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EXECUTIVE SUMMARY 

I. 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. 

II. PROGIDL~ SUMMARY 

The proposed program continues the effort begun in 
1986 to support and institutional.ize democrac:y in Guatemala 
through balance of payments assisltance. 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 sltabilizing the 
economy is evidenced in significantly lower inflation, 
resulting from disciplined fiscal. and monetal'y management.. The 
exchange rate bas been devalued t.o a market-clriented level, and 
interest rates are again positive in real teInts, 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 19188, recent 
projections suggest that real per capita income will see a 
modest increase. 

In 1986, 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 Government1s program, fundamental structural changes are 
sought which will encourage greater economic e£ficiency and 
growth, but wit.h 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 not 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 key 
monetary, fiscal and international reserve variables. 
Qualitative targets also make up part of the program, in the 
form of commitments to improve the policy andi institutional 
framework and; in particular, the budgetary process, to allow 
agriculture- and export-led growth to take of:f •. The U.S. 
Mission has reviewed the program and we feel confident that the 
actions and targets proposed are well-formula\ted and sound, and 
represent a serious effort to keep Guatemala squarely on its 
newly regained path of sustainabl.e and broadly-based growth. 

To reaffirm the support of the United States for 
Guatemala I s serious and sound eccmomic managElment 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 ESP grant of $69.5 millicm in balanCEl 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-spocific activities in 
agriculture become part of the program* 

Policy dialogue is broadened to include 
agriculture-specific topics ~nd the group of 
interlocutors is expanded to include the Minister 
of Agriculture and USAID/Guatemala i s Chief of 
the Office of Rural Development 0 

The fiction of ESF delivering local cur~ency is 
abandoned. The 1988 and 1989 programs recognize 
that ESF is funded with U.S. dollars only. In 
exchange, the GOG makes two commi tmants ~d th 
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. 
Second, the GOG agrees to disburse into a Core 
Development Budget a quantity of quetzales not 
less than the equivalent of the J:!:SF balance of 
payments support less the amount paid into the 
trust fund cited above. 

TLe 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 also agreed to 
discuss its contents with USAID/G, 
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and to subject it to the same restrictions 
against military and police exponditures, 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, "las joined in FY 1988 by 
m~rket-based, sustainable long-term growth at the top of the 
list 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 emph&sis does not reflect any philosophical 
or ideological notion about agric~ulture 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 resources. In producing 
its one-fourth of GDP, the sector provides over half the jobs 
in the entire economy. Mo=eover, this sector uses less foreign 
eXChange, and produces morel 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 e6onomic activity, 
this sector is a natural. We are betting, in effect, that 
market signals will call for expansion 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 d~arth of the most basic public 
services. Under the circumstances it would be unable to 
respond adequately to market calls for robust growth. 

De~pite the strong case for agriculture, the Mission 
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 ass,embly operations 0 

Such light manufacturing operati,ons are, lik'9 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 

". 

b 
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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 ~orei9n entrepreneurs. They 
know how private markets work and, by their demonstration 
effect, provide private enterprise models for the rest ot 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 lesearch 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" ~ere largely 
from sales on credit, denominated in soft reglanal currencieso 
But the debts t'1eren' t paid. And :t:he II foreign 91!:change 
earnings ll could not be used to pay for the massive quantities 
of imported inputs from hard currency countries. When the 
bubble burst, Guatemala t>las in debt and it bec:::ame 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 
''las back at its 1971 level,-.. and the share of E~X};lorts destined 
for Central America t>las 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 e:xtel~nal 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 thE!re are no major 

/J 
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departures in the ESF program proposed for lrY -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. 
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II. THE GUATEMALAN ECONOMY IN HISTORICAL PERSPECTIVE 

A. ·.frands in Economic Aggrega-.tflli. Since "IQrIO Waz: 
nIl 

From 1950 to 1980 the Guatemalan economy 1'18S, 
in many ways, a model of stability. Real GDP advanced at an 
average annual rate of 5 percent. Price inflation, as measured 
by the GOP deflator, averaged just 3.3 pet'cent2/, compared to 
4.2 percent for the United states, and much higher rates for 
Guatemala's Central American neighborsl/. International 
reserves grew 10 percent annually and reached $700 million (10 
percent of GDP) by 1979. Monetary management was moderately 
expansionary with average annual growth of the narrow money 
stock (M1) 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 f.ive weeks' income in 1950, to 
about five and one-half weeks' income in 1979. 

Financial intermediation expanded dramatically 
in the post-war period. Bank debits moved from 5 to 17 percent 
of GDP; checking account balances rose from 34 to 51 percent of 
the money stock; debt to the banking system jl~mped Ql.l 
billion, from 6 to 16 percent o,f GDP4/. ThiS :tncreased 

1/ 

/ 2/ 

3/ 

4/ 

All data on economic performance, unless otherwise 
explicitly noted, are taken from International Financial 
statistics, 1987 yearbook edition. 

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

Average inflation rates refer to geometric means. 

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

Ii 
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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. 1it:cuctural Ch~ha~teristic6 and Changes. 

Guatemala' s econ.omy has ablays 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 plains. 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 ~975 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, from 30 percent 
of GDP to ~5 percent~7. Leaving aside the five key exports, 
therefore, it turns out that the remaining segments of 
agriculture grew at a slower pace than either GDP or 
traditional export agriculture. Most of this change in the 
structure of agriculture, with the traditional export crops 
rising from 33 to 40 percent of agricultural sector GDP, 
occurred from 1960 to 1980. In these two decades aggregate GDP 
gre~ 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. 

1/ Source: Bank of Guatemala, Boletines EstadisticQs, and 
BOG Department of Economics Research. 
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Table 1 
GDP By SectoJ~ of origin.:!.)' 

(Five Year Avel:ages of Annual 
Percentage Shares) 

l\griQul,.turg Industry 

29.9 12.4 
30.0 13.4 
27.9 15.4 
27.8 15.8 
26.6 15.9 
25.2 16.0 

CQmmerce ~ 

27.2 30.5 
27.5 29.1 
28.4 28.3 
28.4 28.0 
28.0 29.5 
26.5 32.3 

It is clear that the 1955-1919 period was one in 
which there was a clear structural shift with manufacturing 
contributing relatively more, and agriculture relatively less, 
to GOP. As seen earlier, the share of the traditional export 
crops in GOP was substantially unchange~. Thus the reduction 
in the aggregate agricultural share is accounted for by 
traditional crops for the domestic market agd nontraditional 
agricultural exports. These changes in the structure of 
production had important implic81tions for the relative 
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 
Manufacturing 
Agriculture 

12 percent 
56 percent 

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 termi,tes, 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 l>1arket countrief; increased. They shovi' a major 
increase in the capital intensity 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 sustain the "new" 
exports surge. 

Table 2 
Fixed Capital Investment and Domestic Saving 

as Percent of GDP 

£eriod 

1960-64 
1965-69 
1970-74 
1975-79 
1980-84 

(Five year Average-of Annual :Data) 

10.3 
13.1 
13.5 
18.8 
13.7 

9.3 
11.0 
13.8 
15.6 
10.5 

Table 3 below reveals similar changes in the 
import content of GDP. While there certainly Brs many demand 
side influences on the tslationship between GDP and imports, it 
is clear that produdtion 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 external debt 
that occurred between 1972 and 1981. 

Table 3 
Imports as Percent of GDP 

(Five Year Averages of Annu~l Data) 

1960-64 
1965-69 
1970-74 
1975-79 
1980-84 

15.1 
18.8 
20.2 
26.1 
19.5 
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The increment.s in the import c()nt~nt of 
production contributed to increasingly serious deficit~ 011 the 
current account of the balance of payments (the source cf 
foreign savings). As ths data in Table 4 shew, this dGflcit 
soared in the 19 70 ~ s (the f 1 r st la~ge if\Cre[~lH3 'VIas ir~ If'' ~ J. -;0 'rr, 
the current account ba lancta re·aciled $, -loa ,d. ~1.1ion C':jilifl"·.T ... j ~": ~ 
+$8 million the previous y~·~r), ,!'h~) lO:llo;('!J;~)." ::t.blrJ: ,: I~.( .. :'rj -'3, 
goes a step further and sho~!s the ne~ ei$~ct oi ~hs f" £~ign 
sector accounts (i.e" expo.::~ '1~: .. t,t1J;; im}-- -;-·c·k.: .':o'~~m .. al 
income accounts basis) on 0:( \bf.,·f;;',1FM .. d;.~~' .~ ~ ~ . 

1950 
1955 
1959 
1960-64 
1965-69 
1970-74 
1975-79 
1980-84 

TRble 4 
Effect of Foreign Sectol: TranswctiohlS 

on Gross Domestic Pradu~t 
(Five Year Avecsges: of Annual E:xtan'1£!t 
Drag, National Income Ac~ounts Baoiv) 

. External Boost (+}orDrag....i=l 
(Millions of Quetzales) 

0.0 
1.0 

- 25.0 
- 23.0 
- 21.8 
- 17.8 
-217,6 
-293.0 

E...~~~1.l.o.1H £;ttl ita 
P, ... e.~jUl.t of A~y r 0122 

(LO 
0.1 
2.4 
2.0 
1.5 
0.8 
4.1 
3.4 

It is interesting to note that, in the intervals 
during which the traditional export crops contributed declining 
shares of total exports, their world market prices were 
~ignificantly higher than in ea~lier years. vloreover, 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 no 
serious doubt that the export "boom" associated with 1970's 
(the dollar f.o,b. value of exports increased at an average 
annual rate of 18 percent from lS70-1980, and in the latter 
year was over five times the 1970 value) was in fact a 
reflection of policies that probably prevented the country from 
achieving growth rates far in excess of those actually 
realized. 

jmenustik
Best Available
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.Anot.:her ',mp')rt:J.~.i. ~tnl\"!tu):'al characteristic of 
the GI.lQtaL, .. ~·'Hl eeer.oony;s '.:;l~e .r\..'l? ~'hac he-s been played by thIS 
p~~li~ S~CGO', For the ~hirt7 ye6rs prior to ~980, tax 
c011';:Gt:to!'5 3vLx:agec. 113::'5 e.an e pr.!~.:~nt of Gnp, and Central 
Gcv~r~rn~nt expenditures aVAr~ge~ ~ust about a p,rcentage point 
WO~6. Of the telativcly wmall tnx collections, indirect taxes 
;w" n~p·ted tor: 86 per/"?,.o.t, fi,uggS:lt.:i.n<g that the tax system has 
~,~t:"' i;.nyth.tr:g LJt n,:'<.tral tiS em influence on resource 
alloc& ':.101'10 

While Guatemala has been second only to Costa 
Rica in income per capita, the country historically bas s~ent 
less through its public sector than any of its Centesl American 
neighbors. Table 5 below shows tax and expenditure comparisons 
among Central Amsrican countries for selected years between 
1950 and 1980. 

Cos ta IU co 

Table 5 
Revenue and Expenditures of C!ntral 

Governments of Central Amer1ca 
(Percent of GDP) 

El Salvador GUat'elT\11a IkllldufU'l 
Jievenues Expend I tures JlI!;venuo!s fW!xHt.uru fuv(!l1ues Expel id I ti:i.rei ~I}!!!:!!! £XP§diiiiiiW 

Nlcarl.l~ 
itivenulIlI E.. !turel 

N7\ N7\ . 12 14. 9 10 11 12 
ttl\ . NA 14 13 9 9 11 11 10 
NI\ N7\ 14 14 9 10 . 11 11 11 
IS 16 11 11 9 <] 12 15 13 
18 20 13 14 9 10 12 14 14 
IS 
l"1 

25 14 15 10 12 15 17 15 
18 12 IS 10 . ,;,S . 13 20 20 

As suggested in the first section of this paper 
.Guatemala's disciplined fiscal manageme.nt up to 1980 
contributed significantly to the price, wage and exchange ~ate 
stability the countiy enjoyed. However, there was a cost 
associated with the failure of the public sector to provide the 
social overheau capital required to conduct a modern, efficient 
economy .. This cos~ was exacted in many ways. First, it must 

.be regarded as a good recruiting tool for those who would 
piomote 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 public goods and services are shown in Table 6 below. 

n 
11 
14 
20 

'21' 
47 

, 

jmenustik
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Guatemalan and ~ther Central American 
Social Indic~torB 

Guatemala · Costa 
Idea 

GNP per capita 
US$(1985) 1,250 

Percent Literacy !/ 
(Last Census) 45.4 

Crude Birt~ rate/ 
1000 (1985) 40 

Life expectancy at 
birth '(years) 1985 60 

Daily calorie supply 
per capita (1985) 2,294 

Popu1ation/p physi-
cian (1980) . 8,610 

Estimated Average 
annual population 
change (1985-90) 2.88 

Percent of popula
tion with access 
to Safe drinking 
water (Rural) (1983) 26 

Percent of popula
tion with acess 
to . sanitation 
services (Rural) 28 

Estimated infant 
mor.tality (1985-
1990) 59 

Reported. Malaria 
cases (1984) 74,132 

Nurnbar enrolled in 
primary School as 
percent of age 
group (1984) 80 

1,300 

89.8 

29 

74 

2,803 

1,460 

2 .. 44 

82 

87 

18 

569 

101 

El 
Salvador 

820 

59. 'J 

313 

64 . 

2,1413 

2,720 . . 

3 .. 10 

40 

26 

59 

66,874 

69 

Honduras 

720 

59. ,-, 

42 

62 

2,211 

3,120 

3.10 

·55 

40 

69 

27,332 

102 

Sources: World Bank, ' World Development Report, 1987. 
UNICEF, The State of the World's Children, 1986. 
\~orld Resources InstitutE!, World Resources, 1987 • . 

Nicaragua 

770 

57.4 . 

43 

59 

2,425 

2,230 

3.36 

10 

N/A 

62 

15,702 

100 

1/ Source: VII Compendio Estadistic()Centroamericano, SIECA, 1981 

l 
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c. Summary 

By .. tilting" the economy in a manner that 
dampened the demand for labor 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 
agr.iculture 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'sJ 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 Nicaragua 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. ~'le 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, consisten'tly with economic 
theory, changes in the capital stock are inversely and 
significantly related to changes in employment in 
Guatemala. 
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D. 1930 85: stagnatiQn, Instability 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 cleclined from 901 
to 8.7 percent of GOP. Government expenditures on the other 
hand jumped 29 percent from 12 to 14 percent of GDP. 
Government indebtedness to the banking systelu 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 coffee 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 mil~ion 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 Government 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.~/ 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 nlarket realities 
and Guatemala's comparative advantage and relative resource 
endowments. 

1/ Imports surged again in 1987 and the fir5t 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. 

J~ 
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Over the 1980-85 period as a whole, real GOP 
. declined at an average annual rate of 1.1 percent, leaving 1985 

per capita GOP almost 20 percent below its 1980 value, or about 
equal to its value in 1971. In this half decade the following 
dramatic, and for Guatemala wholly uncharacteristic, economic 
phenomena occurred: 

Mdnu~acturing and agricultural sector GOP 
declined on the average at annual rates of 1.8 and 
0.5 percent respectively. 

