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CO~fP'JROLLEH GEliEP.AL '5
REPOR'l' TO 7'HE CC fJGREDf.:

DIG EST------

WHY THE REVIEW W,1S MADE

PROGRESS AND PROBLEMS IN U.S. AID TO THE
ECONOMIC UNIFICATION OF CENTRAL AMERICA
Agency for International Development
Department of State B-169350

Since about 1950 Costa Rica, El Salvador, Guatemala, Honduras, and Nic
aragua have been workin~ toward economic unification. Objectives are
to eliminate barriers to free trade, to develop common external tariffs.
and to balance industrial development, includin~ a free flow of capital
and labor among the five countries. (See p. 8.)

From July 1961 through the beginning of 1970, the Agency for Interna
tional Development (AID) has budgeted about $143 million and has paid
out $67 million for aid designed to accelerate the economic unification
of Central America. AID's Re~ional Office for Central America and Pan
ama, established in 1962, to encourage and support the Central ~rican

Common Market, is responsible for this program. Panama is not a party
to the unification plans.

This pr09ram is part of a larger economic assistance program to the five
countries. Total external assistance was about $1.3 billion during the
a-year period. This is equal to about 31 percent of domestic revenues
of the five countries, or ahout 20 percent of the export earnings. The
United States provided about $1,017 million, or about 78 percent of the
total external assistance. (See pp. 16 and 17.)

Because of congressional interest in multi country economic development
and the amounts of U.S. monies involved. the General Accounting Office
(GAO) reviewed AID's efforts to help accelerate economic unification
of Central America.

FINDINGS AND CONCLUSIONS

Observations on economic unification

The Central American Common Market is recognized by a number of author
ities as the most successful attempt to date at economic unification
among developing countries. However, achievement of a common market
that is fully p.ffective may be some time away. It includes a customs
union (abolishment of tariffs among the member.,; comparable external
tariffs; and free '~ovement of labor, capital, and business owners be
tween the countries. The customs union has been successfully established



by the five countries but levels of external tariff protection constitute
a major unresolved problem, and elimination of barr'lers to the freo! IADve
ment of people and capital within the area has been limited. (See pp. 8.
9, 20 and 21.)

Since its establishment in 1960, the Common Market has expanded dOleStic
markets through removal of about 95 percent of the restrictions on trade
between the five countries. Internal trade has increased on the avera"
of 30 percent a year, from $33 million in 1960 to $259 million in 1968.1
Outside trade also increased on the average of 9 percent a year. Trade
with the United States--Central America's most important custoMer and
supplier--increased in dollar value but declined in percentage-tenlS as
a part of Cer.tral America's total imports and ex~orts. (See pp. 8. ~.
and 10.)

Increased trade has come from economic unification. but it has also
heightened nationalistic feelin9s amon9 the five countries--especially
aggravated since 1968 because of increasin9 imbalances in area trade.
Also an uncertainty about the Common Market's future has occurred be
cause of the 4-dQY war between Honduras and El Salvador in July 1969.
As a result of the war, the Honduras portion of the Pan AMerican Highw~

was still blockaded to Salvadoran products as of June 1970. (see pp. 11
and 13.)

Economic problems currently facing the area include:

--questions on the level of tariff protection allowed to industry.

-·balance-of-payments difficulties. and

.-limited markets. (See pp. 10 to 13.)

Obseroations on AID program management

AID was unable to relate the Common Market's actual accomplishments Ind'
priorities to those AID had hoped for. These had not been defined by
AID in terms permitting measurement over a period of time. (See p. 19.)

AID had not developed methods necessary to measure with reasonable ac
curacy the impact of AID programs on the Coqnon Market MOvement or the
impact of the unification movement on the region's rate of growth and de
velopment. As of February 1970, AID was uncertain as to what future ef·
forts would be taken to develop such methods. (See pp. 19 and 25.)

About 80 percent of AID's assistance for the area's unification eff~s

was provided through loans to the Central AMerican developlent bank.

lInterregional trade for 1969 is estimated at $263 .illion.
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These loans increased the availability of capital to develop the area.
The impact of these loans on elimination of trade or other barriers to
increased trade within the area is uncertain. Amajority of the assis-
tance was allocated by AID for matters and activities similar to those
undertaken by individual country AID missicns, without distinguishin~

the relative merits of financing such matters on a regional basis. (See
pp. 19. 20, and 21.)

AID loans for industrial projects requiring predominantly raw material
imports rather than local resources may have contributed adversely to
Central America's balance of payments. Although these projects may re
sult in reducing imports of finished products, GAO believes that a num
ber of indications warrant continued serious AID attention to such mat
ters as limited use of local resources in attempting to develop export
industries. (See p. 34.)

AID needs to give increased attention to the problem of slow use of
available aid development funds. Twenty-four percent of AID's loan
funds budgeted for Central America's economic unification have been
available but unused for over 4 years. (See p. 23.)

RECOMMENDATIONS OR SUGGESTIONS

The Administrator of AID should;

1. Require that long-term objectives and goals of U.S. support for the
Common Market be formulated in terms which permit measurement over
time. together with a statement of priorities and an explicit plan
and time for achieving action.

2. Order more comprehensive efforts to identify key problems requiring
solution on a regional basis and require that AID's regional office
for Central America direct its future resources to only such problems.

3. Accelerate efforts to develop methods necessary to measure with rea
sonable accuracy the impact of AID programs on the Common Market and
the impact of the unification movement on the area's rate of economic
growth and development.

4. Give increased attention to ways of overcoming the problem of slow
use of AID loan funds in Central America. (See p. 24.)

AGENCY ACTIONS AND UNRESOLVED ISSUES

AID officials stated that they believed that AID regional objectives
should be related to priority development but disagreed that such objec
tives necessarily need to be stated in terms measurable over time. (See
pp. 24 and 25.)



Because a key principle underly;ng U.S. assistance is that aid be de
signed to serve as a catalyst which promotes the mobilization of a IUch
larger development effort by the r~cipient country. GAO disagrees. GAO
judgment is that the "catalyst" principle requires ...ch greater clar1ty
in statements of AID objectives. to aid in evaluating past ach1evelents.
to guide mutual planning, and to establish proper future pr10r1t1es.
GAD believes this of special long-range importance because 1t would also
aid the executive branch in presenting demonstrable achievements to the
Congress and the publ ic. (See pp. 24 and 25.) .

AID officials agreed, in principle, with GAO's second reca-Bendation but
pointed out that there was uncertainty with respect to 1ts app11cation
regarding the limitation of the scope of AID's regional off1ce progr...
(See p. 25.)

AID officials agreed ~ith the third recommendation but po1nted out that
AID experien~e had demonstrated that implementation would be a d1ff1cult
process. (See p. 25.)

AID officials agreed with the fourth recommendat10n but did not cOllent
on how it would be implemented. (See p. 25.)

MATTERS FOR CONSIDERATION BY THE CONGRESS

This report is being furnished to the Congress to inform 1t of GAO's
findings on the effectiveness, and GAO's observat10ns on the manageMInt.
of U.S. assistance in support of Central Amer1can eCOnoMic unif1cat10n
efforts. Because of the increasing concern by members of the Congress
and others with the current inability to show demonstrable ach1ev8lents
of U.S. assistance programs. GAO believes that the Congress -.y Nish to
consider whether legislative action may be desirable to ensure that all
programs, in general, and the AID Central American reg10nal progr... 1n
particular, are formulated in a manner which perm1ts object1ve measure
ment over time.
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CHAPTER 1

INTRODUCTION

The General Accounting Office has examined into the
administration by the Agency for International Development
of U.S. assistance channeled through the AID Regional Office
for Central AMrica and Pa_ (ROCAP). ROCAP vas created
primarily for the purpose of developing and a~inistering

programs of a resional nature to bolster and expedite the
resional integration movement in Central America.

Our review vas conducted at AID and the Department of
State headquarters in Washington. D.C •• and at the ROCAP
headquarters in Guate_la City. Guatemala. The scope of
our review is further described in chapter 12.

The matters in this report hav~ been commented on
and/or diSCUSsed with officials of AID and the Department
of Health. Education. and Welfare. The comments and views
of each agency are incorporated in applicable sections of
the report and evaluated where appropriate.

The principal officials responsible for the development
and administration of the ROCAP program since its initiation
are shown in appendix III.
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CHAPTER 2

PROFILE OF THE REGIONAL ECONOMIC

INTEGRATION MOVEMENT IN CENTRAL AMERICA

HISTORY OF THE INTEGRATION MOVEMENT

Throughout their history the five Central American
countries--Costa Rica, El Salvador, Guatemala, Honduras,
and Nicaragua--have made numerous attempts to achieve eco
nomic and political integration. In 1823, 2 years after
achieVing independence from Spain, the five countries of
Central America joined together in a federated republic.
oy 1838, this union had failed, and the states seceded and
went their separate ways. In the succeeding years, numer
ous attempts were made to restore the earlier political
union, but, until about 1948, all were fruitless.

In 1948 the concept of a Central American Common Mar
ket was proposed by a group of Latin American economists.
In July 1950 the five Central American countries requested
the United Nations Economic Commission for Latin America to
undertake a study of the possibilities of regional economic
development in Central America. The concept be8&n to move
toward realization in 1951. At that time the Economic Com
mission recommended the establishment of an economic coop
eration committee, in Central America, and the five coun
tries signed the Charter of San Salvador establishing the
Organization of Central American States, aimed at the "even.
tual consolidation of Central American activities and pos
sibly even political unification." In 1952 the five coun
tries established an Economic Cooperation Committee and as
signed it the task of directing the program for integration.

During the remainder of the 195a's, a number of steps
were taken to lay the groundwork for economic integration
in Central America. The Economic:: Cooperation ColIIIIi ttee in
stituted basic studies in many fields, assisted by the
United Nations Economic Commission and technical assistance
commissions from outside Central America. As a result two
regional insti tutions were set up: The Central American
Institute of Public Administration at San Jose, Costa Rica,
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in 1954, and the Central American Institute of Research and
Industrial Technology at Guat~mala City, Guatemala, in 1956.

In preparation for the erection of a common external
tariff wall for the region, a Central American Uniform Cus
tOIllS Nomenclature was developed and then adopted by each
country. Three other basic instruments--a Multilateral
Treaty on Free Trade and Economic Integration, an agree.,.ent
on a System of Central American Integration Industries, and
an agree.nt for Equalization of External Tariffs--were
drawn up and signed by the member countries. These three
inst~nts put in treaty form the basic objectives of the
Central American Economic integration program--free inter
nal trade, co_n external tariffs, and balanced industrial
development.

In February 1960, because of their dissatisfaction
with the prospect of slow integration offered by t:le estab
lished treaty structure, El Salvador, Guatemala, and Hondu
ras decided to take a different approach to the elimination
of intraregional tariffs and signed a treaty which proVided
for immediate free trade in all but a few products of the
three countries. This change on the part of the three coun
tries prompted the Economic Cooperation Committee to work
out a new treaty providing for accelerated integration of
all five countries. The result was the General Treaty of
Central American Economic Integration, which became, and
stfll remains, the basic instrument of the Central American
ColllDOn Market. The General Treaty established an Economic
Council, aa the policymaking body of the Central American
Co~~ ~ket, ana an EKecutive Council for administering
the ter- of the General Treaty and policies of the Economic
Council. A Permanent Secretariat was created to carry out
the administrative needs of the Executive Council and the
Economic Council. A detailed description of Central Ameri
can Common Market integration organizations is included in
appendiX I.

The General Treaty was signed by Guatemala, El Salva
dor, Nical'aaU8, and Honduras on December 13, 1960. It went
into effect for the first three of these countries on
June 3, 1961, and for Honduras in April 1962. Provision was
made for the later adherence of Costa Rica, and in July 1962
that countl'Y signed the treaty but did not become a member
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until the deposit of its instrument of ratification in
September 1963.

Concurrently, the Central American Bank for Economic
Integral on was established to serve as a regional financ
ing agency in promoting regional economic integration and
development.

During the remainder of the 1960's, special instru
ments were created for the promotion of industrial develop
ment and for easing balance-of-payments strains; common
tariff schedules were approved; a central organization was
established to promote tourism within the Central American
area; and the basis for monetary cooperation was laid by
the establishment of a Central American Clearing House and
a Central American Monetary Council.

Accomplishments, problems, and future outlook

The Central American Common Market is recognized by a
number of authorities as the most successful attempt at ec0
nomic integration in the developing world to date. Never
theless the achievement of a complete Central American~
mon Market may yet be some time away inasmuch as the c_n
market concept includes, in addition to a customs union, a
free movement of labor, capital, and entrepreneurship be
tween countries. Together with the significant benefits
realized to date, Central American regionalism has also
brought a heightening of nationalistic feelings among the
Central American Common Market countries--especially aggra
vated since 1968 because of imbalances in intraregional
trade, which has tended to worsen differences among meaba~s.

