
needed now more than ever as political pressures heighten over
the upcoming elections. At the same time, a smooth transition
will depend on the current government®s ability to keep the
economy on an even keel, and showing steady improvement. The
FY 1989 ESF program will assist in that effort by boosting
availability of foreign exchange for essential inputs to
production, and by providing budget support to expand the level
- of services and infrastructure available to the country's poor.

B. Policy dialogue

A The U.S. Country Team has maintained a close-
dialogue with the Government of Guatemala on economic policy
issues since the signing of the FY 1986 ESF agreement.,
Beginning with the adoption of the economic package in June
1986, the Government of Guatemala has enacted measures in
support of its stabilization agenda and also to stimulate
private sector production and investment. These are detailed
in Annex A, which updates the inventory of economic policy
progress under the Cerezo government.

Discussions leading into the FY 1989 ESF
agreement have centered on macropolicy management and GOG
commitment to remove distortions which adversely affect the
agriculture sector, particularly the small farm subsector. The
U.S. Country Team has reviewed recent and planned GOG economic
policy measures, and recommends kthat the FY 1989 ESF agreement
be based on the actions which follow,

The following steps must be taken prior to
disbursement of the ESF dollars and will serve as de facto
conditions precedent:

(1) Presentation of a side letter which outlines
the GOG's broad economic program for 1988
through 1991, and the specific program for
1989, including proposed policies to be
taken and targets for key macroeconomic
variables. The specific macro policies and
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targets were listed in Section 1II1I.A of this
document.

(2) Presentation by the Government of Guatemala -

of a time-phased plan of work, including
actions to be taken immediately, to analyze
and make improvement in agricultural sector
policies and institutions. The details of
the agriculture sector component were given
in Sections III.B and I1X.C.

There will also be the follow1ng condition
precedent to disbursement of local currencies for budget
support from the Special Account:

Establishment of a Core Development Budget
within the 1989 investment budget.

In addition, the side letter will contain the
follow1ng general commitments:

(1) Commitment to jointly track, with
U3AID/Guatemala, progress toward meeting
stabilization and structural adjustment
goals, and progress toward meeting the goals
established in the agricultural sector
program.

(2) Commitment to make substantial progress
toward the objective of full (100 percent)
execution of the Core Development Budget in
1689, This objective will be quantified in
the side letter.

C. Local Currency Prodgramming

Beginning in FY 1988, the Government of
Guatemala adopted the policy of channelling into the Government
of Guatemala's Core Development Budget (CDB) a sum of local
currency equivalent to the dollar value of ESF balance of
payments assistance less the GOG contribution to the
USAID/ROCAP local operating, technical support and audit
expense trust account.

The Core Development Budget (CDB) contains the
top-priority development investments contemplated in the
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central government budget, including other donor and USAID
projects and t%eir counterpart. Guatemala's CDB for 1989 is
now being developed with technical assistance provided by the
Mission to the Office of the Minister of Finance. The strong
orientation of the CDB toward agriculture and rural development
makes it an ideal vehicle for disbursement of local currencies
destined as investment budget support. For local currencies
used as budget support, a special account will be established
within the Ministry of Finance to finance expenditures within
the CDB, 10 days after the agreement is signed.

The Mission has adopted the Core Development
Budget as a tool to accomplish the following objectives:

1., Prioritization of public sector investments
by the Ministry of Finance, and a commitment
to provide full funding to those contained
within the CDB.,

2. A vehicle to address the level of investment
in key agricultural areas such as
irrigation, natural resource management and
research.

3. A vehicle for USAID fo raise with the
Government of Guatemala the issue of
deficiencies in the national budgeting
system. This effort will be coordinated
with activities under the Mission's FY 1989
Fiscal Administration Project.

4, Progress toward full (100 percent) execution
goal (implementation rate) for the CDB as a
whole, to be stated in the side letter.

5. A mechanism whereby the Mission ESF dollar
assistance can provide general budget
support to the GOG, without the need for
line item-by-line item, quetzal-by-quetzal
approval of each local currency expenditure.

6. Under the new framework, once the CDB is
approved by USAID, the Ministry of Finance
may disburse local currency into those
budget line items without further approval
from USAID, thus reducing the voluminous
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paperwork the former system of item-by-item
approval has created. The CDB will be a
subset of invzstment activities contained in
the national budget approved by Congress.
Once the CDB is approved, USAID expects
there will be no revisions during the year.

Finally, USAID and the Government of Guatemala
will program $6.95 million in ESF local currencies to
supplement OE and technical support and audit needs of
USAID/Guatemala.

For FY 1989, no local currencies identified with
ESF will be programmed for activities with PVO's and the
private sector. The Mission will use dollar DA resources for
such progrdms.

Thus the breakdown of ESF local currency uses
for the FY 1989 program will be:

Support to Core Development Budget $62.55 million
AID Trust Funds $_ 6,95 million
TOTAL $69.50 million
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D. Mechanism for Disbursement of ESF Dollarsg

Upon the GOG meeting all conditions precedent to
disbursement, USAID/Guatemala will request disbursement in the
form of an electronic funds transfer to a separate Government
of Guatemala bank account in the Federal Reserve Bank of HNew
York. Evidence must be presented to support the establishment
of a separate bank account for the dollar grant funds by
providing the bank account number, name of the bank account and
address of the bank to USAID/Guatemala. Once this information
is provided along with evidence that all conditions precedent
to disbursement have been satisfied, USAID/Guatemala will
request that AID/Washington process an electronic transfer of
funds for deposit into the separate Guatemalan Federal Reserve
Bank Account. Withdrawals from this account will be made in
accordance with procedures established with the USAID/Guatemala
Controller's Office. Withdrawals will be supported by
agreed-to documentation to permit monitoring of disbursements.
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E. Other Donor/Lender Coordinaticn

Up until recently, the U.S. Government the only
provider of significant exceptional balance of payments support
to the Cerezo government. We have taken the lead in policy
discussions with Guatemalan economic authorities, and our
programs served as a bridge to commitments for balance of
payments support from other sources.

As of October 1988, we are no longer swimming
alone in the lake. Guatemala has signed a Stand-by Agreement
with the International Monetary Fund, and has agreed to the
policy actions necessary to move the World Bank Export
Development Loan forward. The latter is now on track for board
approval in March and disbursement in June.

So far, the three policy-based programs have
been mutually supporting, and no major areas of conflict have
arisen. 1In large part this harmony reflects that we are all
supporting the policy initiatives of the current government,
rather than imposing programs of our own design. In fact, the
IMF agreement accepted the Guatemala program virtually "as is",
with no significant policy changes required prior to
disbursement. .

us
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V. ACCOUNTABILITY OF ESF DOLLARS AND LOCAL CURRENCIES

A, ESF Dollars

During the past year, USAID/Guatemala has
developed and implemented a highly effective system of managing
the separate dollar account mandated by Congress. The systenm
works as follows:

1. The ESF agreemert stipulates as a condition
precedent that the Bank of Guatemala
establish a separate, noncommingled account
for the dollar disbhursement, and provides
AID with audit riyhts over the account and
its associated import transactions.

2. USAID worked with the Bank of Guatemala to
develop a computer program which sorts and
collects information on completed import
transactions which fit the eligibility
criteria contained in the ESF agreement.
Only imports of inputs to private sector
production are eligible. The eligibility
period is the fiscal year during which the
ESF assistance is obligated.

3. The Bank of Guatemala pericdically submits
to USAID a computerized list of eligible
commodity transactions.

4, The USAID Controller's Office reviews the
list presented by the Bank of Guatemala, and
discards any transaction which appears not
to meet eligibility criteria. USAID then
authorizes withdrawal of ESF dollars from
the separate account in the amount of the
nonrejected transactions containad in the
list.

5. After approval by USAID, the Controller’'s
Office conducts a financial review of the
import documentation (which is housed at the
Bank of Guatemala) for transactions on the
list and requires redeposit into the
separate account of any dollars disbursed
against rejected import transactions.
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6. Any interest earned on the dollarxr accougt is
treated in the same manner as the principal.

USAID/Guatemala has streamlined procedures
through the establishment of a special unit within the
Controller's Office which reviews ESF dollar and local currency
documentation and which conducts related financial reviews. At
present, detailed financial reviews are being conducted of
dollar uses in prior ESF programs. So far, no problems have
been encountered.

B. ESF _and Local Currencies

USAID has established a Mission Order for local.
currency management (No. 19-7) which is now fully in place.
Our system works as follows. Immediately following
disbursements of ESF grant dollars, the Government of Guatemala
deposits the equivalent amount of quetzales into the special
account. The rate of exchange will be the highest rate that,
at the time of the deposit, is not unlawful in Guatemala.

The Division of External Finance (DFEF) of the
Ministry of Finance is responsible for coordinating requests by
public sector agencies for use of the funds in budgeted
activities. 1In FY 1988 and beyond, the Technical Budget Office
of the Ministry of Finance participates in this process through
the establishment of the Core Development Budget. All
financial transactions are the responsibility of the Bank of
Guatemala.

The Core Development Budget framework for
management of local currency identified by the GOG with ESF
works as follows:

1. The Guatemalan government determines its
highest priority development investments for
the upcoming budget year. These
investments, together with a limited number
of operating expense-funded activities
necessary to their execution, form the Core
Development Budget. USAID participates in
the prioritization process, through
provision of technical assistance in
investment project evaluation.
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The GOG submits the Core Development Budget
to USAID for approval. Mission approval is
based on two elements: (1) that the CDB
was prepared using sound budgetary
principles, and (2) that it does not
contain military and other expenditures
prohibited under U.S. foreign assistance
legislation. (These prohibitions are also
cited in the ESF agreement.) Through the FY
1989 Fiscal Administration Project,
USAID/Guatemala will provide assistance to
the Ministry of Finance to improve the
budgetary process, particularly £for capital
budgeting.

Once the CDB is approved, ESF local
currencies may be disbursed to finance any
activity it contains. 1In FY 1988, for
example, Q182 million in ESF local
currencies partly financed a Q450 million
1988 CDB.

The GOG commits to improving execution rates
of the investments contained within the CDB
over the low rates of execution
traditionally seen in Guatemala. 1In
addition, the Ministry of Finance will
undertake implementation reviews of the
slowest-moving CDB projects (ESF-financed or
not) and take steps to improve their
execution. A quarterly report showing
execution rates by project is submitted to
USAID.

The Ministry of Finance submits quarterly
reports to USAID which show flow of funds
from the special account into the CDB. The
Controller‘s Office performs in-house
monitoring to assure that GOG check
registers, cash reconciliations, budget
decrees and related correspondence adhere to
the provisions of the ESF agreement
regarding use of funds and documentation.