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

Government debt to the Bank of Guatemala 
quadrupled. 

Guatemalans (not including banks) deposited over 
$600 llJillitln in foreic;m banks (enough to pay for all 
the imported materials used in 6 months of 1980 GDP). 

The exchange rate reached an all time high on the 
parallel market (03.77=$1.00 in the third quarter of 
1985). 

Employment declined by an estimated 415,000 l'ObS 
(to a level 16 percent: below 1979 employment). _I 

Net foreign assets became net foreign debt and 
reached an all time 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~n 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. In 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~he asset side by international 

~/ Source: IGSS data and OEPA estimates. 
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Table 7 
Percentage Cha.nges in GOP· 

by Sector of Origin 
1981-1.985 

!2!!! j~ !2.!!! !2!!! 
0.6 ·-3.5 -2.6 0.5 -0.6 -~.5 

L2 ·-3.1 " -1.7 -1.6 0.3 -1.9 
GDP 
Agriculture 
Mining -40.1 22.2 -10.0 -11.1 -25.0 -56.0 

. Manufacturing 
Construction 
Utilities 

-3.1 "-5.2 -1.9 0.4 -0.6 -10.1 
19.4 -12.0 -26.2 -28.9 -7.4 -49.9 

Commerce 
Government 
Transp. and Communication 
Finance 
Housing 
Other 

0.6 
4.3 

-2.3 
1.9 
2.9 
0.5 

·-1.9 

'-5.6 
4.1 

·-4.7 
0.9 
2.1 

"-1.1 

3.9 3.7 

-4.1 1.2 -3.4 
4.5 2.2 1.6 

-0.5 3.0 .,. 1.9 
-2.7 -0.9 1.9 

2.S· 2.0 1.9 
-1.1 0.5 0.5 

Source: 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 did 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 money by exchanging it for 
external bank accounts arid imported goods and services. In 
1983, the last of Guatemala's international reserves were used 
up. For the first time the country became a net debtor to the 
rest of the world." 

As the system decomposed, both domestic saving and 
investment dropped off. Saving fell from an average of 15 
perc.ent of GOP in" the last half of the 1970' s to 10 percent in 
the next five years. Investment (excluding inventory -
accumulation) averaged only 13 percent of GOP for 1981-85 

5.6 

-4.6 
17.8 
-2.9 

1.0 
12.3 
-0.7 
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compared to 19 percent in the previous five years. Moreover, 
the decline was virtually uninterrupted from 1979 (19 perce nt 
o~ GOP) to 1985 (11 percent of GOP). While part of this 
decline reflects the relatively greater decline in 
capital-intensive outputs, it seems clearly to reflect a 
portfolio restructuring as well, in favor of foreign bank 
accounts 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 h()me and expoI:t goods advanced 
38 percent. 

The economic task confronting the new, 
democratically elected government that took office in January 
1986 would constitute a harsh, early test of its mettle in 
econo~ic 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 Mill see in the section that follows, the 
Government's prodram has enjoyed remarkable success in 
unprecedented time in most areas. Nevertheless the , external 
sector remains in disequilibrium. Our task in designing the FY 
i989 ESF ~rogram will be to find that indispensable balance 
between the need to maintain fiseal and monetary discipline 
with financial stability, on the one hand, and socio-political 
stability with long-term sustainable growth on the other. 

E. 1986-88: Stabilization and Economic Renewal 

The first task the new Government set for its 
economic team was to restore financial stability. The 
Government recognized 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 
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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 to 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. In 
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 pE!rCent in 1986. The deficit of 
the consolidated nonfinancial public sector fell from 1.4 
percent of GDP in 1985 to 0.3 percent in 19U6. Although price 
inflation for the full year was above that of 1985, most of it 
occurr!d in the first half of the year. By the fourth quarter, 
the annualized rate of consumer price inflation was below 10 
pe~cent. 

To focus its new, disciplined demand management more 
sharply on the foreign sector, the Government also introduced 
changes in the foreign exchange 8ystem t>lhich represented, M. 
facto, an overdue devaluation of the currency. The combined 
effects of the somewhat tighter monetary policy and the 
devaluation, undoubtedly contriht,ted 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 par~llel market, the parallel market exchange 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 to 
positive real growth. In fact, per capita GOP 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 borrm'ling rates could be 
positive in real terms. Gaps between banking rnarket and 
regulated market exchange rates remained narro~~. The public 
sector deficit declined further and growth o:f the key monetary 
aggregates, Ml and M2, was held to 10 and B percent, 
respectively. Only a mode~t resumption of international 
reserves losses introduced a sobering hue to th~ 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 from 
10.3 percent of GDP to 13.8 percento 

Real wages in both pr .. vate and public sectors, 
while still well below their 1982 values, i~creased 
in 1987 for the flrst time in 5 years. 

Nontraditional exports surged 35 p~rcent 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 
agriculture l /. 

~/ 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. 



As the U.S. Country Team reviewed the progress of 
the economy through 1987, \>le drew three concl.usions. First, 
with 3.1 percent real growth in GOP, 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 serious problems 
r~mained to be dealt with if Guatemala was to build robust, 
long-term growth trajectory on the foundation of stability it 
had laid. In particular, domestic savings and the inve~tment 
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.S. 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 po'licy 
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 seeks some combination of policy 
commi tments that both sides agree! '"'Ii 11, when combined ,.,i th 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 
estimate~ prepared in December 1988. 

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

Investment - Historical data suggest that gr.oss 
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 GOP 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 
GOP. Since 1986 investment was just 10 percent of GOP, 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. 

Sayings - Domestic saving had fallE~n to uncommonly 
low levels in the early 1980's averaging less than 7 percent of 
GOP. 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.S percent of GOP) 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 ba met. 

External Gap - The balance of payments gap was far 
greater than any reasonable level of foreign assi$tanc9. Thus 
it seemed clear that balance of payments policy would have to 
be strengthened by some combination of devalucltion 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 c:apital essential 
to private production. · 



' '1 
1. 

rAIL [ 8 
lXDltllllVE ffiOSRA.' ESflYAtES 

IltiH9iO) 
I. fR.OVrH st£W;R I OS 

1IIIL1I0liS OF 01 
1>C11If.t. mUll nllHCIIO 

ltal un 1m triO 
............... _ ................ .. ........... _ .................................................. - .... 
A. GLf if SECHl!I 1',m 20,490 23,241 26,211 

I. Ao,icalhlf .,t11 s,ue S,1l~ ',2" 
IErPDtll I,CH I,m I,W 2,191 

2. IIlnlhtlvring 2,81S l,21!! 3,lU 4,ZOI 
l. Sttvitu 9,SllI 11,0» 12 .. 551 n,m 
•• Dlh., ell 1 m 1,2:lJ 1,611 

I. Uf'[HDUlIRE n HPE 19,m 21,1" 2t,521 21.S~~ 

I. Sross fir .. Innsl tul 2,IS~ 2,127 3,211 3,Ui 
I. Ptlule 1,£S9 2,1~ 2,512 2,En 
•• Mlit m 571 m &to) 

2. ContutpliM 16,58b 1',017 21,l~a 2$,617 
•• Ptiule 15,212 11,491 19,m 21,78.3 
•• P~bli( I,m 1,516 !,£U I,UZ 

c. E:t£ss or &c!1' IlVLlI W 'UDlTllt'fS 
fA· 811 11 ,1 411 11,2511 lI,nll 11,0151 
IA. 1 01 6ttJ'1 -6.51 -&.11 -S.51 -Ml 

II. FIIIP.IIC IH& IHI'ESmm 
IftllLlDllS Of 01 

A. DDl'.ESflC SA'ms 1,018 1,522 I,Bn 2,m 

8. fOREIGN SAVIRS Icllrl • POll !iAVI 1,102 1.205 l,lSl I,m 

c. IDIAl mAllClHS I A f 81 2,150 2,121 3,217 J,m 

III.fOREISN ElCI'.MISf REWII(EI'UI 
InlLllOKS OF 01 

A. IIIPORr S OF 6 • ~'fS 3,'30 4,2hJ 5,089 ',49h 

D. IlU fflC1M SERVIt£S 5{l1 SSI 656 62iI 

C. tlIMTllA111ll1 585 9S'Q m no 
I. Public 585 m 518 no 
b. Prlnle IAlII 0 0 0 0 

D. toTAl R£QUIREliDH IA • 8 • CI 5,022 5,194 6,3t3 6,60b 

IV. FOREIGN EltHt.r.Sf RECElfIS 
("ILlI();~S OF III 

A. P.ERCKMlDISE ElFilRIS 2,445 2,814 3,355 3,550 

D. r.DlHfllo.~ SERVltES 362 m m 460 

c. fRIVAJE lRP.lISf£RS ISB 2f4 m 250 

D. PRIVATE t~.PI1Al 999 96.5 1,015 1,104 

E. OffICIAl. TI1AlISFERS • 61B 156 698 670 
,. lion-AID IlS 139 135 I~ 
b. Public Sulor m 3U m 350 
c. &OG 209 271 200 200 

f. IDTAI. RECEIPTS fA 11lRU EI ',611 I!. 1M - .... "' .. 5,949 b,OS4 

V. FOREI611 £lCHAH6E GAP 1111 D • IV FI 
(mUONS Of QI 

GAl' IIA /llIIicn o( III 41'1 494 m 552 
1111 IIi IIIDl1s 01 US., 164 190 183 204 

e .' • 

... X ' 
~Yj ••..•• ~ 

. . ~ - -.- ---~~ 

... "., .. ... : .:, . . '.;.-



-22-

Public Sector Inv~[!l.e.!l...t .. Budget I~XE!CutiQn - ~lithin 
the realm of investment, the public 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 dear~h 
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 is 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, trainin~1, health care, 
roads, public utilities, transportation facilities, information 
dissemination, etcQ The support of public services in this 
category is indispensable to an efficient, rnarket-driven, 
private sector. It is also a symbol of a humane civilization. 
Whether on the grounds 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 ~onatary 
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~n 1~88, however, the GOG realized that 
despite having contained monetary expansion to well within 
their target, the couptry w,s experiencing a hemorrhage of . 
foreign currency reserves • . The GOG economic cabinet moved 
quickly to correct the ~xternal 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 
devaluation from Q2.50 to Q2.70 per dollar. 

I . 

An increase of two percentage points in the 
interest rate ceilings for commercial bank 
deposits~ and · lending. 
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Withdrawal of pu~lic sector deposits from the 
banking system. 

With these measures, by yearend the GOG was able to 
meet its quantitative 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 for the substantial 
outflow of reserves 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 performance 
against the major q!1anti tative ta:cgets stated in the J?Y 1988 
ESF side letter. 

Table 9 
GOG Performance Targets 

Under FY 1988 ESF Program 

Fiscal 

Central Government 
Deficit (percent of GOP) 
(excluding grants) 

lI-Ionetary 

Central Bank 
Credit to Central Governmant 
(Q millions) 

Percent Growth in Money Supply 
(M2) 

External 

Change in Net International 
Reserves (2nd half of 1988)' 
(US$ millions) 

Target 

-3.3% 

+Q35.0 

+ 9.7 

+10.0 

R.EQjru;tl,;ed Actual 
(Nov. est.) 

-2.5% 

-I- 8.3 

1 Through December 9, Central Bank credit to the Central 
Goverrnent was negative 9.8 million, but the GOG expects 
SUbstantial investment project execution in the last 
weeks of the year. 

! 

1Ft 
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For 1988, it appears that inflation will be somewhat 
above thr 10.0 percent target, at around 13 percent. Growth in 
real GOP is projected to reach at least 3.5 percent this Ydar, 
possibly as high as 4.0 pe~cent. 

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 pr.ivate sector free 
zones. 

(2) Process by which airlines seek rights 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 cu:storns improvement. 

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

Clea~lYI 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 tOt-lard a healthy 
and sustainable long-term growth path. 

F. The GOG's stabilization and Gro~lth Programs; statu.Jl, 
as of the End of 1988 

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 

. rl.')' .. 

. ~: .: 
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program for 1989 that is qonsistent with the long-terrr 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 thEl o_bjectives of its 
stabilization and growth program. 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 expo~ts are enjoying significant growth. 



TAB l E 1 0 
SELECTED MEASURES. OF ECOUIlHIC PERFORHAtlCE 

1985 lV8b 1987 1988/p 
----_ ... ------_ ... _----------------.-... _-.. 

GOP GROWTH m -0.6 O.S 3.1 3.5 
AGRICULTURE -0.8 O.l 3.b 3.0 
HAHUFACTURlflS -0.2 0,1 1,7 2.5 
COHHERCE -3.7 -1..0 2.5 3.1 
GOVERNMENT 1.2 ~.O 4.5 3.2 
OTHER 0,3 2.7 3.9 4.9 

PRICE I NFI..ATIOtl 19.0 3~~. 7 12.0 13.0 
(DEC. TO DEC.) 
HONEY SUPPLY GROWTH (Hl,l) 54.0 HI.I 11.0 6.4 
PUBLIC,SECTOR DEFICIT 5.9 2.7 2.3 3.2 

(AS A PERCENTAGE OF GDPl/a 
TAX REVElltl,ES (1 OF GDP) 6.1 7.9 0.1 O.B 

NOIHRADHIOlIAL EXPORTS 127.0 127.8 171.0 . 215.0 
UllLlIOIIS OF USU 

f'ERCEIIT OF TOTAL EXPORTS 12.0 12.2 17.b 19.4 
. OVERALL BALAIICE OF PAYMEIITS 

DEFICIT (-) OR SURPLUS (+1 bO.6 48.0 -73.0 -56.0 
HI. B. HIlUOI'S OF US$, IIICLUDES 
EXCEPTIONAL F IIIAIlCltlGI 

FIXED ltlVESTI'IEtH 0: OF GOP) ILl 9.0 12.2 13.3 
PUBLIC 2.7 1.9 2.1 2.B 
PRIVATE 8.4 i.B 10.1 10.5 

DOHESTIC SAVING (7. OF 63PI 7.3 9.3 5.4 7.4 
PUBLIC 1.3 1.1 O.B 1.0 
PRIVATE 6.5 8.2 4.6 6.4 

NET ltITERllATlOIIAl RESERVES 
OF BANKmS SYSTEK IIHL. US$) -457.0 -443.'1 -465.0 -5bb.C 

----------------
a/Includes exchange losses of the Central Bank and deficit of non-

financial Public Sector 
p/Projected 

Source: Bank of Guate.ala, Ministry of Finance, and IHF 
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III. GUATEMALAN ECONOf-1IC POLICY IN 1989 - 1990 AND THE 
ESF POLICY DIAI.OGUE 

The Guatemalan economic recovery is now in its 
second year. Stronger economic performance in 1987 and thus 
far· in 1988 reflects the Cerezo 90vernment t s commitment· to see 
its stabilization program 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 Stabili~ltion 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 took a series of actions to reverse 
the outflow of international reSE~rves, including devaluation of 
the quetzal, unification of the multiple exchange rate, an 
increase in" interest rate ceilin9s, 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 follot-ling page, the balance of payments ngaptl 
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 GOP. 