Also an uncertainty with respect to the future of the Cen
tral American Common Market occurred because of the 4-day
war between Honduras and El Salvador, which erupted in Jl&1y
1969. Thus, a far-reaching political union of Central Aaer
ica still appears something for the distant future.

Since its founding in 1960, the Central American Co-.on
Market has expanded domestic markets through gradual elimi
nation of regional trade barriers. Restrictions have been
completely removed on about 95 percent of the region'. in
ternal trade.
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A specific aid to agriculture, beyond the reDOval of
regional trade barriers and the establis~nt of c~n ex
ternal tariffs, involved the negotiation of a special Proto
colon Basic Grains--vhich are corn, beans, rice, and sor
ghum. This Protocol prOVided for the establishment of na
tional agencies to stabilize prices of these basic grains,
national controls over imports of them, and the recognition
of a Central ~rican agency to coordinate activities of the
national agencies. This Protocol bec.-e effective for c~

tl!lllala, Honduras, and El Salvador in OCtober 1967, for Nica
ragua in Deceaber 1967, and for Costa lica in February 1968.

The aggregate foreign trade in the Central AMrican
countries, including their trade with each other, has grown
rapidly. From 1960 throuatl 1968 intraregional trade in
creased on the average of 30 percent a year, growing from
less than one tenth to about one fourth of the region's to
tal trade. Manufacturers accounted for more than one half
of the increase. In absolute terms total intraragional
trade has increased eight fold, as shown below:

1968
1.W llli ~ ~ (oote a)

-------'(millions of U.S. dollars)-----

2.81.
=

Central American
COIIIIIIOn Market
intraregional
trade

As a percent of:
Total Central

Allerican
exports

Total Central
AlDerican
imports

aInterregional trade for
million.

6.41. 9.O"t,lk81. ~2'L ~

1969 is estimated by AID at $263

Similarly, the region's extraregional trade has in
creased rapidly. As shown in the following table, frOll 1960
through 1968 such trade increased, on the average, over
9 percent each year. Trade with the United States--the re
gion's most important customer and supplier--increased in
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value during the period but declined in terms of the rela
tive share of total Central American imports and exports.

1961
<-se ,)

-........1
lncll'M.
t"P-§!

Extrara.ional export.:
Total
Total to U.S.
Percent to U.S.

Extrarelional ll1pOrta:
Total
Total baa U.S.
Percent fro. u.s.