Primary responsibility for audit of the CDB
rests with the Guatemalan Controller General

y4
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Office. USAID retains full audit and
document inspection rights.,

GOG audit capability is being upgraded underx
both ROCAP and USAID-funded projects. Peat Marwick and
Mitchell has been contracted to carry out an asgsessment of the
technical assistance needs of the Controller General Office,
for which work will begin in January of 1989, Funds have been
reserved uinder the Mission's Development Training and Support
Project to finance needed technical assistance and training.
The CDB includes the expenditures of the Controller General
Office and other units which administer of monitor donor
projects and programs.

This system for local currency management
conforms fully to AID/W guidance on use of local currency for
general budget support. The guidance requires that
documentation must exist demonstrating that the local currency
was transferred from the special account to the appropriate
development budget account of the host country. Adoption of
this system has substantially decreased the Mission LC
management aand paperwork burden over our previous system of
project-by-project approval.

For USAID trust funds, the full amount for OE,
technical support and audit accounts must be transferred to the
U.S. Disbursing Officer's interest-bearing account in the Bank
of America after receipt of the U.S. dollar disbursement by the
Guatemalan Goverment. Programming, management and audit
responsibilities for these funds are established in Mission
Order 19-7.

For programs with the private sector under the
FY 1987 ESF agreement, subagreements provide for audits to be
carried out by private accounting firms designated by USAID.
USAID financial reviews are financed from the audit trust fund
established by the Mission with local currency under the FY
1987 ESF agreement. IQC's with two local affiliates of U.SB.
accounting firms have been signed for this purpose. Financial
and management reviews of GOG budget line items financed with
FY 1986 and 1987 ESF local currency are underway. In addition,
the USAID Controller's office will schedule a review of the
Ministry of Finance under an IQC mechanism to assess internal
controls pertaining to the programming implementation and
monitoring of local currency.
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VI. NEGOTIATING STRATEGY AND OPTIONS

The negotiating strategy will build on the approach
and mechanisms established for prior years' ESF disbursements.
Discussions have been scheduled with the GOG economic
authorities to jointly evaluate early progress of the economic
package, with the USAID Director serving as head of the '

" negotiating team. The team also includes the Embassy Economic
Counselor and the USAID Office of Economic Policy Analysis
staff, with backstop support from the Controller's, Program,
Rural Development, Project Development and Support and Private
Sector Offices. Within USAID, ESF strategies are developed
jointly with those.for DA and PL480 assistance. This past
year, a joint ESF-PL480 committee was established to improve
policy dialogue coordination for agriculture sector issues.
Positions to be taken and terms of negotiations will be cleared
for Country Team purposes in prior discussions between the
USAID Director and the Ambassador and DCM, and through joint
State/AID cables to Washington.

On the Government of Guatemala side, ESF
negotiations have been held in the past with staff of the Bank
of Guatemala and the Ministry of Finance. With the
introduction of a sector policy dialogue in agriculture, the
negotiating table now includes staff of the Ministry of
Agriculture.

AID's LAC Bureau will coordinate and ensure
clearances of other Washington agencies involved in the ESF
approval process. Data collection, analysis and preparation of
policy statements, and liaison with key Guatemalan counterparts
at the technical and policy levels of the Central Bank, the
Planning Council and the Ministry of Finance will continue to
be principally the responsibility of the staff of the USAID
Office of Economic Policy Analysis, working together with the
Embassy Economic Counselor. For the Agricultural Sector
activities, negotiations have been initiated with the Minister
of Agriculture and his staff. Supporting information will be
gathered through USAID and Embassy contacts with other donors,
private sector representatives and other economic leaders.
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VII. CONDITIONS AND COVENANTS

The economic policy-~related conditions and covenants
to be sought in the ESF agreement are outlined in Sections III
and IV of this document. 1In addition, the conditions and
covenants of the FY 1989 agreement will reflect the local
currency amount and uses, the deposit into the USAID/Guatemala
Trust Fund, provisions regarding the Separate Account £or
dollars mandated by Congress, and provision for independent
audits.- The draft ESF agreement will be reviewed by the
Regional Legal Advisor. The final PAAD document has been

leared by the Mission Director and Controller.
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VIII. SCHEDULE FOR ESF PROGRAM

The Country Team proposes the following schedule for
actions required for the FY 1989 ESF program:

PAAD received in AID/W December 30
AID/W receives IEE determination |
cable from USAID , Decembexr 30
Issues Meeting January 24
DAEC Meeting January 27
ESF program authorized January 31

Target Date for Signed Agreement « February 20

. ESF Disbursed March 1



ANNEX A

GUATEMALA:
1. Inventory of Policy Prouress Under Cerezo Government

Prior to Signing of FY 1986 ESF Agreement
Januvaryvy 14 - June 6, 198¢G:

- Simplification of the exchange system, ending
commodity imports under the official (dollar parity)
exchange rate and creating incentives to export.

- Effective devaluation of quetzal from Q1.90 to
02.30 per dollar (based on June 1986 level cf
parallel market).

- Restrictive monetary policies to control
inflation, including raising of interest rate
ceilings, increases in reserve requirements, and
increases in intra-governmental interest rates.

- New revenue measures, including a new valuation
system for imports based on the parallel market
exchange rate, a temporary export tax and temporary
surcharge on international telecommunication rates.

- Conversion of budgetary accounting system to
reflect Q2.50 exchange rate rather than previous
one-to-one parity.

- Increase in telephone tariffs consistent with
regulated market exchange rate (international
tariffs raised by 250 percent).

~ Price controls lifted on part of the list of
controlled products. The number of individual items
under price control dropped from more than 400 to
less than 20.



Prior to Sianing of FY 1987 ESF Agreement
Jupe 7, 1986 to April 13, 1987:

~ Progressive movement toward merging of the
banking and regulated foreign exchange markets
through passing of items from the former market to
the latter.

- Import documentation requirements simplified,
with approval time only a few days, down from a few
weeks.

- A systematic approach to external debt management
implemented, with over $100 million renegotiatzd in
1986. These renegotiations were accomplished on the
strength of the new government's economic program
and without the benefit of an IMF agreemsnt or a
Paris Club.

- Establishment of a high level Exchange Policy
Committee tc set the exchange rate in the regulated
market. This measure was designed to take decisions
about the exchange rate out of the political {into
the technical) fray.

- Public statements by high officials of the
government that full unification would be
accomplished during mid-vear 1987,

- Additional open market operations approved to
further restrict money supply, especially a program
to sell central attractive interest rate and terms.

- A concrete program to improve tax administration
in the areas of customs, property and income taxes.

- Establishment of the Value-Added Tax Lottery,
where receipts showing payment of the VAT are valid
as lottery tickets. to encourage payment of the
value-added tax and use of receipts.

- Budget austerity in 1986 which left the end of
year estimate of the deficit at 1.2 percent of GDP,
instead of 2.5 percent as projected in the original
budget. (Net credit to the public sector was



actually negative in 1986.) The budget law for 1987
is based on a goal of 2.5 percent of GDP for the
deficit, mostly due to higher levels of public
investment planned in 1987,

- Further items removed from the price control
list, most recently milk and meat.

- Urban water tariffg increased and a proposal for
a 35 percent increase in electricity tariffs under
public discussion.

~ Establishment of National Export Council
{CONAPEX) to provide high-level public and private
sector attention to correcting the constraints to
export.

- Establishment of high-level mechaniem to assist
importers and exporters in cooperating with
procedures to avoid over- and under-invoicing, with
the goal of resolving individual problems within 24
hours. )
- Legal base established for one-stop export window
("ventanilla Gnica").

- Establishment of high=level committee to consider
privatization of parastatal enterprises.

- Formation of a Commission to reform civil
aviation law (as part of effort toward "free seas
and skies.")

- Adoption of the DICA payments mechanism for
Central American trade.

Prior to Signing of FY 1987 Supplemental ESF Agreement
April 13 to September 30, 1987:

- Unification of all commodity trade into regulated
market. Banking market reduced to cover only
invisibles (tourism, private capital movements and
remittances).



- Formation of a private creditor group for
Guatemala in New York to negotiate restructuring of
external debt with commercial banks.

- Opening of the "Bolsa de Valores” (bond market)
to trade in Guatemalan public and private sector
financial instruments.

- Implementation of tax reform package to increase
central government revenues by about Q20 million in
1987, and by Q245 million in 1988.

- A cut in the 1987 Central Government operating
budget of Q60 million. The 1987 bhudyet deficit
ended as 1.4 percent of GDP including grants, 2.5
percent excluding grants.

- Adoption of a 1988 Central Government budget with
a deficit target of 2.5 percent of GDP.

- Reduction in the list of commodities under price
control.

Prior to Signinag of FY 1988 ESF Aarecement
Octoher 1, 1987 to June 27, 1988:

- Increase of 25 percent in electricity tariffs.

- Achievement of 9.3 percent inflation (l2-month)
in 1987, down from 21.5 percent in 1985.

- Further progress toward open skieg, with
introduction of new international carrier on
Houston-Guatemala City route.

- Completion of process of reunification of the
quetzal and devaluation from Q2.50 kLo Q2.70 per U.S8.
dollar.

- Increase of 8 percent in gasoline prices and 38
percent in diesel prices.

- Increase in interest rate ceilings from 11 to 13

percent for deposits, and from 14 to 16 percent for
lending.

b



B

June 28, 1988 to date:

~ Increased flexibility in foreign exchange rules
governing re-export of capital.

-~ Adoption of a 1989 Central Government Budgeit with
a deficit target of 1.8 percent of GDP.