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

i· 



TABLE 11 GUATEMALA: SUHI1ARY OF BAL~IlCE Of PAYHEIHS H'B6-I9B9 
(In Millions of US Dollars) 

1986 1987 1988 1989 
GOG GOG Uov. AID 

ESTlI1r.TES PROJECTlOlIS 
---------------------------------------------------------------------------------------
CURRENT ACCOUlIT -48.8 -531.0 -539.5 -57B.1 

Trade Balance 168 •• -355.2 -371.1 -321.4 
Exports FOB 1043.8 977.9 1105.4 1242.6 
I.ports FOB -875.7 -1333.1 -1416.5 -1564.0 

Services/Transfers Net -216.9 -176.4 -167.4 -249.6 
_______________________________________________________ " __________ 8 ____________________ 

CAPITAL ACCOUNT 
Private Capital /let 

(short-hrl netl 
Hong:-tern net) 

Official/Banking Capital net 
short-tena net 

(of Hhich AID TCIP) 
(of which EXIMBANKI 

long-term net 
(of tlhich CCC) 

ERRORS AND OMISSIOIlS 

EXCEPTlOIlAL FIIlAIICHlG REOUIREtlEIH 
lof Hhich AID ESF) 
lof Hhich INn 
lof which IBRD Expurt ProBotion frojectl 

IIET CHANGE W ItHERtliHIONAL RESERVES 
(- equals increase) 

SOURCE: BAliK OF GUATEMALA 

40.1 387.1 
'15.2 399.0 
-9.9 239.3 

105.1 159.7 
-55.1 -11.9 

5.9 25.3 
(5.7) (23.0) 

(20.7) ((0.31 
-61.0 -37.2 

115.1) (7.6) 

10.0 19.0 

1.3 -164.3 
(47.4) 190.751 
(0.0) <0.01 
(0.0) (0.0) 

-48.6 73.5 

332.8 
361.3 
219.8 
141.5 
-23.5 
-39.9 

159.4) 
(48.2) 

16.4 
(5.41 

10.0 

-190.7 
175.0) 
(59.71 
(0.0) 

395.2 
378.0 
260.6 
117.4 
17.2 

-33.1 
(15.0) 
(12.5) 

50.3 
08.0) 

-182.9 
(69.0) 
(68.01 
(64.0) 

56.0 -t8.1 



(3) Restrain monetary growth, as mel:isured 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, 1989. 

This program alone cannot fill 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 wh() are prepared to 
offer a significant amount of exceptional balance of payments 
financing in 1989. Still, as shown in Table 11, reserves will 
not increase sufficiently to rea6h the $60 million target. 
Rather than tighten the monetary program further and perhaps 
cut GDP growth, the country is seeking additional exceptional 
financing from sources such as the IMF and JapCln. I·Iore detail 
on international agency support of Guatemala's macroeconomic 
program is provided in Section IV E. 

As noted in previous sections of this' paper, 
~lhile the stabilization program outlined above is judged to be 
feasible and sound, its success depends in part on growing 
private sector confidence. The strong support of the U.S •. 
government to the Guatemalan economy has been Cl 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 program be disbursed 
as soon as possible to help bolster public con1:idenc9 in the 
economy_ 

B. The Agriculture Sector Component of the GOG 
Economic Program 

Earlier sections of this document showed that 
GOG policies of the 1960's and 1970 5 s promoting 
import-substiti~ution industrialization have held agricultural 
development back. Agriculture lagged despite its natural 
competitive advantage. The industrial sector growth 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 
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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 contravene market signals and draw 
resources away from agriculture. 

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

All three areas will be addreesed 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 
representatives 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 
ent~tYt has pre~ared the first dra~t of its three-year plan of 
act1on, as prov1ded for under the FY 1988 ESF agreement. The 
document states the objectives of the GOG policy toward 
agriculture to be: 
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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 objectives during the near term. During the document's 
formulation, 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 inconsistencies 
'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 increasing production of basic consumer crops 
such as corn and beans in the Western Highlands. Instruments 
of this policy objective are crop support prices, storage 
facilities and import restrictions, all to stimulate domestic 
production. 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 security and 
diversification are complementary (e.g. increasing 
productivity) or contradictory (e.g. promoting trop 
substitution). 

, 
I 
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The information gaps present in the draft 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 th~~ FY 1989 ESF 
program will be for immediate action. In ar€~as 'Vlhere the:n3 ara 
contradicti~ns in the GOG's agriculture strategy, cr for which 
Ii ttle informa'Cion or ana lytical \-1ork is avail labia, corr.mi tments 
under the FY 1989 ESF program l>1ill· be for completion of studies 
and improvement in the database. 

The commitments 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 food 
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 f.IaJ:ket. (NOTE: I-lost 
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 thl3 design work for USAID' s FY 
1989 Fiscal Administration Project. 

" 

r, 
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Investment in Support Qf Agricul tl:lLEL Development -
The ASWG has prepared a comprehensive program of actions to 
accelerate public sector investment in suppoz:t of agriculture. 
'l'he program includes the follot<1ing commitments for immediate· 
actim'A: 

(1) Fix the budgetary process of agriculture-related 
public sector investment I by t:aking the . 
following actions: 

The Ministry of Agriculture will present a 
unified budget request to the Ministry of 
Finance for the 1990 budget, a departure from 
the previous syst4!m where ind:i.vidual agencies of 
the agricultural public sector 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-by-year, 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 
5ubcompoLent of the CDB, which represent 
SUbstantial increases over the rates achieved in 
the 1988 COB. (These target will be quantified 
as soon as 1988 CDB execution rates are known, 
in February). 

(2) The I,Hnistry of Agriculture, ~'i1orking 't·dth 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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process. The excruciating difficulties involved 
in gaining clear titles to land are a serious 
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: 

(I) Further progress toward "open skies" and "open" 
seas l

'. Review with GOG reason for delay in 
di~solving FLOMERCA. 

" (2) Progress toward timely 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 sector 
investment in free zones. 

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

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

c. Spread of Growth's Benefits 

The questions of equity and reaching our target 
group have entered the ESF dialogue in two explicit ways. The 
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 agricultural policies aud 
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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1. Increase access to land. 

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

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

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

5. 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 side letter will have the 
following format: 

1. Description of economic performance in 1988. 

2. Update of a three-year quantitative 
projection of ~he major economic variables, 
and identification of fiscal, foreign 
exchange and savings/investment gaps which 
could prevent Guatemala from meeting its 
growth targets. 

3. Description of planned stabilization and 
growth policies to be adopted in 1989 8 and 
policy directions for 1990. 

4. 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. 

5. A request for USG ESF assistance to support 
the adoption of the economic poliCies 
described in the letter. 
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IV. PROG~l DESCRIPTION 

A.. JI. S. Interests and CDSS Relat.:iQllship 

The FY 1989 Guatemala CDSS der;cI:ibes the 
inequitable distribution of th~ 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 COSS 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) identij:ied a clear need 
for a rapid build-up in economic assistance 1:0 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 ESP 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 gro\llth through greater investment 
and export, building on the courageous and far-reaching 
economic po~~~ies enacted d~ring the past two years. The 
proposed agricultural emphasis of the FY 1989 ESP program meets 
the CAl 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. 
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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. In the near term, the ESP policy 
dialogue will be directed toward protection Bnd expansion of 
the economic gains made during the Cerezo's goverment's first 
three years in office. A steady hand in economic management is 
needed now more than eVer as political pressures heighten over 
the upcoming elections. At the same time, B smooth transition 
will depend on the current government's ability to keep the 
economy on an even ~eel, and shm,dng steady iLmprovement. 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 

The U.S. Country Team has maintained a closs' 
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 Nhich adversely affect the 
agriculture sector l particularly the small farm subsector. The 
u.s. Country Team has revie~ed recent and planned GOG economic 
policy measures, and recommends that 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 III.A of this 
document. 

(2) Presentation by the Govsl:nment of Guatemala 
of a time-phased plan of work, including 
actions to be taken immediately, to analyze 
and make improvement in agricultural sector 
~olicies and institutions. The details of 
the agriculture' sector component ~lere given 
in Sections III.B and III.C. 

There will also be the following 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 
following general co~mitments: 

(1) Commitment to jointly trclck, vlith 
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 sUbstamtial progress 
toward the objective of full (100 percent) 
execution of the Core Development Budget in 
1989. This objective will be quantified in 
the side letter. 

c. L-.9cal Currency programming 

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 ESP 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 (CDS) contains the 
top-priority development investments contemplated in the 
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central government budget, including other donor and USAID 
projects and ~~eir counterp~rt. Guatemala's COB 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 a~riculture 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 th9 Ministry of Finance to finance expenditures within 
the COB, 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 CDS. 

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 to raise with the 
Government of Guate~ala 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 itemB 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 CDS will be a 
subset of investment activities contained in 
the nation~l 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 \>1111 be programmed for activities \,lith PVO's and the 
private sector. The Mission ~lill use dollar DA resources for 
such programs. 

Thus the breakdown of ESF local currency uses 
for the FY 1909 program will be: 

Support to Core Development Budget 

AID Trust Funds 

TOTAL 

$62.55 million 

$ 6. 95 mill~n 

$69.50 million 
============;: 

D. Mechanism for Disbursement of ESP Dollara 

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 New 
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 R~serve 
Bank Account. Withdrawals from this account will b~ 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 /LendE~r CQQrdinati&n 

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 1908, we are no longer st,limming 
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. In 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. 
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V. ACCOUN'rABILITY 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 system 
works as follows: 

1. The ESF agreeme~t stipulates as a condition 
precedent that the Bank of Guatemala 
establish a separate, noncommingled account 
for the dollar disbursement, 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 periodically submits 
to USAID a computerized list of eligible 
commodity tralnsactions. 

4. The USAID COI1ltroller t s Office reviews the 
list presented by the Bank of Guatemala, and 
discards any transaction whiph appears not 
to meet eligibility criteria~ USAID then 
authorizes withdrawal of ESP 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. 

Vb 
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6. Any interest earned on the dollar account 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 \'lOrks as folloNs. 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. In FY 1988 and beyond, the Technical Budget Office 
of the MinistLY 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, t.ogether 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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2. 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 ESP 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. 

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

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

5. The Ministry of Finance submits quarterly 
reports to USAID which show flow of funds 
from the special account into the COB. 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. 

6. Primary responsibility for audit of the CDS 
rests with the Guatemalan Controller General 
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Office. USAID retains full audit and 
document inspection rights. 

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

This syst~m 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 I~ission LC 
management aild 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 tl:ansferred 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 th43 audit trust fund 
established by the r.1ission with local currenc=y under the FY 
1987 ESF agreement. IQC's with two local affiliates of U.S. 
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 unde~way. 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' ESP disbursements. 
Discussions have been scheduled with the GOG economic 
authorities to jointly evaluate early progrE~ss 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 backbtop 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 \,las 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 DeM, and through joint 
State/AID cables to vJashington. 

On the Government of Guatemala sids, 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 
clear3nces of other Washington agencies involved in the ESF 
approval process. Data collection l 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. CONOITIONS AND COVEtlANTS 

The economic policy-related conditions and covenants 
to be sought in the ESF agreement are outlined in sections III 
and IV of this document. In 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 for 
dollars mandated by Congress, and provision for independent 
audits." The draft ESF agreement will be reviewed by the 
Regional Legal Advisor. The fi.nal PAAD document has been 

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

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

PAAO received in AIO/W December 30 

AID/W receives lEE determination 
cable from USAID December 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 



GUATEMALA: 

1. Inventory of Policy ProgreSI3 Under Cere~Q.._Q.Qvernment 

Prior to Signing of FY 1986 ESF Aru:~e.:ment. 
January 14 - June 6, 198~: 

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 Ql.90 to 
Q2.30 per dollar (based on June 1986 level of 
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 internaf:ional 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. 
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Prior to Signing of FY 12D2-ESF Ag~~lQexLt 
June 7, 198q to April 13 A 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 renegotiatad in 
1986. These renegotiations were accomplished on the 
strength of the new governmentts economic program 
and without the benefit of an IMF agreement or a 
Paris Club. 

Establishment of a high level Exchange Policy 
Comrni ttee to 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 techLical) fray. 

Public statements by high officials of the 
government that full unification would be 
accomplished during mid-year 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 shovdng 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 
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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 tariffs increased and a proposal for 
a 35 percent increase in electricity tariffs under 
public discussion. 

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

Establishment of high-level mechanism 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 unica"). 

Establishment of high-level committee to consider 
privatization of para~tata1 enterprises. 

Formation of a Commission to reform civil 
aviation law (as part of effort toward 'Ifree seas 
and skies. lI

) 

Adoption of the DICA payments m~~chanism for 
Central American trade. 

prior to Signing of IT 1987 SU12Elementa~ ESF Agreement 
April 13 to 8ef>tember 3_0 L l987: 

Unification of all commodity trade into regulated 
market. Banking market reduced to cover only 
invisibles (tourism, private capital movements and 
remittances). 
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Formation of a private creditor group for 
Guatemala in New York to negotiate restructuring of 
external debt Hith commercial banks. 

Opening of the "Balsa de Valores n (bond market) 
to trade in Guatemalan public and private sector 
financial instrument3. 

Implementation of tax reform package to increase 
central government revanues 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 budget deficit 
ended as 1.4 percent of GOP including grants, 2.5 
percent excluding grants. 

Adoption of a 1908 Central Government budget with 
a deficit target of 2.5 percent of GDP. 

Reduction in the list of conUTlodit:ies under price 
control. 

Prior to Signing of FY 1988 ESF. Agreernel) . .t. 
October 1, 1987 to .• June 27 ~ 19M.: 

Increase of 25 percent in electricity tariffs. 

Achievement of 9.3 percent inflation (12-month) 
in 1987 1 down from 21.5 percent in 1986. 

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

Completion of process of reunification of the 
quetzal and devaluation from Q2.50 to Q2.70 per U.S. 
dollar. 

Increase of 8 percent in gasoline prices Bnd 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. 
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June 28. 1988 to date: 

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

Adoption of a 1989 Central Government Budget with 
a deficit target of 1.8 pel"Cent of GDP. 