411.3 450.4 570.1 669.1
216.1 234.4 266.4 299.4
~~~,~

411.4 502.6 664.6 693.2
249.6 254.2 335.0 315.1
.JW'.JW'~~

716.0
365.7
.JW'

Together wi th these benefits, the Central American
Common 1".arket is confronted with several _jor problems,
the solutions of which are essential to the success and fu
ture direction of the integration movement. These problems
are as follows:

1. Levels of tariff protection--A major unresolved
problem of the Central American Common Market is the ques
tion of the amount of protection Central America shall al
low its industry. Involved is the difficulty of striking a
balance between protection of industry and protection of
exporting. The Central American countries were led to seek
economic integration primarily by their desire for indus
trial development, together with their realization that
their national markets were too small for the needs of ef
ficient industry. Indications are that little effort has
been made to develop export manufacturina. Some observers
have pointed out that. if a high tariff policy is adopted.
for the purpose of protectina i U infant industry. Central
America may develop into a tiaht little .co~ in which a
number of small-scale. high-COlt industries produce for the
local market and in which exportina becomes _re and more
difficult. with the impact of such protection buildina up,
slowly so that the effects will not reveal theaaelves until
a crisis develops some years after the protection has been
granted.
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2. Central American Common Market expansion--At least
one authority has pointed out that the Common Market is
rapidly reaching a point of diminishing returns and that.
if it is to continue to grow, it must have a larger area.
The approximately 14 million people in the Central American
area with their per capita income of $324 in 1968 do not
constitute a large market. Expansion is therefore a matter
of current concern to Central American leaders.

Possibilities for expansion which have been or are be
ing considered are (a) inclusion of Panama in the Common
Market, (b) establishment of a special system of direct
trade with individual Latin American locations, such as
Mexico or the Caribbean Islands, and (c) entry of the Cen
tral ~rican COJlDOn Market into a Latin American trading
block. such as the Latin American Free Trade Association.

During 1967 the 19 Latin American countries and the
United States signed an agreement at Punta del Este, Uru
guay, and pledged themselves to work for the establishment
of a Latin American common market, which is to be substan
tially in operation by 1985. Some experts have expressed
the opinion that the CODDJlOn Market may well serve as a kind
of pilot project for the Latin American Free Trade Associa
tion. One problem, however. which has been identified, is
that Central American exports are largely tropical agricul
tural products and the Latin American countries either are

.proAucers of these products or are much nearer geographi
cally to other producers than they are to Central America.

3. Intraregional trade imbalances--Imbalances in intra
regional trade are a third problem facing the COJlDOn ~rket.

Such imbalances have contributed to a heightening of nation
alistic feelings among Common Market member countries.
£1 salvador and Guatemala, the relatively more developed
c:;"mtries, have enjoyed trade surpluses in intra-CoDDJlOn Mar
ket. exchanges primarily because of their export of manufac
tured goods. Honduras and Nicaragua, on the other hand,
have recorded sizable deficits because of slow gains in
their predominantly agricultural exports. The following
schedule shows the cumulative intraregional deficit and/or
surplus of each country from 1962 through 1968.
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Trend Cumulative
1962-68

------(mi11ions)-------

Guatemala $1.8
El Salvador -3.8
Costa Rica -1.6
Honduras 4.9
Nicaragua -1.3

$3.6 $21. 7
-3.9 5.5

7.5 2.9
.5-13.7

-7.6"-16.4

$28.5
19.1

-11.8
-17.0
-18.8

$87.1
41.1
-1.6

-43.7
-82.6

The growing imbalance in trade between Common Market
members led to the adoption of special concessions designed
to help the countries with deficits achieve a better posi
tion in the market. These included allowing such countries
a favorable position in bidding for new industries and per
mitting such countries to grant relatively more liberal con
cessions to investors. Some strain, however. in the eco
nomic relations between member countries developed in the
wake of these concessions. The comparative advantage en
joyed by certain country industries led to charges of unfail
competitive advantages from similar industries in other Com
mon ~~rket member states. An agreement adopted in early
1969 was designed to place better controls on the granting
of such concessions while still allowing the lesser devel
oped countries a favorite position. Honduras was given spe
cial attention in the lending policies of the Central.Amer
ican Bank and enjoys the position of being the single larg
est recipient of the Central American Bank loans.

4. Balance-of-payments difficulties--Increasing def
icits in the Common Market's balance-of-payments position
is a fourth major problem facing Central American leaders.
The extent to which such deficits have increased are shown
below. A major contributing factor has been that newly
established Common Market industries have generated an in
creased demand for imports of capital goods and raw mate
rials.
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Year

1961
1962
1963
1964
1965
1966
1967
1968
1969

aAID,s estimate.

Net
balance of payments

(!!!lU2!!!.)

$ 26;0
34.2
21.3
34.0
51.8
~2.0

-21.3
-147.oa
-194.0&

In an effort to ease balance-of-payments strains. the
ColllDOn Market members drew up, in June 1968, the Protocol
of San Jose. an amendment to the General Treaty. The Pro
tocol imposed a general 3O-percent tariff surcharge on all
imports from outside the Central ~rican Co_n Market ex
cept for a number of essential items. It also permitted a
regional sales tax on luxury goods regardless of origin.

Business opposition to the Protocol in most of the
countries delayed ratification and brought the 1968 balance
of-payments crisis to a head in July. A meating of the
Presidents of the five member countries and the President
of the United States on July 6, 1968, succeeded, to a de
gree, in bridging certain conflicting national viewpoints.
To .-s~ the existing difficulties, certain measures W8re
agreed to>. but they did not resolve cartain basic problems
which may affect further integration efforts. Among other
things, the Presidents agreed to WQrIt toward ending balance
of-payments conflhcts by ratifying the san Jose Protocol.
The agreement di.d not become completely operative until
early in 1969 when Honduras deposited its ratification of
the agreement. As a result of the meeting. new U.S. finan
cial assistance was pledged to the region.

5. Honduran-El salvadoran conflict--Uncertainty with
respect to the future of the COlllDOn Market was creeted by
the 4-day war between Honduras and El Salvaclor, which
erupted in July 1969. El Salvador invaded Honduras in

13



retaliation for Honduras' eviction of Salvadoran migrants,
particularly squatters on rural land. An _rgenc:y _etina
of the Organization of American States obtained Salvadoran
withdrawal of her troops under threat of econoaic sanctions.
In early June 1970 El Salvador and Honduras also reac~ld

agreement, through the auspices of the Or8&Oization of
American States, on a plan to pull back troops fro- their
border, which had been plagued by fatal incidents since the
July 1969 4-day war. As of June 1970, howver, the 65-.11e
stretch of the Pa~ American Highway through Honduras vas
still blockaded to Salvadoran products, although, accordina
to AID, Salvadoran manufacturers have largely aanaaed to
circumvent the blockade by means of alternative sea and air
routes and through development of new urkets •
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CREATION AND PURPOSE OF AID REGIONAL
OFFICE FOR CENTRAL AMERICA AND PANAMA

After the stgnillg of the General Treaty, AID concluded
that the arrangements made by the five Central American
countries to create a conunon market constituted the most
forceful factor influencing development in Central Amer.ica.
AID anticipated that the economic integration of the Cen
tral American region would facilitate and eventually lead
to political integration. AID, therefore, decided to ef
fect an appropriate reorganization of its field mission and
its Washington staff in order to give every possible en
couragement to the integration movement and to accelerate
its growth wherever possible.

In July 1962, AID established the Regional Office for
Central America and Panamal in Guatemala City, Guatemala.
ROCAP was given the responsibility for (1) developing and
administering programs of a regional nature to bolster and
expedite the integration movement in Central America and
(2) prOViding liaison to the Permanent Secretariat, the Cen
tral American Bank, and other appropriate regional institu
tions. The maj or Central American integration organizations
are listed in appendix I.

Prior to the establishment of ROCAP, a special task
force had identified five regional activities--a cadastral
survey, a regional census, a regional program for hiaher
education, regional manpower planning, and a regional capi
tal development program--as appropriate activities for
ROCAP. During the early years of ROCAP's existence, alch
effort, according to AID, was devoted to definina the proj
ects that should be undertaken by ROCAP in relation to the
work of the individual country AID missions.

A 1966 Washington-level policy review of ROCAP resulted
in a restatement of ROCAP's role. This restatement provided

lFrom the time of its creation, ROCAP has had little direct
involvement with Panama, although "Panama" has been re
tained as a part of its name.
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for continuing ROCAP's role of bolstering and expediting
the regional integration movement by providing liaison to
Central American regional organizations; by carrying out
studies, surveys, and projects directed toward matters best
solved on a regional basis; and by coordinating its activi
ti~s with those of the five individual country AID mis
sions. It added the additional responsibility of providing
a centralized service of technical specialists to assist
the individual country AID missions in implementing their
programs.

SUMMARY OF AID ASSISTANCE
CHANNELED THROUGH ROCAP

From July 1961 through December 1969, the Central Amer
ican Republics received approximately $1,297 million in ex
ternal assistance from various sources. Of this amount,
about $1,017 million, or about 78 percent of the total as
sistance prOVided, was furnished by the United States.
This level of assistance was equal to about 31 percent of
the total domestic revenues and about 20 percent of the to
tal export earnings of the five Central American countries.

Of the $1,017 million, about $714 million was prOVided
as direct assistance by the United States to the Central
American Republics. Of the $714 million, $143 million, or
about 20 percent of the total, was in support of the Central
American integration movement and $140 million was channeled
through ROCAP. The indirect U.S. assistance was furnished
through U.S. contributions to international organizations.
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22.4 1.7 22.4
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15.0 1.2 15.0
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512,7 ...!i.1 a&1 ..ll.l

510Uitl JlllIo2 "-&2 ~
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Total

AallatMc. f..., international oq....1&.tlon. Or.s.
c_Ulluttona);

lrIt.r-..rtcan Develop.ent Bank (note b)
International Bank for ReconatrucUon tnd_l_t (27.291)
lrItemattOMl Develop.ent Associat!on (32.031>
International Finane. Corporation (35.19'1)
Vllited (401) (nota .)
Otber , world countrl•• (note a)
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Total

. u.s .•••btanc. throuah oper.tion of u.s. !tvaat'
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cTbe .-aunt d ccanodity tude aasistane. <1964 tbrouab 1961), ..C ted 'b7 GAO, .....
vi" by the Unlttd Stat•• to Cetr.l ..ric.~ ,N'.redal , ..
..... tho V.5. Sua.' kt end th.ouab po.tielpo"'" In tho lft_.._l e.tf .....
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thrqh OpIr.t1on. of the United Stat•• Suear Act: ... the InternaU l CoIf. ApM-
-.ot" for an identification of some of the _lor prMl_ of tueh s..UDce .....
thtI7 h.ve Hen d.dt With.
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The extent of assistance channeled by AID through
ROCAP has varied somewhat from year to year, as shown be
low:

Fiscal year Total Loans

Technical
assistance

ItNlts

-----------(millions)-----------

1962 (note a)
1963
1964
1965
1966
1967
1968
1969
1970 (through 12-31-69)

$ 3.0
8.8

26.5
3.7

38.7
3.8

23.0
34.0
1,4

$142.9

$
5.0

22.5

35.0

20.0
30.0

$ 3.0
3.8
4.0
3.7
3.7
3.8
3.0
4.0
1.4

a
Represents funds programmed in support of L~. Central Amer-
ican integration movement prior to cr.ation of ROCAP.

All of ROCAP's loans have been made to the C.ntral
American Bank which reloaned the funds to public and private
entities in Central America for a variety of purpo••••
ROCAP technical assistance invol~ed Central American r.
gional organiza~ions. A functional br.akdown of the ROCAP
assistance program through December 31, 1969, i. listed b.
low:

Total Pm-' IMD' cr.St
-(o1l1laaUClIUI In thaQlanU of dollara)-

Infrastructure
Industry
Hausina
EclucaUon
Health
Asriculture
Public Adalniatration
Lead
All other

$ 17,246
20,092
10,000
7,149
1,950

995
3,lII6

391
lO,H1
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61.1
14.1
7.0
5.5
1.4
0.7
2.7
0.'
7.2

-

$ 2,246
5,092

7,149
1,950

995
3,lII6

391
7,943
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CHArTER 3

oBsnyATIONS AND RECOMMENDATIONS

ON OVERALL ROCAP HANAGEHENT

Subsequent chapters of this report relate accomplish
..nts and problems on specific ROCAP-financed projects and
matters. This' chapter contains our observations and recom
men~tions on overall ROCAP management.

Generally we observed that:

--We were unable to relate the accomplishments achieved
by the Central American Common Market to the accom
plishments which AID had hoped the Cem.on Market
would achieve because these had not been explicitly
defined by AID in terms which permitted aggregate
measurement over time.

--A majority of the assistance channeled through ROCAP
was not directed to problems requiring solution on a
regional basis. In this regard, we noted that over
all ROCAP evaluations had focused to a large extent
on overall development problems common to each coun
try of the region--duplicating to a large extent the
evaluations made by AID missions in each country-
rather than on problems requiring solution on a more
strictly regional basis.

--AID had not developed analytical tools necessary to
quantify, with reasonable accuracy, the impact of
the ROCAP programs on the Common Market movement or
institutions or the impact of the integration move
ment on the region's rate of growth and development.

--About 80 percent of the AID assistance provided in
support of the region's integration efforts involved
loans made to the Central American development bank.
These loans increased the availability of development
capital in the region and, although not specifically
directed toward elimination of trade or other
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barriers, thereby, to an uncertain degree, contrib
uted to increased trade within the region.

--AID needed to give consideration to means of over
coming the problem of slow use of available ROCAP
loan funds.

I~ the early 1960's, after the basic treaty structure
of the Common Market had been created and after the Central
Am~.·ican Bank for Economic Integration--the regional devel
opment bank--had been established, AID anticipate~ that the
economic integratior. planned by the Central American coun
tries would facilitate and eventually lead to political in
tegration of the region--a change AID believed to be desir
able.

ROCAP was therefore conceived and established as a
means for encouraging and accelerating the overall Central·
American integration movement and for assisting in strength
ening egional institutions. Neither the degree nor limit
to which the United States hoped to accelerate the Central
American integration movement or strengthen regional insti
tutions was identified by AID or the Department of State.
~or were intermediate completion targets adopted, and,
therefore, a basis for measuring aggregate progress over
time was not established. Thus, without such goals we were
unable to measure the aggregate progress achieved against
the progress intended or desired by AID.

Si"ce the establishment of ROCAP in 1962, the Central
American Common Market has been highly successful in expand
ing domestic markets through elimination of regional trade
barriers but has been less successful in eliminating barri
ers limiting the free movement of people and capital within
the region. About 80 percent of the AID assistance chan
neled through ROCAP involved loans made to the Central Amer
ican Bank. These loans increased the availability of devel
opment capital in the region and, although not specifically
directed toward elimination of trade or other barriers,
thereby, to an uncertain degree, contributed to increased
trade within the region. For example, as discussed in chap
ter 5, loan funds allocated to industry--about 14 percent
of all loan funds--were loaned generally for enterprises
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producing products to be marketed 1n two or more countries
in the region.

Little specific assistance has been given by ROCAP for
promotion of a regional Monetary Union, although AID has