- Withdrawal of remaining public sector deposits
from commercial banking system.
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TABLE C-1
GUATEAALA: PRIKCIPAL ECOMORIC [KDICATORS

19664 1987 1988 1989
fctual Actual Estizated Projected/b

0 v B £ D e A B 3 T 0 6 B A 5D D A5 ke S £ O o T3 ED P 4R #D A B S8 M 0 G R 6 R A R B Y W NS K A OB R G B 9 S SNk e B e I 22 53 SR D55 5 G B4 A5 0 A Kok £ 85 @ o=

AHRURL PERCENTAGE CHANGE

Real bDP 0.3 3.1 1§ 4,0
Real BOP per capita -2.3 0.3 1,2 1.4
Consuger Prices (CP1} 32.1 12.0 13,0 2.0
Central Gov. Revenues (Hominall 68.4 21.5 23,0 10,4
Centraz) Gov. Expenditures (Hominal) 9%.4 2.8 24.8 1.9
Honey + Buasi-Honey 20.2 15.3 §.3 9.7
et Dogestic Credit to Central Sov, ~20.2 =19.4 =9.2 ~4,2
Het Doeestic Credit to Private Sector 9.4 26.9 14.0 10,0
Herchandise Exports (FOB) <15 6.3 13.0 12,4
Herchandise laports (FOB) -18.7 32.2 10.8 b.b
RATLOS TO GDP (%)
Experts (Goods + Hon-Factor Services) 16.1 16,0 1.0 16,4
Ieperts (Goods ¢ Hon-Factor Services) 14.6 22.4 24,1 21,9
Central Gov. Revenues 9.2 10.4 1.1 10.8
Tax Revenues 7.9 8.1 £.9 8.6
Central Bov. Expenditures 10.8 1.9 ¢+ 14,8 12,6
Overall Public Sector Deficit/a -2.7 -2.3 ~3.2 -2.6
Honey + Quasi-Honey (end of year) 25.1 26,4 24,17 23.9

oo - O R R A R R R S R SO D R S S D e D S G G0 0D 0 D L B s 3 5 s s

a/Includes consolidated nen-financial public sector
plus exchange losses of the central bank
b/Bank of Guateeala and RID projections

Source: Bank of Guatesala, Hinistry of Finance, and IiF

,\ﬁgg;\



TaBLE C-2

BUATENALA GDP By SECTOR OF ORIGIN AMD EXFENDITURE
{In Mitlions of 1930 Duetzales)

1985 1585 1986 1587 1608/
PRIKARY PRODUCTION
foricelture 756.5 750.4 752.9 70,1 gnl. 0
fiining 1.4 6.3 8,5 B.4 8.9
SECONDARY PRODUCTION
Hanufacturing 4¢8. 4 467.3 467.9 §75.6 487,59
Construction 34,3 49,1 9.3 366 67.0
Fublic Utilities 5446 3.3 63.2 88,1 73.0
SERVICES
Transport 06,3 208.6 210.7 220.0 230,35
Commerce 173.1 744,46 731.0 749.3 172,35
Finance 105.7 108.6 1t 115.0 121.1
Housing 151.9 1553.0 158,2 161.1 164.8
Fublic Adeinistration/Defense 186.8 191.0 199.4 208,8 215.4
Dther 186.8 187.7 185.1 189.1 195.7
GROSS DOMESTIC PRODUET 2935.5 2925.1 2940.3 30321 3139.5
{Keao: Annual Real Grouth Rate) 0.5 -1.0 0.3 3.1 K
Plus: laports of Goods and NSF 287.2 259.4 22,4 8.6 328.5
Less: Exports of Goods and RSP 440.2 §54.0 380.5 514.8 444,3
DGHESTIC EYPERDITURE 2782.5 2720,35 2758.7 2935.9 3018.7
CONSUNMPTICN 2508, 8 2483.9 2925.9 676.0 2750, 3
Private 2272.5 2257.2 2283.7 2418.3  2481.7/a
Fublic 234.0 218.7 2422 257.7 256, b
IRVESTHERT 234,9 222.3 222.3 259.9 282.3
Private 155.8 159.7 160.9 183.4 192.4
Fublic 79.1 b2.4 bl.4 76.5 85.7
S70CK ADJUSTHERT 1.1 12,3 10.5 32.0 N/A

3/ Includes Stock Adjustsent
e/Estirates

Sgurce: Bank of Guateamala



TABLE C-3

REGIONAL COHPARISON OF SELECTED DEVELOPHENT IHDICATORS

SUATERALA HALTI HOKDURAS  COSTA RICA  EL SALVADOR

Per Capita Incose (1983) 1,250.0 310.0 1209 1,300.9 820.0

Tax Revenues/GDP (1905) b1 12.7183) 14,7 14.0 1.6
HEALTH

Population/Physician (1980) 8,610.0 0,200.0 3,120.0 1,460.0 3,220,0

IPOP. u/Poteble Hater (1903) 51,0 33.0 44,0 79.0 31.0

Child Hortality, Age 1-4 (1984) 3.0 22,0 1.0 {,) 3.0

Intant Hortality (Est. 85-%0) 9.0 17,0 69.0 18.0 39.0

Daily Calorie Supply as

Percentage of Requireeent (82-34) 160.0 84,0 94.0 14,0 92.0

Estimated Life Expectancy

at Birth (years) 1905-%0 62.0 .7 62,0 13.17 7.1
EDUCATION

IPrigary Age Population Enrolled

in Prigary Schools (1983) 18.9 74,0 101.0 102.9 69.0

TPopulatien Age 12-17 Enrolled

in Secondary Schools (1983) 16.0 13,0 35,0 44,0 24.0

Literacy Rate {Last Census) 45.4 40,0 3.4 B9.8 59.7

- O e Ca NS GG O E RSG5 5 2@ €3 0 AR 513 10 08 5 118 1 D e 0 9 D D 6 B P T 3 s £ £ 1 D £33 £ 5 ST

Hotes: (.) = less than |
Bugbers in parentheses refer to year

cason saas L b L e L L T T T O R A N gy

Sources: Korld Bank, Horld Developsent Report, 19858
UHICEF: The State of the Horld's Childreen, 1984
Horld Resources lastitute, Horld Resources 1987
SIECA: Estedisticas Racroecenonicas de Centroaeerica, 1987
SIECA: VII Compendio Estadistico Centroaeericann, 1981



TABLE C-4
FINAHCIAL OPERATIOHS OF THE CENTRAL GOVERMHENT
1984-1967
{In Hillions of Quetzales)

1985 1786 1987  19@8/2  198%/p

- L e T R L. T L LT T T PSR PP e

REKOD ITEH

CPL % increase 12.0 32,7 12.0 12,0 2.0
REVERUES 363.0 1456.8 1058.1 2284.6 2521.2
Tax Revenues 750.5  1230.8  1430.8  1744.0 1989,3
Iaport 18.3 1362 2731 390.0  447,0
Value- Added 214,3 3093 &11.7  503.9  534.0
Stasp 95.5 n.i M. 1046 117.0
Liguer/Cigarettes 76.3 88,6  103.9 14,7  1Z5.0
Petroleua Production 42,6 3.5 47.1 69.0 12.0
[ncose 108.0  14%,7  250.8  324.5  43%3.0
Vehicle 9.0 10.2 11.2 20.0 23,0
Property 17.4 15,6 21.0 38.6 §0.0
Exports 9.9 2131 150.8  142.7 §0.0
FY Transactions 50,3 21.17 0.0 0.0 0.0
Corpensation Fund 1.0 139.5 60.1 36.0 56,0
Other 15.5 21.1 (] 0.0 £0.3
ion-Tax Revenue/a 114.5 2060  427.3  340.6  331.9
EXPENHDITURES 1068.3  1704.9  2093.4 2612.B  29%3.0
Goerating 837.7  1406.6 1713.2 2114,9  2337.4
Investaent 230.6  298.3  376.4  497.9  5E5.4
DEFICIT -201.7 -238.1 -235.5 -328.2 -401.8
Internal Financing (net) 119.0  147.3 147.3 117.2  248.4
External Financing (net) 82.7 0.8 86.2  AUL0 1352
Taxes/6DP 4.1 7.9 8.1 8.9 8.4
Investoent /GOP 2.4 1.9 2.2 2.4 2,9

eaccecaccusceacocnacceTOBE S eoencoesscsascoossRcoNoRsADEBIROGDOD

a/Includes capital revenues and grants
e/estinates
p/projections

SOURCE: BAHK OF GUATERALA AND HIHISTRY OF FIRANCE



PERCENT O GOP

TABLE C-3

GUATEHALAS

TREHDS IH CEHTRAL GOVERMHENT EXPEHDITURES

1973-1948

.{as a percent of GDP)

CURREHT CAPITAL T0TAL
YEAR EXPENDITURE  EXPENDITURE
1973-1975 fvg. 7.1 3. 10,2

1976 1.6 5.9 13,5
197 1.3 4,2 1.3
1978 1.7 37 1.4
1979 1.7 4.6 12,3
1980 8.3 3.9 14,2
1981 8.4 1.4 16.0
1982 0.1 3.0 13.1
1983 7.9 3.6 1.5
1984 8.1 2.0 10.9
1985 1.5 2.1 9.6
1984 8.6 1.0 10.8
1997 10.0 1.9 11,9
1988/e 10.3 2.3 12,8
198979 9.0 3.6 12.6

e/estinates

p/projections

n.b. Current expenditure includes repaysent of public debt
Source: Dank of Guatesala, and Hinistry of Finance
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C-7

CENTRAL AMERICA: TAX BURDEN 1985

(Totd Taxes az Percent of QDF)

1) Guatemala 4) Costa Rica
2) El szalvador 5) WNicaragua
3) Honduras

Source: SIFCA, Estadisticas MacrosconfSmicas de Centyo América,
1987, ‘ : :



TABLE C-8

GUATEKALA: BALAMCE OF PAYHEWTS
(In Rillians of US$)

1985 1984 1987 1980/e  1989/p
CURREHT ACCOUHT BALAHCE -245.8 -23.4  -340,8 -463.5 -311.5
Trade Balance =17.0  1&8.1 -355,2 -37i.1 -331.4
Exports 1059.7 1043.8  %77.9 1105.4 1242.6
Iaports ~1076.7 -075.7 ~-1333.1 -1476.5 -1574.0
Services/Transters Het/1 -228.8  -193.5  -85.6  -92.4 -180.1
CAPITAL ACCOUNT BALAKCE/2 329.0 64,0 387,11  372.5  F75.7
Private Het 242.9 93.2 399.0 3553 39B.0
Dificial/Banking Het g6, =32 -11.9 20,2 11T
ERRORS AHD 0HISSIORS -14.5 10,0  -19.8 10.0 0.0
Change in abs. res. (- = increase) 68.7  -4B.4 73.5 8l. =h4,2
BET IHTERHATIOHAL RESERVES
IHCLUDIKG ARREARS (Millions of US5%) -457.3  -443.9 -445.2 -56h.0 -845.2
HEHD ITEHS
GDP in Current Q's (Hillions of 0's) §1129.8 15020.2 17394.7 122490.3 23244.3
GDP Deflator (Dase: 1960 = 100) 150.1  21t.9 218,  226.2  235.2
Guatesalan Exports to US (% of Total) 38.4 44,9 42.0 44,0 46,0
Exceptianal Financing - 47.4  90.75 1347 2010

§/Includes exceptional financing (ESF) in 1984-89

2/Exceptional financing (except ESF) included in capital zccount

e/Estinated
p/Projected

Saurce: Bank of Guatenala

B e LT T L T T TRy
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GUATEMALA: BALANCE OF PAYMENTS

(In Millions

of US$)
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C-10

TERMS OF TRADE & EXPORTS INDICES

GUATEMALA: 1984 ~ 1989
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TABLE C-11