Withdrawal of remaining public sector deposits 
from commercial banking system. 
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TABLE C-l 
SUAWIAlAI PRINCIPAL ECOIiOllIC IIIDICATORS 

19B6 1997 1988 198' 
Actual Actual E~tiftated Projected/b 

AltllUnL PERCENT AGE CHANGE 

Real GOP 0.5 
Real GOP per capita -2 .5 
Consuaer Prices (CPI) 32.7 
Central Sov. Revenues (Nooinall 68.4 
Centnl GOY. Expenditures (Hollinall 59 .6 
Money + Quasi-Roney 20.2 
Net Do;estic Credit to Central GOY. -20.2 
Net Donestic Credit to Private Sector 9.0 
Merchandise Exports (FOB) -1.5 
Rerchandise laports (FOB) -IS.7 

RATIOS TO GOP (X) 

Exports (Goods + Hon-Factor Services) 10.1 
laports (Goods t Hon-Factor Services) 14.6 
Central Gov. Revenues 9.2 
Tax Revenues 7.9 
Central Gov. Expenditures 10.8 
Overall Public Sector Oeficit/a -2.7 
Money + Quasi-Honey (end of year) 25.7 

a/Includes consolidated non-financial public s~ctor 

plus exchange losses of the central bank 
b/Bank of Guatenala and AID projections 

Source: Bank of Guat eoala; Kinistry of Findnce, and INF 

3.1 J;.5 4.0 
0.3 1.2 1.4 

12.0 13.0 9.0 
27.5 23:.0 10.4 
n.B 2·t.8 11.9 
15.3 fj:.3 9.7 

-19.4 _~i. 2 -4.2 
26.5 14.0 10.0 
-6.3 131.0 12.4 
52.2 If).a 6.0 

16.0 1/1.0 16.4 
22.4 22.1 21.9 
10.6 Il.l 10.B 
B.l ~I. 5 B.b 

1\.9 , 12.8 12.6 
-2.3 -1;.2 -2.6 
2b.~ 211.7 23.9 



TABLE C-2 

GUATEMALA GOP BY SECTOR OF ORIGI" AND EXPENDITURE 
(In Millions of 1959 Vuetzalesl 

PRIMARY PRODUCTION 
Aqritul ture 
Hi'jog 

SECONDARY P~ODUCTION 
Manuf acturing 
Construct i or. 
Public Uti I i ties 

SERVICES 
Transport 
Co~.mErce 

FinanCt' 
Housino 
Public Administration/Defense 
Other 

GROSS DOMESTIC PRODUCT 
(Memo: Annual Real Growth Rate) 
Plus: Iftports of Goods and NSF 
Less: Exports of Goods and NSF 

DOMESTIC EXPENDITURE 

CONSUMPTION 
PriVilte 
Public 

INVESTMENT 
Private 
Public 

STOCK ADJUSTMENT 

at Includes Stock AdjustBent 
e/Esti rates 

Source: Bant of 6uate~ala 

1984 

756.5 
7,6 

468.4 r. 
.J1,.) 

c, ,. 
V~. ,_, 

iOb.3 
773.1 
105.7 
lSi. 9 
18S.B 
186.8 

2935.5 
0,5 

287.2 
440.2 

2782.5 

2508.5 
2272.5 
236.0 

234.9 
155.8 
79.1 

57.1 

1985 

75(1.4 
6.5 

~67.3 
'0 ' "'t 1 

5613 

2(lS,6 
744.0 
lO8.b 
155.0 
191. 0 
187.7 

2925.1 
-1. 0 

2~9.4 

454,0 

;~720. 5 

2485.9 
nS7.2 
228.7 

222.3 
159.7 
62.6 

12.3 

1986 

752.9 
0.5 

467.9 
51.3 
63.2 

210.7 
731.0 
111.1 
158.2 
199.4 
ISb.l 

2940.3 
0.5 

212.6 
390.5 

275B.7 

2525.9 
2283.7 
242.2 

222.3 
160.9 
61.4 

IQ.5 

1987 1988/? 

7eO.1 8(1; .. 0 
9,4 B.B 

475,6 497.5 
56.6 67.0 
68. I 73.0 

220.0 230.5 
749.3 772.5 
115.0 121,1 
161.1 IM.S 
ZOB.S 215.4 
189.1 195.7 

3031.1 3139.5 
3.1 3.5 

318,6 323.5 
414.9 444.3 

2935.9 3018.7 

2676.0 2750.3 
2418.3 2483.7/a 
257.7 266.6 

259.9 
183.4 
76,5 

32.0 

282.3 
192.6 
89.7 

IliA 



TABLE C-3 

REGIOHl'll COIIPARlSOti OF SELECTED DEVELOPMENT lUDICAfORS 

GUATEMALA HAlTl HOHIWRAS COSTA RICA EL SALVADOR 
__________ •• ______________________________ ... _______________ ... ________ ____ .... ____ ... Rio_ . .. ___ ... ___ ... _D __ .. ____ IbC> ___ ~ . ... ..... ____ a ___ _ _ 

Per Capita Incone (1985) 
Tax Revenues/GOP 11995) 

HEALTH 
Population/Physician (19BOI 
XPOP. u/Potable Water (1983) 
Child Kortality, Age 1-4 119841 
Infant Mortality lEst. 85-901 
Daily Calorie Supply as 
Percentage of ReQuireeent (82-341 
Estimated Life Expectancy 
at Birth (years) 1985-90 

1,250.0 
6.1 

8,610.0 
51.0 
5.0 

59.0 

100.0 

62.0 

310.0 
12.71931 

0,200.0 
n.o 
22.0 

1I7.0 

84 .0 

54 .7 

no.o 
14.7 

3,120.0 
44.0 
7.Q 

69.0 

94.0 

62.6 

1,300.0 
14.0 

1,460.0 
79.0 

(.1 
la.O 

114.0 

73.7 

920.0 
11.6 

3,220.0 
51.0 
5.0 

59.0 

92.0 

67.1 --_~ _________________________________________ A _____ _ Q __ _________ _ _ ~ _ _ _ ~ _ ________ ,~ __ ~ _____ _ ~ _ __ ~_~. ______ _____ d __ D ___ _ O 

EDUCATlOlI 
XPriaary Age Population Enrolled 
in Prinary Schools 11983) 78.Q 
XPopulation Age 12-17 Enr~lled 
in Secondary Schools (19831 16.0 
Literacy Rate (Last C~nsus) 45.4 

Notes: (.) = less than 1 
Uunbers in parentheses refer to year 

Sources: World Bank, Uorld Developuent Report, 1986 
UNICEF: The State of the World's Children, 198b 
Horld Resources Institute, ~orld Resources 1987 

74.0 

13.0 
40.0 

SIECA: Estadisticas AacroeconoDicas de Centroanerica, 1987 
SIECA: VII COHpendiD E!ihdistico Centroufmic:ano1 1901 

101.0 102.9 69.0 

33.0 44.0 24.0 
59.5 89.B 59.7 



TABLE C-4 
FINIUICIAl OPERATIONS OF THE CENTRAL 60VERHHEIH 

19944 1987 
(In tlillions of Quetzales) 

1985 j9.flb 1987 190B/~ 19U9/p 
------------------------------------_. --------_.---_ .. -----------_ ..... ---_ .. _----.. --.. 

HEI1D ITEH 
CPI 1. increase I~.O 32.7 12.0 12.0 9.0 

________ , ~ ____ • ___________ _ ____ _ __ • ______ • ____ , . ____ ___ _ _ ___ .. _.~ _ _ ~_ •• P _ _ ~ _____ u _ _ _ 

REVENUES %5.0 1450.0 1058.1 2284.6 2521.2 
Tax Revenues 7~0.5 1250.0 1430.8 1744.0 1989.3 

Inport 78.5 136 .2 273.1 390.0 4H.O 
Value- Added 214.3 309.3 411. 7 503.9 5M.0 
Stanp 55.S 71.7 91.6 104.6 117.0 
LiQu~(ICigarettes 76.3 64.0 103.9 114.7 125.0 
Petroleuo Production 42.6 45.5 47.1 69.0 12.0 
IncoDe 100.0 169,7 250.9 324.5 4~3.0 
Vehicle 9.9 10.2 11.2 20.0 25.0 
Property 17.6 15,.0 21.0 3B.6 50.0 
Exports 9.9 213,.1 150.0 142.7 90.0 
FX Transactions 50.5 27.7 0.0 0.0 0.0 
Compensation Fund 71.0 139.5 6B.l 36.0 36.0 
Other 16.5 27. 7 1.5 0.0 60.3 

Non-Tax Revenue/a 114.5 206.0 427.3 540.6 ~m.9 

EXPEt~D I TURES 1068.3 1704.9 2093. b 2612.0 2923.0 
Oper aU n9 937.7 1406.6 1715.2 2114.9 2337.4 
Investllllnt 230.6 298.3 370.4 497.9 585.6 

________________________ O ___ ~ __ ~ __ _ _ DftV _ _____ .. __ u_~_ ~oG_ ~dOgD O __ U_ ~_. __ OGO __ _ DaG 

DEFICIT -201. 7 -238,1 
Internal financing (net) 119.0 147 ,3 
External Financing (net) 82.7 90.8 
Taxes/GDP 6.1 7.9 
Investeent/6DP 2.1 LV 

a/Includes capital revenues and grantfi 
e/estieates 
p/projections 

-235.5 
147.3 
89.2 
B.1 
2.2 

SOURCE: BAtiK OF GUATEK.~lA AWD MltllSTRV OF FJtIA~CE 

-328.2 -401.9 
117.2 2~8.6 

211.0 133.2 
B.5 8.6 
2.4 2.5 
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TABLE C"5 

GUATEHAI.Al 
TRENDS In CEIHRAL GOVERIiHEtlT EXPEtlDlTURES 

1973~19UB 

, (a§ a percent of GDPI 

CURRENT CAP IT AL 
EXPENDITURE EXPENDITURE 

TDIAL 
_____ • ___ • ________ ._e. __ o ______ Q _ ___ •• ________ ~ __ Q ______ ~_~_D_ .. ___ 

1973-1975 Avg. 
1976 
1977 
1978 
1979 
1900 
1981 
1992 
19B3 
1994 
1995 
1906 
1997 
19BB/I! 
19S9/p 

e/estifliltes 
p/pro jllcti ons 

7.1 
7.6 
7.3 
7.7 
7.7 
0.3 
0.4 
B.l 
7.9 
0.1 
7.5 
0.6 

10.0 
10.3 
9.0 

3.1 10.2 
5.9 13.5 
4.2 11.5 
3.7 11. ~ 
4.6 12.3 
5.9 14. 2 
7.b 16.0 
5.0 13.1 
3.6 11..5 
2.0 10,9 
2.1 9,6 
1.0 10.8 
1.9 1I .q 
2.5 12,9 
3.6 12.6 

n.b. Current GKpendlture includes repaynunt of public debt 
Source: Bank of Guateaalil, and iHnistry of Finaocfl 

CENTRAL GOVERNMENT EXPENDITURES 
(;',:} Perc:ent of GOP) 

1984 1985 19an 1997 

fZ2] Curr-enl ~ndltum 

., 

1!}S9/p 
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GUATEMALA: CENTRAL GOVEHNMENT 
(Reven\J<"'-!S ~: Expend lbJrea as % of GOP) 
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Ct.NTRAl AMERICA: TAX BURDEN 1985 
(Told Taxes em Percent of GDP) 
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TABLE C-8 

GUATEMALA: O~LAllICE OF PAYI'IEliTS 
lIn "illio~s of US$) 

1995 1996 1987 19B8/e 1989/p 
--- _ ... ________ • _________________ ........... _________________ ... _ ______ __ _____ .. _ .. _ ....... · __ ca _______ .. .,. .. uo _______ ... __ ....... 

CURREtiT ACCOUUT DALAlICE -245.8 -25.4 -HO.e -4b~.5 -511. 5 
Trade Baiance -17.0 169.1 -355.2 -371.1 -331.4 
Exports 1059.7 1043.8 91'7.9 1l0S.4 1242.6 
hports "1076.7 ~O75.7 -133:3.1 -147b.5 -1574.0 
S~rvices/Trans'ers Wet/l -229.8 -193.5 -315.6 -92.4 -180.1 

CAPITAL ACCOUNT BALAtlCE/2 329.0 M.O 367.1 372.5 575.7 
Private Net 242.9 95.2 3Q9.0 351.3 399.0 
Official/Banking Het 96.1 -31.2 -11. 9 21.2 177.7 

------------------------------------------------------ .. -------------------.----- -----------~~----~----. 
ERRORS AND OlHSSIID1S -14.5 10.0 

Change in abs. res. 1- = increase) 6B.7 -49.6 
UEl IHTEmlATlOI1AL RESERVES 
HlClUOINS ARREMS lHillions of USS) -457.3 -443.9 

MEnD ITEMS 
GDP in Current g's ("ill ions of O's) U129.8 15920.2 
GDP Deflator (Base: 1900 : tOO) ISO. t 211.9 
Guateealan Exports to US (1 of Total) 39.4 44.9 
Exceptional Financing 47.4 

1/1ncludes excuptional financing (ESFI in 1986-89 
2/Exceptional financing lexcept ESF) included in capital ~ctount 

e/Esti aated 
p/Projected 

Source: Bank of Suateoala 

-19.9 to.O 0,0 
73.5 91.0 -64.2 

-465.2 -566.0 -465.2 

17594.7 22490.3 23244.3 
21B.5 226.2 235.2 
42.0 44.0 46.0 

90.75 134.7 201.0 



C-9 

GUATEMALA: BALANCE OF PAYt\;1E~\JTS 
(In Millions of US$) 

1.6 

1.5 
1.4 
1.3 
1.2 
1.1 

1 
III 0.9 

~ 0.8 
-1" 0.7 o ., 
aU c 0.6 
I- 0 

0.5 z 4' 
W :J 
0:: 0 0.4 o::t: 

0.3 :),-/ 
() 

(I) 
0.2 

:) 0.1 

0 

-0.1 
-0.2 

-0.3 
-0.4 
-0.5 

-0.6 ~---r----------~------------~----------r-<----------'---~ 
1985 1986 1987 1988/e 

IZZl EXPORTS 
Source: Tobie C- X 

I22Z} IMPORTS l&~ CURRo ACC. I3AL)..NCE 
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C-10 

TERMS OF TRADE & EXPORTS INDICES 
GUATEMALA: 1 984 - 1989 

110~----------------~~~--·-----------

90 

80 

70 

60 

40 

30 

20 

1984 1985 1986 1987 19aB 1989 

Source: Bon\(of Guotemolo 
IZZI TERMS OF TRADE ~ I~PI)RTS 

- r 



TABLE C-ll 

GUAlEI1I\U':: EXPORT VALUE. VOLUKE AIID PRICE BY tiP-JOR CCll1HOlllTY 

COimODITY 

COFFEE 
Export Value 
VolulH! (qq'51 
Uni t Price 

COTTON 
Export Value 
Vol uae (qq' 51 
Unit Price 

SUGAR 
Export Value 
Vol un!! (qq'sl 
Unit ?rice 

BA~MIAS 

Export Value 
!JoluGe (qq'sl 
Unit Price 

ilEAl 
Export Value 
Volua!! (qq'\» 

Unit Price 

CARDAMon 
Export Value 
Volu~l'i~ (qq'!}) 
Unit Price 

PETROlEUl1 
Export Value 
VolUfH! 
Unit Price 

EXPORTS TO CACH 
Export v ill ue 

OTHERUICHl-Trad. ) 
Export Valu!! 

