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FOREWORD

This is the last of a series of studies prepared for the Subcommittee 
on American Republics Affairs of the Committee on Foreign Relations 
as part of a broad survey of the Alliance for Progress. The survey was 
begun in the spring of 1967 under the leadership of Senator Wayne 
Morse, then chairman of the subcommittee. The complexities involved 
in this last study prevented its publication during the 90th Congress.

This study reviews the U.S. foreign assistance program in a single 
country, Colombia, in the hope that such a review in some depth might 
shed more light on the problems of aid than could be derived from a 
more superficial study of aid in all of Latin America. Colombia was 
selected as the subject country because the aid program there is 
large enough to be significant but small enough to present a feasible 
target for detailed study and also because it involves, in one way or 
another, most of the problems which the United States encounters in 
carrying out aid programs elsewhere in the hemisphere.

The study is largely the work of Ellen O. Schwarz of the staff of 
the Committee on Foreign Relations who devoted full time to the 
project for more than 18 months. Robert H. Dockery of the commit­
tee staff contributed the section on argiculture. Pat M. Holt, also of 
the staff, was responsible for overall direction of the study and wrote 
portions of the final draft. „» , . . j

There is also published herewith a report, “Administration and 
Management of Nonproject Assistance of Colombia,” prepared by 
the General Accounting Office at the request of the Foreign Rela­
tions Committee. This is an unclassified version, developed by the 
committee staff in cooperation with representatives of the General 
Accounting Office and the Agency for International Development, of 
a classified report submitted by the Comptroller General.

I wish to record here the committee’s gratitude to the Comptroller 
General for undertaking the GAO study at our request.

The Schwarz study and the GAO report are published at this time 
solely as the basis for discussion and further inquiry. The points of 
view expressed do not necessarily reflect the opinions of the Committee 
on Foreign Relations or any member thereof. Neither do they neces­
sarily reflect the views of the State Department or AID.

J. W. Fulbright, 
Chairman, Committee on Foreign Relations.
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SURVEY OF THE ALLIANCE FOR PROGRESS

COLOMBIA-A CASE HISTORY OF U.S. AID

PART I
(Study by the staff of the Committee on Foreign Relations)

I. Introduction

Since the end of World War II, U.S. loans and grants to Colombia 
have totalled approximately $1.1 billion, of which more than 90 per­
cent has been economic assistance. During the period of the Alliance 
for Progress to which this study is confined—that is, 1962 and sub­
sequent fiscal years—economic assistance amounted to $732 million.

With a population which has grown during this period from 15.9 
million to 19.8 million, Colombia ranks fourth among the countries of 
Latin America in population and—excluding the operations of the 
Export-Import Bank—third in total U.S. assistance.

This study concerns itself with assistance furnished by the Agency 
for International Development, amounting to $491.3 million during 
the period under review, and with assistance in the form of surplus 
agricultural commodities, amounting to $102.6 million. Particular 
attention is given to program loans ($363 million of AID’S total) and 
to U.S. assistance policy in the key areas of education, agriculture, and 
private enterprise development. Project loans and technical assist­
ance activities have been largely excluded from the scope of the study 
because: (1) They have been reported on separately by the General 
Accounting Office (see “Review of Projects in Colombia Showing 
Need for Improvements in Planning and Supervision” September 
1967); (2) they are extraordinarily difficult to evaluate without de­
tailed and time consuming field work; and (3) they comprise a rela­
tively minor proportion of total U.S. assistance.

At the outset, some terms should be defined. A “program loan” is a 
loan made to support a country’s balance of payments through making 
dollars available to finance the import of U.S. goods over a period of 
time. Although the loan is in a lump sum, it is usually released in 
installments (called tranches). As the techniques of administering 
program loans have become more refined over the years, the cate­
gories of U.S. goods eligible for financing have been defined with 
greater specificity, and the loan agreement itself as well as the release 
of the successive tranches have been tied to increasingly specific stand­
ards of economic performance by the borrowing country.

Typically, the dollars made available through a program loan are 
sold by the central bank of the borrowing country to importers for

(1)
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•ort”; that is, to make 
'udget deficit.

foreign currency in the case of Colombia, pesos. The foreign cur- 
thus generated, or “counterpart,” is used for purposes agreed to 

by the United States and the borrowing country. These purposes may 
be to pay the local costs of specific economic or social development 
Projecte, or they may simply be “budgetary support”; that is, to make 
up part or all of the borrowing government’s budget deficit.

I oreign currency is also generated by some sales of surplus agricul­
tural commodities under the Agriculture Trade Development and 

as ame.nded, popularly known as Public Law 
480. I his Public Law 480 foreign currency is available, among other 
purposes, tor payment of U.S. Government expenses in the purchasing 
country and for a variety of economic development activities.

A pioject loan” is a loan made to finance a specific project or activ­
ity ; that is, a road, a sewage system, a dam, housing construction, or a 
program of agricultural credit. Project loans are of two types, depend­
ing on whether they are limited to the dollar costs of the project or 
whether they are directed to the local currency costs. In the first case, 
the loan finances the import of the specific machinery or equipment that 
is needed m connection with the project. In the second case, the dollar 
loan is used to generate the necessary local currency. In housing or 
agricultural credit programs, for example, few dollar costs are in­
volved; what is needed is local currency to pay construction workers 
or to buy locally produced materials. In order to generate this cur­
rency, a dollar loan is made to the appropriate foreign entity (usually, 
but not necessarily, a government agency). The dollars then become 
available to finance general imports in the same way that program loan 
dollars are used, and the resulting local currency is allocated to the 
borrowing entity for housing or agricultural credit or whatever the 
particular project might be. This type of project loan does not differ in 
any essential respect from a program loan which has its counterpart 
currency tied to specific project uses. Indeed, the counterpart gen­
erated by a program loan can be, and sometimes is, used for such 
purposes.
n\Use?°r loan”—a relatively new technique—is a loan aimed at 
the development of a specific sector of the borrowing country’s econ­
omy ; tor example, agriculture or education. Thus, conceptually, it is 
a cross between a program loan and a project loan, but in practice it 
is administered like a program loan, the only differences being that 
the release of its successive tranches are conditioned on the borrowing 
country s performance in the specific sector and that the range of 
imports eligible for sector-loan financing may be limited to goods 
relevant to that particular sector and thus somewhat narrower than 
the range of goods eligible for program loan financing. Like program 
loans, sector loans generate foreign currency.

“Technical assistance” consists entirely of grant aid. Most of the 
money spent for technical assistance is for the salaries and expenses 
or American technicians, but a minor proportion is sometimes used 
for demonstration equipment.

Program, sector, and project loans are all repayable in dollars, 
owned or controlled foreign currency may be furnished on either 

a grant or a loan basis; in the latter case, the loans are repayable 
also in foreign currency. 1 J



3

An assistance technique used frequently by the International Mone­
tary Fund is the standby agreement. Fund members enter into such 
arrangements with the IMF to assure that drawings may be made up 
to specified limits and within an agreed period if the member observes 
the conditions of the standby—for example, specific policies which the 
member has indicated it intends to pursue in the fields of exchange, 
monetary, and fiscal matters. Members that experience an export short­
fall may draw from the Fund under the special provisions of compen­
satory financing. A member may make drawings amounting m total 
to 50 percent of quota to compensate for shortfalls m export proceeds 
below the medium-term trend, with the qualification that outstanding 
drawings under this provision may not increase by more than 25 
percent of quota within any 12-month period.

II. Summary and Conclusions 
a. political versus economic goals

The U.S. foreign assistance program in Colombia has achieved a 
basic political objective, but it has fallen far short of the economic 
and social goals of the Charter of Punta del Este. .

From the first program loan in April 1962, a primary objective 
has been political stability and maintenance of Colombia’s democratic 
political institutions through support of the succession of National 
Front governments. This has been accomplished.

On the other hand, between 1961 and 1967, per capita gross national 
product increased only from $276 to $295 a year, an annual average 
rate of 1.2 percent, compared to the Punta del Este goal of 2.5 percent. 
The peso has depreciated from 8.50 to the dollar in 1961 to 16.45 to the 
dollar in August 1968. The deficit in Colombia’s balance of trade de­
creased from $142.6 million in 1961 to $64.5 million in 1967, but this im­
provement was more apparent than real, resulting from severe import 
controls imposed in early 1967 after a deficit of $290.2 million in 1966. 
An agrarian reform program, one of the earliest under the Alliance 
for Progress, was enacted in 1961, but through 1967 it had provided 
land titles to only 54,000 out of approximately 400,000 to 500,000 land­
less families, whose numbers, furthermore, are increasing by 10 per­
cent a year. Although the agrarian reform has received some U.S as­
sistance, the major emphasis of U.S. aid policy to agriculture has been 
directed to increasing production for export. These efforts have 
achieved some success, but until recently they concentrated on pro­
viding credits and other assistance for large commercial farmers at 
the expense of rural social progress. The education policies of both 
the Colombian Government and the United States nave vacillated 
from an emphasis on primary education to an emphasis on univer­
sities, with the result that little progress has been made m either. I he 
literacy rate has remained relatively constant, but the absolute num­
bers of functional illiterates have increased from approximately 5 
million to more than 6 million. Taxes have been increased, but not un­
til 1967 were serious efforts made to improve collection. Colombia has 
barely begun to tackle the problems of more equitable income distri­
bution, and the country’s social structure remains essentially un­
changed, with close to two-thirds of the population not participating 
in the economic and political decisionmaking process.
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Thus, any evaluation of the aid program in Colombia must be sub­
jective and will depend on the weight the evaluator assigns to the 
maintenance of political stability in a democratic framework. One of 
the factors which must be taken into account is the imponderable of 
what would have happened to Colombian politics if there had been 
no aid program or if different, or more rigorous, conditions had been 
attached to aid. At the time the various program loans were signed and 
their successive tranches released, officials of both the Colombian and 
United States Governments, as well as many independent observers, 
thought there was no acceptable alternative. In retrospect, this propo­
sition seems less certain. Disbursement of program loans was chroni­
cally slow and was suspended more than once for periods of several 
months without bringing dire results.

Negotiations of the loan agreements and the joint review sessions 
which were held with Colombian officials prior to the release of each 
loan tranche concentrated heavily on the fiscal and monetary policies 
of the Colombian Government—international exchange rates', bank re­
serve requirements, prior deposit requirements for imports, budgetary 
deficits or surpluses, Government investment policies, import licensing 
policies, etc. Rarely did Colombian Government performance meet all 
of the previously agreed upon standards, though frequently it met 
many of them and occasionally exceeded some of them. These stand­
ards were aimed at economic stabilization—at controlling inflation 
and balancing the country’s international accounts. They took into 
account considerations of economic development, but mainly from the 
point of view of maintaining an adequate level and appropriate dis­
tribution of imports to support industrial activity. Even less did the 
standards take account of the need for social reform. The basic prob­
lem, of course, was the difficulty of inducing economic growth while 
simultaneously applying the brakes to an inflationary economy. But 
in the process, the rhetoric of the Alliance for Progress was lost in 
the arcane world of international finance.

Further, it appears that although the aid program achieved some 
short-term successes with respect to economic stabilization and in in­
fluencing the Colombian Government’s fiscal and monetary policies, the 
support which U.S. assistance provided at least contributed to making 
it possible for successive Colombian Governments, especially that of 
President Valencia, to postpone making more basic reforms in such 
fields as public administration, taxation, local government, educa­
tion, and agriculture.
. One of the difficulties which the United States encountered in try­
ing to help Colombia resulted from a combination of two factors. First, 
the United States discovered that its influence was severely limited 
with respect to moving Colombia toward economic and social reform, 
especially in terms of the application of U.S. methods to institu­
tional change. The lack of Colombian absorptive capacity in this area 
proved to be greater than had been anticipated. This was a measure of 
the cultural gap. Second, despite these difficulties, and at the same 
time, the United States wanted to establish a visible economic presence 
in Latin America in the early years of the Alliance in order to prove 
the sincerity of its intentions. This led initally to an emphasis on im­
pact project loans. But the lack of well-prepared projects led in turn 
to reliance on program loans to deal with macroeconomic problems.
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The aid program in Colombia has bought time for Column 
political institutions to work out the changes which almost■ ?
in a position of responsibility in either country agrees must^ome. But 
Colombians have used this time at their leisure T1e'
this study raises but cannot answer is: Would they have moved more 
expeditiously if they had had less time, or would the pressures have 
been so great that the whole structure of the country would have col­
lapsed into anarchy or dictatorship ? . . . ,, .

The record, studied with the benefit of hindsight, ind1^*^ t 
mer. But the record cannot fully capture the pressures of the moment 
in which U.S. decisions were made with respect to extremely co^pli 
cated and subtle situations. Not the least of these pressures was th 
tendency to err, if at all, on the side of not taking a bigger gamble than 
is necessary.

B. SOME SPECIAL PROBLEMS OF PROGRAM LOANS

One of the presumed advantages of program loans is that they pro­
vide a flexible means both of furnishing general support to i »■ 
try’s economy and of influencing a country’s overall economic P0^- 
The technique of releasing program loans in tranches means that with­
in limits, they can be turned on and off according to a country s e 
nomic performance or other circumstances.

Upon examination, these advantages appear to be more theoretica 
than real. The basic effect of a program loan is to
capacity to imporU-that is, to live beyond its means at expanse 
of accumulating a foreign debt, the repayment of
from its capacity to import in future years. If a program loan is not 
accompanied byY economic growth and especially by impro^ments 
in a country’s foreign exchange position, it is likely to create mo 
problems in the long run than it solves—or P^Pf^^^L 
run The higher the interest rate on the loan and the shorter its ma­
turity, the more noticeable these effects will be. Throughout the period 
of the Alliance for Progress, Congress has steadily raised interest 
rates, so that loans which were made at 0.75 percent in.1961arej no_ 
made at 2 percent during the first 10 years of their maturities and at 
3 percent thereafter. Grace periods of 10 years on the reP^ment of 
principal mean that the full burden of debt ”2^
felt on the Colombian balance of payments until the decade of the 
1970’s. But it will then become severe unless Colombian exports sho 
a marked and unforeseen growth. (All of this also applies, of.course, 
to project loans, but a project loan at least results in the creation of a 
tangible asset which has intrinsic value.) _ ™

It becomes important, therefore, to use the additional resources p - 
vided by a program loan to bring about economic stability and at 
least the prerequisites for economic growth. This is why progra 
loans are tied Iso closely to a country’s overall economic policies and

Pein° Colombia, as noted earlier, economic performance during the 
neriod under review rarely met all the standards of the loan agree­
ments. Decisions as to whether to release, or not to release, successive 
tranches sometimes turned on subjective judgments as to whether 
release would lead to improved performance m the future or whether 
faille to release would simply make mediocre performance worse.
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These decisions were made on the basis of overall evaluations. AID 
has not developed a means for assigning different weights to different 
loan conditions whereby part of a tranche might be released and part 
not released, proportionate to performance.

The more conditions AID ties to a loan—that is, the more specific 
policies it tries to influence or implement through the use of a loan— 
the less leverage it has with respect to any one of the conditions. (This 
is especially the case when, as sometimes happened in Colombia, over­
riding political considerations intervened.)

Two of the most troublesome issues with respect to Colombia have 
been exchange rate policy and what AID calls “additionality”—that 
is, the use of program loans to increase U.S. exports. These will be 
developed more fully below, but a few points are worth highlighting 
here.

A good deal of the history of foreign aid in Colombia can be written 
in terms of the peso-dollar exchange rate. AID and the IMF repeat- 
edly urged devaluation; the Colombian Government strongly resisted. 
This phenomenon has occurred in enough other countries to warrant 
examination of why governments resist devaluation in the face of the 
unanimous adyice of monetary technicians. In part, it is for reasons 
of national pride, an attitude which has been observable with respect 
to devaluation even in such a sophisticated, highly developed country 
as France. It applies a fortiori in less-developed countries.

In part, resistance to devaluation comes from the fear of ensuing 
inflation, a fear which is not entirely ungrounded in experience. De­
valuation is the classic remedy for an unfavorable balance of pay­
ments because it encourages exports through making them cheaper 
in terms of foreign currency, and it discourages imports through mak­
ing them more expensive in terms of local currency. Devaluation can 
be expected, therefore, to result in higher prices for products which 
are imported or which have imported components. But unless de­
valuation is carefully handled from a technical point of view, and 
especially unless there is a free and competitive economy, it is likely 
to result in price increases exceeding those which would theoretically 
be expected. This is what has happened, not only in Colombia, but 
also in several other Latin American countries. An important factor 
is the imperfect competition which exists in the Colombian and other 
Latin American economies.

Finally, in lcx)king for the reasons for resistance to devaluation, 
one should not ignore the groups which are benefited by overvalued 
exchange rates. These are the people who normally keep a part of their 
capital abroad, who buy more imported articles, and who travel 
abroad in a word, the oligarchy, the same people who also exercise 
effective political power in most Latin American countries. Over­
valued exchange rates make it cheaper to convert pesos or other for­
eign currency into dollars or Swiss francs. This not only facilitates 
capital flight, it provides a positive incentive for it. Overvalued ex­
change rates also make it cheaper to buy imported goods and to take 
an annual vacation in the United States or Europe.

It should be noted that the same class that benefits from overvalued 
exchange rates is also heavily represented among the entrepreneurs 
whose investments are in import-substitution industries which are 
well protected against foreign competition by tariffs and import li-
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censing provisions. These circumstances give this class no incentive to 
support policies aimed at encouraging exports or discouraging

Additionality raises quite a different set of issues. The problem arises 
because of the United States’ own balance-of-payment deficit. in an 
effort to reduce the impact of the foreign aid program on this deficit, 
the United States first adopted a policy of domestic procurement— 
that is, of limiting the use of AID dollars, with increasingly rare excep­
tions, to the procurement of goods in the United States. Ihen, the 
United States became concerned that countries receiving program loans 
should not use the loans to buy goods in the United States which they 
would have bought in the United States anyway, while shitting their 
own resources to procurement in Europe, Japan, or elsewhere. To meet 
this problem, AID has steadily refined the list of U.S. goods eligible 
for AID-financed procurement, the object being to limit these goods 
to items which would provide the United States with additional exports 
over and above what it could normally expect on the basis of its his­
toric share of a foreign market.

To the degree that the United States insists upon additionality, it 
reduces the flexibility of program loans both with respect to promoting 
economic growth abroad and with respect to influencing the borrowing 
country’s economic policies. Lists of goods eligible for AID financing 
are drawn up with a view to increasing U.S. exports. These goods, or 
course, represent a net input into the foreign economy and are there­
fore useful, but they are not necessarily the goods which would be most 
useful from the point of view of economic development. Frequently, 
too, they are more expensive than similar goods purchased elsewhere. 
There is an almost complete lack of data on whether this is due entirely 
to generally higher costs in the United States, or whether it is due at 
least in part to the administered prices (America’s own imperfect com­
petition) , encouraged by knowledge on the part of American exporters 
that the goods cannot be bought anywhere else.

Finally, additionality puts another burden on the leverage which is 
supposed to be exerted by a program loan, and it injects another irri­
tant into AID relationships with the borrowing country. If AID 
achieves additionality, then it has less bargaining power left to achieve 
exchange rate reform, balanced budgets, and all its other objectives.

Thus, as it has evolved over the years, the program loan has become 
a device for subsidizing specified U.S. exports. But the United States 
still tries to use this device to influence foreign economic policies. To 
the degree that a program loan is used to achieve one purpose, its 
value as an instrument for achieving the other is decreased.

III. Choice of a Showcase

A. BACKGROUND

In August 1961, when the Alliance for Progress was formalized in 
the Charter of Punta del Este, Colombia combined in a high degree the 
opportunities and challenges—both economic and political—which the 
Alliance was designed to meet.

It had recently (1957) emerged from a military dictatorship. It 
had a popularly elected President (Alberto Lleras Camargo) who was 
eloquently and energetically pursuing the Alliance’s goals of social
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reform and economic growth. It had a vigorous private sector, a rela­
tively (in Latin American terms) enlightened elite, and an industrial- 
base exceeded only in Argentina, Brazil, and Mexico. It also had many 
of the typical social and economic problems—among others, rapid pop­
ulation growth, a primitive school system, overreliance on a single 
commodity (in this case, coffee) for foreign exchange earnings, and 
maldistribution of land, wealth, and income.

Colombia also had several unique characteristics, the most important 
of which had to do with politics. In the decade between 1948 and 1958, 
the country fought what amounted to an undeclared civil war, the 
origins of which extended into earlier history and the dying embers 

which still glowed menacingly in 1961. Za violencia, to give this civil 
stnfe its Colombian name, was triggered April 9,1948, by the assassina­
tion in Bogota of Jorge Eliecer Gaitan, a popular leader of the Liberal 
Party. The city erupted in 3 days of burning, looting, and killing in 
an orgy of violence known as the bogotazo.
. The most conservative estimates are that 150,000 people were killed 
m la molencza over the next 10 years. There might have been twice that 
number. While the cities, curiously, remained relatively tranquil, 
Liberals and Conservatives fought each other throughout the moun­
tains and valleys of the countryside. These two traditional parties 
have roots going back to the era of independence, but by the mid-20th 
century their practical differences (other than the hatred each felt for 
the other) were scarely discernible.
t ^oSpASm ?? la violencia naturally had profound political effects.

i • v n ni Gustav0 Rojas Pinilla came to power in a military coup 
which spoiled a record of more than 40 years of democratic rule. For a 
time the violence subsided, but the improvement turned out to be short 
lived as Rojas, who had justified his coup with promises to restore 
peac^, pursued the pleasures and profits rather than the responsibilities

^J8;8 ex<^sses brought their own counteraction and, in May 
1957, he was himself deposed by a coup—this one, however, aimed at 
the restoration of civilian, constitutional government.

The question remained of how to calm partisan passions enough to 
make this possible. The ingenious plan which became known as the 
National Front was worked out by the leaders of the two parties— 
Alberto Lleras Camargo for the Liberals and Laureano Gomez for the 
Conservatives—and ratified by a plebiscite in December 1957. As subse- 
quently modified and refined, the National Front provided that seats 
in Congress, departmental assemblies, and municipal councils would 
w dividedequally between the parties for 16 years beginning in 1958 
brnce the Presidency could not be divided, it was to alternate between 
the two parties. Further, a two-thirds vote was necessary for any con­
gressional action. J

The system came into effect in 1958 with the election of Lleras Ca- 
margo for a 4-year term as the first National Front President. La 
vwlencm\^t much of its political content, and by 1961 most of it was 
reduced to simple banditry and gangsterism, accompanied by sadism. 
Atthe same time, a new and more ominous note began to appear— 
h idel Castro s threat to make a Sierra Maestra of the Andes.

^.August 1961, however, the more serious and immediate threat to 
pontical stability in Colombia came from internal sources; namely, 
whether or not the National Front would survive the elections of 1962.
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The essence of the National Front was its effort to cool off party rival­
ries by eliminating party competition. In effect, each party agreed not 
to try to win an election in return for a guarantee that it could not 
lose one. With the two parties precluded from competing with each 
other, the divisions of Colombian politics appeared in the form of 
schisms within each party.

As the time approached for the congressional elections of March 
1962, and the presidential election of May, the overriding political 
question was whether the pro-National Front factions of each party 
could achieve a two-thirds majority in the congressional elections and 
then go on to elect a pro-National Front President, who had to be a 
Conservative. This was widely felt to be crucial to political stability 
and to the prospects for economic progress.

B. SUPPORTING ASSISTANCE----?30 MILLION

Despite la Mencia, Colombia’s economic performance since the 
late 1940’s had been generally good. Industrialization proceeded m the 
relatively peaceful cities. The price of coffee went sky high during the 
Korean war—but fell sharply afterward. In 1960, low income tax rates 
were reduced, high rates were increased, and a number of tax exemp­
tions granted to encourage private investment. Land reform legisla­
tion was passed in 1961, and the Government also announced a broad 
program for the construction of rural elementary classrooms. Finally, 
in December 1961, the Government unveiled an ambitious 10-year plan 
for social and economic development, the first such plan to be produced 
in Latin America in response to the Punta del Este Charter’s emphasis 
onplanning.

Starting in 1960, however, rising operating expenses of the central 
government and a failure of revenues to meet expectations reduced 
public funds available for a development program. The 1960 tax 
reform turned out to produce less revenue in real terms from direct 
taxes than the previous tax structure. Thus began one of the major 
economic problems of the Alliance for Progress period—a large budg­
et deficit with inflationary financing.

At the same time, the country began to have the balance-of-pay- 
ments problems that have plagued it ever since. A part of the problem 
was the backlog of foreign debt accumulated during the wasteful Ro­
jas dictatorship. Foreign exchange earnings had been running at a 
level of about $450 million a year, but by 1960 it appeared that hold­
ing imports to this level would not support a substantial growth rate 
because sufficient capital equipment could not be imported. A major 
expansion of $100 million in imports was allowed in 1960, partly to 
feed the new assembly plants in which industrialization was more and 
more concentrated. In the preelection atmosphere of the last half of 
1961, the Lleras Camargo government further relaxed its financial 
and exchange policies, and the balance-of-payments deficit reached 
$125 million, complicated by capital flight and currency speculation.

In mid-December 1961, the Lleras Camargo government asked the 
United States for $120 million in financial aid. The initial U.S. re­
sponse was that any large-scale assistance would be contingent upon 
monetary and fiscal reforms.

21-145—69------ 2
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Colombian officials argued that the development program required 
a higher rate of imports and that in any event both currency devalua- 
ti°n and import reduction were out of the question in the difficult 
political period prior to the elections. The United States did not then 
press the issue.

The National Front survived the congressional elections in March 
and its candidate, Conservative Guillermo Leon Valencia, handily 
W at the PYesidential election in May. He took office in August.

Meanwhile, the loan agreement was signed in April 1962, in the 
amount of $30 million—drastically scaled down from the original 
Colombian request for $120 million. Terms were hard by 1962 stand­
ards—15 years at 3^ percent including a 5-year grace period on re­
payment of principal. Further, the loan was made as supporting assist­
ance out of the foreign aid appropriation for the contingency fund, 
not the appropriation for development loans, which was supposed 
to be the source of Alliance for Progress money. This is an indica­
tion that its purposes were more political than developmental The 
only provision written into the loan agreement designed to deal with 
the potentially inflationary situation in Colombia was a require­
ment that the pesos generated by the loan were to be frozen and not 
open to use by the Colombian Government “for any purpose.” As will 
be related, this prohibition did not last.

Th® supporting assistance loan of $30 million was combined with 
an $8 million rollover on a Colombian debt to the Export-Import 

that the total amount of U.S. credits to Colombia came to 
$38 million.

On April 5, the Colombian Government substantially increased de­
posits which had to be paid by importers to obtain import licenses for 
certain foreign goods. A few days later, it imposed deposit require­
ments on more than 100 items which could previously be imported 
freely. It also announced a 30-percent cutback in expenditures on exist­
ing development projects for the rest of the year and prohibited the 
beginning of any new project during the same period.

°n ^ay Finance Minister Jorge Mejia Palacio said 
that the purpose of these measures was to increase the prospects of 
massive foreign aid to Colombia by stabilizing the country’s economy.

Latl-n Americau country,” said Mejia, “that has totally 
fulfilled the requirements * * * set by the Alliance for Progress ash 
condition for benefiting from it. These include agrarian refo™, mone- 
ta^ stability, fiscal order, a thoroughly prepared development plan, 
and adequate instruments of control.” F

“Dr. Mejia,” the New York Times reported May 20, “was clearly 
challenging the Alliance to make good on its promises of aid for coun­
tries making serious efforts toward reform.”

C. DEVELOPMENT OF U.S. POLICY

whY;n7°^yrkers attractcd to Colombia as a country 
on» Yr d b“om\the. showcase of the Alliance. They saw it as 
^.7T the M chances for raPid economic and 
noYnt Of as one of them Put it, “an anchor

of stability m the unsettled Caribbean.”
TTnitpH coincided Y^h a growing opinion that the
United States ought to concentrate its aid in a limited number of the
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most promising countries. In an address before the National Confer­
ence on International Economic and Social Development in Chicago 
on July 19,1962, Chester Bowles, then the President’s Special Repre­
sentative and Adviser on African, Asian, and Latin American Affairs, 
listed three categories of underdeveloped countries which represented 
a scale of priorities for U.S. assistance. The first category included 
“the handful of nations which possess the preconditions for rapid eco­
nomic and social advance and which are effectively using their own 
resources.” . .

In August, Bowles elaborated on this point in an address to tne 
Colombo-American Chamber of Commerce and the American So­
ciety of Bogota. He listed seven critical development criteria—a na­
tional plan, a wide sharing of economic growth, taxation on the basis 
of ability to pay, agricultural reform, incentives for private invest­
ment, efficient and honest public administration, and “a sense of na­
tional morale and purpose.”

Bowles found that measured against these seven development cri­
teria, Colombia “stands in the vanguard of the Alliance for Progress. 
He stated further that “Latin American countries which show a simi­
lar willingness and capacity to muster their own resources, to remove 
their own domestic obstacles to growth, and to provide a better distri­
bution of the wealth which they are producing will receive similar 
support.” . .

He warned that “we should be cautious about lowering this priority 
standard because of short-term political pressures,” though he recog­
nized that “no doubt on some occasions overriding security strategic 
considerations will force us to relax at least temporarily our pressures 
for reform.” . .

As will be developed in more detail in subsequent sections or this 
.study, except for a period in 1965, the United States has repeatedly 
succumbed to the short-term political pressures against which Bowles 
warned. It has not been willing to risk the political consequences of 
refusing aid in the face of a strong plea that a government would fall 
without such aid. Further, the United States has generally been re­
luctant to attach strong conditions to aid for the same reasons which 
made aid necessary; that is, the tenuous position of the current govern­
ment which undermined its ability to take strong reform measures.

This type of aid conflicts with long-term development goals by 
facilitating postponement of necessary host country reforms, a fact 
which has been demonstrated in the case of Colombia by the chronic 
persistence of the same basic economic problems throughout the Alli­
ance period. .

To the degree that Colombia met the Bowles criteria for develop­
ment assistance in the summer of 1962, it was largely because of Al­
berto Lleras Camargo who turned over the Presidency in August to 
Guillermo Leon Valencia. A successful peaceful transfer of power 
under the National Front had been one of the objectives of U.S. policy 
and had been one of the primary justifications of the $30 million 
supporting assistance loan m April. That objective was now achieved 
and all concerned could take satisfaction in the triumph of orderly 
constitutional procedure. However, even before the transfer of power, 
there were predictions that the Valencia administration would be 
a holding period for Colombia—a time not of progress but at best 
of simple survival of the country’s political institutions.
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If it might have seemed that this prospect would dim the State De- 
paitment s optimism about Colombia, it must be remembered that 
at midsummer 1962 the State Department—with respect to Latin 
Amenca, anyway—had very little to be optimistic about. Military 
coups d etat had occurred m Argentina in March and in Peru in July. 
Ji Biazil, the erratic Janio Quadros had resigned to be succeeded bv 

the egregious Joao Goulart. Chile was stalled and still 2 years away 
from the impressive Christian Democratic victory of Eduardo Frei 
Thus, the major countries of Latin America, except for Colombia’ 
Mexico, and Venezuela, had either retrogressed or at best maintained 
an uncertain status quo. Mexico had long ago carried out most of 
the social reforms of the Alliance for Progress and further had al- 
leadv achieved, largely on its own, what looked very much like self- 
sustaining economic growth. Venezuela was following the same path, 
well-financed with oil revenues. Thus, Colombia was the only major 
country of Latin America which needed help and where help seemed 
to have a reasonable chance of being effective. American foreign policv 
badly needed a success story in Latin America in the midsummer of 
1962, and Colombia led the polls as the most likely to succeed

IV. Program Loans, 1962-68
The listing below shows chronologically the principal developments 

with respect to the program loans to Colombia since 1962. These are 
follow m P°lltlCal and e00110111!0 context in the descriptive pages which

March 18, 1962 ^Congressional elections. Elections for both Houses of Congress 
esulted in the return of a majority of Members supporting the National 

rr°nt coalition In the House of Representatives, the Liberal-Conservative
April 20^1962^83?™^ two’.t.hirds majority needed for major legislation. 

« iff s1uPP°rting assistance loan signed and released.
M ®lectl0n- Conservative Party National Front candi-
August^’ vw?v 7 Le?n.Valencia received over 62 percent of the total vote.August 7,1962. Valencia inaugurated.

1962: $6° million Pegram loan signed; $30 million (first tranche) A vltz<AOv7<.l.
SeeOnd tranche of December 1962 program loan ($30 million) A SvCl. f

V?? millioP Program loan signed, but not released.
March 14, 1964: Congressional elections. This election was confined to the House 

of Representatives. National Front won 124 of 184 seats giving the President 
anapa °i °Ier Dyo’^rds of the House membership. The extreme right 
f rom s£ to^? ex'dictator Gastavo Rojas Pinilla increased its strength

Az.lL13’ Program 10an signed, but not released.
October -8,1964; $lo million March 1964 program loan released

tranches. t?25 million) of the July 1964 program 
oan rcJ^a^*^d* additional $10 million of the first tranche had been desig- 

irnted for disbursement on a forward procurement basis. Since the imple­
mentation procedures for this method had not been clarified bv the date of fater^me tW° tr&nCheS’ thiS P°rti°n was left to Cursed at a

'orMrd Pr~nt ^on or first
DeCeoblilatS. 1965 : $1° (last tranche) of July 1^64 program loan de-

H^ele^ed0’ 10an Signed' $20 million <first tranche)
basis $1° 11 f WhlCh WaS °n an advanced commodity financing
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March 18, 1966: Second tranche ($15 million) December 1965 program loan

March 20, 1966: Congressional elections. This election was for Senate and House 
seats. In both cases the National Front failed to win a ^wo-thirds majority . 
107 out of 190 in the House, and 67 out of 106 in the Senate. The AN- P 
Party continued its strong showing by increasing Senate representatio 
from two to 17 seats, and House representation from 27 to 36 seats.

May 1, 1966: Presidential election. Liberal Carlos Lleras Restrepo, candidate 
"of the National Front coalition government, won with about m percent or

June 1^1966^ Third tranche ($15 million) December 1965 program loan released. 
August 7,1966: Lleras Restrepo inaugurated.
August 19, 1966: Fourth and last tranche ($15 million) of December 1965 

program loan released. . .
May 27, 1967: $100 million program loan signed. $40 million (first tranche) 

rdecised
September 14, 1967: Second tranche ($20 million) May 1967 program loan

December 16,1967: Third tranche ($20 million) May 1967 program loan released. 
March 17, 1968: Congressional elections. Only the House of Representatives was 

up for re-election. The National Front coalition increased its representation 
by winning 144 out of 204 seats. The more conservative wings of the Con­
servative Party lost ground. .

May 10, 1968: Fourth and last tranche ($20 million) May 1967 program loan 
released.July 15, 1968: $58 million program loan signed; $35 million (first tranche) 
released. $15 million agricultural sector loan signed; $8 million (first 
tranche) releasedDecember 2, 1968:’ Second (last) tranche July 1968 program loan released ($23 
million) ; second (last) tranche July 1968 agricultural loan released ($7 
million).

a. Valencia's first stabilization program, 19 62-6 3

1. Release of supporting assistance counterpart
The $30 million supporting assistance loan which the United States 

made to Colombia in April 1962 provided that the Colombian pesos 
venerated by the loan would not be used for any purpose. AID in 
Washington, the Embassy and the AID Mission (I SAID) in Bogota 
all agreed that it was desirable to sterilize these pesos in order to avoid 
additional inflationary pressures on the Colombian economy.

By September, however—a month after Valencia took office the 
Colombian Government was requesting the release of the peso counter­
part to help alleviate a tight budget situation which had forced delay in 
payment of salaries to teachers and police.

Colombian officials also argued that release of the counterpart 
along with a new balance-of-payments loan of $60 million—was nec­
essary precisely to enable them to carry through the series of meas­
ures which the Valencia administration proposed. Besides devalu­
ation, these measures included a tax increase and a reduction in public 
employment. The negotiations dragged on through October, with the 
Colombians becoming increasingly insistent.

On November 7, the Colombian Government presented to Congress 
its stabilization program, including devaluation of the peso (the offi­
cial rate was to be lowered from 6.70 to the dollar to 9 to the dollar), 
the imposition of new taxes, an increase in existing taxes, and curbs on 
foreign travel. Most of these measures had been urged by AID though 
there were some who thought that the devaluation should have been 
carried out by executive order. In this view, the timelag between the
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a intention and congressional action provided
* l i 7 *?r ^creased pressure on the peso,
and made it less likely that the devaluation would achieve its intended 
purpose.

th? baSiS Of ^proposals to Congress and in antici­
pation of constructional approval, AID agreed on the following steps:

miliion leaSe °f the P6S° counterPart of the APril loan of $30

,, 2* ^PProYal of a million program loan on the grounds 
that its timing would facilitate the adoption by Colombia of the 
exchange and fiscal reforms prerequisite to implementation of 
the development program.
frL^p^ A S°m^ of the Peso counterpart 
J™ w $6]? ^ll1011,!0^ jor budget support (a suggestion 
measure UP Colomblan officials) as a “politically necessary”

¥d been ?Aded thafc release of the counter- 
th ?A° would not endanger monetary stability,

fnr Julcember 10 the April loan agreement was amended to provide 
Ma? ^^^Part pesos with the prior written approval of 

Go?™t WCnt mt° Payment of salaries a“d “>

A $60 million program, loan, December 1962
enSk f°r Ve7 Program loan of $60 million proceeded con- 
currentiy with negotiations for release of the counterpart from the 
dST bala^ce’of‘Payments loan. The United States found itself in a 
thP E;? Ae^neAhi^d’aS n°?d above’ wanted to make Colombia 
the showcase of the Alliance and to demonstrate confidence in Colom- 
fJom hX™m °rdei A stimulate greater contributions 
trom international and European lenders. On the other hand, the fiscal 
and monetary situation m Colombia was deteriorating seriously (for 
®jample, the balance-of-payments deficit was almost $90 million in 
^aIa^A’ 10 montbs of 196?)> and appeared that the anticipated 
Colombian resources were simply not available to carry out the devel- 
opment pl<m.

-Sf1.6 in which *he United States attempted to bridge the horns 
?\tbls dllemma was by making a program loan to support Colombia’s 
balance of payments, but conditioning the loan upon Colombian fiscal 
and monetary reforms and insisting upon the use of the peso counter­
part for development projects instead of budgetary support.
. Such conditions included a depreciation of the official selling rate 
increases in requirements for bank reserves and advance import de­
posits, and new tax legislation designed to insure budget balance with 
an expanded Government investment level consistent with Colombia’s 
10-year development program.
,... n°fed above, many of these measures were included in the sta­
bilization program which Finance Minister Carlos Sanz de Santa 
Maria presented to Congress November 7,1962. In making his presen- 
tation however, Sanz; indicated to Congress the U.S. approval of the 
$60 million loan in anticipation of actual approval. This was variously 
interpreted as (a) an effort to spur congressional acceptance of his 
program, and/or (b) an effort to pressure the United States into ap­
proving the loan. 1
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A few days later, AID listed the following purposes toward which 
the proposed $60 million development loan was directed:

1. To provide adequate foreign exchange to finance commodity 
imports needed to sustain planned levels of investment in both 
private and public sectors of the economy.

2. To counteract possible inflationary effects of internal expan­
sion arising from higher import levels.

3. To facilitate the adoption of exchange and fiscal reforms and 
internal monetary stabilization.

4. To direct the use of local currency counterpart generated by 
the loan to assist in financing high-priority projects to be approved 
by AID within the framework of Colombia’s development pro­
gram. (These included the creation of a private investment fund, 
low-cost housing support, and budgetary support of development 
projects.) . . ,

It may be noted that three of these four points are for practical 
purposes indistinguishable from a balance-of-payments loan and that 
the fourth, relating to local currency counterpart, deals with what is 
essentially a byproduct of balance-of-payments support. The use of 
counterpart was to be the subject of further misunderstanding between 
AID and the Colombian Government, as AID pressed to channel it 
into development projects and the Colombians wanted to use it for gen­
eral budget support. . „

The United States approved the loan following passage by the Co­
lombian Congress of the exchange reform law on November 20, 1962, 
increasing the official selling rate from 6.70 to 9 pesos per dollar.

The loan agreement was signed on December 18,1962. It conditioned 
loan disbursements on the adoption of necessary reforms. The first $30 
million tranche would be made available as soon as the exchange re­
forms had been implemented. The release of the second $30 million 
tranche would be contingent upon the satisfactory implementation of 
the other monetary stabilization measures and fiscal operations listed 
above, and specifically on progress toward increasing revenues and de­
creasing operating expenditures. The loan was repayable m dollars in 
40 years after the first disbursement. Interest was 0.75 percent a year, 
and there was a 10-year grace period on repayment of principal.

The first disbursement of $30 million was effected in late January 
1963 in the form of a $13 million cash deposit to the account of the 
Bank of the Republic at three New York banks, and $17 million to be 
made available for commodity imports under letters of commitment.

The United States also agreed to the release of $20 million m 
counterpart for budget purposes but stipulated that that amount 
could be used only for high priority development items. The United 
States wanted the remainder of the counterpart generated by the 
loan earmarked for a low-cost labor housing project ($10 million) 
and the proposed Private Investment Fund ($30 million). It feared 
that the release of more than $20 million for budget support would 
reduce the pressure on Congress for a tax bill and would also probably 
be at the cost of early financing of good development projects.
3. Colombian performance, 1963

The year 1963 began with retrogression, rather than progress, 
mainly because the devaluation of 1962 did not have the anticipated
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i7116 dela^ in congressional enactment of the devalution after 
it had been proposed by the Government and the consequent loss in 
private sector confidence led to a large capital flight. Private invest­
ment lost its momentum and was further hampered by the tight credit 
policies dictated by considerations of economic stabilization. Govern­
ment expenditures for current operations increased, rather than de­
creased, as the Government succumbed to political pressures and ap­
proved wage increases of 25 percent to 40 percent in both the public 
and private sectors, thereby vitiating anticipated revenue gains from 
exchange reforms. By the end of March, the cost of living had increased 
by 20 percent over the predevaluation level. Furthermore, the wage 
legislation contained an escalator clause tied to the cost of living, and 
this raised the prospect of another cycle of inflation later in the year.

Ine Bank of the Republic intervened in the free exchange market 
o support the devalued peso. This stabilized the exchange situation 

temporarily, but it had cost the Bank more than $40 million by the 
end of February. J

T° aggravate the financial situation even more, progress in the 
Colombian Congress m enacting the tax legislation required to finance 
the development program was very slow, and the Valencia adminis­
tration did not seem to be pressing the matter. Further, although there 
was some tightening of domestic credit, the central bank did not limit 
credit to its target ceiling. Finally, export earnings were at a seasonal 
low.

■ April 1963, the situation had not improved appre­
ciably .On May 15, the rediscount privileges of commercial banks were 
limited, but the effects of this action were not felt immediately. Deficit 
spending and short-term borrowing from U.S. commercial banks con­
tinued.

Colombian officials became increasingly impatient with what they 
considered to be an orthodox approach to Colombia’s financial prob­
lems. finance Minister Sanz stated that he would only give this 
approach 6 more months (from June 1963), and warned that if he 
did not succeed, and did not receive anticipated support from foreign 
countries, he would turn to severe exchange controls and bilateralism, 
even though he realized that such an approach could have a negative 
effect on growth. He thus indicated an attitude widespread in the 

growing conviction that no outside tech- 
mcians whether from AID or the International Monetary Fund, could 
understand the psychology and facts of the situation of a country like

Ju’7’ A“e™an official? that if the Colombian Govern- 
'"'j d?vel°l?™n‘ Pla»> citable public or private proj- 

V .f,°r u“Izatlon of counterpart. If no projects were 
y^’.then there was no justification for the use of the 

progiam loan technique to commit development funds. The State De­
partment instructed the Embassy to put heavy and continuing stress 
on project preparation. The Department thought that in order to aDDroJh8^ tr iTatin" °f ^-SUPP1^ resources, the project 
was Xd h d t0 fo owed’ no matter which financing technique

One of the budgetary problems was the weakness in basic data 
concerning Government revenues and operating expenditures. In the
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opinion of members of a private advisory group, the Colombian budg­
etary accounting system had “an unusual tendency” to obscure rather 
than clarify the facts of the Colombian fiscal situation, particularly 
with respect to the estimates of the cash flow which was important in 
assessing the impact of the budget on the monetary situation. It was a 
fairly common practice for agencies and ministries which were re­
fused approval for investment projects by the Budget Director to 
contract the project anyway. Thus in December the Government was 
usually presented with a substantial amount of bills for projects which 
were not authorized by the Budget Director although the expenditures 
were included in the budget of the current or some past year. The 
advisory group classed budget reorganization and reform with the 
balance of payments as the most urgent, immediate problems to tackle 
in Colombia, and recommended the possibility of technical assistance 
to the Ministry of Finance to revamp its accounting.

Meanwhile, the Valencia administration had become exasperated 
also with the delays in the Colombian congressional consideration of 
tax measures and presented to Congress special powers legislation to 
enable the President to do what Congress would not, or could not, do. 
The special powers bill passed Congress August 20, 1963. Its key 
provisions (or actions to be taken under its authority) could be 
summarized as follows:

1. Those expected to increase Government revenues during 1963 
and 1964 through a 20-percent surcharge on income taxes, estab­
lishment of a 3- to 10-percent sales tax, and compulsory purchase 
of long-term Government bonds by the commercial banks up to 
5 percent of their deposits.

2. Those allowing basic reforms to increase Government effi­
ciency and revenues, such as reorganization of tax administration.

3. Those leading to basic policy changes, such as new measures 
to fight speculation and hoarding, and the creation of a Monetary 
Commission as the policy body on monetary, creditj and exchange 
policy, thereby reducing the control of commercial banks over 
monetary policies.

These tax measures brought about a 45-percent increase in revenues. 
Even after allowing for the effects of domestic price increases, Gov­
ernment revenues rose by about 20 percent in real terms in 1963. Al­
though Government operating expenditures also rose by about 26 per­
cent (to meet additional requirements for debt servicing, combating 
violence, and the increased assumption by the National Government 
of expenditures for education, the judiciary, and the police), the cur­
rent account surplus increased from 200 million pesos in 1962 to 650 
million pesos in 1963. This surplus, together with about 212 million 
pesos in new foreign borrowing in excess of external debt amortization 
payments, was available during 1963 to finance investment expendi­
tures.

There was, however, considerable pressure within the Colombian 
Government to sacrifice investment in order not only to have a bal­
anced budget but even to repay Government debt. Sharp reductions in 
investment expenditures became the primary means of working toward 
a balanced budget. Government capital outlays declined to 900 million 
pesos, 30 percent below the 1962 level and more than 45 percent below 
the 1961 level in real terms. The cut in investment expenditures did, 
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however, cause the volume of Government operations financed by bor­
rowing from the central bank to be reduced.

The most disappointing phase of Colombian Government financial 
activities in 1963 was in the realm of monetary policy. While Govern­
ment borrowing from the Bank of the Republic decreased, the Bank 
increased its operations with the commercial banks so that there was a 
total central bank expansion of 850 million pesos (net expansion of 
about 2314 percent). The action taken in May to limit rediscount priv­
ileges was not effective, and central bank credit was above its ceilino1 
during more than half the year.

The third quarter of 1963 showed an abatement in the rate of domes­
tic inflation and a return of relative confidence, leading some observers 
to conclude that the economy had weathered the effects of the 1962 
devaluation. An important factor was the agreement by labor leaders 
and employers not to implement the automatic escalator clause of 
the February wage law—this in recognition of the inflationary effects 
of the earlier wage increases.

On October 11, 1963, the United States agreed to release the second 
tranche of $30 million of the $60 million loan of December 1962. The 
State Department cautioned the Embassy that this did not justify the 
release of any additional counterpart funds for budgetary uses.

B. MIDTERM ELECTIONS, 1964

1. Development of U.S. policy
Finance Minister Sanz’ exasperation with orthodox economic advice 

did not inhibit him from requesting additional program loan support 
from the United States for 1964 up to $100 million. Private Embassy 
opinion was agreeable to the program loan approach for the fiscal 1964 
credit program to Colombia, provided that budget support was ex­
cluded from the loan negotiations and that most of the peso proceeds 
were directed toward the private sector. Sanz’ request, however, was 
based in part on the need for assistance to alleviate the budgetary crisis.

j e basic problems were clear enough: balance of payments and 
budget deficits which threatened the stability of the economy; the 
need for agricultural expansion in crops other than coffiee; the need 
for accelerated industrial development; fiscal and administrative 
reforms, educational reform, and the adoption of a planning opera­
tion commensurate with the new responsibilities of the Government 
tor assuring social stability and economic growth.

The short-term question was how to fill the exchange gap until struc­
tural changes in industry and agriculture could begin to make their 
contribution to development. The United States generally viewed the 
coalition of political forces in power under the National Front as 
relatively well equipped to pursue Alliance for Progress objectives.

as 1963 WOre on’the con£ressi°nal elections scheduled for March 
1964 began to cast a long shadow over the willingness of the Valencia 
government to take political risks. The situation was similar in many 
respects to that which had prevailed 2 years earlier prior to the elec­
tions of 1962. The U.S. response also had many similarities.

There also developed grounds for doubt about the wisdom of IMF 
advice to Colombia. The devaluation of 1962—admittedly handled in 
a clumsy way—had caused at least as many problems as it had solved.
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The IMF leaned too heavily on crude control mechanisms (e.g., over­
all credit expansion ceilings) and gave insufficient attention to those 
foreign exchange problems not entirely susceptible to solution by im­
proved monetary, fiscal, and exchange policies.

U.S. assistance policy continued to be based on support or the Colom­
bian Development Plan and on the internationally agreed estimate of 
the required net inflow of foreign capital to achieve the goals of the 
plan (approximately $200 million a year with the U.S. share approxi­
mately 50 percent of the total). It was feared that if the United 
States reduced the availability of external assistance committed to 
Colombia, other members of the Consultative Group of the Interna­
tional Bank for Reconstruction and Development might also reduce 
commitments producing a snowball effect, with the possibility of asso­
ciating the United States with a failure rather than with a successful 
enterprise. Furthermore, it was projected that a reduction of availa­
bilities in fiscal year 1964 would almost certainly jeopardize the impact 
of those funds already committed.

By the fall of 1963, it was clear that the goals of the IBRD-OAb- 
approved 10-year development plan had been overly optimistic, and 
that investment was well short of the plan’s target levels. This called 
into question the basic requirements of the plan in relation to the Co­
lombian budget, the balance-of-payments problem, agricultural strat­
egy, and the effectiveness of the Colombian Planning Office. The query 
was even raised as to the relative importance to be placed upon the 
existence of a development plan as opposed to satisfactory current 
performance in mobilizing resources for development. It was sug­
gested that the development of a longterm plan was not a sufficient 
condition to insure economic growth and could actually be counter­
productive if accompanied by inflationary policies. The decline in 
public investment in Colombia during 1963 to a level 45 percent below 
the 1961 level in real terms was attributed to the Colombian Gov­
ernment’s effort to pursue its development plan objectives without 
first pursuing adequate fiscal and monetary policies.

An additional point was made that a combination of U.S. balance- 
of-payments problems, congressional review of past AID practices, 
and the need for stronger justification for aid to Colombia at near 
the same level in the face of greater competition for less funds meant 
that the United States would have to require more extensive and 
specific Colombian performance as a condition of aid. The State 
Department warned the AID Mission in Bogota that any assignment 
of U.S. development assistance to budget support in any Latin 
American country would be increasingly regarded as a misuse of 
development funds, and would not be approved except in extremely 
unfavorable circumstances.

Self-help measures as prerequisites to U.S. assistance were never 
challenged in any State Department strategy. Occasions were foreseen 
in which it would be wise not to press firmly for an immediate deci­
sion on a self-help issue because of the political risk but in which con­
tinuance of a substantial level of aid would be justified because of the 
potential of the country, the open political system, and the “overall 
self-help context.” A serious, sustained balance-of-payments crisis 
was seen as a major threat to political stability.
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The renewed atmosphere of confidence in Bogota in the late sum- 
Ti? /J963 led the ls?ulnS of long-range strategy projec­

tions that after 3 years of a considerably increased level of disburse­
ments of U.S. official assistance, the United States would be able to 
make a sharp reduction m AID disbursements in 1967. It was believed 

the determination of the Colombian Government to follow 
self-help measures in the financial policy field and given the provision 
f increased foreign assistance to allow the private sector to increase 

its imports of capital equipment, it could be possible to predict a 
beginning in 1966. It was estimated that by 

o bb the Colombian economy could achieve a growth rate as high as 
8 percent a year in gross national product and maintain that growth 

q ‘he decade. Once the high growth rate was 
reached, the attraction of such a rapidly growing market for private 
capital and assistance from other governments would allow a fairlv 
rapid reduction in net U.S. assistance. The key prerequisities of this 
exceptional growth rate were listed as:

1. An intense export promotion drive.
2. Establishment and maintenance of an exchange rate svstem 
9 a encouraged exports and import substitution.
3 A higher level of imports, particularly of capital goods while 

continuing direct controls to discourage luxury consumption 
Uli IJO1 Lb.

4. Major programs to expand agricultural production for the 
domestic market.

5. Continuation of generally responsible policies in financial 
ana other areas.

The key element of this optimistic projection was the timing and 
Zt was concluded that the “underlying 

strengths of the country were so great that the United States should 
a max™um effort” in the immediate future to 

Keep the Colombian economy moving forward.
conclusion, of course, was the dilemma which 

n? n?d ^died m-°? °f the aid Pro£ram to Colombia. Limitation 
njTla assistance would be the most powerful short-term tool 

available to the United States to influence Colombian policies with 
rates and exPort Promotion, but ™ m th2S to01, pould at the same time produce shock waves which

would threaten political as well as economic stability.
2. Negotiation of the first 196program loan {$15 million)

inflow from project and program loans. The main problem was com­
pliance with the requirement that at least 50 percent of the gross

£ S fi!’aJncefl by.‘he ^ns and transported on Mean 
r i'T! °U ?"vately owned U.S.-flag commercial vessels to the extent that such ships were available at fair and reason-

«^®.ra‘es- Determination that U.S.-flag commercial vessels were not so 
4 ?RP.ro™d b'V AI^ documentation which had 

to be presented to AID in keeping with this requirement were the bills 
ot lading and statements indicating the U.S. origin of the goods being Shipped. The lack of such documents delayed ^ial disbursement 
of the December 1962 loan until April 1964.
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In view of this delay, Embassy officials recommended the signing 
of a new AID loan before the end of January 1964, in order to limit 
a possible reduction in Colombian gross reserves at the end of Feb­
ruary. It was suggested that disbursements under the projected 1964 
program loan begin by mid-November 1963, in view of the fact that a 
considerable part of the AID disbursements made in 1963 had in 
effect been offset by repayments to the Export-Import Bank, primarily 
against balance-of-payments loans of prior years.