GUATENALA: EXPORT VALUE, VOLUKE AND PRICE BY HRJOR COMHODITY

ConkoDITY 1985 1985 1987  1988/2  198%/p
COFFEE

Export Value 451.5 302.3 354.5  3B4.5  429.7

Voluee (qq's) 4041,1 2934.7 3216, 3126.8  3350.0

Unit Price 111.73 169,93 110,21 122,97 120,27
COTTON

Export Value 13,1 24.3 t4.2 37,0 43,3

Voluee (qg’s) 1233.6 674.9 350.3  4IB.&  725.0

Unit Price 8.3 36,00 46,25 58,88 40,00
SUGAR

Export Value £h.4 5.7 51.4 73.2 74.6

Voluae (qg's) 6158.2 7961.4 $400.9 B142.0  61560.9

linit Price 71.53 6.49 8.02 8.%% 9.14
BARAKAS

Expert Value 10.% 73.4 74,4 B4.4 B3.8

Voluee (qg’s) 7062.4 1351.% 7370010 7632.3 71800.0

Unit Price 10.04 10.01 10,12 1696 1100
HEAT

Export Value 10,0 4.3 14.5 12.1 15,0

Voluge (qq’s) 200,35 £3.9 194,46 162.7  200,0

Unit Price 49,88 67.062 74,51 7437 75,00
CARDALDH

Export Value 60.7 £7.7 £3.1 £5.1 45,5

Voluse {gq's) 144.4 177.8 240.4 3160 3500

Unit Price £20.00 248,28 187.60 142,72 130,00
PETROLEGH

Export Value 1.9 21.0 19.4 14,4 18,9

Voluge £38.3 1784.1 1300.0  1000,0  1200.,0

Unit Price 25,00 15. 14 14,92 14,10 15.00
EXPORTS T0 CRCH

Export value 207.8 183.3 230.0 40,0  260.5
OTHER (Hon-Trad. )

Export Yalue 127.4 127.8 17,6 215.0  270.0
TOTAL EXPORTS FOB 1059.7 1043.8 977.9 1105.4  1242.4

e/estinated p/projected

Notes: Vvalues are given in 2illions of UBS'S
Volunes are given in thousinds of aquintals, with 1 quintai = 101.5 1bs.
Petroleus export voluee given in thousands of barrels.

Source: Bank of Buatesala



PERCENTAGES

TABLE C-12
GUATENALA: PUBLIC EXTERNAL DEBT PAYHENTS/I

(In Hillions of US$)
1986 - 1989

A A £ O O 20 i G e 04 6 B0 0 G 2 e D G A TR A A A G e 28 o S SR T A R SR M0 R AL A 3 e A e A

TOTAL DEBT SERVICE £94.0 395.3 335.1 §14.3
Principal . 37,5 233.8 nad 214
Interest 176.5 {61.5 159.9 192,9

BANK OF GUATEHALA 378.1 285.0 390 250.2
Principal 253.3 177.9 297.% 140,2
Interest i14.8 107.1 94.0 119.0

FUBLIC SECTOR 115.9 1103 145.0 164.1
Principal 5.2 35.9 80.0 81.12
Interest 61.7 £4.4 £5.0 82.9

OUTSTAHDINEG DEBT 2516.6  2506.7 2517, 1 2558.5

D 3 2 08 0 B 4 e R o i e L R 00 S R e 4 3 D A3 S S 4 A B ek £ L £ T e 93 AR KN 4 B RIS 13 75 £5 B AR B 4 S 12 T B 4 0 W RS 4w M

1/ Excluding stabilization bonds
converted into quetzales,
e = Estinates
p = Projections
Sources Bank of Buatesala

DEBT SERVICE RATIO

GUATEMALA: 1979 - 19869
45

40

35

30 =

26 -

20 -
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. 9
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1979 1920 1981 1982 1683 1584 1985 186 1287 19568
Tolal Debt Service/Exports of Gocda NFS

Source: Table C»lﬁ



TABLE C-i3
COHSURER PRICE IHDEX
GUATERALA CITY
(Harch-fpril 1983 = 100)

Percentage
LPl Change
1985 JAKUARY 152.3 3.5
FEBRURRY 134.1 1.2
HARCH 160.1 3.9
APRIL 165.8 3.6
FRY 167.0 0.7
JUKE 172.%9 3.5
JuLy 175,48 i.6
RUGUST 177.1 0.9
EEPTEHBER 177.5 0.2
GCTOBER 179.9 1.3
KOVEKRER 1718.5 9.7
DECENSER 118.0 =0.3
1987 JRKIRRY 162.3 2.4
FEBRUARY 182.7 0.2
RARCH 183, 1 13
£PRIL 185.9 0.4
KAY 188.2 1.2
JUKE 188.7 6.3
JuLy 169.7 0.5
AUBUST 18%.% 0.1
SEPTEREER 169.5 ~0.2
GCTORER 190,46 0.6
ROVERBER 193.1 1.3
DECEKBER 194.4 0.8
19E8 HARUARY 198, 1 1.8
FEBRUARY 159.3 0.6
RARCH 200.3 0.3
APRIL 260,7 0.2
fay 200.7 0.0
FHHE 203.5 1.4
JuLyY 219.2 3.3
GUBHST 213.3 .3
SEPTEREER 714.8 0.7
NCTOBER 216.7 0.9
HOVERBER 216.8 0,9

Co s e sEEOSACEEeSA SO CCEERES S P AARECC DS Raan

Source: HATIORAL INSTITUTE GF STATISTILS (IHE)
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C-14

CPI MONTHLY PERCENTAGE CHANGES

CGUATEKALA: JAN 86 ~ HOV B8
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June 1988 Devaluation of quetzal from USS$1.00 = Q2.50

June 1986 Stabilization program initilated
to USS1.00 = Q2.70

January 1986 Cerezo government takes of
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PERCENTAGE CHANGE

TABLE C-15

GURTENALA
SELECTED BANKING SYSTENH INDICATORS 1935-1968
(Percentage Rates ot Change)

o e R R e S M R SN P S PP e e P e % 8 D B e TR eSS AD TH B0 A% 5 G 3P e hw B e 43w A RS S K S B e e By Sm b e T B e SR o B e e ee 3

HET DOMESTIC ASSETS 1.9 17.4 14,2 §.5 5.9
Net Credit to
the Central Governzent .G 2000 9.4 7.0 (5.7)
Het Credit to the
kest of the Fublic Sectar 20,4 (26.9) (.1 uLe (4.2
Credit to the Private Sector 8.3 §.6 26,5 14,0 10,90

LIARILITIES TD THE FRIVATE SECTOR 8.4 20,2 13.3 8
Honey (K1) /1 , 98,3 18.1 11.8 b,
fluasi-Honey 15,1 1.5 17.4 b

1/equals currency outside banks glus plostimated pfproiected
demand depesits other than those of
the central governrent.

Source: Pank of Guatenszla

YEARLY PERCENT MONEY (M1) GROWTH

GUATEMALA: 1985 —~ 1989
60

N\

NN\
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1985 " 1086 1587 1988/ 1989 /n

Source: Table C~15




TABLE C-14

BUATERALA: PRODUCTION, SUPPLY AND DEHAND FOR HAIN CROPS
{19B6~-1967-1988)
(In "000 Ha % 000 HY except where noted)
(19871988 estieates, 19BB/1589 projected, execept shen noted)

3 O B TR e B R £ FE e O 0 S T3 A TR S AT TR £ 75 PN G R B TR IR B R T 5 ta T HY SR 5D pa RS 9 B 5B G0 PN M WS O TR W TR RN S 5S SAES KN 66 T N R MR S0-28 FATX V2 LR 4 NH S5 DA S se

firea Ending
voszodity  Harvested Production Ieports Exports  Censusption Stocks

COFFEE ‘000 40 Kg Dags

{Oct-8at)
186671987 260 2,043 0 2,717 300 45
198771900 240 2,609 0 7,200 300 153
1928/1989 240 2,700 0 2,300 300 245
SuGeR
{Kov-Dct)
158671987 87 644 0 394 294 50
1987/1%08 87 650 0 360 300 20
196671989 87 690 0 390 300 20
BARAKAS
1984 8 423 0 330 93 0
1987 a 430 0 335 g3 0
1968 8 430 0 335 95 0
10BACCO (Dry Height
(Jan-Decl
1986/1987 4.2 5.1 0 4.7 1.2 3.0
1987/1588 4.4 3.7 il 4,8 1,2 2.7
1968/1989 4.3 6.0 0 5 1.3 2.3
COTTOH
{Oct-Sept) b
168671987 3 28 2 9 21 |
1987/1988 42 4 2 25 21 ]
198871989 60 éS 2 43 22 8
CARDARON
(Sept-fiug)
198671987 271.8 9 0 8.3 ¢ 4,9
1987/1968 25.0 g ¢ 11.8 0 1.2
198871969 25.0 '} 0 16.0 ¢ 0,2
AUBBER
1983 16.1 12,3 0 b.4 5.8 0.5
1984 16.1 11,8 ¢ 8.1 3.4 0.4
1987(Est.) 17.4 11.8 0 B.§ 3.6 0.7

SOURCE: U,S8. Agricultural Atteche, Guatepala

B GG O DR G OR GO0 R 25 € € £ D e O 6 £ A SIS R D B S B



£C(1) - COUNTRY CHECKLIST

Listed below are statuitory criteria applicable
to: (A) FAA funds generally: {B){(l) Developnent
Assistance funds only; or (B)(2) the Economic
Suppert Fund only.

A. GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY

1. FY 1989 Appropriations Acti Sec. 578(b}.
Has the President certified to the
Congress that the government of the
recipient country is failing to take
adequate measures to prevent narcotic
drugs or other controlled substances
which are cultivated, produced or
processed 1llicitly,., in whole or in paret,
in such country or transported through
such country, from being sold illegally
within the jurisdiction of such country
to United States Government personnel or
their dependents or from entering the
United States unlawfully? :

2. FAA Sec. 481(h); FY 1989 Appropriations
Act Sec. 578; 1988 Drug Act Secs.
4405-07. (These provisions apply to
assistance of any kind previded by grant,
sale, loan. lease, credit, guaranty. or
insurance, except assistance from the
Child Survival Fund or relating to
international narcotics control, -disaster
and refugee relief. narcotics education
and awareness, or the provision of food
or medicine.) If the recipient is a
“major illicit drug preducing countcy!”
(defined as a country producing during a
fiscal yvear st least five metric tons of
opium or 500 metric tons of coca oz
marijuana) or a "major drug-transit
country" (defined as a country that is a
significant direct source of illicit -
drugs significantly affecting the United
States, through which such drugs are
transported. or through which significant
sums of drug-related profits are




laundered with the knowledge or
complicity of the government): (a) Does
the country have in place a bilateral
narcotics agreement with the Uniced
States, or a multilateral narcotics
agreement? and (b) Has the President in
the March 1 International Narcotics
Control Strategy Report (INSCR)
determined and certified to the Congress
(without Congressional emactment, within
45 days of continuous session, of a
resolution disapproving such a
certification), or has the President
deternined and certified to the Congress
on any other date (with enactment by
Congress of a resolution approving such
certification), that (1) during the
previous year the country has cooperated
fully with the United States or taken
adequate steps on its own to satisfy the
goals agreed to in a bilateral narcotics
agreement with the United States or in a
multilateral agreement, to prevent
illicit drugs produced or processed in or
transported through such country from
being transported into the United States,
to prevent and punish drug profit
laundering in the country. and ©o prevent
and punish bribery and other forms of
public corruption which facilitate
production or shipment of illicit drugs
or discourage prosecution of such acts,
or that (2) the vital national interests
of the United States require the
provision of such assistance?