TOTAL EXPORTS fOB 

1985 

451.5 
4041.1 
111.73 

73.1 
1253.6 
58.31 

46.4 
615B.2 

7.53 

70.9 
7062.6 
10.04 

10.0 
200.5 
49.89 

60.7 
144.4 

420.00 

11.9 
~5S.3 

26.00 

207.0 

127.4 

105~.~ 

elestiiate~ p/projetted 

502.3 
2934.7 
169.95 

24.3 
674.0 
36.00 

51.7 
7901. S 

6.49 

73.4 
7331.5 
10.01 

4.3 
/,,3, q 

67.82 

47.7 
t 77.8 

2613. 29 

27.0 
17B4.1 
15.14 

185.3 

127.8 

1043.8 

Notes: Values are given in millions of USS'S 

1987 h9SBIe 1989/p 

354.5 384.5 
3216.0 3i2b.a 
HO.21 R22.'H 

429.7 
3350.0 
12B.27 

16.2 37.0 43.5 
350.3 628.4 72a.0 
46.25 58.BS 60.00 

51.4 73.2 74.b 
640B.9 8142.0 0160.3 

B.02 8.99 9.14 

74.6 84.4 
73-'''1 '7632.3 
lO.I2 H.vb 

14.5 12.1 
194.6 162.7 
74.51 74.37 

45.1 45.1 
240.4 316.0 

187.60 142.72 

85.f.l 
7800.0 

11.00 

15.0 
200.0 
75.00 

45.5 
35Q.0 

130.00 

19.4 14.1 IB.O 
1300.0 1000.0 1200.Q 
14.92 14.10 15.00 

230.0 240.0 260.5 

171.6 215.0 270.0 

977.9 1105.4 1242.6 

Volu~es are given in thousands of Quintals, ~ith 1 quintll = 101.5 Ibs. 
PetroleuR export volu.1! given in thousands of barrels. 

Source: Bank cf Guate9ala 
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TABLE C-12 

GUATEMALA: PUBLIC ElTERNAL DEBT FAVnEHTS/1 
(In nillions of USSI 

TOTAL DEBT SERVICE 
Principal . 
Interest 

BANK OF GUATEMALA 
Principal 
Interest 

PUBLIC SEC10R 
Principal 
Interest 

OUTSTANDING DEBT 

1996 - 1999 

1186 1997 

494.0 395.3 
317.5 233.8 
In.s 161.5 

37B.1 285.0 
2b3.3 ! 77.9 
114.8 107.1 

115.9 110.3 
54.2 55.9 
6!. 7 54.4 

2516.6 2506.7 

II Excluding stabilization bonds 
converted into quetzales . 

. e :: Esti mates 
p :: Projecti ons 
Source: Bank of 6uate~ala 

19BO/e 

536.1 
377 .1 
159.0 

391.1 
297.1 
94.0 

145.0 
80.0 
65.0 

2517.1 

DEBT SERVICE RATIO 
GUATDJALA: I !H9 - 1989 

1909!p 

414.3 
221.4 
192.9 

250.2 
140.2 
110.0 

164.1 
81. 2 
B2.9 

2b93.S 

6-1--_ 

1979 1980 198t 1982 1983 1984 1985 1986 1SS7 1988 1989 

T olal ()ebt Serv.ce/bporb of 00c;d3 HFS 

Source: Table C-12 



1986 

TABLE C-13 
CONSUltER PRICE HWEI 

6UATEtiAlA CITV 
(Harch-April 1983 : tOO) 

Pm:entage 
cpr Change 

JAHUARY 152.3 3.~ 

FHRUftRY 154.1 1.2 
KARCH 160.1 3.9 
APRll 165.9 3.b 
I1AY 161.0 0.7 
JUliE 172,9 3.5 
JULY 175.6 1.6 
AUGUST ! 17.1 0.9 
SEPTEMBER 177.5 0.2 
OCTOBER 179.9 1.3 
HOVEKBER 170.5 J).7 
DECEMBER Ha.O ~0.3 

_____ n_~._A~~_~_~ ______ ~_~_~ __ ~n_~~=~~_b __ Q_q_~g ___ D~ __ 3~~a 

1987 mi!JAR~ 192.3 2.4 
FEBRUARY IB2.7 0.2 
HARCIl 185.1 1.3 
RPRIL 185.9 0.4 
KAY 139.2 1.2 
JUliE 18B.7 0.3 
JULY 109.7 0.5 
AUSUST 199.9 0.1 
SEPTEMBER 169.5 -0.2 
OCTOBER 190.0 O.b 
HOVEMBER 193.1 1.3 
DECEMBER 19~.6 O.B 

19£8 JAtWpJIY 198.1 1.0 
r:8RUARY 199.3 0.6 
!iAReB 200.3 0.5 
rtPRIL 200.7 0.2 
HAY 200.7 1),1) 

JUfU:~ 203.5 1.4 
JULY 210.2 3.3 
AUSIIST 213.3 1.5 
5Ef'TE~BER 214.8 0.7 
OCTOBER 216.7 0,9 
tmVEMSE.R 216.8 0.3 

Source! I!ATW~lAL INSTITUTE Of STATISHCS WiE) 
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CPI MONTHLY PERCENTAGE CHANGES 
GUATEMALA: JPlJ 86 ,- NOV 08 

4 

3.6 

:5 

2.6 

:2 

1.6 

0.6 

0 

-0.6 

-1 I I!il I I l1-rl"....,..'~r-"'7 ....... ..-........ 'i""'"'Or-r' 

J F M A M J J A SON 0 J F Y A " J J A SON 0 J F YAM J J A SON 

*. * * 
'* 'fer 

1-: 

* Ja.nua.ry 1986 Cerezo government takes office 
*'* June 1986 Stabilization program initiated 
*** June 1988 Devaluation of quetzal from USS1.00 ~ Q2.50 

to US$l.OO c Q2.70 
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TABLE '1:-15 

GUAIE!1~LA 

SELECTED BAN~ING SYSTEH INDICATORS 1985-1989 
(Percenta91? Rates of Change) 

1985 1986 19B7 1965/e 19B9/p 

NET DOHESTIC ASSETS 21.9 17.4 14.2 9.5 6.9 
liet Credi t to 
the Central Governfient 11.5 :20.2) : 19.4) 19.2) (5.2) 
Net Credit to the 
Rest of the Public Sector 20.4 (26.5) n.n (11. B) (4.21 
Credit lo the Priyate Sector B.3 9.6 26.5 14.0 10.0 

_______________________________________________ ~~ _____________ a ___________________________ ~ ___ 

I LIABILITIES TO THE PRIVATE SECTOR 
MoneylNll/1 
Quasi-Money 

I/equais currency outside baokE plus 
deland deposits other than those 01 
the central governnent. 

Source: P-ank of Gualeaala 

Z9.~ 

56.3 
15.1 

20.2 15.3 8.3 
IB.I 11.8 11.4 
21. 5 17.4 n " 1.,) 

e/estiiHted p/proiected 

YEARLY PERCENT MONtY (tvl1) GHOvVTH 
GUATH'ALA: 1985 - 19139 

1985 1986 1987 19B8/e 

Source: TobIe C-\5 

9.7 
5.1 

12.4 



TABLE C-ll, 

GUATEHAU\: PRODUCTION, SUPPLY AIID DEliAliD FOR tUml CROPS 
Ii 9B6-1997- 19051 

lin '000 Ha ~ '000 MT except r.here noted) 
1198111988 estimates, 19S811989 prcJjected, except nhen nohd) 

Area 
ColHtodity lIarvl!sted Production Illports Exports COflSulption 

COFFEE '000 60 Kg Bags 
(Oct-St:tl 
[986/1987 260 
1987/1908 260 
1999/1999 260 

SUGAR 
Woy-Octl 
199bl1997 
t 98111988 
19B9/1989 

SAIIAV-nS 
198b 
1987 
1988 

87 
87 
B7 

8 
a 
B 

21843 
2,600 
2,700 

644 
650 
690 

425 
430 
430 

TOBACCO (Dry lieiqht) 
(Jan-Dec) 
1996/1987 
198711989 
1988/1989 

COTTon 
(Oct-Sept) 
1986/1987 
198711989 
198B/1989 

CARnliKOW 
(Sept-ilug) 
198611987 
198711988 
!9BB/19B9 

RUBBER 
1985 
1986 

198HEst. ) 

4.2 
4.4 
4.5 

31 
42 
60 

27.5 
25.0 
25.0 

16.1 
16.1 
19.b 

5.1 
5.7 
6.0 

9 
9 
9 

12.3 
11.8 
U.B 

o 
o 
(I 

0 
0 
0 

o 
o 
o 

0 
(I 

0 

2 
2 
2 

0 
(} 

0 

o 
o 
o 

,,717 
2,200 
2,300 

394 
360 
390 

330 
335 
335 

4.7 
4.8 
5.1 

'1 
25 
43 

3.3 
11.9 
10.0 

6.4 
B.l 
B.l 

300 
300 
300 

294 
31/0 
300 

1.2 
1.2 
1.3 

21 
21 
22 

0 
0 
0 

5.B 
3.6 
3.b 

Ending 
Stoch 

45 
145 
245 

SO 
20 
20 

o 
o 
o 

3.0 
2.7 
2.3 

S 
II 
8 

4.0 
1.2 
0.2 

0.5 
0.6 
0.7 

___________ .. _CIO ______ - ___ .... ___________ p_a ____________ ' .. »_D_ .... = _____ E»O_ ... _ ... __ e .... ""'_ ... _ ... ____ ... __ ....... _____ .... __ _ 

SOURCE: U.S. Agricultural Attar:lie, Suatell1!h 



SC(l) - COUNTRY CHECKLIST 

Listed below are statutory criteria applicable 
to: (A) FAA funds generally: (B}(l) DevelopnH~nt 
AssisLance funds only; or (B)(2) the Economic 
Support fund only. 

A. GENERAL CRITERIA FOR COUNTRY 
ELIGIBILITY 

1. fY 1969 Appropriations Act Sec. 578(b). 
Has the Presi~ent certified to the 
Congress that the government of the 
recipient country is tailing to tak~ 
adequate measures to prevent narcotlc 
drugs or' other controlled :3ubstances 
which are cUltivated. produced or 
processed illicitly. ;n whole or in part. 
in such country or transported through 
such country. from be ing sold illegally 
within the jurisdiction of such country 
to United States ' Government personnel or 
their dependents or from entering the 
United Stat~5 unlawfully? 

2. fAA Sec. 48l(h); FY 1989 Appropriatio~ns 
Act Sec. 57B: 1988 Drug Act Sec~~ 
4405-07. Cfhese provisions, apply to 
assistance of any kind provided by grant, 
sale. loan. lease. credi't. guara'nty,' or 
insurance. except assistance from the 
Child Survival Fund or relating to 
international narcotici control. : disaster 
and refugee relief. narcotics e ducation 
and awareness, or the provision of food 
or medicine.) If the recipient is a 
"major illicit drug produc:ing country" 
(defined as a country producing duririg a 
fiscal year at least i ,ive metric tons of 
opium or SOO metric tons of coca or 
marijuana) or a "major dnJlg-transit. 
country" (defined as a country that. is a 
significant direct source of illicit .' 
dlUgs significantly affecting the United 
States. through which such drugs are 
transported. or through which significant 
sums of drug-related profit.s are 

NO 



- 2 -

laundered with the knowledge or 
compl i city of the government): (a) Does 
the country have in place a bilateral 
narcotics agreement with the United 
States. or a multilateral narcotics 
agreement? and (b) Has the President in 
the March 1 International Narcotics 
Control Strategy Report (lNSCR)
determined and certified to the Congress 
(without Congressional enactment. within 
45 days of continuous session. of a 
resolution disapproving such a 
certification). or has the President 
determined and ~ertified 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 cdoperated 
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 pr6cessed in or 
transported through such· country from 
being transported into the United States. 
to prevent and punish drug profit 
laundering in the country. and to prevent 
and puniSh bribery and other forms 0f 
public co~ruption which facilitate 
production or shipment of illicit drugs 
or discourage pr-osecution of such actl;, 
or that (2) the vital national interests 
of the United States require the 
provision of such assistance? 

3. 1986 Drug Act Sec. 2013; 1988 Drug A!:t 
Sec. 4404. (This section applies to the 
same categories of assistance subject to 
the restrictions in FAA Sec. 4Bl(h). 
above.) If recipient country is a "major 
illicit drug producing country" or "major 
drug-transit country" (as defined for the 
purpose of FAA Sec 4Bl(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 
~hich any senior official of the 

YES 

N.A. 

NJi. 
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government e~~ages in. encourages. or 
facilitates the production or 
distribution of illegal drugs; (e) in 
which any member of a U.S. Government 
agency has suffered or been threatened 
with violence inflicted by or with the 
complicity of any government officer; or 
(d) which fails ~o provide reasonable 
cooperation to lawful 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? 

4. FAA 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 gov~[nment. or ee) the 
indebtedness arises under an 
unconditional.guaranty of payment given· 
by such government or controlled entity? 

S. FAA Sec. 6"20(e){1); I1.:·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 owner&~ip or control of 
property of U.S. citizens or entities 
beneficially owned by them without taking 
steps to discharge its obligations toward 
such citizens or entities? 

6. FAA Sees. 620(0.). 620(f}. 620D; FY 19£19 
Appropriations Act Secs. 512, 550, 59l. 
Is recipient country a Communist 
country? If so, has the President 
determined that assistance to the country 
is vital to the security of the United 
States. that the recipient country is not 
controlled by the international Communist 
conspiracy. and that such assistance will 
further promote the independence of th.e 
recipient country from international 
communism? will assistance be provided 

A. I .0. kno\-'f~ of 

no such cases 

rhere is no 
evidence of such 
actioo 

No. 
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either directly o( indirectly to Angola. 
Cambodia. Cuba. Iraq. 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 government 
of Afghanistan? 

7. FAA Sec. 6'?'QJiJL. Has the country 
permitted. or failed to take adequate 
measures to prevent. damage or 
destruction by mob action ot U.s. 
property? 

8. FAA Sec.:_ 620{ll. Has the count.ry fa i lecl 
to enter into an investment guaranty 
agreement with OPIC? 

9. FAA Sec. 620(0); Fishermen's Protective 
Act of 1967 (as amended) Se~. (a) Has 
the country seized. or i.posed any 
penalty or sanction against. any u.s. 
fishing vessel because of fishing 
activities in international. waters? 
(~) If so, h~5 any dedtiction required by 
the Fishermen's Protective Act bee~ made? 

10. FAA Sec. 620{g);, FY=1982 AR~ion~' 

No. 

No. 