Underlying these policy recommendations was the belief that the 
U.S. commitment to Colombia was one of the main factors behind 
the willingness of commercial banks to extend substantial credit. It 
was thought that such commercial bank lending might be crucial in 
avoiding a crisis in 1964, and that if a crisis occurred, the commercial 
banks might then be unwilling to follow the U.S. Government lead 
in other countries of Latin America, with the result that a major 
source of funds would be lost to the Alliance for Progress.

One of the crucial factors was the exchange rate issue. The exchange 
system in effect throughout 1963 consisted of, on the buying side: (1) 
a fixed rate of 7.10 pesos per dollar applicable to export proceeds of 
coffee, gold, manufactured goods with a high import component, for­
eign exchange sales by petroleum companies, and capital brought in by 
metal extracting companies; (2) a fixed rate of 9.00 pesos per dollar 
at which the proceeds of official foreign loan disbursements were made 
to the national Government for local currency expenditures; and (3) 
a nominally fluctuating rate equal to the average rate in the free 
market of the previous week for all other export proceeds. On the 
selling side, the only official exchange rate was the auction rate of 9.00 
pesos per dollar which applied to import payments and certain in­
visible payments. All other transactions passed through the free market 
where the rate was pegged at 9.99 pesos by central bank support 
operations.

This system permitted continuing subsidization of a large volume 
of capital flight and discouraged exports, but Colombian authorities 
were reluctant to enact reforms in their sensitive political environ­
ment.

They firmly denied that the existing system provided an inadequate 
incentive for noncoffee exports. They minimized the capital flight 
problem, and flatly opposed any change at that time.

U.S. officials therefore concluded that immediate action on ex­
change reform was not feasible. The U.S. position reflected a feeling 
that the 1962 devaluation had been poorly handled and that extensive 
careful preparation was needed if a new devaluation was to yield the 
desired economic results.

However, as 1964 began, the Government found itself under pres­
sure from coffee growers to eliminate the difference between the ex­
change certificate rate of 9.00 pesos per dollar and the 7.10 peso rate 
paid to coffee growers. The immediate response of the Finance Min­
ister was that such an action would cripple the 1964 budget and would 
create the danger of another devaluation in 1965. On January 10, 
1964, the Government compromised and devalued the exchange rate 
for coffee and petroleum exports, as well as capital brought in by 
metal extracting companies, from 7.10 to 7.30.
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On the other hand, the Government promised to observe a specific 
ceiling on the total domestic operations of the Bank of the Republic. 
It also stated its intention to eliminate progressively all uneconomic 
pricing policies and subscribed to the principle that wage and salary 
adjustments should be related to productivity.

On February 14, 1964, the International Monetary Fund agreed to 
a^ standby for up to $10 million, not to exceed $2.5 million a quarter. 
The United States told the Colombians that pending a significant im­
provement in the exchange system, the United States was prepared 
to provide only $15 million of the tentatively programed $60 million 
loan for 1964. This tranche would permit the payments problem to be 
financed until after the March elections, while the remainder of the 
1964 program support funds would not be negotiated until the United 
States was satisfied that the revised exchange system was working 
in a satisfactory manner.

Additional bilateral issues now presented themselves—the relative 
amounts of capital and consumer goods in the Colombian import 
budget, whether or not Colombia was giving preference to license 
requests for imports from non-U.S. sources, and the eligible date for 
imports financed by the AID loan. From the point of view of long­
term Colombian development, it was clear that imports of capital 
goods would make a greater contribution than would imports of con­
sumer goods—though both were no doubt desirable. The question of 
preference for imports from non-U.S. sources was postponed, not to 
be seriously addressed until 1966 when it arose in the form of the 
complicated question of “additionality”—that is, the use of AID loans 
to provide additional exports for the United States, over and above 
what would have been expected on the basis of historic performance.

The issue of the eligible date for import financing was more 
immediate.

It was proposed, in accordance with an Embassy/USAID recom­
mendation, that the eligible date for import financing under the loan be 
retroactive to July 1,1963. This request came into conflict with a specific 
manual order which stated that loan funds should not be used to pay 
for commodities delivered, construction undertaken, or debts incurred 
prior to the time the AID assistance was made available. It was ar­
gued, however, that retroactive financing was possibly the only tech­
nique to achieve the purposes of the loan; that is, to insure the main­
tenance in 1964 of the volume of imports needed to support the Colom­
bian planned development program. It had been determined that 
Colombia had no reasonable source for such long-term financing other 
than AID, and that if the funds were made available only for future 
imports on normal credit terms (which averaged 9 months), disburse­
ments would be substantially delayed and would have no effect on 
Colombia’s ability to meet its current debts, and thus on its credit 
position. In such case the momentum of imports would be jeopardized. 
It was also pointed out that although the commodities financed by 
AID funds were obviously important in affecting the level of invest­
ment and thus growth, predictability and confidence were also crucial 
factors to be considered. Thus, retroactive financing was finally au­
thorized on the grounds that a contraction of credit provoked by for­
ward financing would be undesirable from the standpoint of the long- 
range economic development of Colombia.
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It was considered essential that the $15 million loan be consum­
mated without undue delay, in order not to break the continuity of 
foreign exchange disbursements for essential purposes m the early 
part of 1964. The analysis approved by the AID Development Loan 
Committee indicated that an interruption in the flow of disbursements, 
or a major reduction in the net foreign exchange reserves would 
result in a confidence-shaking foreign exchange crisis in Colombia 
which, in turn, would make the availability of short-term credits from 
U.S. commercial banks doubtful, as well as accelerate outward move­
ment of Colombian capital.

This reasoning was not entirely persuasive to the State Department, 
some officials of which cited congressional action in the Foreign Assist­
ance Act of 1963 providing that Alliance funds not be diverted to 
short-term emergency purposes such as balance-of-payments shore-up 
operations, and that all necessary financial planning must be carried 
out before a loan agreement was signed. The need was underscored for 
an adequate rationale which related Alliance for Progress funds to the 
long-range economic development of recipient countries in cases of 
nonproject loans. In response to these criticisms, Embassy/AID offi­
cials pointed out that the proposed loan was intended to support the 
same objectives as those for which the earlier development loan was 
made, and that it had to be viewed within the same context. It was 
denied that the contemplated assistance was for emergency purposes 
but it was argued that an abrupt change in the U.S. lending policy 
could itself create an emergency balance-of-payments situation.

The U.S. Government authorized the $15 million loan on January 
30, 1904, and the loan agreement was signed March 11.

On March 14, the National Front won the congressional elections, 
but it was left with a bare two-thirds majority in Congress, the mini­
mum necessary for approving legislation. The followers of ex-dictator 
Gustavo Rojas Pinilla increased their representation from 6 to 27 
seats. Further, approximately 70 to 75 percent of the voters stayed 
away from the polls. This large abstention, plus the increased strength 
shown by Rojas’ faction of the Conservative Party, was widely inter­
preted, both in Colombia and abroad, as reflecting general dissatis­
faction with the political performance of the National Front and a 
disenchantment both with President Valencia and the Colombian Con­
gress which frequently found itself immobilized for lack of a quorum.

The terms of the $15 million loan were repayment in U.S. dollars in 
40 years, including a 10-year grace period, and interest of 0.75 percent 
during the grace period and 2 percent thereafter. The prerequisites to 
loan disbursement were as follows: (1) Colombian Government evi­
dence of legal obligation; (2) evidence of arrangements made by the 
Colombian Government for implementation of the 1964 import budget; 
(3) agreement by the Government and the Bank of the Republic to 
carry out a “sound monetary policy”; (4) establishment of a system for 
reporting current account budgetary surpluses on a cash flow basis; 
and (5) assurance of Colombian efforts to achieve a current account 
surplus of not less than 1.1 billion pesos during calendar 1964.

The Colombian Government was urged by Embassy officials to pre­
pare all “conditions precedent” documents as soon as possible to assure 
minimum delay in disbursements. The terminal date for the fulfill­
ment of conditions precedent had been set in the loan agreement at



24

May 15, 1964, and the 1964 import budget (which was prepared by 
the planning office with the technical assistance of a Harvard ad­
visory group) was submitted to the AID Mission on April 22, 1964, 
but the rest of the legal documentation was not submitted until mid- 
W 7?? conditions precedent were finally approved by Embassy/ 
•“ID officials on July 28,1964, and the Finance Minister was informed 
of disbursement authorization on August 13,1964—5 months after the 
loan was signed.

The matter was not yet resolved, however, as a new complication 
arose with respect to the problem of allocation of peso proceeds 
This eventually led, in October 1964, to an amendment to the loan 
agreement to incorporate the peso uses expressly among the officially 
defined purposes of the loan. The first disbursement under the loan 
was made on November 20, 1964—8 months after signature. The loan 
was fully disbursed by March 3,1965.

C. THE $45 MILLION LOAN, JULY 1964

Although the United States had told the Colombians that it was 
prepared to negotiate a loan beyond $15 million only when it was 
satisfied that the revised exchange system was working satisfactorily, 
exchange reform was not pressed in the ensuing negotiations for an 
additional loan. This appears to have been due to a resurgence of 
economic confidence despite the continued air of political crisis, lag­
ging disbursements of foreign loans, and a poor 1963 harvest which 
torced food prices up at a time when the Government was trying to 
hold down wages. &
x- A prices encouraged the expectation of an addi­
tional $70 million m export earnings. The net reserve position of the 
Bank of the Republic improved by $10.2 million. An additional boost 
to confidence came in April with the approval by the Export-Import 
Bank of a $17.5 million loan to Colombia’s Hydroelectric Develop­
ment Institute (Electroaguas) for five power projects. The Govern­
ment also announced a 10-percent gasoline tax effective January 1964,

general sales tax effective January 1965 as measures to reduce 
the budget deficit.
- continued disbursements on the 1964 standby agreement
*°£$10 mih10n during the first three quarters of the year.

The United States seized upon the opportunity provided by this 
atmosphere of general economic confidence to make the strongest 
efforts to date toward economic development in connection with nego­
tiations of the next loan agreement. Heretofore, program loans had 
either been frankly political with the purpose of tiding the country 
over an electoral period (as in April 1962 and March 1964) or had 
been primarily aimed at backing up a stabilization program (as in 
December 1962). Stabilization purposes continued to be important, 
out developmental objectives now received a new emphasis.

In negotiation of the second 1964 loan agreement, the United States 
had two major sets of objectives. The first was with respect to Colom­
bian policies for economic stabilization and development. The second 
was with respect to the ground rules under which the loan would be 
disbursed.
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With respect to Colombian policies for economic stabilization and 
development, the United States sought to support a Colombian pro­
gram containing—

(1) Limitations on the increase of short-term debt. AID originally 
wanted an increase of no more than $10 million, subsequently raised 
this to $15 million, and then agreed to accept a Colombian letter of 
intent to reduce short-term borrowing.

(2) Limitation of imports to $440 million a year (which had been 
agreed to in March) and establishment of procedures which would 
reduce imports of raw materials and intermediate goods for luxury­
type production in favor of capital goods. This presented no problem, 
though imports during the first 5 months of 1964 were slightly above 
the limit.

(3) Prompt development and implementation of a specific program 
to promote exports. In June the Government announced plans to estab­
lish a single organization to coordinate trade policy and stimulate 
exports. It eliminated prior deposits on exports except for coffee and 
set up several committees to study export problems and recommend 
additional specific actions.

(4) Creation by November 1964 of an organization to undertake 
early completion of a comprehensive agricultural plan, including ef­
forts to identify and work on priority agricultural problems with 
emphasis on those affecting the balance of payments. This was agreed 
to.

(5) Colombian cooperation with a forthcoming UNESCO-AID 
study of primary and secondary education, with the possibility held 
out of assistance to education from the peso proceeds of the program 
loan.

(6) A number of specific steps to improve tax administration and 
collection. The United States agreed on tax advisers from the Internal 
Revenue Service to aid in the collection of delinquent taxes and in ex­
pediting the issuance of tax assessments.

(7) Monetary policies which would avoid inflationary pressures. 
Without obtaining specific commitments, AID negotiators concluded 
that in general the actions of the Monetary Board during June were in 
the right direction, showed the Board’s control over the monetary situa­
tion, and were adequate for AID’s purposes.

(8) A budget with a surplus on current account and an increase in 
investment. This proved to be the thorniest question of all. Government 
activities were expanding—principally in the fields of education and 
counterinsurgency—and more funds were needed for current operating 
expenditures. Few cuts seemed advisable in the 1964 budget and a target 
was established of 1.1 billion pesos surplus on current account in 1964— 
the same level that had been agreed to in connection with the March 
loan—and a target of 1.3 billion pesos for Government investment 
during the year. AID also agreed to release counterpart up to $10 
million peso equivalent for investment projects if there should be an 
unforeseen shortfall in revenues.

With respect to the ground rules under which the loan was to be 
disbursed, there were three issues*—additionality for U.S. exports, ma­
rine insurance, and forward procurement.

The issue of additionality was destined to become one of the most 
vexing and complicated in the entire aid program to Colombia. It 

21-145—69------3
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arose because AID, for balance-of-payments reasons, had long been 
following a general worldwide policy of tying its loans to U.S. 
procurement, except in a limited number of special cases. The compo­
sition and source of Colombian imports, however, indicated that Co­
lombia was using AID loans to pay for goods which would have been 
imported from the United States anyway and was using foreign ex­
change generated by its private sector to pay for increased imports 
from other countries. Thus, instead of generating additional U.S. 
exports, AID loans seemed to be permitting the diversion of Colom­
bian foreign exchange to third country procurement.

The issue of marine insurance arose because of an apparent con­
flict between U.S. and Colombian laws. The U.S. law—section 604(d) 
of the Foreign Assistance Act of 1961, as amended—provided:

(d) In providing assistance in the procurement of commodities in the United 
States, United States dollars shall be made available for marine insurance on 
such commodities where such insurance is placed on a competitive basis in accord­
ance with normal trade practice prevailing prior to the outbreak of World War 
II: Provided, That in the event a participating country, by statute, decree, rule, 
or regulation, discriminates against any marine insurance company authorized to 
do business in any State of the United States, then commodities purchased with 
funds provided hereunder and destined for such country shall be insured in 
the United States against marine risk with a company or companies authorized 
to do a marine insurance business in any State of the United States.

The Colombian law provided that risks involving shipment to the 
final port of destination within Colombia be insured with companies 
legally registered in Colombia.

In the spring of 1964, the State Department proposed to meet both 
the problem of additionality and the problem of marine insurance by 
taking a modest first step toward putting AID commodity financing in 
Colombia on a forward basis. Theretofore, AID loans had been retro­
active. In effect, they had paid bills already incurred. This had been 
justified on the grounds that if funds were to be made available for 
future imports on normal credit terms, disbursements would be sub­
stantially delayed and thus would have no effect on Colombia’s ability 
to meet current obligations or on its current credit position—or, what 
was probably more important, its current political position. Disburse­
ments had, however, been seriously delayed anyway.

Forward procurement would allow AID to select in advance the 
categories of goods which it would finance and thereby hopefully 
insure that AID financing would result in additional U.S. exports. 
Forward procurement could also meet the marine insurance problem 
by providing that AID-financed imports could be insured by any 
authorized company in the free world and that if the imports were 
on a c.i.f. basis, the U.S. exporter could contract for marine insurance 
in accordance with standard U.S. procedures.

It was therefore decided that $10 million of the first tranche of $20 
million of the new loan should be limited to forward procurement. It 
was estimated—on the basis of calculations which are not clear—that 
this would provide additional U.S. exports of $15 million.

The loan for $45 million was signed on July 13, 1964. The AID 
Mission believed that the Colombian Government was dealing seriously 
with its financial problems. No specific item of performance was men­
tioned among the conditions precedent to initial disbursement. Prior 
to the signing of the agreement, a letter was obtained from the Minister 
of Finance outlining the policies which his Government intended to
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follow. The loan agreement specified that disbursements of AID funds 
would be in three tranches: the initial tranche of $20 million ($10 
million of which was under the “prior notice” or “forward procure­
ment” system) following fulfillment of the basic legal conditions prec­
edent, and the next two tranches of $15 million respectively following 
program reviews to be held during the months of September or October 
1964, and during January 1965. All of the last two tranches as well as 
half of the first tranche—i.e., $35 million in all—could be used for 
retroactive financing on goods delivered or services performed after 
July 1, 1963, as in the case of the previous program loans. As was the 
case under the March 1964 loan, monthly reports were to be made by the 
Bank of the Republic on the progress of the Government’s fiscal and 
monetary program. The loan agreement carried the mini­
mum statutory terms for AID development assistance lending, i.e., 10- 
year grace period at an annual rate of three-fourths of 1 percent with 
a repayment period of 40 years at 2 percent interest. Pesos accruing 
from the loan were to be set aside in a separate account in the Bank of 
the Republic until such time as their uses had been agreed upon by the 
United States and Colombian Governments. In the opinion of high 

and as a pro­
program loan

Agency officials: "As a piece ot development economics 
posal for negotiating strategy this is one of the best 
papers that we have received.”

D. ECONOMIC CRISIS, 1964-65

The summer of 1964 might be termed the calm before the storm inso­
far as the Colombian economic situation was concerned. The Bank of 
the Republic quarterly report for May-August, showed steady gains 
in most fields of monetary and fiscal policy. During that period the 
Bank maintained its credit operations below the ceiling. In fact, the 
contractionary monetary policy was so successful that it sparked a 
public debate between Cabinet Ministers as to the possible effects of 
such rigid controls on the development of the economy. In August, 
the Monetary Board yielded to pressures (especially from merchants 
suffering from depressed retail sales) and lowered the marginal reserve 
requirements 10 percentage points, thus freeing directly over 100 mil­
lion pesos for commercial bank lending. During the same period no 
significant developments occurred in the fiscal accounts, although 
Embassy officials estimated that given existing revenue patterns and 
the likelihood that investment spending would increase, the year’s 
surplus would probably be around 950 million pesos, somewhat short 
of the target set during the loan negotiations.

Certain rumblings beneath the surface, however, foretold impend­
ing financial upheaval. The loudest rumble was the cost of maintain­
ing the free exchange rate, which came to $24.2 million during the first 
7 months of 1964. A portion of the cost was explained by the flight 
of capital in April and May when devaluation was feared. A second 
point of concern was the repayment by the Bank of the Republic 
of almost $48 million of public short-term debt to the Federal Reserve, 
the Export-Import Bank, and U.S. commercial banks. While this proc­
ess did not significantly alter the Colombian gross reserve position, it 
was accomplished by accumulation of an even shorter term debt 
through acceptance drawings and swaps. Some observers felt that had 
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AID disbursements followed their anticipated course, such acceptance 
drawing probably would not have been necessary. In addition to the 
public short-term debt problem, private short-term foreign Arrowing 
had become increasingly common under a procedure of commercial 
bank endorsement designed to circumvent the tight domestic mone­
tary policy. About $13 million was borrowed in this way during the 
first 6 months of 1964.

On August 1, President Valencia and Finance Minister Calle pre­
sented their proposed 1965 national budget to Congress. It called for 
expenditures of 4.4 billion pesos, of which 3.3 billion pesos were for 
operating expenses (compared to 3 billion in the 1964 budget) and 
1.1 billion were for investment (compared to 1.2 billion in 1964). 
Despite the general euphoria which had recently prevailed, the Presi­
dent stressed the bleak realities of the Colombian fiscal situation, ad­
mitting that the budget did not meet the Government’s responsibilities 
for either current operations or investment. He pointed to the fact that 
by law revenue estimates were based on 1964 collections (and thus on 
1963 incomes), while expenditures had to face the price inflation which 
had occurred and was continuing during 1964. He placed himself 
implicitly in opposition to recent proposals to delay the implementa­
tion of the sales tax and of an income-tax withholding system by indi­
cating that the Government might be forced to use authority under 
the new Organic Budget Decree to revise revenue estimates and re­
quest corresponding new appropriations if so required by “extraor­
dinary economic circumstances.” The latter referred to the conflict 
between revenue inflow, based on 1963 prices, and expenditure outflow, 
based on 1965 prices. An obvious risk was that investment spending 
would fall in real terms, even if in current terms the Government was 
adhering to the level agreed to during the loan negotiations. Also, 
Colombia’s fiscal situation would continue to be serious until new taxes, 
such as the withholding tax and the sales tax, were implemented.

In accordance with the intentions it had stated during the loan 
negotiations, the Colombian Government implemented two decrees 
under the special economic powers law which (1) permitted more 
effective action against tax delinquents; (2) provided for the imple­
mentation of the recently established superintendency of foreign com­
merce; and (3) contained provisions for the control of private short­
term credit by the monetary board. These measures stopped short, 
however, of including provisions for establishing a unit to administer 
the withholding system scheduled to go into operation January 1, 
1965.

By mid-October, the time of the first scheduled program review un­
der the loan agreement, little additional progress had been made to­
ward further stabilization of the economy. One positive achievement 
was the control of the price inflation which had plagued the first half 
of the year, and which was stemmed with the help of favorable crops 
after the middle of the year. This development was largely offset by 
the abolition of the coffee retention which previously had financed ex­
cess coffee stocks on a noninflationary basis. The retention tax involved 
the requirement that exporters deliver to the National Coffee Fund, 
without compensation, a specified percentage of any coffee they ex­
ported, either in kind or by payment of an equivalent amount in cash. 
It was first imposed in 1958 to allow the Coffee Federation to absorb 
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excess supplies without incurring further losses. However, as a con­
cession to growers, the retention was drastically reduced at the tune 
of the main crop at the end of each year. After the 1962 devaluation, the 
retention tax was virtually eliminated in February 1963, as a result 
of pressures from coffee exporters, while the surplus added to stocks 
remained substantial. Thus, throughout 1963 and 1964, the Federation 
of Coffee Growers had increasing recourse to the central bank to 
finance these coffee stocks. The peso became increasingly overvalued 
and import pressures increased.

Political deterioration continued in September, and the resulting 
loss of confidence led to increasing pressure on the free-market rate of 
GxdlcHl^’©.

On October 24, with capital flight increasing, the Bank of the 
Republic terminated its support of the free market, because it was 
proving too costly. Four days later the U.S. Ambassador and AID 
Mission Director requested immediate release on an urgent basis oi 
the $15-million loan which had been signed in March. They under­
lined that in view of the economic measures taken by the Colombian 
Government in past days to restrict capital outflows and to achieve 
a more realistic exchange rate, the availability of the $15 million 
credit might be an important factor in bolstering the Governments 
financial position and in contributing to political stability. Approval 
from Washington was given immediately, and disbursements began 
on November 20, 1964. No such rapid action was taken on the still- 
unreleased first tranche of the July loan, however, because of the 
unresolved issues of marine insurance discrimination and clarification 
of the forward procurement portion of the loan.

Colombians were bitter over U.S. insistence on these points.
1. Effects of terminating support of free exchange rate

In the fall of 1964, Colombia had three foreign exchange rates:
(a) The coffee rate, which applied to dollars earned by coffee 

exports and to dollars brought into Colombia for petroleum invest­
ments. This was 7.30 pesos per dollar.

(&) The certificate rate, which applied to certified imports, stu­
dents, and governmental transactions. This was 9.00 pesos per dollar.

(c) The free rate, which applied to noncertified imports and to so- 
called minor exports—that is, everything except coffee, petroleum, and 
bananas. Until October 24, the free rate was 9.98 pesos per dollar.

The Government’s decision to stop supporting the free rate and to 
permit it to rise had some of the effects of a devaluation. Minor ex­
ports were encouraged, but the dollars thus earned became cor­
respondingly more expensive in peso terms. The effect on the economy 
as a whole was inflationary, and the Government was forced to resort 
to deficit spending in order to maintain current expenditures. Further, 
the increasing spread between the free rate, on the one hand, and 
the coffee and certificate rates, on the other hand, intensified the dis­
tortions which are inherent in a multiple-exchange rate system.

As the free rate rose during the first weeks of November, the Mone­
tary Board took action by permitting the commercial banks to retain 
for resale up to 40 percent of exchange earned by minor exports and 
lowered the coffee reintegro (that is, the fixed amount of dollars per 
bag which the exporter had to surrender to the Government). The first
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™the °f exc^n.Se and the second reduced the 
it. The result was to stabilize the free rate between 12.50 

rSJ2-70/^11^ th® remainder of November and into December, 
ihis stability was shortlived, however. In early December, the free 

^r808- per ddiar while sales in the certificate market 
Poi^krd gross reserves of the Bank of the
Republic fell to about $70 million, the lowest level in 15 years To 

M ? m,°Petai:y situation during this period was 
ose. The Monetary Board had intended to create the opposite effect 
EE res6rve requirements 3 percentage points in early 
Silt ^bk WaS compliance with these new
Chr the system under the pressure of normal increased 
^nristmas needs. Unusually large Government borrowing from the 

°f ™ December also contributed to increasing
monetary liquidity. The IMF withheld the final tranche of the 1964 
standby. In order to halt a further diminishing of confidence in the ex- 

Republic in December borrowed on short term $30 mil ion from the U.S. Federal Reserve System. Antici­
pating similar problems in 1965, the Bank at the same time initiated 
negotiations with U.S. commercial banks to convert its acceptance 
lines into 5-year loans. r

Before adjourning in mid-December, the Congress approved the 
P"™I®65, budget proposal. In real terms, this budget was no 

gei than that of 1964, but it was based on an even greater level of 
o/a —x i & the termination in 1964 of

tne 20-percent surcharge on income taxes. In an atmosphere of Govern- 
weaK“eSS’ and general political opposition to new 

taanc al burdens public protests and strike threats erupted against 
the sales tax scheduled to go into effect on January 1, 1965. A bill for 
repeal was introduced in the Congress, but failed for lack of time 
before adjournment.

Government was publicly insisting that devaluation 
av as unthinkable, it seemed to be virtually inevitable.
2. U.8. response to the economic crisis

The first review of Colombian economic performance under the 
terms of the Juiy 1964 loan of $45 million, none of which had yet 
been disbursed was held in September and October. It was found that 
while some additional progress was needed, the Colombians had not 
only met the specified conditions precedent for release of the first 
tranche, but that their overall efforts had satisfied the conditions 
precedent to the second tranche.

On this basis and on the basis of indications that the exchange rate 
might be reformed m the near future, AID administrators in Wash­
ington recommended increased flexibility regarding the marine insur­
ance and forward procurement problems so that release of the entire 
$45 million could be negotiated on a basis which would permit imme­
diate relief to the Colombian foreign exchange position.

In December 1964, the Colombian Government agreed to place in 
operatmn as soon as possible the system of forward procurement, ap­
plied to $10 million of the first tranche. This system would include 
provisions to assure that imports financed by AID loans were covered 
by marine insurance placed with any authorized company in the free 
world. It was suggested that if the imports were financed on a c.i.f.
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basis, the U.S. exporter could contract for the marine insurance in 
accordance with standard U.S. procedures. Colombia agreed that this 
procedure would be put into effect under any future loans negotiated 
between the two governments. . . ,

The United States reserved decision on the release o± the third 
tranche of $10 million until after the January 1965 program review. 
It was understood that this third tranche would not be subject to the 
forward procurement system, but would be available for retroactive 
financing. (This amounted to telling the Colombians that they could 
run up bills in anticipation of getting the money to pay them.)

AID requested letters of commitment providing for reimbursement 
financing to be opened on three U.S. banks on December 28, 1964.
3. Further economic deterioration

The new year opened in an atmosphere of general economic uncer­
tainty. Speculative activities increased and forced the free rate even 
hio-her (up to 15.30 on February 17). President Valencia continued 
to insist that devaluation was politically unacceptable and openly took 
a pledge against it. The scheduled January program review under the 
July 1964 loan agreement was postponed.

The fiscal situation seemed to ease somewhat toward the end of 
January when the President avoided a general strike through Govern­
ment-union negotiations. He established a commission to review the 
sales tax against which the strike was to be a protest. The commission 
recommended a 13-point program which included imposition and/or 
revision of various taxes, budgetary limitations, and issuance of de­
velopment bonds, among other measures. The program was to be 
submitted to a special session of Congress to convene in March.

The first quarter also saw a drop in the New York price for coffee 
and a dock strike in the United States which reduced coffee exports. 
As a consequence, reserves from export earnings increased less than 
seasonally despite the favorable response of minor exports to the move­
ment of the free exchange rate. Although the Bank of the Republic 
repaid its December 1964 loan from the Federal Reserve in March 
1965, it was forced to draw heavily on the new credits obtained in 
January from U.S. commercial banks.

Toward the end of March the country was shocked by a series of 
kidnapings and increased rural violence which culminated in the 
murder of former Development Minister Harold Eder. At the least 
the assault caused people of means to consider abandoning industrial 
or agricultural expansion plans; at the most it caused them to con­
sider cashing in their holdings and leaving Colombia, on the simple 
theory of safety first. Renewed pressure developed on the free rate of 
exchange. The special session of Congress was postponed until the end 
of April, and there was doubt that significant action would be taken 
before mid-June, if at all.

Finance Minister Calle resigned on March 28 and the program re­
view was again postponed, but Washington was doubtful that release 
of the $10 million tranche could have been justified in any event

The new Finance Minister, Hernando Duran Dussan, maintained 
that Colombia was interested in the tranche and a joint working group 
was established at the end of April to review statistical data. However, 
little progress along this line was made.
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In June 1965, the forward procurement portion ($10 million) of 
the first tranche of the July 1964 loan was finally released when agree­
ment was reached with Colombia on the list of commodities eligible for 
forward procurement financing. At the same time USAID authorized 
the immediate disbursement of 80 million pesos of counterpart from 
the loan to be used for private sector credit through the Private In­
vestment Fund. At the time this decision was reached, there was some 
discussion as to the possibility of releasing the $10 million on an ad­
vance commodity import financing basis; that is, upon decision to re­
lease the funds, the checks would be deposited immediately in U.S. 
banks designated by the Colombian Government, which would then 
agree to utilize $10 million of its own free dollars under AID procure­
ment procedures within 270 days. This procedure was discarded, how- 
ever, because there remained some possibilities of further problems of 
additionality, and also because no basic decisions could be reached at 
that time by the Colombian Government on major economic reforms. 
As a result, the dollars were not actually made available for disburse­
ment until the confusion over the new forward procurement pro­
cedure was ironed out in November of 1965.

Meanwhile, the special session of Congress which had convened in 
April droned through 3 months of inactivity with respect to the fiscal 
proposals which had been formulated by the Presidential Commission 
in I ebruary. One reason was that the Government did not press the 
matter vigorously. Finance Minister Duran preferred to concentrate 
his attention on working out the details of a tax on the sale of certifi­
cate foreign exchange. He felt this measure would both generate the 
revenue necessary for budgetary balance and resolve the difficulties of 
the country’s foreign exchange system.
• A?otier rea-on lay in a statement attributed to President Valencia 
m the Colombian press that the Government might be forced to legis­
late m the economic field under a state-of-siege decree in order to in- 
gease Government revenues. These remarks set off rumors that the 
President was, indeed, planning an eventual devaluation move, and the 
Senate Economic Committee voted to suspend hearings on the Com­
mission s proposals until the Government defined its position more 
clearly. However, subsequent actions by the President made it clear 

adamantly against any form of devaluation.
Part of Valencia’s strategy to assuage public doubts was to send a 

igh-level delegation to Washington to negotiate new loans and seek 
refinancing of the short-term debt. All the Colombian newspapers 
agreed that the Government had definitely rejected devaluation via 
any route, and that the major purpose of the mission in contracting 
these new loans was to avoid the necessity for this “traumatic step ” 
Valencia designated Finance Minister Duran Dussan to lead the dele­
gation. The plan was halted, however, on June 21, when Duran re­
signed because of the inaction and unfavorable response of the Con­
gress to his economic policy. While he admitted that his policy had 
been based on an exchange tax which was “not well received,” he stated 
that the economic situation would worsen unless “adequate” remedies 
were taken. n

The U.S. position remained firm. The U.S. analysis led to the con­
clusion that the best thing both economically and politically for 
Colombia would be a comprehensive, positive program which would 
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make for dynamism in the economy m this preelection year. This 
program would include tax measures to achieve budget balance, 
measures to eliminate a Coffee Federation financial problem which 
had long-term as well as short-term considerations in view of the 
increased coffee production, and an adjustment which would make the 
certificate rate credible again so that commercial credit would not be

In the State Department view, support of an incomplete program 
would undermine the total AID program in the U.S. Congress and 
the aid effort under the Alliance for Progress in the rest of Latin 
America. This was quite apart from the fact that the Department 
did not believe it in Colombia’s best interests to make itself more 
dependent upon foreign aid in order to achieve only barely passable 
economic circumstances. . , , t

In Bogota, the Government’s ambivalence was accompanied by a 
steady deterioration of the peso, which fell to almost 19.00 to the 
dollar in June under the stimulus of press reports of Duran s plan 
for a tax on the sale of certificate foreign exchange—a measure which 
would have amounted to devaluation. On June 30, the Government 
set a fixed rate of 13.50 for the purchase of exchange earned by minor 
exporters, leaving private capital transactions and most current invisi­
bles at the freely fluctuating rate. On July 8, the Government further 
decreed that minor exporters had to surrender their exchange within 
90 days instead of the previous 180 days, and increased penalties tor 
noncompliance. Notwithstanding, the free market hovered around 
20 00. Valencia maintained that he would continue the state ot siege 
indefinitely and that the Government would legislate by decree.

e. Valencia’s second stabilization plan, 1965-66

The gloomy outlook changed dramatically with the appointment 
in mid-July 1965 of Dr. Joaquin Vallejo Arbelaez as Minister of

Vallejo announced a stabilization program built around exchange 
reform, higher taxes, and a reduction in Government expenditures. 
Valencia accepted Vallejo’s plan immediately and requested Congress 
at the beginning of its regular session on July 20 to give the Govern­
ment special economic powers to enact the program. After months of 
apparent governmental inaction, the public responded favorably to 
such decisiveness, and the free exchange market strengthened from 
around 20.00 to 18.00. ,

Valencia asserted before the Congress that the heart of the exchange 
crisis was the inadequacy of Colombia’s exchange earning capacity, 
and that continued economic development thus depended on foreign 
assistance. His program was designed to put Colombia s domestic 
house in order and thereby justify such assistance. .

On July 29, Vallejo submitted to Congress the request for special 
powers to implement his program of economic stabilization. The more 
important provisions of the bill would authorize the Government to 
restructure its operations, reorganize the foreign exchange system, 
impose new taxes, renegotiate Colombia’s foreign debt, and take action 
in the capital market. On August 14, Vallejo stated the nature of the 
proposed exchange reforms, involving principally the division of the
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rS ma*e‘by ‘be establishment of a new, intermediate
rate to apply to payments for certain imports and 80 percent of freight 
?n ff48, ?! Monetary Board would be authorized to set the rate 
in that market, to change it periodically taking into account foreign 

V allocate available exchange between tS 
Board of Foreign Commerce would be authorized to 

-hitt products from the preferential to the intermediate market (initial rates 9.00 and 13.50 respectively) ^^ate market 
reone^T^1, HoUSe Third Committee rejected Valencia’s 
hS v V9 extraordinary powers, and the President promptly put 
lt?on ofXP^“ “ ? effect through state-of-siege decrees' Besides cre- 

5 intermediate foreign exchange rate outlined above, 
these decrees raised the exchange rate for coffee from 7.67 to 8 50 pesos 

harges of 20 percent on 1964 retroactively, and 10 
percent on 1965 income with a portion to be paid in the form of sub-

6°° “Mon pesos in national development 
bonds, and began the gradual elimination of prior import deposits at 
beginnl^ln1 oS? them 6 a month for 20mon‘hs
Jo! “mediate concern of Colombian officials was over the cash needs 
T Ini ted anct“n tinder the new system September 9. TheSX JT but suggested that non-Govemment
tte found and sta]led on releasing
tne last $10 million tranche of the July 1964 loan. Washington was 
deh^fin^1 a °C a dlSp?sltl0J deobligate this tranche, but wanted to 
and u m VleY °f -he n-ew stabilization efforts in Colombia 
and especially in view of various intimations during the summer that 
the tranche might still be made available. The Department State 
expected to take account of the deobligation in determining the amount 
of new as sistance, which it hoped could be negotiated by October 1 
ti«?n ?’the United States had already established its nego­
tiating position for assistance to Colombia over a 12-monthpenod 
from October 1, 1965, to September 30, 1966. The recoSm^iEn

lthe °f a P1ro^ram loan level of up to $65 million to
be supplemented by a number of new commitments by the United 
The^n?ted°^ a^encie.s durin^ the program year.
sat?i^ the negotiations with substantially the 
same assessment of Colombia’s long-term potential which" had 
suited assistance programs in 1963 and 1964, de­
spite the country s disappointing performance in those years This 
ttfeft Vtoe&ulty execution’ but ‘be uS 

111 - J1 J Colombian Government’s currently proposed pro- Stated8 -be?? a retum to development? The United
States placed its faith in Finance Minister Vallejo and the Liberal 
candidate for the Presidency in the elections of May 1966 as able 
e^hT^^ administrators cLioned" h^
limit the ehnn^a ? f secure external assistance would severely 
alX with tW the program.’’ U.S. financial assistance
to reft^ and the World Bank was seen as crucial
w restoring public confidence in the Government, its new Cabinet and the ™Xd WlTT” “a”d-U ™s an‘^^ 
tne proposed levels of assistance, the Government could carry out its reform program and successfully cope with its most aeuteVconomS
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difficulties. Finally, the United States felt itself committed to provide 
“substantial” support for an adequate economic program.

The AID loan was to be part of a joint assistance package including 
(1) an IMF standby of $36.5 million for the calendar year 1966, plus 
a rollover of an additional $48.5 million in repayments due in 1966, 
(2) an AID program loan for $65 million to cover a program year 
from October 1965 to September 1966; (3) a U.S. Treasury stabiliza­
tion agreement for $12.5 million; (4) Eximbank guarantees up to 
$15 million; (5) additional amounts in agricultural commodities 
under Public Law 480; and (6) additional AID project loans.

In a statement of its policy, Colombia emphasized a “major ven­
ture” of liberalizing import restrictions and eliminating delays in 
foreign payments which had complicated the management of the 
exchange system and clouded overall economic performance. This was 
to be accomplished by the September reform of the exchange system 
creating three separate markets, two of them official and the third 
free. In addition, Colombia said it would strengthen its revenue base, 
observe maximum economy in its operating expenditures, and avoid 
inflationary pressures. It forecast a current account budget surplus 
of at least 1.6 billion pesos in 1966. Quarterly limits were set on the 
net amount of domestic financing by the Bank of the Republic and on 
the combined indebtedness owed the Bank by the National Federation 
of Coffee Growers and the National Coffee Fund. Finally, the Gov­
ernment said it would observe “all due prudence” in setting wage 
and salary scales in public employment, and progressively to abandon 
uneconomic pricing policies.

Other elements of its economic policy included export promotion, 
tax reform, and the development of education and agriculture. As a 
key provision of exchange rate policy, the intermediate rate was to be 
maintained at a level to encourage minor exports.

The Government also now went beyond the temporary measures 
it had initiated in September of an income tax surcharge and the 
issue of Government bonds to resolve an emergency situation. As per­
manent measures for balancing the budget, the Government indicated 
its plans to revise the legislation and administration of the income 
tax, including the application of new taxes (e.g., on the cattle in­
dustry) , an increase in the number of taxpayers, and an increase in the 
rate of existing taxes. Tax administration would be revised to reduce 
evasion and delay in collections and to establish systems for the pay­
ment of the income tax in the same year in which the income was 
generated.

It was estimated that a growth rate of 5.5 percent would require a 
level of reimbursable imports of $40 million a month—that is, imports 
representing a charge on Colombian foreign exchange as distinguished 
from those paid for abroad by foreign companies operating in Colom­
bia. Relying just on its own resources, Colombia would be able to ap­
prove reimbursable import licenses of only about $20 to $25 million 
per month, hence the need for substantial disbursements from external 
financing to reach the target level of imports for adequate economic 
development.

AID incorporated all of these policy elements as prerequisites to 
the signing of the 1966 $65 million program loan. The backbone of 
the Colombian program obviously was the exchange reform already 
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in effect together with the import liberalization policy which would 
provide a means of testing the validity of the new 13.50 intermediate 
rate. The Colombian plans for agriculture and education represented 
a significant advance over those made in connection with the 1964 
program loan. The planned shift of major responsibility for primary 
education from the Central Government to local governments was a 
major step in view of the rapidly growing cost of primary education 
and the severe strain it placed on the national budget. With regard 
to agriculture, the 1966 formula for the first time targeted such specific 
areas as pricing, marketing, storage, and distribution for priority 
attention, as well as early institution of changes in the agrarian reform 
legislation.

The disbursement of the loan was to take place in four tranches. 
The first $20 million would be released as soon as an acceptable legal 
opinion was rendered that the loan agreement was legally effective. 
Following the close of each tranche period, there would be a joint 
review of the steps taken to implement the program and of statistical 
data directed to certain specific indicators (e.g., current account sur­
plus) . The final three tranches of $15 million each would be released 
as soon as possible after December 31, 1965, March 31, 1966, and June 
30, 1966, assuming satisfactory findings by AID as a result of these 
reviews.

AID and the Colombian Government were still encountering severe 
difficulties in trying to move from retroactive to advance financing of 
imports under program loans. It will be recalled that $10 million of 
the first tranche of the July 1964 loan for $45 million had been placed 
on a forward procurement basis. This had not been successful because 
the new system was not understood by the Colombian Foreign Trade 
Superintendency and by Colombian importers and because the Foreign 
Trade Superintendency was unable to process import license requests 
quickly. As a consequence, not a single dollar was disbursed from this 
tranche until the end of 1965—16 months after the loan was signed.

The same forward procurement system, with simpler technical pro­
cedures which hopefully would facilitate administration, was to be 
applied to the December 1965 loan. AID recognized, however, that 
there would be a need to provide for immediate disbursements at the 
time of the implementation of the first measures under the stabiliza­
tion program in order to give confidence in the new exchange system 
and thus encourage the reconstitution of normal commercial credit 
lines and the return of capital from abroad. It was agreed, therefore, 
that $10 million of the first tranche of $20 million under the 1965 loan 
would be disbursed under the advance commodity financing system— 
that is, it would be made available immediately and would in effect 
be replaced within 270 days by $10 million of Colombia’s own re­
sources which would be used in accordance with the forward procure­
ment program.

This system limited AID financing to a positive list of eligible im­
ports in an effort to prevent the shifting of Colombia’s other resources 
to nqn-U.S. procurement. AID realized, however, that the bulk of 
identifiable shifting arose from Colombia’s efforts to utilize the 
bilateral balances resulting from sales of coffee in countries (mainly in 
Eastern Europe and Spain) with which Colombia had entered into 
bilateral compensation agreements. Thus, in addition to the positive 
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list under forward procurement, AID officials suggested that in the 
long run the most effective way to deal with tinsproblem was by seek­
ing to remove the necessity for such agreements by promoting agri 
cultural diversification—a very long run undertaking “deed- „

The marine insurance problem was solved by agreement that a 
orders be placed on a c.i.f. basis. In practice the result was that almost 
all of the marine insurance was placed m the United states.

The United States authorized the loan agreement on .November 9. 
By the third week in November the Colombian Government had secured 
the advice and consent of the Congressional committee. \ alleio 
delayed signing, however, in order to deal with a Government-wide 
strike for wage increases, and at the same time build up political sup 
port for the new taxes he believed necessary to cover the increases.

The loan was signed December 20, 1965—repayable m dollars in 40 
years, with a 10-year grace period for repayment of Principal,and. 
with interest at 1 percent during the grace period and 2.5 Percent 
thereafter. Checks for $10 million—the advance commodity financing half of the first tranche—were deposited a week later the account^
the Bank of the Republic in two U.S. banks. The balance™ 
tranche was made available for forward procurement at about the 
^oVSecember 13, AID deobligated the last $10 million from the 

July 1964 loan.
7. The -first program, review

The loan negotiations had contemplated that the first program re­
view would be held immediately after December 31, 1965. However, 
the loan was not signed until December 20. The review, though ostensi­
bly limited to the October-December 1965 quarter, actually covered 
Colombian performance over the 5-month period through February 
1966 and was carried out under the shadow of congressional elections 
in March and the presidential election in May. .

In short-range terms of economic stabilization, the review was gen­
erally hopeful. The wage-price reaction to the 1965 devaluationwas 
far less marked than that which followed the devaluation of 1962. 
Immediately following the 1965 action, the Government moved to hold 
down price increases. It issued regulations opening company commis­
saries to the general public, sent out trains with price-controlled 
articles of prime necessity for sale, jailed some speculators, and refused 
some price increases by large companies. Liberalization of imports 
also contributed to holding prices back, as did the Government s post­
devaluation wage policy. In the fall of 1965, most Central Govern­
ment employees received waee increases averaging 25 percent on the 
grounds that they had not received pay increases for 2 or 3 years and 
that their cost of living had risen considerably during that period. By 
not relating these increases to the devaluation and by minimizing 
publicity about them, the Government had some success in limiting the 
spillover effect into the private sector where wage settlements in late 
1965 and early 1966 were generally in the range of 15 to 20 percent.

As a consequence, Colombian officials estimated that price increases 
during 1966 would average no more than 11 percent and perhaps 
substantially less.

The final quarter of 1965 also brought a considerable improvement 
in Colombia’s balance of payments and foreign exchange position, with
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an attendant liberalization of import licensing, virtual elimination of 
commercial arrears, and assurance of financing for a much higher im­
port level in 1966—m major part, of course, through the new infusion 
ot foreign assistance.
. In 1966’the Government devalued the coffee exchange rate 
from 8.50 to 8.94 to compensate the Coffee Federation for a reduction 
m the retention and an increase in the domestic price. Most of the 
gvenue thus lost was to be made up by an immediate shift of some 
5M5 million of additional import payments annually from the prefer­
ential to the intermediate import rate. This measure was taken because 
the coffee exchange rate differential was at that time the largest it 
had ever been, and the coffee sector had not benefited in any wav from 
the exchange reform of September 1965. At the same time the Finance 
Minister warned the public that the intermediate rate was flexible, and 
gave .Embassy/AID assurances that the Government was periodicallv 
reviewing this rate to determine whether it provided sufficient incen­
tive to encourage the growth of minor exports.
• Gn the import side of the ledger, the Government succeeded in reach­
ing the goal of placing 75 percent of all registrations in the inter­
mediate market during the last quarter of 1965. The Government also 
moved rapidly ahead in its import liberalization program, meeting 
ahead of schedule its program targets in this field. More than 25 per- 

a11 lmPorts were freed from licensing restrictions by January 1,1966. J
The Bank of the Republic remained well below credit ceilings 

during the last quarter of 1965 because of an unexpected buildup 
in net reserves. At the same time, it was possible to foresee a budgetary 
crisis. Ihe stabilization program of September 1965 had achieved a 
temporary fiscal balance through a series of one-time measures, such 
as temporary income tax surcharges and forced sale of Government 
bonds. It was estimated that these measures, together with the in­
creased customs receipts resulting from devaluation and import liberal­
ization, would generate enough revenue to permit an increase in the 
Governments investment budget to more than 25 percent above 1965 

recourse to inflationary deficit financing. But in early 
1966, the Government was faced with new pressures for higher ex­
penditures. &

Subsidies which cost 5 million pesos a month in cash plus 3 million 
pesos in Government bonds had to be provided to urban transit com­
panies m order to avoid fare increases during the electoral period 
rrnnary school teachers staged a nationwide strike during February 
and March 1966, m an effort to obtain salary increases comparable to 
those granted secondary school teachers in October 1965. The teachers 
also demanded an increase in the national budget for education over 
a.nd above that provided for in the initial 1966 budget, which increased 
the Education Ministry’s share of the total from 14.4 to 14.9 percent, 
in the absence of congressional approval of increased taxes, the Gov­
ernment could not commit more than 25 million pesos to meet the 
teaehers demands, and the strike continued through March.
• i 5 Government had submitted to Congress a tax program which 
included such reforms as income tax withholding—something which 
TnfA6? jounced in 1964 as intended to be instituted in January 
1965 but which was still pending in 1966. The program also included 
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the decentralization of financing for primary education and gave de­
partments (states) the right to levy real estate taxes for this purpose. 
The Government felt that implementation of this property tax plan 
was crucial to the long-term solution of the problem of financing pri­
mary education, but with the approach of the March elections Con­
gress deferred action and the Government was unwilling to use its 
state-of-siege powers to act by decree. It was felt that the imposition 
of new taxes would give ex-dictator Rojas Pinilla a political advantage 
in his attempted comeback. After the elections, it was felt that such 
sweeping measures should be left for the incoming administration.

Another gap in Colombian accomplishments during the first pro­
gram loan review period was in the field of long-term development 
planning. A low priority was given to planning during most of the 
Valencia administration which concentrated its efforts largely on the 
preparation of projects to be submitted to foreign lending agencies 
under the aegis of the IBRD Consultative Group. Inadequacies in 
the planning effort were apparent, not only in the Department of 
Planning, but also in the planning offices of the Ministries, which were 
badly organized and inadequately financed and staffed. Coordination 
between the Department of Planning and the planning offices in the 
Ministries also was lacking. A plan to use state-of-siege powers to 
reorganize and increase the planning office staff was abandoned be­
cause of the opposition of several Cabinet members to the use of such 
powers for the administrative reform of a Government department.

On balance, AID found that Colombian performance in foreign 
exchange, foreign trade and monetary fields was generally good to 
excellent. Progress toward fiscal objectives was moderate. Develop­
ments in the prices of food were least satisfactory (due to a drought) 
and prices in general seemed to offer the most troublesome prospects 
in coming months.

USAID/Embassy thus recommended that Washington approve 
the second tranche of $15 million under the forward procurement sys­
tem. In view of the improved Colombian financial situation, no further 
releases under the system of advance commodity financing were in­
dicated. The recommendation was approved and the letters of com­
mitment issued in late March 1966. It was apparent, however, that 
the outgoing Valencia administration was reluctant to undertake any 
further comprehensive reforms because of the possible political con­
sequences in the forthcoming elections. In the circumstances, one 
could only conclude that these same political consequences were a 
factor in U.S. action releasing the second tranche.
2. The second program review

The second program review was held May 11-16,1966, in an atmos­
phere of optimism. The National Front had won the congressional 
elections in March, though with less than the two-thirds majority nec­
essary to give it control. It emerged with majorities of 67 to 39 in the 
Senate and 107 to 83 in the House. The size of the vote increased from 
about one-third of the electorate in 1964 to about 40 percent, but the 
most significant gains were once more made by the followers of Rojas 
Pinilla who elected 17 members of the Senate and 36 members of the 
House. On May 1, Liberal Carlos Lleras Restrepo, a distant cousin of 
former President Alberto Lleras Camargo, was elected President by a 
vote of 1.4 million to 600,000 over his little-known opponent who had 
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Rojas’ backing. Lleras Restrepo, a distinguished lawyer-economist, 
was widely hailed as the man who could get Colombia moving again, 
and his inauguration in August was eagerly awaited as an event which 
would inject new dynamism into Colombian life. The Valencia gov­
ernment was justifiably pleased with itself for having survived a diffi­
cult 4 years. The difficulties of the transition would come later, as 
would the effects of the inevitable interregnum between election and 
inauguration.

Meanwhile, the general euphoria was heightened by an upsurge of 
economic activity as the Valencia-Vallejo stabilization program began 
to produce results. Retail sales and industrial output increased. So did 
imports, as the Government pressed its liberalization policy. By April, 
about 50 percent of total imports had been freed from prior licensing, 
and about 80 percent had been shifted from the preferential to the 
intermediate rate of exchange.

A part of the increase in imports was due to the rebuilding of in­
ventories and the elimination of industrial bottlenecks. But a part 
was based on doubt of the country’s capacity to maintain trade liberal­
ization at the prevailing preferential and intermediate exchange rates. 
The Government hoped to protect these rates by a tight money policy 
which would presumably make it increasingly difficult for importers 
to obtain financing. Technical problems of administering bank reserve 
requirements and rediscounting procedures, however, as well as a 
statistical lag in reporting bank credit, tended to vitiate monetary 
controls and meant that the Bank of the Republic’s credit was in fact 
greater than it appeared.

Some doubts also arose that the 13.50 rate still offered a sufficient 
incentive to minor exports, but these doubts were not pressed in the 
face of Colombian opposition to devaluation.

With respect to fiscal policy, the Government met the targets 
stipulated in its letter of intent for current account surplus and 
reductions in operating expenditures, but its tax proposals were still 
stalled in Congress. High current tax collections from the income tax 
surcharges levied in the fall of 1965 removed some of the pressure for 
immediate action on new revenues. Meanwhile, problems of transition 
from the Valencia to the Lleras Restrepo administrations slowed down 
preparation of the supplementary budget which was needed to insure 
maintenance of investment levels in the latter part of 1966 and 1967 and 
also preparation of plans for installation of the much-postponed in­
come tax withholding system, now contemplated for January, 1967.

Upward pressures were felt on prices, but the Government still 
thought the 1966 increase in the cost of living would be in the range 
of 10 percent.

The area of lowest Government activity was again that of planning. 
Attempts to achieve significant structural changes in the Planning 
Office were not successful, and further efforts awaited the investiture of 
the new Government.

Agricultural planning followed the same general pattern. A fund for 
agricultural finance was created in the Bank of the Republic to pro­
vide funds to institutions with programs of supervised or directed 
agricultural credit, and the Ministry of Agriculture made some prog­
ress in additional financing and staffing of its own planning organi­
zation. But management was a problem, and there was almost no 
coordination with the specialized agricultural agencies such as the
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Land Reform Institute and the Agrarian Bank. Revision of the 
agrarian reform legislation was clearly to be left to the incoming 
Government.