1986 Drug Act Sec. 2013; 1988 Drug Act
Sec. 4404. (This section applies to the
same categories of assistance subject to
the restrictions in FAA Sec. 4681(h),
above.) If recipient country is a "major
illicit drug producing countey' or “major
drug-transit country” (as defined for the
purpose of FAA Sec 481(h)). has the
President submitted a report to Congress
listing such country as one (a) which, as
a matter of government policy, encourages
or facilitates the production or
distribution of illicit drugs: (b) in
which any senior official of the

YES

N.A.

N.A.

S



government engages in, encourages, OfF
facilitates the production or
distribution of illegal drugs: (c) in
which any member of a U.S. Governnent
agency has suffered or been threatened
with violence inflicted by or with the
complicity of any government officer; or
(d) which fails to provide reasonable
cooperation to lawiul activities of U.S.
drug enforcement agents, unless the
President has provided the required
certification to Congress pertaining to
U.S. national interests and.the drug
control and criminal prosecution efforts
of that country?

FAR Sec. 620(c). If assistance is to a
government, is the government indebted to
any U.S. citizen for goods or services
furnished or ordered where (a) such
citizen has exhausted available legal
remedies, (b) the debt is not denied or
contested by such govetnment, of (¢) the
indebtedness arises under an
unconditional guaranty of payment given:
by such government or controlled entity?

FAA Sec. 620(ejy(1).  1If assistance is to-
a government, has it (including any . '
government agencies or subdivisions)
taken any action which has the effect of
nationalizing, expropriating, or
otherwise seizing ownership or control of
property of U.S. citizens or entities
beneficially owned by them without taking
steps to dischagrge its obligations toward
such citizens or entities?

FAA Secs. 620(a), 620(f), 620D: FY 1989
Appropriations Act Secs. 512, 550, 5§92,
Is recipient country a Cemmunist

country? I1f so., has the President
determined that assistance to the country
is vital to the security of the United
States, that the reciplent country is not
controlled by the intermational Communist
conspiracy. and that such assistance will
further promote the independence of the
recipient country from international
communism? Will assistance be provided

A.1.D. knows of
no such cases

There is no
evidence of such
actico

No.



10.

1.

either directly or indirectly to Angola,
Cambodia, Cuba, Iragq, Libya, Vietnam,
South Yemen, Iran or Syria? Will
assistance be provided to Afghanistan
without a certification, or will
assistance be provided inside Afghanistan
through the Soviet-controlled governmont
of Afghanistan?

FAA Sec. 620(31)}. Has the country
permitted. or failed to take adequate
measures to prevent, damage Or
destruction by mob action of U.S.
property?

FAA Sec. 620(1). Has the country failed
to entefr into an investment guaranty
agreement with OPIC?

FAA Sec. 620(0); Fishermen's Protective
Act of 1967 (as amended) Sec. 5. (a) Has
the country seized, or imposed any
penalty or sanction against, any U.S.
fishing vessel because of fishing
activities in international.waters?

(b) 1f so, has any deduction required by
the Fishermen's Protective Act been made?

FAA Sec. 620(a): FY 1989 Appropriations-
Act Sec. 518. (a) Has the government of
the .recipient country been in default for
more than six months on interest ot
principal of any leoan to the country
under the FAA? (b) Has the country been
in default for more than one year on
interest or principal on any U.S. loan
under a program for which the FY 1989
aAppropriations Act appropriates funde?

FAA Sec. 620(s). 1If contemplated
assistance is developnent loan or to comne
from Economic Support Fund, has the
Administrator taken into account the
percentage of the country‘s budget and
amount of the country's foreign exchange
or other resources spent on military
equipment? (Reference may be made to the
annual “Taking Into Consideration® memo:
“Yes, taken into account by the
Administrator at time of approval of

Ho.

No.

There is no evidence

that an action of this natui.

has occurred for many yeers

a.Ho

b.Ho

Yes, taken into account
by the Administrator at
the time of approval of
Agency 0YB

A



12.

13.

i4.

15.

16.

Agency OYB." This approval by the
Adninistrator of the Operational Year
Budget can be the basis for an

affirmative answer during the fiscal vear

unless significant changes in
circumstances occur.)

FAA Sec. 620(t). Has the country severed

diplomatic relations with the United
States? 1If sc, have relations been

resumed and have new bilateral assistance

agreements been negotiated and entered
into since such resunption?

FAA_Sec. 620(u). What is the payment
status of the country‘s U.N.
obligations? 1If the country is in
arrears, were such arrearages taken into
account. by the A.I.D. Administrator in,
determining ,the current A.1.D.
Operational Year Budget? (Reference may
be made to the "Taking into
Consideration" memo.)

FAR Sec. 620A. Has the President
determined that the recipient country
grants sanctuary from prosecution to any
individual or group which has committed
an act of international terrorism ot
6therwise supports international
terrorism?

FY 1989 Aopropriations Act Sec. 568. Ha:
the country been placed on the list
provided for in Section 6(j) of the
Export Administration Act of 1979
(currently Libya, Iran, South Yemen,
Syria, Cuba, or North Korea)?

ISDCA of 1985 Sec. 552(b). Has the
Secretary of State determined that the
country is a high terrorist- threat
country after the Secretary of
Transportation has determined, pursuant

.to section 1115(e)(2) of the Federal

Aviation Act of 1958, that an airport in
the country does not maintain and
administer effective security measures?

-

]

HO

Country is not
delinquent.

NO

NO

NO



17.

18.

19.

20.

21.

FARA Sec. 666(b). Does tcthe countty

object, on the basis of race, religion,
national origin or sex. to the presence

of any officer or employee of the U.S. NO
who is present in such country to carry

out economic development programs under

the FAA? )

FAA Secs. 669, 670. Has the country.
after August 3, 1977, delivered to any NO
other country or received nuclear
enrichment or reprocessing equipment,
materials, or technology, without
specified arrangements or safeguards, and
wvithout special certification by the
President? Has it transferred a nuclear
explosive device to 2 non-nuclear weapon
state, or if such a state, either
received or detonated a nuclear explosive
device? (FAA Sec. 620E permits a special
waiver of Sec. 669 for Pakistan.)

FAA Sec. 670. If the country is a
non-nuclear weapon state, has it, on or
after Rugust 8, 1985, exported (or

Fttempted to export) illegally from the NO
United States any material, equipment, 0T
technology which would contribute ) ’
significantly to the ability of a country

to manufacture a nuclear explosive device?

ISDCA of 198) Sec. 720. Was the country Guatemala was not repre-
represented at the Meeting of Ministers sented at this meeting.
of Foreign Affairs and Heads of

Delegations of the Non-Aligned -Countries

to the 36th General Assenbly of the U.N.

on Sept. 25 and 28, 1981, and did it f£ail

to disassociate itself from the

communique issued? §0, nas <ctiie
Presiden aken it into account?

(Reference may be made to the “"Taking
into Consideration® memo.)

FY 1989 Appropriations Act Sec. 527. Has
the recipient country been determined by NO
the President to have engaged in a
consistent pattern of opposition to the
foreign policy of the United States?




22.

23.

-7 -

FY 1989 Appropriations Act Sec. 513. Has
the duly elected Head of Government of
the country been deposed by military coup
or decree? If assistance has been
terminated, has the President notified
Congress that a democratically elected
government has taken office prior to the
resumption of assistance?

FY 1989 Appropriations Act Sec. 540.
Does the recipient country fully

vovoperate with the international refugee
assistance organizations. the United

"States, and other governments in

facilitating lasting solutions to refugee
situations, including resettlement
without respect to race, sex, religion,
or national origin?

NO

YES

&2
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SUBJECT: UPDATE INFORMATION FOR FY 1988 ESF PROGRAK
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BEHO DAVED 4/774/89 10V STAIE 14751)

SURMARY

§. 1 JEWUARY OF THIS YEER, TEE rmissi> .

SUBHITTIED &

PLAD DESCRIEIKG R PROPCSED FYES E5F PROGRAN. &7 THAT
TIKE, THL GIVERRAERT KD SIY FCRTH THT EROLD CUTLHHES
OF & EULTIVIAR PROGRAYM OF STABLE GROWTH 7TCR whifH 7
SOUGHT ESF SUPPORT. THL k1SS10M BEQUESTI2, kKD AID/V
GALNTED, PROVISIONEL APPECVAL CF THE $RL5DSED PROCRRY,
FENDIRG SUBHISSION BY TFE 605 CF THE REKMAINING DETANS
OF THE SUPPORTIKSG POLILY FR2YIVERR. #3517 TURNED OUS
TEE HAIRSICEOHIC POLICY “&IRAGE FECRRE A
“SIGRIFICANTLY HOAE COHTEATIOUS POLITICAL 1SSUE THiIH
EXPECTED ViTHIN THE GOG CEEIWET. MUCK PATIERIE BKD
PERSEVIRANCE VWES REQUIRED Ox THE PART OF TRf GCO
SCONIMIC TTRH TO WIN IPPROVAL FCR 2 PROCGRRR THAT,
WNILE VHC.LY 2PPROPRIATE TO TKD ESGNCMIC
CIRCUNSTANGIS, WAS GURE TO PROLIDE AMSUKITION FOR
FC.ITICAL CFPCSITION GROUFS alCROSS THE FULL POLETICAL
SPITTRLAL

PRESSED BY POLITICAL PRISSURIS OX TrE S10E OF fRACTION
AKD EY TOUGN BUS FRIZEILY DORORS O THI SICE OF
DISCIPLINID POLICY RDJUSTHEKTS IT WAl HE,LT FIAT FOR
THE 254 ESLNOFIC TEAK T3 FUSY THROUSH A POLICY PRCGRAM
OF THES SIGNIFICANCE &N) EREAGE WITE ITS PELITICAL
IRFLULNCE &PPRRENTLY #H TiCT.