expressed the opinion that such a union offers the only re
ally suitable monetary device for dealing with the region's
balance-of-payments problems.

With,respect to the freer movement of people within
the region, AID program documents point out that there has
been little concrete progress in the reduction of the number
of barriers prohibiting such movements. AID has expressed
the opinion that such barriers are major factors inhibiting
continuing growth of the region. In 1966, a Departlllent of
State-AID "Policy and Action Paper" identified U.S. policy
as:

"*** influencing Central American governments, as
soon as it is possible to do so effectively, to
begin to remove the barriers to the free movelllent
of persons throughout the territory of the five
countries of the region."

In 1968, with U.S. encouragement, the matter of free move
lllent of people was referred to the Organization of Central

'American States for the preparation of a study and a draft
of a proposed treaty. At the suggestion of ROCAP, the Orga
nization of Central American States contracted in 1969 with
an eX-Foreign Minister of Guatemala to undertake the project
which was expected to take 1 year. ROCAP stated its inten
tion to finance "as much time as is necessary to get the
job done right." As of February 1970 the project was still
under development.

No explicit criterion has been developed by AID, in
many areas, for specifically distinguishing activities to
be financed by ROCAP and matters to be financed by the in
dividual country AID missions. Consequently, as discussed
in subsequent chapters, a majority of ROCAP assistance was
allocated for activities and matters similar to those under
taken by the individual country AID missions, without dis
tinguishing the need or relative merits of financing such
matters on a regional basis.



In this regard a key principle underlining U.S. assis
tance is that such assistance is to be designed to serve as
a catalyst which promotes an intensified and much larger
development effort by the recipient. The e~hasis on a
country's own self-help performance is not only an expres
sion of the mutuality concept but also a recognition of the
necessity that U.S. assistance be implemented in such a
fashion as to call forth an optimum contribution by the re
cipient to the development process. We believe. that this
difficult objective requires great clarity in the stat...nt
of AID objectives, goals, and priorities; more firmness in
the establishment of ronditions for assistance, and. in
creased resoluteness in rewarding achievement rather than
failure.

Other than some contributions to the Central American
Bank for Economic Integration (noted below), no real basis
had been developed by AID to quantify, with reasonable accu
racy, the extent to which ROCAP programs had caused or en
couraged the Central American integration leaders to inten
sify their own efforts. In this respect we noted that ROCAP
assistance amounting to $114.4 million ($112.5 aillion in
loans and $1.9 million in grants) to the Central Aaerican
Bank represented 63.9 percent of the bank'S $179.1(1) ail
lion of available lending resources. Of the remainder,
$42.2 million as provided by the Inter-American Development
Bank in the form of external assistance loans and $22.5 mil
lion were paid in by the five Central American member coun
tries. This resulted in a ratio of external assistance fi
nancing to member country financing of about seven to one.

Overall AID evaluations of the ROCAP program have been
almost exclusively qualitative evaluations and have focused
to a large extent on overall development problems coaaon to
each country of the rcgion--duplicating to an extent the
evaluations made by AID missions in each country--rather
than focusing on problems requiring solution on a regional

lAbout $60 million has been furnished to the Central Ameri
can Bank in European and Mexican credits on coamercial
short-term credit terms and is not included in these fig
ures.
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basis. AID has not developed analytical tools necessary to
quantify, with reasonable accuracy, the impact of the ROCAP
programs on the Central American Common Market movement or
institutions or the impact of the integration movement on
the region's rate of growth and development.

Because of the concern, expressed by some economists,
of potential negative effects of the Central American Common
Market on the development of the region, AID, in 1968, fi
nanced a research study to develop a model for as~essing

quantitatively the impact of the Central American Common
Market on the economy of each member country. The result
ing study, prepared by a university professor, vas submitted
to AID in March 1969. The study tentatively concluded that
the Central American Common Market had contributed more to
the region's rate of economic growth than the one twentieth
of 1 percent to a maximum of 1 percent estimated in previous
non-AID studies. The author of the study characterized his
study as a "crude quantitative assessment" and suggested
further research. As of February 1970 there vas uncertainty
within AID with respect to what future efforts would be
taken to further develop analytical tools for measuring the
impact of the ROCAP program on the Central American Common
Market or the impact of the Common Market on the development
of the region.

Finally, we believe that AID needs to give increased
consideration to overcoming the problem of slow utilization
of ROCAP and other available development funds. AppendiX II
to this report, which summarizes the ages of currently ac
tive ROCAP and other external assistance loans to the Cen
tral American region, shows that 24 percent of all such
ROCAP loans have been available but unused for over 4 years.

Indications are that the main causes for the slow uti
lization of ROCAP loans have been (1) the uncoordinated fur
nishing of ROCAP, bilateral, and other international assis
tance to the same sector at the same time which results in
more funds being available than apparently are necessary
and (2) delays in construction caused by the recipient coun
try, including changes in government and delays in legisla
tive ratification.

2J



RECOMMENDATIONS

In accordance with the above observations, we recoa
mend that the Administrator, AID:

1. Require that long-term ROCAP objectives and goals
be formulated in terms which permit aggra,ate ...
surement over time, together with a definitive
statement of priorities and an explicit plan for
achieving action on those priorities.

2. Cause increased efforts to be given to identifying
key problems hindering the integration -av...nt and
requiring solution on a regional basis and require
that the application of future ROCAP assistance be
li~ited to such problems.

3. Accelerate efforts to develop analytical tools nec
essary to quantify, with reasonable accuracy, the
impact of ROCAP programs on the Central ~rican
Common Market movement and institutions and the t.
pact of the Central A' 'rican integration -av...nt
on the region's rate at growth and devel~nt.

4. Give increased attention to ways of overcoming the
problem of slow utilization of available external
assistance loan funds in Central America.

AGENCY COMMENTS AND GAO EVALUATION

AID officials, in commenting on a draft of the report,
agreed to three of the above four recommendations.

Agency comments--With respect to our first rac~nda
tion, AID officials, in their comments, stated that they
believed that ROCAP objectives should be ralated to priority
development needs but disagreed that such objectives need
necessarily to be stated in terms measurable over t~.

GAO evaluation--We agree that the ROCAP objective.
should be related to priority development needs; howwver,
we cannot agree with the proposition that AID long-tera ob
jectives and goals need not be formulated in teras which
permit aggregate measurement ovar time. A fundawental
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principle underlying AID assistance is that it is to be de
signed to serve as a catalyst which permits the mobiliza
tion of a much larger development effort by the recipient.
This emphasis is not only an expression of the mutuality
concept, postulated by the Foreign Assistance Act of 1961,
as amended, but is a recognition of the necessity that U.S.
assistance be implemented in such a fashion as to call forth
optt-um contribution by the recipient to the development
process.

In our opinion, this difficult objective requires,
indeed demands, greater clarity in the statement of AID ob
jectives and agreements, together with determination of
priorities and definite plans for action on those priori
ties. Such clarity also aids greatly in evaluating achieve
aent and, therefore, in guiding mutual planning and estab
lis~nt of developmental priorities. Finally, we believe
that this is of special long-range importance because of
the desirability of being able to show to the Congress and
to the American public concrete, demonstrable achievements.

AID comments--AID officials agreed, in principle, to
our second recommendation but pointed out that there was un
certainty with respect to its application because of the
limitation of the scope of ROCAP assistance.

AID agreed with our third recommendation but pointed
out that its experience had demonstrated that implementation
of it would be a difficult process.

AID also concurred in our fourth recommendation but did
not comment on how the r~commendation would be implemented.

MATTERS FOR CONSIDERATION BY THE CONGRESS

Because of the increasing concern by members of the
Congress and others with the current inability to show de
monstrable achievements of U.S. assistance programs, we be
lieve that the Congress may wish to consider whether leg
islative action may be desirable to ensure that all pro
grams, in general, and the AID Central American regional
program, in particular, are formulated in a manner which
permits objective measurement over time.
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CHAPTER 4

ASSISTANCE FOR INFRASTRUCTURE

AID assistance to ROCAP for infrastructure amounted to
S87.2 million, or 61 percent of the total AID assistance
channeled through ROCAP. Our review of this assistance in
dicated that:

--AID did not attempt to design, direct, or limit this
assistance to specific problems necessarily requir
ing solution on a regional basis. Host of the re
gional assistance--S85 million--was allocated by
ROCAP through the Central American Bank for £Con_ic
Integration to individual countries for highway con
struction. Only S660,OOO, or 0.8 percent of this
assistance, was allocated for the purpose of plan
ning or coordination of regional transportation net
works--a matter requiring regional solution.

--There had been limited progress in construction of
highways for which ROCAP funds were allocated. As
of December 31, 1969, less than $12.6 million of the
S85 million of ROCAP funds allocated for highway
construction had been disbursed. The limited prog
ress was due to lengthy delays in utilizina ROCAP
funds stemming from administrative and technical
problems within each country and to a need for bet
ter coordination both with the region and within
AID.

--The Central A~erican Corporation for Air NaVigation
Services, to which SI.7 million of ReCAP technical
assistance had been provided, developed a program
rated as excellent for providing regional coopera
tion in air service communication.

LIMITED PROGRESS IN HIGHWAY OONsrRUCTION

Highway construction has been financed on both a na
tional and a regional basis in Central America. A 1965
Central American Transportation Study, prepared under AID's
auspices, designated about 6.250 kilometers of highways
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requiring construction, paving. or improvements to establish
a regional highway network. This study was adopted as a
master plan by the region. Each country was to be respon
Rible for construction within its boundaries.

Delays encountered in the highway
proG··'

The Central American Bank loans were made to assist in
the financil18 of about 1.600 kilOllleters of the network. As
of March 1970 only 780 kilOllleters of highways were under
construction and none were completed. In this reaard. less
than $12.5 million of the $85 million of BOCAP funds ~o
vided to the Central American Bank for hiahway construction
had been expended as of December 31. 1969. The principal
reason for the Bank's slow disbursement of funds was the
lo~ delay between the date of the Bank's subloan authori
zation and the start of actual highway construction.

A ROCAP study made I.. 1968 indicated that the ti:ne lag
on one of ROCApl s loans would be 24 months and would be
23 months on roads to be financed under a $15 million loan
made to the Central American Bank by the Inter-American 0.
velopnent Bank. The causes for these delays ste~ from
technical and political problems. Following is a list of
the various actions which have to be taken by the member
countries to execute a subloan and the correspondil18 time
lag.

1. Resolution by the Central American Bank's board of
directors to authorize the subloans.

2. Preparation of draft loan agreement by the bank's
Legal Office--2 to 4 weeks.

3. Negotiation and signil18 of the final subloan agree
..nt--4 to 6 weeks, prOVided that the Gove~nment

has already been authorized by its Congro!ss to ne
gotiate the subloan.

4. Ratification by congress in recipient country of
the signed loan agreernent--2 to 6 months (in some
instances it has taken up to a year).
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5. Selection of consultants to review plans and speci
fications and to supervise construction; prequa1ifi
cations of contractors. Both of these steps are nor
mally taken simultaneously and have to be approved
by the Central American Bank and ROCAP--2 to
3 months.

6. Review by the consultant of plans and specifica
tions; call for tender, analysis of bids, recommend
ing award, approval by the Central American Bank
and ROCAP--3 to 6 months.

7. Signing of the contract between the Government and
successful bidder--1 to 4 months.

8. Mobilization by the contractor of equipment and pre
paration before start of construction--4 weefs.

ROCAP believed that starting in 1969 the average time
lag could be cut to 10 or 11 months because of the previous
experience gained by the Central American Bank and the Cen
tral American governments in implementing the subloans.
However, we saw no evidence that this had come 'about. For
example, a ROCAP loan to the Central American Bank for hiah
ways, signed in January 1968, still had no disbursements as
of December 1969--about 24 months later.

Following are examples of implementation delays en
countered on selected ROCAP-sponsored highway projects in
volving about 28 percent of the $85 million in ROCAP funds
allocated for highway construction.

1. Guatemala--Santa Elena-Coban road--$4 million

This project was to open Guatemala's Peten region.

There was over a lS-month lag in executing this proj
ect, including a 6-month lag from the time of authorization
to the time of signature of the loan agreement, because of
differences of opinion among different Guatemalan ministries.
The same problem subsequently delayed presentation of the
loan agreement and ratification by the Guatemalan Conaresa,
and this delay held up signature of the construction con
tract for 7 months.
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2. £.1 Salvador--la Union-Honduras border road-
$2.4 million

Since the Inter-American Hiabvay is the most important
hiahvay in the reaional system, this project was to repave
that section runnina frOlll La Union to the Honduran border.

Mter the loan for this project vas authorized by the
Central American Bank, there vas a delay of approximately
16 months before the £1 Salvadoran Conaress authorized the
aover~nt to siln the loan alre....nt. frobl_ of desian
resulted in an additional 7-month delay after sianature of
the loan aar_nt while the Hiahvay Department completed
final plans and specifications.

3. Honduras--Tela-la Ceiba road--$&.& aUl!2n

Althou&h the feasibility studies and preliminary plans
for the entire hiahvay had been prepared prior to authc.~iza

tion of the loan, chanaes in the Honduran Hinistry of Pub
.lic Vorlts led to a reassessment of the routes and prelimi
nary plans recommended in the feasibility study. The re
assessment took several months. There vas a 9-month delay

. between sianina the loan and contractina for new consultants,
and approximately a 6-lIIOnth 1&1 in cOlllpletina final plans
for the first section of the road, and an additional
7 months' delay for cOlllpletina the final plans for the sec
ond section.

Final plans for the second section were also delayed
when the consultina elllineer ianored the preliminary plans
for conventional concrete bridae structures and favored more
sophisticated precast, pretensioned bridle beams. ROCAP
recommended aaainst this chanae, but the lovernnent sup
ported the consultina elllineer's position thLt such a desian
would be less expensive than conventional construction.

4. Nicaragua--Ocotal-Las Manos road--$2.9 million

The Ocotal-Las Hanos hiahvay is one link in the alter
nate route from Teguciaalpa, Honduras to Hanaaus, Nicaraaus.
Its completion viII allow year-round traffic over the entire
route.



The loan for this project was authorized by the Cen
tral American Bank in December 1964. However, construction
WaS not planned to start until February 1969. The 50-month
delay resulted from Nicaragua's decision not to give prior
ity to completion of plans until Honduras initiated action
on its section of the road.

5. Costa Rica--Rio Colorado-El Coco road--$5.8 mil112n

This road is part of a reconstructed highway which
carries the greatest volume of traffic in Costa Rica except
the San Jose area.

The loan was authorized by the Central American Bank
in July 1967, and construction was scheduled in start in