On balance, the U.S. representatives concluded that despite, the 
various shortcomings in Colombian performance, the new, liberalized 
economic program which was the basis for the loan had begun to show 
results and that the “positive forces” which it had set in motion had 
continued to gain momentum. The forthcoming inauguration of Carlos 
Lleras Restrepo gave additional grounds for optimism. The AID Mis­
sion thus recommended, and Washington concurred, that the third 
tranche ($15 million) of the loan be released under the forward pro­
curement system. By mid-June the letters of credit had been issued 
to the account of the Bank of the Republic in three U.S. banking 
institutions. . . . .

During the review period the World Bank also indicated its faith m 
the progressive nature of the incoming administration and the leader­
ship of Carlos Lleras. Shortly after the presidential elections, it an­
nounced the approval of two major development loans to Colombia— 
$25 million for five financiers (private development finance com­
panies), and $16.7 million to be administered by the Agrarian Bank 
(Caja de Credito Agrario, Industrial y Minero) for the purpose of 
livestock development .
3. The third program review

The third program review under the December 1965 loan was held 
from July 25 to August 2,1966—the week before Lleras Restrepo took 
office. It had been agreed that officials of the incoming administration 
would participate, but many of them were absent from Bogota and 
the liaison was limited to the presence at several meetings of the in­
coming Finance Minister and head of the Planning Office.

The situation had not changed much from the time of the second 
review in May. The Government had continued its import liberaliza­
tion policy, going even beyond its stated intention, so that by July 23, 
88 percent of all imports were at the intermediate rate and 66 percent 
on the free list (i.e., free from all quantitative licensing restrictions, but 
subject to the 13.50 intermediate exchange rate). In the first 6 months 
of 1966, net international reserves had improved by $62.9 million, com­
pared to the target of $15 million. Net Bank of the Republic credit to 
the National Government declined 269 million pesos during the April- 
June quarter, leaving the Bank with a margin of 330 million pesos 
under its ceiling on June 30. At the same time, the Monetary Board 
had revised rediscount procedures to make credit restrictions more ef­
fective and to correct some of the technical difficulties which had been 
noted in this respect during the May review. Prices remained reas­
onably stable, the threat of a general strike was avoided, and in June 
Valencia—though still refusing to promulgate his major tax propo­
sals by decree—did use his state-of-siege powers to enact a series 
of taxes barely sufficient to avoid a budget deficit. These included a 
stamp tax on foreign travel, increased income taxes for foreign resi­
dents, an automobile tax, taxes on cattle operations, increased sales tax 
rates, and a public works assessment tax.

But while the sky overhead remained clear, the clouds on the horizon 
were darkening. There was evidence that the 13.50 rate was overvalued. 
It had not stimulated minor exports which, on the contrary, had fallen 

21-145—69------ 4
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below projections (though this was at least partly attributable to a 
decline m international prices for such commodities as sugar, cotton, 
and tobacco). The improvement in the Bank of the Republic’s reserve 
position was seen as stemming from transitory developments. Receipts 
from coffee exports during the first half of 1966 had exceeded expecta­
tions and the Bank received an additional windfall in July from the 

n Sale for import payments was less than
expected. One reason for this was the improvement in suppliers’ credit 
terms. A more significant cause was the time lapse between registra­
tions and actual payments. Whereas $94 million was spent for import 
payments during the April-June quarter, disbursements of $120 mil­
lion were projected for the July-September quarter as a consequence 
ot the very heavy import registrations of March and April.

I ne Bank of the Republic’s margin of 330 million pesos under the 
tO the Government was the result of the one­

time effects of the 15-percent surcharge tax collection and of delays in 
implementing the Government’s investment program. Further a 
^^han^^ coffee crop, combined with falling international 
PY®8 and dom^lc monetary tightness, forced the Coffee Federation 
jo borrow 42 million pesos more than its subceiling from the Bank of Lil6 IwpUDllC.

d®cre®d by 7alencia in June, while something of an ac- 
themsel/GS’ served only t0 Prevent a decline in the 

Xl ^vernmen^ investment. No projections of revenue needs 
k j T 5 prepared m connection with the 1966-67 supplemen- 

and neither bad tbe Pieras Restrepo team formulated itsA neii
own fiscal program.

bad been achieved by a larger volume of im- 
RXorX J™® essential goods. It was doubtful
» S • ? 11, imports or the price controls could be sustained

d. ra nu™ber re(luests for price increases were left for the 
next Government to resolve.
ta ’ altbou^h,the Government had managed to meet all the quanti-
^+^f®tS UHder ltS commitments, forces were at work tounder- 
Xh equilibrium created by the stabilization program.
Colombian officials were reluctant to recognize these forces. They 
rK7 reS1Steid "U^estlons the 13.50 intermediate exchangl 
rate was overvalued. They pointed out that import pressure had dimin- 
rlte^aXpnX exchan^e had not risen, that the free
rate had strengthened, and that capital imports had been resumed 
Sm4* ^rOm ?is> they C“du'W that the earlier
and no/Xfir^Yi? feare^ re™rsal of trade liberalization
and not against the rate structure and that public confidence in the 
exchange situation had been fully restored. They did admit that if the iTSn^ to dr°P- below tbe then ™r^
4 * maintain the 9 peso preferential rate.

on August 11-4 days after Lleras took office—USAID recom- 
Deimberei9OT w")?1 ?nd laSt tranche of $15 million of the 
December 1965 loan. Washington concurred, and the letters of com ”f AuTuStw(7^^ ,bi"'ks durin?the latt6^ part
tha iqSm* ld be noted that although the entire $65 million of 
the 1965 loan was committed by the end of August 1966, only about 
$45 million was actually used by December 31. The Colombian Gov-
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ernment did not make complete use of the loan until the end of 1967.) 
The dominant factor in Colombia in the summer of 1966 was the 

understandable and strong inclination on the part of the Valencia 
administration to leave to its successor problems which did not require 
immediate attention. As one of Valencia’s Ministers put it: “The pilot 
is coming in for landing and does not want to encounter storms.”

The pilot landed safely. The storms were encountered by his suc­
cessor shortly after takeoff.

F. BEGINNING OF THE LLERAS RESTREPO ADMINISTRATION

The two positive legacies which Valencia left to Carlos Lleras were 
progress in subduing rural violence and the at least temporarily re­
furbished economic situation achieved under the Vallejo stabilization 
plan. According to The Economist, the political stage was set for 
President Lleras Restrepo. All he had to fight was apathy, obscuran­
tism, vested interests, and the near-impossibility of getting a two- 
thirds majority in Congress for any measure that really mattered. He 
also, it might be added, had to face the consequences of the fact that a 
good deal of the success of the Vallejo plan had been attributable to 
foreign loans, which had now been fully committed, and to post­
poning decisions.

Lleras attacked these problems energetically. He presented a compre­
hensive constitutional reform program to Congress which would; 
abolish the two-thirds requirement and make it possible for Congress 
to act by a simple majority. The program also included provisions 
designed to force Congress to make faster decisions, especially on 
socio-economic bills, and to strengthen executive powers in financial, 
social, and economic areas.

This was, in effect, an unusual effort by a President to persuade a 
legislative body to assume more, rather than less, responsibility; more, 
rather than less, power in the Government. The Colombian Constitu­
tion gave the President extraordinary powers to legislate by decree 
during a state of siege, which the President himself could declare— 
presumably on occasions of a breakdown in public order. Public order 
had been steadily improving in Colombia for 10 years, but for most of 
this time—indeed, for most of 20 years—the country had been under a 
state of siege, simply because all the Presidents concerned had found 
that they could not accomplish anything without the use of state-of- 
siege powers. Unless decrees issued under a state of siege were approved 
by Congress, they expired when the state of siege was lifted. Thus, 
there was a further incentive to Presidents not to lift states of siege. 
As Lleras was to point out time and again over the coming months, this 
was an abnormal situation and derogatory of representative self- 
government.

It did not, however, prove easy to persuade Congress that the situ­
ation should be otherwise. By using the two-thirds rule to stall action 
and forcing the President to legislate by decree, Congress forced the 
President to assume the full political responsibility for unpopular ac­
tions. Thus, members of Congress had the best of all worlds—they 
knew that in an emergency, the President would do what had to be 
done, and they also knew that they would then be free to criticize him 
for it.
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Lleras Restrepo did not quite dare to abandon his state-of-siege 
powers, but—as a tactic to force action on congressional reform—he 
did frequently refuse to use them, or delay using them until the 
eleventh hour.

On the economic front, Lleras cast aside the cautious attitude of the 
Valencia administration with respect to further import liberalization. 
Effective August 21, 1966, he transferred all imports still under the 
pieterential rate to the 13.50 intermediate rate and at the same time 
transferred additional items to the free list, so that the free list com­
prised 80 percent of all imports. The effect of Lleras’ action on the aver­
age import rate represented a devaluation of about 10 percent. At the 
same time, however, he increased the buying rate for foreign exchange 
receipts from coffee exports from 8.94 pesos per dollar to 9.35. These ac- 
tions were taken as a result of a drop m the world price of Colombian 
coffee from 49.7 cents m February to 47 cents in August, with prospects 
of a further decline during the balance of 1966. This decline, together 
with an unchanged minimum price to growers, caused considerable fi­
nancial difficulties for the National Coffee Federation and resulted in 
excessive borrowing by the Federation from the Bank of the Republic.

,reglstrations spurted again as a consequence of increased 
liberalization. Exports did not keep pace. The price of coffee de­
clined further to 44.88 cents on September 29. (Each decline of a 
penny m the price of coffee is equivalent on an annual basis to a 
decline ot $8 million in Colombia’s foreign exchange earnings ) Minor 
S? Yere estimated at $100 million for 1966—no more than the 
1965 level and far below the 30-percent increase which had been fore­
cast by the Government. Net international reserves, after an improve- 
ment in the second quarter, declined in the third quarter. Further, 
the Bank of the Republic’s assets were increasingly composed of 
inconvertible balances arising from bilateral agreements (mainly with 
countries of Eastern Europe) for the sale of coffee. By September 30, 

balances amounted to one-third of Colombia’s gross reserves 
($43 million out of $126 million). Finally, Congress refused to ap­
prove an increase in the gasoline tax to provide additional revenue 
tor Government programs (specifically, roadbuilding and a campaign 
against unemployment), and in an effort to force Congress to act, 
Lleras hesitated to use his state-of-siege powers.
A Monetary Crisis

The liquidity crisis, which had been forecast in July, now arrived.
Even before .Lleras took office, he had expressed his concern with 

avoiding a gap m AID support following the full commitment of funds 
under that loan, which was anticipated for mid-October. lie feared 

foreign assistance would jeopardize import 
him X™ a"d lnC-Ite a ™?.on ™p°rts (‘hough this did not deter 

pyrsuing import liberalization during his first weeks in 
office). The Monetary Board staff was likewise concerned and it was 
suggested that the Colombian Government be allowed to continue arvTto^S fencing ¥tween °ctob- 15 an"!
aiy 1, to be paid for by the new loan. A precedent for this procedure 
lad been set m a 1966 program loan to Brazil, and the proposal did not 
wShinXn ’ * AW °fficials Ci"’" in o‘

As the monetary crisis developed in September and October the 
Colombians requested specifically that $17 million be authorized for
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immediate advanced commodity financing—in effect, an advance 
against the next program loan which was still in the early 
negotiation. AID now replied, however, that it could not use 40-year 
development funds to solve an immediate liquidity crisis with which 
the IMF and commercial banks were better equipped to deal.

Apparently neither the IMF nor commercial banks offered much 
hope, however. The Bank of the Republic was already close to the 
limits of its acceptance lines and rollover bank obligations. I he IM 
delayed further releases under the 1966 standby agreement, and nego­
tiations for a new standby were stalled by a dispute between the IM 
and President Lleras, wdio adamantly refused to accede to IMfi a - 
mands that the 13.50 rate be devalued immediately to stimulate minor 
exports and relieve the strain on the balance of payments.

Thus, on November 29, 1966, with foreign exchange, reserves in the 
Bank of the Republic to cover only about 1 month s imports, no co­
operation from Congress on special powers legislation, and no hope o 
immediate external financial assistance, President Lleras issued an 
emergency decree establishing full Government control of foreign ex­
change transactions and abandoning the policy of i^ogressive trade 
liberalization. The following day, he blasted the IMF, and by impli­
cation the United States, in a national radio address:

* * * I personally prefer a policy of liberalization of imports, because there 
is more open competition and because I believe t^t this free competition is 
beneficial to the consumer * * * I know that the United
are very concerned over maintaining a free import policy. But <
vise * * * that maintaining a policy of that nature needed theconfidenceof f ® 
people of the countrv along with opportune financing. I wishfully hoped we 
3 receive this opportune financing in the latter part of this year wit i a 
loan from the “Advanced Commodity Financing” program * * * We were not 
able to get these program loans for the latter part of tins5 yearin the manner 
which we requested them. The Alliance for Progress officials alleged that there 
were legal problems, that there were political problems, that the United States 
had difficulties in the balance of payments.

Then * * * it became clear that the U.S. AID program loan hinged on o 
being in full agreement with the IMF, on its granting the, new standby Joan.that 
had been asked, and that we had to reach agreement with the IMF on the term^ 
of the loan * * * we differed with the IMF on how technically to face t 
structural imbalance of our balance of payments. And differe<Ion 
of autonomy that should be preserved by countries, even though they need loa s, 
in handling their economic policies. ...

With these four policy guidelines: a balanced budget policy that will P^ev 
inflation stemming from fiscal causes and at the same time permit a ^eate 
development of public investment; a coffee policy that will lead to the act < 
implementation of market control and of the International Coffee Agreeme 
without resorting to inflationary resources; a credit policy that w ill fully orient 
credit toward an increase of production and will divert it from merely 
uses ; and a moderate revenue policy for both salaries and profits that will Present 
an abrupt increase in certain lines of income from giving rise to a demand that 
cannot be supplied and prevent price increases that would nullify tj1® advantages 
that might otherwise be obtained by workers—all this supplemented by a planned 
production policy to increase production for both the domestic and the foreign 
markets. With this plan, we thought that we might work in perfect harmony 
" ^think the IMF is too much inclined to believe that such a profoundly struc­
tural lack of equilibrium in the balance of payments should be corrected by 
abrupt variations in the rate of exchange, including basic devaluation. it is 
the Colombian Government’s belief that one cannot automatically proceed to 
decree a devaluation. This difference of opinion had become an obstacle to our 
arriving at a standby with the IMF, and we must explain this to the country.
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During the period of crisis which led to the President’s action of 
November 29 and his speech of November 30, the U.S. position had been 
somewhat ambivalent. The advent of Lleras Restrepo had been viewed 
with great optimism.in Washington. Now at last, it was thought, after 
4 years of the sometimes shaky leadership of Valencia, an opportunity 
would be presented to build upon the accomplishments of the Valleio 
stabilization plan, to bring about some fundamental reforms, and to 
n?iQftK11 ?ad tO ^i^’S.u^aining growth. As early as the fall
ot 1965, AID officials were talking among themselves of a program 
loan in the range of $80 to $100 million for the U.S. fiscal year 1967, 
which would roughly correspond to Lleras’ first year in office. A year 
later, as the crisis descended on Colombia, they were still insisting that 
Jhl!™r^here a big push t0 helP Colombia try to
ft ? goals of the Alliance for Progress, that time is now, at 
tne outset of this new administration.”
1c/£be of $100 million was settled on at that time (October 
19b6) as the absolute minimum level of assistance from AID necessary 

growth level of 6 percent, which would require 
™ports °f $50 million a month. The $100 million loan figure was based 

AID regarded as ‘some extremely optimistic assumptions” 
about the level of financing available from other sources. AID at that 
time was particularly concerned about the diminishing participation 
° DxPort-Import Bank, Avhich was scheduled to have only $35 
mifiion in loans outstanding to Colombia by the end of 1966

AID wanted to use a new program loan to persuade the Colombian 
Government to develop a fiscal system which would provide adequate 
revenues for expanded programs without continuous recourse to emer­
gency fiscal measures or inflationary borrowing. AID relied on Lleras’ 
dynamism to put through the necessary measures with or without 
congressional approval. But Lleras, as we have seen, was deliberately 
retraining from action on his own as an unsuccessful tactic to force 
o^the crisis ThUS’ n° prOgress was made prior to the development

President Lleras’ decisive action tended to clear the air and alleviate 
the climate of crisis. As limited trading in foreign exchange was 
resumed on December 1, the free rate was abolished and a new “capital 
market rate was created for most invisible and capital movements 
with a buying rate of 16.25 and a selling rate of 16.30. The Government 
authorized only $12.5 million of import registrations in December, com­
pared to $41 million in November and $51 million in October. The 
exchange rate applied to the purchase of coffee export receipts was 
increased from 9.35 to 9.94 pesos per dollar, and the domestic price was 
towered from 762.50 to 737.50 pesos per carqa of 125 kilograms. Finally, 
after the House of Representatives failed to act on a bill to give the 
President special economic powers, Lleras decided to use his state-of- 
siege powers and decreed a gasoline tax to increase revenues by ap­
proximately 650 million pesos. He also promulgated the often-post­
poned income tax withholding system.

On December 15, Ambassador Carlson publicly assured the Presi- 
States would extend Colombia “routine credits” 

tor $100 million based on Colombian balance-of-payments performance 
and not conditioned on devaluation. But it took 5 months more to 
negotiate the loan agreement.
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2. Exchange reform,
When Congress returned from its Christmas recess, Lleras prodded 

it further for special powers authorizing the President to regulate 
exchange and foreign commerce and to take measures on loans for 
economic development. He finally got what he wanted on February 23,. 
1967. A month later, he promulgated a major revision of the exchange 
system.

The Board of Foreign Trade and the Monetary Board were author­
ized to determine the principal exchange policies, which would be exe­
cuted by the Superintendencies of Foreign Trade and of Banks and 
by a newly organized Exchange Office attached to the Bank of the 
Republic.

The chart below shows the new structure of the exchange system. 
The most important elements of this new structure were that (1) 
there was no provision for a free market; (2) the certificate rate, and 
therefore the coffee rate which was tied to it, were to fluctuate; and 
(3) the capital rate applied to a wider range of transactions than 
formerly.

The new structure of exchange rates1 (values as of Apr. 7, 1967)
Buying Selling

7.67 (fixed rate). Exchange sales by 9.00 (fixed rate). Purchases of crude 
petroleum companies for exploitation, oil from foreign-owned petroleum 
and for exploration other than by companies.
separate contractors. (Unchanged by
new exchange system.)

CERTIFICATE MARKET

10.03 (certificate market rate minus 26 
percent). Coffee exports.

13.55 (certificate market rate). Exports 
of petroleum products and cattle 
hides. (Receipts from exports of 
crude petroleum need not be surren­
dered.) Program loans, project loans, 
and loans accruing to the Private 
Investment Fund.

15.58 (certificate market rate plus 15 
percent tax credit certificates). Other 
exports except those from free ports.

13.58 (certificate market rate). Imports 
except those to free ports. Expenses 
of approved students. Official serv­
ices. External public debt. Private 
debt registered in the former inter­
mediate market.

CAPITAL MARKET

16.25 (fixed rate). Other exports. Gold 
purchases. Invisibles. Other foreign 
loans. Exchange sales by petroleum 
companies for exploration under con­
tract. Capital.
1 Source : International Monetary Fund.

16.30 (fixed rate). Other imports. Im­
port freight. Other invisibles. Other 
foreign debt. Profit remittances and 
capital repatriation.

Exporters of all commodities other than coffee, cattle hides, and pe­
troleum and its products were to receive a subsidy amounting to 15 per­
cent of their export receipts to be paid by the Bank of the Republic.

The Bank of the Republic continued to be the sole buyer and seller 
of foreign exchange. Although the Board of Foreign Trade had the 
authority to designate a free import list, the new system initially con­
tinued the requirement of prior licenses for all imports according to 
general criteria based on consideration of development needs, ade­
quacy of domestic supply, and possible savings of foreign exchange.
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Finally, there was established an Export Promotion Fund to be ad­
ministered by the Bank of the Republic. It was empowered to enter 
into guarantee and credit operations, to buy and export certain prod­
ucts, to conclude trade agreements, to initiate a system of export insur­
ance, to promote studies, and to give technical assistance that might 
lead to the development of exports. The Government set a target of 
$130 million in minor exports by the end of 1967 and $300 million by 
1970.

President Lleras thought that in time—he would not say soon—the 
certificate and capital markets would be unified. He stressed, however, 
that there would not be any abrupt change in the certificate rate, be­
cause the Government wished to control factors that produced brusque 
shakeups and could produce a grave psychological impact on internal 
prices and wages. In a radio broadcast, he commented that the tendency 
of the United States and the international organizations had been to 
support a movement toward exchange and trade freedom, but he in­
sisted that such freedom could only be achieved if there were means of 
sustaining it. He pointed out that trade liberalization (which he had 
formerly espoused) did not work in Colombia because an excessive im­
port pressure arose from the fear that liberalization was not going 
to last. & &

Another major factor had been the decline in coffee prices. This was 
partially met when the IMF on March 17, 1967, agreed to a drawing 
by Colombia of the equivalent of $18.9 million under the Fund’s policy 
of providing compensatory financial assistance to countries experienc­
ing a temporary shortfall in total export earnings attributable to cir­
cumstances beyond their control.

The exchange reform (Decree Law 444) of March 1967 became the 
cornerstone of new Colombian balance-of-payments policies which 
formed the basis for renewed international agency large-scale lending 
to Colombia in 1967. The new Lleras program contained comprehen­
sive goals, not only with respect to balance of payments and monetary 
matters, but also with respect to agriculture, industry, and education.

I he Colombian Government attached “the highest priority and 
utmost urgency” to the need to strengthen its international reserves. 
It set comprehensive limits on net domestic credit of the Bank of the 
Republic, aimed for a larger current budget surplus (which, too-ether 
with increased foreign assistance, was expected to permit a higher 
level of public investment), and undertook to seek equilibrium in 
coffee operations and to follow rational price and wage policies.

'^neuP°Xernmen^ hoped to make more long-term domestic credit 
available from institutional investors, such as the Colombian Social 
Security Institute, with the help of a new Government bond of con­
stant purchasing power, thus reducing credit demands on commercial 
banks and progressively freeing their funds for short-term financing. 
Government authorities were confident that the fiscal program and 
Prospects for 1967 would not require significant central bank credit to

iS°n ~ Government. Besides the new taxes decreed at the end 
of 1966, efforts were underway to improve tax assessment and 
collection.

With respect to agriculture, the Government outlined an immediate 
action program to increase the production of eight basic food staples— 
meat, milk, com, rice, potatoes, yucca, plantains, and wheat. This plan 
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included increased credit, adequate support prices, improved trans­
portation, and better marketing and storage facilities. The bases were 
being laid for a longer range agricultural plan to be completed by tne 
middle of 1967 by a joint committee from the Ministry of Agriculture 
and the National Planning Department. A bill was sent to Congress to 
strengthen the Agrarian Reform Institute (INCORA) by giving it 
additional funds and broadening its powers. Plans were made to draw 
up a pilot program for agricultural diversification and the develop­
ment of agricultural industries in coffee-growing areas, and studies 
were underway to reorganize the Ministry of Agriculture and the 
specialized agricultural development agencies. Proposed Government 
investment in agriculture for 1967 was 70 percent above that of the 
previous year. . ,

The Institute for Industrial Development (IFI) was reorganized 
and given new funds resulting from the Soccial Security Institute s 
investment in Government bonds.

Expansion and improvement of education became a top Government 
priority. Primary financial responsibility for elementary education 
was to be left to the departments (states) and local units of govern­
ment, and the Government sponsored legislation to increase the land 
tax in order to provide localities with additional revenues. Basic re­
forms were planned in the structure, school cycle, and curricula of 
secondary and vocational education, and the cooperation of the IBRD 
was sought for plans to establish a number of pilot comprehensive high 
schools at various points throughout the country.

On April 15,1967, the IMF announced its authorization of a 1-year 
$60 million standby agreement.
3. Negotiation of $100 million AID loan

Meanwhile, negotiations between Colombia and AID were also 
goino- forward. It was apparent that even with an AID loan of $100 
million, the Colombian balance-of-payments position would not be 
satisfactory. AID estimated that the total balance-of-payments gap 
before new financing during calendar 1967 would be $189 million. 
World prices of Colombia’s principal exports were declining. It was 
estimated that Colombia could support imports during 1967 only about 
$50 million above the level of 1965 when shortages of raw materials 
and intermediate goods resulted in frequent temporary closing of 
industrial plants and increases in unemployment. In sum, it seemed 
likely that Colombia’s growth rate in 1967 would be less than the 
5.3 percent achieved in 1966.

Thus, Colombia’s economic prospects were deteriorating at the same 
time that its economic policies were moving to come to grips with the 
fundamental problems. This raised serious questions as to the political 
consequences of economic failure which might well strengthen the 
extremist Rojistas and the leftwing radicals m the 1968 elections.

U.S. agencies were still preoccupied with insuring additionality of 
U.S. exports—that is, preventing a shift of Colombia’s non-AID re­
sources to European and other suppliers. The problem was becoming 
somewhat more acute because of Colombia’s growing credit balances 
with those countries (mainly Eastern Europe and Spain) with which it 
had bilateral compensation agreements. The positive list of eligible 
commodities under the new program loan was revised to eliminate 
those items in which the traditional U.S. share of the Colombian mar­
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ket was more than 50 percent. This was on the grounds that these items 
would be imported from the United States under normal business 
conditions. The new list was designed to expand exports of those 
U.b. products which had not hitherto had an appreciable share of 
the Colombian market.

The $100 million program loan to cover the 15-month period of 
January 1, 1967 to March 31, 1968, was authorized by the United 
States May 2, 1967. It was for 40 years at 21/2 percent with a 10-year 
grace period on repayment of principal during which the interest 

1 PercenJ- The loan was to be released in four tranches— 
$40 million immediately and subsequent tranches following quarterly 
reviews covering the periods ending June 30, September 30, and De­
cember 31. Of the first tranche, $10 million was available under the 
direct reim ^rsement system in accordance with prior understandings 
that Colombia could license imports under the loan before the loan 
agreement was signed. The balance of $30 million was to be made 
available under the standard procedure of letters of commitment to 
be issued by AID to U.S. commercial banks, with $10 million specifi­
cally assigned for the import of capital goods through the Institute 
of Industrial Development.

Signature did not follow immediately, however. Domestic coffee 
prices had recently been increased, and the question was raised as to 
whether this provided an incentive for increased production. There 
had been little movement in the exchange rate, thus providing no 
new incentive for minor exports. Finally, the United States was both­
ered by the disincentives to foreign investment created by strict 
capital controls, especially the rigid 7.67 rate on petroleum

. With respect to coffee prices, Colombian officials pointed to increas­
ing social tensions and guerrilla activity in the coffee-growing areas 
and to political pressures from the Coffee Federation. With respect to 
exchange policies, they agreed amiably but maintained the time was 
not ripe for action.

The two countries agreed to consult further on these matters, and 
the loan was signed May 27,1967.

G. IMPLEMENTATION OF THE $100 MILLION LOAN

1. First quarterly review
The first quarterly review sessions under the May 1967 loan for $100 

nullum were held from July 17 through September 1. The review con­
centrated on examination of fiscal, exchange, export, import, mone- 
ary, wage and price policies, as well as on the preliminary agriculture 

plan and agricultural price policies, coffee diversification, and addi­
tionality for U.S. exports. Such questions as import liberalization, in­
dustrial policy, long-term fiscal policy, and education were left for sub­
sequent reviews.

In those areas where quantifiable targets had been set, Colombia did 
particularly well during the quarter, i.e., foreign reserves, reimbursable 
imports net domestic credit, and current budgetary surpluses. Bank 
of the .Republic performance against its target for no change in 
net reserves was far better than expected. The unadjusted improve­
ment was $47 million, and the total improvement was $72 million (ad­
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justed for a shortfall in external credit during the quarter). Commer­
cial arrears, which had risen to a peak of more than $69 million dur- 
ing the first quarter, were reduced to only $10 million by June 30 and 
were entirely liquidated the following month.

Net domestic credit of the Bank of the Republic was 1.4 billion pesos 
below the ceiling on June 30. Price increases were moderate— 
about 5 percent for the first 8 months of 1967, and well within the 
Government’s goal of no more than 10 percent for the year. Wage in­
creases under collective bargaining agreements had been generally in 
the range of 5 to 10 percent, compared to 15 to 25 percent during 1966. 
The Government even went so far as to increase urban bus fares in 
order to reduce its subsidy. The Government exceeded its current ac­
count surplus target of 1,150 million pesos for the 6 months ending 
June 30 by more than 200 million pesos. At the same time, however, 
there was evidence of a recession in economic activity and an increase 
in unemployment.

The certificate rate of exchange had been permitted to move toward 
the capital market rate, rising from 13.50 in April to 14.50 by the end 
of June. This represented a depreciation of 7.5 percent. By the end of 
August the rate had reached 15.01, or a total depreciation for the 
5-month period of more than 11 percent. This inspired a moderately 
good increase in minor exports, which through August 1967 were 16 
percent higher than over the same period of 1966. However, the goal of 
$130 million for minor exports in 1967 was revised downward to $120 
million. One of the problems was slowness in implementing the new 
Export Promotion Fund.

There had also been slippages in completing the study of overall 
industrial policy and the long-term agricultural plan. The date for 
completion of the latter was pushed back from June 30 to November.

With respect to coffee, the Government had devised a plan for the 
diversification of marginal coffee areas in the Departments of Caldas, 
Quindfo, and Risaralda, with possible later extension of the plan to 
other marginal coffee areas.

However, there was concern that the Government was providing 
an additional incentive to coffee production through tying changes 
in the support price of coffee to the certificate exchange rate instead 
of to the world price, as it had indicated it would do. Colombians 
pointed out that coffee growers were still receiving less in real terms 
than in 1962 and said that no further increases were contemplated in 
the domestic support price. A positive result was the improvement in 
the financial position of the Coffee Federation, whose peso debt to the 
Bank of the Republic was reduced by 156 million pesos during the 
quarter.

Perhaps the most troublesome problems during the review sessions 
were those related to additionality of U.S. exports and to Colombia’s 
bilateral compensation agreements. During the first half of 1967, the 
U.S. share of the Colombian commercial import market fell somewhat 
short of the historic share of 39 percent. The decline -was particularly 
marked in June. In August, the AID Mission in Bogota took action 
on its own initiative to expand the positive list to include items which 
it felt had lost ground in the Colombian market. This was at least partly 
in response to pressure from U.S. exporters, as well as Colombian 
importers, to place certain products on the list. Once the Mission had 
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agreed with the Colombian Government to expand the list, the action 
could not be reversed, but it drew a stern warning from AID in Wash­
ington that it was not to be repeated. Washington felt that the larger 
the list, the more there tended to be an erosion of additionality.

At the same time, the size of Colombia’s inconvertible bilateral 
compensation balances ($37.3 million at the end of June, down only 
$0.8 million in the quarter) exerted pressure on the Government to 
direct trade toward the countries with which it held these balances.

In the end, the IMF released the $15 million second tranche of the 
1967 standby agreement on August 30, and the AID Mission recom­
mended release of the $20 million second tranche of the program loan 
on September 11. Three days later, Washington concurred, and the 
implementation letter committing the second tranche was delivered 
to the Minister of Finance September 21.
2. Second quarterly review

The second quarterly review sessions were held from November 10 
to November 30, 1967. In general, Colombian performance continued 
good with respect to monetary, fiscal, price, wage, petroleum, and 
foreign exchange policies.

The Bank of the Republic continued to follow conservative mone­
tary policies, so that the money supply was increasing consistently 
with the informal target of a 15-percent rise during the year. The 
Bank’s net domestic credit outstanding on September 30 was only 
about two-thirds of the adjusted ceiling (4.4 billion pesos compared 
to 6.5 billion).

In the year ending September 30, the cost of living had risen only 
7.3 percent. Wage raises in collective bargaining agreements were 
mostly in the range of 8 percent to 12 percent.

The Government’s net credit from the Bank of the Republic had 
been reduced by more than half a billion pesos during the first 9 
months of 1967, and its surplus on current account was 400 million 
pesos over the target of 1.75 billion.

Although Lleras used his special powers to take steps against in­
come tax evasion, there was a delay in preparation of a comprehensive 
tax reform bill which it now appeared would not be ready for presen­
tation during the current session of Congress, as originally intended. 
Furthermore, the Government had not yet completed its detailed 1968 
investment budget.

The Bank of the Republic’s reserve position continued to improve, 
and the certificate exchange rate continued its slow but steady depre­
ciation, reaching 15.30 on September 30. Minor exports for the year 
totalled $84 million through September and $98 million through 
October, on the basis of which AID estimated a level of $115 million 
to $120 million for the year. There had been no progress, however, 
toward liberalizing imports.

A major step to rationalize the exchange system and stimulate new 
petroleum investment was taken in early November, just before the 
review sessions began, when the petroleum rate of 7.67 pesos to the 
dollar was eliminated and replaced by the capital rate of 16.25. This 
meant that petroleum companies which had previously received only 
7.67 pesos for dollars brought to Colombia for exploration and exploi­
tation expenditures would now receive 16.25 pesos for such dollars.
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On the other hand, the prospects for foreign investment, other than 
petroleum, were not good. Decree Law 444 in March had guarantee 
foreign investors the right to remit only 10 percent profit each year on 
capital brought into Colombia and duly registered. Practically no 
remittances were allowed in 1967, because registration of foreign capi­
tal was being made for the first time. Between March and November, 
only some $22 million in new foreign investments were approved by the 
Ministry of Planning, and most of these had been pending before 
March. Very few new commitments were made after March.

The Government indicated that it intended to apply the decree 
liberallv and flexibly and that it considered the 10 percent figure a floor 
rather than a ceiling, but at the same time .several Government officials, 
including the President himself, made clear their preference for foreign 
loans over investment for industrial development. In a major address 
to the Colombian Society of Economists in late October, Lleras dis­
cussed the basic need of the country to increase savings and invest­
ment and referred to foreign credit as “anticipated savings, statmg 
that “foreign credit is preferable to foreign direct investment tor 
this reason.” Publicly and privately, other Colombian officials elabor­
ated on this point. They felt that foreign credits were cheaper than 
foreign investment because they resulted in a fixed charge on the bal­
ance of payments over a fixed period of time, while remittances from 
foreign investment represented an open-ended charge over an indefi­
nite period of time. It was noted, in this respect, that foreign firms 
tended to try to recoup their capital investment in periods of only 
3 to 4 years, even if they did not try to repatriate all of it m that 
period. In addition, foreign investment was frequently made in ways 
which minimized the inflow of dollars, and created additional de­
mands for domestic peso credit while increasing the future potential 
demands on Colombia’s foreign exchange resources. An example 
would be a foreign firm which brought in as few dollars as possible 
and borrowed the balance of its capital needs on the local peso market, 
sometimes to buy a going Colombian concern rather than to establish 
a new industry. In such a case, the local concern would shift to foreign 
ownership with only a very small, if any, net addition to the country s 
industrial capacity. .

Slippages continued with respect to the formation of overall in­
dustrial, agricultural, and education policies. Two specific industrial 
policy goals had been established: (1) studies by mixed commissions 
in several sectors, including food, metal-mechanical, transport, tex­
tiles, leather, petrochemical, and chemical-pharmaceutical industries; 
and (2) a comprehensive study of development problems and policies 
which was to have been ready by September 30. As of the November 
reviews, neither commitment had been fulfilled, though Colombian 
officials indicated that all of the studies were nearing completion.

Some progress had been made on Andean regional economic inte­
gration, a movement in which Carlos Lleras had taken the lead through 
hosting a “Little Summit” in Bogota shortly after his inauguration 
in August 1966. .

Completion of an overall long-term agricultural plan was not ex­
pected before March 1968, though several subsector plans had al­
ready been completed. Meanwhile, agricultural credit had been in­
creased and it was expected that Congress would pass the agrarian
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reform law amendments to authorize easier land expropriation be­
fore it adjourned for Christmas. There continued to be concern over 
repeated Government actions to raise the domestic price of coffee.

With respect to education, Congress had not acted on bills to pro­
vide more revenues for local governments, nor had much progress 
been made toward reorganizing either the departmental secretariats 
of education or the national Ministry. On the other hand, pending 
problems with teachers, especially over salaries, had been settled, and 
steps were being taken to regulate academic qualifications for teach­
ing and to fix rules for promotion.

On November 30, the IMF agreed to release the $15 million third 
tranche of the 1967 standby, and on December 12 the AID Mission 
recommended release of the $20 million third tranche of the May 
1967 loan. Washington concurred December 16, and 2 days later the 
letter of implementation was delivered to the Minister of Finance. 
3. Third quarterly review

by only 7 pi 
Collective bi

The third quarterly review sessions were held from Februarv 12 to 
February 23, 1968. The economic situation continued good on 
the whole. The Bank of the Republic had achieved a net improvement 
m foreign reserves of $80 million during 1967. The Government’s op- 
®ratlons with the Bank had been neutral, and the Coffee Federation’s 
debt had been reduced by 213 million pesos. The cost of living rose 
Fy only 7 percent in 1967 and wholesale prices by only 6.6 percent 
Collective bargaining agreements continued to provide wage settle­
ments of about 10 percent plus fringe benefits. Current budget rev­
enues rose by 11 percent over the 1966 level, and the current account 
surplus was 33 million pesos over the target. The certificate rate of 
exchange rose from 15.30 on September 30 to 15.81 on December 31, 
tor a depreciation of only 3.3 percent during the quarter. (In Feb­
ruary the rate again began an upward movement and reached 16.18 on 
May 3 ) Minor export receipts in 1967 had totaled $118 million, a little 
more than 15 percent above the 1966 level, but short of the $130 million 
Lcirc’ct.

.According to one view, this was the result of overreliance on specific 
such as the Export Promotion Fund and tax 

credit certificates at the expense of tailoring overall financial policies, 
including exchange rate policy, to facilitate the priority goal of ex- 
Pansion and diversification of exports. In this view, the certificate rate 
was not yet high enough to give exporters an adequate incentive and 

m°vement m rate was only enough to maintain past 
in f+ XP°^ ®xPan,sl2n- A differing view was that gradual increases 
nnrftnf 1^ainfca.me^ ^?r a iong period of time were much more im- 

exPorts than sharP increases with the likelihood of further fluctuations.
TS t?16 kroader question of import policy 

P? ^ °f lnlPort liberalization. One way to subject the certifi- 
J suPP!y and demand conditions would have been to ease 

mport controls, something that the Colombian Government had de­
clared its intention of doing.

Gove™nent, however, was now unwilling to fix an 
exact date for liberalization. An initial draft list of items to be put on 

uT dw Wn mai°rity of the members of the 
National Council for Economic Policy were opposed to liberalization.
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This opposition was due to a belief in the success of the current sys­
tem of gradually increasing monthly import licensing levels. It was 
argued that there was a marked speculative approach by importers, 
who did not expect financial stability to last and. who therefore took 
advantage of liberalization to put undue pressure on imports.

Another disturbing development in the area of import policy was the 
continuing decline in the U.S. share of the Colombian commercial (i.e., 
non-U.S. financed) import market. In the last quarter of 1967, this 
share dropped to 21 percent. For all of 1967, it was 29 percent compared 
to an average of 39 percent during 1962-66. The reasons given for this 
decline were: (1) the high level of AID licensing in relation to the 
total demand for imports from the United States; (2) the Colombian 
Government’s attempt to accelerate the use of its bilateral balances; 
(3) the lack of control over licensing of imports financed through open 
bidding under international agency financing; and (4) the increase in 
Export-Import Bank disbursements. This became one of the biggest 
issues between AID and the Colombian Government in connection 
with the release of the fourth tranche of the 1967 loan. It seems clear, 
however, that if AID and the Export-Import Bank were financing 
an increasing percentage of Colombia’s imports, then the commercial 
sector would inevitably decline percentagewise and with it, the U.S. 
percentage share. Nonetheless, AID revised the list of commodities 
eligible for AID financing to reduce the number of items and to give 
greater emphasis to capital and other goods for which the U.S. share 
of the market had been traditionally small.

As had been the case in earlier quarterly reviews, Colombians per­
formance with respect to current budget and financial matters was bet­
ter than with respect to long-range industrial, agricultural, and educa­
tional policy. The industrial policy study which had been due Septem­
ber 30, 1967, was still not ready, nor was the long-term agricultural 
plan which was due in March, 1968. The programs drawn up earlier 
for increasing the production of eight basic agricultural commodities 
were underway but were limited to certain areas of the country. Legis­
lation had been passed broadening the powers of the Land Reform 
Institute (INCORA) and it wTas hoped shortly to begin an ambitious 
program aimed at making landowners out of 25,000 sharecroppers in 
250 municipios (roughly equivalent to U.S. counties) by August. 
INCORA also had a program to provide technical assistance and credit 
to 12,000 to 15,000 families to increase production on inadequately 
developed lands. The coffee diversification study was scheduled to be 
completed by the end of March (originally, the plan resulting from the 
study had been scheduled to be in operation by the end of March). 
Meanwhile, the Government continued its policy of increasing the 
domestic price of coffee and stated its intention to follow this policy 
until the real income of coffee growers was restored to the 1962 level.

Reforms in the educational sector were also still in the planning 
stage, and Congress had not yet acted on the President’s proposal for 
an increase in the land tax to be used by municipios for education 
expenditures.

On the basis of the overall review, the AID Mission in Bogota 
recommended release of the $20 million fourth—and last tranche— 
of the loan on February 29, 1968.
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On March 28, the Mission informed Washington that the Colombian 
Government was making a serious effort to remedy the additionality 
problem by requiring importers to shift $2.1 million in import appli­
cations from AID financing to ordinary payment from Bank of the 
Republic reserves for January and an additional $2.8 million for 
February, but it was not until May 8 that the Colombian Government 
met the 20 percent import liberalization goal and Washington agreed 
to release of the last tranche of the loan.

H. POLITICAL CONSOLIDATION AND THE DEVELOPMENT OF ECONOMIC POLICY 
UNDER LLERAS RESTREPO

1. Political consolidation
The summer of 1967 marked the beginning of a period of significant 

political consolidation in Colombia and preparation for transition 
from the system of the National Front to whatever would follow it. 
This was accompanied by the evolution of an economic policy—which 
did not always show through clearly in the quarterly program reviews 
with AID—designed to put more emphasis on development as stabili­
zation goals were achieved.

In December 1966, Congress had approved a law permitting pas­
sage of a wide range of measures for a 2-year period by a simple, 
instead of a two-thirds, majority. Nevertheless, moving bills through 
Congress remained a time-consuming and frustrating process, and the 
President still preferred to use special powers to implement his pro­
grams. Much of the major tax and administrative reform legislation 
was enacted in this manner. In June, Lleras Restrepo began a renewed 
effort to push through additional constitutional reforms. Under the 
existing constitution, decrees issued during the state of siege would 
become inoperative when the state of siege was lifted unless they had 
been approved by the Congress. One aspect of Lleras’ proposed reform 
would provide for a “state of economic emergency” as distinguished 
from a state of siege to handle economic and social problems, so that 
governments would resort to a state of siege only for the originally 
intended purpose of fighting subversion and reestablishing peace.

Another facet of the reforms to which the President attached great 
importance was a proposal to reduce the membership of both Houses 
of Congress so as to make the bodies less unwieldy and to mitigate 
the chronic problem of absenteeism. The Senate rejected this article 
and then refused to reconsider by a margin of one vote less than the 
necessary two-thirds. The administration’s defeat was accounted for 
by absenteeism plus dilatory tactics on the part of independent Con­
servative Senators and the followers of Rojas Pinilla. In addition, the 
House approved a rider to the bill to extend the terms of all of its 
members for 2 years by eliminating the congressional elections sched­
uled for 1968.

At this point, the President found a new ally in the person of 
Alfonso Lopez Michelsen, leader of the Liberal Party faction which 
had hitherto been opposed to the National Front. One of the tenets of 
the Movimiento Revolucionario Liberal (MRL), which Lopez headed, 
had always been opposition to the principle of presidential alterna­
tion, and as Lleras Restrepo moved to modify the National Front, 
Lopez Michelsen moved closer to Lleras. Now, Lopez came to Lleras’
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rescue and the Senate voted to reduce its membership by a bare two- 
thirds majority of 61 to 30. It also passed the constitutional amend­
ment providing for the gradual phasing out of the National I ront.

This led to reunification talks between the two factions of the 
Liberal Party, and these bore fruit in an accord of August 11, 1967. 
This was followed by a Liberal Party national convention on October 
20 at which a four-man national directorate (two old-line Liberals 
and two MRL) was elected, a platf orm was approved, and the merger 
of the Liberal forces was formalized. The convention strongly en­
dorsed the Government of President Lleras, supported the policies 
and programs of his administration, and pledged to approve the 
administration-sponsored legislation currently languishing in Congress 
before the March 1968 congressional elections.

Indeed, a good deal had been done already. The accord of August 
11 gave the combined National Front forces in Congress 73 out of 
106 Senators (two more than a two-thirds majority) and 127 of 190 
Representatives (exactly a two-thirds majority). In September, the 
House of Representatives approved the first of three constitutional 
amendment bills. The bill provided for the establishment of a state 
of economic emergency, which would allow the government to enact 
permanent legislation by decree once a year for 90 days on economic 
matters. It also partially eliminated the two-thirds requirement for 
administration proposals.

On October 3, the Minister of Government presented to the Con­
gress a broad, five-point legislative program. The key areas were the 
third part of the constitutional reform bill dealing with departmental 
and municipal reform, and a revamping of the tax structure to 
strengthen departmental and municipal fiscal resources.

Following the Liberal Party Convention later in October, leaders 
of the Liberal and Unionist Conservative Parties and President Lleras 
agreed on November 9 on a program for modifications in the National 
Front. Parity between Liberals and Conservatives in departmental 
and municipal assemblies and councils would be eliminated in 1970, 
but it would continue in Congress until 1974 and in ministerial and 
administrative positions until 1978 with provisions for equitable repre­
sentation of all parties in these positions thereafter. The requirement 
of a two-thirds vote for amending the constitution would also be elimi­
nated. The 1974 date for terminating the alternation of the Presidency 
remained unchanged. These provisions were introduced as amend­
ments to the second constitutional reform bill already before Congress. 
The bill was promptly approved by a House committee on November 
23, but because it amended the constitution, it required approval by 
two sessions of Congress. The same week, another House committee 
approved a bill—already passed by the Senate—giving the President 
special powers for administrative reform and to raise military salaries. 
This bill included authority for the elimination of offices, creation 
of new agencies, and modification of pay schedules.

In a final flurry before the Christmas recess, Congress approved 
several bills of high importance to the Government, notably the road 
fund bill which ratified the gasoline tax decreed under state-of-siege 
powers in December 1966, and the bill for military pay raises, in­
cluding the rider of special powers for public administration reform. 
Also passed was the modification of the agrarian reform bill which 
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simplified administration of the agrarian reform law, <rave INCOR 4 
S^INCORA t' facilitated titling, and en­
abled IM ORA to contract with private owners to insure against 
mePntsPri P6ri°dS necessar^ to amortize development invest-

This activity continued into 1968. On February 20, a House commit- 
ee approved a constitutional amendment reducing the number of to 90^^V6S fiT 190 to T’ and the "umb®>- of from lol 

to 90 (These numbers were subsequently altered due to the creation of new departments.) On Februa^29, the House approviT^ 
sive abandonment of the National Front. 1 g

Thus, the Lleras Restrepo Administration went to the March 1968 
elections at the head of a Liberal Party which was united for the first 
time since the introduction of the National Front 10 years before and The kev to ^St faCti°n °f the Con“vi^’arty
ditpjV • Was Llbera! something which had long been 
d^ired by various groups within the official Liberal Party and which 

as given added impetus by the failure of Congress to pass the Lleras- 
sponsored constitutional reform legislation in the summer of 1967 
This underlined growing awareness that constructive Sative action 

as almost impossible under the existing arrangement. Liberal politi- 
cians were also concerned about the dangers of entering thePpost- 
Mtional Front period with a divided party, and the MRL (which 
had itself suffered schisms over the Communist issue) was worried 

d®-C me the ballot box between 1964 and 1966. The Unionist
SWrt to e,ect their “ndidate for rresident m 1910 under the National Front principle of presidential

W6re gathered in the March 1968 elections for the House sttoSrth The National inereasTits
iSt • 107 • of 190 seats ln 1966 to 144 out of 204 seats in
the JeaXXf "7 7“ nUmber of beinS accounted f« by 
pense of X T Mo? 7 these 8ains were at the
doctrinaire to! to" 'XXta> wm?> of the Conservative Party (the 

lnaire foilowers of the late President Laureano Gomez) The 
followers of Rojas Pinilla maintained their numerical strength but 
their votes dropped by approximately one-fourth bUt

ays a year, during which the President could legislate bv decrep with

President Lleras commented:

branches has been estab, 
developmentprograms. * w ic wi alette lastword on the suitability of
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%. Development of economic policy
While Lleras was consolidating his political position in the last half 

of 1967 and the beginning of 1968, he was also moving ahead with the 
development of his economic policies. The two things were related, and 
success in one field made it easier to achieve success in the °ther* As 
the Economist Intelligence Unit put it in September 1967: ‘ Colom­
bians now have the feeling that events are not controlling them to the 
extent that they were before.” The atmosphere was further improved 
by a lessening of guerrilla activity.

One of Lleras’ major points of emphasis was a bill to curb tax 
evasion. A study by the United Nations Economic Commission for 
Latin America showed that the top 5 percent of the population re­
ceived 30.5 percent of personal incomes and the top 10 percent received 
42.5 percent of incomes, while the bottom half of the population re­
ceived only 20 percent of the income. Evasion of taxes meant that the 
tax burden fell on those least able to pay. Colombia’s fiscal problems 
came not so much from excessive spending as from insufficient revenues. 
When Congress failed to act on the tax evasion bill (as well as on the 
constitutional reform bill), Lleras publicly chastised it for “an in­
credible lack of political discipline and the absence of a functional 
system of congressional operation.” At a later stage, he was to go on 
television to read individual tax returns without mentioning names.

On July 20, 1967, the last day his special powers were effective, 
Lleras issued a tax decree law in the face of opposition from both in­
dustrialists and labor unions. The new law was expected to raise 
Government revenues by at least 300 million pesos. It had the follow­
ing major provisions:

1. Late tax payments were to carry a penalty of 2.5 percent 
per month, in place of the former penalty of 2 percent the first year 
and 3 percent the following years, which had made it far cheaper to 
owe the Government than to pay bank interest of 15 to 20 
percent for a loan. As the Finance Minister had put it at the end of 
June, the former system meant that the state was treated as a bank 
that gave credit to its taxpayers.

2. Contracts for lifetime income, designed to evade inheritance 
taxes, were outlawed.

3. All groups hitherto free from making income declarations must 
now do so—religious bodies, universities, public institutes, and other 
nonprofit bodies. Formerly taxpayers who received income from such 
groups did not declare it as part of their taxable income, because 
they knew there were no financial statements made to tax authorities 
by these groups.

4. Tax-free fringe benefits -were to be listed, and a limit was set of 
10 percent on what an enterprise could spend in this way.

5. Lists of taxpayers were to be published, giving gross income, tax­
able income, net estate, and taxes paid.

6. All kinds of tax exemption used as promotion were ended— 
e.g., the tax-free feature of agricultural and livestock bonds.

During the fall of 1967, the broad outlines of Lleras Restrepo’s 
development plans became clear: both farm and factory expansion 
through two growing agencies, the Land Reform Institute (INCORA) 
and the Industrial Development Institute (IFI), with the direction 
they took headed toward regional economic integration. Such Integra-
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tion had long been one of Lleras’ major goals. One of his first acts 
after becoming President was to be host to a “Little Summit” Au<mst 
14, 1966, attended by the Presidents of Chile and Venezuela, plus rep­
resentatives of the Presidents of Peru and Ecuador. The object was to 
promote subregional Latin American economic integration among the 
Andean countries, on the premise that it was easier to integrate parts 
of the area than to integrate the whole.

This policy gained force from the difficulties encountered by the 
Latin American Free Trade Area (LAFTA), which includes all of 
South America plus Mexico. In August 1967, the original “Little Sum­
mit” countries, now joined by Bolivia, agreed to form the Andean 
Development Corp., to be capitalized at $50 million, contributed in 
the same proportion as its members’ subscriptions to the Inter-Ameri­
can Bank, and with its headquarters in Caracas. Its capital was to be 
used to finance the expansion and modernization of existing industries, 
the establishment of new ones, and multinational development works 
such as highways and power.
• (-^February 7,1968, the Andean Development Corp., officially came 
into being in a ceremony in President Lleras’ office attended by the 
personal delegates of the presidents of Venezuela, Ecuador, Peru, 

an.d Chile. Member countries underwrote a working capital 
of $2o million, with a $100 million ceiling to be covered in subsequent 
months. Also in February, an agreement was signed between the cattle- 
raising federations of Colombia and Venezuela for the export of 
120,000 head of Colombian cattle to Venezuela during the coming year 
at a total value of $24 million. Both governments hoped that the new 
agreement would put an end to smuggling. In March, the presidents 
of the oil enterprises of Peru and Colombia agreed to collaborate on the 
development of petroleum in the Amazon region. They stated that the 
complementation of oil and petrochemicals constituted a necessary 
step within the mtegrationist policy which the Andean nations were 
striving to attain.

Later in1968, however, the Andean integrationist movement suffered 
a setback due to the reluctance of Venezuelan industrialists to subject 
themselves to international competition from countries with lower 
costs and weaker currencies.

Another of the major goals of the Lleras Restrepo government was 
to break the inflationary psychology of the country. It argued that 
repeated, dramatic devaluations led the country to expect more of the 
same, while a fluctuating, gradually devaluing exchange rate would 
inspire more confidence.

All of this, of course, meant increasing central control over the 
economy based on what Minister of Development Antonio Alvarez 
Ivestropo termed the “development tripod” of balanced budgets, stable 
^onetary policy, and adequate wages to avoid increases which could 
lead to an inflationary spiral.
nJ", A, Colombian Society of Economists in Octo­
ber 1961, President Llerasjustified increased government control of 
the economy in a discussion of the social implications of various 
methods of capital formation and their applicability to Colombia He 
bia^o‘follow ‘and J™,1!’™ “pitalism” was not the path for Colom- 
tow^d‘ih7h^«h- ‘ 1 n g°7ernment would adopt policies looking 
toward the harmonious development of all classes, and the creation 
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of a more egalitarian, society.” He emphasized social justice, the im­
possibility of accepting the classical route to capital formation, and 
the vital importance to Colombian development of protecting and 
developing human resources. . .