There is no evidence 
that an action of this natul: 
has occurred for many yeers 

Act Sec. '516. (a) 'Has the' governmen'[ of a.No 
the.recipient country been in default for 
mote than six .months on interest or b.No 
principal of any loan to the country 
under thfa FAA? (b) Has the country been 
in default for more than one year on 
interest or principal on any u.s. loan 
under a ~[og[am for which the FY 1989 
Appropriations Act appropriates fundE? 

11. FAA Sec. 620(5). If contemplated 
assistance is development loan or to come 
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 
anr.ual "Taking Into Considex:at.ion" memo: 
"Yes. taken into account by the 
Administrator at time of approval of 

Yes, taken into account 
by the Administrator at 
the time of approval of 
Agency OYB 
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Agency OYB." This approval by the 
Administrator of the Operational Year 
Budget can be the basis for an 
affirmative answer during the fiscal year 
unless significant changes in 
circumstances occur.) 

12. FAA Sec. 620 (t) . Has the country sev€~ red 
diplomatic relations with the United 
States? If 6e. have relations been 
resumed and have new bilateral assistance 
agreements been negotiated and ente~ed 
into since such resu~ption? 

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

14. FAA Sec. 620A. Has the P:resident 
determined that the r~cipient country 
grants sanctuary from prosecution to any 
individual or group which has committed. 
an act of international terrorism or 
6therwise supports international 
terrorism? 

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

16. ISDCA of 1985 Sec. 552tb}. 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? 

NO 

Countr'y is not 
delinquent. 

NO 

NO 

NO 



17. 

18. 

19. 

- 6 -

FAA Sec. 666~. Does ehe country 
object. on the basis of race, religion, 
national origin or sex. to the presence 
of any officer or employee of the u.s. 
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 
other country or received nuclear 
enrichment or reprocessing equipment. 
materials. or technology, without 
specified arrangements or safeguards. and 
without special certification by the 
Pre&ident? Has it transferred a nuclear 
explosive device to a 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 August 8, 1985. exported (or 
a~tempted to export) illegally from the 
United States: any material. e'quipraent, :0'[ 

technology which would contribute , ' 
significantly to the ability of a country 
to manufacture a nuclear explosive device? 

20. ISDCA of 1981 Sec; 720. Was the cQuntry 
represented at the Meeting of Ministers 
of Foreign Affairs and Heads of 
Delegations of the Non-Aligne4"Countries 
to the 36th General Assembly of the U.N. 
on Sept. 25 and 28. 1981. and did it f(~i-1 
to disassociate it.selffrom the ~ 
communique issu? so. has ehe 
P~~l en a n it into account? 
(Reference may be made to t.he "Taking 
into Consideration" memo.) 

21. FY 1989 Appropriations Act Sec. 527. Has 
the recipient country been determined by 
the President to have engaged in a 
consistent pattern of opposition to the 
foreign policy of the United States? 

NO 

NO 

NO 

Guatemala was not repre
sented at this meeting. 

NO 
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22. 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? 

23. FY 19~9 Appropriations Act Sec. 540. 
Does the recipient country fully 
cooperate with the international refugee 
a6si6tance organizations. the United 

·States. and other governments in 
facilitating lasting solutions to refugee 
situations. including resettlement 
without respect to race. sex. religion. 
o~ national origin? 

NO 

YES 

4) 
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SuBJECT: UPDATE I~;O~KATIOH ro~ rr I'" Esr PRO.RtK 

~H: IA! sa': ~!lC3S; (8) GU~I 4152, Ie! t~OCSH~ 

K[NO OtT EO I/i"19 101 SIIIE 1&7$11 

SUI\I'UP~ 

I. IN J~HUAR' or THIS YEaR, '~E ~ISSI~ 

Sl'B~1 THO & 

"10 DESC~I£I~G A PRO?CEEt rYlS [~f P~OGtA~ IT TMII 
lll'l£. IM£ G~Vf~H~EKT ~A& HI rc'!H Tltt E?il~D OU:lIHE; 
Of A r._liIY£A~ PQO~R~~ or STABLE GF.O.1H .0. '~ICH Ii 
$O~CHT (Sf SUFPO'T. THi Y.ISSIOII EEIru£S::!l, U,D AID/iJ 
G;~Ni[n, P~OV!~I~Htl APPtC\'~1. e; HH ~=!c~:~ro P;:CC:~:~, 

F£NOING S~6~I~SIOU 6' T~r GC~ cr T~r R!"alhIH~ t[l~llS 
OK T~[ Se,po~tIH~ fD~IC' F~:'~~ORK. tS IT TUi~!~ cu; 
'~E ~I:R:!C:~:~I~ POlIC! :&:~'Cf fE:~~E 1 

·SIGHlfIC.e.STll IiO~E COUUhTIO'JS POl.lTICAt ISS\1! TMP; 
[1.P(cTED IIITHIH THE GOG tt61~£T. l'll'C\i. PlTIE~:E t.K;', 

PfR.£vrRASCE \I~S REQUIR£O ON T~( PA.T OF Tr.! GO~ 

~C~~~~:C TEtM iO VIH ~P?,CVkl FOR & P~OG,A~ I~AT, 
IlNllE "HC.lY t'?~OF.lkH TO HiE E:cscrlC 
CI~C~~ST;~CE>, \I~S SUit TO P'O\IOE lM~~~iTiOS fC~ 

Fe: ITItt(, CFPCSHIOH G?CUFS ~CCP.O;S H'£ fua i'0: lilC~l 

SP£C:Rt':'1. 
P~~SSEO Sf POLITICtl PR!SSU~!S ON I~~ SI~E Dr IM.CTIDN 
t~D Sf TOUGN eur rql:p'jll DONORS O~ rHr s:cr 0, 
DISCIPll~:O POLICY ~OJUST~E~:S IT U~: RA.;~ fEAT fO; 
ThE :o~ E:c~orIC T!~~ T~ FU!~ T~~CUG~ A POLICY '~CG~I" 
or TrilS $IG~lrIC.nC£ iN~ EnE'Gr ~!1f. ITS P~llll:~L 
I~FlU£~:! hPP~?£~TlY IN T':T, 

2. RErlECTIN~ ,~£ lEAH'S IH'lUEw:r, r~[ n:N[TARY 
BCARD Ull~U rOHEHRll1 lt$1 wr£F. i\~onB 'H rCOIiClilC 
'iiOGall IdlCM, I~ eu, \l I H', ,£~~ES£~TS 1,[ :;'iOSG£H· 
PC~~16iE R£SPCH~E 10 r~[ £:o.c~!c C~~~;TIO~~ ~OJ 

f'CIHG THE CO~S';Y. THIS ~£iS'Gr P~01!tE5 ~I~/~ UI'~ 

T~E ~Er'INlhG I~'O~"III:~ ~E1UI~£' '!~ ~!: ~'. fC~ A 
;L;~ il.~:l nS'l PP,OV:l 0' T·~ Fr,S t,' HIU:t or 

P~l~'~·. GR~HI 0' US :lO~S ~9,~ Hlll'O~, 

It:lP:£v , .. ~:C&JO"IC POl~·~R!.~ :'!SIGS[~ 1~ ':O~':: .. :::iE 
I;,E H',HI1$ ::~I£\EC ColliNG Hi: q;;;T T.D f!'~; ., 
T~£ :E~EZO ~OPIH:SIRi'IO~. TH! lS31 ECO~O"IC 

P~O~~~·. t!Vi~O~Et &~ ~~! r:R:r '~;T 0; A 
~C~l'''~·;~.EE·n'R PR:l~ra· .... :.: llR:'£Lf iU:c[!:rul. 
c,~;;c; elF III:.ATJO~ .to! "'I~~tl~!O ~,.) 0::. C~~II~ 
~[.~ Gr p .~OVT~ Jl$ POSITI~E rc~ IH' ,EC:lH: Yi£: I~ • 

Gl'Al£l1 fBi! 01 Of f5 :zn.n 
lit' tflU lilttl!!l1l!' $'(:,01:' :;!~C! UH. 
I!O~'TIlAO I ~ lI:>1t. tYO~:S eftlT ,llY!!) it GH;. SJli~Il'tf AVe\) 

'O~ ,:y OI!C IllTElnvts Te tj!! :CIr. l~n J\~O oun lH)~ 
1I11IlSH£ ~C'lltlT;U C:;lHlkJ[ TO r ;OE. t: JM1J~M ;~1r 
~[~£tIOUTICM :CCuU£O III fliE fll,.!itill. CF IHt 

·"O'FlliAq~lPJ. 'liHUe S!tll)i tliO III HE ,n 
tl!~U!lAflO~,I~ lEW!,! peSI!ICU 0; III JH~ or 
~UlT[lUiA, l'IAillHS T.l.~tn .If nl~·"£1.~ III et~J~JjtllO!1 
IIITM TM flU Hr H()'~!ll UC.\lGiT TP.£ tce~tiIYr;,:c)\ 

QUTO ~ PATM tou~,O RHO\£U, 

4. III UU IUS AKO HRl! UiS lllE IHo[r;nIO:~ 0; 
STlllllllll,M 10\D$ I:srto I~ Ilil CND IS;' I~ITIA'(: 
AH 1.11<[11[(11[0 tXP;'!HtCW OF tHOl1. O[nEH I~ ~RO;.?{ 
RfSUlT£O IH.TM! FiD!f.~TICn VI A·~F01IM.Tilf v; CO •• ;1 
MlllIC~ or 'IHE IiWO.. !MI~ Herr.OfIOll, ~O~HxER 1I1l11 
TH! S£ASC~A~lY.MIGM C1EDIT D[H4~~ 8Y 8~tft T~[ 
I(O!\f"IIWiCltll PUSlIC $[C10. nil TME PillUTE i£:IO~. 
RESULTED IN a $"~R' I.C~EA~[ 1M i.E HEI C3~!S;IC 
AS~ETS flf Ti~£ §AMJ': fir GVU"ul A. ut iO. £ IIlEll 
FAlun to R,iCli~lIIU III ~'Ai UMAOlE JC A~l tt 'OHS£f IHE 
£1JAHS IOlafH COHWtJEMC{ or i~£ ~!:)£I\~r liiHS, A 
C01RrSpaH'I~G ~rOUCIIDN In T!E SL~K'S ~[I 
111THII~1 Witt HSE~Y£ pes I r Jell rc~ l C'.rD i/iUCilAH Y. 

~. THESE t[V£LG.n[~IS, A'D $UiS[QU~~1 lun~RS c; 
l"rHIiI~~ OEV~~UUICi!l, &:CHiUHO HIE lC~S Of TH( 

BA!;K'S lHi[F,~ATlC'm HSEf./i>, 

UN~LASSIFiEO 
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IlKtLA$ UCTlOli In Of r5 C.UUElUtA IUlti 

&lOtC 

FO~ t~C/O':V~rirEtER; lAC/O~:11~~~~; lAC/CE~:C:OST£tLO 

E. 0, i 2lSS: IUA 
SUBJECT: UPO~T[ INrORl'iATIO~ ,O~ H uu (Sr HOC.WI 

S. SH;C£ TMt cnun Gov[Rlir,!)<l'S fiRST TEH IN cr;I~E 
TME DIS[C~ll'ellg~ IH TM£ ~Xr[;~'l s£tTO~ MIS fPOiEC 
REfEU[Ol Y TO fie HE HOST IllfUsSIC,Hi 1,~cr.orCOl.C!lIC 

fROBHI'!. T~E GC1HliII:lii HlS cc.:I$;[IHL T ~M[C ,HT 
RElATIVElY r.ORE Uli~!lCE ow OO:-:BTlt 110~[TUY HlleY 

~O~lO ffFl'iIT '£l~TIVElY less £XCH~~CE ~~TE 
IDJUS1~!~J. £~r fl~[: INTER!SI ~ll£~ :N~ [ICHINGE 
RATts 1'i~.!)E THAT TlUDE-O;; II\[HeCilf'[. T.E CO:/lHil.:£O 
lOSS or FOREIGH ~£sr~vt: rlK~tt' ~~tE IT Cl£~' ;H~l 

O~~STIC tOlIcr RHt?1'i v.:.~ )\[(D£O. l&Sf 'UK Hi[ 

~C.£TII' Sn:RD IMPLt~~N'ro SUC~ ~ rUNoin!w'.l C~INGE 
.... ~ HE y,:,f I~ IIHIC~ POLICY IS C~t'::1JCHO lit GU~nr.Lu .. 

tHAT POt ICY PtCKtGE ~Ol ONLY ttJR!S!EC TM! Ef;£~T. cr 
-THE SMCRT'l£R~ O~VI~TIC~ \I,leM OC:\Jr.RE~ EA~tT 1MIS 

YHR 2;;T tLSO i1E~ut£O ;.£ ~ IHI H;OO~ TN,T rUF.THr~ 

SMORT-HRr. fOLlCY ;'{)Jut:I\~KTS IIllt (! SrEOEO III id 
fUll'H. flit "INCII·~~ I'iE~:;U<(s vrR[: 

(,II !1.CH~!IG( UH 'F:EGIM!: t. SHIFT HOfl HE !OSlO'leAl 

T~ICITION or & FIX£O !X:~I~G! E~I! 5!iT[~ I~ ~ 

CHIt.lIiG PH Stsar. ~~,UE"; IW[ f.~C"UI;[ R-Ti \I:l, S! 
ADJUSTED LUTor~TICtll' ICC:~~I~G TO 1 IE.l ErrrCI'V[ 
nCH~N"~ UHf ~Al(:~lATI:H II.L I~ ll"! .IT:; !E! 
DiffERENTIAL £n>:££N Til, ~Ul £XC~HiG[ ~.r[ I~ 

GUAHr.tlA Jl~D Hi Gl'AHr.~lt'S HI"~ip;.t HAtll'!' 

Pti1THHSl, 

~I EKCH~WGE C~V1LUArID~: &~ IKlllll OEiAIUlilDN Df 
THE OffiCIAL E1.C~AWG[ RtiE r~On Oi. 'i fE' CS DO,l~~ TO 
Q2. H PH US D:lllA.~; 

Ie! IIIH~::ST p.n;: CH~P!'ilkU'Oh: HE CC,~'lEH 

lISr;lt;tlgTIO~ 0= to:',S'IC I\H'IE:i RllO. ~N~Ti't' 

D!PtlHt'H HO" HISTOJ;IC!: TR.OIT\ON; ~~o 

ttl rf'[N r:~:'HT CP:~:'ll:~I: f:~ ~H~ rU:~;j T:F.t' I~ 

~r:Esl ~,STC~' l~r :!";A~ E~H~ I:C~I~E~ ["lIC:T 
AU7H~RITY AWO Ali AFPF,;P.IATE I~ST.ur£HT Te Uh)E~T~(E 

OPEIi r.:.?t:H OHRH l::l~~. 