January 1969. Delays resulted from difficulties in obtain
ing rights-of-way and approvals by Costa Rica's Congress.

Need for coordination

Both the above matter and the
size the need for coordination and
and the Central American countries
highY-dys.

•

following matter empha
cooperation among donors
in regard to intercountry

In 1961 Guatemala began construction of the Rio Hondo
highway with the assistance of AID and the Export-Import
Bank. This road, as originally conceived by a 1955-56
World Bank Mission, to Guatemala was to improve communica
tions between Guatemala, the western region of Honduras,
and El Salvador and thereby open commerce between the three
countries and provide a connection to the common Central
American port facilities on the Atlantic coast. In 1965
the Central American Transportation Study designated this
highway as CA-lO. This highway Units San Salvador and the
Atlantic ports of Guatemala and passes through the north
west tip of Honduras. To be of any regional use, Honduras
must finance its portion of the road, even though it de
rives very little, if any, benefit from it.

Honduras, in March 1968, agreed to go ahead with its
portion of the highway, but apparently only after a trade
off whereby Guatemala agreed to build its portion of
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another road designated CA-13, which connects Entre Rios,
Guate.la, with Puerto Cortes, Honduras.

In March 1967 the Central American Bank .de a $4 mil
lion loan of Inter-American DeveloPDent Bank funds to
Honduras for its portion of CA-13. The bank has also sched
uled, from ROCAP loan 1.-008, $800,000 for Honduras and
$3.5.million for Guatemala to complete CA-13 and a $1 mil
lion loan for Honduras for the construction of the connect
ing portion of CA-10.

In an internal analysis, dated July 1968, ROCAP con
cluded that coordination among the individual country AID
missions, ROCAP, and various AID/Washington backstopping
offices of the several loan proposals in Central America is
inadequate to ensure the most effective use of scarce de
veloPDent assistance resources and that consultation among
the various bilateral lending programs is insufficient.

ROCAP reconunended to AID/Washington in July 1968 the
following measures to coordinate economic assi 'tance in Cen
tral Ame~ica (1) that ROCAP have the opportun ty for sub
stantive cOlllll8nt on all loans, (2) that AID's Central Ameri
can Mission Directors be the forum for establishing uni
formly consistent conditions on all AID loans, in addition
to those project-related conditions included by the indi
vidual missions, and (3) that AID/Washington use its influ
ence in bringing international lenders together in an ad
visory group for agreeing upon mutually supporting lending
conditions.

Agency comments and GAO evaluation

AID, in cOllllllenting on our report, pointed out that, as
a result of intensive efforts by the Central American Bank
and ROCAP, the conditions that impeded progress and delayed
rapid implementation of ROCAP loans to the Bank allocated
for highway construction have been overcome. AID stated
that, with only a few exceptions, all of the projects to be
financed with the subject ROCAP loans would be under con
struction by December 1970.

With respect to the problem of coordination, AID in
formed us that it had endeavored to stimulate the
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Inter-American Committee on the Alliance for Progress to
take the leadership in standardizing lending requirements,
especially when joint implementation was required and where
the prestige of the committee could influence the host
country in instituting necessary reform. AID stated that
the Central American Bank and the Permanent Secretariat for
the General Treaty of Central AmerlC8 Integration under the
auspices of the Inter-American Cormnittee O~l the Alliance
for Progress called all the international lenders together
and formed an advisory group to recormnend country self-help
measures relating to international lending.

GAO evaluation--We appreciate the fact that AID feels
the delayed implementation of ROCAP loans to the Central
American Bank has been overcome; however, according to the
latest AID data av&ilable, loan fLO07 (the second loan)
still has no disbursements over 2 years from the date it
waS signed.

SUCCESSFUL AVIATION PROGRAN

The Central American Corporation for Air Navigation
Services has been assisted by «DCAf with technical assis
tance grants totaling about $1.7 million. In addition, the
Central American countries have also contributed about
$3.1 million in equi?ment and personnel services toward the
corporation's operations.

ROCAP has apparently been highly successful in assist
ing regional aviation through the corporation. The Central
American Transportation Study identified this program as ex
cellent and one which would provide most ~f the cOllllllUIlica
tion and navigation facilities required by air transporta
tion. The International Bank for Reconstruction and Devel
opment (World Bank) reported in June 1967 that the corpora
tion was providing excellent regional cooperation in air
service commurications. A report on the corporation's ac
tivities made by the International Civil Aviation Organiza
tion in October 1967 stated that, in add1tion to the safety
of human lives which was paramount in thls program, there
was a by-product of great commercial and elvil benefit in
terms of the contribution toward tlght.n1ng the bonds of
Central America's regional economic lnt••ration movement



through the installation of much more rapid and efficient
telephone services in the area bet_en Mexico and South
America. This came about because of the installation of a
telephone system bet~n the major Central American airports.
The report stated that .it was difficult to i_gine national
capital cities only 170 miles apart not haVing good round
the-clock. public telephone service. but this was true until
late 1965 when the Alliance for Progress made such service
possible through the air navigation service.

ROCAP has found that all the Central American Trans
portation Studies' recommended-airway projects are underway
by the individual countries concerned. except one for which
the Central American Bank has program Id $1.5 mUlion. AID
anticipates that after fiscal year 1969 the corporation will
receive sufficient funds from the use of its facUities and
services for independent operation.
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CHAPTER 5

ASSISTANCE FOR INDUSTRY

AID assistance to ROCAP a~.located for purposes of in
dustry, from 1961 through June 30, 1969, .-ounted to
S20.l million--S15 million in loans and· $5.1 81llion in
grants--or about 14 percent of the total AID as.istance
channeled through ROCAP. During the tiDe this assistance
was prOVided, the industrial growth of the central "'rican
region increased remarkably. Our review revealed that:

--ROCAP funds were loaned for industrial projects
which required predOlllinantly raw ·_terial iIIporta
rather than indigenous resources and thus aiaht have
contributed adversely to the region's balance of
payments. In addition some of the Central ~ican
Bank's subloans seemingly have had little effect on
increasing the amount of manufactured loads avail-
able for export. .

--A few projects, involVing about $3.2 million of·
ROCAP funds, consisted of projects of lov priority,
or projects which, in our opinion, did not meet e.
tablished criteria for industrial loans.

The overriding objective of ROCAP is to accelerate the
Central American integration movement. Generally, ROCAP
was to accomplish this objective by strengthaning reliqpal
institutions. A systematic inventory of industrial prob
lems requiring a solution on a regional ba.is had not been
made by AID.

NEED Foo INCREASED AT"ENTICN
TO BALANCE-OF-PAYMENTS (;ONSIOERATI(Jf~

OF INDUSTRIAL PROJECTS

The Central American Bank's industrial lending, while
contributing to the substantial progr••• _de in expandina
production, may have possibly contributed to the worsenina
balance-of-payments position of the reaion.



The bank's charter provides, in part, that industrial
projects which will contribute to the increment of goods
available for export are eligible for financing. We found
the bank's subloans, although not designed to do so, had
generally been to industries which required an increasing
aD'OWlt of imported, rather than indigenous, raw materials.
In addition, some of the bank's subloans seemingly have had
little effect on increasing the amount of manufactured
goods .available for export.

For example, the Central American Bank prepared a
study in February 1967 dealing with the economic effects of
two Inter-American Development Bank loans for industrial
relending in the amount of $14.2 million. The study showed
that the loan assistance had resulted in a net increase in
the usage of imported raw materials of $13 million annually,
whereas the use of locally produced material had increased
only $6.8 million a year. ROCAP officials acknowledged
that the results of this study were typical of all the Cen
tral American Bank loans to industry, including AID funds
provided through ROCAP.

Although exports of industrial products have been
grOWing, they contribute little to the region's foreign ex
change earnings. For example, in 1966 industrial goods
amounted to only 2.8 percent of the region's total exports.
As noted above, two industrial loans which account for
about 10 percent of the Central American Bank loan funds
available for industry resulted in an increase of imports
of over $13 million annually, whereas the increase in ex
ports from all industry sources averaged only $8 million a
year.

Although evidence is not available to show the degree
of adverse affect these specific imports of raw materials
may have had on the region's balance of payments, the fol
lOWing schedule shows that the Central American region,
since 1965, has been faced with a continued worsening in
its balance-of-payments situation.
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1961
1962
1963
1964
1965
1966
1967
1968
1969

Net
balance of

payments

$ 26.0
34.2
21.3
34.0
51.8

-62.0
-21.3

-147.0a

-194.0a

aAID,s estimate.

One of the main motivations for economic intearation
was to create larger markets and encourage the establish
ment of larger scale enterprises producing either inter-e
diate or final goods. ROCAP records show there has been a
growth of small- and medium-size mixing or asseably plants
producing mainly consumer goods based on tariff-free ~
ports of the intermediate materials with high tariff pro
tection afforded to the final product. A recent ROCAP
study points out that the industries that are really beina
protected in Central America are the finished consumer
goods manufacturers with an effective tariff protection
rate as high as 154 percent. These include pharMceuticals,
cosmetics, toiletries, and related preparationa, as well as
some simple metal fabricated products. The World Bank re
ports that these are among the new industries which repre
sent a major share of the increase in intrarelional trade.

The AID Industrial Ad Hoc Committee in commenting on
this point stated that:

"Integration has been followed by a rapid arowth
of assembly and other inefficient industry in all
five*** [Gentral American Common HIIrltet] countries.
Because substitution for imports of consumer loods
behind high tariff walls is most profitable, in
dustrialists have concentrated investment in these
industries. Such industrialization creates fiscal
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problems by reducing government revenues fr_ tar
iffs and weakens the medium and long-r\llt balance
of payments prospects for the area by diverting
resources from ~ore efficient. althouah less prof
itable, export production in industry or aaricul
ture."

ROCAP officials have informed us that there has been
no u.s. industrial policy formulated for the region and
that lending policies among the various individual CO\Ilttry
AID missions and ROCAP have not been coordinated. In adcIi
tion, ROCAP has not formulated an industrial policy. al
thouah it has discussed with the Central "-erican Bank the
possibility of establishing relending criteria for future
ROCAP industrial loans.

One of ROCAP's more recent efforts has been to encour
age the passage of the regional JO-percent surtax on t.
ports as a balance-of-payments self-help measure.

Agency comments and GAO evaluation

AID did not agree that industrial projects financed
with ROCAP f\lltds may have contributed adversely to the re
gion's balance of payments. AID contended that, rather
than to show a loss of foreign exchange st_ina fro- the
increased use of imported raw materials, the inforwation
showed that, because of the expansion of Central American
industry, the area imported more raw materials but less
finished products containing such materials. AID BUIIssted
that the latter would, of course, have been more costly and
would have required the use of more foreign exchange.

GAO evaluation--We appreciate the fact that the 111I
ports of raw materials may have held the imports of fin
ished goods at a lower level. Since data is not available
showing, with reasonable accuracy, the extent to which
ROCAP-financed industrial projects mayor may not have con
tributed adversely to the region's balance of payments, we
believe that sufficient indications are available to war
rant continued serious AID attention to this matter.

Some observers have pointed out that, if a high tariff
policy is adopted, for the purpose of protecting its infant
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industry, Central America may develop into a tight little
economy in which a number of small-scale, high-cost indus
tries produce for the local market and in which exporting
becomes more and more difficult. They have pointed out
that the impact of such protection builds up slowly so that
the effects will not reveal themselves until a cris~s de
velops some years after the protection has been granted.

In this regard, AID did note that:

1. Central America, like other developing areas, had
. used tariffs to stimulate the growth of infant in
dustries and had stimulated some that it might have
been better to do without.

2. An Industrial Ad Hoc CClIIIIIittee had been created
within AID to analyze the situation and suggest
gUidelines to be followed in AID and other lending
in the area.

3. The Central American Bank was following policies
closely paralleling these suggestions and gave spe
ci~l· attention to assisting companies that were of
substantial size, that did not need excessive pro
tection,' and that produced goode with large Cen
tral American content.

4. Special efforts were also being made to promote and
finance export industries.
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FUNDS USED F.QR Lgl-PRIORIIY AND/OR
y!INTENDED PURPOSES

About $3.2 ,r,llion of the $20 million of ROCAP assis
tance furnished for regional industrial development was
used for low-prior~ty projects and/or in a manner for which
the funds were not justified or intended.

The Central American Bank has received the following
assistance for industrial use:

Source

ROCAP loans
" grants

Member countries
Inter-American Development Bank

(m-UUons)

$15.0
5.la

10.0
24.2

$54.3

aOf this amount, $100,000 was used for the Central American
Bank's start-up expenses.

Criterion adopted by the Central American Bank pro
vides that the following types of induatrial projects are
eligible for financing (1) those that will contribute to
the increment of goods available for Central American trade
or for the export sector and (2) those requiring expansion,
IIIOdernizatlon, or IIIOdificatlon to improve free Central
American &rade. The bank's guideline for deteraining if
the induatrial projects a~e of a regional nature is whether
the project involves the purchase or sale of materials in
at least two Central American countries.

We reviewed in detail the two loans and the one grant
made available by ROCAP to the Central American Bank for
industrial relending, as well as the technical assistance
furnished to the regional organizations for industrial uses.

As a result of our review we noted the following cases
which we feel were of low priority and/or did not appear to
meet the established c~iteria for industrial loans.
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1. Electrical Power Production ($2.581.000)1

On September 29, 1964, the Central American Bank re
quested ROCAP's approval to lend $1.1 million to the Costa
Rican Institute of Electricity, a public institution, to
purchase four diesel-electric generating plants to meet ex
pected shortages of electrical energy during the 1965 and
1966 dry seasons. In November 1964, ROCAP concurred in this
subloan, even though the funds had been made available to
the Bank for other purposes. This was done at a time when
the first ROCAP loan had an uncommitted balance of Sl.5 mil
lion and financing from a second ROCAP loan of SlO million
could not be approved until the proceeds of the first loan
were fully committed. The Director of ROCAP, in a letter
approving this subloan, stated:

"We would wish to emphasize that AID's approval
of this subproject constitutes an exceptional
application of proceeds of AID's industrial
lending to [the Central American Bank for Eco
nomic Integration]. *** The purpose to which
the funds will be put *** would (not) under
normal conditions, be considered to be in com
pliance with either of AID's industrial reIend
ing Loan AgreemEntd."

On January 17, 1967, the Central American Bank informed
ROCAP that it planned to loan S481,Ooo to the National En
terprise of Light and Power of Nicaragua, a government util
ity, for the improvement and expansion of the electric
power system of Nicaragua. ROCAP replied that ROCAP ap
proval of this subloan was not required since the amount
did not exceed the dollar limit--$500,OOO--which had been