At least through 1967, the anti-inflationary policies were successful, 
aided by firm price controls and only moderate wage increases. Price 
controls were relaxed somewhat at the end of December 1967, and 
Colombia’s major steel producer, Acerias de Paz del Rio, immediately 
raised its prices 25 percent. Through the first 8 months of 1968, how­
ever, the cost-of-living index rose only 5.5 percent.

At the same time, the Lleras Government made greater efforts to 
increase public investment, particularly to concentrate resources in 
more limited sectors, to make funds available more promptly for the 
domestic costs of projects partially financed by foreign aid, and to 
give a higher priority to projects using more labor and less capital. 
According to the Colombian industrial census tabulated in 1965, em­
ployment rose by 18.4 percent between 1959 and 1965, while wages in 
constant terms rose 68.2 percent and investment 117.9 percent. This 
meant that the country’s industrial growth was occurring through the 
establishment of modern facilities requiring skilled labor and heavy 
capital investment. This was in accordance with a worldwide trend, 
but it was precisely opposite to Colombia’s needs, which were to use 
more labor so as to reduce unemployment and to use less capital so 
as to conserve foreign exchange.

Public investment financed by the budget increased 42 percent (29 
percent in real terms) in 1967 over 1966, and also showed a marked 
shift in emphasis toward agriculture, which had been relatively 
neglected in the past. As will be discussed in a subsequent section, a 
good deal of the increase in investment was accounted for by the use 
of program loan counterpart funds.

By the end of 1967, the IMF, which a year earlier had been de­
nounced by Lleras over the devaluation issue, was expressing its sat­
isfaction with the course of Colombian policy and was even guardedly 
optimistic about the future. The IBRD was less restrained. It found 
Colombia’s 1967 performance “impressive” and saw the beginnings of 
a “sound basis for achieving a higher rate of growth.”

One further aspect of Lleras’ policy must be mentioned—his initia­
tive in reestablishing diplomatic relations and promoting trade with 
Eastern Europe. Diplomatic relations were established with Yugo­
slavia, Bulgaria, Czechoslovakia, and Poland in November 1966, and 
with the Soviet Union in January 1968. The basic purpose was to 
expand commercial relations, but by mid-1968 this had achieved only 
modest success. It had, however, served to provide at least in some 
quarters another reason to justify continuation of U.S. aid at sub­
stantially the same levels. This view was based on the fear that if the 
United States should withdraw or substantially reduce its support, the 
U.S.S.R. would be inclined to exploit the situation by offering limited 
assistance in selected fields, such as credits for capital and technical 
assistance for establishment of industries.

V. Use of Foreign Currency

U.S. program loans and Public Law 480 sales to Colombia till mid- 
1968 generated some 3.9 billion pesos of counterpart funds, most 
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of which were available for grants or reloans to Colombia for pur­
poses of economic development. One of the presumed merits of a 
program loan and of a Public Law 480 sale is this generation of coun­
terpart which can then be reused so that the original dollars, in effect, 
do double duty. Upon examination, however, the use of counterpart 
turns out to be the most complicated part of foreign aid—the most 
difficult to understand, the most difficult to trace, the most difficult 
to manage.

There are several reasons for this. The availability of large amounts 
of counterpart, in effect, gives the United States control over a signifi­
cant percentage of a foreign country’s money supply. It is as though 
a foreign power controlled some tens of billions of dollars of the U.S. 
budget and of deposits in Federal Reserve banks. This money is 
fungible with all the other money in the budget or on deposit. But 
although counterpart is additional available money, it is not addi­
tional available resources; these were the commodity or food imports 
paid for by the original dollars, and they are injected into the economy 
only once.

In a balanced monetary situation, the goods financed by a program 
loan or by Public Law 480 and the counterpart generated thereby, 
equalize each other and the economy proceeds at a higher level of 
activity. But AID loans and Public Law 480 sales are typically not 
made in a balanced monetary situation. More commonly, they are made 
in an inflationary situation, in which the original input of goods serves 
to soak up excess purchasing power—an effect which would be nullified 
by the prompt spending of counterpart. In these circumstances, “steri­
lization” of the counterpart may be indicated—that is, not using it 
at all.

On the other hand, counterpart may be useful in enabling the private 
sector, in either industry or agriculture, to get a piece of the action— 
that is, to procure some of the goods or services which the original 
dollars which generated the counterpart have made available. Thus, 
for example, if a program loan finances the import of fertilizer, the 
counterpart might be lent to farmers to buy fertilizer. But this example 
is oversimplified. It is more common that the goods imported through 
a program loan bear no direct relation to the goods or services financed 
by the counterpart. Furthermore, the counterpart frequently goes into 
the Government’s budget, where for all practical purposes it becomes 
indistinguishable from budgetary resources resulting from taxes or 
local borrowing.

Because money is fungible, counterpart can be managed, directed, 
and controlled only to the degree that a country’s total money supply 
is managed, directed, and controlled. If, for example, AID limits its 
concern only to a given quantity of counterpart, it can be frustrated 
and evaded through the simple expedient of more government borrow­
ing from the central bank. This is one of the reasons why AID and 
the IMF concern themselves with foreign government commitments 
respecting monetary policy—government borrowing, bank reserves, 
budget surpluses or deficits, foreign exchange rates, and all the rest. 
But once these external agencies inject themselves into these matters', 
they are, of course, involving themselves in some of the most sensitive 
areas of sovereignty. And because there are practical, political limits as 
to how far one can meddle in these areas, AID and the IMF tend to lose 
control, regardless of what may be written in the pertinent agreements.
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Finally, in the nature of things, most governments, including Colom­
bia, which borrow from the United States have budgetary deficits and 
see the counterpart resulting from U.S. loans as an easy way to make 
up these deficits without resorting to the more politically unpopular 
device of raising taxes.

All of these facets have been noticeable in the use of the counterpart 
resulting from AID program loans and U.S. Public Law’ 480 sales to 
Colombia. Further, for reasons which lie in the inherent complexity 
of the problem, there has been a noticeable tendency on the part of 
AID/Washington to leave decisions regarding counterpart to the AID 
Mission/Bogota. Washington has occasionally admonished the Mission 
as to guidelines, and it has occasionally asserted its rights for prior 
approval; but by and large, the allocation and spending of counterpart 
has been left to the Mission in Bogota. Indeed, an exhaustive review of 
the files in Washington leads inexorably to the conclusion that it is 
impossible, on the basis of these files, to trace in detail the uses of 
counterpart in Colombia. What follows is a brief summary of what 
is revealed by data available in Washington; it does not purport to be 
an exhaustive study, much less an audit, of the use of counterpart.

One of the great problems of counterpart has been what to do 
with it. As was related in section IV.A above, the counterpart result­
ing from the first program loan to Colombia in 1962 was supposed to be 
sterilized—that is, not used at all—as part of an anti-inflationary pro­
gram. This position was not maintained, and the counterpart was 
eventually released in a single installment for budgetary support to 
help pay the current operating expenses of the Colombian Government.

Thereafter, AID developed the policy of using counterpart for 
specific, identifiable projects, at first in the private sector, later in the 
public sector. The most ambitious undertaking in the private sector 
was the Private Investment Fund, which between 1963 and 1968 re­
ceived a total of about 755 million pesos. This fund, which is discussed 
in more detail in section VII below, was designed to provide credit 
to small- and medium-sized business. But aside from the Private In­
vestment Fund, AID found that there were few projects sufficiently 
well planned to provide an outlet for the counterpart available. AID 
policy papers contained repeated statements of the necessity for un­
remitting emphasis on project preparation.

A further problem has been encountered in the unpredictability of 
when, and how much, counterpart would actually be generated. The 
amount of counterpart is dependent on the exchange rate at which 
program loan dollars, or Public Law 480 commodities, are sold to 
Colombian importers. As the peso depreciated against the dollar, a 
given quantity of aid generated more pesos. In fact, the great increase 
in the free rate of exchange at which Public Law 480 title I commodi­
ties were sold to the Colombian Government in 1965-66 caused Colom­
bia to cease purchases.

The timing of counterpart generation is, of course, dependent on 
disbursement of loans, a process which has frequently been subject to 
long delays. These delays were extended even more in 1964-65 by the 
policy of allowing Colombian importers 3 or 4 months to make their 
peso payments to the Bank of the Republic against the dollars which 
financed AID program loan imports. This amounted, in effect, to an 
initial use of counterpart as credit to Colombian importers, but it de­
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layed by the length of the credit the time when the counterpart became 
available for more traditional uses.

Finally, there was a delay of some months before the Colombian 
Government decided that the use of counterpart was not subject to the 
appropriation process by the Colombian Congress.

By mid-1965, AID was re-examining its earlier emphasis on a 
project-by-project use of counterpart, particularly in the private sector. 
According to this analysis, Colombia’s private industry was more ad­
vanced than its government and it was in the public sector that there 
was to be found the principal drag on the country’s social and economic 
development The priority problems were seen to be: (1) lagjnno- in­
frastructure development, (2) education at all levels, (3) health serv­
ices, ( ) inefficient administration, (5) poor or nonexistent overall 
planning, sector planning, and inter- and intra-sector coordination, es­
pecially in agriculture, and (6) insufficient organization for the trans- 
fer of private sector profits to finance public sector development needs.

AID suggested that these problems were not adequately dealt with 
returning to the private sector, through credit, the pesos 

which had been generated by commodity sales to the private sector, 
regardless of administrative convenience and regardless of the great 
absorptive capacity of the private sector for low-cost credit under hot- 
House conditions of overprotection and inflationary spending.
a ^recommendation which followed from this observation was that 
AID should concentrate on building infrastructure and public institu­
tions by channeling peso funds intended for the public sector into 
broad programs carried out by fairly well-operating public institu- 
tions, rather than into individual investment projects. It was added 
that so far the project-by-project approach had done little institution 
building and had resulted in little improvement of sector planning 
and investment coordination. Indeed, there was some evidence that it 
« j circumvented consolidated planning on a priority basis. USAID 
nd the Embassy had sometimes given vague promises of favorable 

financing, without regard to the inherent uncertainties as to the 
timing and amounts of counterpart availability, instead of encourag­
ing planning and making clear that priority designation was essentially 
a responsibility of the Colombian Planning Office. The Planning Office 
itself frequently approved projects outside of an overall analysis of 
financial availabilities and competing priorities.

Accordingly, AID began outlining plans to examine possibilities for 
replacing project financing with the financing of sector programs, to­
gether with adequate inputs of technical assistance. The policy that 
counterpart should not finance items in the budget was modified to 
provide that counterpart should not finance regular, ordinary, opera- 
S? “P^itures. AID still believed tlikt these
expenditures should be financed from regular, recurring budgetary in-

Cam? m 4ID’S new-’ P'*’1'™ attitude toward using 
counterpart to finance investment projects in the budget.

1 he first major allocation of counterpart under this new policy was 
made m June 1966 m the amount of 429 million pesos for 17 activities 
ma wide variety of fields. While some of these did not meet “all desir- 
nrnhlCrlten»\ AID felt of them contributed in “some meas-

W to program objectiyes-i e., social and political stability, 
financial balance, agricultural diversification and increased productiv-
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ity, and infrastructure development. Two of the allocations were 
approved “reluctantly.” One of these was 13 million pesos for the 
Augustin Codazzi Institute, a semiautonomous agency which carries 
out economic mapping, cadastral surveys, and soil and forestry investi­
gations. Of the 13 million (all of it a grant), 12 million pesos sup­
ported the Institute's operating expenses during the last 5 months of 
1966 and made up the shortfall between the Institute’s budget request 
and the amount approved by the Colombian Government. The second 
was a 12-million-peso grant to the Ministry of Health to assist in an 
expanded malaria control campaign in cooperation with the U.N. 
Children’s Fund. AID approved these allocations in view of “the over­
riding importance of the project,” but warned the Minister of Finance 
that it disapproved the use of counterpart for operating expenditures 
and stressed the necessity for the Colombian Government to provide 
an adequate operating budget from regular sources.

Additional allocations of 522.7 million pesos were made in Novem­
ber and December 1966. These included 11 million pesos to the Plan­
ning Office to carry out project preparation, 57 million to the Ministry 
of Public Works to provide part of the local currency required for 
projects whose foreign exchange costs were financed by an IBRD loan, 
and 100 million for school construction.

The bulk of the 1966 counterpart allocations were on a grant basis. 
Generally speaking, loans were made for activities which would gen­
erate revenues, such as power, water supply, sewerage, etc., though 
there were exceptions, notably for housing..Grants were made for non­
revenue-producing activities such as education.

During the course of the year, considerable bad feeling developed on 
the part of Colombian entities which failed to receive an allocation at 
the time or in the amount they had been led to believe they could 
expect. Aside from the inherent problems mentioned above, there was 
a particular problem arising from diversion of Public Law 480 wheat 
to meet a critical shortage in India. This meant a shortfall of 60 mil­
lion pesos in counterpart generation during 1966.

Part of the difficulty of counterpart management on the U.S. side 
was the lack of coordination with respect to allocation procedures 
between the Embassy and AID Mission in Bogota on the one hand 
and the State Department and AID in Washington on the other. 
The programing and management of U.S.-controlled local currency 
was primarily a Mission responsibility, and little information other 
than the final decisions on peso allocations was transmitted to Wash­
ington. These allocations were originally proposed to the AID Mis­
sion by the Colombian Planning Office on the basis of an initial 
review of requests for counterpart from the various ministries and 
independent agencies of the Colombian Government. An agreed AID- 
Planning Office proposal was then submitted to the Ministry of 
Finance for approval. Before forwarding the proposal to the Min­
istry of Finance, USAID/Bogota requested the concurrence of 
AID/Washington which usually gave its routine approval.

In August 1966, AID/Washington sent a circular telegram to all 
missions instructing them that Washington needed to know on a 
forward basis that the mission was using program currency as a 
program instrument and how the proposed use of local currency 
related to dollar requirements.
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About a month later. USAID/Bogota reported the guidelines 
which it used in reviewing the Planning Office’s proposed uses of 
counterpart:

(1) Importance of the project to economic development and 
program goals.

(2) The desirability of funding an activity to completion or 
of completing a discrete part of an activity.

(3) Preference for major activities to minimize the manage­
ment workload of USAID and the Colombian Government.

(4) The desirability of using counterpart to match sources of 
foreign exchange.

. (5) Reluctance to finance a budget shortfall, because of the de­
sirability of providing such financing from a more regular source 
than counterpart.

The following year, this last guideline was dropped and replaced 
by one which emphasized a preference for rapid disbursement.

I he December 1966 allocations of counterpart for Colombian Gov­
ernment use during 1967 not only reflected these guidelines, but also 
a shift from the “additive project” programing, which had treated 
counterpart as a special additional funding source to be programed 
apart from the annual budgetary process. USAID and the Colombian 
Government now moved toward programing counterpart on the basis 
of an integrated investment plan and budget. It was thought that this 
new system would permit better management of Colombian resources 
by Government planning authorities and would also provide USAID 
with a wide latitude of influence in the planning and implementation 
process. Another advantage was simplified administration, especiallv 
with regard to the post allocation stage. USAID and the Planning Of­
fice agreed that instead of negotiating a separate agreement with each 
counterpart recipient, they would include all counterpart allocations 
and commitments m the budget in a single letter of agreement. This 
overall agreement would also cover the self-help measures relevant to 
each counterpart allocation and shift the responsibility for enforcing 
these measures from the Mission to the Colombian Government The 
Colombian budgetary system, as policed by the Controller, was to be 
the form of control to insure that the allocations were used bv the re­
cipient entities for the purposes intended.

In addition, the new system required the Colombian Government 
to prepare a total resource investment plan and public sector invest­
ment budget, lumping together central government revenue and 
counterpart as a single funding source. This plan and the Colombian 
Governments proposed distribution of counterpart would then be 
reviewed by USAID, a procedure which involved USAID more 
intimately m the total Colombian budgetary process.

Finally, it was agreed that counterpart under program loans would 
be deposited and made available for allocation at the time of dollar 
disbursement by the U.S. bank to the U.S. exporter. This avoided 
the delay of up to 120 days which had previously been caused by wait­
ing until the Colombian importer had paid the pesos to the Bank of the 
Republic.
. The AID Mission felt that this system enabled progress to be made 
in a number of key problem areas: the attraction of private capital: 
lower delinquency rates in public housing; the financing of supervised



67

agricultural credit; better financing and operation of public hospitals 
and health clinics; and the utilization of scarce primary school class­
room space. . . .

In July 1967, the Colombian Government issued its major supple­
mental 1967 budget, containing 461.8 million pesos, of which 238 
million was counterpart. It had previously been agreed by USAID 
and the Planning Office to limit counterpart allocations to 238 million 
pesos because of concern over the possibility of excessive monetary 
expansion and because high priority counterpart requirements might 
be developed later in the year.

More than half of the total was for agriculture, including 100 mil­
lion pesos in a grant to INCORA for irrigation and land reclamation 
activities. In addition to the 238 million pesos, 105 million was ear­
marked for the Private Investment Fund.

In December 1967, the Colombian Congress approved the 1968 
budget which had been presented in August. The budget totaled 8 
billion pesos, to be supplemented in January 1968 by 700 million pesos 
in receipts from the gasoline tax authorized by Congress just before 
the Christmas recess. It included 1 billion pesos in counterpart, which 
was allocated in an agreement between AID and the Ministry of 
Finance in February. Total counterpart generation from the 1967 pro­
gram loan was estimated at approximately 1.6 billion pesos, of which 
343 million had been allocated in July 1967 as described above and 
included in the 1967 Colombian budget. The remainder was to be 
allocated during 1968 and included in the 1968 Colombian budget.

As approved in December 1967, the 1968 budget continued a steady 
upward trend which had been noticeable for 3 years in public invest­
ment, particularly in education which was to receive 1.25 billion pesos, 
comparable in magnitude only to the appropriations for the Ministry 
of Public Works and the debt repayment of the Ministry of Finance. 
It was obvious, however, that while the Colombian investment budget 
was growing, so was its dependence on counterpart (216 million pesos 
in 1966, 688 million in 1967, and 1 billion in 1968). This led some AID 
officials to doubt that the Colombian Government was making a 
sustained effort to mobilize more of its own resources. The Mission also 
felt that counterpart allocations to the private sector were inadequate 
and should be increased to a minimum of 20 percent. (They eventually 
reached 17.4 percent including credit channeled to industrial and 
agricultural private sectors.)

As finally worked out, the 1968 counterpart allocations were dis­
tributed as follows: agriculture, 40 percent; public health, 18 percent; 
industrial development and private sector finance, 12 percent; educa­
tion, 11 percent; planning, 8 percent; public works and power, 6 per­
cent ; urban renewal and social stability, 4 percent; and a special trust 
fund, 1 percent. The trust fund was a new idea brought up m connec­
tion with the fiscal year 1969 loan negotiations. It was designed to cut 
down on U.S. dollar expenditures in relation to the proposed $5.1 mil­
lion grant program of technical assistance. In the past, dollars had 
been furnished on a grant basis to allow for the generation of counter­
part to support the local costs of dollar grant programs, though the 
intent of the Foreign Assistance Act is clearly that these local costs 
should be paid by the recipient government. The counterpart trust fund 
from the program loan was designed to pay these local costs.
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of1^^011’ * T”8 c’ear that AID has not Problem
th™ "!? °f “unterpart as an instrument to build institu-

aPpe.ars counterpart has been used simply forthe sake of using it The AID Mission has usually submitted proposed 
of%nmh’t0 Washington for approval in haste under the pressure 
of thp OTrements which demand rapid releaseaeeoun/n?^ Rarely.ha® Washington been provided with a detailed 
account of the uses and effects of counterpart.
Pvor th clrcums^ances, one cannot reach a firm judgment. How- 
thlt • appear tO grounds for at least tentatively concluding
™hl^UChi°f ^^^rpart-particularly that used in agriculture, 
dS ak^ health—may be m substitution for, and not in ad- 
aition to, Colombian resources.
ab^rnt^T^^ ^culture appears to have favored highly 
a rl r-ather th?n -h°Se ^st^ntions and activities which
sJLedT^^ emphasis under the agriculture sector loan 
8 g Y1 1968- These include providing infrastructure and im- 
n^nn?^eChn° aR( Jnateria? assistance to that group of the rural 
population most in need of assistance from the central government; 
that is, penetration and farm-to-market roads in connection with spon- 
fa?mers Tnfp^T’SUpervlsed agricultural credit to small or medium 
iepTfn economy, expanded extension serv-
far™rPlnCd 6 ichnological information in the hands of the 

’ d agricuhurai marketing studies of particular foodshed

be*en “A!1.11™ to use counterpart vigorously to support 
th^LfS act’Vtles> such as rural civic action programs and 

and urban renewal problems. Only 4 
percent of the 1968 counterpart was allocated to the diverse purposes embraced under the general heading of social-political dXlopS

VI. Efforts at Multilateralism

A. THE CONSULTATIVE GROUP

at^he f?>r UK enthusiasm about Colombia
which the i 1“%A 06 for Progress was the development plan

produced in December 1961.
t .®st.e put- great emPhasis on planning, and 

nlan Tt firSt American country to produce an overall
p an. It seemed reasonable to assume that support of the Colombian 
^tVcoIo^ planni?g efforts elsewhere in the hemisphere, 
and a W Z? Pla? VS TUy tAy°-a ^-year public investment plan 
and a 10-year general plan for social and economic development. The 
✓C?™ annual growth m the gross national product
(GNP) of 5.6 percent between 1961 and 1970 on the basis of 1959 prices 
iS’TLmSo^ °> ° P6rCent for the Period 1950 to 
which 812L. J investment over 10 years of $8 billion of 
which $12 billion was to come from foreign sources, including annual 
net pnvate foreign investment of approximately $20 million g 
Punta delV^ bJ TSe men appointed under the
runta del Este Charter and also, at the request of the Colombian 
Government, by the International Bank for Reconstruction and Devel­
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opment (IBRD). Both the Bank and the wise men concluded that the 
targets for output and the levels of investment contemplated in the 
program were feasible and provided a focal point for the formation of 
a consortium of interested governments and international agencies to 
review Colombia’s needs for external financing of development proj­
ects, and coordinate lending activities around the goals of the plan.

U.S. evaluation of the plan was more critical. It was pointed out in 
April 1962, for example, that some of the monetary and fiscal projec­
tions for the first year of implementation were drastically out of line 
with what had transpired:

(1) There was a budget deficit of $50 million due partially to 
incomplete implementation of the 1960 tax legislation.

(2) Export earnings were $137 million below the projected 
$636 million.

(3) The need for foreign loans and credits to maintain a flow 
of essential imports was $66 million more than the $137 million 
anticipated.

Preliminary evaluation of the plan also indicated that the predicted 
growth rate was overly optimistic, that potential export expansion was 
overrated, and that import substitution possibilities were exaggerated. 
There were not enough projects sufficiently well advanced in concep­
tion, planning, and design to permit prompt implementation. There 
was an absence of precise priorities, inadequate treatment of the 
agricultural sector, and an insufficient awareness of the need for rapid 
improvement of tax administration to realize the needed revenue.

There were even some officials who suspected that the Colombians 
had initiated the plan largely as a means to attract foreign develop­
ment capital. Nevertheless the plan stated the preconditions set by 
international agencies for Colombian policies and performances. Fur­
ther, it was the first Latin American plan to be given serious consid­
eration for financing through a consortium-type arrangement, and 
Colombia’s experience was likely to set a precedent for other Latin 
American countries. Thus, the United States seconded the request 
of the Colombian Government for an IBRD-led consortium on the 
plan. The United States also concurred with the IBRD and the “nine 
wise men” that, as conditions for the establishment and continuation of 
a consortium, Colombia should be made aware of the crucial importance 
of consistently following realistic financial and exchange policies, of 
making steady and substantial progress in the improvement of tax 
administration, and of allocating each year an appreciably higher 
percentage of its national budget for purposes of education.

The State Department suggested the following division of effort. 
The United States would concentrate its assistance in the fields of 
agriculture, industry, housing, and improved tax administration, with 
some limited supporting attention to education and public health. The 
IBRD would concentrate its attention in its traditional fields of 
specialization, namely, power and transportation. The Inter-American 
Development Bank (IDB) would give preferential attention to water 
and sewerage systems. The OAS would provide technical assistance 
and modest financial help in the field of development planning and 
taxation. Finally, the participants from the Development Assistance 
Committee (DAC) would give primary attention to specific projects 
and specific industries in which the individual countries had special 
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interests. On the basis of these conditions, the United States was will­
ing to undertake a 3-, 4-, or 5-year commitment to supply through de­
velopment loans some 50 percent of the external financing required for 
Colombia’s development program, that is, an amount in the magnitude 
of $60 to $80 million annually. The United States supported the IBRD 
taking primary responsibility for arranging to bring together pro­
spective participants in the consortium, for leadership in arranging 
financing, and for advising Colombia and the participants with respect 
to the overall program.
1. Organization of 0onsultative Group

The IBRD held a meeting on August 8,1962, for the purpose of pre­
liminary discussion of procedures for the coordination of financial as­
sistance to Colombia. At that time the Bank’s plans were revealed for 
a coordinating group which would review the Colombian program, 
discuss plans to finance projects, and serve as a mechanism for the ex­
change of information. A list of priority projects for external financing 
was drawn up. Particular attention was directed to external financing 
for a private investment fund which w’ould provide a source of nonin- 
flationary financing for private industry and agriculture. The point 
was strongly made to the Colombians at this time that the main pre­
requisite for the success of the group was ample evidence that Colombia 
was moving promptly and forcefully with its exchange reform pro­
gram and toward raising the necessary domestic revenues to finance 
the plan.

This preliminary meeting was followed in September by a meeting 
of DAC countries in order to interest European countries in the Colom­
bian development program. At this meeting, the United States ex­
pressed its intention to undertake the financing of a number of projects 
on the IBRD list and said it would be willing to participate jointlv 
with other countries in specific projects—especially in the case of the 
private investment fund. In a largely unsuccessful effort to inspire 
potential European donors, the United States said it expected to make 
a multiyear commitment soon on development assistance to Colombia, 
pending the conclusion of a new standby agreement between Colombia 
and the IMF. Both the United States and the IBRD emphasized that 
soft loan terms for development loans would be highly desirable. Since 
the main purpose of the September meeting was to familiarize the DAC 
countries with the IBRD and OAS “wise men” studies of the Co­
lombian development program, no official commitments were made at 
that time. A further meeting to organize the Consultative Group was 
scheduled for mid-January 1963 in Washington.

In the intervening months, the Colombian Government was urged 
to enact the reforms necessary to implement the plan, that is, new tax 
legislation, exchange reform, a reduction of operating expenditures, 
and allocation of a greater percentage of financial resources to educa­
tion. This was part of a U.S. effort to impress upon the Colombian 
Government the importance which sources of external financing at­
tached to the plan and to Government policies which supported it.
2. The January 1963 Consultative Group meeting

As the date of the January 1963 meeting of the Consultative Group 
approached, it became apparent that the meeting was ill timed. Co­
lombia was still in the throes of the repercussions of the 1962 devalua-
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tion. Proposed measures for exchange reform and tax legislation had 
been submitted to the Colombian Congress, but no action had been 
taken. There had been a renewal of heavy Government spending to­
ward the end of 1962 and insufficient counteracting measures by the 
Bank of the Republic. The Government wage bill before Congress was 
inflationary in that it contained an escalator clause and provided for 
wage increases in the private as well as the public sector.

The IBRD case for Consultative Group cooperation, however, was 
based on its more optimistic long-term estimates of Colombian develop­
ment potential in the light of a history of successive self-help initiatives 
taken by the National Front Government since 1958.

Both IBRD and U.S. representatives reiterated the need for lenient 
loan terms. The 1962 ratio of service of external public debt to for­
eign exchange earnings was 13 percent. In view of the country’s heavy 
reliance on coffee earnings and uncertainties regarding the speed at 
which other exports could be expanded, the Bank warned against 
excess use of short-term exporter credits which would oblige Colombia 
to use a larger proportion of its total resources for the servicing of 
external debt during the period of its development plan.

In order to support the IBRD position, the United States agreed 
to finance up to $60 million for capital projects before July 1, 1964, 
subject to the approval of projects and availability of funds. The 
United States also stated its intention to give priority to the projects 
on the IBRD list, and agreed to consider financing beyond the $60 
million level.

This stimulus did not, however, encourage equal generosity on the 
part of other participants—Belgium, Canada, Denmark, France, Ger­
many, Italy, Japan, the Netherlands, Switzerland, and the United 
Kingdom besides the IBRD, the International Monetary Fund, Inter­
American Bank, and the OAS wise men.

The conclusions drawn from these proceedings by U.S. officials 
were: (1) most countries were interested only in selling equipment 
through suppliers’ credit, which did not satisfy the needs of Colombia’s 
developing economy; (2) an expanded effort would be necessary to 
enlist the support of European countries in Latin American develop­
ment efforts: and (3) the need was evident for continued and inten­
sified U.S. leadership in the consortium arrangement.
3. Post-conference derelopm-ents

As economic conditions in Colombia deteriorated during the first 
quarter of 1963, IBRD efforts to attract European donors lagged some­
what. Particularly disturbing were the decisions by the Colombian 
Congress to increase wages and to change the rate of exchange for 
coffee. In addition, the original estimates of yield from the proposed 
tax measures had to be reduced from a range of 400-500 million pesos 
to 200-275 million pesos. What began to emerge from this situation was 
the realization of the difficulty and contradictions involved in enforc­
ing an austerity policy while promoting a development program. In 
the case of Colombia, the apparent weakness of the political leadership 
made the economic problems even more critical.

By October 1963, the loans made to Colombia under the auspices 
of the Consultative Group amounted to $143 million out of a total 
of $461 million in projects discussed at the January meeting. Addi­
tional loans of $131 million were under active consideration. The 
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sources of most of these, however, were United States or international 
agencies. The others were mainly in the form of supplier credits and 
other short-term private and public obligations.

There also seemed to be a lack of coordination of lending agency 
activities and advice. The Consultative Group generally seemed to 
be primarily concerned with debt service capacity and project read­
iness. AID was primarily concerned with development priorities, 
especially in agriculture and education—fields which the Consultative 
Group largely ignored. In the private sector, the Inter-American Bank 
and World Bank loans to the Private Investment Fund were limited 
to financing foreign exchange costs.
4- Second meeting of the Consultative Group, June 1-2,196Jp

The meeting was called to review Colombia’s economic position and 
consider past and prospective external credits for individual projects 
and the Private Investment Fund. The United States, IBRD, and 
IMF all approached the meeting with qualified optimism concerning 
Colombia’s developmental prospects.

The main issues were: (1) the need for greater participation by the 
Europeans, Canada, and Japan, who had provided only 7 percent of 
1963 lending by the group; (2) obtaining long-term development 
loans for a second list of projects, and holding down short-tenn 
supplier credits; and (3) the channeling of new funds into the PIF, 
which had so far received long-term loans of $23.3 million (peso 
equilavent) from AID, $3 million from IDB, and $1.4 million from 
the Dutch Government.

The United States especially emphasized the need for loans on 
favorable terms with long maturities, grace periods, and low interest, 
and expressed concern over the growing debt burden which would 
result from additional credits on short term. On the assumption that 
new capital would be provided annually in an amount of $210 million 
on average terms of 20 years at 6 percent with 3-year grace period 
net new foreign resources for Colombia would fall to zero in 1974’ 
With a few exceptions, however, the average terms of European 
suppliers’ credits were 10 years at 6 percent. It was clear that the 
major source of concessional assistance to Colombian development 
still remained the United States which stated at the meeting that it 
hoped to be able to commit funds at the same level as fiscal year 1964, 
that is, $87 million, at low-interest rates and long repayment terms’ 
5. Third meeting, June 1967

The third meeting of the Consultative Group was held in Paris 
June 20-21 1967. After a lapse of 3 years since the second meeting, 
during which Colombia had had a change in government and Lleras 
Restrepo had broken and then made up with the IMF, the interna­
tional agencies were again optimistic.

Colombia presented a list of projects entailing public and private 
external financing of $381 million during the next 2 years. These proj­
ects included $290 million in public investment, mainly in electric 
power, transportation, and agriculture; $80 million in the private 
sector, mainly for the Private Investment Fund and the Industrial 
Development Institute; and $11 million in technical assistance.

I vo power projects totaling $51 million and a Bogota water supply 
project of $26 million were listed for “joint financing,” a concept



73

developed by the IBRD in an effort to extend its resources over moi e 
projects than it felt able to finance alone. Joint financing applied to 
projects requiring large amounts of foreign equipment normally eligi­
ble for supplier credits. Countries whose firms were bidding on these 
IBRD projects would agree to finance a given share of the project if 
the contract was won by their suppliers. ...

As of Febrauary 1968, no U.S. firms had qualified for participation, 
and the three projects were under negotiation between the IBRD, the 
Colombian Government, and Germany, Italy, and Japan, where firms 
had qualified for participation. .

Although the response of European investors to United States and 
IBRD initiatives has on the whole been somewhat disappointing, 
recent developments indicate that they are becoming more interested 
in Colombia, apparently because of improved Colombian economic 
prospects. The Economist Intelligence Unit reported in March 1968 
that the Consultation Group for the Organization for Economic Co­
operation and Development from the private sector has chosen Colom­
bia as the only Latin American country in which it will carry out a 
study on prospects for capital investment. A spokesman for the Group 
added that the European nations, taken together, now have more funds 
to invest abroad than either the United Kingdom or the United States. 
What remains to be seen are the terms on which these potential invest­
ments will be made.

B. THE INTER-AMERICAN COMMITTEE FOR THE ALLIANCE FOR PROGRESS
(CIAP)

Concurrently with its efforts to promote the Consultative Group 
organized by the World Bank, the United States also was engaged in 
a somewhat ambivalent effort to fit the Colombian aid program into 
a multilateral inter-American context.

At the Punta del Este Conference which established the Alliance 
for Progress in August 1961, the United States had wanted to go 
further than the Latin Americans were willing to go in making the 
Alliance a multilateral enterprise. The United States felt that multi­
lateralization of the program would lead to better Latin American per­
formance, because the Latins would be more likely to accept criticism 
from, and meet standards set by, other Latins. The Latin Americans, 
on the other hand, generally preferred to keep their relations with 
the United States on a bilateral basis. In sum, the United States felt 
that it could achieve more leverage on the Latins in a multilateral 
framework; the Latins felt they could achieve more leverage on the 
United States in a bilateral framework.

The best compromise the United States could get out of this conflict 
in Punta del Este was the establishment of the OAS Committee of 
Experts, which came to be known as the nine wise men and which 
was charged with reviewing country development plans. By 1963, 
however, on the basis of a report by former President Kubitschek of 
Brazil and former President Lleras Camargo of Colombia, the Inter­
American Economic and Social Council agreed to create the Inter­
American Committee for the Alliance for Progress (popularly known 
as CIAP, after its Spanish initials).

21-145—69----- 6
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The membership of CIAP was to be selected in the same way as the 
Executive Directors of the Inter-American Development Bank—that is 
to say, one of the seven members would always be a North American, 
"hue the other six would be elected by the Latin American states 
according to weighted voting based on their capital subscriptions to 
the 1DB. CIAP was charged with making an annual estimate of the 
financing needed for Latin American development and of the total 
tunas that might be available from domestic and external resources • 
with making an annual review of national and regional plans, includ­
ing specific recommendations to members of the Alliance; and with 
coordinating those efforts which required multilateral action, such as 
economic integration and foreign trade policies. In addition, in the 
resolution creating CIAP the member States agreed that they would 
give special consideration to its recommendations regarding distribu­
tion of external public funds under the Alliance for Progress.

At this point, the U.S. ambivalence toward multilateralism began 
o appear. The United States wanted a multilateral mechanism to 
bring pressure to bear on the Latin Americans to meet the self-help 
standards of the Alliance, but it did not want a multilateral mechanism 
to bring pressure to bear on the United States with respect to the 
distribution of its aid money. This contradiction was more marked in 
the middle reaches of the U.S. bureaucracy than it was at the top, 
where a more conscious effort was made to influence CIAP in the 
direction which the United States wanted it to take.

Although CIAP concerned itself with a variety of generalities with 
respect to overall Latin American economic development, its most 
specific, concrete activity was the annual country review. During the 
course of this review, CIAP addressed itself to a country’s develop­
ment plan, economic policies, and performance, and made recommenda­
tions. 1 he United States supported CIAP because it felt that these 
recommendations, coming from a predominantly Latin American 
group, would carry more weight and would be more politically palat­
able than similar recommendations coming from AID. In fact this 
has sometimes turned out to be the case.

On the other hand, CIAP has shown a tendency to couch its rec­
ommendations m such generalized terms as to weaken their impact. 
I his has been due m part to the fact that it is not so well staffed, 
technically, as AID the IMF, or the IBRD. In part, it has been due 
to the fact that Latin Americans do not like to say harsh things to 
each other, at least in public. And in part, it has been due to the fact 
tfiat CIAP s country reviews are much more cursory than the reviews 
carried out by AID, the IMF, or the IBRD. In the former case, re­
views are carried out over a period of days; in the latter case, over a 
period of weeks.
J^J;ra?1Ce’ sets of reviews have had no rela-

hoC 1 P a° eaC? ft counfcry review of Colombia was
held on August 27-28, 1964. This was 6 months after the IMF had 
approved a standby agreement, 2 months after the IBRD Consulta­
tive Croup had recommended disbursement levels for 1964 and 1965 
hnn J m°nt^ after A— had si^ned a Pr°gram loan—all after ex- 
naustive review, negotiation, and agreement on conditions.
AA on the same problems as the earlier
ones—the need for budgetary austerity; careful control of imports to 
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assure the availability of needed capital goods, especially for agri­
culture and for industries that would not depend on subsequent large- 
scale imports of raw materials; reduction of the short-term debt ot 
the Bank of the Republic; tax reform; export promotion; the de­
velopment of an agricultural plan; and the preparation of a rational 
scheme of manpower development, together with its implications for 
Colombian education. . .

The CIAP recommendations resulting from this review were sub­
stantially the same as the conditions for foreign assistance which 
had been negotiated earlier by AID, the IMF, and the IBRD. How­
ever, the Colombian (government was less hesitant in publicizing the 
CIAP recommendations than it had been about the earlier AID-IMF- 
IBRD conditions. There is little evidence, however, that this made 
a great deal of difference in what the Colombian Government actually 
did about the recommendations—or in what AID actually did about 
extending assistance.

The U.S. Congress has been willing to go further than the executive 
branch—or than many Latin Americans, for that matter—in giving 
CIAP more substantial powers. An amendment to the Alliance for 
Progress title of the Foreign Assistance Act, adopted in 1966, provides 
that:

Loans may be made under authority of this title only for social and economic 
development projects and programs which are consistent with the findings and 
recommendations of the Inter-American Committee for the Alliance for Progress 
in its annual review of national development activities.

This is hardly a difficult task in view of the general nature of CIAP 
recommendations.

VII. The Private Investment Fund

One of the proposals advanced by the IBRD as a result of its con­
sideration of the Colombian 10-year development plan in 1962 was 
the formation of a Private Investment Fund (PIF). The Bank’s mis­
sion to Colombia had concluded that the prospective sources of non- 
inflationary internal credit and of ordinary external credit would not 
be adequate to finance the investment in private industry and agricul­
ture that would be needed if the goals of the development plan were to 
be achieved. The mission accordingly recommended that additional re­
sources be provided by means of external credits to the Bank of the 
Republic with the local currency equivalent channeled to the private 
sector through a Private Investment Fund administered by the Bank. 
The foreign credits to the Bank would be used to finance imports, 
principally of capital goods needed to carry out the development pro­
gram and to increase private productive capacity. Funds from PIF 
would be lent to private borrowers through institutions having access 
to the credit facilities of the Bank of the Republic. The intermediate 
lending institutions would be fully liable for repayment of PIF loans 
to the Bank. .

The fund would primarily be used for medium- or long-term loans 
for investments resulting in export promotion, import substitution, 
and bottleneck-breaking (e.g., cement industry). Hopefully, also, the 
fund would promote the development of new, small-scale industrial 
enterprise. The World Bank mission estimated that $40 million would 
be needed during 1963-65 to supplement financing available from
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noninflationary internal sources and from external loans from other 
sources.

Prior to the January 1963 meeting of the IBRD Consultative Group, 
the IBRD staff expressed great optimism that European countries 
would participate heavily in the fund. The United States was par­
ticularly interested in this aspect of the IBRD program and decided 
to stand ready to make up any shortfall in the fund’s resources.

In the agreement for the $60 million development loan in December 
1962, it was provided that the local currency counterpart generated 
by the loan be used to finance projects primarily in the private sector, 
under AID approval and within the framework of the Colombian 
development plan. In January 1963, it was agreed that up to $30 mil­
lion of the peso counterpart would be designated for the Private Invest­
ment Fund. (At the IBRD Consultative Group meeting, the Nether­
lands proposed lending the equivalent of $1.4 million. Other partici­
pants in the meeting generally approved the idea of the fund but 
were not ready to implement it.)

The fund was created by the Colombian Congress February 28,1963 
generally along the lines envisaged by the IBRD’s mission. It was 
made clear the PIF credits would only supplement other investments; 
in no case would they cover the total value of a project. Individual 
loans could not exceed 3 million pesos, but this limit could be breached 
in exceptional” cases. Loan terms could be up to 5 years in agriculture 
and up to 10 years in industry. Interest which could be charged the 
ultimate borrower by the intermediate lender ranged up to 8 percent 
for 3-year loans, 9 percent for 5-year loans, and 10 percent for loans 
with longer maturities. Loans could be made for longer than 10 years 
by special arrangement with the Bank of the Republic, and the bank 
could also change the specified interest rates “when economic condi­
tions require it.” The Bank of the Republic was to charge the inter­
mediate lender 4 percent.

A. IMPLEMENTATION OF THE PIF

The initial financing of the PIF was provided in March 1963 in the 
form of 60 million pesos in counterpart ($6.7 million equivalent) gen­
erated by the first tranche of the program loan which had been dis­
bursed m January. U.S. officials made it clear to the Colombian Gov­
ernment that any further PIF financing by the United States would 
be dependent on actual experience with the PIF and on joint review 
of any modifications in operation found mutually desirable by the 
Colombian Government, the Bank of the Republic, and the sources of 
external financing, naturally including the United States.
. A^gt 1963, the first issue concerning the PIF arose between 

the United States and Colombia over the use of counterpart pesos. At 
that time, the Colombian Minister of Finance expressed his concern 
about the impending 1963 budget deficit, and on various occasions 
requested that pesos reserved for the PIF from the December 1962 
program loan, but not needed for PIF disbursements during 1963, be 
shifted to budget support. This request came into direct conflict with 
U.S. policy which viewed the domestic credit system of the country 
as the key tool with which to channel development assistance into 
private sector production.
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The unused pesos in the PIF were not the result of a scarcity of 
loan applications, but rather of initial administrative lethargy in 
processing the applications. The request to divert the pesos to the 
budget was made when it appeared to Colombian authorities that the 
amount of pesos allotted to the fund would exceed the value of loan 
applications processed in 1963. The U.S. reaction was to urge the Bank 
of the Republic to expedite the consideration of loan applications and 
the commitment of these funds to the private sector so as to avoid 
the accumulation of large uncommitted balances in the fund which 
could become an irresistible attraction to the Government for budget 
uses.

This policy was so successful that by November the Finance Min­
ister was asking for more counterpart pesos generated by the program 
loan to be authorized for the fund, and 150 million pesos were so 
authorized.

By the end of December 1963, the PIF had also received commit­
ments of $3 million from the Inter-American Development Bank and 
$1.4 million from the Dutch Government. The IDB loan was ear­
marked solely for foreign exchange purposes. Later, the PIF also 
received a line of credit equivalent to approximately $5 million equiva­
lent in deutsche marks from Kreditanstalt of Germany.

By mid-1964 (the time of the second meeting of the IBRD Con­
sultative Group on Colombia), the PIF had received 118 applications 
totaling 512 million pesos (US$57 million), and had approved loans 
for 70 projects totaling 327 million pesos (US$36 million). Seventy­
eight percent of the number of loans approved exceeded the 3 million 
pesos limit specified in the fund’s charter. At that time the IBRD 
noted that if the Private Investment Fund was to be the main channel 
for providing medium- and long-term financing for the private sector, 
it would require additional foreign loans at the rate of about US$40 
million a year. (Of the $36 million equivalent in loan commitments 
made by the PIF during its first year of operations, only $26 million 
in foreign financing had been committed. Bank of the Republic lend­
ing policy was that all loan approvals in excess of pesos on hand were 
conditional; that is, that pesos needed in later periods would be pro­
vided only if funds were available.) However, the scale of additional 
financing recommended by the IBRD was not forthcoming. By March 
1965, the only increase in the total available PIF resources was an 
AID loan of $10 million to the Bank of the Republic in December 
1964 to finance the foreign exchange costs of PIF-approved projects.

The shortfall in anticipated foreign financing resulted in a gap be­
tween PIF commitments and disbursements in 1963 and 1964. By the 
end of 1964, 93 loans totaling 438.3 million pesos were approved by 
the board of directors of the PIF, while disbursements for that same 
period reached only 268.8 million pesos, out of total resources of 302 
million pesos. US AID officials expressed concern about the con­
tinuance of the policy of making loans in excess of firm resources, but 
nevertheless agreed to consider the possibility of allocating 270 million 
pesos from the proceeds of AID program loans for 1965 to provide the 
PIF with sufficient funds to cover its projected obligations.

By the middle of that year, however, some disillusionment was ap­
parent in the AID Mission in Bogota, though the Mission still expected 
to provide additional peso support for PIF. The Mission continued to
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consider the PIF with cautious optimism, but was not yet satisfied 
that the fund was m fact an effective, self-perpetuating institution 
which had approached the realization of its potential. There was a 
widespread suspicion that PIF funds were being channeled mainly or 
entirely to the large customers of the intermediate credit institutions. 
Bank ot the Republic personnel were not satisfied, either, with the 
quality of the investment investigations done by these intermediate 
institutions or with the Bank staff’s own capacity to examine projects; 
yet the banks management had so far rejected U.S. technical 
assistance.

Some thought was given to creation of a Government bank to furnish 
small- and medium-industry credit, but ways were not found to over­
come the problem of reasonably pinpointing such credit toward de­
velopment objectives rather than scattering it over the vast area of 
essential and unessential, efficient and inefficient, small and medium 
industry alike.

B. FINANCIERAS

Almost half of the project loan applications channeled to the PIF 
were> madeThroughfinanpieras or finance corporations established prin­
cipally to foster industrial development. The financieras were, in fact.

1(^ea Private Investment Fund. As early as 
✓y 7 ’ x ? IDB made a $1 million loan to the Corporation Financier a 
C olonfibnantt de Desarrollo Industrial^ S.A. (Colombian Financial Cor­
poration for Industrial Development, Inc.), for industrial develop­
ment projects m Colombia. The corporation was to relend the funds 
to small and medium industries to enable them to purchase new equip­
ment and build additional facilities. Preference was to be given to in­
dustries producing for export or those whose products substituted for 

art. This Particular corporation had begun operations in 
iyo9 as a private development bank whose principal purpose was to 
channel domestic and foreign capital toward the promotion of domes- 

industrial, and agricultural production.
When the PIF was created, and supplied with counterpart pesos 

P[°gram loan, the IBRD suggested the alternative of 
the World Bank lending to the financiered directly rather than partici­
pating m the PIF. U.S. officials agreed that this sort of operation was 
necessary to supplement the activities of the PIF. They suggested that 
the financieras might be the channel for individual loans to the ulti­
mate borrower larger than the PIF ceiling, and also indicated that it 
might not be a bad idea for AID to put money into the financieras di- 
rectJy* I his, it was felt, would enable the United States to influence 
the'financier™.toward full-scale development operations, would make 
additional capital available to the private sector, and would strengthen 
the ability of the financieras to employ technical and management serv­
ices. In the tight monetary situation which prevailed in Colombia dur­
ing 1963, additional loans to financieras appeared an especially useful 
tool to expand available private sector development financing and to 
influence the Colombian credit system.

However, it was eventually decided to limit AID participation in 
private sector lending to the Private Investment Fund. Part of the 
reason behind the U.S. decision may have been the feeling voiced by 
Mission officials that to respond favorably to the separate financiera 
applications might mean financing second priority projects or proj­
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ects which could receive financing elsewhere, since first priority proj­
ects presumably were to be covered under the PIF, and the financieras 
had shown themselves able to obtain financing elsewhere—from U.S. 
and European banks and the International Finance Corporation, as 
well as the IDB. . .

In May 1966, after two and a half years of negotiation, the IBRD 
lent the Bank of the Republic $25 million for the specific use of five 
private financieras on condition that the established interest rate 
structure would be relaxed so that a more reasonable long-term rate— 
approximating a free market level of 14 to 16 percent—could be 
established and that the existing flexible ceiling on loan size of 3 
million pesos would be abandoned for this particular credit. In April 
1968, the IBRD made another loan ($12.5 million) to the -financieras.

VIII. Agriculture

A. SUMMARY

The Charter of Punta del Este contains two agricultural objec­
tives—increased productivity and agrarian reform. Although these 
are mutually consistent over the long term, they present certain short­
term contradictions, particularly when limited resources are available 
to devote to them. This is especially so in the case of an agricultural 
sector such as Colombia’s, which has been well described in a state­
ment by the AID Mission in Bogota to the House Banking and 
Currency Committee:

In discussing the structure of the agriculture sector in Colombia it is helpful 
to make a distinction between the traditional segment and the capitalized (i.e., 
mechanized crop production and beef cattle) segment. Each of these segments has 
its own requirements with respect to kinds of land resources used, each produces 
its own types of agricultural products, each has its own sources of credit and of 
technical information and each serves largely independent end-use demands. The 
surprisingly small amount of competition between the traditional segment and 
the capitalized segment of Colombian agriculture in the marketplace and in use 
of soil resources is due to the circumstance that the two segments do not pro­
duce the same agricultural products. Thus it is not exact to describe Colombian 
agriculture as being in “transition” from traditional to modern agriculture. 
Rather, it is traditional agriculture to which a modem agriculture is being 
added, largely through the introduction of new agricultural products. Moreover, 
it seems probable that this dichotomy will continue for some time, with separate 
services, institutions, marketing arrangements and policies for each of the two 
segments. From the standpoint of substantially increasing the national agricul­
tural product, the capitalized segment offers far more flexibility than the tradi­
tional segment of agriculture.1

From one time to another, AID has vacillated between emphasizing 
productivity (or economic considerations) and emphasizing land re­
form (or social considerations). This has been due in part to pressures 
from within Colombia, where for political reasons AID (and more 
importantly the Colombian Government) have felt that one purpose 
could not be emphasized unduly at the expense of the other.

On balance, however, the main thrust of A ID’s agricultural pro­
gram in Colombia has been toward increasing productivity. This has 
been a reflection of AID’s overall program in Colombia, which has 
been one basically of balance-of-payments assistance aimed at economic

iU.S. Congress. House Committee on Banking and Currency ; Subcommittee on Inter­
national Finance, “Food for Progress in Latin America,” 89th Cong., second sess., 1967, p. 79. 
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stabilization as a basis for growth. The greatest benefit that the bal­
ance of payments can derive from agriculture is through increased 
agricultural exports, and thus AID’s program in agriculture has 
tended to emphasize (though not exclusively) activities aimed at the 
increase and diversification of agricultural exports, as distinguished 
even from increased production of basic foodstuffs for domestic con­
sumption except to the extent, perhaps, that such increased produc­
tion would substitute for imports. Indeed, all of the AID loans to the 
agricultural sector have also provided balance-of-payments support 
through financing the import of goods which are not necessarily re­
lated to the project at hand.

These loans, which will be discussed in more detail below, totaled 
$38.5 million from fiscal year 1962 through fiscal year 1968. An addi­
tional agricultural sector loan of $15 million was made early in fiscal 
year 1969 out of 1968 funds. All of these loans are repayable in dol­
lars. Further, Colombian agriculture has been allocated 985 million 
pesos of program loan counterpart and has received $7.6 million in tech­
nical assistance during the Alliance for Progress period. This pro­
gram loan counterpart figure does not include Private Investment 
Fund pesos which were channeled to the private agricultural sector 
for credit, nor does it include counterpart allocated to budget support 
which found its way to the Ministry of Agriculture.

Finally, note should be taken of Public Law 480 assistance, which 
represents agricultural inputs into the country, though by no means 
all of the counterpart has gone into agricultural projects. Between 
1962 and 1967 a total of $108.9 million in Public Law 480 assistance 
was committed to Colombia. A shortfall in deliveries of U.S. agricul­
tural commodities, however, reduced the final value of these agree­
ments to $76.6 million. Under a 1963 title IV agreement, the Colom­
bians declined to purchase the full quota of tobacco stipulated because 
of domestic problems with contraband imports. A 1964 title I (local 
currency sales) agreement was curtailed because of heavy Colombian 
inflation which made purchases at the highest exchange rate prohibi­
tive. A 1966 title IV (dollar sales) agreement was not complied with 
by the United States where low wheat surpluses forced a diversion of 
the Colombian allotment of wheat to India which was facing a food 
shortage crisis. On May 31, 1968, a new $13.6 million title IV agree­
ment was signed with Colombia.

Efforts to increase Colombian agricultural production, however, 
have been at best only moderately successful. Indeed, on a per capita 
basis, food production in 1967 was only 96 percent of the 1957-59 
average.

B. DEVELOPMENT OF U.S. POLICY

1. TechnicaL assistance
At the time the Alliance for Progress began in August 1961, the 

United States had been furnishing technical assistance to Colombia 
in agriculture for a number of years under the point 4 program 
through an agency known as Servicio Tecnico de Asistencia Colom- 
bicmo-Americano (STACA). This was one of a number of servicios 
which had been created throughout Latin America in the 1940’s and 
1950’s, some of them predating point 4, to furnish technical assistance, 
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primarily in the fields of health, education, and agriculture. Servicws 
were staffed and funded jointly by the United States and the Latin 
American country involved. In the case of STACA, more than half 
the costs were paid by the Colombian Ministry of Agriculture, and 
United States and Colombian technicians worked side by side to carry 
out STACA programs, the basic goal of which was to train Colom­
bians. .