7. AS ~ F~S~~' 0; :4ESE R£:SVRl:. ,'M! GC~ (XP[C7i 

T~H hE P"!~(~T U\,L :. ";;::,H~lICP,l: 

t~~P'!11TJ.£~E;~ 'Jltt :E ~ilHi:'!!ol!) ~foiC 10l,! i;~ FL~IO 

u:F,H! IH H:'T'i~"!IOI,~t [,pcn., O·r:I'SCE(; 'I~C! 
un. \ill. C':hrl'V,. H;;;<[rr.:u. 7i<t r:~Hlh, :: 
O::":~T': ur~~::~j ':'j:~ IS [lfiCl;O TO r~~:i. !i~'l 

D~~t;TIC SA~I~'; r.:£tll:4TIC. ~~C TO r.;r" t~~!.:IC 

£UH{1l IUUI IU Of n HUHl. 
IlH'U1MIH f~1't tH ICltlif II! tlllHIlIJ..A, 

t. I" OltE~ 10 [.~ •• t! t~~ ,"I.err DF $~:C£Si C; IHIS 
«(fISED Pttlty fRAr.£~~R¥. I~ CU~lEn~tA, A nUr.R£R Gr 
SUfPt£r.rfil:,,\ O[ClSIOllS HII( tHO !CAOE. UIOllG U'H 
C[f:liIOKi Hi: 

A. IlIE r.:i'i!fHf iOHO .'Jl¥.O.lltO J!!£ UH Gf . 
GUilEfUlA Tel h{',tli[ III C1E~ !'Hlin cnuilo~s fO 
(IHUU Tilt I\lCU~i Of I f$ MHiJI<Y HOllWt, filE a,;~\ 
11m IIHHI',!'IAf£ I'~H It !ie!O~ two. Jill! HAi~!<lTlE' 
or Ok[ to n<E! 1'~'jrMS .~o IIliP liiTHOT l'iMn ti:.1 
lUGE HOM 11 HnU'll 10 I! "~:flll. tlH or.,~ti!:IH 

JH~S C.HI $;'11' J~! HI! 1%IRlI;!JlTS f~~ \0'01 YlHIl c: 
PUCEllll tl~iH a.;,!j~$ IUO (~~ nu~~ U~~ '£SHVES, 
T~E tJtIU~£ HCt1!A IS AltO PElUllfi£D 10 ~OlO tiltH 

IIlH~\Jr.ua. 

i, II! £l~all~HI~G TH: A:e~f\1AMYI~G M~EH1\f PJ!Cj~HI. 
tilE IIIMISi!1l' 0; rtlWlt[ At,HO TO A f1'~1 FtSCM 
1'0Uty tHlill~J;ii()lJr THE Il£IUI!!tE~ C' lri£ YEAR .• I T IS 
£STIIIU£O HIlT r~ls TIGMI[HI~G \iT'lSCAl PClIC'( IIlll 

REcuer I![ cvral'L Df'ICII OJ l~E H:,JIN'.Clll p)e!lt 
s(CrG~ Pl\). 1M !A!I~ tr tUH£f1U,l. Lei!!; HOM A TOHt 

Dr 1.2 ,£rC[~1 DJ GDP IX ISS£ 10 ~O 110'£ Ipau 2.~ 
FUCr~T C'; ~jJP I.~ IUS, IH OO(? TO f ':Il !lATE 'THIS 

~rcutTlil!;, !:~!i"~(~S HlS APPKO"l£O t T.O·r.~~l~ I-r.~<~ty 
fO? CElIKCUf.lil HIJ'AY£RS \{~ICM IS n'HCl!O TO 
G[hEIIIE 18CJT Ci9 MILLIDN IS tCDIIIOJIL 'I' 
MYEliUr>, /IlSO, CO:iG'U. IS CO'/S:OBIS~ A Eill 

'lllll(tt:)ut£C llf IlH 1l111iSTiP. 01 r IIW.C. Ie litH i CJ~;.thr 
t1!£HlITUWi A~~ HHZC AU iRt~SH~ ?Hf.:ii!S f~O'l H:! 

UNCLASSiFIED 
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E. O. IllSt: IVA 
~USJ[CT: u~tATE IUrORl1HIOH fOR fT IS!' r~r HOC~t~ 

C£WTRAl GDV£~H~E~T. IK[ l1INISTR. Of FINIWC! [lfICIS 
TNESE nEISUFE TO [~SURE THE Dt(ICIT R[DUCIICN 
O!JECTIVr IS ICHIEV£O R[O •• OIESS OfOU1lAYS rM&T n'I 
OCCUR OUR!HG THE YEAR. 

C. IN ~~~Et TO rACll/TtT[ CCMPt;ITIOH IH Txt 
flM.sellt SySTEM, THE MChElI.' tD~PC H:S IMIS Yilf 
'.Prp.ovro TWO ",Ev e~li¥.s tHD 01,[ H~ ·;IH~~CIER~·. iK£ 
eO~,RC £JnCTS TO ~P?IlOil£ H£ (lP,WIH:' 0, U!CTHcR tOCAl 

e'tK lW~ tHE R!-CF(NIGG Dr • e~'N:H OF " 
l~iH~HIO~U B:tHK 1:lTle~wxl ~URI~" Ti,. ,;,RD twt'<E? 

OF THE YEti\. 

'D, AS I'I.P.T Dr HE GOC's E1J'OH fi;O~OIICW POliCY, ! 

YI~lrf REDUCTION r~DG.I" wltl !£ IN'TltTED EErO~f T"! 
HiD or 19!9. AN OHSrTiI"" I'IO~'r.:Ni IS tlW PlHne 
IW t~E DFJICllL [lCH;NGE K~l[ TO .~[W[., 1~ 

'PPR[CILTIOh or r~E REal [rf[:II~[ EltH'hG£ Rill. 

fa LS ~:'::T O~ ns £C~lo!C!1IC fR::;~':'~, !~: c=:~ "'!~ 

IlREED. [SltTfO I '~D'E)?~;T r~E~ ~:\[ L!J IN: ~l: 

PR,SEHTEO TO C~N~~[!S IH (XPtRl '.C·~:IOH llW. 
f. lHE G~G tI.tl 7At-:t:H 1,.,( ; If.~l $~~:r~ 'i0 M~t\l~~ hO~r 

CO~P£Tlfl~E Ht to",,!~1t lat~r~~l nS7(r: H THE 

PRIV1T!!ITIC~ Of IVIA1£t~. 

G. rlWt.llY, TME CtG IS CC .. t~iTTD TV 1f,?;;)\,IIi~ .:lTH 

!~r rp.!~ZPD"TATlt~ AW~ I~E {~Mr~"l~LTI~~ S[=T6?~. 
INV£S'"£UI fRDSR'~i TO l~'l (NC I~V! £![~ L'P~D\ED thO 
THEIR I"PL[rfNTA~IC~ Vlll EE n:~:TC~rD thO n')E 'IRT 
Of TME I:;[~OA feR OIS::n$'Ni tUi'I": ~:\':n,; ~, 

I'R~G~£SS tlH:rF. Hll ES, 'ROG.n. '.il':' H1.ICI~; IIlll 
Ef fCRIM£; t!VElCPE' INt I"Pl[~!HIE: D~RI~G TRE 
RE~~iHO£R OF l~o9. 

5~ iH~ G~vr?u~r~i or : _;jiM~;'.t l~ :~"ill~:!~ TfoI'Lj H"'~ 

£COH=~lC F~:~;!n ~l~t E:~I~ t~rJ~I!JVE_Y TO f~E~11~ 
H[ [C~~01Y'S Hl7[[IIt.iIC~": HS!P.!' S:'SE. l~ 

[S.[HTlll P~ECON;IT'O, ;0 'C:l!!~:O ~~J~~ VITH 

SU2'llTY. WE CC1/:;JR I_ l~" JJC"E·:~;. A'iJ 

p'::7!Cr~~;:LT f~!)~i1'" 1~: l';[ O. 6:1' I-E P:h'~(E 't.:~ 
b) ii', C=1\~STIC Il:,t:~;y ?D,ICT !:;:::; fei! Ti'.T 
Pti:J?C:L r!"~OlJGpI i~! A=~?f1CH ~r !'i:~::.Ji\~S TM ... 1 (!,.10 • 

.. ~;;£::''':j:\ :;'::..£ T: r!.~~.£: ':iF:E: '! JS £-:tr:E!) T~41 
HI\'"H S,Cl:>;: CCNr!!i:"~~ ~~r ~:h:E 1,,£:rr:1I1 ~Il: E 

SiHf;GT~E~Et. 

GlaHII t"1! 0) U Ii. ,HUH 

It~Atr Of tH Ht.Hi?I' H~Hq 

IIJ. tHE Hilltl HO'!lHl TMf ~~ "~$' lIC' 'Hi~HO I) 

Vlll lUllEO .0 ,vlltHttA'S [~,X~~!C CI.c~~:rA~:ES. 
Villi fatt! IIiHAfltij S\i3SY;~lIHll \i.:Ht townet, 

·r.acrsT lUI l<1'iiliHElESS 'Ollln! HAl '~CilH t'MC!R 
liAr, 1M! (\iJ:i:£~T g~;;l:l!T {lI l~£ 8'~A~'£ Ci PA'l\t~H 
\lITHIM & r_~~jl~(H~£ tl:SHli~t ;R~!1 iOJltlUI\J1I Ali} 

~HUCftlHl t'I~';r,E eH,Hll£~I\' HHICln:IC~ l' ~COh;!1IC 
PKCetsSH, H£:r,£d~l\[il J.U.Hi.IH I, />;1 :lIUO re<, 
II! HCr, 1~( ttll ;' !'jllllC~ I~J SU'i~ H tCurriMT 
\11TH GlI1T{1\!IA. ;'U"' SH~I£C I~ t:T:£a It;a eur 
[IlCtO HHt. ::Y,t fli<;r ;)1~l.I;H'UH Wi" G\i4f[l1aA lit; 

UllElE TO "E[f THE ;EtEnl(J ,~ n~itH 
rHfUl\i.~U .~~(G~i~, J\M ~$ IT~ CPinAl C51Eell¥[ A 

S~H~ If".jj'.F.f,11O III HliEl<f,AlIC'it( I1t~Eih'!S. II I. 
CHUlY iO \.I.a KO~ Hl r,p H~~ no .. ;" HCK os 
THCIl. "':lEliH. vt eH IEVE HE JHII fC·.ltr S(; MAS M 

[HtU£!ii C'-"'itt C, VIlOilk~ t HI! fil,il "RtEf,[Ul. 
it:[ ~oc MH Ikfo,~r;, 111£ IH ~i T?( H~£~r rHSuUS 
no I~ UJH·itlli. TI<[ 'O;;~I!I\ ITT ~; WHOTIAT!!iC A lHI; 

II'S '~()'lH"~. ~V"!lH. AS IO,IIH !lH:\Ji~IO~S HV( kor 
Hi HC~Jl, II .s u~,nHT :n; ~ Mil 5;A,) 8f 

lRRA~'E~E~r 'I~ It CQSC\UC(O TMIZ '{'~. 

11. T~E'POLICf ~£J$URES .tC~l£C St iH! COG '~E 
PJ£CT[O TO u.,tHE !~E S~H" 1"T£"IC?~T':' IW lH H[! 

IHIEftw'TIC~I~ ~Ei!R~[ POSI;'C' GI ~"[ EJ~, GF 
GUAT£1!.lA. .tT£~ r.:.tllJ-iG !1 • }'JT liS tc,; .. ~~~ Y.!llIC1.J 

OU;;I~; lliE flP-a SL( /,:OliTXS c: ;Mt HH, TH ~n 
'l!llHwt.:lC~:·' >('!R'iH 01 T~i t;'~'. A!:~ (J'E:;!) TO 
liiCREUl n ~8~:1T l,;S OOlS7I P.lllIG' Iii h: S[COHO 5iI 

UNCL",SS I F I EO 



Ut~GLASS I f I EO 

.DejJartnlent Of .State 
INCOMt 
TElEGR 

'''G£ ei 
ttTlC~ AI~-U 

InfO tECY-'1 Ill£-~1 tCE~-el [S-'l §!;6& '5-02 KO-it 
IBU A2 RD 

II(Ff.l lOS-U clu-n U-U flOOE-liI Ul-n WJ,il'~1 IIISI 
-A---•••• -••• --A-.JIII"i 2211811 !'~ II 

C 221t31Z ~UG IS 
fli I.mnUHr 1t11AT(I1l.!.A 

TO SECSfAlf ~A~~tt [~M!OIAl£ '.:s 
~~£~~l~'f St. $tltAD~R 
U;(:lUSSf lHIICI~'LI'4 
~Jfi!!SS' S~ JDS[ 

AHit.C 

[. O. I2H6: ilIA 
SUfiHCT, UPDATE IH('Hllfl()~ fO'- rv UU (Sf fP.O~HI1 

r.oHTI!S err fHt lt~~ (l Atl£ II. 
lAt~[ I ~~H£TI"~ ~::CUHTS 0; tHE 

iAKl or Gu~TE~AlA 

I!IIl1IOHS 0; ,":JEiZ~lES) 

Uta 
JUNE CEC£K£H 

HT IIiHUIUIC~'l 
• ~ES£r.~£S -357 -ltt 

~tT O:1'1tiT!C 

· tiSCH USJ 1942 

ruHIC 

· HCTOq HI lifl, 

'O~!'ir?tLl.l 

· 11111'''S . -HI ",tla 
· "[!lll 01 l~j 

· C::l'tS ITS -~!2 ')~1 

Cfy,;R Sf! I~H 

'UHt~cr Hi!~ lin 
rtl\~'tliflir. 1Tr.1l 

HT IIiHill.nIOHl 

HS;:fn"lS rll$ DC; S 

~Ut\£ 

-Stl 

2fl11 

U1 

-HE 
IH 

-H! 
116) 

1131 

ISH 
!)[cr~O[~ 

-H2 

U!~ 

7H 

-6H 

Iii 
-a);, 

1&1; 

llH 

IlIL1ICtiSi -132 -it) .1U v '27~ 

12. T~? I~H1Vrl':!lT III f~( ~(~nHS 1'0ilY10' u i~[ 

Elk. fEflECTS I~E CD~BIN!D I~'ACI ~F , IIGNI[K:U[ Dr 
'£1 CREDIT l~~ t~ t~:;£&~! J~ ,~! :E~~~' fO~ 

,urtLti-~£~C~IH~!rD ~!fO;ij; LS '~:V;l~ St:~C~ 
COS'lt[H:£ ;~rU<N~. ~rr!' IS:'::~:K: .' :1. 1 ':t~f~T 
tUFiH,,: J'F£;':';:f6J~"'£ ~S:!i, T·~ \: .. ::fIr!::f~ !~::T: c: 
tHE S!N~ 1;! P~lJ~C·!C r: r!tl ~, !5. 3 'E;Ci~! I~ T1~ 

t!CJC;IC~ :~ Ce,O:T DU'IL" J~l~';f:t~i£~ :s ;1?lti~,O 
ET , C~KI~;:"O' J~ ~E; C~fJI; r, rKr ~,.·rl~'h:IAt 

'!Jf;l~ s~cr'.); H:.' f!~:(ln H) ; HtJCTle~ III liEf 
{;I[,.1 TO t~r~£::c.~~l e .. fl.S (-;. P f~;(:!Ii~i ~; 

CO"~E;C:tL !:~~ C£P:;J;S l~~ '::~~.~~TE) In rt~ E!h~ 

t! ';tUTE!'"~.h.t. ~~~ u~:~r::! llii ':~"':':l~l !Jllifi. OEfCi!! 
Z~l:r: r;c~ l~E ~=~~!H Ik Tlr~ f~: ;;lt~G: ~~f:Zfl~. 