2. REFLESTIHG TSE TE&H'S IRTLULNCE, THE HORETARY
BCRRD (JUNTA RORITERER} LEST WIEE ACOFTED £H EQONCHIC
PROGRAN WHICH, 1IN CUR VIEY, REPRESINTS Y4E STRONGEET.
PRSSIBLE RESPCHED TO THE ECONCHIC COWDITIONS KOV
FACIRG THE COUNTRY. THIS HESSLGE PROVIEIS AIQ/V WITY
TED REFAINING IRTCRMATION REQUIRED 282 RIF 0., FC2 4
FULL RWD FINGL EPAOVAL OF T<L Frig £3° BALARIE OF
PAYSIK'3 GRAKT ©F US DOLS €9.5 HILL:ON.

BACKEIRIUND

£0 N THE PLAD, CURIKG 1933 THE CCC
NOMI{ PAT:RLM MESICYED T0 TOMISIIIITE
FITS ALEIEVEL DURING TFE FIRST 140 YERR: §F
RE70 ADMINISTRATION,  THI 1528 ECOYORIC
PROSRA™, CEVEILOEC &3 THE FIRST FAFT OF A&
BLLUIHG-T4RIE-TEIR PRIGFA", vas LARGELY SUZCEZIFUL.
CEWTI0, CeC7 IKT_ATIOW VAS RIIRTAIRED k) FER (IPila
REAL GIP GROWIM JAS POSITIVE FOR THI ZICOHD YEAZ IH &

" m

o
%N
k
-

UKTLASSIFIED '

INCOM T
TELEGRY

GUATEH €3331 Bl OF €6 II1iesl 148 BEAL
BG4 AFVER DECLsHinG STELD0Y SivC{ 1883,
KON-TZADITIONA [XPCRIS COUT 1 MUED TC 430y STRINELY 47D
POLYSY DITCINTERTINES TC AJR:CUiTURE &1D OT4EC LAERR
IHIKSIVE 2CTIVITIES CoMYinsg 1O FaDE.  ALTROULH 583
BETERIGRATICH SCLURRED 1M THE FIH-HLIHG OF THE

TEGHFIHAYEIAL PUBLIL SEEIOR AED 1M THE AT
IHCEEHATIGHE, RESERVE PESITILY OF TeL BANK CF
SUATEBALR, PFEIASURES Takfn AT Ai9-2E58 IH CC%JQHCI%GE
WITH THE Y82 £SF PREIREN BRCUGAT THD SCOHCHY Bicx
cxlo A PATH TO22RD RECOVEAY,

&, N L&Y 1988 AXD E#RLY 1989 YHE ALOLEPTICH OF
STABILIZATICH §O%DS 123ULD 15 1582 tRD 1531 1MTIATE:
AN UKEXFLCTED EXPaW3IGH 97 CFEDIV. DOESTIS PRESSURS
BESULYED 1M THI FEDIEPTISN GF ACPEDYIMATILY U3 §015 1)
HILLICY ¢F THE BEHDE. RIS FICERdTiln, f068TnER wiTH
THE SEASCHEALY.HIGH CREDIT DEHAYD 8Y BITA THE
ECRFIMAKEIAL PUBLIC SECTOR 80D THE PRIVATE SEITCR,
RESULTED 1H A SHARP IRCREASE 1# §rE HET EDRICTIL
ASSETS OF TME BANK OF GUAT™Mila,  T#L B0 EIHER

FAILED 10 EFCOZHIZE GF ¥AS UMASLE TC AST TS OFFSET 1af
EXPANSIGKARY CONSECUEKCE OF T5E RIDERPTICNS. A
CORRESPOLDIXG TECULTION I THE BRruX"§ HEY
PMTERNATIGHEL HESERYE PCSITICH FOLLOWDD (HERGRABLY

§.  THESE DEVELCOEENTS, AMD SUBSEQUEKT RURDRS CF
LHPERD NG DIVALULTION, RCCELERATED THE LG5S OF VAL
BAYK'S THTERWATICHAL RESERJES.

HACRCECORONIC PCAILY PREGRIM
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BECLAS SECTIOR 82 OF 5 GUATERALA Q§RLL
A10AL .
FOR LAL/OP: VWHEELER; th/OR:?E%ﬁFﬂ; LAC/CEX: CSOSTELLE

E.D. 12156: N/
SUBJECT: UPDATE IRFORMATION 76k FY 1588 [SF PRGLREN
6. SIN’E TAL CEREL0 GOJ(PEF‘HT S FIRST VEAR 1K CFFILE
ﬁ[F{lTlﬂlY 10 8t TRE KOST |HIRJHSICLH7 H‘CFOECEhCJSC
FROBLEN. THE GOVERKKINT HES CONIISTENTLY FOPEC TRAT .
RELATSVELY TORE BELIANCE Ok DOEESTIC RMONETERY PLLICY
WOULD FEFRIT RELATIVELY LESS EXCHANGE RATE
EDJUSIEIRT, | BYT FUXED (HTEREST RRTES XNC EXCHANGE
RATES nkDE THAT TRADE-OFF IRTFFECTIVE. TAE CONTIMUED
LESS CF FORESCH RESERVES Frieatey SAaCE 4T CLEAR THAI
GRASTIC FOLICY REFCRR W25 REEDCD. LAST VEEK THE
EGNETERY 8N2RD IMPIENINTED SUCH K FURDARIWTLL CR&XGE

5§ TEE WAY 1K WHICK POLICY IS COnDUCTED IH GUATERLLE
THAT FOLECY PRCKIGE HOT OWLY ELDRISIEC THE EFFECTS CF

CTHE SHCAT-TERS DEVIATICT WHICH GLLURRED EARLY TH1S
YE&R BUT AUSD REDUCED -1 LUKELIEDEY THAT FURTHIR
SHORT-TERN POLICY KDJUS REKTS wWilL €5 SKLEQED 1R TiE
FUTUAE. THE PRINCIPEL KERSU3ES WIRE:

(4} TXCHENGE RETE REGIRS: A SHIFT FROM THE HiSTORILRA
TREQITION OF & FIXED IXSNENGE BATI SYSTEN 10 2
CEEVLING PEG SOSTER WHERE K WD EXCEEHGE RATE will EBI
ABJUSTED AUTCFATICRILY 2CCCEDING TO k RE2l EFFELTIWE
EXCMANGE AATE SALCULATZH (1. E. 1F LIKE w174 THI
DIFFSREKTIAL ESTWEEN THE RIAL EXCHENGED RaTE 1IN
GUATEREL A BKD 45 GUATEMALA'S ®RIACIPAL TRACIHG
PRRTHERS) .

(B! TXCHEWGE CEVSLUATION: &% IKiTIAL DEVALURTION OF
THD OFFICIAL EYCHRNGE RZTE FROM 01,78 PER US DOLLAR T0
62.7% PIR US DILLAR;

() (HTEREST RATI BETIRMINATION: TEE CCSPLETE
LIBERALIZATION O COMISTIC INTERESY RATES, ANOTFER
DEPRITURE FEOM KISTORICZL TRADITION; %D

1 OFEN RASKET QPCRZTIONT  FIR THI FIRIT TIiHD (N
RLZEST KiSTCRY TSE SENTRAL Eate 2ICMIFID EXPLILCT
KUTHORITY AKD AW RFPRSPRIATE INSTRUZERT 10 URDERTALE
OPEN PARKIT OPIR4TIONS

1. ; T4ESE REASURLZ, THE 60T EXPICTS

TRAT T+f PRIZENT LEVED o7 (NTEDFMATICREL

ermpt TITIVEREES JiLl 2E HEIRTRAINED OND Twal 74€ Fe21d
FXARIESY IH HONTRADITIOWAL EePLRTS, EXPER1INLI0 SiNCE

1537, WILl. CONTHINUE,  FULRICETMIRE, TR FRLlini 7

poaz3Tis (MTEREST EATID 15 ERPECUID TC Fagiitia‘e
S4E3TIC SAvins3 MOETLIZATICS £nS 10 Faki [IRISTIC

UNCLASSIFIED - '

ARASS LS

......... e I L BT R Y T

INCORIN
TELEGRA

- SUATER 63331 £ OF 6 S2134%1 1538 AEALS
SHVESTRANY BLRE EFFICIERT IH AUATERALA.

8. 18 OFLER TO [HnaNLE TRE CRAMCES CF SURCISS €7 TH)S
SEVISED PELICY FRARIVIRE ix CURIERALA, A HURRER &F
sUsPLERCHIAL BECISICHS WERD ALSD RADE. EXO¥L THd:S

GELISIGHS ANE:

A, VAL BIHETARY 80ASD AUTEGRIZED THD BheK OF -
GUATEMALA TO EXGAGL (M CFEN FRRAEY CPE3ATIONS 1O
EHSURE 150 SUCCESS ©F 113 ROMETaRY FROReH, 5%: BaKx
iLL IBIEEREDIATE BUBLIC SIST0R BLHDS diMH RATERITIES
eF Gkl 10 THELZ 13u0AS 83D WiTR THTEZEST RATER T44T
LANGE FRON 13 PERZEMT TO 124 FERLERT, THE ConstRsta
BAEKS CaM S¥iP INE REV pqSTRUZENTS FIR LOW VIELD &
PERCEMT) 16T BONSS AHD FOR EXLEZS BAsy RESERVES

THE PRIVATE IECTER 15 ALSO PERMITIED 10 BOLD TREIE
INSTRUREHTS. .

£ 1M ELABORATIRG TKE ASCLWPANYING RONEVARY PACIRN,
THE PINISSAY ©F FIMANCE AGREED TO & TUGKT FISLAL
FOLICY THEOUSHOUT THE RERAIIER O (HE YEAR. (14§
ESTIFATED TaaT 121§ TIGHTERING SF - 35CaL PCLICY VLl
REGUSE THE CVERALL DEFICIT €F TAED WOsFiMLyCiaL PRl
s:ctca PLUS THE BANK F CUATERMALA LC3SIS FROM A T0TAL
3.2 PERCIMT OF GLP 1K 1336 79 FO ROID Trad 2.5
F{iCER? G5 GIP M 1385, 1N £R0ER TO FA2iLITATE THIS
RECULTION, (3XSRESS HAS APPROVED # Tw0-r34TH anMuilly
FOR CELIKCUENT TRXPAYERS Wii{R 15 PROJILIID TO
GEREEATE 2BGUT €38 HILLAGN 15 ADDITIONIL TaX
REVERUES, HLSD, CONGEESS 1S CONSIDIRING & ENLL

PRTRCOUCED BF THE MUHSTER 68 FINZRIE 16 LIAIT CYRATH!