At the time the Alliance for Progress came into being, SI AC A 
was conducting eight projects—agricultural economics, agricultural 
administration, agricultural extension, forestry, agricultural engi­
neering, special tropical products agriculture, livestock improvement, 
and agrarian reform and supervised agricultural credit and coopera­
tives. . .

Aside from STACA’s technical assistance activities, the United 
States made $34.2 million in loans of Public Law 480 counterpart dur­
ing the 1950’s to Colombia’s Agrarian, Industrial, and Mining Credit 
Bank {Caja de Credito Agrano. Industrial y Minerpopularly known 
as the Caja Agrariaj. By the end of 1961, almost 90 percent of these 
loans had been disbursed—mainly, so far as agriculture was concerned, 
for large-scale projects such as fertilizer production, irrigation proj­
ects, lumbering, and reforestation.

With the coming of the Alliance for Progress, U.S. policy with re­
spect to assistance to Latin America underwent a massive change. 
Hitherto, U.S. aid had been limited mainly to technical assistance un­
der the point 4 concept that this would gradually teach the Latins bet­
ter ways of doing things. Now, U.S. aid was aimed at total economic 
development, accompanied by social reform. The shift was from 
agronomists, or other specialized technicians, to macroeconomic 
planners.

This big change proved rather difficult to bring off, personnelwise. 
The “shirt-sleeve diplomats” of point 4 found themselves no longer 
wanted, while their places were taken by the economic developers, 
who likewise were found to be in short supply.

In 1961-62, the servicios, which had been the instrument of the point 
4 program in Latin America, were liquidated throughout the hemi­
sphere, as the United States moved from a program of technical assist­
ance to a program of economic development and social reform. The 
end for STACA came in December 1962.

Technical assistance activities were continued, however, outside the 
servicio framework. Specifically, AID continued STACA projects in 
agricultural diversification and agricultural planning which had been 
begun in fiscal years 1960 and 1961, respectively. The diversification 
project has provided technicians to the Livestock Bank {Banco Gana- 
dero') and the Land Reform Institute (INCORA) and has been geared 
to backing up the development loans made to these organizations. 
The planning project is directed to the Colombian Ministry of Agricul­
ture and is aimed at improving that organization’s efficiency.

In addition, in fiscal 1966 a project was started in agricultural edu­
cation. This is being carried out by the University of Nebraska which 
is working with the Instituto Colombiano Agropecuario (ICA-Colom- 
bian Agricultural and Livestock Institute) and the National Univer­
sity to improve agricultural education, research, and extension 
activities.
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The central theme of all of these projects is increased agricultural 
productivity.
2. Agriculture project loans

In August 1961, the old Development Loan Fund lent the Caja 
grana $8 million to provide production credits to support small 

farms involved m agrarian resettlement programs. The terms were 4 
princip 1 years with a 1-year grace period for repayment of

This loan was intended to deal with the social aspects of Colombia’s 
agricultural problem. The basic agrarian reform legislation creating 
he Agrarian Reform Institute (INCORA) was not enacted until
•51 ln meanwhile the Caja Agraria was concerning itself

v ith resettlement of landless campesinos and with helping those who 
simply squatted on vacant land. This loan was intended to enable 
the ( aja to provide subloans to these family-sized units in a program 

or?dit' n subsequently developed that the 
oan was in fact used to liquidate an existing debt of the Colombian 

Government to the Caja. In 1966, AID reached agreement with the 
inten™ment t0 recommit t w Ioan in accordance with the original 

■Id T3’ AII> W INCORA $10 million, again for super­
vised agricultural credit to family sized units. The program con­
templated both credit and technical assistance; the credilwould be 
vSe? and XT* a fa^ PJan worked out between the technical ad- 
» 16 v ' larme.r-The terms were 0.75 percent for 40 years with 
a 10-year grace period. By the time the loan was fully disbursed at 
ttan "oo""^^^!966’ k “ contributed to the training of more 
Sp Tn? r 4 supervisors and more than 8,600 subloans were 
made. AID estimates that there are 890,000 family sized farms in 

about half are large enough—that is, 12 to 50 
acres—to make proper use of supervised agricultural credit. The 
n^qr^-in^1C?te that avera^e loan was something more than $1,000, 
larger unite m°St °f the loanS’ dollarwise> went to

^Th4’ ^ID lent tbe Banco Ganadero (Livestock Bank)
million. The terms were 0.75 percent during the 10-vear grace nmturit^Tl2 dunng the subsequent 30 years oflhe loan’s

over 90 B™k s sub-borrowers were to repay in pesos at 2 percent 
eatHe^I!? ®-y?ar, period. The purpose was to increase
of ^Production through the purchase of breeding stocks, acquisition 

rd, P^uce improvement. 'Die loan’was aimed 
ft™ T“g Cok,mb'a s livestock exports and thus improving 
which b°f Pa.vmeuts.A secondary purpose was to allay fears 
Dw Vo ffi" ^"dcred among ranchers by the agrarian reform 
thL f efficient exploitation of ranchlands would tend to protect 
them from expropriation. 1
suJer±4h 1966i.AI? ]e"‘ INCORA $8.5 million to continue the 
fo?on d credit program started in 1963. The loan was
dnrim/tT8 W,th “ 10^ar grace Period at nn interest rate of 1 percent 
annhfd M grAe Pen°d 2’.5 percent ‘hereafter. The same terms 
tin of a* su.b'borrowers. The loan was supplemented by the alloca- 
tion of 65 million pesos m counterpart derived from program loans.
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The subloans were to be directed mainly to campesinos involved in 
INCORA’s resettlement programs.

In July 1966, AID made a further loan of $8 million to the Banco 
Ganadero for continuing the activities financed by the 1964 loan. 
These had been spectacularly successful, as Colombia’s exports of 
cattle, beef, and related products increased from $351,000 in 1961 to 
$11.7 million in 1965. A part of this apparent increase probably re­
flected better statistical reporting and a decline in smuggling across 
the Venezuelan border. The new loan was for 40 years with a 10-year 
grace period at an interest rate of 1 percent during the grace period 
and 2.5 percent thereafter. Sub-borrowers were to repay at 5.5 percent 
over 20 years with a 7-year grace period.

Finally, in July 1968, AID made its first sector loan to Colombian 
agriculture—$15 million for 40 years with a 10-year grace period and 
interest at 2 percent during the grace period and 2.5 percent there­
after. This is in all respects like a program loan, but all of the condi­
tions relate to agriculture and all of the counterpart is allocated to 
agricultural projects previously agreed to.

The loan is to be used to finance imports needed by Colombia s com­
mercial farms and the counterpart is to be used primarily for infra­
structure projects oriented to rural development and agrarian reform. 
In addition, the loan is tied to policy and institutional reforms aimed 
both at encouraging private investment in large-scale commercial agri­
culture and at accelerating the distribution of land titles to INCORA 
colonists. Thus, the loan seeks to bridge the dilemma between economic 
and social objectives.

IX. Education

As U.S. policy toward assisting Colombian agriculture vacillated 
between an economic and a social emphasis, so U.S. policy toward 
assisting Colombian education vacillated between emphasizing, at vari­
ous times, assistance to primary education, to secondary education, to 
vocational education, or to universities. As in the case of agriculture, 
aid to education was also caught up in the dilemma posed by the po­
litical desirability of producing immediate results in a situation where 
most programs had to be long range.

The United States began technical assistance to Colombian educa­
tion as early as 1943, when an educational servicio was organized. The 
effort, however, was extremely modest, amounting to only $700,000 m 
U.S. funds over the 18 years from 1943 until the beginning of the 
Alliance for Progress. Additional funds were supplied by the Colom­
bian Government for servicio projects in education management and 
planning, primary education, vocational agricultural education, and 
trade and industrial education. From 1958 through 1961, the United 
States spent an additional $191,000 on educational demonstration 
projects. .

In 1961, as the Alliance for Progress was starting, the Colombian 
Ministry of Education drew up a 4-year primary education plan aimed 
at the ambitious goal of providing primary education for all children 
between the ages of 7 and 11. The plan called for the construction of 
22,000 classrooms, four normal schools, the training of 9,500 new 
teachers, the upgrading of about 11,000 additional teachers through 
inservice training, and the training of 400 supervisors and 2,500 school
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administrators and inspectors. This was very much in accord with the 
Charter of Punta del Este and its emphasis on the elimination of 
illiteracy. Thus, on December 12, 1961, AID signed a primary educa- 

Colombia providing for a U.S. contribution of 
J3,540,000 and Colombian financing of 47,850,900 pesos (the peso at 
that time being approximately 8.50 to the dollar). In March 1963 28 
million pesos (the peso then being approximately 9 to the dollar) of 
counterpart from program loans was made available to the Educa­
tion Ministry budget for primary school construction, furnishing, and 
administrative expenses. This was despite the fact that the Colombian 
Government had not met its scheduled contributions under the original 
project agreement. In November 1963, AID also acquiesced to a Colom­
bian Government decree which allocated approximately 11 million 

the ea,rly 19?2 supporting assistance loan to the Ministry 
ot J^uucanon, to be used primarily for payment of teachers’ salaries 
and Christmas bonuses. Meanwhile, in 1962, the servicio had been 
terminated and an administrative office for all national education 
programs established within the Ministry of Education.

By mid-1965, all of the funds for the primary school construction 
project had been expended, but only about 5,000 classroom units had 
been built. One reason for the shortfall was management difficulties, 
but another reason was an increase in classroom unit cost from an origi­
nal estimate of 17,000 pesos in 1961 to 28,000 pesos in 1964.

Even while supporting the primary school construction project, AID 
began to have serious second thoughts about the matter and about 
Colombian educational efforts in general

°f-repOrtS 1960’s-from the Ford Foundation,
. °AS w.lse men> UNESCO, the IBRD, and AID itself—had 

stressed the importance of qualitative improvements as well as school 
construction. At both the primary and secondary levels, the curriculum 
was oriented toward preparation for the next stage of education which 
only a minority of students would attend. Dropout rates were high, 
especially in rural primary schools, and many students reverted to 
illiteracy. Teachers at both primary and secondary levels were poorly 
trained. In concentrating on college preparation, the secondary schools 
discouraged enrollment in the urgently needed technical categories 
offered by nonnal, industrial, and agricultural schools. There was a 

r Prollfe^lon of universities (24 with only 34,220 students by 
1964). Because students were forced to make their career choices upon 
entering the university they usually chose the traditionally prestigious 
occupations of law, architecture, or economics, and devoted little atten­
tion to industry or agriculture. Faculty salaries were low, and most 

77® Part The Ministry of Education itself suffered 
from a high turnover of personnel, the overcentralization of routine 
procedures in the Office of the Minister, and the lack of any clearly 

objectives. It was attempting the im- possible task of directly administering hundreds of schools. Finally 
primary education varied one

The reports which made these findings generally coincided also in 
These were for a reorganization of the Min- 

tSon^n tb^°n’ including the transfer of primary school adminis­
tration to the departments; development of an overall education pol­
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icy looking toward establishment of a balanced system related to the 
country’s needs for development; a modification in the construction 
goals for primary schools; a substantial increase in investments in 
secondary, vocational, technical, and higher education; a more bal­
anced geographical distribution of the national education budget; and 
more emphasis on teacher training and the gathering of manpower 
data.

Further, it appeared that the primary school construction program 
had been undertaken w ithout adequate consideration of the scope of 
the program or of the speed at which the goals could be approached. 
These goals had been stated almost entirely in quantitative terms 
with little attention given to the quality of the teacher or to the quali­
tative aspects of what the child was to learn. Even in quantitative 
terms, there was no evidence that the supply of teachers was expand­
ing at the same rate as the number of classrooms. The expansion of 
primary schools was creating a whole new set of massive demands on 
secondary schools.

AID’s response to this situation was to refrain from making loans 
for education, pending the investment of more of Colombia’s own 
resources, and to limit itself, with a few exceptions, to technical assist­
ance. One of the more important technical assistance projects was to 
provide advisers to a new planning office which was created in the 
Ministry of Education in early 1964.

A. EDUCATIONAL TELEVISION

After administrative weakness and financial crisis had doomed two 
earlier educational television attempts by the Colombian Government 
(1955 and 1960-62), Peace Corps representatives picked up the idea 
in late 1962 as a way to counter the teacher shortage. The Colombian 
Government then requested U.S. assistance through the Alliance to 
aid Peace Corps and Colombian agencies in carrying out the project. 
By December 1962, the project had won the support of the U.S. Am­
bassador who saw it not only as a means to improve education in 
Colombia, but also as a demonstration project to provide an example 
to other underdeveloped countries of the controlled use of educa­
tional television. He suggested that AID should be responsible for the 
purchase and delivery of reception equipment, the Peace Corps would 
handle recruitment, training and salaries of its own volunteers and 
professionals to service the project, and the Ford Foundation should 
participate in the development of broadcast program content, and in 
continuous experimentation, testing, and evaluation. The Colombian 
contribution was to be the provision of television network operations, 
teacher education and added teacher supervision. The AID Mission 
endorsed the proposal and recommended that the AID portion of the 
financing be provided through a development grant. An agreement 
was signed on June 27,1963, for joint Peace Corps/AID participation 
in the project. AID obligated $575,000 to be used for the procurement 
of 1,500 TV sets, essential hardware for operation, educational mate­
rials for classroom use, and shipping charges. AID also provided 
$59,000 to finance the training in the United States of 28 Colombian 
technicians connected with the project.

The inauguration of Colombian ETV took place in February 1964, 
under the Colombian sponsorship of the Ministries of Education and
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Communications. The network was to transmit 20 to 25 hours a week 
of instruction to primary grades in language, mathematics, social and 
natural sciences in 500 schools, and would also conduct teacher train­
ing sessions several hours a week. A Colombian Institute under the 
governing board of the two Ministries controlled the content of in­
struction, designation of courses and teacher participation. The fail­
ure of the Institute’s planning committee to meet frequently and the 
failure of the Ministry’ of Education to provide sufficient Colombian 
technicians caused the project to falter badly during its first year of 
existence. Ford Foundation support faded when the Colombian Gov­
ernment delayed in submitting the organizational and funding assur­
ances requested by Ford’s chief representative in Bogota. AID’s en­
thusiasm also waned, in part because the school construction project 
was coming under increasing criticism and AID officials were reluctant 
to get deeply involved in another piecemeal impact project in educa­
tion. They reiterated on several occasions in 1963 that AID’s support 
of the project was limited to initial hardware.
• September 1965, only 850 of the planned 1,500 TV sets had been 
installed. Recommendations were made in the State Department that 
future ETV projects should be initiated only after substantial evi­

dence is given that the host government is sincerely interested in 
having such a program. This means the provision of a realistic, viable 
program by the Ministry of Education.” What this recommendation 
overlooked was the fact that AID administrators in 1962 had been 
lnfl^r?d by the lmtiatives already taken by Colombia to institute 
an ETV program and by Colombian officials’ enthusiastic commit­
ments to comply with AID’s administrative suggestions.

The survival of the ETV project was assured by the continuous 
activity of the Peace Corps under a dynamic and dedicated project 
director. By December 1965,1,000 of the 1,500 sets had been installed 
in elementary schools of seven departments. ETV programs were reach­
ing approximately 350,000 Colombian schoolchildren and 6,000 pri­
mary schoolteachers (the source of the most enthusiastic support for 
the program). Decentralization of project administration was put into 
effect by 1966, thus deepening local commitment to the longevity of 
the program. This Peace Corps initiative and planning brought AID 
Mission interest back into the project, and in March 1966, a new project 
agreement was signed committing $25,000 additional AID grant dol­
lars forthe purchase of equipment needed to complete facilities of 
new ETV studios. Despite the further expansion of the prooram 
(1,250 receivers installed by February 1967) and increased participa­
tion at the departmental level, one of the major stumbling blocks 
continued to be the inability of the Ministry of Education to meet its 
financial commitments as stated in the two project agreements.

B. ASSISTANCE TO SECONDARY EDUCATION

Several overtures were made to the AID Mission by the Colombian 
Government for?rant assistance to secondary school construction prior 
to 1966, but AID refused to allocate funds for this purpose because 
of the lack of a basic overall plan for reorganization of the secondarv 
system. Between 1964 and 1966, however, AID did furnish approxi­
mately $240,000 in technical assistance to a national education plan­
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ning project, the major focus of which was secondary education. In 
January 1966 the National Education Planning Mission in Colombia 
recommended that the fragmented system of small single-purpose 
schools be replaced by a system of large all-purpose or comprehensive 
high schools. These schools were to be considered as a first step in a 
program for the reorganization of the total structure of secondary 
education in Colombia. The new schools were also to serve as centers 
for the demonstration of new teaching techniques and for inservice 
education of teachers. Two other reasons for building large all-purpose 
secondary schools would be to reduce per pupil costs and facilitate 
curriculum reform. The basic 4-year course would provide all students 
with minimum skills in preparation for earning a living at the semi­
skilled level. Completion of an additional 2-year course would provide 
the student with opportunities for greater specialization and allow him 
to continue studies at the university level. The proposal was adopted 
by the Ministry of Education and in anticipation of an IBRD loan 
in support of the project, the Government included an appropriation 
in the national budget for its share of the costs of building the schools 
and acquiring the school sites.

During the spring of 1966, indications were that the IBRD was 
prepared to act quickly and favorably on the loan proposal subject 
to the understanding that USAID would provide the essential tech­
nical assistance and participant training. (AID technical assistance 
was specified because of AID experience with the Colombian educa­
tional system.) Both AID and UNESCO, which were already in the 
process of providing technical assistance to the national educational 
plan, participated in the preparation of the IBRD loan application. 
The AID effort was aimed primarily at designing new curriculum 
organizations and subject matter content. Subsequently, this was ex­
panded to include the development of college of education faculties for 
secondary school teaching. It was also contemplated that AID would 
provide contract teams with specialties in supervision and curriculum, 
school administration and finance, guidance, and specific subject matter 
areas. UNESCO planned to provide technicians in science, mathe­
matics and audiovisual education. The project agreement committing 
$11,200 of U.S. technical assistance to the final planning of the Colom­
bian application for the $12 million IBRD loan was signed on January 
30, 1967. The agreement was amended in February, May, and June 
to raise the total value of U.S. planning assistance to $196,200. This 
increase permitted the expansion of the technical advisory program 
in Colombia, and included provisions for a study-internship program 
for Colombian education administrators at the University of New 
Mexico.

The original target of the project was the construction of 18 com­
prehensive high schools. However, by the end of May 1967, AID tech­
nicians who ha,d been contracted under the agreement and an IBRD 
representative in Bogota recommended cutting this number in half for 
several already familiar reasons: (1) the lack of Colombian manpower 
available to complete the plans; (2) inability of the Ministry of Edu­
cation to support the new schools and salary increases for teachers in 
the future; (3) inadequate supervision facilities in the Department of 
Inspection of the Ministry of Education to help the new schools grow 
and improve; and (4) the indecision on the part of the Ministry of
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Education on the basic questions of the capacity and organizational 
structure of the proposed schools. The completed loan application was 
submitted to the IBRD in October 1967, and in July 1968, the loan 
agreement was signed in the amount of $7.6 million for 10 high 
schools as the first stage of the larger project. AID, however, con­
tinued to base its program requirements on the ultimate project of 
18 schools. It justified the expansion of its technical assistance pro­
gram on the completion in 1965 of a joint national education plan­
ning study which it undertook with the Ministry of Education and 
which provided a general plan for educational reform and gave pri­
ority to an action program in secondary education. AID cited the 
extent of Ministry of Education participation in this project as one 
of encouraging developments toward reform of the Colombian educa­
tional system and recommended the approval of additional technical 
assistance funds for participant training. In 1968 AID was contem­
plating the negotiation of an educational sector loan, the amount to 
be determined.

O. U.S. ASSISTANCE POLICY TOWARD HIGHER EDUCATION IN COLOMBIA

The problem of the proliferation of Colombian institutes of higher 
education and the consequent duplication of effort and expense has 
already been mentioned. In 1962, the Colombian Association of Uni­
versities requested U.S. assistance to conduct a study of higher educa­
tion for the purpose of developing a national plan. The immediate 
AID response to this request was in the form of two technical assist­
ance contracts with American universities. One of these involved the 
School of Administration and Finance, Medellin, and Syracuse Uni­
versity. The project began in February 1962, with the objective of 
meeting the needs of Colombian industry for trained administrative 
personnel through the preparation of undergraduates and executive 
development programs. The project absorbed approximately $840,000 
and was extended to December 1966, in order to design a postgraduate 
fifth year course of study, and allow time for an evaluation of the 
curriculum.

The second contract was between the University of Los Andes, 
Bogota, and the University of Minnesota. The objective was to estab­
lish a program of graduate study in economics, leading to a master’s 
degree, and to assist in developing research techniques of the Univer­
sity’s Center for Studies in Economic Development (which is largely 
supported by Colombian Government contracts for studies of local 
problems). The project absorbed approximately $400,000 and was 
completed in May 1966.

These two efforts were minor contributions to the overall study 
which had been requested by the Association of Universities. It was 
not until January 1965, that concrete plans were made by the AID 
Mission to undertake an intensive study of postsecondary education 
in Colombia through a contract with the University of California for 
advice to the Planning Commission of the Association of Colombian 
Universities. The major reform objectives to be included in the pro­
gram were (1) an improvement in educational standards; (2) substan­
tial increases in enrollments; (3) reduction of duplication and waste; 
(4) optimum use of human and financial resources; and (5) an in­
crease in the number of well-qualified graduates. Before any of these 
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goals could be accomplished, however, close attention had to be given 
to the reorganization and reform of the National University which 
represented approximately 25 percent of the total university enroll­
ment in Colombia, and had continuously been the center of consider­
able political activity. AID interest in financially supporting National 
University reform developed between June 1964, and March 1965. 
During that period, the newly installed rector of the university, Jose 
Felix Patino, took several preliminary steps toward administrative 
reorganization, stemming student unrest, adding full-time faculty 
members, and consolidating some of the schools in the university 
complex. These initiatives plus a desire to alleviate student dissatis­
faction with inadequate facilities on the campuses prompted AID 
administrators to propose the allocation of peso proceeds from the 
1964 program loans toward the completion of construction of a new 
library and student center. It was not until December of 1965, however, 
that the amount of 15 million pesos in counterpart was agreed upon.

In anticipation of further USAID peso support, Patino and the 
National University Planning Commission drew up a comprehensive 
reform program based on a 4-year investment plan. The plan aroused 
much enthusiasm among AID officials in Washington and Bogota, and 
stimulated several proposals for U.S. loans as well as extensive tech­
nical assistance. The main objectives of the reform program were: (1) 
orientation of the university program toward the nation’s develop­
ment needs; (2) improvement of the university faculty and. its con­
version from a part- to full-time basis; (3) implementation of a 
student welfare program, including a student loan fund (90 percent of 
the students came from low-income families); and (4) the centraliza­
tion and strengthening of administration through the establishment of 
standard procedures. Despite strong U.S. interest in supporting the 
National University effort, however, it was finally decided that the 
IDB would provide a more acceptable source of funds. The IDB 
agreed with this approach and worked out its own loan agreement with 
the National University and the Colombian Government.

An IDB loan of $7.7 million was authorized in December 1966, to 
finance up to 41.8 percent of the project costs included in the 4-year 
investment plan. Both this loan and AID’s release of the 15 million 
pesos in counterpart were contingent on a larger budget allotment from 
the Ministry of Education to the National University. In February 
1968, the United States agreed to the allocation of an additional 30 
million pesos of grant counterpart funds to support the National Uni­
versity 4-year development plan.

D. U.S. COUNTERPART SUPPORT OF COLOMBIAN SCHOLARSHIP PROGRAM

During his visit to Bogota in December 1961, President Kennedy 
suggested that a substantial grant should be made to Colombia to pro­
vide scholarships to underprivileged secondary and university stu­
dents. Shortly thereafter, the Colombian Institute for Technical Spe­
cialization Abroad (ICETEX, after its Spanish initials) submitted 
a loan proposal to the AID Mission.

ICETEX is an autonomous Government agency which was founded 
in 1952. It has engaged primarily in making loans to needy Colombian 
university students, for study both in Colombia and abroad, mainly 
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in the fields of engineering, education, and agriculture. It makes loans 
exclusively on the basis of academic records, subject to applicants being 
admitted to the university of their choice.

At the time of its loan application to AID, ICETEX had already 
financed a survey of high-level human resources in Colombia to pro­
vide information for university program planning. The proposed loan 
was intended to finance the local currency requirements of the ICE­
TEX program with emphasis on scholarships in technological and 
scientific fields in order gradually to fill the existing gaps in skilled 
and high-level manpower.

The loan proposal was supported by AID administrators in Bogota 
and Washington as contributing to U.S. objectives in Colombia 
through the development of an institutional and manpower base, but 
the loan was not approved until the spring of 1964 when $1 million in 
counterpart was allocated to the ICETEX scholarship program to be 
disbursed in five equal annual installments for loans to students for 
study in Colombian universities.

The program was suspended toward the end of 1965, however, be­
cause of a shortage of counterpart arising from delays in disbursement 
of program loans and of Public Law 480 sales proceeds and because 
no new program loans had been made since July 1964. In these cir­
cumstances, both the Colombian Government and AID agreed that 
other high-priority projects would have to absorb the pesos allocated 
to ICETEX. ICETEX was also undertaking a reorganization of its 
domestic scholarship program and felt it might not be able to use the 
pesos immediately. Subsequently, there has been developed a similar 
scholarship program financed through commercial banks and the Bank 
of the Republic and administered by ICETEX on the basis of aca­
demic qualifications.

E. AGRICULTURAL EDUCATION

In 1965, the National University and the Colombian Agricultural 
Institute (ICA, after its Spanish initials) began a joint effort to ex­
pand and upgrade the faculties of three agricultural colleges in order 
to orient agricultural curricula toward applied research and exten­
sion. The target campuses for this program were Medellin, Palmira, 
and Bogota, and the principal objectives were crop diversification in 
traditional areas of production and the further development of tropi­
cal lands.

This project was shortly singled out by USAID as a potential major 
force in Colombia’s economic development and as a prime target for 
technical assistance. On March 7,1966, USAID contracted with a con­
sortium of universities headed by the University of Nebraska for 
approximately 30 American professors to assist the National Univer­
sity and ICA in the modernization of existing curricula and teach­
ing, research and extension methods, and to supplement the existing 
Colombian faculty in teaching important specialties. The project 
received a technical assistance grant of $600,000. In June 1966, USAID 
concurred in a request by the Ministry of Finance to allocate 20 million 
pesos of counterpart on a grant basis to finance research and capital 
improvements under ICA’s 5-year investment plan in conjunction with 
the project. In December 1966, an additional 57.3 million pesos of 
counterpart was allocated to the ICA for disbursement during calen­
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dar 1967 under the same program. Further counterpart was channeled 
into the ICA project from the 1967 program loan as follows: July, 
1967, 20 million pesos; February, 1968, 67 million pesos; and July, 
1968, 5 million pesos.

In cooperation with the AID-ICA agricultural development pro­
gram, the Ford and Rockefeller Foundations agreed in April 1968 
to contribute $750,000 each per year toward the establishment of a 
specialized research and training center in the field of tropical agri­
culture. The center is located at Palmira, in the Cauca Valley, with 
research concentrated on adapting improved crop variations to tropi­
cal Latin America. The center is associated with local schools of 
agriculture.

F. RECENT AID POLICY TOWARD THE MINISTRY OF EDUCATION

After its disappointment with the early primary school construction 
project, USAID notified the Ministry of Education that large-scale 
continuing grants to education would not be possible until a general 
plan for the reorganization of the public school system was developed. 
In view of the Ministry’s efforts to draw up such a plan in connection 
with the secondary school construction project, AID encouraged the 
Ministry to submit a loan application. A loan application for primary 
and secondary school construction was finally received for $13.7 mil­
lion, which AID considered excessive. Parts of the plan, however, were 
in consonance with AID thinking, and during 1965 AID suggested 
that counterpart might be available. This idea was shelved, however, 
until the Ministry finally submitted its reorganization plan in January, 
1966. This plan contained the following major points: (1) primary 
education should be financed at the local level (departmental and 
municipal) largely through the property tax, in order to allocate more 
national government resources to higher and secondary education; 
(2) secondary education should be financed by the national govern­
ment and to some extent by the student; and (3) higher education 
costs should be reimbursed, at least in part, by the student after his 
graduation. Although AID had once been disillusioned with its activi­
ties in primary education, it now saw the Ministry’s approach as a de­
parture from the concepts of the Punta del Este Charter which had 
emphasized universal primary education and which had led to expecta­
tions of large-scale foreign assistance at the primary level. However, 
the Colombian Government agreed to increase the Education Minis­
try’s share of the national budget from approximately 15 percent to 
approximately 20 percent, and in December 1906 AID agreed to the 
allocation of 100 million pesos in counterpart to public school construc­
tion projects—40 million pesos for primary education to assist in the 
construction of approximately 2,000 schoolrooms and 60 million pesos 
for expansion and improvement of the secondary school system. In 
February 1968, the United States agreed to the allocation of an addi­
tional 148 million pesos of counterpart grant assistance to the Ministry 
of Education to support school construction and improvement in pri­
mary, secondary and higher education.
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G. PROSPECTS FOR THE FUTURE

Today more than one-third of Colombia’s population over the age 
of 7 still can neither read nor write simple instructions, and are, 
therefore, functional illiterates. The majority of the popluation still 
has little more than 2 years of formal education. Until the new plan 
for improvement of the secondary education system is formally under­
way, the major emphasis will continue to be on preparation for a uni­
versity education which is not in line with the development needs of 
the country. Higher education planning, which has been the focus of 
Association of Colombian Universities study, supported by a contract 
with the University of California, is still not seen as a governmental 
responsibility. The Association of Colombian Universities does not 
seem to speak for the Government, and the Ministry of Education has 
not involved itself in the present planning operations. There have also 
been indications that the universities themselves have not been and 
are not being involved enough in the development of the basic plan 
for higher education, and might well reject the fundamental tenets 
under which the study has proceeded if they were given an effective 
voice.

The Ministry of Education continues to suffer from policymaking 
and administrative weaknesses. While some progress has been made 
toward decentralizing primary school administration from the na­
tional to the local level, the problem of the relative weakness of the 
departmental and municipal governments has not been resolved. This 
has been one of the major causes of lack of adequate financing for 
education—one of the most serious handicaps to Colombia’s educa­
tional improvement. In higher education, a similar problem exists. 
Universities cannot count on any specific amount of assistance from 
the departments or the National Government, and, therefore, cannot 
proceed with systematic, multiyear budgeting.

AID is considering an educational sector loan to Colombia which 
in effect would be a program loan tied to Colombian educational per­
formance. The loan would finance imports which would not neces­
sarily be related to education, but it would be related to major changes 
in the organization and financing of the Colombian educational sys­
tem—for example, more adequate salaries, a strengthened planning 
office in the Ministry of Education, development of an improved sys­
tem of financing, establishment of inservice teacher training centers, 
and preparation for a financial and administrative reorganization of 
the primary school system. It is anticipated that technical assistance 
will be extended in the fields of secondary teacher training and curric­
ulum and administration.

The biggest problem, however, remains unresolved. In a situation 
where so much needs to be done, neither AID nor the Colombian 
Government has been able to decide what to do first.

X. Epilog

The administration of an economic assistance program to any less 
developed country carries with it inherent obstacles, limitations, and 
contradictions, which often frustrate both donor and recipient in ef­
forts to implement reforms. On the recipient side, the problems arise
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from the very characteristics of underdevelopment: (1) institutional 
vacuums: (2) lack of technical skills and statistical data; (3) political 
and economic instability; (4) political dominance by a social and 
economic elite; and (5) strong nationalism and sensitivity to outside 
interference in domestic policies. The United States, on the other hand, 
has a tendency to project its own political, economic, and technical 
biases, to say nothing of its balance-of-payments difficulties, into its 
aid program. The history of the U.S. aid program in Colombia is 
replete with instances in which these forces have reacted to hinder 
progress toward development and at times to cause friction.

The factors of institutional voids, basic statistical data weaknesses, 
and a lack of skilled human resources combined to render obsolete the 
initial planning efforts of the Lleras Camargo administration in 1960- 
62, and hold down to a low level all planning activity and ministerial 
coordination during the 4 succeeding years of the Valencia administra­
tion. Project preparation in the key areas of education and agriculture 
was so poor that international lenders hesitated to invest m them, 
and initial U.S. impact projects foundered because of insufficient 
financial and technical backstopping. Even under the current Lleras 
Restrepo regime, lengthy delays have occurred in the drawing up of 
sectoral and subsectoral analyses upon which development planning 
can be based. Under such circumstances, U.S. projections based on 
overly optimistic estimates of Colombian short-term growth potential 
led to embarrassment and friction in annual negotiations with 
Colombian leaders.

The goals of the Charter of Punta del Este itself were overly am­
bitious, compressing into a decade changes which could more realisti­
cally be expected in a generation. False hopes were encouraged and 
some disillusionment was inevitable on the part of both lenders and 
borrowers as the magnitude of the task became more apparent.

A byproduct of this situation has been the emphasis by United States 
and other international lenders on macroeconomic self-help reforms 
which the lenders were better equipped technically to handle. In this 
area the conflicting goals of economic stability and economic develop­
ment often complicated negotiations between the United States and 
Colombia, and frequent confusion resulted with the injection of othei 
agency views (especially those of the International Monetary Fund). 
At times, programs of austerity and expanding investment competed 
for Government sponsorship, and more often, “objective” economic 
measures recommended by the United States for alleviating foreign 
reserve and budgetary strains ran counter to Colombian Government 
policy. A case in point was the reiterated suggestion by both AID and 
IMF officials that Colombia devalue its currency to bring domestic 
prices more in line with international hard currency values, and 
stimulate exports. Strong Colombian opposition to exchange devalua­
tion was grounded in immediate, pragmatic considerations which were 
reflected in many of Colombia’s other negotiating positions.

Another situation where conflicting and often counterproductive 
strategy marred development efforts arose when the United States 
attempted to cater to its own balance-of-payments problems and to 
Colombia’s economic difficulties through the same mechanism—the 
program loan. By insisting on additionality—that is, that the value 
of U.S. exports financed by the program loan must be an addition to 
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the traditional annual value of regular commercial sales to Colombia— 
the United States has added discussion of an elaborate “positive list” 
to the normally complicated program loan negotiations, and thus 
reduced its flexibility in other areas of potential leverage. A side effect 
of additionality has been to discourage more active trade with Europe 
at the same time that the United States has been actively encouraging 
greater investment and participation by European countries in Co­
lombia through the Consultative Group."

Another side effect of additionality has been to emphasize—through 
the selection of items for the positive lish-U.S. exports of capital 
goods to Colombia. This, in turn, intensifies a dilemma which is com­
mon to all of Latin America. On the one hand, increased imports of 
capital goods enhance Colombia’s industrial capacity and expand its 
long-term potential for earning more foreign exchange. On the other 
hand, capital-intensive industry provides few job opportunities, and 
these only for an elite of highly skilled workers. In Latin America 
generally, capital is expensive and labor is cheap—the precise oppo­
site of the situation which prevails in the United States and Western 
Europe. The technology of the United States and Europe is developed 
with a view to saving labor at the expense of capital. This does not 
meet the needs of Latin America, where it would be economically more 
efficient and socially more acceptable to make a greater use of labor 
and a lesser use of capital.

Failure of the Colombian economy to provide job opportunities for 
more than a fraction of its rapidly growing labor force casts a long 
and ominous shadow of massive unemployment and underemployment 
m the decade of the 1970’s.

On the other hand, failure of the Colombian economy adequately to 
expand its export capacity through the development of products which 
are competitive in world markets will become more serious as dollar 
repayment of the program loans of the 1960’s becomes due in the 1970’s 
Ihis foreign debt service problem will be aggravated by the steadily 
higher interest rates which have been applied to program loans.



PART II

Report by the Comptroller General

Administration and Management of Nonproject Assistance 
to Colombia

Comptroller General of the United States,
W ashington, D.C., July 8, 1968.

Hon. J. W. Fulbright,
Chairman, Committee on Foreign Relations, 
UJS. Senate.

Dear Mr. Chairman : This is our report on the administration and 
management by the Agency for International Development of nonproj­
ect assistance furnished to Colombia during the Alliance for Progress. 
This review was made in response to your request of June 6, 1967.
A copy of this report is being sent to the Administrator, Agency for 

International Development, as authorized by the committee staff. No 
further distribution of this report will be made without specific ap­
proval of the committee.

Sincerely yours,
Elmer B. Staats, 

Comptroller General of the United States.

I. Digest
Why the review was made
The chairman of the Foreign Relations Committee, U.S. Senate, 

requested the General Accounting Office on June 6,1967, to review the 
administration and management by the Agency for International De­
velopment (AID) of its economic assistance program for nonproject 
purposes in Colombia.

Nonproject assistance financed imports in support of Colombia’s de­
velopment program without tying these to specific projects. Project 
assistance has been directed to individual capital projects or technical 
assistance.
Findings and conclusions
The principal findings and conclusions are summarized in the high* 

lights section of this report.
Economic assistance to Colombia from all sources from 1946 through 

December 1967 totaled $1.6 billion. Of this amount, $430 million was 
provided by AID, 91 percent of which was made available during the 
Alliance. AID’s program in Colombia is its third largest in Latin 
America.
GAO’s review showed that Colombia’s aggregate economic and social 

progress during the first 5 years of the Alliance for Progress (1962-66) 
was less than AID and Alliance goals.
During the Alliance, AID has not made systematic or substantive 

evaluations of Colombia’s progress and performance in many areas.
(95)
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There has been a serious lack of basic data in Colombia, and no sub­
stantial progress has been made during the Alliance toward developing 
a system for gathering and assessing basic data in a timely manner.

In Colombia, AID:
—Did not develop a system for accumulating prior experience for 

application in developing its future strategy;
—Was not explicit or definite, in many instances, in its goals and 

targets; and
—Did not tailor its level of assistance to specific levels of country 

performance.
AID made no independent overall review of the adequacy and effec­

tiveness of AID strategy for achieving U.S. and Alliance develop­
mental objectives in Colombia.
Recommendations or suggestions

GAO has made four suggestions to the Administrator of AID which 
we believe may strengthen the administration and management of 
nonproject assistance. (See sec. X.B., p. 184.)
Agency actions

AID agreed that two of our suggestions warrant further considera­
tion (see pp. 184 and 186) and, with respect to a number of other issues 
(identified in sec. Ill), AID agreed to take corrective action.
Issues for further consideration

AID has taken exception to two of our suggestions. (See sec. X.B.) 
The committee may wish to inquire further into some matters reviewed 
in this report. (See sec. XI.)
Legislative proposals

None.
II. Introduction

The General Accounting Office has examined into the administration 
and management of U.S. assistance furnished to Colombia by the 
Agency for International Development (AID) under the program 
lending technique for nonproject purposes during the Alliance for 
Progress. Our review was essentially completed in November 1967, and 
therefore, the contents of the report are based upon information avail­
able up to that time. This examination was made at the request of the 
Committee on Foreign Relations, U.S. Senate, included as appendix I, 
and pursuant to the Budget and Accounting Act, 1921 (31 U.S.C. 53), 
and the Accounting and Auditing Act of 1950 (31 U.S.C. 67).

Our work was directed toward developing an exposition of how 
AID’s program in Colombia was conceived and implemented along 
with special analyses which we determined to be useful and appropri­
ate. A country’s performance and progress can be analyzed against its 
past, against self-established goals, or by comparison with the per­
formance of other countries in somewhat similar circumstances. We 
have used all three measures in this report. The extent to which each 
was used depended, in large part, on the reliability and comparability 
of available data.

The indicators of Colombia’s economic and social progress and self­
help performance during the Alliance, discussed in this report, were 
selected from those generally recognized by AID and/or other devel-
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opmental authorities as being of paramount importance in the develop­
ment process. We have not attempted to rank these indicators in any 
order of priority or significance with respect to Colombia. *ttv

Our review was made at the AV ashington office of AID and at Ally s 
overseas mission in Colombia (referred to in this report as the mis­
sion) . The scope of our review is further described in section XII.

Most of the matters discussed in this report were presented to the 
mission for comment during our review. The mission responses, ap­
proved by the AID Washington Bureau for Latin America, were 
taken into account, where appropriate, in preparing this report. A 
draft of this report was submitted to AID for review and comment 
on January 19,1968. AID’s comments dated March 19,1968, and addi­
tional comments presented on April 19, 1968, are included as appen­
dixes B and C, respectively, and are incorporated in applicable sections 
of the report and evaluated where appropriate.

The principal officials responsible tor the administration ot the 
economic assistance program in Colombia since 1961 are shown m 
appendix D. A summary of the types of nonproject commodities fi­
nanced by AID for Colombia through June 30, 1967, and pictures 
illustrating the Colombian port warehousing of, and markings on, such 
commodities are presented in appendix E. A comparative summary 
of AID assistance to Alliance countries through December 31, 1967, 
is presented in appendix F.

III. Highlights

Our review, made at the request of the Senate Committee on For­
eign Relations, was for the purpose of developing an exposition of 
how AID’s program in Colombia during the Alliance was conceived 
and implemented. Colombia was selected by the committee as being 
fairly representative of the Alliance nations.

Our review Showed that Colombia’s aggregate economic and social 
progress during the first 5 years of the Alliance for Progress was less 
than Alliance goals. Colombia’s average annual per capita economic 
growth rate was 1.3 percent during the Alliance, greater than the com­
parable per capita growth rate of 0.9 percent prior to the Alliance, 
but less than the Alliance growth goal of 2.5 percent.

During the Alliance, Colombia has expanded its transportation and 
electric power infrastructure, but its per capita agriculture production 
has lessened and its external debt burden has increased substantially. 
In the social area, progress toward transforming Colombia’s land 
tenure and income distribution structure has been slow. Improvement 
in the availability of health and sanitation facilities has been achieved 
and about 224,000 housing units have been constructed, but the short­
age of housing has become more critical.

Colombia has increased its school enrollment during the Alliance, 
but its overall achievements in the area of education have been less 
than Alliance and AID goals. However, we have noted that these 
goals, in some cases, were somewhat optimistic considering the circum­
stances in Colombia. A major factor contributing to Colombia’s more 
limited than planned economic growth and social progress during the 
Alliance has been problems encountered in self-help efforts.

Our review of Colombia’s self-help performance during the first 
5 years of the Alliance, in terms of mobilizing its development re-
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—Require that the overall effectiveness of AID assistance strategy 
in Colombia be reviewed at appropriate intervals by knowledge­
able internal or external officials who have no responsibility for 
management of the program.

ATP has agreed to the fourth proposal above with certain provisos 
as outlined in section X and has agreed that our third proposal war­
rants consideration. With respect to our first proposal, AID has in­
formed us that the subject evaluations are already carried out in 
Colombia. We do not agree that substantive evaluations have been 
made in many areas, and we have summarized a number of key areas 
where they were not. .

With respect to our second proposal, we do not believe AID has 
developed an annual level of assistance for Colombia tailored to 
specific levels of Government performance. This is, in our opinion, 
contrary not only to AID-stated policy and public pronouncements 
but also to prudent management and, thus, deserves reappraisal.

Although it was not the principal thrust of our work, we noted 
several areas where we believed AID could improve its management 
practices, some of which would be substantive, others less so. We be­
lieve there is a need for improvement in AID’s management to insure 
that:

1. AID-financed commodities are not substituted for commercial 
U.S. exports to Colombia.

2. Independent management reviews of overall AID strategy 
and effectiveness in Colombia are made at appropriate intervals.

3. AID-controlled local currency resources are allocated to 
priority Alliance objectives.

4. Available excess property is used as a first source of supply.
5. AID-financed commodities are actually received by Colombia.
6. Timely collections are made for ineligible procurements.
7. Adequate audit effort is applied to nonproject activities. .

After we brought these matters to AID’S attention, we were in­
formed of actions being taken:

1. To insure that available excess property is used as a first 
source of supply in AID-financed procurement.

2. To establish an adequate commodity arrival accounting 
system.
' 3. To obtain collection for ineligible procurements.

4. To insure that adequate audit effort is applied to nonproject 
activities.

In commenting on our draft, report, AID agreed that independent 
management reviews of overall AID strategy were needed, but did not 
inform us of planned actions to insure that:

1. AID-financed commodities are not substituted for regular 
Colombian commercial imports from the United States.

2. AID-controlled local currency resources are allocated to 
priority Alliance objectives.

IV. Background

A. STATUTORY AUTHORITY FOR AID PROGRAM

The basic authority to finance economic assistance activities in 
foreign countries is provided by the Foreign Assistance Act of 1961, as 
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amended This ire; provides that, under the direction of the President 
the Secretary of State be responsible for the continuous sm>7rvS 
and general direction of economic assistance. The Secretarvof State 
has delegated to the Administrator, AID, the above responsibility 
finmXd*?^ Pr,ovldes economic assistance activities ma/ be 
financed by development loans or grant funds for the nurnoi of 
promoting economic development of less-developed friendly countries 

tTd a^' The s,ation restricts development loans towhere 
ing criteria whiS »/ reP7ment and sets forth the follow-

g Wh«X « " to be taken into account in making each loan-L^h/r COuld be obtained in whole or if part from

terms> “dBd^
financeCdnOmiC technical soundness of the activity to be 

d^^ gives reasonable promise of contributing todt^Ss^ ““resources or to the “ °f p-
and relationship to, other develop-

to rL^/u1 bemg “"d^ken or planned, and its contribution 
Th long-range objectives.
earned/ th jrecipient country is responsible to the vital

1 A a"d T?0™1 concerns of its people and demon-
S .^^“matam to take effective self-help measures. 
reftE™J, 7^ °f the.loa!1 upon tbe U-S- economy with special 
surphis f balance of Payments and areas of substantial labor 

thXew^ta^0"^ Prrid,es’ Td ‘Vs AID’S Pobcy in accordance 
therewith, that emphasis be placed on the long-term nature of develop­
ment assistance the principle of self-help, and the need for concen- 
tration on selected sectors or areas of activity in each country. AID 
policy is to integrate assistance activities with (1) U.S. foreign policy, 

of ,other free-world donors, and (3) the recipient coun- 
try s development program. 1

B. METHOD OF PROGRAM FORMULATION

rnSta a?nnal. program planning cycle begins with an analysis by the 
mission m Colombia of the current situation in the country and of the 
alternative ways m which U.S. aid can most effectively promote de- 
STid —(mlssi™. discusses the country’s development plans
and AID priorities with the Government of Colombia. The mission 

subiect to approval by the/rS/' Jhe !tVeI a"d content of the U-S- Program of assistance 
and r r eOmil3g yoar and indicates the expected range and Paffern of assistance for the next several years.
in wtS-SS1?nS I proposed program are subjected to review
m TV ashington within the Regional Bureau for Latin America and

?he Administrator of AID. The mission director and 
other key officials often come to Washington to participate in this 
review. 1 he review process is to examine whether the proposed nro- 

re?^S ade?uafe economic analysis, Colombia’s self-help ef- 
torts, and the probable availability of assistance from other donors

1 lie consensus reached as a result of this review is summarized in a
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country assistance strategy statement. The program planned in this 
way provides the basis for AID’s annual request to the Congress for 
appropriation of funds. The level of assistance for Colombia is then 
later readjusted to fit the total level of funds actually appropriated.

c. Colombia’s development history prior to the alliance

According to AID, Colombia’s economic development has been some­
what out of step with that of the other major countries in Latin 
America. During the 1920’s and 1930’s, when other countries such as 
Chile, Argentina, and Brazil started to develop, Colombia remained a 
relatively isolated agricultural country. During the 1940’s this pattern 
was substantially changed and the country started developing rapidly.

During the early 195O’s this process was accelerated under the im­
pact of high coffee prices. A large part of the income derived from 
coffee was put to good use, improving the country’s roads and building 
new industries. During the period 1945-55 about one-half of all im­
ports consisted of capital goods.

As a result, AID found that per capita national income increased 
at a rate of 4.5 percent a year, one of the highest in Latin America, 
during the years 1950-55. Since an abundance of foreign exchange 
was available, much of the new industry developed was based on the 
importation of raw and semifinished materials from abroad. It was es­
sentially a transformation industry. Because of a growing dollar 
shortage in the late 1950’s, some of the new industry had a difficult 
time to keep going. The Colombian Government also embarked on a 
number of business ventures, most of which failed to achieve the 
desired or expected results. A negative factor which prevented Co­
lombia from achieving a more rapid development in the 1950’s, 
according to AID, was a lack of planning coupled with a certain 
misdirection of investment.

On the political front, Colombia, after the overthrow of a dictator­
ship in 1957, adopted, by plebiscite, a National Front political struc­
ture. The National Front, a unique two-party coalition government, 
was adopted as a means of achieving political peace between Colom­
bia’s two traditional parties—Liberal and Conservative. The 1957 
plebiscite, an outgrowth of a prior interparty understanding, formally 
established as a constitutional amendment its major core—parity in all 
levels and branches of government between the two major parties and 
the principle of approving legislation by a two-thirds majority.

A third major feature of the system, alternation of the presidency 
between the two parties, was formalized in another constitutional 
amendment promulgated in 1959 which also extended the life of the 
system from 12 to 16 years (two administrations for each party).

Generally, Colombia’s National Constitution provides for universal 
suffrage, due process of law, and other civil rights and liberties com­
mon to most Western democracies.

D. AID PRE-ALLIANCE ASSISTANCE TO COLOMBIA

U.S. assistance to Colombia began in 1942, in the form of technical 
assistance, under the U.S. Institute of Inter-American Affairs. The 
first assistance operations began in the health field under the auspices
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of a cooperative health service created in 1942. For 10 vears this was 
the major activity of the U.S. assistance program. Y

In 1954, a technical assistance program in agriculture began under 
instituted inei®CTh SerV1Ce- A C0°Perative education service was 
instituted in 1958. The program was subsequently expanded and con­
tinued under successor agencies and was directed primarily for proi- 
educSioF^ ^Arr^1 health and sanitation,Pand
S™1 th4eTAlliance for Progress was created and Colom-

vID aS a c°Untry -m Which an imPortant effort 
Si progress aChl6Ve rapid economic development combined with

E. CREATION AND OBJECTIVES OF THE ALLIANCE FOR PROGRESS

its origin in a speech in March 1961, 
y nc resident JJu^d States to the Latin American diplomatic

corps assembled at the White House. The 20 American Republics were 
Sn hTiOinfn a cooperative effort, unparalleled in magnitude 

of purP?se’ *° ^fy the basic needs of the American 
people for homes, work and land, health, and schools

A1^. “A8 A™™™ nanons met to discuss the shape of 
the cooperative effort to develop the hemisphere. This meeting cul­
minated in the signing of the Charter of Punta del Este. This meeting 
not only established achievement goals, but also established a frame- 
work oi cooperation.
. P® Ahi^oce for Progress was to differ markedly from previous 
ter of P,^ '? Latin America. The sense of tfo Char-

> A ; WaS ‘ba* external assistance, to be of permanent 
benefit, must be based upon basic social and institutional reforms with- 
T arin* A U'S’ affiance was to be directed toward facilitating
Batin America’s own self-help measures. $
rolrlc'3 end’ the Am0rican Republics agreed to undertake the 

the fruits of economic development 
dlst"buted-.They pledged to improve health, hous- 

b>nd lA, *® A™ ’ Wlpe “Y1 llhteracy; modernize tax structures and 
maintain sound fiscal and mone- 

tary policies, and stimulate private investment. The countries of Latin 
America also promised to formulate comprehensive and well-conceived 
SZ m A their Own economies “
mentions to the Alliance for Progress.

Ajn°ng the most important goals of the Alliance for Progress as 
contained in the Charter of Punta del Este, are: progress, as

To achieve sustained growth of per capita income and self-sus- 
tamed economic growth of not less than 2.5 percent per capita per 

m°.-e ecl"itable distribution of national income and a 
?f-the Product to be used for invest-

ment while maintaining stable price levels
econon?ic diversification, involving reduction of de- 

por^|amin^seXPOrtS °f pnmary Products, and stabilization of ex- 

~~^form6 agricultural Productivity as well as to encourage agrarian
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—To eliminate adult illiteracy and by 1970 to insure access to at 
least 6 years of primary education for each school-age child.

—To improve health conditions, including the increase of life ex­
pectancy by a minimum of 5 years.

—To increase low-cost housing construction.
—To strengthen existing agreements on economic integration, with 

a view to the ultimate fulfillment of aspirations for a Latin Amer­
ican common market.

The charter called for a minimum of $20 billion in external capital 
during the next 10 years, principally in public funds, in. support of 
well-conceived programs, which include the necessary structural re­
forms and measures for the mobilization of internal resources.

On its part, the United States pledged grants or loans on flexible 
terms and conditions which, along with those anticipated from other 
external sources, will be of a scope and magnitude adequate to realize 
the goals of the charter. The United States also agreed to cooperate 
in seeking international solutions to the problems created by excessive 
price fluctuations in the basic exports of Latin American countries on 
which their prosperity so heavily depends.

On November 22,1965, the President of the United States informed 
the Latin American governments that the United States was prepared 
to extend the Alliance for Progress beyond the 10-year period fore­
seen in the Charter of Punta del Este.

F. SUMMARY OF ASSISTANCE TO COLOMBIA BY ALL DONORS

Assistance to Colombia has been substantial, amounting to about 
$1.6 billion from 1946 through December 1967. Direct U.S. participa­
tion has amounted to about $977 million, or 59 percent of the total. 
The balance represents assistance primarily from international agen­
cies. A summary of the assistance to Colombia by donor is outlined 
below:

i The Social Progress Trust Fund (SPTF) was established in 1961 as a part of the Alliance for Progress. The SPTF is 
administered by the Inter-American Development Bank, and all financing has been provided by the United States. The 
SPTF involved a new approach in the foreign-aid field—a willingness on the part of the United States to permit a multi­
lateral cooperative institution, representing the Latin American Republics and the United States to make decisions in the 
field regarding the commitment and disbursement of funds made available by the United States.
’June 30, 1967, figures—most recent ones available.
!Does not include assistance by the Rockefeller Foundation, as this data was not available to AID.