set on the bank's subloans requiring ROCAP approval.

Also on January 17, 1967, the Central American Bank re
quested ROCAP's approval to loan $1 million to the National
Enterprise of Electrical Energy of Honduras, a government
utility, for the expansion of electrical energy in Honduras.
ROCAP approved this subloan on February 27, 1967, without
question.

1 Includes S197,OOO of local funds.
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In neither of the latter two cases did we find any
reference ~y ROCAP to the fact that they had previously
told the Bunk that power loans were not in compliance with
AID's purposes in making funds available to the Bank to
make industrial loans.

We do not question the merits of the above-mentioned
loans for electrical power. We do believe, however, that
the need and relative merits of financing such projects
with regional funds should be examined and considered.
Such practices also have the effect of circumventing estab
lished criteria in connection with the review and approval
of assistance authorized to the Central American Bank.

2. Memorial library and conference center ($50,000)

Another $50,000 of the ROCAP funds furnished to the
Permanent Secretariat of the General Treaty of Central
American Economic Integration for the Industrial Investment
and Trade Promotion project was used to assist the Permanent
Secretariat in purchasing a house in Antigua, Guatemala,
which was to become a memorial library and conference center.
No ev.idence was available showing how the financing of a
memorial libl~ry and conference center added significantly
to the development of industry within the region. ROCAP
stated that the library was not the basic justification,
since the bUilding prOVided the Central American Common
Market leaders with a "retreat" where top regional leaders
united for uninterrupted meetings, work sessions, and con
ferences and since it had a most useful function in secur
ing a meeting of the minds particularly when vital and
knotty problems were to be considered.

3. University expansion ($645,000)

In February 1967, the Central American Bank for Eco
nomic Integration requested ROCAP's approval of a $645,000
subloan to the Central American Institute of Business Ad
ministration. The institute is a regional school of busi
ness administration located in Managua, Nicaragua. The
subloan was to finance the construction of bUildings for
the institute. ROCAP approved this subloan in May 1967.
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This subloan did not .onform to either the purposes of
ROCAP's industrial loan or the Central American Bank's cri
teria for regional industrial relending since the institute
is an educational institution and does not increase the
amount of goods available for Central American trade.

AGENCY COHMENTS

AID, in its comments on our report, informed us that
the educational program should have been a separate project
and should not have been financed with industl'Y funds. The
project was transferred to the educational sector in 1968.
AID did not comment on the remaining ewemples.
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ASSIS.TMCE FOR HOUSING

AID assistance to ROCAP allocated for purposes of
housing involved $10 million in loan funds, or about 7 per
cent of the total AID assistance channeled through ROCAP.
With respect to the use of these funds, we found that:

--Of 3,500 housing units which were to be financed
during the period 1965 through 1967, only 1,843, or
53 percent, had been financed as of June 30, 1968.
Of 60,000 houses originally intended to be financed
from the use and reuse of the AID funds, dUring the
4O-year life of the loan, current estimates were
that only 9,000 homes, or about 15 percent, would be
so financed during this period. ROCAP officials in
formed us that the difference in the total number of
homes to be financed was caused by (1) original es
timates being overly optimistic and (2) increases in
the cost of construction.

--AID transferred funds to the Central American Bank
prematurely, which resulted in unnecessary costs of
at least $130,000 to the U.S. Government.

--The Central American Bank had established a special
Home Loan Department, but it had not issued and sold
bonds to raise funds for mortgage financing as en
visioned in the loan agreement.

On November 29, 1963, AID agreed to lend the Central
American Bank $10 million to finance the operations of the
Bank's Home Loan Department. The Home Loan Department was
to act as a source of secondary financing for home mortgage
institutions in the five Central American countries. The
eligible country institutions were to present groups of
eligible mortgages for financing to the Central American
Bank which, in turn, would purchase up to 80 percent.
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SHORTFALL IN INTENDED NUMBER OF
HOUSING UNITS

AID estimated that, with the $10 million loan, the
Central American Bank could provide 80 percent secondary
mortgages for about 3,500 middle-income families during the
initial 2-year drawdown period of the loan. Also it ...
estimated that 60,000 homes would be constructed through the
use and reuse of the AID funds during the 4O-year life of
the loan.

As of June 30, 1968, the Bank had financed only 1,843
homes. ROCAP officials estimated that only about 9,000
could be financed during the 4O-year life of the loan.

ROCAP official stated that the original estimates of
homes to be financed by the loan were "overly optimistic"
and that rising construction costs would reduce the number
of homes which would be built.

In our opinion, another possible cause for the short
fall is that, at the time this loan was made, there was an
almost negligible primary mortgage market in Central Amer
ica. Hence, the Central American Bank was unable to pur
chase existing mortgages, and it thereby made loans for
housing construction directly and generated its own mort
gages through existing financial institutions.

According to AID documents this project was designed
to help meet the demand which was appropriate to commercial
financing (i.e., housing for middle-income families). AID
hoped to encourage the development of private mortgage fi
nancing in Central America so that the demand for mortgage
financing could, in the future, be met entirely with pri
vate funds. AID reasoned that the limited resources of the
Central American government could then be devoted to meet
ing the housing needs of the lowest income groups.

PRD1AnJRE RELEASE OF U. S. FUNDS

During our review, we found that AID had transferred
funds under the loan to the Central American Bank prior to
the bank's actual need for the funds.



The Home Loan Department made it a practice to request
disbursements from AID of the full amount of each subloan
granted. It,in turn, made disbursements to subborrowers on
a calendar of disbursement basis and thus gave the Home
Loan Department access to undisbursed balances to each sub
borrower.

Although data showing this premature release of funds
was readily available, AID apparently did not scrutinize
this data or, if they did, took no corrective action.

We examined the funds transferred by AID to the Central
American Bank and the bank's use of those funds since Jan
uary I, 1967, and we estimated that additional interest of
at least $130,000 was incurred by the U.S. Treasury as a
result of the premature transfer of such funds.

The following schedule shows the length of time various
amounts of AID loan funds transferred to the Central Ameri
can Bank were available but unused by the bank for housing
subloans.

Months prior
to need

30
24
18
12

6

Amount of
funds

$ 711,000
931,000

1,298,000
1,696,000
1,906,000

The situation closely parallels an earlier situation
noted by us in that AID prematurely transferred U.S. funds
to a different regional organization in Latin America,
which resulted in unnecessary interest expense to the U.S.l
In that case correction procedures along the line we pro
posed were adopted by AID. This situation indicates that
a review of AID's system of loan fund transfers may be war
ranted.

lSee GAO report (B-146937) dated September 8, 1964.
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LIMITED SUCCESS IN STRENGTHENING
CENTRAL AMERICAN BANK FOR ECONCt1IC
INTEGRATION'S HOME LOAN DEPARTMENT

ROCAP has been successful in accomplishing the loan's
purposes of creating a special department within the Cen
tral American Bank to help meet the housing needs of the
Central American Common Market. However, the Home Loan De
partment established did not develop into the type of unit
envisioned, and in 1967 AID/Washington turned down a Central
American Bank request for an additional $15 million loan for
housing, until the bank could demonstrate its capability to
function as a regional institution to finance housing.

Some of the bank's administrative weaknesses according
to a ROCAP evaluation included (1) the failure to secure
receipt of collateral from three banks to evidence mortgages
issued for disbursements totaling over $1.25 million and
(2) the ~se of $67,635 in interest earned on investments in
securities for operational expenses rath~r than for relend
ing although required by the loan agreement.

In addition we found that the AID housing loan to the
Central American Bank provided for the bank to issue and
sell housing bonds as a means of acquiring more funds for
mortgage financing. ROCAP officials informed us, however,
that the Central American Bank for Economic Integration had
not done this because members of its Board of Governors
(the presidents of the member countries' central banks and
the five Ministers of Economy) were reluctant to issue
bonds which might compete with their own governments' bond
issues.



QWTER 7

ASSISTANCE FOR EDUCATION

AID assistance to ReCAP allocated for purposes of re
gionaleducationdevelopment involved about $7.8 million, or
about 5.5 percent of the total AID assistance channeled
through ReCAP. This assistance was designed to institute a
regional textbook development program, to strengthen a re
gional council on higher education so that it ~ould promote
the development of a regional university system, and to es
tablish a Central American institute for the teaching of
business administration. Our review revealed that:

--The regional textbook program was successfully 1n,
tiated and as of July 1969 had produced over 10 mil
lion textbooks, with an additional 10 million text
books in process. However, there is uncertainty as
to whether the Central American countries will pro
vide sufficient financial support to permit continu
ation of the program, after AID funds expire.

--The attempt to strengthen the regional council on
higher education had only limited success because
the individual countries had been unwilling to dele
gate the needed authority to the Council. However,
regional schools of veterinary medicine and sanitary
engineering were established and courses of social
studies and humanities as well as science and math
were introduced into the curriculums of most national
universi ties.

--A regional institute for teaching business adminis
tration was established under ReCAP auspices, and,
after initial uncertainty with respect to the suffi
ciency of financial support from member countries,
the institute was in operation in 196~.

The inadequacy of trained human resources is one of the
principal obstacles to economic and social progress in Cen
tral America. Central America does not have the educated
and skilled personnel, in either quantity or quality, to
meet its requirements and its opportunities in the coming
years.
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ROCAP assistance was directed toward three areas which
were considered to be appropriate for a regional program be
cause (1) a common need existed in all the regional coun
tries, (2) a regional organization existed through which
ROCAP could furnish funds, and (3) a solution by the indi
vidual countries did not seem likely.

SUCCESSFUL INITIATION OF REGIONAL
TEXTBOOK PROGRAM

Elementary education was considered by AID to be the
root of the educational problelli in Central America. Specif
ically AID estimated that more than 80 percent of the chil
dren in school were totally without textbooks and that less
than half of the school-aged children were enrolled in
school. As a result, in 1962, ReCAP established a regional
textbook progum which included the financing of a Regional
Textbook Center. The program was planned to develop and
produce free textbooks and teachers guides in basic sub
jects for children in the public elementary Schools in the
five Central American countries and in Panama.

As of the end of fiscal year 1969, about $3.2 million
of ROCAP funds had been obligated for this project. An ad
ditional $472,000 is programmed for fiscal year 1970.
ROCAP's financial assistance is scheduled to be terminated
at the end of 1970. ,

The Regional Textbook Center is administered as part
of the Organization of Central American States. Textbooks
and teachers guides are developed at the center by ee... of
teacher-writers delegated by the respective Ministries of
Education, with guidance from a permanent staff of the cen
ter and U.S. advisors. ReCAP's assistance vas progr_d
for the completion of manuscripts for 33 textbooks by the
end of calendar year 1970.

The following summary shows the specific responsibili
ties of ROCAP, the individual country AID missions and the
Central American governments.
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Central 'nrican govern? nts

The Central American responsibilities were:

1. To furnish the personnel who make up the wri ting
and editing teams.

2. To ensure financial responsibility for all subse
quent years after the AID "start up" efforts were
fulfilled.

IM'yimMl gzuntry AID missions

The individual country AID missions assumed technical
responsibility for:

1. Progr_ing sufficient funds to finance production
of the first 2 years' requirements of textbooks
prepared by the center through Project Agreements
with the host country.1

2. Monitoring production, orientation, distribution
and other facet. of the in-country utilization of
the textbooks prepared by the Regional Textbook Cen
ter.

3. Maintaining usual AID project relations, controls,
etc., with the host country.

IOCAP assumed the technical responsibility of assist
ina the Central AMrican regional organization to perform
the following jobs:

1. Write primary school textbooks for grades 1 through
5 in five areas--science, mathematics, reading,
language, and social studies.

lFor the first 2 years of the program, ROCAP financed the
production of the textbooks.
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2. Prepare and distribute negatives for all textbooks
to the individual country AID missions.

3. Advise the missions of nEgative production sched
ules to enable them to program funds for printing.

4. Provide technical assistance, upon request by the
individual missions, on production and related mat
ters.

The textbook program is considered by AID to be the
most important and successful ROCAP project in terms of its
long-range impact on the. entire educational system relative
to the level of assistance involved. It has produced,
printed, and distributed throughout the region over 10.5
million elementary textbooks and accompanying teachers
guides, of which nearly 6 million were financed by ROCAP.
In mid-1969, AID estimated that, by the completion of the
program, scheduled for December 31, 1970, nearly 20 million
textbooks would be produced. Additional results of the
ROCAP assistance included (1) the creation of the textbook
center, (2) the development of a curriculum model to serve
as a guide for content for all textbooks, (3) the completion
of 22 of the 33 manuscripts, and (4) the providing of pro
duction advice to countries within the region and to se~eral

other nations.

Notwithstanding the significant accomplishments made
ty the textbook progrGm, we noted during our review that
only limited progress had been made by ROCAP in securing
the dn"elopment of a significant self-help program whereby
the Central American COlli' tries would assist in this program.

The basic id~a was that the Central American IOvern
ments would take over the financing of the textbook program
after the first 2-year supply of the 33 textbooks vas fur
nished by the U.S. We found during our review that the
Central American governments were not meeting all their re
sponsibilities under this project. ROCAP and the individual
country AID missions, in order to fill the gap, were financ
ing some functions which were to have been financed by the
Central American -~vernments. For example:
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1. The Central American governments generally had not
adequately ..t their obligation in financing the
reprinting of the textbooks. At our request, ROCAP
requested that the individual country AID missions
ascertain whether the host country had provided the
necessary funds for the reprinting function. In
three of the countries, an adequate amount of re
printing funds had not been provided. Primarily,
this shortage was caused by the lack of available
funds within the country's budge t .

2. Language I and II and Hath I and :1 textbooks were
designed to be disposable-type textbooks, in which
the children would fill in the blanks, etc. This
was considered to be the best type book to furnish
the _xi_ benefit to the younger children. After
the Central A.erican governments realized what it
would cost to replace these textbooks and after the
U.S.-funded books _re printed and in use, the coun
tries objected to this form of textbook. ROCAP now
has agreed to finance through the negative making
stage a new style book which will be reusable.

3. Readers for grades one and two were being completely
rewritten because of the unacceptability of the ini
tial version. Although the first version was orig