EXSERDITURES AND FREEZC ALL TRAKSFER PATRIKTS FRHW Thi
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Pact &1 CUATER B33V 03 OF €6 2258471 1534 AEARSES
ECYI0H AIL-GB .
1EF6 SECY-BY FiLE-01 DCEW-0Y ES-B) §I- £3-€2 EkD-31
/885 Al ED
IKFO LOG-EF CHAE-RD EB-B8 SOLE-08 aRR-BB ARAD-E1 SHOL W
wspCmmcssmosssnuss 218453 2219117 745 3t
0 22:8371 AUG 89
Fi AMEMERSSY GUATERALA
TO SECSTATE WRSHLC (ANEDIATE 487!
RBTKEASSY SEM SALVADOR
AMCKEASSY TLGUCICALPA
EREEERSSY SEH JQEE
URELES SECTION 83 OF B5 GUATERELA €884
AJDEC ’ .

FOR LAC/DP: VWHEELER; LAC/DR: TEROWE; LAC/CEE: CLOSTELLO
£.0. 12356: H/A
TUBJCCT: UPLATE INFORMLTION FOR FY 1383 [SF PROGRER

CENTREL GOVERPRMENT. TH RMINISTRY OF FinaNCD [XFELTS
THESE KEIASUFE TO EKIURE THE CEFICHT RIDULTICK
GEJECTIVE 1§ ACHIEVED REDARDLESS CFOUTLAYS THAT HiY
OCCUR QURIKG THE YERR.

€. I UROLE TO FECILITATE COCRFITITION 1¥ THE
FIHANCIRL SYSTER, THE ACKETARY EDaPD MAS THIS YikP
EFFROVID TWD KLW BEMES LHD OLL NEY "FIHRECIERS®. T4
BOSRD EXPICTS TO APPROVE THE OPEWING OF RHOIHIR LOL:
BiNK EWD THI RE-CPONING OF & BRIWIH OF &¥
FRTERRATIONEL BANK ICITIBRMK) SURIKG 158 Vi RD LUARTER
oF THE YERR.

iL
1

"D. AS PERT OF TEE GOG'S EXPCRT FROSOTION POLICY, &
TERIFF REDUCTION PROGRAR wILL €I iWITIRTED EEFORE THE
EKD OF 1989, AR OFFSITTING MOVIRINT 1S £L$0 DXFECTED
18 THE OFFICIEL EXCHAHGE RITE 1D PREVESNT 2K
LPPRECILTION €7 THE RIAL EFFECTIVE EXCHEKGE RATEL

€. K5 PART OF 17S fCINCHI{ FROUIRIN, T¢
KLEEEDY ENACTED & PRO-E2P037 PRI
FRISEKTED TC CORIRIZS &R EXPIRT

F. THL GG KA3 TAKEHW TeL FIRST
COMPETITIVE TRE EORIZTIL TRANERLS
PRIVETIIRTICR OF AVIATECK.

G. FiRELLY, THE GCO 1S EORNITIED 1O IMPFOVING EDTH
THE TREMZPOATETICH LND THE (IKPUR1S2TION SLC T5R¢.
IRVESTEENT PROSREHT 10 THAT KD (v EIfx £PPROVED £KD
THEIR SEPLERERTATION VItL BE KONITORED £wD BEDD PRRY
GF THE ASENDA FCR DISCUSSION CuRin: REVILNS 37
FROGEESS UNSDR TPIS ES7 PROGraR.  SUSKE PLLICIDS WiLl
BE FURTEER LIVILEPED iNL IEPLERIKTED ODURIRG THE
REMBEIKDIR OF 1%83. .

§. THO GOVERNMENT DF T ATIHMALA 15 IOWUVINZED THLT THID
ECONSHIS FROSAANM WILL EIGtN DEFIN:TIVIlY TO RIEVILD
TE{ ECCRDAY'S IHTERNATICYAL FE3IF.IS BaSL, aR
EESENTIAL PREICONSITION 7O SUZTIINID &RJWTH WITH
STLEiLITv Vi COHZUR in T413 JUDiE=InT, amd
PRITICULATLY ENDORII THI USE O EITY Tef EPIHIGIE RATE
AKD THI DIRISTIC MONETATY 20L10F 15205 FCR TH.Y

£3E.  T¥2QUGF THE ASSETICH OF MIAZUREIS TH.T &LTOW
EATIR Z20F TS PARGEY €ORIEI T 93 E0PEITID TeaX

[
SICIOE CONFIGINCE anD WINZE I8, ZZTRINT Will €5

“TUTEENATICHEL RESTRVES OF THt Ba%n 225 €3

HOOR R
TELEGRAI

GULTEN 23301 8) OF B6 221401 1538 ARALY

WPALT 7 TEL E0LECAIL PACZIRAA

18,  TKE POLICY PRDIRRA THE €05 HAS OV LICPTED 1%
VILL SUITED 1O GULTTHMLA™S [ooxwnil CIRLUBITAKLES,
VITH FRICE INFLATICH SUBSTIBIIALLY UNBIR CONTRA,

"EGLEST BUT BIVEIRTRELESS POS1TivE BEAL GRIJIH UNGIR

yAY, THD (URREET RCLOUMT ©F Taf §h1 8461 €F PAYNENTS
VITHIR B 7asagfain b LS TARIE 7R LEIILIBRIUA 43D
sTEULTURAL CBuGT EFQIGEHTES FeaTICIPATIOY 1 ELQRINIS
PECLESSES, SUESGEAAZSER AUSTERITY 15 37 ‘Athu foe.

I8 FaCT, 1xf SER W4 BILLACK 13F STAND &Y "=Etﬁ’ﬂl
ViTH CUATEALLA, =61l STARVED 4¥ CoTLEER 1832 BU!
EXUED AFTLR U¥E FIRIY Dipusssisl weik SuRTLMALA w25
UHRELE T0 nIlT T¥i DECTNELF £3 RAALH

PERFORIIM{L TiE !l{lv, s25 A5 118 CIXTEM CEMCTINE A
SuARP TEPFLVEEINT im JMTERRATIONEL RLSEAVES. 11 1%
ELEARLY FCO LATE HOW T 4F7 T4nT PAQIR:R $LLK LN
TELLR,  NOVENER, ¥E BELIEVE T4 X{W POLILT SEV KAS Aw
EXCELLENT CRantE CF VIRHIKL £ XEV FURD  ASRITRING

TEL 605 MRS IKFGRALD Taf 16F 57 T2E ROIERT W i

EED 1S EXFLOEIKG THE POSSIBILINY F hi O?!k!!&ﬁ A HE:
IEF PROSRAN. OWIVER, AS FCIfAL DISSUISIONS »AYVD WOV
YET BLGUH, 1T 15 UsiirELY THAD 2 h{y S.Ah) BY
RERARGEELRT A% EI CONCLUDEL THIS YRR,

s
1
tre

22
ALY

1L, TED POLICY KIRSURES ALOPTES Er G0 AE

CXPECTIED 1D GLVERSE TRi SWa%s GITER VI8 1N THE BET

lhTER“iT!CRﬁL RE3EAVE POSITICH c;.rn .

GUATESAL RETER FALLIHG BY o SUT S £5.3%

DURINS :ns F1RST §1X MONTHS ¢ GHE ¥E&Z, TH
>

ri{LicY
N

T
H

£5 10
ECOKD §i2

15 VEASE BY RECHT US SOLSM4 mILLICH iR Til
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SEFG SECY-81 FUHE-FL CCEN-G1 £5-8) §£3-0) €3-B2
JEE% Y BD

EEFO LOG~ER CIKE-§B FE-80  DUDE-G6¢ AR2e-f0 A5AD-01
smessscsmnes conasn e TISRIT s44 B3R

& 221EITT EUG 89

FHf ERIRBESSY GUATERALA

10 SECSTATE BASABL (BHIOIETE €53S
ANERBALSY SA&B SALVADOR

EFERRASSY VECUCIGELPY

EHIEBLSSY SER JOSE

VECLAS SECTICN G4 OF @0 CUATERALA EBSE) .

k1BaC
FOR LAS/0PWASELLER; LAC/DR: YEROWN, LAC/CEN: LCUSTELLG

E. 6. 12356: H/A
SUBJECT: UPDATE IEFOIRATION FOR FY 1388 ESF PROGEAM

PORTES OF THL VEAR (TAELE 1),

- TEELE 1 EDKFTARY LITOUNTS 6F TH{

- EAKE OF GUATEHALA

- RILLICHS CF GUETIRLES)

- 1882 X 1ees

- JUSE  CELEKELE JUKE  DECEREZER

NET EETERNETIONKL
- BESIRVES -387 <16t S -T2

LT DIHESTIC .
- p3SE1S 1363 1542 2878 138

FUELIC
T - g1CT0% €31 682 667 T3
CORSERCIRL

- BLRKS - ~41} ~568 =358 =E45
- CRESIT 123 157 1é2 157
- pIPLSITS -t82 -1%1 M1 -85
CTELR $E2 1538 1763 1230
CURREXCY  1E8¢ 1576 i137 1154

FEROREKTUK 1TER
EET IRTERKATIOREL
BESZRVES WS DO.S
BILLICHST =132 -183 -8V -23%

AECLUDES STREILYZATIOR BORDS, EX{MINIE ADJUSTRIKT.

§2. THE §HPEQVERCRY 1% THF RESERVES POSITIOR OF THE
Eakg BEFLECTS VSE COSBINCD (FPRLT OF & TICHTENINC OF
EST CREDLIT END &K IWCRELSD 1N THE LEFARD FOR
CUETZEL -SENC®INITED 35#‘95”: L5 FR: v-?‘ Si.’.?-‘:
CONTILENCE F"U?H'

CURIKT JA;-'J:. -yeni 182§, T-% \Z' ‘-‘."-Z:H:
THE BINF ARS 3.':."' T5 reag £ 152 PEFL
SECING HELF L7 TRI iR H TSE 3rag?
ESpUcTION 18 CRID!T DURING JH‘-“""EE 1S IJPLRIELD
EY 4 CONTRAZTION 1K KET CAED1T T) YHD RIn-FiednllAl
FUELIL $SCTOF @127 FERZENT) &RD 2 FECUICTICY 1W HET
CREYET TO COrmeacie( B.MeS -2 8 PIRLINT) AD
CORSERDIAL B2wr BIPCSIVS BRI ECIUMULATES IR THI ERhg
€F SUATEZL. A, TWI INCAEIZE 8 {IrFeIRl1sl BANK DEFCIIT
FRICEZ FEC™ T9E GFDWTH 16 Tyl END S2719GT DIFZZIVS,
el RIFLECTS THI IRPACT €F eI b (o 5F IRTIREST R2TES
FRCIECTED 1H Tml Fikenlie, 390785 (US IRDEPENLIRT
EYE USTIOR OF T<f BRIV JPf% s&017 CPERATICN L4711 £%D

ey

B 4 W & & P W L = 3 oA *

. CEURIER E3831 B4 &F 65 2718481
TuE BECERT uqmza & THE EXTERRAL AZELUETS SUELERTS
TEAT TEESE PRIJECTICHS AR[ EMTIRLLY PLEUSIBLE.

s

- TAYLE 2 CHAMGE 1M B24K OF GURTERELA OFLRATIONE

- ) (5t PERCISTAGE CHAMLE

- 1381 1588
- EECTHELR . JUET DICEMELS
EET SHTEZEATIDAAL -

- RLSERVES  -44.3 -15.1 Y18
KET BOSISTIC

- BSSETS 5.8 - 1LT ~16.3
PUBLIC : .