4 Breakdown by period was not available.

Total assistance through 
December 1967

Percent furnished

Amount 
(millions)

Percent During 
Alliance

Prior to 
Alliance

U.S. Government programs:
AID and predecessor agencies____________ $430. 3 26.1 91 9
Public Law 480______________________________________ 163.6 9.9 60 40
Social Progress Trust Fund 1___________________________ 49.9 3.0 100 .
Export-Import Bank_______________________ 224.3 13.6 25 75
Other U.S. economic programs_________ 26.1 1.6 89 11
Military assistance programs2__________________________

International agency programs (percent of U.S. participation):
83.2 5.0 53 47

International Bank for Reconstruction and Development (28
percent)__________________________________________455.7 27.6 56 44

International Development Association (32 percent).. 19.5 1.2 100 .
International Finance Corporation (35 percent)____________ 15.0 .9 85 15
Inter-American Development Bank (57 percent)___________ 131.9 8.0 92 8
United Nations (approximately 40 percent)______ 31.2 1.9 74 26

Other assistance:
Other free-world donors_______________________________ 8.9 .5 100 .
U.S nonprofit foundations3................................................. . 11.7 .7 <100 .

Total......................................................... ................................ 1,651.3 100.0 67 33
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V. Objectives and Description of AID Program

A. U.S. DEVELOPMENTAL OBJECTIVES

The principal long-range objective of the U.S. economic assistance 
program in Colombia is an accelerated rate of economic and social 
progress by a strengthened democratic, private enterprise system. The 
immediate goal is to help Colombia reach the point at which its own 
increased human and capital resources, combined with its improved 
ability to attract and service foreign investment and credit on com­
mercial terms, are adequate to sustain satisfactory growth. The Al­
liance economic growth goal is, and has been since 1962, a minimum 
annual increase m per capita growth rate of 2.5 percent—a goal that 
AID believes is both reasonable and attainable

In supporting economic development, the United States seeks to 
strengthen Colombian institutions and capabilities essential to eco- 

d®™loPment, social stability, and financial balance. In this 
regard AID has concluded that Colombia is one of the major hopes 
tor development success under the Alliance for Progress because of

1. Exceptionally rich and varied natural resources.
2. Relatively wide distribution of industrial and agricultural activity.
3. Large land area—the fifth largest in Latin America—and 

large population—the fourth largest in Latin America.
^sual potential among developing countries for a rela­

tively high level of economic growth and social progress achieved 
m an °Pen political and economic setting.

• ?tatu? ha? attemPted to promote its development ob-
through cooperation with the consultative 

group for Colombia which is led by the International Bank for
and indudes the Interna- 

(IMF) Inter-American Development Bank 
(1DB), the United States, and 10 other developed countries. Three 
meetings of the consultative group on Colombia have been held—the 
first m January 1963 the second in June 1964, and the last in June 
1967. According to AID no minutes have been kept of informal meet­
ings among members.

AID s assistance, program for Colombia through mid-1965 was in 
in^ri^r^ S 1O'yf ar+ development plan, with little reference 
Vr AID- documents t0 consultative group decisions. There-
a,^ fS Pegram for Colombia was directed toward

an and measures furnished to the con­sultative group by the Colombian Government.

B. SUMMARY OF FORMS OF AID ASSISTANCE TO COLOMBIA

AID assistance to Colombia has taken a variety of forms. Dollars 
have been loaned to finance developmental imports for both specific 
projects and m support of the general economy (i.e., for non project 
SinK i an j to/Pance.local currency costs of capital projects. U S 
specialists and advisers have been financed, usually on a grant basis

Skl S; demonstrate techniques, conduct surveys, and ad­
vise on programs for human resource and institutional development
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Grant funds have also financed the training of Colombian officials 
and specialists in the United States and other countries. A summary 
of the various forms of AID loan and grant assistance to Colombia 
is outlined below.

(In millions]

Project assistance
Total Nonproject -----------------------------------------  

assistance Capital Technical1

Fiscal year 1961 and prior: 
Loans___ ____ .......... $25.0..........................

............ 15.4.................................
$25.0 ....

$15.4Grants..........  —............................

Total............................................................... ............ 40.4 ... ----------------25.0 15.4

Fiscal year 1962 to December 1967: 
Loans..................................... —................

Grants..................  —......................
............ 358.7
........... 31.1 —

$305. 0 53.7 ....
31.1

Total...................................... .................................... 389.8 305.0 53.7 ___ 3kl

Total........................................................................... 430.2 305.0 78.7 46.5

i Includes cost of training Colombian officials and specialists.

In return for dollar nonproject assistance the Colombian Govern ? 
ment deposits its own currency, in amounts equivalent to the dollar 
value of the nonproject commodities received, in a special account. 
This currency is not owned by the United States but is subject to AID 
concurrence as to its use by Colombia. The United States also sells 
surplus U.S. agricultural commodities to Colombia for Colombian 
currency (pesos). Such sales are made under the Agricultural Trade 
Development and Assistance Act of 1954, as amended (7 U.S.C. 1961), 
commonly referred to as Public Law 480.

AID has programing responsibility for the Colombian funds re­
ceived from each type of dollar assistance. These currencies do not 
represent additional resources; only the imports that generate them 
are additional. They do, however, represent a claim against domesti­
cally available resources and constitute an important tool of as­
sistance to be used by AID to improve the total pattern of Colombia’s 
resource use. A summary of the estimated Colombian currency re­
sources available to, and programed by, AID for Colombian develop­
ment follows:

[Millions of dollars equivalent]

Source of generation Total
Fiscal year Fiscal year 
1961 and 1962 to 

prior December 1967

AID nonproject import programs.
Public Law 480 programs----------

Total................................

$220 
57

277

$32

32

$-.23
25 ’

245

The following schedule shows the total dollar and peso project 
assistance furnished for principal economic development sectors in 
Colombia.

21-145—69----- 8
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[In millions of dollars equivalent]

Dollar Local currency 
obligations allocations Total

Agriculture................... ............................ ...........................................
Industry and mining................. ................ .........................................
Transportation and power_________________ __________
Public administration and safety.......  ..................
Education_______________________________ __________
Housing and urban facilities________________ . ..................
Health and sanitation__________
Another_________ _____ _________ _____

$111 
105
34
18
24
56
32
21

Total.....................................................................-............................ 125 277 402

C. RATIONALE AND OBJECTIVES OF NONPROJECT ASSISTANCE

As mentioned earlier AID has used two types of assistance—project 
and nonproject—in implementing its objectives in Colombia. Non­
project assistance has been used to finance imports in support of Co­
lombia’s development program without tying these to specific projects, 
whereas project assistance has been directed to the planning and ex­
ecution of individual capital projects or technical assistance activities.1 
The particular recipients of foreign exchange provided under non­
project loans to the Government of Colombia and then made avail­
able to finance commodity imports are normally determined by market 
forces.

Nonproject assistance does not involve the degree of direct AID 
participation in implementation required in project assistance. The 
special characteristic of nonproject assistance is that neither the im­
mediate form of the assistance nor the specific use of the funds is 
necessarily directly related to the objective of influencing Colombia’s 
development policies and practices to which the aid is addressed.

Of the $430 million of AID dollar assistance to Colombia through 
December 1967, $305 million, or 71 percent, has been made available 
on a nonproject basis as follows:

[Dollar amounts in millions}

Date of loan Amount
Disburse- 

ments as of - 
Dec. 31,1967

Life of loan (years) Interest rate (percent)

Grace 
period

Amortization 
period

Grace 
period

Amortization 
period

Apr. 12,1962.................. $30 $30.0 5 10 3.5Dec. 18,1962.............. 60 60.0 10 30 . 75
O. J 

tc
Mar. 11,1964................. 15 15.0 10 30 ‘75 • ij 

7 nJuly 13,1964........... . 35 35.0 10 30 *75 4. V
9 n

Dec. 20,1965............... 65 64.1 10 30 i o 4. U
May 27,1967........... . 100 25.2 10 30 i.’o 4. □

2.5
Total.................... 305 229.3 ..

AID has also programed significant additional nonproject loan 
funds for fiscal year 1968.

The level of AID assistance is based on long-term projections of Co­
lombia’s balance-of-payments situation and is intended to fill a gap 
between foreign exchange expenditures and receipts which exists as a

repOrts B-160064 dated Sept. 23, 1966, and B-161882 dated Sept. 21, 1967, deal 
with the management of AID economic development projects in Colombia.
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direct consequence of development efforts. The object is to provide 
resources additional to those available to Colombia in order to ac­
celerate the process of development.

AID has determined that, relative to project assistance, nonproject 
type of assistance—

1. Provides greater flexibility in meeting agreed resource needs.
2. Provides a more effective basis for negotiating specific agree­

ments with the recipient country.
3. Does not unduly emphasize large schemes or the public sector.
4. May be less expensive inasmuch as the aided country is per­

mitted to select for procurement in the United States those parts 
of its import requirements for which U.S. procurement offers price 
or quality advantages, whereas aid provided on a project basis 
must be spent on requirements for the projects financed and 
foreign exchange costs financed by such assistance must be pro­
cured from U.S. sources without regard to competitive cost 
advantages.

Recognized disadvantages of nonproject type of assistance include 
a greater risk of creating a politically frozen aid level, the lack of 
visible or tangible results, less public appeal, and a greater degree of 
difficulty in achieving effective control of channeling funds into insti­
tutions and economic sectors to be employed for development.

The rationale for, and objectives of, each nonproject loan made to 
Colombia is outlined below. For the $60 million loan of December 
1962, the $15 million loan of March 1964, and the $35 million loan of 
July 1964, the following comments do not include data on how the 
specific amount of each loan was arrived at, because we were unable 
to find, and AID was unable to furnish us, this information.
1. $30 'million loan—April 12,1962

During 1961 an austerity program, which started in 1958, was re­
laxed by the Colombian Government and the Colombian balance-of- 
payments situation seriously deteriorated.

In December 1961 and early 1962, Colombia requested substantial 
balance-of-payments assistance from the United States. An AID and 
Department of State task force reviewed the Colombian balance-of- 
payments position, projected Colombia’s requirements, and concluded 
that about $38 million would be required from the U.S. Government 
to meet Colombia’s foreign exchange requirements in the first half of 
1962. The Export-Import Bank agreed to postpone payments due by 
Colombia in the amount of approximately $8 million. In April 1962 
AID provided Colombia a $30 million balance-of-payments loan from 
the contingency fund.

The loan agreement authorized all the $30 million to be advanced 
to Colombia on the condition that AID be provided with satisfactory 
documentation to account for expenditures within 180 days after the 
advance. No self-help performance commitments were specified as 
a condition for the release of the loan funds.

It was recognized at the time the loan was authorized that Colom­
bia’s balance-of-payments problem had arisen primarily from inade­
quate fiscal and monetary policies but AID felt that Colombia had 
performed well in other fields in the spirit of the Alliance for Prog­
ress, as evidenced by the enactment of tax and agrarian reform laws 
and the preparation of a 10-year national development plan. For a
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discussion of the adequacy of the development plan, see section

AID judged that the loan would assist in enabling Colombia to 
serve as an example of a country whose government was meeting the- 
needs of its people by democratic reforms within the framework of 
the Alliance for Progress AID also anticipated that the Govern­
ment would take steps to achieve sound fiscal and financial policies. 
2. $60 million loan—December 18, 1962

During 1962 Colombia continued to face serious foreign exchange- 
problems. In October 1962, the U.S. coordinator for the Alliance f?r 
Tigress and the country team, after discussions with the IMF and 
Jw R the ^“b^n Minister of Finance, indicated!
that the United States was willing to give urgent consideration to a $60 < 
million loan to Colombia to support the initial phase of Colombia’s 
planned 10-year development program. This loan was the first Alliance 

development loan in support of a national development 
plan. AID had determined that Colombia exhibited an institutional 
capacity for rapid economic growth and that with relatively minor 

a model developing country. AID con- 
cluded that U.S. assistance would promote a faster rate of growth 
tor Colombia. 6

In November and December 1962, the Colombian Government car- 
nea out a foreign exchange reform satisfactory to the IMF On that 
basis a nonproject loan to Colombia in the amount of $60 million was 
authorized by AID in December 1962. AID released $13 million of the 

a _The agreement provided that the re-
mamder of the loan be released after submission by Colombia of doc­
umentation evidencing procurement.

This loan was to help Colombia maintain an import level needed to- 
Panned levels of investments in both the private and the public 

14 loan was agreed to on the basis of evidence 
by the Colombians (1) that satisfactory monetary, financial, and fiscal 
measures necessary for Colombia’s economic and social development 
nrXTfhad 7- and- (2) Of the measures undertaken to
provide the resources to achieve investment levels called for bv the 

ts ^velopment program. The second condition was to be 
met prior to release of loan funds in excess of $30 million.
3. $15 million loarv—March 11, 196^

In July 1963, the Colombian Government requested an additional 
Un^ted’states™ °f $}0? “dlion. AID advised the Colombians that the 
Lnited States expected to provide development assistance in 1964 of 
the general magnitude of the past vear, or up to $60 million, for a 
ff the f?!™1 nonPro)eet loan, on the basis of agreed self-help measures, 
£5aPProPnatFvthe funds' The details of the rangFof 
M mSPTT« y which possibly would be required for 1964
tifi^F<Wh^1StonCe eflective, however, were not clearly iden- 
foan^sunno.t T l’ A|ID,n>,°tl,ated only a $15 million nonproject 
loanl m support of Colombia’s development program.
agreeme^HnX1 ^^“ee,,™3 the subject of a subsequent loan 
identS The cS- he ^'help conditions was not
vide evfd^ eondituons established were that Colombia would pro­
vide evidence of arrangements for the implementation of an import 
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budget for calendar year 1964, carry out a sound monetary policy, and 
use its best efforts throughout calendar year 1964 to insure a surplus 
on current account of not less than 1.1 billion pesos.

Goods and services delivered after July 1, 1963, were eligible for 
financing under this loan.
4- $35 millionloan—July 13,196.4

In April 1964, the proposal for a second loan during 1964 of $45 mil­
lion was prepared by AID. This loan, authorized in July 1964 in sup­
port of Colombia’s planned development program, was justified on 
the basis that the Colombian Government would comply with certain 
general performance commitments relating to reducing short-term 
debt and imports, expanding exports, improving planning for agri­
culture and education, and adopting sound fiscal policies and measures. 
Of this loan $25 million was for financing goods and services delivered 
after July 1, 1963, and $10 million was for commodities ordered after 
July 14,1964.

AID authorized the immediate release of the first $20 million of this 
loan. Release of the final $25 million of this loan was not dependent 
on specific self-help performance understandings but on a future 
mutual agreement by AID and the Colombian Government that per­
formance under the program and prospects for the program were satis­
factory. The performance and prospects of the program were to be 
based on a detailed review of the Colombian development program. 
Because of Colombia’s failure to act on its budget deficit or to improve 
its balance-of-payments management, AID notified the Government in 
December 1965 that the last $10 million of this loan would not be 
released, and therefore the loan was reduced from $45 to $35 million.
5. $65 million loan—December 20,1965

During late 1965 Colombia developed a program of economic and 
financial stabilization. AID and the IBRD agreed to join the IMF 
in helping to support a new economic development program in Colom­
bia. AID calculated that Colombia would have a balance-of-payments 
gap for the 12-month period of October 1965 through September 1966 
•of $133 million and estimated that portion requiring financing by an 
AID loan to be $54 million.

AID records show that AID determined that a $65 million nonproj- 
■ect loan was necessary to add $54 million to Colombia’s balance of 
payments, during the program year of October 1, 1965, to September 
30, 1966, because of the lag between actual fund releases by AID and 
the balance-of-payments effect arising from the arrival of financed 
imports.

In December 1965 AID authorized a $65 million nonproject loan to 
Colombia. The purpose of the loan was to provide support for Colom­
bia's planned development program by (1) assisting in the financing 
of essential imports, (2) enabling the Government to adopt the de­
velopment policies necessary to formulate and implement major de­
velopment programs, and (3) permitting the Colombians to establish 
the institutions and services needed for development.

AID’S earlier nonproject development loans had been in support 
of Colombia’s published 10-year development program. In early 1965, 
it was recognized that there was, in fact, no Colombian development 
plan to support and that, therefore, the nonproject loans were not 



110

as effective as they might have been. However, following an AID 
review, the development program supported by this loan was an out­
line of goals and measures announced by the Colombian Government 
in November and December 1965.

AID authorized the immediate release of $20 million of this loan. 
The release of the remainder of the loan was conditioned on the Co­
lombian Government furnishing AID (1) evidence of satisfactory 
efforts to advance the social and economic development of Colombia 
in accordance with the Colombian Government’s outline of goals and 
measures submitted to the IBRD and the IMF, and (2) evidence that 
prospects were satisfactory for further such development in future 
periods. AID did not, however, specify what would constitute either 
satisfactory efforts or satisfactory prospects.

In its outline of goals and measures furnished to the IMF and the 
IBRD, the Colombian Government established quantitative targets 
for monetary, financial, fiscal, and trade areas. In addition, general 
statements were made concerning increased efforts on national plan­
ning, agriculture, and education development.
6. $100 million loan—May 27^ 1967

During 1966, AID computed that Colombia’s balance-of-payments 
gap for the period January 1967 through March 1968, would be $246 
million, of which $73 million would be required to be filled by AID 
nonproject loan funds. AID records show that AID concluded that, 
because of the timelag between the shipment of commodities and the 
actual release of AID loan funds, a $100 million loan was necessary 
to achieve a $73 million positive impact on Colombia’s balance of 
payments within the program period.

In May 1967, AID authorized a $100 million nonproject loan to 
Colombia. This loan was justified on the basis that it would assist 
m closing Colombia’s balance-of-payments gap and permit the Gov­
ernment to undertake the structural reforms and economic develop­
ment projects necessary to enable Colombia to achieve self-sustaining 
growth, at an annual level of 6 percent during the program period.

The loan was in support of a Colombian development program 
announced by the Colombian Government in March and April 1967. 
This program described the specific policies, undertakings, and goals 
which the Colombians believed necessary for the achievement of their 
development program.

AID authorized the immediate release of $40 million of this loan. 
The release of the remainder of the loan as in the previous loan, was 
conditioned on the Colombian Government furnishing AID with (1) 
evidence of satisfactory efforts to advance its social and economic de­
velopment program pursuant to the outline of goals and measures 
submitted to the IMF and IBRD, and (2) evidence that prospects were 
satisfactory for further such development in future periods. AID 
did not specify what would constitute satisfactory efforts or satisfac­
tory prospects.

In its outline of goals, the Government of Colombia established 
quantitative targets for foreign reserves, money supply, minor ex­
ports, fiscal surpluses, imports, and expenditures in agriculture. In 
addition, general statements were made concerning national planning, 
education, and industrialization policies.
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VI. Colombia’s Economic and Social Progress

A. ALLIANCE GROWTH GOALS

Colombia, during the first 5 years of the Alliance, attained an aver­
age annual per capita growth rate of 1.33 percent, less than the 
minimum Alliance goal of 2.5 percent, but greater than the annual 
average per capita growth rate of 0.92 percent attained by Colombia 
during the 5 years prior to the Alliance.

In 1961, the Colombian Government initiated a development pro­
gram which was designed to yield an annual average increase in gross 
domestic product (GDP)1 of 5.6 percent, with a resultant annual in­
crease in per capita growth of 2.5 percent, through 1964, and to provide 
a base for an accelerated rate of growth thereafter. Both AID and the 
Colombian Government determined early in the Alliance that the 
planned growth rate was reasonable and attainable.

The following schedule regarding the relative aggregate success of 
Colombia’s development efforts under the Alliance shows that (1) 
during the first 5 years of the Alliance Colombia’s average annual per 
capita growth rate failed by a substantial margin to meet the mini­
mum Alliance goal of an annual increase of 2.5 percent, and (2) 
Colombia’s annual average per capita growth rate during the first 5 
years of the Alliance exceeded the annual average growth rate for the 
5 years preceding the Alliance by about 0.4 percent.

[In percent]

Average 1962 1963 1964 1965 1966 Average
1957-61 1962-66

2.5 2.5 2.5 2.5 2.5 2.5
........ 0.92 1.78 -.06 2.85 -.12 *2.20 1.33

i Preliminary estimate by AID in August 1967. A member of the Consultative Group estimated 2.1 percent in February 
1968.

AID currently is of the view that as Colombian self-help measures 
take hold there will be a gradual buildup in the rate of Colombian 
growth until the 2.5-percent per capita target is met and surpassed. 
In this regard the $100 million AID nonproject loan to Colombia in 
May 1967 was justified on the basis that it would enable Colombia 
to achieve self-sustaining growth at an annual level of 6 percent or 
a per capita level of 2.8 percent.

The mission director informed us in October 1967 that Colombia’s 
quantitative growth goals during the first 5 years of the Alliance had 
not been met because of inadequate Colombian self-help efforts, but 
that such efforts had improved during 1966. The mission director 
also pointed out that, although nonproject assistance provides im­
ports which are needed for economic development and thus affect 
growth rates, there are substantial leadtimes before the results of AID 
capital assistance infrastructure projects and many technical assist­
ance activities are reflected in increased growth rates.

1 GDP Is that portion of gross national product (GNP) which results in an accrual of 
income for nationals as a result of domestic activity. GNP is the total value of final output 
of goods and services produced bv residents of a country.
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To achieve the 2.5-percent per capita growth goal, Colombia estab­
lished annual growth goals for each sector of its economy. During the 
first 5 years of the Alliance these sectoral growth goals on the average 
were exceeded in housing, communications, finance, and personal serv­
ices, but were not achieved in the basic areas of agriculture, mining, 
manufacturing, construction, commerce, transportation, utilities, or 
government.

A comparison of the relative significance of each sector of Colom­
bia s economy to its total product, prior to and at the beginning of the 
Alliance and as of 1966, is shown by the following schedule:

ORIGIN OF COLOMBIA'S GROSS DOMESTIC PRODUCT

[In percent]

Agriculture...... ........................
Manufacturing______________

■Commerce___________________
Personal services_________
Transportation_______
Housing..._________ ____
Government.____ ______  
Mining.......... ____________""...................................
'Construction..._____ _____________________  
Finance_______ ................ ...........................................
Electric power, gas, and water...'........ .............. .
'Communications................... . ............... '

Total....................................................................

Total Colombian GDP (billions of 1958 constant pesos).

1957 1961 1966

34.9 32.9 30.3
17.0 18.1 19.3
15.0 15.4 15.7
7.3 7.1 7.2
6.0 5.9 5.9
4.9 5.4 5.9
4.6 4.8 5.0
3.6 3.4 3.5
3.4 3.3 2.6
2.1 2.3 2.8
.7 .8 1.0
.5 .6 .8

100 100 100

20.2 24.2 30.1

B. PER CAPITA AGRICULTURE PRODUCTION

Colombia’s overall growth and development is dependent, to a large 
degree, on the growth and development of its agriculture sector, which 
in 1966 accounted for about 30 percent of the country’s GDP. Our 
review of the growth and development of Colombia’s agriculture 
sector during the Alliance and of AID actions related thereto showed 
that:

—Colombia’s per capita agricultural production had declined dur­
ing the Alliance.

—The average daily per capita caloric intake in Colombia had de­
creased during the Alliance and is at a level below the 2,500 
calories required for an adequate diet.

—Increased production of food and crops during the Alliance had 
resulted mainly from expansion of areas under cultivation. Yields 
tor five of Colombia’s six most valuable crops were less in 1966 
than yields achieved prior to the Alliance.

—Colombia is a net importer of food, except for coffee, and of fiber 
although AID has long recognized that Colombia has sufficient 
land to produce the required food and fiber for its own popula­
tion and to sustain a net export.

—Factors adversely affecting Colombia’s agricultural production 
and development include (1) problems in planning, (2) maldis­
tribution and inadequate utilization of land, (3) lack of agri- 
cu tural credit, (4) insufficient availability of fertilizers and pesti­
cides, (5) lack of marketing and distribution, and (6) insufficient 
storage facilities.
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The problem of Colombia’s lagging agriculture sector, in AID’S 
opinion has long posed one of the most serious obstacles to an ac­
celerated rate of Colombian economic development. Colombia s excel­
lent soils and variety of climates provide the necessary potential to 
develop a strong agricultural economy which could form the founda­
tion for accelerated industrial development and thus make the country 
less dependent on coffee, which has been traditionally the principal 
source of foreign-exchange earnings, accounting for about 66 percent 
of Colombian exports during the Alliance—a drop of about 6 percent 
over the preceding 5-year period.

Colombia has about 275 million acres of land, of which about 65 
million acres were in agricultural use as of 1966. Of the 65 million 
acres, about 9.4 million acres were under cultivation and the balance 
in pasture and fallow. In 1967 between 40 and 45 percent of Colom­
bia’s labor force was employed in agriculture. Colombia’s agriculture 
sector accounts for about 30 percent of the country’s gross domestic 
product, which makes it one of the more significant sectors in the 
Colombian economy. . .

In 1953 AID instituted a technical assistance program in agricul­
ture for Colombia, and since 1962 agriculture has been an AID top­
priority goal in Colombia. AID has directly channeled about $111.1 
million into Colombia’s agricultural sector since 1953, including loans 
totaling $38.5 million, technical assistance totaling $11.7 million, and 
the equivalent of $60.9 million in U.S. owned and/or controlled 
Colombian pesos. Assessments made in 1966 indicated that there 
had been relatively little progress toward the mutual AID and Colom­
bian agricultural goals of (1) self-sufficiency in agricultural pro­
duction, (2) diversification of agricultural exports in order to reduce 
Colombia’s almost total dependence on coffee for foreign exchange, 
(3) improvement in the present land tenure system and (4) raising 
living standards in rural areas.

The following index of Colombia’s agricultural production shows 
that, in the aggregate, Colombia’s per capita agriculture production 
is decreasing; but crop production, excluding coffee, has risen slightly.

INDEX OF PER CAPITA AGRICULTURE PRODUCTION 

[1957-59=100]

1960-64 1964 1965 1966 *

101 99 97 97
101 99 102 100
102 100 98 98
107 111 106 112
97 95 93 94

Overall............................................-.................................................................
Food production............................................................-...................................
Crop production..................................... . ..........................................................
Crop production, excluding coffee------------------------ ---------------------------------
Livestock production---------------------------- ..------- - ------------------------- .---------

1 Based on preliminary data.

Source: U.S. Department of Agriculture and AID.

Colombia’s relatively low agricultural output has been a major 
cause of a deficient Colombian diet and measures are needed to in­
crease production in the agricultural sector at prices that permit 
absorption of the increased output by exports and the internal market. 
The average daily per capita caloric intake in Colombia has decreased 
during the Alliance as shown by the following schedule and is below 
the 2,500 calorie level established under the Alliance as the minimum 
required for an adequate diet.
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Average daily per capita coloric intake.

1957 1961 1966

2,525 2,466 2,428

mis1sl°?1 director informed us in November 1967 that the 
short tall m caloric intake, although increasing, was not considered 
critical. This view differed from the view of the mission’s food-for- 
peace officer, who pointed out that the above averages did not reflect 
the wide variance in the caloric intake between Colombia’s high- and 
low-income groups or the protein deficiencies in the diet of Colombia’s 
low-income groups.

!n this regard a mission study estimated, in December 1966, that 
one third of Colombia’s population, principally that located ill the 
less prosperous urban areas, had a caloric intake of only 1,800 calories 
h day.

We reviewed production data for Colombia’s six most important 
< gncultural crops and found that total annual production of each 
crop had increased, because of expansion of cultivated land, but that 
EnS the CrPpS ^re in 1966 than achieved 
prior to the Alliance, as illustrated by the following tabulation:

Source: Department of State and AID.

Year Coffee Rice Sugar Brown 
sugar

Corn Potatoes

Total production (thousands of tons):
1957_____ 365

450
456

350 
474
700

234
363

4801961_______ ____ 698 682
1966.............    "" 610 758 551

Yield (tons per hectare): 386 650 895 832
1957............ 0.46 

.54 

.56

1.84
2.00
1.86

4.4
5.8
4.2

2.6 1.21961____ 11.4
1966____ ________ ___________ 2.8 1.1

1.0
11.5

--------------------------------------------------------
2.4 10.2

Our review did show, however, that, for Colombia’s four major 
agricultural noncrops, production had increased during the Alliance 
as shown below:

[In millions)

Source: Department of State and AID.

Colombia is a net importer of food, except for coffee, and of fiber 
anThlV?!^ °f V1®010111 Land t0 Produce the required food 
and hber for its own population and to sustain a net export. On the 

the Colombia was a net importer of food
and fiber to the extent of $6.4 million. In 1966 Colombia was a net im­
porter to the extent of $31 million.

v0?116 Alliallce> sufficient quantities of 
paper and pulp, wheat, rubber, cocoa, wool, and edible oils—Colom-
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bia’s principal agricultural food and fiber imports—could be produced 
within Colombia to meet Colombian requirements. AID accordingly- 
provided assistance to Colombia to assist in achieving such production. 
Nevertheless, Colombian imports of these products during the Alliance 
increased from about $42 million in 1961 to about $77 million in 1966— 
an increase of 83 percent. This compares with a Colombian population 
increase of about 16 percent from 1961 through 1966.

Key factors, many of which are interrelated, limiting Colombia’s 
agricultural growth and development during the Alliance are discussed 
below.

Planning.—During the Alliance periodic assessments indicated de­
ficiencies in Colombia’s agriculture policy planning and coordination, 
which adversely affected Colombia’s agricultural growth and develop­
ment.

In 1962 Colombia’s agricultural planning and coordination were 
significantly deficient, and overall specific plans and priorities with 
respect to achieving planned increases in agricultural production had 
not been developed.

In 1963, because of various reasons, an overall agricultural policy or 
plan had not been developed. In 1964 the urgent need in Colombia for 
developing a national agriculture planning organization to formu­
late agricultural development policies and priorities was recognized. 
In addition, it was generally recognized that sufficient basic data was 
not available in Colombia on which to formulate long-range agricul­
ture plans.

In 1965 agricultural planning in Colombia continued to be deficient 
and outside the Agricultural Ministry. More studies had been made, 
more experts consulted, and more institutions set up in the area of 
agriculture than in any other area of Colombia’s economy. The prob­
lem, however, was that only a relatively’ small amou: 't of attention was 
given to agriculture in past development efforts and that these activi­
ties were not being coordinated into an overall pattern of agricultural 
policy.

Agricultural programs were planned and run by individual groups 
which lacked coordination with overall national planning. This ap­
peared to be the basic reason for the many changes over the years 
in the relationship between Colombian crops in cultivation, yet little 
change in the overall acreage.

In both 1966 and 1967, inadequate agriculture planning efforts were 
identified as a continuing key area that limited Colombia’s agricul­
ture growth and development. Also, in 1967 a study indicated that, in 
the field of agriculture, statistics were inadequate and were gathered 
by various Government entities and that the data was conflicting and 
very difficult to use to determine what had happened in Colombia’s 
agricultural sector in any given year, which made it particularly dif­
ficult to reach informed policy decisions.

The mission director informed us in November 1967 that Colombia’s 
slow progress in agricultural planning was due to several factors, the 
most important one being a severe shortage of qualified personnel.

Land distribution and utilization.—There are vast areas of unuti­
lized and underutilized lands in Colombia, and during the Alliance 
poor distribution has had an important impact on utilization. Never­



116

theless, progress in changing Colombia’s land tenure system during 
the Alliance has been slow.

Large and medium holdings comprise the best lands, which are the 
level fertile valleys of Colombia’s predominantly mountainous coun­
try ; small holdings are located on mountain slopes with poorer soils. 
The best lands, representing the large holdings, are often used to raise 
stock; the poorer mountain-slope plots are used to raise new crops. 
Stock raising is frequently extensive rather than intensive, and, al­
though 46 percent of farmland is used for stock raising, only 30 per­
cent of the agricultural income is produced by stock raising. At the 
time of our review in November 1967, it appeared that it would be 
some time before Colombia’s marketing and transportation facilities 
would be adequate to permit more intensive land use.

Available statistics indicate that about 988,000 acres have been 
brought under cultivation during the Alliance; this brings the total 
cultivated area to 9.4 million acres. Approximately 429,000 acres of 
land have been irrigated since 1961.

AID has determined that, since there is a need to increase agricul- 
tilral P5°duction and there is a large amount of underutilized land in 
Colombia, reasonable, but effective, taxation of properties could lead 
property owners to exploit their land more fully, which would tend 
to reduce rural unemployment, provided that capital intensive meth­
ods were not employed.

credit.—AID has determined that approximately 600,- 
b 'k111]. families in Colombia cannot qualify for bank credit al­

though they have potential need for supervised agricultural credit. 
Supervised agricultural credit is the provision of both credit and tech­
nical assistance to small farmers who are unable to obtain sufficient 
credit on reasonable terms from other sources.

AID has supported Colombia’s supervised agricultural credit pro­
gram since 1961. The AID goal, established in 1964 and revised up­
wardin 1965, was to provide supervised agricultural credit to 30,000 
families by 1967. The total number of families receiving supervised 
agricultural credit in 1964 was 2,556; in 1965, it was 7,621: and in 1966 
it was 11,570.

AID records show that through December 1966 only AID re­
sources—$26.5 million in dollar loans and the equivalent of $14 million' 
in peso releases—were allocated to make supervised credit available to- 
Colombian farmers. The Colombian Government financed the equiva­
lent ot $7.1 million m administrative costs from 1963 through 1967 
a™ provided the equivalent of $5.2 million for supervised credit in

About 15 percent of bank loans in Colombia are agricultural credits. 
bas been rePorted by a leading U.S. commercial banking institution 

that these funds are channeled to large farmers who have the resources;
funds effectively* AID informed us in November 

1967 that, at the close of 1966, the loans outstanding in agriculture 
amounted to 36 percent of the total loan portfolio in Colombia

A recent Embassy evaluation pointed out that continued shortages 
ot agricultural credit have hindered Colombia’s agricultural develop­
ment and this was confirmed by a member of the consultative group 
An international agency also pointed out that the supervised agricul-
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tural credit program needs to be expanded to nationwide coverage as 
soon as possible. . .

During a field trip to a supervised agricultural credit project we 
observed that the program appeared to be effective in terms of making 
credit available to small farmers who might not have been able other­
wise to obtain credit to farm small plots of land. However, sufficient 
basic data on the increased yields, if any, and on the relative cost was 
not available for enabling determination of the aggregate effect, if any, 
such supervised credit programs have had on Colombia’s total agricul-

Colombian agricultural yields during the 
Alliance have been limited, to a large degree, because of insufficient 
availability and use of fertilizer. The United Nations Economic Com­
mission for Latin America determined that for 1963 the ideal annual 
fertilizer consumption in Colombia would be 350,000 tons. From 1963 
through 1966 Colombia has never had nearly the amount of fertilizer 
needed, as shown by the following table:

Ideal Fertilizer
fertilizer available

consumption1 (tons)
(tons)

Percent 
available

1963__________________________________________ ______________
1964________________________________________________________
1965______________________________ _____ ____________________
1966................... ...............................—-......................................................

350,000 86,900 2?
350,000 129,300 3'
350,000 90,300 26
350,000 128,000 37

i Actual annual ideal consumption of fertilizer, based on 1963 estimate. Amount would fluctuate somewhat each year, 
depending on amount of land in cultivation and types of crops.

Since the Alliance began, imports of fertilizer financed with AID 
nonproject loans have been about $260,000, or less than 1 percent of the 
total value of commodities financed. This compares, for example, with 
$39.7 million, or about 19 percent of all nonproject loan funds, which 
was used to finance motor vehicle spare parts during the same period.

Throughout the Alliance, AID has recognized that the increased use 
of fertilizer could significantly increase crop production in Colombia 
and that, for many key crops, the use of fertilizer could produce an 
increase in crop production valued at from two to eight times the cost 
of the fertilizer. On the basis of agricultural research data, some esti­
mated typical yields from use of proper amounts of fertilizer as com­
pared to actual yields were made as follows:

ITons per hectare)

Crop

Yield from 
use of proper 
amounts of 

fertilizer 
(estimated)

Actual yield 
range, 

1961-66

Rice...
Corn..
Barley.

1.8-2.2
1.0-1.2
1.5-1.9

During the period 1957-62 AID made available to Colombia ap­
proximately $11.5 million worth of pesos for a fertilizer production 
project.1 This project, which went into limited production in 1963,

1 This project has been commented on in detail in GAO report B-161882, dated Sept. 21, 
1967.
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increased Colombian production of nitrogenous fertilizer but went 
InLc ATSAneSS?n b?ca”se of Plant breakdown and accumulated 
losses AID informed us in December 1967 that the company respon-

h°r?hlS had h66? reorganized, that the reorganized com­
pany had completed a general plant overhaul and expansion, and that 
tne project should be m production by the end of 1967. AID subse-

yi US m Febmary 1968 that production was to startin iviarcn ly bo.
In addition to the shortages of fertilizer, there were decreases in 

the availability of pesticides during the Alliance. Essentially all of the 
active ingredients for pesticides are imported, and currently Colombia 
is imposing an import duty of 30 percent. Major losses of rice and 
cotton in Colombia are attributed to inadequacy of pesticides. A com­
parison of the imports of pesticides prior to and during the Alliance 
is snown below:

1957-61, prior to the Alliance.
1962-66, during the Alliance___

Net imports 
(millions of 

kilos)
------46.1
------34.4

Marketing' and distribution—Although studies have been made of 
only a few phases of Colombia’s agricultural marketing, the lack of an 
effective> integrated marketing and distribution system places serious 
restraints on agricultural production and on the producer, especially 
the small farmer, who has no effective marketing facility or organi- 
zdr Lion*

also that marketing studies have not been 
made that are of sufficient breadth and depth to serve as a confident 
basis for the formation of Colombian marketing policies, the result 
being that Government marketing programs have not always been 
effective. In this regard the mission has arranged for a study of the 
problem, to be initiated in 1968, to determine what aspects of the 
overall problem should receive priority attention.

la(;k °f sufficient grain storage facilities in Colombia has been identified by AID as a factor contributing to Co-
S agriculture production. Public agricultural storage 

capacity in Colombia is about 150,000 tons. At the end of 1966, the 
capacity of privately owned storage for public use was about 1.2 mil­
lion tons, according to AID. Public sector storage capacity has been in­
creased by about 80,000 tons during the Alliance. An additional 97,000 
tons of public sector storage has been identified as needed

On the basis of our review of Colombia’s overall agricultural proff- 
r?SA TT?r to- ^nd du^lns the Alliance, we believe that the effectivenefs 

m *he might have been improved by
increased Colombian Government efforts. p
lombifi^Q (TUP anri * .c for about 30 percent of Co­ated r«?DPf theKr.efore 1S °f paramount importance to an accel­
erated rate of Colombian growth—the basic AID objective in Co­
lombia—we believe that AID, prior to formulating future assistance 
programs, should satisfy itself that (1) Colombia has identified the 
SlP0?107’ p°htlcaI’. sTa1’ physicah and other factors limiting Co­
lombia s overall agricultural growth and (2) Colombia is attaining 
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specific improvements in such factors. In addition, we believe AID 
should get an agreement with the Colombians that commodity financ­
ing be based on mutually agreed levels of Colombian inputs into the 
agricultural sector.
1. Agency comments and our evaluation thereof

AID in its comments dated March 19, 1968, and in additional com­
ments presented on April 19, 1968, acknowledged that there are basic 
deficiencies in Colombian agriculture but stated that Colombians had 
made more headway than it appears in the conclusion of this report. 
In this regard AID indicated that the picture presented by our report 
is distorted because the report fails to give AID sufficient credit for the 
headway made (as stated below) in the agricultural sector.

1. The support of a livestock bank and the mobilization of the 
Government’s own resources to capitalize it.

2. The establishment of an effective supervised credit program, 
which serves approximately 11,570  borrowers a year and returns 
about 2.10 pesos for each peso loaned.

1

3. The removal of price controls on milk and milk products.
4. The establishment of a long-term training program with the 

University of Nebraska.
In this regard, we reviewed the aggregate agriculture progress 

made by Colombia during the Alliance and emphasized the key areas 
affecting that progress. We agree that there may be a number of indi­
vidual actions being taken by AID and the Colombian Government 
affecting, to some degree, Colombia’s agriculture development. We 
found, however, that AID had not developed evidence showing either 
the individual or collective effect of such actions on Colombia’s actual 
agricultural production or production capacity.

Also, AID stated that it has encouraged the Colombian Government 
in its current efforts to reorganize the institutional complex responsible 
for agricultural policy, and that a far more streamlined policymaking 
apparatus is emerging. The Government is preparing a comprehensive 
plan for the agricultural sector, which will become the basis for pos­
sible future AID assistance to that sector. A sector loan currently 
being negotiated emphasizes that the plan be completed. The loan also 
emphasizes increased inputs, especially of fertilizer and pesticides, to 
the agricultural sector.

C. LAND TENURE SYSTEM

Colombia’s progress, during the first 5 years of the Alliance, toward 
the effective adjustment of its land tenure system has been slow. 
Colombia recognizes that land reform is a difficult and challenging 
long-term problem.

The United States has long recognized that the attainment of pri­
mary assistance goals regarding human welfare is dependent, in great 
part, upon immediate and positive steps to adjust unjust land tenure 
systems, inequitable taxes on farmland, and other economic and social 
practices that work hardships on rural people. For this reason, land 
reform in its broadest meaning, including improvement of all social

1 The Colombian Government agency responsible for administering the agriculture super­
vised credit program reported that the total number of families receiving agricultural credit 
in 1964, 1965, and 1966 was 2,556, 7,621, and 11,570, respectively, not 11,570 per year as 
noted above.
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and economic relations among men engaged in agriculture production 
is a basic principle for which the United States stands in world affairs’

A specific goal of the Alliance is programs of comprehensive agrar­
ian reform leading to the effective transformation of unjust structures 
and systems of land tenure and use, with a view toward replacing 
huge and dwarf holdings by a more balanced system of land tenure. 
A mission study expressed a belief that land reform is the most impor­
tant action Colombia can undertake for the development of its rural 
areas.

When the Alliance began, 3.5 percent of the landholdings in Colom­
bia involved 66 percent of the land and, at the other extreme 62 5 
percent of all landholdings involved 4.5 percent of Colombia’s’land, 
fhe following comparison shows the degree of progress in Colombia’s 
land tenure during the first 5 years of the Alliance:

1960 1966

Farms over 100 hectares (247 acres):
Percent of total farms_________
Percent of total land_____ ____

Farms under 5 hectares (12.4 acres): 
Percent of total farms__  
Percent of total land______

3.5
66.0

62.5
4.5

58.9

71.4
6.3

Cadastral statistics in Colombia are not sufficiently detailed to de­
termine the portion of the above landholdings that represents economic 
size family farm units therefore not subject to redistribution Also, 
the manager of the Colombian Institute of Agrarian Reform 
(INCORA) has pointed out that cadastral statistics in Colombia do 
not timely reflect the growing tendency of colonizers, squatters, and 
others to acquire legal titles on lands still registered as large holdings. 
Nor would such statistics reflect additional accumulations of land by 
large landholders.

With respect to land tenancy in Colombia, the mission director in­
formed us m November 1967 that there were a number of small plots 
from 2 to 4 hectares (5 to 10 acres) in Colombia having good soil that 
are planted in intensive crops and represent economic family farm 
units and that, in certain areas less suitable for economic agriculture, 
relatively large farms of 100 or more hectares are required to support

Land reform in Colombia is the responsibility of INCORA, which 
was established in December 1961. AID and the Export-Import Bank 
allocated about $33 million for agrarian reform in Colombia prior 
to the Alliance. Since the beginning of the Alliance, AID has made 

ar loans totaling $18.5 million and has allocated the equivalent of 
$20.6 million in pesos for agrarian reform in Colombia. The first 

loan * was made by AID to INCORA in June 
!963 for supervised agricultural credit. Prior to making the loan, AID 
concluded that a program of supervised agricultural credit was a key 
iSenA anj CrUC1^ t0’ a^arian reform in Colombia. In March 
. an supervised agricultural credit loan
o to support Colombia’s agrarian reform program. AID

also financed a preliminary survey and a detailed study of INCORA’s 
supervised agricultural credit program.
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In response to our request for AID'S annual or periodic evaluations 
of the extent of progress toward the Alliance goal of transforming the 
land tenure structure in Colombia, senior mission officials informed us 
that AID’S evaluations of INCORA’s activities to date have focused 
on the performance of specific agricultural projects rather than on 
the overall progress of Colombia in transforming its land tenure

INCORA’s program has not been an exclusive program for dis­
tributing lands but more of a program to make supervised agricultural 
credit and other benefits available to existing small landholders in 
Colombia who have insufficient knowledge or capital to make their 
land sufficiently productive. In this regard, the mission has determined 
that the law that created INCORA does not allow it, with certain 
limited exceptions, to expropriate or take by eminent domain a large 
farm which is being adequately exploited. .

INCORA’s activities, since its organization, have included grant ot 
titles for public lands, development of economic use of uncultivated 
lands, efforts to increase productivity through the use of improved 
technical methods, programs of supervised agricultural credit, con­
struction of access roads, and irrigation and drainage projects.

INCORA reports show the following achievements as of June 30, 
1967 • Hectares

(thousands)

Colonization of public lands-------------- ------------------------------------------ i’S86 
Eminent domain---------------------------------------------------------------------- ’
Gifts received--------------------------------------------------------------------------- 
Purchases------------------------------------------------------------------------------  
Expropriations----------------------------------------------------------------------- --------

Total__________________________________________________ 4’ 275
INCORA reports also show that it has distributed titles for about 2 

million hectares, which involve about 54,000 families.
Vs indicated by the facts above, INCORA—the Colombian agency 

responsible for land reform in Colombia—has achieved a degree of 
success in its various activities but has not, in the aggregate, achieved 
any appreciable success in effectively transforming the maldistribution 
of land in Colombia. In this regard, the mission director informed us 
in November 1967 that agrarian reform is one of the most sensitive 
and difficult problems facing the Latin American countries and that 
the United States, at best, can only advise and encourage continuing 
action in this area.
1. Agency comments and our evaluation thereof

AID acknowledged the importance of land reform in Colombia and 
advised us that it will continue to channel a substantial share of its 
assistance to the agricultural sector through INCORA. AID stated, 
however, that our report takes insufficient notice of the relevance to 
land redistribution of supervised credit, irrigation, and access roads, 
which AID has financed, and does not give sufficent emphasis to the 
extreme difficulty involved in changing well-entrenched land tenure 
patterns.

In this regard, we have pointed out that AID during the Alliance 
has channeled approximately $39 million, including $20.6 million in 
pesos, to INCORA—the Colombian agency responsible for land re- 

21-145—69------9
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form in Colombia; that INCORA’s activities have included programs 
of supervised agricultural credit, construction of access roads, and 
irrigation and drainage projects; that 11,570 families were receiving 
supervised credit m 1966; and that 429,000 acres of land have been 
put under irrigation since the beginning of the Alliance. How- 
ever, sufficient basic data was not available to determine the aggregate 
enect, if any, that such programs have had on Colombian land tenure 
adjustments.

With respect to the difficulty involved in changing Colombia’s 
well-entrenched land tenure pattern, we have recognized that diffi-

D. DISTRIBUTION OF INCOME

During the first 5^ years of the Alliance, little progress was made 
toward meeting the Alliance’s goal of more equality in the distribu­
tion of income. Available data indicates that the lower income groups 
which are the ones with the greatest needs, have received the least 
benefit from Colombia’s economic development efforts.

A fundamental U.S. and Alliance objective in Colombia is to make 
the benefits of economic progress available to all citizens of all eco­
nomic and social groups through a more equitable distribution of 
national income and thus raise more rapidly the income and standard 
of living of the needier sectors of the population.

Since 1962 it has been AID's policy in evaluating the progress of 
somal and political measures of a country to answer the key question 
of whether income distribution is becoming more equitable. Neverthe­
less, AID has not obtained basic data showing the distribution of 
income in Colombia prior to or during the Alliance. Nor had AID 
made any substantive evaluation of this matter prior to 1967.

Assessments made in 1967, however, showed that (1) urban unem­
ployment was rising; (2) the wages of the low-income groups in 
urban areas were stagnant; (3) the daily per capita caloric intake in 
Colombia had declined; and (4) the standard of living for the lower 
income groups m rural areas was constant or falling.

We recognize that the achievement of an equitable distribution of 
income in a developing country such as Colombia may require more 
than a few years. We believe, however, that AID should develop as 
a minimum, a plan which establishes the steps to be taken each year 
toward achieving this long-term objective and which provides a basis 
for a systematic evaluation of progress achieved each year.

E. EDUCATIONAL GOALS

. Progress was limited in Colombia during the Alliance in develop­
ing educational and training facilities, and in achieving its educa­
tional goals. In our opinion, these goals in some cases, were somewhat 
optimistic under the circumstances. Our review revealed that:

—Colombia increased the percent of its primary school-age children 
enrolled m primary schools from 60 percent'in 1961 to 70 percent 
in 1966, but it substantially failed to achieve the goal of providing 
primary education for all primary school-age children in Colombia 
by July 1965. Of 22,000 primary classrooms estimated as needed 
and which were to be constructed by July 1965, 5,150 were 
reported to be complete as of October 1967.
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—Enrollment increased in Colombian secondary schools by about 
141,000, or 42 percent from 1963 through 1966, which represented 
small progress toward the AID goal of a 300-percent increase by 
late 1967.

—Less than 2.7 percent of Colombia’s higher school-age youth were 
enrolled in school in 1966 compared with 1.7 percent in school m 
1961. , i x □—Available data indicates that progress has been slow toward 
eliminating illiteracy during the Alliance. .

In our opinion, key factors contributing to Colombia s limited 
progress in education were insufficient funding and a lack of Colombian 
educational planning. As early as 1963, the planning function had been 
identified as being essential to effective assistance for education.

Key Alliance educational objectives include (1) insuring, as a 
minimum, access to 6 years of primary education for each school-age 
child by 1970; (2) eliminating adult illiteracy; and (3) modernizing 
and expanding vocational, secondary, and higher education facilities 
to provide the human resources required for rapid development.

Both AID and the Colombian Government have long recognized 
that the degree of progress in education development is a factor which 
will determine the success or failure of Colombia’s development pro­
gram. In 1962 AID determined that the area of education was an 
area in which U.S. assistance efforts could be most productively 
employed to support Colombia’s efforts for orderly progress. In this 
regard AID determined that Colombia’s human resource potential 
had barely been tapped and that the country’s economic and social 
development was being retarded because of an antiquated national 
curriculum, inadequate facilities, poorly trained teachers, low teach­
ing standards, lack of books and other equipment, inadequate school 
supervision, and inefficient administrative procedures.

During the Alliance education has been an AID top-priority goal, 
toward which AID invested about $22 million, including the equivalent 
of $15 million in Colombian pesos. About 150 Colombians were trained 
through 1965 under AID’s participant training program in the area 
of education. AID has estimated that about 50 percent of these par­
ticipants have utilized their training to a high degree.

About $6.6 million of the above assistance was provided for a pri­
mary education project to assist the Government in developing the 
facilities and in training the personnel necessary to provide basic 
education for all primary school-age children in Colombia by July 
1965. The following schedule shows that this goal was not met but that 
Colombia increased the percent of its primary school-age children 
enrolled in school, from about 60 percent in 1961, at the beginning of 
the Alliance, to about 70 percent as of 1966.

[In thousands]

1961 1962 1963 1964 1965 1966

Primary school-age children (ages 7 to 11)-----  
Primary school-age children enrolled in school.

2,278 2,376 2,477 2,582 2,689 2,804
1,364 1,476 1,574 1,667 1,714 1,951

Percent enrolled. 59.9 62.1 63.5 64.6 63.7 69.6
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Also enrolled in Colombia primary schools were children of second­
ary school age. During the Alliance such children accounted for about 
25 percent of the total enrollment in Colombia’s primary schools.

In 1966 AID determined that of the 23,000 primary schools in Co­
lombia, only 20 percent offered a full cycle of five grades even though 
primary education of five grades is obligatory under the Colombian 
Constitution; 12,500 of the schools, or about 54 percent, offered two 
grades or less. The shortage of classrooms and qualified teachers is 
more acute in rural areas, where only about 1 percent of the school-age 
population completes five grades.

A key problem identified early in the Alliance was the relatively 
high dropout rate in primary schools. In 1963 AID determined that 90 
percent of Colombian primary school enrollees dropped out of school 
before completing the fifth grade. An AID goal was to reduce the drop­
out rate to 70 percent by 1968. In 1966 an AID study showed the fol­
lowing dropout rates:

Dropout rate
Grade 2______________________________ (percent)
Grade 3--------------------------------------------- _ _ 7n
Grade 4_________________ ___ _
Grade 5______________________ZZZ-ZZZZZ-ZZZIIZZZZZZZZZZZZZZZZIZZII 93

Of the 22,000 primary classrooms which were to be constructed by 
July 1965 under Colombia’s development program, 5,150, or about 25 
percent of the total, reportedly were complete as of October 1967. In a 
1965 review we found that (1) a number of the newly constructed class­
rooms were being used by Colombia to replace existing classrooms, al­
though its educational program provided for continued use of the 
existing classrooms, and (2) the newly constructed classrooms were 
not being adequately maintained and were deteriorating.1

AID estimated that there was a shortage of 25,000 primary class­
rooms in Colombia in 1966, and has estimated a shortage of 48,500 
primary classrooms in Colombia by 1973.

In the area of secondary education, AID in 1963 established a goal 
of increasing the enrollment in Colombia’s secondary schools by 300 
percent by late 1967. From 1963 through 1966, enrollment in Colom­
bia’s secondary and vocational schools increased by about 42 percent. 
The level of such enrollment during the Alliance is shown by the fol­
lowing schedule:

[In thousands]

1961 1962 1963 1964 1965 1966

Secondary school age children (ages 12 to 18).........   2,415 2,526 2,624 2,710 2,798 2 872
tnrollment in secondary and vocational schools.......... . .................. 261 291 331 361 405 472

Percent enrolled........ . ........................................................................ 10.8 11.5 12.6 13.3 14.5 16.4

A large part of Colombia’s secondary school students drop out be­
fore completion of a secondary education. In 1966 AID estimated that 
the dropout rate was about 75 percent—a decrease from the 80-percent 
rate experienced in 1963.