:~t R:Ft£C7S T!-:: 111~'C7 ct' !r.£ .. v:r llif:':;£iT R;Tf:; 
fiCJr:rD Iii i~, (IU'I:!!; ;Y:H!':. C;J' IAilP['C!~t 

£U.UHHiK O. i<[ 1!t"J O!'{~ ~McH: CP{<a;IC~ LI~1l un 

II 

•. MIU£II emil U (If 4S illUH HH tel' 
U£ ltWli gWlYle~ ($ TIl! utu~n J-!t:G'JHS t~HtU 
lillli nnt f1l3JECJlO •• ur UTliUU ,u!J~m(. 

u~u 2 c,'lUGl III W,lt or '\:UU~!l.A Ol'lllUlvJt~ 
(IK '[lct~I'Gt CU,l.! 

un un 
~[ctI\H' JUl't I)[WISH 

K£T IMrH~.lT I !MAl. 

·lIuunl -u.S -U.I :r~U 

IlEi OCn[Sf It 
• ASS£JS $7.4 11.1 "Ii. i 

flliLlC 
- ~Eert~ J.l -11.S sU.l 

I:Or .. 'UCUl 
• e~J(KS -12. , J.G ·a. , 
- CHOir 3.6 -I. 4 «. I 
• OtpOSIH -15. , ~.~ -12. J 

OTIiER 6l. t n.6 . 4.2 

'U~p.E~Cr 16. , -J.4 I.S 

IIITH HHfl:f 10 tuu.om ~C1.ot'n"s AT TH( lltGIIlMIMl:. a 
HfE PUICO. 

13. c~t llnITATIC~ or Tnt '~OJECrIOn I. THAT THE !&HK 
0; GUIITCI'J.!'.A ASSU!\ts TMU TY,£ IiO~Ll) Ull~ \lIU i:lsauF.SE 
ill f:OlSH I".lttlCIi eHC~! ;HE [liD 0; Jt.E YUP.. GI.£" 
THE fJtl/,H TY.i.T !Wi! O::\!Hl£O Hl Ti'.£ HP'OH.IICI! ~F 
"15 paDi.'~. S~C~ • CI$!d~S£ft[NT ~I' G! DlfFICULI 70 
WH£YL ~ovrV!P.. £ftH I~ i~£ tl.EKCE Of flii ;."Vr.~O 

u rJ G LAS S I FIE 0 
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IUGOMI 
TELEGR 

?AGE 81 6UAfnt enu li'l Of Iii 2l1Un. 
ItCrlot( AIIl·U 

• ____ ._ .... C'> .......... _ ... ~ ...... _ •• _ ..... ___ •••••• ~ •• ti>~ •••• &.,"._ ............. . 
"'iro SEl~f·fl FlU·'1 Ct£II'(I, £S'Ii! u.:n n·g, !lO'1I1 

lUI A2 lO 

•. ~\!AWi SHU 101 t~ s. 2HUH HH A' 
W nt luun It. I" ,.crlVtn 11i\'~l\n II! TNt ~lCW'$ 
ACiIVIlIU. A H-HSJU LAV, OEHttHO IIII!! ;<If) 

fECKI!IC!.t ;laISlat!, 1111 HUI :UfIIlfHO TO tc.;I~UU 
!liD eOll~llU' I: ont;J(c TO M'I'lOH iX! tAil IIIHIl! f,f 

••••••••••••••••••••••••••••••••••••••••••••••••••••.•••••••••••• OAYS. 

o ~2Ia'1l AUG as 
HI MEIIUSSY GUAt!I'IM.A 
10 S£CStAt[ IIl'HDe 'K~EeI4TE 4f26 
Ar.EnSASSY $kN SAlYIDOR 
Ar.EK!lSSY T£GU:JGAlfA 
ArJ:IiUSn S~ JO'E 

UliCLA$ SEtTlOM /» or G6 CUATU'.llA Il5l\\ 

"I CAe 

E. O. UH': /ilA 
SUBJECT: UFDAiE IUfOP.I1ATIOH fO~ fT ltll (Sr '.OGR.~ 

&~~K DISeU~S[r.:HT, TOTkl LIQUID RtStRves Of 7 .. £ s,,~ 
or GUAT£Il~lt IIlll IHCr.: .:£ rlOr. TilE p~[~!tli l,Vtl U 
L[SS Til '-II ONE I/HK or IFPC;HS TO Ur.OST rO\:R '~E~S (, 
Illnus SY TIl[ [liD or TH ·(C':'R. A OErlHITE ~Ii~ 

II'.?OHJlH STEP TOIWlD p.EeullDI~' THE C~ITCCAL RrSHv< 
us£. 

U. AS A EfSlJl T or unE 11HSl!ii£S Tlit OVERU l 
l~rlAIIDH .lTE IS PROJECTED TO RE~AIH JECUT Ie P£'~£HT 
.H1;l F.H~ ~OP IS HCJ(C~£O TO G~~. SY 3. S pt~CU;T, Hi! 

SA"E P:'Ct A~ III 19H. 

IlCRICUlTURAL POllcr 

H. VriILE THE AGRICUlTUHl STHTtGY IlrSC~le[~ III r,r 
PA~O REr~IHS U~C~~NGEO. AO~ITIO~AL OETllLS MA~E B£!h 
DEVElOPED IlUR'KG r~E ~tWJ!Si: Cf THE t[u. iH( Ho~al\ 
fC~ 1"3 tl\~?t.c,s rHr rOclOJI~G ~S;Ecrlvrs: 

A. ~tVE~TY P(.CtUT C' THE I.V£STilE.T 6UjG:l j, I., 
"1"ISTfY or AG~lrVlTC'E ~IG~ \lILl er ['[:Ui!D DU;I.~ 
TH~ CAl£KOE£ "tA :fiO T,E a[r.~IMI~G lP p(RCr~l Will S£ 
EX!CUTED DU,lft. TKE fiRST GU~R1EK Oi 19Sa. 

II. flAG A HAS P«£S£liTtO, BHO,r Til! enll H C!~Pll~f 

All, fOR THE flitST TIll!, A U1Hi'I£0 llu%H /'=:"iPCil&i IkG 

TKt DivERSE L511!ttS O?!~tll~& IN T~E ~CRltUL"U'AL 
. S!CTc;t. THIS UlilflED ElDG::T PrRIIIH Ifl·.OHO 
fiCKI10kIH~ (NO £¥~lUATltH cr OI'ERSe t.=TIVITI~S 

CURIEJI O'JT If! GaIlTElUlA. 
C. 1I~6ft \JIll PR!P;R[ It IUH!l< 11«ltl"()~ ·Fl~~. BE 
fl~ST STU III TNt .£V£lCP:,\!1lT C, Til: i'L>'S. TM! 
.tULYSIS (j; IR~IGUIO~ IiH~S. IS 'Jif~t~iI~\' ,~" TH 
V<ITIH. 0' t ll~ O. ~.T!R tn~ ~~Ii CO~'E~V'TI~N ~Ill 

B~ CO~rIETED T~I' '~t~~CAR YfAf. 

. . 
D. THE ST~!HG:~~~IU' RhO D[:£~lfi~lIZIIIOH P~::~S: fOR 
8'~O!SA WlS !i~r~ IN !Rh!SI. L. '~;T 'f T~E !F~02rE 

TO.STRENGTHEN If.' 'Cr.IHI;jR~ilr' C~'AeILITI<! Of THE 
IRSTITlTI~U. I H!V P;,S:DEHT H~; SEEH 'P~Olij!,D AtCH" 
IIIfI1 r~1) ~E\J t,P~H Oill!::!)R~. J, SIG"lfIC!~! 

RiAS'lvNM'Ki C' £~~C(>A'S P£'$tijN:l V~. ~~Sj E:~C' AT 
III~·H§R. 

£. In 1N!: JliEt ~r U;l'al F.!SC!I;;':ES. OE\'HO'~:\T or II 

Ta3PIC;l ;o~£sr 'tIIC~ 'l'~ 'Et~~ £'~(f T~15 '£LR. 
lroill':IMG G~"':P ",: E!E~ fOP:\!:; UD lH II'~-H:SIOEI/T 

f. I'AGl IS VllliUTHIKG ~~M MRlC~'I.iOHl tfvH"nri<! 
Aile foe3 IHIIJHH stUOY. ! TtM IS AT I!.n !\liO Tl!( 
r 1·:.1 w'c·!H I;; tu£ U $if!£r-iEi 1 •. 

16. THE ~IS COll!HAl HAil IN 'IIAf£r.AlA $HC~'LY 
BELIEVE. 1KAT eMir A SI~.lE tISJU"E~Exr Of ThE ESF 
FUXO$ HllfS iEhit ~;~EH TME CDn.Rf~[.SIVE~E;S OJ A~D 

fl1[ Hll/),;$1<[$5 cr '!JUDH ~!H!CHO 1M lH MEII 
(COUCille fP.O'~:,!1. MHOiE', I~i lOl~ ,r HaHn 'KIT 
HAS EEtA EX'E~I£'C[~ .0 ;;~ tKI~ rE~' FE,LE:TS T,E 
eo~' S S1S1 Hfli~l f~ su:alH TME '~CJft I'~~'H:UF. no~ 
LAS' YUR I'C .. illliG POl.iCf D!CISIC~S R~C'.'I>'£D TO UI~GEli . . 
AatlCfPATto EXTERHAl A:~lst~~C£. 

17. Hor\JIT~;Y~l!CIIl:; rllR[r.(l't OIH ICUi T 'C.ITICAl AHI 
SOCIH COJ:DITICllS 1M THE CCUhT~1. r~! GOG us AC~i':(t 
A \llc.·"H~i'G A"~ COI"i'R!H£HSIV! ~CC~C~IC HOCUIl. 
THE SMOII-TEIIl CCijSrRJIHIS •• E O[JLT VITM £'FrC11~fl' 
VITHIK TME CONttal OF A "IJOI £CG~onlt ~£fO~n OVE~ ItE 
ftEDltH T[IIl. tHE "'NfTIRY aeaR) MIS SNlrr!) tHE 
I\[1HCD ;0): tsPSll~~IIiG Iii! r1.c~tJ!~E ~HE •. ~ECU: He 

• DISC~HIC)I;.t 'C)lT~C: AHO R!PLACIlEj i~! rH.O EX~~AHGr 
RAIE StSI!n VllH e~E lrial ~AIHTAI~S TH: 
cOY-PEnHI't",,> cr THE CJrTVl OvE? TH 1',Olun HR'l . 
IlOlVllH~Tl.IiOIIl" ~~~IL I\~j ~TflC!hl C)PC.lil~!\ HCII 

UNCLASSIFIED 
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ACTION AID-DO 

INFO SECT-01 FI~E-Ol 
/009 42 flO 

DCEN-01 ES-Ol 

154G 

INFO LOG-00 CIAE-OO EB-OC OOOE-OG ARA-C0 AMAD~Ol /001 W 
------------------310512 221913Z /~5 sa . 

o 221937Z AuG 89 
FM ftM!:: .. 9 .... SSY GUA1'EMALA 
TO SECSTATE WASHOC IMMEDIATE 4a27 
AMEM9ASSY SAN SA' VADOR 
AW.EMB~SSY TEGuCIGALPA 
AMEW6ASSY SAN JOSE 

UNCLAS SECTION 06 OF 06 GUATEMALA G998i 

AIDAC 

FO;;: L AC/DP: WWHEELER: LAC'C;· T;BROWN; LAC'/CEN: C=OSTELLO . 

E. O. 12~, 56: N/A 
SUBJECT. UFD~TE INFORMATION FOR FY 1989 ESF PROGRhM 

SOME ELEMENTS CF THE FINANC;AtL COf.-1MUNITY, THE CiOG HAS 
ADOPTED A COMPLETELY FLEXIBLE INTEREST RATE SY5TE~L 

18. THIS FO~:CY PROGRAM IS PRECISELY THE KINO THA~ uS 
POLICY HAS SOuGHT TO ENCOuRAGe THROUGHOUT CEN T RAL 
AMERICA. T~E BREAOTH AND COM~REHENSIVENESS CF THE 
PROGRAM DES~~vES OUR COMPLETE suppo~1. AND THE 
TECHNICAL ECONCM:C REOU!~EMENTS OICTATE A SINGLE 
OIS8URSEt,~:::NT. 

N~X' STEPS 

19. THIS NEW ECONOMIC POLiCY FRAMEWORK WILL NEED 
CONTINUAL IN~ERNATIONAL SUPPCRT TO ENSURE· ITS SUCCESS 
OVER THE NEXT YEARS. INSTITUTIONALIZATION OF SUCH 
RAOIC~LLY NEW APPROACHES TO POLICY MAK:NG IS FRAUGHT 
WITH OIFF!CULTIES. USAID/GUATE~A~A IS NOw IN THE 
'PRocr;s OF EXAMINING KEY IN~ERVENTIONS TO HELP THE GOG 
CON5C·_IDATE ?RCG~ESS M~CE THUS FAR . AMCN3 PCSSI5LE 
ISSUES TO EE ~XAM!NEO A~E EFFQ~7S TO ST~ENGTHEN THE 
FINAN=!AL 5~S-EM ANO MA~E 17 MOAE q~5PON5!VE TO M4RK:::T 
SIGNALS. :::L!~~:r.,;.c.T:ON OF M ... RKE·j 0157"0;:;T%O:-.o5 ANi:) 
RESTRICTIONS 7C THE FREE ~OVEMENT OF F"'C~O~S CF 
PROCUC710N, ~NO THE DEE~EN!NG OF T ~ E ~O~ESTIC C.c.P:TAL 
MARt-:E'S. P~CGRES5 11J ,'-lESE ".,,=:.:.5 MUST EE MADE I'I:TH.IN 
TME CONTEXT C~ A ~URT~E~ 5 TR~NG7~ENING CF' 7H! 
COUNT~Y' S :;:NTERN.>.TIC'I.,oL RE5C:;:;VE POSITIOr.;. 57AElLE PRIC 
LEVELS AN~ E:CNO~:C 6ROW~H. E~~CRTS TO CONFRONT THES 
CHALL!NGES C;'''' P::(OVIOE THE 9t.!~!::; OF FURTH::: .. Us S')PFO;:; 
TO GUATEMA~A. MIC!";~L 

UNCLASSIFIED 
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