inally accepted by the Central American governments
and the Organization of Central American States,
ROCAP is financing this additional work and the AID
aissions are planning to finance the printing cost
of 2 years' requirements--about 2 million books--of
these textbooks.

4. The continued existence of the textbook center and
the reprinting costs according to the original proj
ect agreement were to be financed by the Central
American governments. Current U.S. plans are now
to finance these costs through the use of U.S. loan
funds in at least one country.

5. The United States originally agreed to finance the
completion of proof editions and the production of
negatives for the 33 titles. ROCAP records show
that not only is the United States doing this but
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it is also performing this function for seven re
vised titles and four new editions making a total
of 44 titles.

Agency comments

AID, in its comments on this matter, 'has explained
that:

--For newer additions beyond the initial 33 textbooks,
four of the six countries involved met part or all
of their share of printing costs. The two remaining
countries have provided for needed funds in prelimi
nary budget plans for calendar year 1970.

--Four of the six countries budgeted funds in 1969 for
reprinting textbooks. One country had budgeted funds
for this purpose in 1970, and AID loan assistance
was being considered for the remaining country.

--Each country now has a staff of three to seven people,
funded by its Ministry of Education, working exclu
sively on the implementation of the textbook project.

--Individual Central American countries have furnished
writers to the textbook center since 1963, an in
vestment totaling about $108,000 a year for the six
countries; have financed travel and per diem for
Ministry of Education members of textbook advisory
committees; and have prOVided for storage of text
books, distribution of textbooks, and orientation.
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PROGRESS AND PBO&J EMS IN SIRENG11iENING
REGIONAL COUNCIL FOR HIGHER EDUCATION

Since fisca~ year 1964 about $2 million of assistance
has been furnished by ROCAP for higher education through
the Superior Council ~f Central American Universities. The
council was established in 1948 by the five national uni
versities of the region, to expand and improve higher edu
cation in the region. By furnishing its funds to the coun
cil, ROCAP generally expected to help develop an integrated
regional university system. Primary ROCAP goals were to
(1) strengthen the council so that it could become a mean
ingful and effective regional decisionmaking entity--in ef
fect a "Regional Rector" for the national universities--and
(2) establish graduate and professional schools at the re
gional level and to promote educational reform by uevelop
ing strong programs of general studies.

The council with the help of ROCAP apparently has been
successful in the development of regional graduate and pro
fessional schools as follows:

1. A regional school of veterinary medicine was estab
lished during fiscal year 1966. This project is to
promote the integration of the region by establish
ing one larger and more economically practical vet
erinary school instead of five separate schools.
The student body of this school is composed of per
sons from all five Central American countries.

2. A regional school of sanitary engineering was es
tablished in 1965. The number of students graduat
ing have increased from none in 1965 to 18 in 1968.

3. Courses of social sciences and hwnanities were es
tablished in several Central American national uni
versities.

4. In cooperation with the National Science Foundation,
ROCAP also furnished assistance to improve the qual
ity of instruction in sciences and mathematics at
the Central American national universities. ROCAP
assistance wa, ~ompleted in 1969; however, this
program is being continued by the United Nations.
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ROCAP managers did not set forth in their program doc
ument the specific degree to which they planned to
strengthen the council. Therefore we were unable to evalu
ate the degree of accomplishment involved. We did note,
however, that a ROCAP evaluation made in 1967 poillted out
that little progress had been made toward strengthening the
council because the rectors of the individual national uni
versities had guarded their autonomy and had been unwilling
to delegate much authority to the council. We found no
evidence in evaluations made in 1968 and 1969 that would
indicate that this problem had been overcome.

Agency comments

AID, in its comments, stated that it did not expect to
assist in the development of an integrated regional univer
sity system in Central America but, rather, only planned to
assist the council in implementing its integration plan for
higher education and thereby help in -strengthening the
council.

PROBLEMS IN ESTABLISHING A REGIONAL
INSTITUTE OF BUSINESS ADMINISTRATION

ROCAP provided about $2 million for purposes of higher
education through a newly created Central American school
of business administration. The project originated as·a
result of a visit by President John F. Kennedy to the meet
ing of the Central American presidents in Karch 1963.
After this meeting the Central American Institute of Busi
ness Administration was established. A contract was nego
tiated between AID and an American university to conduct a
seminar for business leaders in Central America and to fur
nish teaching material for use in seminars and future in
stitute programs. This phase of the project came to an
end as of June 30, 1966, after the expenditure of about
$1.2 million.

In terms of accomplishments during this phase, AID
evaluatious show that:

--Approximately 250 business managers have partici
pated in 6-week training courses.
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--About 430 businessmen have received training through
short-term seminars and courses.

--About 200 Central American case studies and notes
and 500 other case studies from outside the region
have been prepared.

--TWenty-one Central Americans have received varying
lengths of training programs at a U.S. university.

--TWo broad studies have been completed.

--A plan has been developed for a permanent institution
to offer masters degrees in business administration.

Later in 1966, ROCAP enter~d into a new project agree
ment with the same American university to create an inde
pendent university to teach a 2-year course in business ad
ministration. In September 1967, ROCAP officials began to
show concern with this project. At that time they reported
that, should the Central American private sector fail to
demonstrate its commitment and support to the institute
within the next year by producing the students and the fa
cilities to get the first graduate course underway and by
raising the first $1,000,000 of the needed endowment as
scheduled, the United States should seriously reconsider the
utility of proceeding with this project. Subsequently, AID
determined to implement this program, and the first class
of 42 students was inaugurated in January 1968, of which 29
received their degrees in June 1969. Another class was
started in Jan~ary 1969 with 31 students.

Agency comments

AID, in its comments, informed us that the program was
in operation, at a cost for each student of about $4,700 a
year, and although obtaining pledges was slow, delays were
bein~ experienced in converting pledges into cash.
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CHAPTER 8

ASSISTANCE FOR HEAlJlI

A total of $1.9 million, or about 1.4 percent of ROCAP
funds, have been expended in the health sector. The _jor
ity of this assistance was furnished for three types of as
sistance--malaria eradication, $150,000; population control,
$792,000; and mobile health services, $900,000. During our
review of this assistance, we found that:

--Although ROCAP, individual country AID .issions, in
ternational agancies, and the Central A.erican gov
ernment had expended about $56 million anJ had
planned to expend an additional $33 million to erad
icate malaria from Central America, there was an un
resolved disagreement between AID and the perforaing
agency as to the number of employees necessary to
properly manage the program. ROCAP funds were used
to finance advisors to plan and manage the overall
operation of the program in Central America.

--Sufficient time had not elapsed to permit analysis
of the impact of ROCAP population control progra.s
oa the region's rate of population growth. Such
growth--currently estimated to be an annual rate of
3.5 percent--is one of the higher growth rates in
the world and will result in a doubling of the re
gion's present population of 14 _ill ion in less than
two decades. ROCAP's goal is to reduce the region's
annual population growth rate to 3 percent by the
end of 1972. ROCAP's strategy has been to provide
technical advisory service to regional and national
organizations; to support demographic studies and
mass distribution of educational material; to en
courage the establishment of health clinics provid
ing family planning guidance; and to provide contra
ceptives, medical equipment, and supplies.

--The mobile health services project was one of the
first ROCAP projects undertaken. It was designed to
have an i_diate i.-pact on the health of the people
in the rural conmmities of the region but was
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changed from a regional to a bilateral basis after
2 years, and ROCAP assistance was terminated.

PROGRESS AND PROBLWS OF' MALARIA
ERADICATION PROGRAM

The control and eradication of communicable diseases
are matters of direct concern to the region as a whole. One
of the most troublesome communicable diseases in Central
America is malaria. Central AlDerica is generally recognized
as the most malarious area in the Western Hemisphere.

The malaria eradication program in Central AlDerica
started in 1956, and eradication procedures got underway in
1958. The Pan American Health Organization and local
health officials determined that malaria could be eradi
cated within 6 years. By 1962 large areas of Central AlDer
ica were removed from the attack phase (active DDT spray
ing) and placed into the consolidation phase (detection of
cases and treatment).

AID's contribution of grant funds to this project,
through the individual country programs, increased from
$1.1 million in 1959 to $1.6 million in 1963. In 196~the

Pan American Health Organization recommended that, because
of the resistance of the malaria mosquito to DDT, mass med
ication be added as a complementary attack measure for the
resistant areas. The Pan American Health Organization
noted that considerable external assistance would be needed
to carry out a successful malaria eradication campaign.
Apparently because of the additional funds needed, AID de
cided to change the method of financing tts assistance from
grants to loans. This met with considerable resistance
from the Central American countries and the loans took sev
eral years to finalize. AID, however, during this period
of adjustment, reduced its grant assistance substantially.
In 1964, AID reduced the level of assistance, by 50 percent,
to $790,000 and in 1965 further reduced its support to
$470,000, Or to less than one third the 1963 level.

Although the malaria eradication program continued dur-'
ing the period 1964 through 1966, the prolonged delay asso
ciated with loan financing, togethet with serious technical
a~d operational problems, was sufficient to thwart and
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reverse what gains had been accomplished during the early
1960's,

In November 1967, the Pan American Health Organization
tea" reviewed the malaria eradication progruu and rec_
mended that most of the areas previously under the consoli
dation phase be reverted to the attack pbase once again.
Entire malarious areas of Guate-ala and Nicaragua vere again
placed under the attack phase. In addition, 30 to 50 per
cent of the areas in other countria. also reverted back to
the attack phase.

ter the Pan American Health Organisation review in
1967, a 3-year malaria eradication plan was drafted by the
Central American countries and presented to the interna
tional organizations and AID for consideration of loans to
ensure adequate financing of the progr". The objectives
of this plan were to start the attack pbase in 1967 and in
terrupt transmission completely by 1969 and to terminate
the attack phase of the program in all countries after the
number of malaria cases were reduced to 1 for each 10,000
nabitants. The cost of this plan was estimated at over $33
million, which combined with the previous cost of $56 mil
lion brings the total cost of malaria eradication in Central
America to over $89 million.

In late 1966 and in early 1967, it was envisioned that
each country would have a U.S. Public Health Service malaria
advisor except for the Panama-Costa Rican area which would
share one advisor and two regional advisors furnished by
ROCAP. The planned staffing naver materialized and only
five Public Health Service edvi.ors vere provided; one each
for ElSa1vador , Ni caragus, and Honduras and two for ROCAP.
Over the strong objections of the Public Health Service, AID
insisted on loan funding the salarie. of the three country
Public Health Service advisors. As anticipated by the Pub
lic Health Service, the countries took exception to this ap
proach. In addition, a reduction- of U.S. overseas .-ployees
took place about the salM! tille. The c~ination of these
factors resulted in the loss of the country Public Health
Service advisors.

The current progru inclucllna house .praying and mass
medication for the populace, in the U.S. Public Health
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Service's opinion, requires even greater coordination and
support services than the previous long-term $56 million
program. The Senior ROCAP/Public Health Service advisor,
in commenting on the reduction, stated in February 1968:

"*** [Public Health Service] cannot possibly ful
fill the assigned responsibilities and objectives
without having day to day advisory services in
each A.I.D. assisted malaria program. The provi
sion of advisors and monitors to ensure that ade
quate technical and administrative standards are
met is essential to the success of the program
during these critical three years."

ROCAP feels that the Pan American Health Organization
and AID direct-hire employees can adequately manage the pro
gram with only three Public Health Service employees. Sub
sequently, because of its reluctance to assume responsibil
ities for these programs without adequate employees, the
Public Health Service attempted to withdraw from the proj
ect. However, the Public Health Service is continuing to
maintain two individuals at ROCAP to provide limited assis
tance until the matter is finally resolved.

AGENCY CQHHENTS AND GAO EVAJ"tIATIOll

The Surgeon General of the United States, replying for
the Public Health Service, made the following comments on
the draft of our report.

"Although the malaria eradication efforts in
Central America, with the exception of Costa Rica,
have fallen far short of the goal, the benefits of
these efforts should not be dismissed. Unfortu
nately, many of these gains have been reversed by
poor program management, technical operational ob
stacles, and lack of timely support. We agree com
pletely that it is entirely unrealistic to expect
elimination of malaria transmission in Central
America by 1970 or 1971 and would, in view of the
above noted problems, find it exceedingly diffi
cult to project a future date of achievement of
this goal.
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"*** We are in basic agreement with the views
expressed in the report. It should be noted, how
ever, that though the outlook for the early
achievement of malaria eradication in the Central
American region is bleak at present, there will be
an urgent and continuing need to maintain antima
laria activities in these countries if agricul
tural development and productive land usage is to
proceed in an orderly manner. The adverse effects
of uncontrolled malaria on the developing a~icul

tural economies of these cquntries have in thf>
past been quite striking and will become even more
so should antimalaria efforts be totally abandoned."

AID on the other hand replied:

"Much of the rapid economic progress made in
the *** [Central America and Panama] region in
recent years, including the opening of large new
agricultural areas, can be attributed to the ma
laria eradication program. Even with the set-
backs experienced during 1964-66, these benefits
have not been erased, nor have all the gains
against malaria been wiped out. The present pro
gram has taken a new grip on the situation and is
rapidly reducing the upsurge of cases which oc
curred with long delays in adequate financing,
plus problems in management as indicated by the
GAO report. In view, however, of the problems en
countered during 1964-1966, we would agree with the
GAD view that the achievement of previously planned
goals by 1971 is overly optimistic. Thus, the ex
tent of future u.s. assistance cannot be adequately
determined until this year's progress is evaluated."

GAO evaluation--In view of the basic agreement between
AID and the Public Health Service on past problems and fu
ture prospects of the malaria eradication program, we be
lieve that AID should place primary priority on working out
with the Public Health Service a mutually acceptable number
of employees to adequately manage the program.



CHAPTER 9

",SST STANCE FOR AGt' ;.CUU!JRE

Through fisca' year 1969, ROCAP has provided about
$1 million, or 0.7 percent 0: lts total assi~tance, for
regional agricultural development. During our review of
this assistance we found that:

--Although the basic ROCAP goal was to assist in