, Key problems in Colombia’s secondary school system, which has a 
high private school component, amounting to about 65 percent, in­

i GAO report No. B-161882 dated Sept. 21, 1967.
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elude (1) a limited enrollment capacity, (2) a scarce supply of teach­
ers with college degrees; in 1966 only about 16 percent of the teachers 
were college graduates and this percentage was decreasing because 
secondary school enrollments were increasing faster than college grad­
uates could be supplied, (3) an inefficient use of teacher and plant re" 
sources, and (4) curricula not adequately directed toward middle-level 
manpower requirements for development.

In the area of higher education in Colombia, enrollment is some­
what limited as shown by the following:

[In thousands!

1961 1962 1963 1964 1965 1966

Higher school age youth (ages 19 to 24)..........   1,543 1,592 1,643 1,696 1,751 1,807
Enrollment in schools of higher education---------------------------------- 27 30 34 3/ oa

Key problems in the area of higher education include (1) a dropout 
rate of 50 percent, (2) the small number of full-time professors— 
about 35 percent in 1966, (3} limited facilities, and (4) an unbalanced 
mixture of disciplines relative to Colombia’s manpower needs, there 
being a heavy emphasis on doctors, lawyers, and engineers, and not 
enough emphasis on the social and physical sciences and other less 
traditional professions. . .

Little data was available with respect to literacy rates in Colom­
bia. The data that was available showed that, in 1951, 43 percent of 
the population in Colombia was illiterate and that, in 1964, the year 
of the last census, the rate was 31 percent. AID estimated in May 
1967, that about 44 percent of Colombia’s population was illiterate. 
However, no information was available to show whether the basis 
used to compute each rate was comparable.

Overall factors which, in our opinion, have inhibited Colombia’s 
educational development and progress during the Alliance have been 
a lack of funding and inadequate educational planning. With respect 
to funding, the Colombian Government has allocated increased funds 
for education during the Alliance as shown below:

[Expenditures in millions of constant 1958 pesos]

1961 1962 1963 1964 1965 1966

Total government expenditures------- ---------- ------------------------------
Total educational expenditures...-------- _____________________  

Percent allocated to education-------------------------------------------------  
Pesos per school-age student, per year--------------------------------------

2,811 2,561
213 286
7.6 11.2

34.2 44.0

2,566 2,483
290 366

11.3 14.8
42.9 52.4

2,833 3,227
361 380

12.8 11.8
50.0 50.7

Colombia’s overall performance in the area of development plan­
ning during the Alliance is discussed in section VILA. With respect to 
education planning at the time of our review in November 1967, it had 
long been recognized that the Government’s ineffective and uncoordi­
nated planning efforts were a key factor inhibiting Colombia’s educa­
tional development. AID has programed $566,000 in technical assist­
ance since 1963 to assist Colombians in developing a national education 
plan.

Neither AID nor the Government of Colombia has developed a 
comprehensive plan for identifying the human resource requirements 
necessary for attaining Colombia’s future economic and social goals,
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but they have developed some basic data toward this end. The mission 
director informed us in November 1967, however, that during 1967 
two surveys concerning manpower requirements in industry, govern­
ment, and education were made under AID auspices. He informed us 
that the studies concentrated on procedures by which manpower de­
mands would be more clearly communicated to educational agencies, 
rather than on theoretical estimates of the number of skilled people 
required.

The mission director also informed us in November 1967 that a lack 
of comprehensive planning, insufficient funding, and other problems, 
such as a complicated educational administrative structure, a school­
age population growing at more than 3 percent a year, and the lack 
of sufficiently trained planners, administrators, and teachers, do exist 
in Colombian education, although AID has supported numerous 
studies in the area of education. He advised us that the present Co­
lombian Government has expressed an awareness of the need to deal 
with these issues and is implementing specific plans in several key 
areas.
1. Agency comments

AID, in its comments dated March 19, 1968, acknowledged that 
there are basic deficiencies in the Colombian educational system but 
stated that the Colombians had made more headway in educational 
development effort than it appears in our report. In this regard, AID 
pointed out that our report failed to mention the joint effort of the 
Colombian Government, IBRD, and AID to reform the basic struc­
ture of secondary education, in part through the establishment of 19 
comprehensive high schools. This reform, AID stated, represents a 
significant attack on existing deficiencies in secondary education. AID 
stated that efforts are continuing to insure that new schools will serve 
as a nucleus for the revision of the entire Colombian secondary school 
system.

AID informed us that Colombia now proposes to develop a com­
prehensive program in the education sector and that AID plans to 
respond to well-conceived Colombian initiatives with nonproject 
assistance tailored to sector programs in education.

F. HEALTH AND SANITATION

Available statistics show that Colombia’s general level of health and 
sanitation has improved during the Alliance although only about 60 
percent of the planned expenditures on health and sanitation pro­
grams were made by Colombia during the period 1962-65. Life expect­
ancy has increased and mortality rates and deaths from communicable 
diseases have decreased. Contributing to these improvements were an 
increase in the number of physicians and hospital beds and an increase 
in the urban population served by sewer systems.

. The following schedule contains data from AID records, which in­
dicates the status of Colombia’s health and sanitation as of 1957,1961 
and 1966: ’ ’
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Factors measuring health and sanitation 1957 1961 1966

Percent change

Pre-Alliance 
period, 
1958-61

Alliance 
period, 
1962-66

1. Number of physicians per 10,000 people---------------- --------- 3.5 3.9 70
4.3 11.4

38.6
10.3
35.4
50.0Nurses trained annually____________________ --------- 57 /y 1U/

Number of hospital beds per 100,000 people--------------- ... 1.6 1.6 2.4 .
2. Percent of urban population for which potable water is 

available___________________________________ 66.9 72.6 77.6 8.5
8.2
8.5

-11.3

6.9
5.1

16.3
-14.6
-11.8

Percent of urban population served by sewerage systems...
3. Life expectancy at birth (in years)----------------------------------

Death rate per 1,000 population______________________

52.3
47

12.4

56.6
51

11.0

59. 5
59.3
9.4

Infant mortality per 1,000 live births------------------------
4. Deaths per 100,000 population for key communicable dis­

100.0 89.6 79.0 —10.4

eases:
Diarrhea______________________________________ 1,752 2,061 1,647 17.6

-78.9
-20.1
-10.4
-54.0
-36.0
-43.6
-26.5

1 nfluenza_______________________--------______ 2,337 493 442
Malaria.— -----_____ -_______-------------—- 547 163 75 —70.2

-21.5Measles ____________________________________ 237 186 119
Gonorrhea___________________________——--— 239 344 194 43.9 

-45.9Whooping cough—....................................................... 244 132 97

AID’s assistance for Colombian health and sanitation has totaled 
about $31.4 million, including three dollar loans totaling $4.4 million, 
about $5.7 million in technical assistance, and the equivalent of about 
$21.3 million in U.S. owned and/or controlled Colombian pesos. Uf 
AID’s total contribution to this sector, about $19.9 million has been di­
rected toward water and sewer systems. .

Colombia’s development program, supported by AID, provided tor 
public investments of about 1.9 billion pesos for water, sewer, and 
health programs during the period 1962—65. Colombia’s actual expendi­
tures during the period were about 1.1 billion pesos, or about 60 per­
cent of the planned expenditures. .

A specific goal of Colombia’s development program was to provide 
water supply services to about 6 million urban and 1.6 million rural 
residents by 1965. AID had not evaluated the extent of progress to­
ward the goal. The mission director informed us in November 1967 
that, as of 1966, potable water was available to 77.6 percent of Co­
lombian urban population, or an estimated 7.7 million urban residents.
1. Agency comments

AID, in its comments dated March 19, 1968, and additional com­
ments presented on April 19, 1968, stated that there were basic de­
ficiencies in Colombia’s health services but that Colombia had made 
more headway in the area of health than was apparent in the con­
clusions in our report. In this regard, AID informed us that an in­
ternational organization in a report, dated February 1968, on economic 
development in Colombia during 1967 made the following statement:

The Government has given increased emphasis to the improvement of water 
supply and sewerage facilities. With rapidly growing urban areas, the inadequacy 
of facilities multiplies health problems and inhibits economic growth. Although 
investment planning is adequate in the larger cities—BogotA, Medellin, etc.— 
substantial improvement is still necessary in the medium and small cities. Prep­
arations are well advanced for a major expansion of the Bogota water supply 
system; the expansion of sewerage facilities is already underway. Preparation 
of projects and feasibility studies are being accelerated in medium size cities.

G. HOUSING

During the Alliance Colombia’s shortage of housing has increased 
substantially. Our review of the extent of Colombia’s housing pro­
gress during the Alliance showed that Colombia constructed about
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224,000 new housing units from 1962 through 1966, or about 62 per­
cent of the AID goal of 360,000 units. This rate of housing construc­
tion was about 5 percent greater than the average annual rate of hous­
ing construction achieved during 1960 and 19611 prior to the Alliance. 
A key factor in Colombia’s failure to meet its housing needs has been 
a lack of available credit due, in turn, to (1) Colombia’s inflation prob­
lem which tends to limit savings and (2) the lack of an effective mech- 

$hamieling savings into housing for the mass market.
A fundamental AID objective is the improvement of living condi­

tions of people in AID-receiving countries. AID has invested the 
equivalent of about $55.9 million in Colombia’s housing sector, includ­
ing 2 dollar loans totaling $19.5 million, technical assistance valued at 

“A1.11011’ and local currency totaling the dollar equivalent of about $33 million.
The gravity of Colombia’s housing problem is increased by its high 

rate of population growth—about 3 percent a year—and migration 
from rural to urban areas. At the beginning of the Alliance, there was 
a shortage of about 277,000 urban housing units. This shortage had 

tc about 375,000 units as of 1966. Moreover, it was estimated 
1 ?i u7 9olombia’s Land Credit Institute that, of the 778,000 avail­
able urban housing units in Colombia, about 200,000 or about 25 per­
cent were substandard. In rural areas there was a shortage of an es­
timated 500,000 housing units as of 1966. Colombia’s Agriculture 
• i esLmated that, in addition, about 400,000 rural housing units 
m Colombia were substandard.
r program in Colombia has been designed to promote estab­
lishment of institutions which w’ould be capable of mobilizing re­
sources into a building industry that would provide marked impetus 
to th® national economy and meet the serious housing shortage

Ihe following comparison shows the extent to which established 
AID goais for housing construction have been met each year during 
the Aihance The mission determined that the record completions in 
1962 resulted mainly from a peak in foreign financing available in 
1961 and early 1962:

Year AID goal
Total housing 

units 
constructed

Shortfall

1962................ ......... 9n nnn 64,278

—----------------

1963.................................. --------------------- zu, uuu 
co nnn -44,278

1964"""'". " "--------------------- OU, UUU 
on nnn 44,876 15,124

1965.......................... -------------------- ou,uuu 
1 nn nnn 40,859 39,141

1966'""____________ ____ _____ ________ ""----------------- --- 1UU,uuu 
1nn nnn 32,501 67,499

Total..________
-------------------- i uu, uuu 41,543 58,457

224,057 135,943

Note: Percent of shortfall, 37.8.

AID determined that Colombia’s construction industry and its labor 
supply was capable of a greater rate of housing construction. AID 
determined also that a prime factor limiting the expansion of housing 
construction was a lack of financing. ®

1 Data on rural housing construction for earlier years was not available.
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The shortage of financing in the private sector was attributable m 
part to the absence of a savings and loan system, or equivalent, tor 
housing and the difficulty of establishing a mechanism to protect the 
value of long-term investment in housing against inflation. Although 
private savings continued to increase in terms of numbers ot pesos, 
practically no increase in the real value of such per capita savings 
resulted during the period 1956-66 because of inflation.

The Colombian Government, in September 1965, established a sav­
ings and loan policy. The policy established did not include the provi­
sions necessary to permit the system to grow or develop. Revision ot 
the policy is essential if sufficient resources are to become available for 
seed ca-pitsil

In April 1967, the Government adopted a plan intended to protect 
the value of long-term housing investments against inflation. AW 
stated that the plan constituted only a partial approach, which might 
make a system for protection of value more difficult to realize. Ihe 
plan provided that the unknown future situation, which might vary 
widely with the variable rates of inflation, was to be met by a fixed 
degree of protection. . nn .

VID recently reduced its goal for new housing units, 59,000 tor 
1968 increasing to 100,000 in 1972, and determined that this rate of 
construction, if achieved, will not permit any reduction m the cumu­
lative quantitative shortage of housing before 1972. .

With respect to planning of urban development m Colombia, AI D 
has identified a number of deficiencies. To assist in the solution ot 
these problems, AID plans to continue its technical assistance tor 
urban development through 1972.

H. TRANSPORTATION DEVELOPMENT

A study by an international organization indicates that Colombia’s 
transportation network has expanded during the Alliance, but on a 
piecemeal basis. This may not have constituted optimum utilization ot 
available resources due to the lack of an integrated plan fot tne coun­
try, specifying priorities for the various modes of transport. 1 fie study 
points out that the then current transportation system could have 
satisfied needs if properly managed and maintained.

The length of the road network, the number of commercial airports, 
the passenger kilometers flown by commercial air and the cargo han­
dled by river transport, seaports, and air and rail lines increased 
during the Alliance as shown by the following schedules:

TRANSPORTATION FACILITIES

Kilometers of— __________________Number of 
commercial 

airportsPaved 
roads

Gravel 
roads

Unimproved 
roads

All roads Roads per 
vehicle

Operating 
rail lines

1957..................................
1961—..........................-
1966—.............................

2,750
5,078
6,327

4,576
9,837

15,254

21,877
20,582
23,610

29,203
35,497
45,191

0.18 
.18 
.18

2,960
3,437
3,437

14
52
67

Percent average annual 
increase, 1958-61---- 21.2 28.7 -1.5 5.4 . ....------------ 4 67.9

Percent average annual 
increase, 1962-66..... 4.9 11.0 2.9 5.5 5.8

—
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TRANSPORTATION MOVEMENTS

Year

Millions of metric tons/kilometer
Cargo 

handled by 
seaports 

(millions of 
metric tons)

Passengers 
flown by 
domestic 
airlines 

(millions of 
passengers/ 
kilometer)

Cargo 
hauled 
by rail

Cargo 
hauled 

by river 
transport

Cargo 
flown by 
domestic 
airlines

1957_____ 703.5
768.9

1113.7

2.3

367.6
836.2
891.0

31.9

56.3

—-----------------

1961............ 6.2 615.2
1966___________ 48.1

74.2

-3.6

6.6 822.8
Percent average 

1958-61.....
annual increase, 9.3 1429.7

Percent average annual increase, 1.6 8.4
1962-66______ 9.0 1.3 10.9 8.2- -------- --------------- 14.8

AID has invested the equivalent of about $21.6 million in U.S.- 
owned and/or contro led Colombian pesos into Colombia’s transporta- 

which has been allocated during the Al­
an been unable to furnish us any substantive
t / °f ° PrT‘eSS made by Colombia’s transportation
sector from the beginning of the Alliance to date. In this regard, the 
mission has informed us that AID’s role with respect to Colombia’s 

has been supplementary. A problem 
identified with Colombia’s transportation sector has been the low 
road maintenance standards.

Colombia, from 1962 through 1965, expended about 93 percent of 
Planned fof in its program for transportation de­

velopment. The amounts expended represented about 11 percent more, 
n i average, than two international organizations had recom­

mended. In December 1966 the Government decreed a gasoline tax to 
finance a national highway fund. The following schedule summarizes 
the Colombian development program investment goals, the amount 
recommended by the international organizations, and the actual 
amount expended by Colombia each year from 1962 through 1965 for 
its transportation sector: 6

[In millions of 1961 constant pesos)

Year

1962
1963...........
1964_____
1965...........

Total.

International Government 
Government organizations' actual 

plan goal recommenda- expenditures 
tion

851 629 727
885 751 828
888 784 797
919 786 935

3,543 2,950 3,287

I. POWER DEVELOPMENT

/eetrical power generation and per capita usage has in- 
during the Alliance. The increase in power pro- 

duction during the Alllance has boon greater than such increases prior 
to the Alliance. K

The AID-supported goal for Colombian electric power generation 
capacity was 1 800 megawatts by 1965. About 86 percent of this goal 
was met by 1965. AID informed us that the origin of this goal was
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not clear. The capacity goal was not achieved primarily because the 
planned expenditures for power development, provided for• in Colom­
bia’s development program, had not been met. However, actual capac- 
^Vhefdlowing schedule shows and compares, to the extent of avail­
able data, that Colombia’s electric power generation capacity, actual 
power production, capacity utilization, and per capita powerusage 
as of 1957, as of the beginning of the Alliance in 1961, and as of 1966.

Year
Installed 
capacity 

(megawatts)

Total elec­
trical power 
generation 
(millions of 

kilowatt- 
hours)

Percent of 
capacity 
utilized

Per capita 
usage (kilo­
watt-hours)

1957....-------- ----------------------------------------------
1961____________________________________
1966____________________________________

Percent of average annual increase, 1958-61 —
Percent of average annual increase, 1962-66—

11965 data. Data for 1966 not available.
a Percent of average annual increase 1962-65.

861 1,380 18.3
929 1,973 24.2

11,550 5,206________ 38.3

To 10. 8_____________
316.7 32.8 ---------------------

98
124
280

~6J5
25.2

AID assistance to Colombia’s power sector has totaled $12.9 million 
including a $1.3 million loan and the allocation of the equivalent of 
$11.6 million in local currency. ., ,, ...

Colombia’s development program provided for public expenditures 
of about 2.9 billion pesos for power development during the Period 
1962-65. Actual expenditures during that period amounted to 1.9 bil­
lion pesos or about 35 percent less than planned. However, as pointed 
out above, capacity exceeded demand.
1. Agency comments

AID, in its comments dated March 19, 1968, informed us that:
* * * failure to fulfill a goal (for electric power generation capacity) is not 

necessarily a bad thing; it would have been folly to meet the goal since, as the 
report states, demand was being met with less investment. Also, the report fails 
to note the implication of its own figures, that capacity utilization increased 
by 43 percent from 1961 to 1965, growing from 2,130 kilowatt-hours produced 
per kilowatt at installed capacity to 3,050. As AID pointed out to the GAO 
electrical power generation increased by 11 percent a year from I960 to Ubo.
0. Evaluation of Agency cormraents

Our report points out that Colombia’s electrical power generation 
and per capita usage has increased significantly during the Alliance. 
In this regard we show that 86 percent of the goal for electric power 
generation capacity by 1965 has been achieved but we also point out 
that Colombia’s actual generation capacity has exceeded the demand 
for electricity. We do not state nor, in our opinion, imply that the 
failure to meet this goal is a “bad thing.” .

With respect to AID’s comment that we failed to note the relative 
utilization of available generation capacity, we have now incorporated 
such data. Our report does note, however, that electric power gener­
ation increased an average of 32.8 percent a year during the period 
1962-66, a total of 164 percent. The mission, on the other hand, stated 
that Colombia’s electric power generation had increased by 11 percent
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&196010 1965’ How?veC the mission obtained, directly from 
the Colombian government, data relative to electric power /enera- 

Sh?WS SU-Ch ^®neration increased an average of 32 8 
percent percent a year during the period 1962-66.

J. EXTERNAL DEBT SERVICE BURDEN

almoydl6M^h°'-ed Colombia’s external debt service burden has 
almost doubled, since the beginning of the alliance, from approxi- 
percent^f Cl -V961 to about $67 million in 1966- As a result, the 

earmngs needed to service its externalSt Td -r°m 7’8 P^Ptin 1961 to 13.1 percent in 1966. Colom- 
fo/eign assets declined from an annual average of $191 mil-

SoS/r g P.^’Alhance period 1958 to 1961 to an annual average of
$142 million during the first 5 years of the Alliance.

• significant byproducts of development efforts financed 
iHhe™™^ -S Vernal debt service burden, which 
is the payment of principal and interest on outstanding loans. The fol- 

dU W Colombia’s external debt service burden
increased from $o4 million m 1961 to $67 million in 1966 and (2) the 

exP?^ earnings needed to service this burden increased 
from 7.8 percent in 1961 to 13.1 percent in 1966

External debt External debt 
service burden service burden 
(in millions of as a percent of
U.S. dollars) exports

We were unable to identify established absolute criteria for deter­
mining a country’s debt-carrying capacity. One member of the con­
sultative group reported in 1967 that servicing the external debt had 
not been a heavy burden for Colombia’s balance of payments. How­
ever, a different member of the consultative group had determined 
earlier that to require the use of 12 percent of export earnings in 
Colombia to service its external debt would be high and that a ratio 
of 15 percent would be unsafe.

AID provided dollar loans amounting to about $264 million to 
Colombia during the period 1962-66. During this same period, Colom­
bia used about $276 million of its foreign exchange resources to service 
its external debt burden.

Debt service payments to AID by Colombia during 1966 were $2.8 
million, or about 4 percent of the Colombian total debt service burden 
diirmg 1966. The debt service payments to AID, however, will increase 
significantly after 1972 due to (1) expiration of grace periods for 
repayment of loan principal and (2) increased interest rates which 
become effective after the expiration of the grace periods. In this re­
inin’ on i mdbon AID loaned to Colombia during the period 
Ji of principal on $233.6 million is to start in
\ 77 P.e™cl-111 addition, interest rates on $147.5 million of the
AID loans will more than double after 1973.



133

Along with a rising external debt service burden during the Alliance, 
Colombia has also experienced a decline in the average of its foreign 
assets during the 5-year Alliance period compared to the average dur­
ing the prior 4-year period. This is a favorable indication that Colom­
bia has used both its own foreign exchange resources and those pro­
vided by the United States, less any capital flight, for goods importa­
tion and not for reserve accumulation. The following table shows the 
gross foreign assets of Colombia’s Central Bank for the period 
1958-66:

Year:
1958.
1959.
1960.
1961.
1962.
1963.
1964.
1965.
1966.

Gross foreign 
assets of Colombia’s 

Central Bank 
( in millions of
U.S. dollars')

___ $179 
___ __ 231 
___  178 
___  174
___  121
___  131
___  149
___  155 
___ 155

In addition to the Government’s external debt service burden having 
almost doubled during the Alliance, the portion of its total expendi­
tures needed for servicing its internal debt compared with the portion 
needed for the comparable pre-Alliance period has also, on the aver­
age, almost doubled during the Alliance.

We believe that increased consideration by AID should be given to 
Colombia’s debt service burden, particularly since the probability 
exists that its debt burden will become greater within the next 5 to 10 
years.
7. Agency comments

AID, in its letter dated March 19, 1968, made the following com­
ments concerning Colombia’s increasing external debt burden:

First, a rising debt service burden is not in itself a bad thing, since debt service 
is expected to rise as countries borrow in order to accelerate development. The 
important question is whether a country is developing sufficiently to be able to 
reduce the burden in the long run. Second, falling foreign reserves is merely 
another aspect of the foreign exchange gap which is, in the case of Colombia and 
the majority of other developing countries, an integral part of the development 
process. * ♦ *

VII. Colombia’s Self-Help Performance

Colombia’s self-help performance—the actions taken by Colombia 
to mobilize and utilize its own development resources—during the first 
5 years of the Alliance, revealed problem areas. With respect to Colom­
bia’s utilization of its available resources during the Alliance, there has 
been improved efficiency in the use of available resources and an 
increased utilization of Government revenue for development pur­
poses ; however, Colombia’s development planning efforts encountered 
problems, nonessential commodities were imported, capital flight ex­
ceeded minimum acceptable levels, and there was some loss of profes­
sional and technical personnel from the country.

With respect to Colombia’s mobilization of resources, minimum 
levels of domestic savings were not attained; tax reforms achieved 
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only limited success; the degree of inflation increased; little progress 
was made to solve the increasingly critical unemployment problem; 
there was a need for improved incentives to attract private foreign 
investment ; and there was a limited expansion of exports.

The Latin American countries, in signing the Charter of Punta del 
Este, agreed that, to achieve their objective of accelerated economic 
growth, it would be necessary for national programs of economic and 
social development to be based on the principle of self-help and on the 
maximum use of domestic resources.

AID recognizes that the success of a country’s economic develop­
ment effort depends both on the amount of resources the country can 
mobilize and on the efficiency with which its resources are used. The 
President of the United States in his 1967 message to the Congress on 
foreign aid stated that no sustained development progress is possible 
without self-help, which has been characterized as the lifeblood of 
economic development, and that assistance provided as a substitute is 
assistance wasted.

The Foreign Assistance Act of 1961, as amended, requires that the 
extent to which a recipient country is demonstrating a clear determina­
tion to take effective self-help measures must be taken into account 
when formulating the level of AID’s nonproject assistance. AID 
recognizes that the length of time for which assistance is required de­
pends to a large degree on the vigor of the recipient country’s own 
development efforts. Improved mobilization and use of resources is 
both a means for and a measure of progress in a developing country. 
Therefore, it is U.S. policy to relate, whenever possible, the degree of 
development assistance to the recipient’s effectiveness in mobilizing its 
resources and applying them to priority investments. Insistence on self­
help does not mean interference in the internal affairs of another 
nation. It does mean that developing countries which receive assistance 
should have sensible programs for mobilizing and utilizing their own 
resources.

Colombia’s performance during the Alliance with respect to the 
self-help factors, which are generally recognized by AID and other 
international lending agencies as being of paramount importance to the 
development process, and AID actions related thereto, are discussed in 
the following sections.

A. DEVELOPMENT PLANNING EFFORTS

AID criteria provide that the willingness of a country to formulate 
and implement a workable development plan is, in itself, one of the 
strongest indications of self-help. Available information indicates 
that:

—Colombia has not developed a workable, coordinated, and com­
prehensive development plan to serve as a guide for its economic 
and social development under the Alliance.

—Periodic assessments during the Alliance identified deficiencies in 
planning as being of crucial significance and as being a major 
factor adversely affecting Colombia’s development effort.

—During the period of fiscal years 1963-66, AID programed assist­
ance to Colombia totaling about $218 million in support of Colom­
bia’s development plan although that plan was only a statement 
of statistical goals, it included no strategy or procedures for 



135

achieving the stated goals and it did not constitute a workable 
development program. The 1966 AID program was subsequently 
revised to support, along with the fiscal year 1967 and 1968 pro­
grams for Colombia, an outline of goals and measures announced 
by the Colombian Government.

—Since 1961, AID has provided technical assistance to Colombia 
at a cost of about $15.9 million, including the equivalent of $12.4 
million in local currency, in support of Colombia’s development 
planning efforts although Colombian efforts continue to be de­
ficient in this area.

—Key factors relating to Colombia’s problems in planning efforts 
during the Alliance, include (1) the lack of political and financial 
support, (2) attention addressed to immediate rather than long- 
range problems, (3) a lack of coordination between the depart­
ment of planning and the planning of sections of the various min­
istries and public agencies, (4) a lack of sufficient basic data for 
sound policy formulation and long-range planning—in this re­
gard, it has been generally recognized that the lack of timely, re­
liable, and sufficient basic data is a deficency of significant impor­
tance in Colombia—and (5) a lack of qualified personnel.

The formulation and implementation of national development plans 
has long been recognized by AID, and by at least one other interna­
tional assistance agency, as a prime requirement for effective use of 
available resources to improve the performance of an economy. AID 
has determined that a comprehensive development plan (1) serves to 
clarify a nation’s goals and assessment of its willingness to make pres­
ent sacrifices for future growth, (2) provides a basis for allocating the 
scarce resources of the economy, (3) supplies an overview of the most 
desirable future development of the national product and its compo­
nents, (4) helps to insure that the activities of different government 
departments and private groups are consistent, and (5) provides a 
basis for identifying those activities in which assistance may be par­
ticularly effective in promoting growth.

It is AID policy to encourage recipient countries to formulate na­
tional development plans—in which goals are specified and the policies 
and action necessary to achieve them defined—and to establish the ad­
ministrative machinery for their implementation. AID criteria, how­
ever, provide that mere paper plans or inadequate planning organiza­
tions are no substitute for the sustained effort required to mobilize and 
direct public and private resources into development activities and 
that, when development plans are no more than mere paper plans, 
assistance should not be related to them. AID criteria also provide that 
nonproject loans for balance-of-payments purposes will normally be 
made only to countries with a coordinated national development plan.

In Colombia, the lack of adequate Colombian planning has long been 
a major factor adversely affecting development progress. During the 
fifties, when a relative abundance of foreign exchange was available 
due to high coffee prices, there was substantial misdirection of invest­
ment and ineffective use of public funds, which had hindered Colom­
bia’s development progress, due to a lack of proper planning.

AID found that Colombia’s efforts had centered primarily on 
developing broad objectives and had not concentrated on (1) develop­
ing plans for achieving such objectives, (2) developing projects on
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which work could begin, and (3) developing basic data required for 
rational long-term planning. AID, therefore, established goals to 
assist in the development of an adequate planning mechanism witliin 
the Government and to assist in the development of a system witbin 
the Government for gathering basic data on which realistic long-term 
planning is dependent. Colombian legislation in 1958 provided for 
a Government department of planning.

In December 1960, Colombia published a 4-year public investment 
plan. AID found that this plan consisted primarily of investment 
plans submitted by various ministries and other Government agencies 
with a minimum application of overall national priorities and was thus 
severely unbalanced.

The Charter of Punta del Este, adopted in August 1961, provided 
that participating Latin American countries would formulate long­
term comprehensive development programs. In December 1961, Colom­
bia published a 10-year general development plan which was to serve 
as a guide for its social and economic development through 1971. 
This plan was prepared by Colombia’s National Council for Economic 
Policy and its staff agency, the Department of Planning. A major 
component of the 10-year plan was the public investment plan dis­
cussed above.

AID analysis of the 10-year plan in December 1962 disclosed that it 
was basically a series of statistical goals which did not include detailed 
sector plans and lacked specificity regarding concrete proposals on 
how the stated goals would be attained.

In December 1962, AID made a $60 million nonproject development 
loan to Colombia to assist in initiating Colombia’s 10-year plan. This 
loan was the first Alliance for Progress development loan in support 
of a national development plan. The loan was justified on the basis that 
the 10-year plan represented the intial stage in Colombia’s planning 
process. AID’s understanding, at the time, was that the Government 
was movmg forward with a number of important activities with respect 
to development planning, including (1) completion of the 10-year 
plan by developing concrete plans on how the stated goals were to be 
achieved,, by completing detailed plans for each economic sector to­
gether with plans for specific priority projects and by annually up­
dating the 4-year public investment plan, (2) improvement of its 
organization for planning, (3) relation of planning to the budgeting 
process, and (4) provision of the revenue required to support the 
development program.

The $80 million fiscal year 1964 assistance program for Colombia, 
formulated in late 1962, included $50 million of nonproject assistance 
which reflected the initial phase multiyear assistance to Colombia for 
use in fulfilling the objectives of its 10-year plan. The program was 
designed to assist Colombia, among other things, to overcome its 
planning deficiencies.

During 1963 and 1964 the mission found that (1) Colombia’s proo- 
P’3™1?8 had not greatly improved, (2) for various reasons 

ineluding neglect, neither the overall plan nor the several detailed 
S,P i W been eoropleted, and (3) the 4-year public investment 
plan had not been renewed annually.

“i’ll0 ".W 1965 assistance program, formulated in
late 1963, and the $75.4 million (including $65 million in nonproject 
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assistance) fiscal year 1966 assistance program, formulated in late 
1964, were in support of Colombia’s 10-year plan and continued tech­
nical assistance to Colombia for development planning.

In early 1965, it was recognized that there was, in fact, no Colombian 
development plan to support and that therefore, the nonproject loans 
were not as effective as they might have been. AID nonproject as­
sistance to Colombia during 1965 was withheld until December 1965 
when a $65 million loan was made. This loan, together with the fiscal 
years 1967 and 1968 assistance programs for Colombia, was not di­
rected toward support of Colombia’s 10-year plan but toward a pro­
gram of goals and measures announced by the Colombian Govern­
ment. . .

During 1966 and 1967, the lack of adequate Colombian planning 
was a major deficiency. In 1967, AID determined that the department 
of planning was gradually improving in organization and capacity. 
In 1967, the mission decided to continue the technical assistance to 
Colombia for development planning and programed training in the 
United States of 35 participants, in fields related to development plan­
ning.

AID records show that the Colombian Government in 1967 was 
working on a new 4-year development plan for the public sector. The 
Government prepared a 1-year plan of very limited scope for 1967 
outlining certain planned public sector investments.

We were informed by the mission in November 1967 that, in eval­
uating the need for more planning in Colombia, it was necessary to 
distinguish between drawing up long-term plans and developing a 
usable, current process which would take realistic difficulties of imple­
mentation into account and would provide necessary experience for 
longer term planning. It was stated that, although there was still much 
to be done, the quality and the realism of Colombian plaiming had 
greatly increased, especially after 1966.

On the basis of our review we believe that AID technical assistance 
in support of Colombia’s development planning efforts has been less 
than effective primarily because of the deficiencies noted above. Also, 
it seems evident that the attainment of a greater degree of growth by 
Colombia in the future depends in large measure on more adequate 
effort and performance. We believe, therefore, that AID, when con­
sidering future assistance to Colombia, should give increased, em­
phasis to, and the means of achieving specific performance in, national 
and sectoral planning, including the systematic identification of key 
national and sectoral problems hindering development and the es­
tablishment of priorities and development of a definitive strategy for 
attacking such problems.

B. LEVELS OF SAVINGS

We found that Colombia’s levels of savings, during 3 of the first 4 
years of the Alliance1 failed to meet AID’s minimum marginal sav­
ings requirements. Colombia’s marginal savings were more than 1.1 
billion constant 1958 pesos below the minimum levels required by AID 
criteria. In addition, Colombia’s gross national savings, as a percent 

1 Colombian national income accounts data for 1966—the 5th year of the Alliance—was 
not available to AID as of November 1967.

21-145—69------ 10
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of GDP declined substantially during the first 4 years of the Alliance, 
compared with the pre-Alliance period of 1957 to 1961.

AID has developed criteria which provide that the best available 
measure of a country’s achievement in improving its domestic capital 
supply available for investment is the proportion of additions to GNP 
which it saves; that is, its marginal savings rate. AID criteria pro- 

a minimum of 20 percent of annual increments to GNP 
should be saved by a country and that, in serious development efforts, 
,ke e ?V1 exc.eed $0 percent. Colombia, in accordance with 
he Charter of Punta del Este, agreed to devote a steadily increasing 

share of its national product to investment.
The following schedule shows that (1) Colombia met AID’s mini­

mum marginal savings rate in only one of the first 4 years of the 
Alliance and (2) Colombia’s average annual marginal savings rate 
during the first 4 years of the Alliance was a negative 4.7 percent or 
a very substantial decrease from the average pre-Alliance (1957-61) 
marginal savings rate of 24.8 percent:

[In millions of constant 1958 pesos]

Total 1962 1963 1964 1965 Total,
1307-61 1962-65

Gross national product____
Increase in GNP__________ ____ ___
Gross national savings (GNS) L.... .......................
Increase in gross national savings_________

Ratio of increase in GNS to increase in GNP (margi­
nal savings rate)__________________percent..

108,420
4,289 

21,166 
+1,063

+24.8

24,909 
1,120 
4,453 
-239

25,785 
876

4,422 
-31

27,342 
1,557 
3,809 
-613

28,141
799 

4,486 
+677

106,177
4,352

17,170
-206

-21.3 -3.5 -39.4 +84.7

The total marginal savings shortfall during the first 4 years of the 
Alliance was more than 1.1 billion constant 1958 pesos (about $134 
million) rhe above schedule shows .that, in 1965, marginal savings 
rose substantially—a year when imports were curtailed and a new 
AID nonproject loan was withheld until the last month of the year, 
bmce Colombia national accounts data, that is, data on the major 
coaP°nents of the GNP of a country, for 1966 was not available to 
All) at the time of completion of our fieldwork in November 1967 
we have no basis to evaluate whether the substantial increase in the’ 
marginal savings rate m 1965 may have been attributable to AID’s 
suspension of the nonproject loan during most of 1965 or whether 
the marginal savings trend may have shifted to the positive side.
. nonproject loans to Colombia have been justified on the basis 

that they would induce and enable the Government to adopt neces­
sary economic development policies and to permit Colombia to carry 
out its planned development program. Colombia’s development pro­
gram provided that the level of investments, which are financed to a 

savings, would be increased from 20 percent of GDP 
m 1960 to 26 percent by 1964. The following table shows that invest- 
^nS Of GDP in 1964 rather than the 26 percent
planned and that total investment as a percent of GDP has declined 
during the Alliance.
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(In millions of constant 1958 pesos]

Average, 
1957-61

1962 1963 1964 1965 Average, 
1962-65

Gross domestic product.____________ ..................... 22,043 25,400 26,200 27,800 28,700 27,025
Total investment........ . ......................... ...................  4,479 4, 805 4,780 5,058 4,899 4,886

Total investment as a percent of GDP......................... 20.3 18.9 18.2 18.2 17.1 18.1

According to Colombia’s development program, the increase in in­
vestments was predicated on national savings rising from 18 percent 
of GDP in 1960 to 23 percent by 1964. The schedule below shows that 
(1) the planned rate of national savings of 23 percent of GDP, which 
was to have been achieved by 1964, had not been achieved as of 1965, 
(2) the rate of national savings during the Alliance was less than the 
average pre-Alliance rates, and (3) during the first 4 years of the 
Alliance, the average rate of national savings was 15.9 percent of GDP.

Gross national 
savings as a 

percent of GDP 
Average 1957-61------------------------------------------------------------------------J9.

Average 1962-65_______________________________________________
Some of the more important factors, which apparently contributed 

to the shortfall in Colombia’s gross national savings and the low mar­
ginal savings rate, were (1) the relatively low interest rate—4 per­
cent—paid by savings institutions, compared with the 14 to 24 percent 
charged by lenders, (2) the limited success of tax reforms, which is 
discussed later in this report, (3) the inflation problem—one of the 
most pervasive effects of continued inflation is to discourage domes­
tically financed savings while encouraging spending on durable goods, 
such as automobiles, that tend to increase in value (the value of 
passenger automobiles imported by Colombia during the Alliance 
was more than double the value of passenger automobiles imported 
during the 5-year pre-Alliance period), and (4) the steady increase 
in private consumption expenditures. In this regard it appears that 
the Colombians have considered it unfeasible to adopt policies which 
would restrict consumption expenditures as a means of achieving a 
higher level of domestic savings. Colombian private expenditures 
during the Alliance were as follows:

fin millions of 1958 pesos]

Average, 1962 1963 1964 1965 Averse,
1957-61 1962-63

Private consumption expenditures................. .........- 16,190 18,924 19,744 21,706 21,714 20, 522
Gross domestic product.......... ..............-..........  22,043 25,400 26, zuu z/,cuu za,/uu z/,uzo

Private consumption expenditures as a percent of
GDP_____ _______ ____________ _____________ 73.4 74.5 75.4 78.1 75.7 75.3

Actions taken by AID in attempting to correct the national savings 
problems have included (1) the provision in nonproject loans that a 
specific current account surplus (that is, that the Government’s cur-
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rent receipts exceed its current operating expenditures) be obtained 
(the Colombian Government did not fully achieve the current ac­
count surplus goal in 1964 but exceeded the goal for 1966) 12) 
encouraging the Colombian Government to adopt and enforce vari­
ous tax measures, (3) a provision, in connection with counterpart 
releases for water and sewerage projects, that the entities bene­
fiting from the loans must raise their tariffs to allow profitable opera­
tions, thus making particular entities revenue producing rather than 
tax burdens, and (4) certain measures regarding inflation which are 
to oe discussed.

In October 1967 the mission director informed us that Colombian 
Government regulations limited the interest rate which commercial 

011 Savin£S deposits to 4 percent but that the Government was conducting a study of this 
matter with a view toward eventually raising interest rate levels.

We found no evidence that the mission had considered specifying a 
t0 be achieved in Colombia as a con­

dition precedent to the disbursement of nonproject loan funds. In 
this regard we noted that AID had used this procedure with apparent 
success m another country. 1 P
1. Agency comments and out evaluation thereof

AID, in its comments dated March 19 and additional comments 
presented on April 19 1968, expressed concern over Colombia’s per- 

during,the Alliance with respect to savings, AID informed 
us that Colombia s marginal savings rate for the period 1962 through 
of 64 r^’°\T?1S c°mPare.s Ylth the negative marginal savings rate 
At the £7 f°r tbe Period through 1965 presented above. 
At the time we completed our fieldwork in November 1967, Colom­
bian national accounts data was not available for 1966 and 1967

A*DS C0IT?nts’ we attempted to obtain the Colom­
bian national savings and investment data supporting the above 
that be1included m.our report. Our check revealed
1966 ot 1967 A ID ?aU I™8 sti11 not Published for
1966 and 91067AJR officials informed us that the Colombian data for 
h.d n^d Ifi- t ’ r ln part’ not yet mailable and that they 
had used estimates for their computation. Assuming that these esti­
mates—-and thus the above 0.06 marginal savings rate—are correct 
whichATD crt’ a degree’ S-h-rt of boH‘ the 20-percent rate 
Snk.? al a minimum and the 30-percent rate
that is to be achieved in serious development efforts 
the wvi^d.^ 9d°“^ia’s savings data was unreliable and that 
it should bl i111 Our rep-ort was tenuous. In this regard 
it should be noted that our computations of savings were made From 
aXndan^w^ v Nations and classified in
ATPS? th th%United Nations national accounts system; that
• provides that United Nations data be used in evaluat-

g the economic activity of an AID recipient country; and that AID 
liable indicatonUrniSh US °ther Which WOuld Serve as a more re'

During the 5 years prior to the Alliance (1957-61) Colombian im­
ports averaged $475 million a year. With this level of imports Co­
lombia achieved a marginal savings rate of 24.8 percent andPa level of 
investment equal to 20.3 percent of its GDP. Comparatively from 1962 
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through 1965 Colombian imports averaged $521 million a year. With 
this higher level of imports, Colombia’s marginal savings rate fell to 
a negative 4.7 percent and Colombian investment fell to a level equal 
to 18.1 percent of its GDP.

C. TAX REFORMS

Our review of official records and data regarding taxation in Co­
lombia revealed that:

—Tax revenues, as a percent of gross national product, have not 
increased during the Alliance and that, on a per capita basis, 
Colombia ranked ninth in 1961 and dropped to 15th in 1965, in 
our comparison of the taxation by the central governments of 18 
Latin American countries.

—Tax reform measures have been less than successful, although 
some improvements have been made primarily due to (T) the 
temporary nature of many of the reforms established during the 
Alliance, (2) their introduction before the administrative capa­
city and capability were adequate, and (3) the lack of statistical 
data.

—Lack of successful tax reform resulted in a Government policy 
of deficit financing—a key factor contributing to Colombia’s 
problem of inflation.

Although it has long been recognized by many observers that the 
lack of sufficiently qualified personnel was a key contributing factor 
to the inadequate tax administration, it was not until 1967 that the 
Government of Colombia began to create incentives to attract better 
qualified personnel.

Tax improvement is one of the major goals of the Alliance for Prog­
ress, since taxes should be a main source for financing public invest­
ments. The alternative is inflationary deficit financing. AID has de­
termined that Colombia’s ability to maintain a high level of invest­
ment depends on the transfer of purchasing power from the pri­
vate sector to the public sector through tax revenues in excess of those 
needed to meet the Government’s operating expenses.

It is generally recognized that the success of a country’s economic 
development efforts depends, to a large degree, on the amount of 
resources it can mobilize. The Act of Bogota, which preceded the 
Charter of Punta del Este, sets forth various measures for improving 
social and economic conditions, in connection with the Alliance for 
Progress, and provides that one measure for mobilizing domestic re­
sources is to examine, with a view of providing additional revenue, 
the equity and effectiveness of existing tax schedules, assessment 
practices, and collection procedures.

The following table shows that, on the average, tax revenues of the 
Colombian Government was 6.8 percent of gross national product 
during the 5 years preceding the Alliance as well as the first 5 years of 
the Alliance, thereby indicating that, in relative terms, the levels of 
tax revenue have remained unchanged.
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Year

Tax revenue

Millions of As a percent
1958 pesos ofGNP

1957..................  .
1958..............  '
1959.................
I960.......... . ............ .
1961______________

5-year average

1962.....................
1963...................
1964_____
1965__________
1966_______ ____ \

5-year average.

1,482 6.8

1,450 Ti
1,738 6.7
1,908 7.0
1,829 6.5
2,420 18.1

1, 869 6.8

*GNP figures estimated by AID.

AID has indicated that the increase in tax revenue in 1966, as indi­
cated in the table above, came from a general increase in import duties, 
partially attributable to increased importation of automobiles, and 
from sales taxes and income taxes. The following table shows that the 
value of the automobiles imported into Colombia in 1966 was about 
three times greater than for 1965 automobile imports and about four 
times greater than for 1964 automobile imports:

Year:
1962
1963
1964
1965
1966

Value 
(in millions of 
U.S. dollars)

-------------------------------------------------------------------------------- 9 9
-------------------------------------------------------------------------------- 4 0
-------------------------------------------------------------------------------- 6 8 
-------------------------------------------------------------------------------- 8 8 
-------------------------------------------------------------------------------- 25.9

The level of taxation in Colombia is relatively low. The table below 
comparing per capita taxation by the central governments of 18 Latin 
American countries shows that (1) Colombia ranked ninth in per 
capita taxation in 1961 and 15th in 1965, (2) Colombia was one of 
three countries in which per capita taxation decreased during the Alli­
ance, and (3) the relative portion of Colombia's per capita income 
absorbed by taxes, while comparing favorably with that of most of the 
other countries, decreased during the Alliance.
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COMPARISON OF PER CAPITA TAXATION BY CENTRAL GOVERNMENTS OF LATIN AMERICAN COUNTRIES 

[IN U.S. DOLLARS]

1961 19651

Country
Per 

capita 
taxation

Percent 
of per capita 

income 
absorbed 
by taxes

Country
Per 

capita 
taxation

Percent 
of per capita 

income 
absorbed 
by taxes

1. Venezuela......................
2. Uruguay.
3. Chile.—.
4. Argentina......................
5. Panama........................
6. Costa Rica___________
7. Peru_______________
8. Dominican Republic....
9. Colombia.............. .........

10. Ecuador..........................
11. El Salvador_____ ____
12. Mexico...........................
13. Brazil______________

$156.65
88.64

2 68.41
2 49.21

42. 52

14. Guatemala...................
15. Nicaragua___________
16. Paraguay...... .................
17. Honduras___________
18. Bolivia.............. .............

40.08 
32.98 
31.52 
29.71 
24.26 
22.61 
20.96

2 20.39 
19.97 
19.86 
14.56

214.40
9. 89

27.8
16.9
24.2
10.0
12.6
13.1
17.0
17.7
16.6
18.8
11.3
6.6

16.5
8.6
8.0
9.5
8.1
9.8

1. Venezuela.......................
2. Chile......................... ..
3. Argentina-------------------
4. Uruguay...____ _____
5. Panama.....................
6. Peru...............................
7. Costa Rica............ .
8. Ecuador.........................
9. Mexico..........................

10. Nicaragua.......................
11. Brazil 
12. El Salvador____ _____
13. Dominican Republic....
14. Guatemala..................
15. Colombia____________
16. Paraguay.......................
17. Honduras.......... .............
18. Bolivia..........................

$175.89 
112.99
71.85

3 67.89 
56.58 
55.12 
52.36 
36.79 
32.07 
31.47 
30.16 
29.38 
28.67 
22.95
21.66 
18.00 
17.22 
15.95

23.9
23.9
9.3

15.2
13.9
24.0
14.9
20.2
7.8
8.9

29.7
12.4
11.4
8.8

13.1
9.5
8.8

11.1

> Latest year for which data was available.
2 Amount is for 1962 since 1961 data was not available.
8 Amount is for 1964 since 1965 data was not available.

Our review indicates that one reason for the relatively low levels of 
taxation in Colombia is that tax reforms, in several cases, are only 
temporary measures—a circumstance that we believe may inhibit long- 
range development growth. According to a responsible mission offi­
cial, Colombia’s Constitution permits the President, under certain con­
ditions, to declare a state of siege, which gives him the power to decree 
laws which, unless approved by the Colombian Congress as perma­
nent laws, remain in effect only until the state of siege ends. We under­
stand Colombia is presently under a state of siege and that the increase 
in the sales tax rates, the private automobile tax, and the tax on Co­
lombian nationals traveling abroad are examples of decreed taxes 
which will expire when the state of siege ends, since, as yet, these taxes 
have not been approved by the Colombian Congress.

In addition, there have been several tax measures which were spe­
cifically designed as temporary taxes, such as the 20-percent surcharge 
on 1962 and 1963 income-tax payment, the 15-percent surcharge on the 
1964 income-tax payment, and the 10-percent surcharge on the 1965 
income-tax payment.

These reforms are representative of measures which have been lim­
ited in their successfulness since they satisfy only an immediate need 
and do not lend themselves to solving the long-term problems of sus­
tained economic growth.

Another factor contributing to the limited successfulness of tax 
reforms, and the loss of tax revenue, has been a shortage in the num­
bers as well as the training of staff available at the time tax reforms 
were being implemented. For example, we understand that the sales 
tax was placed into operation hurriedly so that there was confusion 
as to the items that were taxable and who was to collect the tax; and 
there was insufficient dissemination of information regarding regis­
tration and filing requirements. Improved tax administration is an



144

integral part of tax reform, for without it tax laws will not have the 
desired effect.

As early as 1963, the tax administration system in Colombia suf­
fered from (1) the lack of sufficiently qualified personnel, resulting 
from the low salaries paid and the civil service restrictions on hiring, 
and (2) inadequate audit and collection procedures and management 
controls. The inadequacies resulted in the failure of individuals to pay 
established tax liabilities, submit declarations of income, and fully 
report taxable income. Inadequate enforcement had increased tax 
evasion and the difficulties of raising tax revenues.

Since 1964, financial balance, which includes improved tax adminis­
tration, has been the mission’s first priority activity. The mission has 
recognized that increased revenue through improved tax administra­
tion is necessary to permit the Government to meet its development 
and investment needs without resorting to inflationary borrowing. 
Further, increased revenues are needed to permit the Government to 
finance growing public investments for development, provide essen­
tial social services, and improve public administration through better 
salaries.

AID has provided project grants for improving tax administration 
each year since 1963. The main objectives of these projects were (1) 
to convert manually performed operations to electronic data process­
ing (EDP) to the extent feasible, (2) to develop and implement pro­
grams for the identification of delinquent accounts and to apply 
systematic, effective collection procedures, (3) to develop and imple­
ment programs for obtaining tax declarations from those who fail to 
file declarations, (4) to develop and implement programs for estab­
lishing correct tax liabilities through analysis and investigation of 
declarations and records of taxpayers and third parties, and (5) to 
improve tax administration training programs.

Some of the more significant accomplishments in tax administration 
have been (1) the installation of EDP equipment, (2) the processing 
of income tax returns in the Eogota region on the EDP equipment, (3) 
the use of EDP equipment for mathematical verification of all com­
putations affecting taxpayers’ accounts, (4) the development and 
initiation of a program for the collection of delinquent accounts, (5) 
the improvement and expansion of field audits of tax returns, (6) the 
establishment of new methods for performing office audits, includino’ 
the use of EDP equipment for cross-checking, and (7) the establish­
ment of a training office and the providing of numerous inservice 
training courses.

Although it has long been recognized by many observers that the 
lack of sufficiently qualified personnel was a key contributing factor 
to the inadequate tax administration, it was not until 1967 that the 
Government of Colombia began to create incentives to attract better 
qualified personnel. In this regard we understand that during October 
1967, a bill was submitted to the Colombian Congress requesting au­
thority to reinforce fiscal administration and to restructure the public 
administration.

Another factor contributing to the difficulty of administering the 
national taxes in Colombia is the complicated income tax law which 
encompasses taxes on income, wealth, and excess profits. The basic in­
come tax is a unitary progressive tax on certain forms of income. All
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property rights that can be used to obtain income are subject to a wealth 
tax while net income derived from capital is subject to an excess-profit 
tax.

In 1967 a member of the consultative group concluded that the in­
come taxes in Colombia had not been a success and that, unless re­
forms were undertaken, income taxes would continue to decline in 
importance as a source of revenue. The following table shows that the 
income taxes comprise approximately half of the total Government tax 
revenue and that they are becoming a less important source of revenue.

[Revenue amounts in millions of 1958 pesosi

Year Total tax 
revenues

Income tax 
revenues

Income tax 
revenues as a 

percent of 
total revenues

1962_____________ _____ 1,450 806 55.6
1963____________ 1,738 851 49.0 

ko n
1964___ 1,908 993 □4. U
1965 1,829 957 52.3

1966 2,420 956 39.5

1967 i___________ 1,751 715 40.8

i Amounts shown are for the 1st 8 months of 1967.

To achieve the levels of revenue from income taxes, as noted above, 
it was necessary for the Government to impose certain temporal y 
measures in years 1962 through 1965.

One of the problems associated with income taxes has been the 
inability of these taxes to insulate Government revenues from the 
effects of rising price levels. This results from the fact that payments 
are made from 1 to 2 years after the income has been earned, which 
tends to invite enforcement difficulties in an inflationary environment.