- SEETER 1.1 s15.5  =12.2
eoRatIN

- pAZES 12,8 3.6 <88
- CREDIT 3.8 ©oe1,4 i1
- GEPOSITS “16. 4 . 5.9 -i2.1
OIKER 3.1 19.8 * 4.2

CURRERCY 15.9 ~3. 4 1.5

YITH RESFECT 10 CURREHCY 40LDIHGS AT THE BIGIMNIHG CF
TEE PERICD.

13, 6xL LIHITATICH GF THE PADJECTION 15 THAT THE BEHK
0F CUATERALA ASSUAKES THAT THEL WORLD Eank WiLl DISEURSE

‘US BCiS3d mILLICH BEFCSE THL EMD OF TAE YEJR. GIVEN

THE DILAYS THAT RavE GITVIRED 4 Tal ELSECIATICH F
TEIS PRUSRAN, SULH A CISEURSEHENT kAY 81 OIFFILULT 50
ACHIEYE., EFOVIVER, E<fs 14 740 LBSEXCE CF THE S9ALD
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UKCLAS SELTION 03 OF 66 GUATERELA £55%1

AIDAC

FOR LAC/OP:SAMEELER; LAC/OR: TEROWN; LAC/CER: CIOSTEILD

£.0.
SUBJECT:

123%6: K72
UPDATE IHFORMATION FOR FY 19385 ESF PROGRAE

BANK DISEURSERIHT, TOTAL LICUID RESERVIS OF THE Biwx
OF GUATEMALE VILL IKCRT:SE FROM TAE PRESINT LIVEL €F
LESS THEW OKE VEEK OF (FPGRIS T0 ALFOST FOLR WIERS {7
IEPERTS BY THE EXD OF THE YL&k, & DEFINITE AKD
FRPORTANT STEP TOWARD BEEUILDIKG THL CRITCCAL RESEIVE
BASE.

14, AS A EESULY CF THESE HIASURES THE OVERALL
IKFLATION BLTE 1S PROJECTED TO REMAIN RZCUT 318 PERIEXT
EKND RERL GOP 13 PRCJECTED TO CROW BY 3.3 PEIRLINT, THI
SEEE PACT RS PN 198,

AGRICULTURAL POLICY

1. WHILE THE AGRICULTURLL STERTEGY DESCRIBEC 1H THE
PaRD RERAIHS UXCHANGED, ADDITICNAL BETAILS MAVE BIfw ’ -
DEVELOPED DURIRG THE COURSE OF ThE YERR. 7 EAT -
FCR 1569 EHEREBLIS THI FOLLOYIKG SBJECTIVIC:
£, SEVERTY PLRCIKT ©F THE IEVEISTRENT BUDGET OF THE
HIWISTEY OF AGRICULTU2E (P2Gal wisl BE EXELIUTID DUIING
THE CALERDER YIAR £WD THE REKAIRING 30 PERCIAT WiLL SE
EXECUTED DURIKG THE FIRST QUARTER OF 1§53.

€. HAGA HAS PRESERTED, BEFORE THE £PAIL 3P CIADLINE

AED FOR THE FIRST TIKE, & URIFIED BUSGIT INCIRFCRRIIES

THE OIVERSE TKTLILES OPERATIRG I¥ ThE AGRICULTURAL

© SECTCR.  THYS UNHIFIED ELDGIT PERAITS IHPROVID s
FOKSTORIRG KD EYALUATICH CF DIVERST RITIVITICS
CEARIED OUT 18 GUATENMALA

€. MAGR VILL PREPARL A KASTIR IRRUIGATION PLAA.
FIRST STEP 1M THI DEVILCPHINT CF THE FLAN, Tk
AKELYSIS OF IRAIGATION KIESS, 1S UHIEAWAY END TeE
VRITIKE 0F & LAY OF WaTIR AKD SD1i CONSERVETION Will
BE CONPLETED THIS CALIRIAR YIEF,

T3k

D, TBL STRENGTHINING AnD DEZEMTRAL i'Z.‘JISH PRSSIST FOR
BANDISA HAS BIZUY 1N IRAEST. L3 PAT OF TRD IFFORIS
TO STREBGTREN THZ BCHINISTRATIVE S3FABILITIIS OF THE
fHSTITCTISH, & WIW PRIS'DENT K5 BEEK #PPOIHTID ALCHG
WITH TvO KEW DIPUTY CIRECTORS. A SIGHIFICIRT
RIASSICKHIRT ©F EANDECAS PERSIMKIL W23 JLSD EIZUM AT
R1D-YESR,

E. 1K THT #RZA8 OF RaiURAL RISCURIES, DEVELOS<ENT OF A
TRIPICSL FOREST LCTICY PLEW BECAN AL TEIS :£LR. 2
YOREIHE GROUP Ml ELE% FOPSED 2HD TRE ICF-FFISIDIAT

" DISCAETICHAL COMTAC

B3 8 =2 = % &5 =

iHCBm
TELLGR

f. epATER J3831 65 F 3 11188 153 AR
CF TeC EEFUBLEG 13 ACTIVELY IRVOLVED Ix THE GROVF’S
BCTIVITIES, A& FORISTRY LAY, DEVELUPED Wil 41D

TECHKICEL 233ISTaxLE, HAS BEEH SUBMITTED TO COMGRESS
AKD CONLBESS 15 EXPICYED YO APPRUYL THU LAV WITHIN £f

oAaYs.

F. FAGA IS UHBERTANING AM ACRICULTURAL BN
ANS FOCD SECURITY STUDY. A TEEH 15 AT VIAK
Fi1-°4 REPLRT 15 CUf 8y STIPIEREER 58,

VILOPRINT
Al i

RLx
D TH
T1a1%8 OF DISBURSERENT ©F ESF DHLARE

16. THE US COUNTRY TLAN 1M GUATEFALA STROKILY
BELIEVES THAT GNLT A SiSLE CISEUASENENT OF ThE E5F
FURDS HIXES SENSE 6:iVEM THE CORPRIBINSIVERESS OF AND
THE SERIGUSKESS CF PURPDIE REIFLECIED ix TEE MIV
ECOHCHIC PROGEAN. ROFEO7ER, TeE LOI3 of REGERYLS TRST
GRS BEER [ZPERIENGED 30 FA% THIZ YERR FEFLESTS VAL
COG*S BIST EFFLRT 19 SUSTAIN THD GREJTr FRRINTUR £20r
LAST YEAR PENDING POLICY DICISIOHS RIGUIRED TO TRIGGLR
BKTICIPATSD EXTEANAL ASSISTRNCE. ",

17, KOTWITHITAMCINS CXTRERELY DIFFICULLT PLOITICAL AMD
SOCIZL CONDITICNS 18 THE COUNTRY, THE GDG EAS AGIPIEL
A VIDL=RANSIRG AxD COMPREMINSIVI ECCNGHIC FROLRAN,

THE SHCRT-TERN COMSTRAINIS ARE CEALT wilw DFFECTIVELY
WITHIK THE COHTELT GF & MAJOR ECOHORIC REFO2N OVER THE
FEDIUA TEEH. THE HINITARY BOARD KAS SHIFTZD TH{
KETHED 702 ESTABLISAING THI EXCuanGE RATE, RECUL HE
AHD REPLACING THE FIXED EXSuAKGE
RATE SYSTER viTH O%E THAT HAINTAIES THE
COMPETIRIVERESS CF THE GUETIAL OVER TAL ri0IUA TiRA.
KOTWITHATAEDIRG VILAL AHD STRIDIKY CPPCSITION FACH
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FM AMEBASSY GUATEMALA ] s,

TO SECSTATE wASHMDC IMMEDIATE 4327
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AIDAC

FOR LAC/DP: WWHEELER: LAC/Di TBROWN;, LAC/CEMN: CZOSTELLO. a

E.O. 12558: N/A
SUBJECT: UPDATE INFORMATICN FOR FY J1989 ESF PROGRAM

SOME ELEMINTS CF THE FINANCIAL COMMUNITY, THE GOG HAS
ADOPTED A COMPLETELY FLEXIBLE INTEREST RATE SYSTEM

18. THIS POLICY FROGRAM I8 PRECISELY THE KIND THAT US
FOLICY HAS E0UGHT TO ENCOURAGE THROUGHOUT CENTRAL
AMERICA. TE BREADTH AND COMPREIHENSIVENESS CF THE
FROGRAM DESERVES OUR COMPLETE SUFPORT, AND THE
TECHNICAL ECONCMIC REQUIREMENTS DICTATE A SINGLE
DISBURSEMENT. T

NEXT STEPS

19. THIS NEW# ECONOMIC POLICY FRAMEVWORK wWILL NEED .
CONTINUAL INTERNATIONAL SUPPCRT TO ENSURE. 1785 SUCCESS
OVER THE NEXT YEARS. IMETITUTIONALIZATION CF SUCH
EADICALLY NEW APPROACHES TO POLICY MAKING IS FRAUGHT
wWITH DIFFIQULTIES. UEAID/GUATEMAL A IS HOwW IN THZ
‘PROCTSS OF EXAMINING KEY INTERVENTIONS TO HELP THZ GGG
CONSC L IDATE PRCGSESS MADE THUB FAR. AMCNG FUSSISLE
ISSUES TO BE EXAMINED A3E EFFLORTE TO STRENGTHEN THE
FINANCIAL SYSTEM AND MARKE I7T MCEE S[ESPONEIVE TO MARKIT
SIGNALS, SLIMINATION OF MARKET DISTCRTIONS AND
RESTRICTICNS TC THE FREE MOVEMENT OF FaCTOsS CF
PROCUCTION, AND THE DEE2ENING OF THE DJOWMESTIC CAPITAL
MARKETE. PRCGRESS IN THWHESE AREZAS MUST BE MADE WITHIN
THE CONTEXT CF A FURTHER STRENGTHEENING CF THE
COUNTRY' 8 INTERNATICN:L RESERWVE POSITICN, S5TAZLE PRICE
LEVELS ANMND ZSCCONDUMIC GROWTH. EFSCRTSE TO CONFROMNT THESE
CHALLENGEZ S CAN PROVIDE THE BASKI3 CF FURTHER US SUWUPRORT
TO GUATEMALA. MICKEL :
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