strengthening regional institutions, the Central
American countries did not consider agriculture a
regional function and did not establish any regional
agriculture organizations. Notwithstanding this
lack of interest, ReCAP was continuing to furnish
assistance to the agricultural sector.

--ReCAP's assistance was furnished without benefit of
a long-term program plan establishing long-term goals.
Also the problems requiring solution on a regional
basis were not identified.

--A Protocol on Basic Grain for the region was success
fully negotiated by the region. However, there was
no ROCAP program directed specifically to thiS end.

Central America's growth and development is dependent
on its agricultural sector which accounts for over ~O per
cent of the foreign exchange earnings as well as over
30 percent of the region's gross domestic product. The
agricultural structure and the performance of the five Cen
tral American countries are broadly similar. The agricul
tural sectors consist of a backward peasant agriculture
which produces food for domestic consumption and a well
organized and efficient export sector.

ReCAP was given the responsibility of preparing a uni
fied strategy for the development and integration of the
Central American agricultural sector in close coordination
with the individual country AID missions.

ROCAP's policy in dealing with Central American coun
tries and their problems has been to work through existing
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regional organizations. ROCAP was unable. however. to at
tack the major problems facing the agricultural sector of
the region since. according to ROCAP. the individual Cen
tral American countries did not consider agriculture a re
gional problem and therefore did not establish any regional
organization capable of dealing with agricultural problems.
In adopting the Protocol on Basic Grain (see p. 9 ) the five
Central American countries did agree to give a regional
agency responsibility for coordinating national activities
to stabilize prices of basic grains.

Notwithstanding the lack of a regional agriculture" or
ganization. AID continued to furnish assistance for regional
agriculture development as shown below:

1963
1964
1965
1966
1967
1968
1969

$ 3.000
201.000
62.000

258.000
203.000
100.000
168,000

$99~.000

The majority of ROCAP funds were expended directly on
agricultural projects which involved (1) investigating the
possibility of eradicating the mediterranean fruit fly,
(2) training agricultural credit union employees and estab
lishing a regional office, (3) establishing animal-feed
composition standards. (4) studying seed storage and proc
essing. (5) studying incentives for increased oilseed pro
duction. (6) designing laboratories for chemical control and
identification of insects and plant diseases, (7) identify
ing insects and diseases affecting agricultural production,
and (8) prOViding advisors for hoof-and-mouth-disease con
trol.

We found no evidence that ROCAP had developed a long
term agricultural program plan establishing long-term loals
and identifying agricultural problems requiring solution on
a regional baSiS.
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ROCAP officials feel that one of the major accomplish
ments since the establillDent of ROCAP has been the estab
lislDent of the Protocol on Basic Grains. During our re
View, however, we could find no ROCAP projects or funds
which were directed to bring about the Protocol on Basic
Grains. The Protocol should help correct an inadequate
syst_ of arain lllarating and storale which in the past has
resulted in price fluetuations over 300 percent in a
6-month period in scae areas. The Protocol calls for a
system to set a common price for grain and a communication
51st.. that will proVide information on the status of grain
supplies for the Central "-rican region and an arrangement
whereby any arain shortfall must be purchased within the
region if available.

AID aareed in general that in the past it was unable
to strengthen the "Iional agricultural institutions; how
ever, AID infomed us that a nUllber of ROCAP actions were
being impl_nted which should help accomplish this objec
tive. AID pointed out that:

"It is correct that the Central Americans
have dealt with few of their agricultural problems
on a regional basil. As a result ROCAP has been
able to live only limited assistance in thiS
field. AID's assistance in Central "-rica has
consequently been directed principally through
bilateral missions.

"*** good progress is being made in develop
ing cOlllDon price support levels for basic gra... ns,
a plan for a regional price stabilization fund
has now been prepared and is under consideration
by goverrments, a plan for improved agricultural
edueation with each country undertaking to de
velop specializations in different fields is near
ing realization, a program for stimulating exports
of additional agricultural products is being de
veloped jointly by *** [the Permanent Secretariat]
and the Central American Bank, and a program for
imprOVing food technology in <'.entral America has
been started."
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CHAPTER 10

ASSISTANCE FOR PUBLIC ADMINISTRATION

ROCAP assistance allocated for purposes of public ad
ministration totaled about $3.9 million, or about 3 percent
of the total AID assistance channeled through ROCAP, ~
involved four projects. We found that the projects W2re
not framed in a manner that permitted measurement of prog
ress over the life of the projects. We found also thet,
for three of the four projects, the regional organizat~ons

involved were not providing the level of support agreed to.

LIMITED SUPPORT FOR ROCAP PROJECTS

The goal of ROCAP's assistance for public administra
tion was to strengthen the competence and effectiveness of
regional institutions responsible for developing coordinated
economic plans and common policies and programs in the pub
lic sector and to strengthen the national programs upon
which regional activities depend.

ROCAP officials informed us that there was a need for
both quantitative and qualitative measures of accomplishment
of the ROCAP public administration projects, but, because of
a lack of time and personnel, the requisite analyses had not
been performed.

Three of the four ROCAP projects initiated in the area
of public administration are discussed below:

1. Statistics and Census project

This project was to develop a self-sufficient and com
patible statistical system in Central America to serve as a
basis for regional economic and social planning. The ROCAP
assistance was to provide temporary financial support for
(1) new statistical positions in regional agencies, (2) re
gional meetings and seminars, (3) regional data collection
and processing programs, and (4) the training of personnel.
We found that the regional institutions had not assumed fi
nancial responsibility for the project as envisioned,



although some reports were published, meetings held, and
training undertaken.

ROCAP's assistance was provided primarily to the Per
manent Secretariat, which in 1962 undertook to compile and
publish regional economic activity statistics and indica
tors, and to the Organization of Central American States.
which in 1965 created a statistical sectio~ to compile so
cial statistics.

The regional institutions were to assume financial re
sponsibility, at the end of 2 years, for the statistical
positions that were sponsored by ROCAP. The following
schedule shows the extent to which ROCAP-funded pOSitions
were assumed by the regional organizations.

Organization of
Central American States Permanent Secretariat

Central American Central American
ROCAr countries RQCAP countries

1965 2 1 2 2
1966 3 1 6 2
1967 5 1 8 3
1968 6 1 6 5

The quantitative measure of accomplishment, used by
AID for measuring the impact of the project, are reports
published and meetings held. The Permanent Secretariat
published four series of statistical reports, sponsored
eight meetings (one in conjunction with the Organization of
Central American States attended by 176 participants), and
sponsored two training seminars for 43 participants. In
3 years of operation the Organization of Central American
States issued no reports but did sponsor five meetings at
tended by 122 particip.::nts and three seminars for 80 par
ticipants and prOVided craining in data processing to about
900 persons.

2. Administration Project

The goal of this project was to assist regional agen
cies to develop and improve their administrative capacity in
selected aspects of development administration which were
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important to Central American regional development and eco
nomic integration.

ROCAP officials told us that the success or accom
plishments in the i~provement of development administration
are generally of an intangible nature, such as an increase
in the level of competence of personnel, and do not lend
themselves to quantitative evaluation.

ROCAP's assistance has been prOVided to three regional
agencies. We examined into the ROCAP assistance provided
to one of the three--the Organization of Central American
States--which involved financial support of selected admin
istrative positions. We found that the necessary regional
organization support for these positions had not been fur
nished, and it appears doubtful that the program would con
tinue if U.S. assistance ceased. The following schedule
shows the positions financed by ROCAP compared with the po
sitions assumed by the Organization of Central American
States.

Fiscal year

1966
1967
1968

Organization
of Central

American
ROCAl States

6
9
5 4

Of the total of nine positions, ROCAP was still spon
soring two positions which should have been transferred in
1968. In addition, three positions were scheduled for
transfer in 1969. ROCAP officials are uncertain as to
whether the Organization of Central American States will be
able to assume the support of the remaining five positions.

3, Customs Policy and Admi~§tration Project

The prime goal of this projllct was the fulfillment of
the creation of a customs union within Central America. The
creation of a CUStODlS union was intended to stimulate the
economic development and integration of the region bf the
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elimination of restrictions which were impeding the in
crease and movement of intraregional trade.

ROCAP officials advised us that their assistance ef
forts were directed toward improvina cuatoas adainistra
tion, not toward establishing custoas policy.

Notwithstanding the success of the central American
customs union, there were indications that impl_ntation
of this project was somewhat less than cOlllplete. For exam
ple, ROCAP, in reply to our inquiries regarding actions
necessary to effect coordination and impl_ntation of uni
form customs relulationa and legislation, stated:

''*** [central Merican) GoverlWentll accept read
ily enough, in principle and adopt in toto, but
do not impl_nt in detail. They do not realize
the implications of their adoptions."

In addition, we found that the Permanent secretariat's
support of ROCAP-sponsored posi tions in the customs field
also seemed less than enthusiastic. For ewemple, the ROCAP
assistance for these positions was supposed to be replaced
by the regional institution (using its own funds) at the
end of 2 years. Kowver, of the six positions related to
customs administration within that organization, three have
been sponsored by ROCAP for 5 years and one for 4 years.
We found no indication as to wilen ROCAP would terminate
support or when the Permanent secretariat would assume the
support of these positions.

Other than providing some updated statistical data,
which has been incorporated into our report, AID had no
comments on this section of our report.
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CHAPTER 11

ASSI·STANCE FOR LEGAL MATTERS

AID, through ROCAP, has furnished $391,000, or 0.3 per
cent of the total ROCAP assistance to the region, for legal
matters. The majority of this assistance was provided for
three projects (1) supporting the judicial staffs of the
Organization of Central American States and the Permanent
Secretariat, (2) assisting the law faculty at the Univer
sity of Costa Rica, and (3) making regional legal studies.

ROCAP's overall goals for legal assistance were to en
hance the capability of Central American regional organiza
tions to interpret and administer the various Common Market
treaties and to resolve disputes arising under them.

Our review revealed that ROCAP assistance to the legal
sector has been expended, among other things, on financing
of secretarial positions and was directed to matters not
reqUiring a regional solution.

ROCAP has supported the equivalent of 12 Organization
of Central American States judicial staff positions over
a 4-year period. Four of these positions were professional
in nature, one was semiprofessional, and the remaining 7
were secretarial. We question whether ROCAP funds should
be used to finance secretarial positions since we believe
that this type of position could normally be filled by the
regional organizations.

The ROCAP program of assistance to the law faculty at
the University of Costa Rica started in 1966 and was de
signed to improve the teaching of law and to change the
character of legal education at the university. ROCAP re
ports that, as a result of these efforts, the faculty has
been trained, new courses have been established, and case
study texts have been prepared. Altbouah this a.sistance
has undoubtedly been of benefit to the University of Costa
Rica, the relative merits of, or need for, financing this
matter on a regional basis were not identified by AID.
ROCAP's assistance for the project was phased out in 1969.
Starting in 1970 the project was to be sponsored by Costa
Rica and the AID country mission in Costa Rica.
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AGENCY CCt1HENTS AND GAO EVALUATION

AID did not comment on the matter of financing of sec
retarial positions but, with respect to the need for finan
cing the project at the University of Costa Rica with re
gional funds, stated that:

"With respect to the report's implication
that the law project at the University of Costa
Rica was not a proper function for ROCAP since
it was not regional in nature, the following
should be noted:

"This was looked upon as a pilot project.
ROCAP had the only A.I.D. legal staff in the
area and legal competence was necessary in order
to select personnel, structure the program, and
supervise it during its early period. The pro
gram is now at a stage where ROCAP and the ***
[AID] Mission in Costa Rica believe that it can
be supervised and supported by the A.I.D. Mis
sion, though some assistance will need to be
given by an A.I.D. Regional Legal Advisor sta
tioned either at ROCAP or in Panama.

"Though this legal project has been con
ducted solely at the University of Costa Rica,
it has had a regional influence. At the re
quest of the Central Americans, a seminar, at
tended by members of the law faculties of the
national universities of four of the Central
American countries, was held at the University
of Costa Rica recently so that the participants
might learn about the improved teaching methods
which have been developed by the law project.
A number of the other *** [Central American]
universities are now expressing an interest in
establishing similar law projects."

GAO evaluation--With respect to the comment that this
project was a pilot project, often projects are financed
and tied in one cO"71try and, if proven to be sucC'essful,
are expanded to other countries. Therefore we se~ no rea
son why this project would have required funds.



With respect to the point that ROCAP had the only AID
legal otaff in the area, AID project records showed that
the majority of the assistance for this project was under
a contract arrangement which provided for the training of
faculty, the establishment of teaching courses, and the
preparation of case study textbooks and that, other than
for some general supervision, the project did not involve
the ROCAP legal advisor.

We believe that the statement that the project has had
a regional influence could probably be made with respect to
any project within the region; however, this is not the
thrust of our point which is that, before regional funds
are expended on a project, it should be determined that the
project requires a solution on a regional basis.

Finally, we believe that this project and the above
related issues illustrate a larger problem which is in
volved. That problem relates to the need for developing
long-term ROCAP goals, ·objectives, and priorities; the
need for a reasonably explicit plan for achieving action
on such priorities; and the need for adoption of the prin
ciple that regional funds be used for matters in which the
relative merits of such funding have been identified. Our
recommendations, noted on page 24 of this report, are
specifically designed to help overcome these problems.
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CHAPTER 12

SCOPE OF REVIEW

OUr examination consisted principally of a review of
the financial and related managment practices followed by
AID in developing and administering its ROCAP assistance
program. The review covered the period from the initiation
of the program in July 1961 through December 1969. OUr
fieldwork was completed in Washington, D.C., in February
1970.

We obtained and analyzed program documents, policy
papers, strategy statements, management reports, correspon
dence, and other pertinent records eVidencing the develop
ment and implementation of ROCAP programs. We also obtained
and reviewed reports of international agencies relating to
the Central American integration movement. We discussed
relevant matters with responsible AID, Department of State,
and other U.S. Government officials.
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