As a means of alleviating this problem, the Colombian Government 
stated its intention to introduce a pay-as-you-go income tax system by 
January 1965, but did not do so. In the meantime, nonproject lending 
was suspended during most of 1965. The Government introduced the 
pay-as-you-go system in January 1967, and it is being implemented 
over a 5-year period. . . , • « ,,

It has generally been recognized that the statistical services of the 
Colombian Government are generally considered to be unsatisfactory 
and that current economic indicators are particularly lacking. In 
regard to taxation, a member of the consultative group reported m 
1967 that very few useful statistics had come out of the tax office and 
that, before any meaningful analysis of proposed changes in tax re­
forms or tax administration could be made, these statistics must be 
forthcoming. As one means of alleviating this problem, the project 
grants for tax administration discussed earlier, have an objective of 
increasing the usage of EDP equipment for processing tax statistics. 
The mission has indicated that this measure should be implemented 
during fiscal years 1967 and 1968 and should be completed by the 
end of fiscal year 1968.
1. Agency comments

AID, in its comments dated March 19 and additional comments pre­
sented on April 19,1968, stated that the Colombian tax system had en­
countered difficulties, but that the Government had performed well 
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in raising its surplus on current account during the Alliance, and es­
timated that Government revenues in 1967 had increased by 10.7 per­
cent in current terms over 1966 levels. AID advised us that most of the 
tax reforms referred to in our report as temporary had been put on 
a permanent basis. AID stated that the Colombian Government had 
made it clear that the state of siege would not end until the increased 
sales tax, the travel tax, and the auto tax were confirmed. It is mis­
leading, AID stated, to compare Colombia with other Latin Amer­
ican countries on the basis of taxes per capita, inasmuch as three of 
the countries do well because they are able to tax the profits of for­
eign companies exploiting natural resources and because half of the 
countries rated above Colombia have substantially higher incomes per 
capita and should be expected to have higher taxes per capita.
£ Evaluation of Agency comments
j stated that although the Colombian tax system had encountered 
difficulties, the Government had performed well in raising its surplus 
on current account. Colombian tax revenues, on the average, were 6.8 
P^nt durin£the firsfc 5 years of the Alliance (1962 through 
1^66) the same level as during the 5 years preceding the Alliance. 
Ine highest level of taxes achieved by Colombia was in 1966 when 
taxes were equal to 8.1 percent of its GNP. In this regard AID has 
determined that tax revenues of less than 10 percent of GNP in Colom­
bia are too low to support a sustained development effort. Compara­
tively, tax revenues as a percentage of GNP in the principal industrial 
natlons of the world range from 19 percent to 41 percent of GNP.

With respect to AID’s comment that it is misleading to compare 
Colombia s per capita taxation with that of other Latin American 
countries, because of the relatively higher per capita income levels in 
such countries, we have incorporated data showing the relative per­
centage of each country’s per capita national income absorbed by taxa­
tion, so as to eliminate this possible misleading element.

With respect to AID’s comment that three of the countries do well 
because they are able to tax the profits of foreign companies exploit­
ing natural resources, Colombia, in 1965, obtained $30 million equiv 
alent to approximately 8 percent of its tax revenue, through taxes 
on ioreign petroleum companies.

D. UNEMPLOYMENT

Since the beginning of the Alliance unemployment has been a 
serious problem of paramount importance in Colombia. Estimates 
or the current rate of unemployment in Colombia range as high as 
20 percent of the total labor force. A private Colombian agencv in 
1966 projected that, by 1971, 36 percent of Colombia’s labor force 
or almost 20 percent of Colombia’s total population, would be unem- 
Pidyed. We understand that unemployment continues to be serious, 
and there is still a significant lack of economic data regarding unem­
ployment in Colombia.

A prime U.S. interest in developing countries is in countrywide 
improvement in resource utilization, including improvement in the 
effectiveness with which manpower resources are utilized. A key goal 
of the Alliance is to provide productive and remunerative emplovment 
tor the unemployed.



147

Throughout the Alliance AID has recognized the increasingly evi­
dent unemployment situation in Colombia as being a major economic 
and social problem. AID recently concluded that this longstanding 
problem was among the most pressing problems to be solved in Colom­
bia. Estimates of the rate of unemployment in Colombia in early 
1967 ranged as high as 20 percent of the total labor force. AID esti­
mated in 1966 that the unemployment rate among manual workers 
was about 25 percent and among* white collar workers about 12 per­
cent.

The Colombian Government has not developed a system for gather­
ing and publishing data showing the rate of unemployment in the 
country. However, available data indicate that new jobs are being 
created at a rate of about 50,000 a year while the work force is growing 
at a rate of 200,000 to 300,000 a year. In 1966 Colombia’s National 
Association of Industrialists made a study of the unemployment 
situation in Colombia and projected that by 1971, assuming con­
certed measures were not taken immediately, unemployment would 
reach 36 percent of the labor force, or almost 20 percent of the total 
population of Colombia.

Similarly, the Bogota City Planning Department projected unem­
ployment in the capital city in 1971 at 28 percent of the economically 
active population in that year. In this regard the level of AID assist­
ance to Colombia since 1964 has been justified on the basis that, among 
other things, it would permit Colombia to attain a decreased rate of 
unemployment.

Key factors affecting or contributing to Colombia’s unemployment 
problem during the Alliance are as follows:

1. Overestimating the role of the manufacturing sector as a 
source of employment. Colombia’s development program pro­
vided that the manufacturing sector would provide much of the 
new employment needed in urban areas. Although Colombia’s 
manufacturing sector has achieved an average annual growth 
rate during the Alliance of 5.8 percent compared with the goal of 
7.6 percent, our review showed that jobs were being provided at 
an insufficient rate in relation to each year’s new entrants into 
Colombia’s labor force. In this regard, data were available, prior 
to the Alliance, showing that Colombian industry, from 1953 
through 1959, had generated jobs for less than 5 percent of the 
yearly increase in the Colombian labor force.

2. Need to establish norms or criteria and to establish policies 
to promote development of labor-intensive, as contrasted with 
capital-intensive, industrial operations. In this regard an inter­
national agency pointed out in 1962 that, to insure employment 
for a large portion of the people moving into the cities, it was 
(1) imperative to reexamine Colombia’s planned investments, by 
sectors, to determine precisely the employment opportunities 
offered by Colombia’s development program and thus balance 
capital-intensive fields against those involving a substantial use 
of manpower and (2) necessary to make a full study on the 
opportunities for employment offered by the development pro­
gram in general.

3. Policies followed by management and trade unions in Colom­
bia. The tendency has been for the unions to demand, and for 
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management to grant, high wages in large-scale industry in Colom­
bia, and as a result management compensates for the higher cost by 
increasing the intensity of the use of equipment and correspond­
ingly restricting employment opportunities.

4. Need for effective efforts to develop work schemes to utilize 
unemployed or underemployed manpower resources.

5. Need for a system for gathering and publishing data show­
ing, among other things, the overall extent of unemployment to­
gether with the areas of greatest unemployment, which would 
provide a sound basis for effective policy formulation. The only 
regular survey of unemployment made in Colombia is made by the 
Center for Economic and Social Studies of the University of Los 
Andes, and this survey covers only Bogota.

AID has determined that the undertaxing of land in Colombia and 
that periods of overvalued exchange rates, due to the pace of inflation 
and Colombia’s pegged exchange system, which encouraged manufac­
turers to import capital equipment, were factors that may have con­
tributed to unemployment in Colombia. With respect to undertaxed 
land, AID reasoned that higher taxes on land could lead to more 
intensive use of the land and thereby reduce rural unemployment pro­
vided that capital-intensive methods were not employed.

AID records show that unemployment was a consideration in (1) 
Colombian plans for the Social Security Institute to invest in housing 
to stimulate employment in the construction industry; (2) Colombian 
plans that in the future one factor to be considered by Colombia’s 
Superintendency of Foreign Commerce in licensing foreign capital 
goods imports, and by Colombia’s National Department of Planning 
m approving applications for new private investments, will be the 
amount of employment to be provided by the new investments; (3) 
Colombian plans to raise public investment to levels which will insure 
a sustained growth rate of 6 percent, in real terms, and will reduce 
unemployment; and (4) a recent increase in the gasoline tax that 
was justified as necessary to finance a highway construction program 
that will generate employment.

AID was unable to furnish us with evidence showing that it had 
taken any substantial action prior to 1967 to help the Government of 
Colombia develop a definitive course of action to insure the timely 
gathering and publishing of data essential to an evaluation of the 
unemployment problem and to the development of policies and courses 
of action to alleviate the problem. In this regard we noted that AID 
identified unemployment as a serious problem in Colombia as early 
as 1959 and at that time concluded that sufficient data was not available 
or being gathered to permit effective evaluation of the problem. 
Although the need to determine precisely the employment oppor­
tunities offered by Colombia’s development program was identified as 
early as 1962, AID was also unable to furnish us any evidence that this 
need was considered and evaluated prior to making the substantial 
AID nonproject loans to Colombia each year in support of its develop­
ment program.

AID, in 1967, entered into a contract with the Rand Corp, to con­
duct a study on urban unemployment in Colombia. One economist 
under this contract has explored with Colombian agencies, which 
had produced unemployment estimates, the basis for their estimates
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and the definitions used. In addition, the mission, in 1967, requested 
an industrial economist for its staff to assist in analyzing the unem­
ployment problem and programed a consultant for fiscal year 1968 to 
advise Colombian labor-related institutions on, among other things, 
labor statistics, manpower plaiming, and employment services.

The mission director informed us, in November 1967, that up to the 
end of 1965 the U.S. Government believed that unemployment in 
Colombia could be solved only by stimulating a higher rate of overall 
growth. Ue stated that Colombia’s method of gathering unemployment 
statistics was admittedly inadequate but that Colombia’s National 
Statistics Department lacks both the resources and the manpower 
ability to study the question seriously. He also pointed out that the 
•Government: .

1. Is undertaking a study of its entire industrialization policy, 
to determine changes in policy which could contribute to making 
better use of labor—Colombia’s most abundant resource—instead 
of its scarcest resources.

2. Is making a study of its tariff policy and the effects of vari­
ous alternatives on utilization of labor capital.

We recognize that substantial alleviation of Colombia’s unemploy­
ment problem mav require a long-term solution. We believe, however, 
that AID should, in addition to the actions mentioned above, develop 
a course of action designed to (1) insure the timely gathering and 
assessment by the Government of Colombia of data necessary for 
formulation of rational labor policies and (2) focus positive attention 
and action on developing a definitive strategy for alleviating the 
unemployment problem in Colombia.

E. INFLATION

Our review of inflation in Colombia revealed that (1) the rate of 
inflation fluctuated substantially during the period 1957 to 1966, (2) 
the average rate of inflation during the first 5 years of the Alliance 
was 15.1 percent compared with 9.8 percent during the 5 years preced­
ing the Alliance, and (3) in 1964 and 1966 the inflation rates were 17.1 
percent and 20.1 percent, respectively, substantially exceeding the U.S. 
goal of a maximum increase of 10 percent established as a condition 
for maximum assistance.

In the Charter of Punta del Este, Colombia agreed to maintain 
stable price levels, which would reduce inflation that is basically in­
compatible with economic development. Latin American countries 
with substantial rates of inflation tend to have low economic growth 
rates. Inflation as experienced by Colombia in recent years, tends to 
suppress the mobilization of resources needed for development by dis­
couraging domestic savings and foreign investments, which are in­
gredients of paramount importance in any development effort, while 
encouraging capital flight and spending on durable goods which tend 
to increase in value. .

During the 3-year period from 1964 to 1966, it was the U.S. policy 
to provide support to Colombia in the framework of Colombia’s estab­
lishing a monetary and fiscal policy that would contain the inflationary 
pressures that accelerated growth tends to produce. The following 
table shows that—
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1 . The rates of inflation were 17.1 percent in 1964 and 20 1 per­
cent in 1966 which substantially exceeded the 10-percent goal.

2 During the pre-Alliance period from 1957 to 1961, Colom­
bia s rate of increase of inflation ranged from 3.7 percent to 14,9 
percent, or an average annual rate of 9.8 percent.

o. During the first 5 years of the Alliance the rate of increase 
of inflation ranged from 2.5 percent to 32.3 percent, or an average 
annual rate of 15.1 percent.

4 The rate of inflation during the first 8 months of 1967 aver­
aged 7.5 percent.

Rate of 
“ea increase

(percent)
Rate of

Year increase
(percent)

1957......................
1958............................ .............. ......... . .........
1959......... .................................
1960........... .............. .............. . ....................
1961......... ...........................

Annual average: 1957-61.............................. 9.8

1962...................
1963____________
1964........ .
1965___________
1966________________ :
1967 (8 months)________
Annual average: 1962-66.

2.5
32.3
17.1
3.7

20.1
7.5

15.1

thatthe factors producing inflation are complex and 
difficult to analyze. However, mission officials informed us that there 
were special factors m 1963 and 1966 which contributed to the hiHi 
rates of inflation We were informed that the high rate of inflation in 
1963 was attributable, in part, to the Government’s decreeing an across- 
the-board wage increase of about 40 percent to both the private and the 
public sectors coupled with the monetary effects of a large Government 
deficit in 1962. Mission officials indicated that the high rate of inflation 
in 1966 was due, in part, to:

1. The devaluation of the exchange rate covering imports.
2. A substantial wage increase for the public sector.
3. Heavy borrowing by the National Coffee Federation.
4. Higher tariffs on prices of imported goods.
5. Increase in public utility tariffs.

We understand that other factors contributing to Colombia’s in­
flation have been the extent of central Government deficit financing 
due, m large part, to the failure to increase Government revenues ade* 
quately by a combination of new taxes and improved tax administra­
tion, and to the increase in domestic credit.

The following table shows that (1) the Colombian Government’s 
deficit financing amounted to an average of 1,077 million pesos per year 
during the Alliance period 1962-66 compared with an average deficit 
of P.esos Per year during the pre-Alliance period 1957-61
and (2) domestic credit has increased an average of 19.2 percent per 
year during the first 5 years of the Alliance compared with an average 
increase of 15 percent per year during the 5 years preceding the 
Alliance. r b
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Year

[In millions of pesos]

Government 
surplus (+) 

or deficit (-)
Domestic 

credit

Annual per­
cent of in­
crease do­

mestic credit

1957..........................
1958___________ _____
1959_________________
1960................................
1961_______ ____ ____
1962__________ _____ _
1963_________________
1964................................
1965____________ ____
1966_________________
Annual average, 1957-61
Annual average, 1962-66.

-95
-37
+83

-162
-1,296
-1,243

-940
-543

-1,397
-1,263

-301
-1,077

4,139 
4,641 
4,911 
5,461 
6,762 
8,340 
9,577

11,181 
13,078 
16,247
5,183 

11,685

21.9
12.1
5.8

11.2
23.8
23.3
14.8
16.7
17.0
24.2
15.0
19.2

The mission director informed us in October 1967 that the Colom­
bian Government had adopted several measures during the Alliance 
which tended to restrain inflation. We were informed that it adopted 
new’ monetary measures which raised the legal reserve requirement of 
commercial banks and that a new monetary commission was created 
as the policy body on monetary, credit, and exchange policy. In addi­
tion, the mission director informed us that, in negotiating nonproject 
loans v’ith Colombia, the mission required certain measures which 
tended to restrain inflation, such as:

1. Limiting the increase in short-term debt liabilities.
2. Establishing limitations on National Coffee Federation bor­

rowing from the central bank to seasonal needs.
3. Establishing realistic public services tariff rates designed to 

reduce the necessity of Government subsidies.
4. Establishing Government wage policies designed to keep 

wage increases in line with productivity gains.
1, Agency comments

AID, in its comments dated March 19, 1968, and additional com­
ments presented on April 19, 1968, stated that Colombia showed signs 
of having shaken the “inflationary psychology” inasmuch as gradual 
devaluation in 1967 had succeeded in avoiding sudden and drastic in­
creases in the cost of living. AID stated also that deficit financing was 
eliminated completely in 1966 and 1967, and there were excellent pros­
pects for avoiding deficits in the foreseeable future.
2. Evaluation of Agency comments

In the preceding table w’e show that Colombia incurred a deficit of 
1,263 million pesos (about $77.5 million) in 1966. This data was ob­
tained by AID from the Colombian Government in November 1967 
and was furnished to us. Our followup on AID’s above comment that 
deficit financing was completely eliminated in 1966 and 1967 revealed 
that AID excluded Government expenditures to amortize its national 
debt, certain bond transactions, and deficits associated with the use of 
local currencies generated from AID nonproject loans in making its 
determination that the Government had eliminated deficit financing in 
1966 and 1967. Also, the determination for 1967 was based on estimated 
central Government revenue and expenditure data. Although there was 
no deficit financing, as defined by AID, in 1966 and 1967, the Agency, 
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in February 1968, provided data to the Congress showing that the 
Colombian Government incurred deficits in both 1966 and 1967.

F. PRIVATE FOREIGN INVESTMENT

The overall climate in Colombia for attracting private foreign in­
vestment since November 1966 has not been reasonably attractive be­
cause of exchange and trade controls and profit remittance limitations 
imposed by the Colombian Government. This view was drawn from 
data available at the completion of our review in Colombia in No­
vember 1967. Throughout the Alliance the climate for attracting in­
vestment in the areas of petroleum and mining has not been favorable. 
Neither AID nor the Colombians have compiled data on the amounts 
of, or increases in, foreign investment in Colombia. The U.S. Depart­
ment of Commerce has compiled data showing that U.S. private in­
vestments in Colombia during the Alliance rose from $425 million in 
1961 to $576 million in 1966.

The expansion of private foreign investment is generally recognized 
as having an important role in the development process of a developing 
country since such investment can increase employment opportunities, 
raise local incomes, and provide additional sources of tax revenue.

Prior to the Alliance AID determined that Colombia was neglecting 
positive foreign investment proposals and was generally doing little 
to attract foreign investment. A contract study for AID in 1961 
pointed out that the creation of a favorable investment climate in 
Colombia would attract investors from all parts of the world. Accord­
ingly, AID established goals to encourage Colombia to establish the 
incentives necessary to attract such investment and to press Colombia 
to enter into a comprehensive investment guarantee agreement with 
the United States.

Little information regarding Colombian incentives to attract private 
foreign investment during the Alliance was available. Our review did 
indicate, however, that such things as low quality and high costs, all 
resulting from protectionalism which was keeping away both foreign 
and domestic competition, were making much of Colombia’s industry 
noncompetitive.

As of August 1967 it appeared that the unsatisfactory environment 
for attracting foreign private investment was not likely to be improved 
unless the Government increased profit remittance limitations in 
meritorious investment proposals.

Our review has shown that, since early in the Alliance, Colombian 
policies with respect to petroleum investment have acted as a dis­
incentive to, and significantly curtailed, such investment. The Colom­
bian Government, however, in November 1967 took a major step to 
encourage the petroleum industry by taking action to change the 
exchange rate for petroleum transactions from 7.67 to 16.25 pesos to 
the dollar. This matter is commented on in detail later.

With respect to U.S. investment in Colombia, an investment guar­
antee agreement was reached in principle with the Colombian Gov­
ernment in 1962 and was signed in 1963. The agreement, however, has 
not yet been ratified by the Colombian Congress. In this regard the 
Foreign Assistance Act of 1961, as amended, states that it is the sense 
of the U.S. Congress that the institution of full investment guarantee 
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programs with recipient countries is to be regarded as a significant 
measure of self-help by such countries improving the climate for pri­
vate investment, both domestic and foreign.
1. Agency comments and our evaluation thereof

AID in its comments stated that the investment climate in Colombia 
is considered quite favorable, as evidenced by a recent speech in 
Bogota by David Rockefeller, who urged U.S. investors to consider 
Colombian opportunities.

Determining investment climate is a matter of judgment. However, 
the above agency comments contrast with an assessment made in the 
latter part of 1967. At that time the assessment was that foreign invest­
ment in Colombia was not being stimulated and that the establishment 
of comprehensive exchange and trade controls, the fixing of a 10- 
percent limitation on profit remittance, and the abolition of the free 
exchange market also tended to discourage some investment.

G. COLOMBIAN GOALS FOR EXPORTS

Our review revealed that Colombia, during the Alliance, has not 
achieved its goals for expansion of petroleum and minor exports. 
However, certain actions taken in 1967 should tend to encourage the 
expansion of Colombian exports. Minor exports in Colombia are clas­
sified as all exports other than coffee and petroleum. The exports of 
commodities other than coffee for the period 1962 through 1965 was 
$220 million, or 26 percent less than the goal established by the Colom­
bian Government and supported by AID. Of 18 Alliance countries, 
Colombia was one of four that failed to increase its per capita exports 
during the Alliance.

Our study of three specific commodities indicated that (1) the Gov­
ernment has followed a petroleum policy that has resulted in a sig­
nificant curtailment of investment in the exploitation of its petroleum 
resources since the inception of the Alliance for Progress, (2) wood 
and wood products export potential has been underexploited because 
of the lack of investment and working capital and because of a restric­
tion on log exports, and (3) Colombia’s shrimp and fish export poten­
tial has been underexploited because of less than vigorous and effective 
promotion and lack of investment capital. Detailed discussions of these 
studies follow.

Significant factors, that have adversely affected Colombia’s export 
development during the Alliance include:

—Establishment of new industries before giving adequate attention 
to efficiency or export potential and prohibition on exports. Much 
of Colombia’s industry is noncompetitive abroad and a drag on 
the rest of the economy because of excessive protectionalism and 
resulting high costs, low quality products, and high profit margins.

—Exchange rates which were frequently and unpredictably changed 
and which were often too low to promote exports.

—Shortage of available credit because of unpredictably changing 
credit policies.

—Traders being subject to many different controls.
—Insufficient incentives for export. In this regard, information was 

available as early as 1962, which cast doubt on whether Colombia’s 
export system was conducive to the establishment of incentives
21-145—69------ 11
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for investment in activities oriented to the external market. It 
was pointed out that the free rate confers a substantial export 
subsidy, but it is difficult for anyone investing for export to 
plan on the free rate’s continuing. The free rate is subject to 
many capricious market forces—for example, capital flight and 
contraband imports—and, by the same token, to unpredictable 
Government action.

Studies in 1967 concluded that the failure of Colombia to develop 
exports, other than coffee, in sufficient volume had been a key factor se­
verely limiting the imports available to Colombia, that this had limited 
the economic growth of Colombia, and that the prospects for improve­
ment in Colombia’s balance of payments were slight, unless major 
changes were made in Colombia’s policies and economic structure.

A vitally important aspect of Colombia’s development program cen­
ters on its heavy dependence on coffee exports and the frequent fluc­
tuations in coffee prices that result in devastating balance-of-payments 
crises. Consequently, it is incumbent upon the country to diversify 
and develop other exports—an objective of the Alliance.

Colombia’s balance-of-payments problem has long been recognized 
by AID as one of the most significant factors tending to impede self- 
sustaining growth of the Colombian economy to a point where there 
will be no need for continuing sizable external assistance. As early 
as 1959, AID determined that Colombia must embark on an aggressive 
export promotion program. In 1963, AID pointed out that program 
loans were anticipated for an interim period until Colombia sufficiently 
developed its exports.

U.S. assistance strategy since early 1964 has provided that special 
emphasis would be placed on establishment of export promotion in 
Colombia as a national goal. Subsequent U.S. actions in two fields— 
U.S. implementation in July 1965 of the International Coffee Agree­
ment and the conclusion of a Bilateral Textile Agreement in July 
1965 for the increased importation by the United States of Colombian 
textiles—have, according to the mission, made significant contributions 
to Colombia’s export development program.

In late 1966, the mission reviewed Colombia’s performance toward 
export development under the 1966 nonproject loan and concluded 
that little had been accomplished. In May 1967 AID again determined 
that the only long-run answer to Colombia’s balance-of-payments gap 
lies in diversification and expansion of Colombia’s exports other than 
coffee. AID believes that export promotion is of basic importance be­
cause of the serious and potentially chronic balance-of-payments prob­
lem in Colombia.

A comparison of the actual exports with the goals established under 
Colombia’s development program for each of the calendar years 1962 
through 1966 is set forth in the schedule below. Also, the schedule 
shows that exports have increased to a limited extent during the Al­
liance but except for 1965, there remains a substantial gap between 
exports and imports.
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[In millions]

Calendar years1 11

1962 1963 1964 1965 1966

Goal Actual Goal Actual Goal Actual Goal Actual Goal Actual

Major exports:
Coffee__________ _____ $338 $332 $346 $303 $355 $394 $363 $344 (9 $328
Petroleum____________ 96 61 111 77 127 75 119 88 (9 72

Subtotal____ _______ 434 393 457 380 482 469 482 432 _______ 400
Minor exports (other than 

coffee and petroleum).....  72 71 86 66 106 79 127 107 (2) 110

Total exports________  506 464 543 446 588 548 609 539 .............. 510
Total imports............ ............................  540 _______ 506 _______ 586 _______ 453 .............. 674

Surplus or deficit (—) 
of imports over ex­
ports.............. ...................... -76 . ............. -60 . ............. -38 _______ 86 ...........  -164

1 Data was not available to AID for 1967 at the time of our fieldwork.
2 Goals not established for 1966.

Our comparison of the per capita exports for 1961 and 1966 for 18 
Latin American countries shows that Colombia ranked 14th in 1961 and 
16th in 1966, in descending order—$27.35 and $27.23 per capita, re­
spectively—and was one of four countries whose per capita exports had 
not increased since the beginning of the Alliance. The following 
schedule shows the per capita exports for 1961 and 1966 for the 18 
countries.

1961 1966

Rank Country Per capita 
exports

Rank Country Per capita 
exports

1 Venezuela______ ____   $344.58
2 Costa Rica..___ _______ ____ _ 70.17
3 Uruguay..___________  67.19
4 Chile............................................. 64.10
5 Peru.................   47.98
6 El Salvador__________________ 47.64
7 Dominican Republic............. .  46.16
8 Argentina...................................... 45.69
9 Honduras............. . .................... 36.50

10 Nicaragua...................................  35.65
11 Guatemala......... . ...........  _ 28.90
12 Ecuador....... .................   28.20
13 Panama.....................................  27.55
14 Colombia......... ............   27.35
15 Mexico________ _____   22.14
16 Bolivia___ ________  20.94
17 Brazil_______________ ______ 19.19
18 Paraguay_____________  17.06

1 Venezuela............ .......................... $301.54
2 Costa Rica....... ..........    92.47
3 Nicaragua...................................... 81.00
4 Chile.............. .......................  79.67
5 Argentina_______ ________  70.19
6 Panama.................................  68.77
7 Uruguay.......................................... 66.36
8 El Salvador................... ...............  64.27
9 Peru_____________   63.60

10 Honduras______ ______  60.46
11 Guatemala................. ...................... 49.48
12 Dominican Republic........................ 37.14
13 Bolivia....................   36.66
14 Ecuador....................   29.56
15 Mexico______________   27.86
16 Colombia___________  27.23
17 Paraguay.......................................... 23.52
18 Brazil....... ............   20.55

Although the Colombian exchange rate program has shown some im­
provement, the policies affecting international trade have handicapped 
new export investment. The following schedule shows that, in real 
terms, the exchange rate received by exporters decreased from 8.06 
pesos per dollar in 1962 to 6.42 pesos per dollar as of July 31, 1967.

Deflated rateYear: (pesos per dollar)*
1962 ---------------------------------------------------------------------------------- 8. 06
1963 ______________________________________________________ 7.11
1964 ---------------------------------------------------------------------------------- 6. 41
1965 ---------------------------------------------------------------------------------  8.09
1966 --------------------------------------------------------------------------------  6. 53
July 31, 1967________________________________________________ 6. 42

1 This rate is the average yearly exchange rate except for a spot rate for July 31, 1967, 
that is increased by the amount of an export subsidy which is in the form of a tax exemp­
tion. This sum is then adjusted by the employees’ cost-of-living index (1958 = 100).
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Since 1963 the mission has released the equivalent of approximately 
$62.8 million in pesos, and it made a $10 million loan (December 1964) 
for a private investment fund (PIF). The objective of the PIF was 
to provide credit resources, unavailable through normal credit chan­
nels, to Colombia’s private sector for the purpose of increasing and 
diversifying exports and replacing necessary imports of basic goods. 
AID has long recognized that substitution of indigenous production 
for imported commodities is rarely a sufficient means to effectively ac­
celerate growth in a developing country.

An AID contract report on Colombia’s industrial development in 
August 1961, pointed out that there had been an overemphasis on 
the importance of import substitution in relation to the importance of 
development of more products for export. In 1967 AID determined 
that Colombia’s industrial sector has been capital-intensive and has 
been oriented toward import substitution and that, if it is to again 
become Colombia’s leading sector for economic growth, it must to a 
larger degree change its orientation toward exports. AID guidance 
provides that emphasis should be placed on both immediate and long- 
run policies and measures to promote exports.

In this regard we noted that, through June 30, 1967, the equivalent 
of approximately $26 million in pesos, or 46.7 percent of the pesos 
released for the PIF, were for import substitution projects. The mis­
sion director informed us that as of October 19, 1967, approximately 
$4.1 million of the $10 million loan had been disbursed and that 43 
percent of the disbursements had been for import substitution projects 
and 57 percent for export projects. Mission officials also indicated that 
an additional $4.3 million of this loan had been committed for sub­
loans by the PIF, of which about 73 percent was for export projects.

According to mission records, the Colombian Government recently 
created an export development fund (EDF) which provides the struc­
tural foundation for promoting exports. The EDF, to be financed in 
large part by a 1^-percent tax on imports, is to provide working 
capital and export credit, finance feasibility and market studies, and 
engage in active promotional efforts abroad. In addition, the Govern­
ment recently (1) permitted a 15-percent tax credit on export ship­
ments, (2) gave priority to imports of capital equipment for export 
production and to imports of raw materials for processing and export, 
by exempting them from import licenses, prior deposits, and tariffs, 
and (3) established an export marketing information center.

The mission informed us, in October 1967, that the structural weak­
nesses are being dealt with inasmuch as (1) certain Government agen­
cies currently take into account both the efficiency and the export po­
tential of new industries seeking credit or permission to establish new 
businesses, (2) a new flexible exchange rate system is expected to per­
mit the rate to rise sufficiently, (3) the EDF is a new and important 
source of credit for export promotion, and (4) more export credit and 
a certain tax credit provide additional incentives for export. In ad­
dition, the mission informed us that, historically, minor export per­
formance has been less than might have been hoped for but past per­
formance was not bad, considering the difficulty of entering new world 
markets.

We believe that AID’s efforts during the Alliance, in connection with 
Colombia’s export development, have not placed sufficient importance
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either on the achievement of Alliance objectives or on Colombian de­
velopment. However, in certain instances, other considerations may 
have precluded effective AID actions.
7. Agency comments and our evaluation thereof

With respect to Colombian expansion of exports during the Alliance, 
AID commented as follows:

♦ * * Colombia’s efforts to diversify its export mix by promoting minor ex­
ports have been fairly rewarding: these exports have almost doubled m the 
4 years since 1963. The GAO properly emphasizes the high priority assigned to 
promotion of noncoffee exports, but does not sufficiently emphasize the important 
strides recently taken by the Colombian Government in export promotion. In 
1967 it (1) devalued the exchange rate by 17 percent, (2) raised the tax credit 
on minor exports to 15 percent, and (3) established an export promotion fund 
to supply credit and technical advice to exporters. AID supported these meas­
ures with the 1967 program loan.

With respect to the comment that Colombia s minor exports have 
almost doubled in the 4 years since 1963 on the basis of estimated data 
for 1967, a member of the consultative group has pointed out that, if 
Colombia is to meet its planned growth goals, its minor exports should 
be increased at an average rate of not less than 30 percent a year.

AID also stated that the comparison of per capita exports for 18 
Latin American countries ignores Colombia’s dependence for about 
60 percent of its export earnings on coffee, a product with little market 
growth potential under existing world market conditions. We believe 
this comment must be viewed in the light of the fact that Latin Amer­
ica produces two-thirds of the world’s coffee, that many of the Latin 
American countries depend on coffee as their largest single foreign 
exchange earner, and that five of the 18 nations depend on coffee for 
more than 40 percent of their export income.
*******

The results of our study of Colombia’s exploitation, during the Alli­
ance, of three of its commodities that have significant export potential 
are presented in the following sections.
2. Petroleum,

Our review indicated that, since the inception of the Alliance, 
Colombia has followed a petroleum policy which has resulted in a sig­
nificant curtailment of investment in and exploitation of its petroleum 
resources. The value of exports failed to meet the 1961-65 goal, estab­
lished by the Colombian Government and supported by AID, by $152 
million, or about 34 percent. The Colombians, however, in November 
1967, took a major step to encourage the petroleum industry by taking 
action to change the exchange rate for petroleum transactions from 
7.67 to 16.25 pesos per dollar. Oil company officials believed that this 
action would give a real boost to petroleum investments.

Major Colombian policies that tended to curtail investment explora­
tion and production during the Alliance included (1) enactment of a 
petroleum law in 1961 that seemingly negated a depletion provision 
already incorporated in executed contracts, (2) the Government s at­
tempt to apply inconsistent foreign exchange rates for investments 
and for computations affecting profit remittances, which would have 
increased the petroleum company’s taxes, (3) unfavorable petroleum 
exchange rates, and (4) a requirement that 50 percent of petroleum 
shipments be on Colombian vessels.
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Apparently as a result of Colombia’s petroleum policies, the value 
of exports was significantly less than the export goals established by 
dpr^T^ G°vernment- Jhe goals established may have been un- 

haT °PtlTUm colons prevailed. Statistics showing the 
?f pt n °f P^T11 f°r;the years 1962 through 1966 and the value
of exports and goals for 1962 through 1965 are outlined below

Production
"ear (millions of

barrels)

Exported 
(millions of 

barrels)

Percent 
exported

Value of 
exports 
(millions)

Goal 
(millions)

Percent goals 
were missed

1962... _____________ 51 q 24.3
31.8
31.2
40.7
35.6

46.8
52.7

$60.61963... ------------------------ 60.3 $96.0 36.9
1964... ________ co 9 77.2 111.0 30.5
1965... _____________ 79 2 50.2

55.6
75.0 127.0 40.9

1966... 71 4 88.2 119.0 25.949.9 71.7 0)

1 No goal was established. -------------------- -

? ?ortlon of th® Sross foreign exchange generated by 
Colombia s petroleum exports is offset by foreign exchange costs of the 
thaW??^?^^ in a Warble periodical
that (1) in the early 1960 s Colombia was on the threshold of a major 
for all6^ could have obviated the need

^ld 111 a few yea^ (2) at that time apparently every in­
ternational producer was working in the country, pulling oil out of the 
ground and enthusiastically looking for more, but (3) in 1964 and 1965 

■ h^Xd X■ Tt in wake of Government measures 
that raised the industries tax rate drastically, and (4) most of the 
industry apparently decided to wait for a court decision on the tax 
issue prior to making any further investment in Colombia.

Ihe following schedule shows the net foreign exchange generated 
from petroleum exports from 1962 through 1966 compafed^with the 
yea?: reVenue collected from the petroleun? industry each

[In millions of U.S. dollars]

Net foreign 
exchange 

generated >

1962.
1963.
1964.
1965.
1966.

25.2
30.8
38.5
25.6
21.3

Taxes and 
other revenue 
collected from 
the petroleum 

industry by 
the Colombian 
Government2

20.8 
16.5 
22.7 
21.3 
30.0

basical,y

The policies that tended to curtail the foreign investment for the 
exploration and exploitation of Colombian’s petroleum resources and 
their current status are discussed below. resources and

First, m August 1964, a major dispute concerning depletion allow­
ances developed between the Colombian Government and the private 
petroleum industry over the implementation of a 1961 law which
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amended the Colombian Petroleum Code. The issue was that the Gov- 
ernment seemingly nullified on a retroactive basis a depletion allow­
ance provision, which had been granted in 1955 as an investment in­
centive and incorporated in many of the concession contracts executed 
in the 1955-61 period. . .

We were advised by a mission official that the provisions or the 1961 
law were, in the final analysis, made applicable only to contracts ex­
ecuted subsequent to March 1961, which, in effect, was to the general 
satisfaction of the private petroleum companies. This issue was settled 
late in calendar year 1965. .

A second issue involved the computation of petroleum companies 
taxes. The companies were required to purchase all their peso re­
quirements, not met by the proceeds of local internal sales, at the 
petroleum rate, which was a specially appreciated rate which varied 
from 7.10 pesos per dollar in late 1962 to 7.67 pesos per dollar in 1965. 
Their profits, subject to Colombian income taxes, although earned in 
foreign exchange, were converted into a peso equivalent for assess­
ment of income tax. Profits were assessed for taxation on the basis 
of conversion at the special petroleum rate until 1963 when the tax 
authorities decided that assessment should be made on the basis of the 
more depreciated free exchange rate ranging from 9.99 pesos per dol­
lar in 1963 to 18.29 pesos per dollar in 1965, which would have resulted 
in increased taxes for the petroleum companies.

This issue was settled in favor of the petroleum industry m October 
1965 when the Government set the exchange rate on which to com­
pute profits for tax purposes at the same rate as the petroleum ex­
changerate. . . ,

A third issue, identified by an international organization, was that 
of a comparatively less favorable exchange rate for the petroleum in­
dustry than for the coffee industry.

During 1962-65, the petroleum rate was identical with the coffee 
export rate. The coffee rate was allowed to depreciate, starting in Sep­
tember 1965, and depreciated to 9.94 pesos per dollar by December 
1966, but the petroleum rate remained at the 1965 rate of 7.67 pesos 
per dollar. As domestic costs continued to increase, this rate acted 
to reduce the attractiveness of petroleum investment, the result being 
a loss of potential foreign exchange income from petroleum industry 
operations. . .

A fourth issue involved a Colombian action in April 1966, that gave 
the Government the authority to require that 50 percent of all exports 
from Colombia be transported on Colombian vessels. Although this 
action had not been implemented as of November 1967, we were advised 
by a consultant to the petroleum industry, in September 1967, that, 
if the decree was implemented, it would be another deterrent to the oil 
industry because the Colombian fleet was not large enough, the ships 
were not of the type required for transporting oil, and some oil com­
panies owned their vessels.

Also, a Colombian law dated March 1967, dampened the petroleum 
climate in Colombia. This law involved, among other things, estab­
lishment of domestic petroleum prices by the Government, removal 
of natural gas operations from the petroleum industry, petroleum 
exchange rates and other tax issues. The passage of this law resulted 
in a series of meetings between petroleum industry officials and the
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Colombian President in June and July 1967. The industry presented 
the President with projections of investment and the resulting balance- 
ot-payments position, under a formula recommended by the industry 
concerning exchange rates, establishment of prices, and tax issues. The 
results, as presented by the industry, showed that the amount of for­
eign exchange would increase from an estimated $28.5 million in 1967 
to an estimated $67.1 million in 1969 because of potential additional 
exploration and exploitation activities.

In November 1967, the Government changed the exchange rate for 
peitroieum transactions from 7.67 pesos per dollar to the capital market 
rate of 16.25 pesos per dollar. Various oil company managers com­
mented in private to U.S. officials that they believed the capital market 
rate would give a real boost to investment projects. In addition, a news­
paper article of April 20, 1968, reported that Colombia’s Minister of 
Mmes and Petroleum indicated that this rise in exchange rates for 
petroleum transactions was accompanied by a promise from the private 
of next^^orporatlons to driU at least 70 exploratory wells by the end

(a) Agency comments
AID, in its comments dated March 19,1968, commented on this mat­

ter as follows:
* * * exploration during the period under review resulted in discoverv of tho W-iCh object of large invents S

a pipebn®- This field should come into production hi the early 1910 s and may increase Colombian production by 50 percent.
3. IFood and wood products

2?r indicated that Colombia’s exports of wood and wood 
products, during the Alliance, have been significantly curtailed be­
cause of a lack of investment and working capital and because of a 
restriction on log exports.

Colombia has significant timber resources located in tropical forests 
that cover 1/3 million acres, or about 60 percent of its territory. The 
timber extraction potential of Colombia is estimated to be the second 
argest m the world because of the locations of forests—near the Pacific 

Ocean and the Caribbean Sea and along the Amazon and Putumayo 
Rivers. Only about 2.1 million acres of forest land, or about 1 per­
cent of Colombia s total forest land, is being exploited at present. A 
majority of the tropical hardwoods are located in the Amazon jungle 
forest—an inaccessible area having no transportation facilities or 
resident population, except for primitive Indians. However, as pointed 
out by an authority on tropical forests, the Pacific coastal regions of 
Colombia possess the most potential in Latin America.

From 1962 through 1966, Colombia’s annual exports of wood and 
wood products averaged $31 million. Colombia’s potential of wood 
and wood product exports for 1966, as estimated by the Ministry of 
Finance in 1961 was $10 million, or about $7 million more than was 
mint achieved m 1966. In May 1965, the mission’s export develop­
ment adviser on agricultural products determined that, of minor ex­
ports, lumber had the highest dollar volume potential and presented 
in development. The mission estimated
in August 1967, that Colombia’s exports of wood and wood products in 
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1970 could reach $15 million, on the basis of a strong world demand 
and a new investment in saw mills and wood processing plants.

Our review revealed that, throughout the Alliance, the lack of avail­
able credit has been an obstacle to Colombia in the development of 
its wood and wood products industry and that data showing the po­
tential in this area has been available at least since 1961. We found 
that, as of June 30, 1967, the PIF had made four loans to the wood 
and wood products industry for about $2.4 million, of which $1.9 
million was for the manufacture of wood pulp for import substitution.

Another factor which has limited Colombian wood exports is a 
restriction on log exports. The restriction was issued as a Govermnent 
decree in October 1962, to be effective for 10 years, to provide more 
intensive employment of Colombian workers in local saw mills.

In August 1965, it was found that the restriction had failed to pro­
vide more than a slightly improved employment balance. It was also 
found that (1) Colombia could supply U.S. needs for quality hard­
wood for the next two decades and that excess production, if achieved, 
would find a ready world market, (2) the world need for hardwood 
logs could be partially met by Colombian timber if the restriction 
could be modified, and (3) if the restriction remained, the timber 
would come from other sources and development of this industry in 
Colombia would continue to be retarded.

The mission informed us in October 1967, that it was believed the re­
striction on log exports needs considerable further investigation to 
ascertain the degree of its effect both on unemployment and log ex­
ports. It also informed us that Colombia now has an individual who 
will specialize in the export promotion of this industry.

AID records show that since 1961, in addition to providing techni­
cal assistance on export promotion, AID has provided technical as­
sistance of $88,000 and peso funds equivalent to $1.3 million specifically 
for lumber development in Colombia. However, we found no evidence 
that the mission had made any real effort to effectively alleviate or 
help solve the problems, identified above, that have restricted Colom­
bia’s exports of wood and wood products during the Alliance.
4. Shrimp and fish

Our review indicated that Colombia’s exports of shrimp and fish, 
during the Alliance, have been underexploited because of less than vig­
orous and effective promotion and the lack of investment capital, even 
though the United States recognized the importance of this industry.

Fish and shrimp abound off the Colombian Pacific coast and indi­
cations are that there is a strong demand for shrimp by the interna­
tional markets, particularly the United States.

From 1964 to 1966, Colombia’s annual exports of shrimp and fish 
averaged $1.3 million. Data on the potential of Colombia’s shrimp in­
dustry has been available since 1961. A mission export development 
adviser estimated, that, with 100 modern boats, Colombia could ex­
port about 6 million pounds of shrimp, representing a potential of $6 
million annually. Colombia’s fishing fleet consisted of about 54 boats 
in 1966, most of which were under repair during the year.

Our review revealed that the lack of available credit for capital fi­
nancing for boats and equipment had been a deterrent to Colombia’s 
development of its fish and shrimp industry. In this regard, AID 
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files show that, in September 1963, a Colombian fishing firm’s boat 
loan application was not considered by the PIF even though the firm 
was one of the first to make an application based on a formal study of 
the industry. J

Our examination of PIF loan application reports at the mission did 
not show that fish and shrimp boat applications had ever been con­
sidered by the PIF. In an earlier review 1 in Colombia, we found that 
the PIF had made available the equivalent of approximately $8.5 
mdhon tor the production of sugar for export, although AID policy 
prohibited the furnishing of assistance for the production for export 
ot sugar or other commodities in excess world supply. AID s com­
ments concerning this matter included information on actions taken 
to insure that AID-controlled funds will not be used in the future for 
increasing the production of commodities in excess world supply.

We found no evidence that consideration had been given to includ­
ing the required boats on the positive list of items eligible for AID 
nonproject loan financing.

In October 1967, the mission director informed us that the respon­
sibility for administering the AID funds was delegated to the PIF 
and such banks and other financial institutions that select subborrowers 
ot these funds, in accordance with the export and import substitution 
criteria that governs PIF’s operations.

In addition, the mission director stated that the mission had taken 
positive steps of including on the list of items eligible for AID non- 
project loan financing such items as diesel engines for marine use, re­
frigeration units other than for home use, electric motors, radio-tele­
phone equipment, and food processing equipment, all of which can 
be used m the shrimp and fish industry. He stated that one of the 
reasons that shrimp boats were not on this list was that the mission 
believed that Colombia had the capacity for building the basic struc­
ture of the required boats by using local labor and materials and would 
possibly outfit the boats with the foreign equipment needed.

The mission director also informed us that the Colombian Govern­
ment has been negotiating a $2 million, 4-year project agreement 
w. Nations Food and Agriculture Organization to pro-

a feasibility study and technical assistance for the development 
of Colombia’s shrimp and fish industry, which might well lead to 
increased development of this export potential.

H. EXPENDITURES FOR DEVELOPMENT PURPOSES

On the average, the percent of GNP in relation to Colombian Gov­
ernment expenditures has risen slightly during the Alliance, although 
the 1961 percentage was not again attained through 1966. In addition 
during the Alliance the Government has spent a larger proportion of 
its available funds for development purposes. We also noted that at 
least 6 percent of the 1966 expenditures represented subsidies to vari­
ous public and private organizations.

The following schedule shows the relationship of the Central Gov­
ernment expenditures to the GNP for each year from 1957 through 1 ORA • c

1 GAO Report B-161882, dated Sept. 21, 1967.
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[GNP and expenditures in millions of constant 1958 pesos]

1957 1958 1959 1960 1961 5-year 
average

GNP.......... ........... . ............................................ .
Total Central Government expenditures.............
As a percent of GNP____________ ____ _____

____ 19,786
____ 1,498
____ 7.6

20,267 
1,673 

8.3

21,791 
1,728 

7.9

22,787
2, 001

8.8

23,789
2,811

11.8

21,684 
1,942

8.9

1962 1963 1964 1965 1966 5-year
average

i Estimated by AID.

GNP______ .... 24,909 25,785 27,342 28,141 i 30, 096 27,255
Total Central Government expenditures_______ 2,561 2, 566 2,483 2,833 3,227 2,734
As a percent of GNP............... ............................. 10.3 10.0 9.1 10.1 10.7 10.0

During the Alliance period, there has been a greater percent of 
Government expenditures in several areas, including agriculture, 
education, social welfare and public health, and public debt service 
and there has been a smaller percent in other areas, including local 
and national defense, transportation and communication, and general 
administrative expenses.

The following schedule shows, by functional distribution, the total 
Central Government expenditures for the 1957-61 and 1962-66 periods, 
the percent of total expenditure for various programs, and the percent 
of increase or decrease of the latter in relation to the former period. 
Complete and reliable data was not available to AID on the func­
tional distribution of Colombia’s municipal and departmental Govern­
ment expenditures.

[Amounts in millions of constant 1958 pesos]

Expenditures

Function Amount, 
period, 
1957-61

Percent of 
total

Amount, 
period 

1962-66

Percent of 
total

Percent of 
increase or 

decrease (—) 
during 

1962-66

Local and national defense.. ________ 2,545 26.2 3,277 24.0 -2.2
Transportation and communication_____ 1,667 17.2 1,903 13.9 -3.3
General administrative expenses............. 1,583 16.3 1,344 9.8 -6.5
Public debt service________ _ 911 9.4 2,230 16.3 6.9
Social welfare and public health_______ 755 7.8 1,224 9.0 1.2
Education and cultural______ ... 721 7.4 1,683 12.3 4.9
Water, sewer, and other community

services_________________________ 343 3.5 318 2.3 -1.2
Other economic development... 339 3.5 231 1.7 -1.8
Mining and energy_________ 328 3.4 494 3.6 .2
Agriculture and forestry_____ . 311 3.2 648 4.7 1.5
Housing____________ _ 169 1.7 240 1.8 .1
Industry................................. .................... 40 .4 77 .6 .2

Total............ . .............................. 9,712 100.0 13,669 100.0 —

We were unable to find any in-depth studies concerning Government 
subsidies. However, at our request, the mission prepared a paper 
which showed that in 1966 the Government provided at least 200.1 
million constant 1958 pesos for subsidies as shown below.

Millions of 
constant 

1958 pesos
Subsidies to Government enterprises performing quasi-commercial func­

tions ------------------------------------------------------------------------------- 131. 7
Direct subsidies to the private sector______________________________ 62. 6
Tax concessions to private business________________________________ 5. 8

Total 200.1
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The mission stated that the information provided above was not 
complete and that other subsidies existed in the form of tax subsidies 
forexporters and tariff protection and license concessions to importers.

I. EFFECTIVENESS OF USE OF AVAILABLE RESOURCES

AID criteria provides that an aggregate index of the effectiveness 
with which resources are used in a developing country is the ratio of 
the increase in output to total investment in the economy. This ratio 
indicator, which takes account of better use of existing capital and labor 
as well as additional investments, increased from an average of 19.2 
percent during the pre-AUiance period of 1957-61 to 22.2 percent dur­
ing the Alliance period of 1962-65, as shown by the following table:

(In millions of constant 1958 pesos)

Average, 
1957-61

1962 1963 1964 1965 Average. 
1962-65

Gross national product ..............................................  
Annual increase in GNP............................................  
Total investments........................................................

21,684 
858 

4.479

24,909
1,120
4,805

25,785 
876 

4,780

27.342 
1,557 
5,058

28,141
799

4,899

26. 544
1.088
4.886

Ratio of total investment to increase in GNP(percent). 19.2 23.3 18.3 30.8 16.3 22.2

.1. IMPORTS OF NONESSENTIAL COMMODITIES

For the period January 1962 through July 1966, Colombia utilized 
about $78 million of its foreign exchange for the import of commodi­
ties categorized as being nonessential. A ID’s estimate of the maximum 
amount of nonessential imports represented an amount canal to 38 
percent of the $205 million which AID has provided Colombia in 
lionproject loans for the import of essential commodities from April 
1962 through the third quarter of 1966.

AID implied that Colombia was utilizing its own foreign exchange 
resources tor the production and purchase of essential commodities. 
In this regard AID informed Congress that nonproject loans to Co­
lombia were for the express purpose of helping Colombia carry out its 
development program through assisting in the financing of essential 
commodities. It is U.S. policy that only the additional imports eco­
nomically required to sustain the agreed increases in investment be 
provided and that any decision for extensive use of the nonproject 
assistance approach should rest in a careful analysis of needs and a 
clear agreement of the purpose of the nonproject support.

Outlined below is a schedule showing the maximum amount of com­
modities categorized by AID as being nonessential and imported by 
Colombia during the period January 1962 through July 1966:
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Category Amount 
in thoutanda 

2891. Cacao and cacao products, tobacco------ --------- - -------- --------
Oils, perfume, cosmetics, toiletries, explosives, fireworks, matches, 

photo, and cinema goods--------------------------------------------------
2.

3.
4.

Arms, ammunition, parts---------------------------------------
Clocks, watches and parts, musical instruments, sound equipment,

TV. and accessories-------------------—------- ---
5. Edible vegetables, roots and tubers, edible fruits, nuts, fruit l>eels-----

7. Carved or molded articles, brooms, brushes, powder puffs, sieves, 
tovs, games, sports equipment-------- -—---------- “77'”

8. Leather goods—saddles, harnesses, luggage, handbags—furs and fur 
products_____________________________________________

9. Precious stones and metals. Jewelry, coins------ ------------------ '..77.717
10. Wood and wood articles, charcoal, straw, basketware, wicker

11. Footwear, headgear, umbrellas, whips, feathers, art flowers, hair,
12 Carpets,inatH. tapestries, trimmings, net, lace, einbroidery, knitted 

and crocheted goods, textile apparel and accessories, other textile 
articles, old clothing. rags—.-------------------------------------

13. Passenger autos valued at over $3.000---------------------------------------
14. Works of art, collector’s Items, antiques------------------------------------  

Total ---------------------------------------------------------------------

25, (MX) 
9,554

4. 636 
3.178 
3,019

2. 533

s40 
NW

100

92 
<M) 
43

78, 491

The mission director informed us in October 1967, after we brought 
this matter to his attention, that the alwive amounts were maximum 
amounts of nonessential imports which may have entered ( olombia, 
because the data had been prepared in connection with nonproject loan 
negotiation, and that, in each category the maximum jiossible amount 
was shown. He also pointed out that these imports represented only 3.7 
percent of Colombia’s total imports during the period, and he pro­
vided the following analysis concerning the list of nonessential
commodities. , , . . ,

1. The $26 million of category 1 was for cacao which has rep­
resented a staple in the Colombian diet for years.

2. The $25 million for category 2 was further categorized as 
$8 million for oils and perfumes, which include oils and essences 
for industry, food products, soap, and other essential items* $. 
million in explosives which includes fireworks and explosives for 
mining and construction; and $12 million in photographic prod­
ucts which includes consumer goods, scientific and educational

for industry, food proc

films, and X-ray plates. . . . ...
3. Category 3 was included by the mission because it could in­

clude arms for consumer use although it could be assumed that the 
majority would have been for militant use.

\searly as 1959 AID had established the goal of gradually eliminat­
ing the importation of those products that could lie produced within 
Colombia, including cacao and edible oils. Prior to the Alliance, the 
\ID technical assistance program for cacao had surveyed most of 
Colombia to find the most, desirable regions for this crop and AID de­
termined that the importation of cacao could be eliminated by 1966. 
The volume of cacao and edible oil imports increased 75 and 56 per­
cent respectively, during the 5 years of the Alliance as compared with 
such’imports in the 1957 61 penod, although population increased only 
17 percent.
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1. Agency comments

than 2 neS^ lmPorts ^Presented less
i?;iL.P total Colombian imports over the period we had

2. Evaluation of Agency comments
It should be noted that the mission stated that the $78 million of “ o? aS -nessenM^tpr^

KThaV/p^^^^ lmP°rtS dU™g the pe™d- 

shoS ld e educSabasic question o f whether AID^oes

to tb« country ^Colombia the
3 °f SUC1 lmPorts from January 1962 through July 1966 ren 

resented an amount equal to 38 percent of the $205 million of VID non 
^^P^^ to Colombia duringthe pe-‘ 

rioa Apnl 1962 through September 1966. * p

K. CAPITAL FLIGHT

r C°Untries’to accept de’
Capital flight, which generally is inevitable to some extent in a de- 
oping country, represents poor utilization of resources in that tho

Ak “ reP°? Prepa^^ a member of the consultative group re 
^aiding capital flight in developing countries, concluded that in’the 
mostd Paym^ th* maSnitude of Spital flight 4aS

1964^h!, n AID made n° of the amount of capital flight in 
&nm^ Cap?-al fli,ght Prob,em o*^ thPe Colombian 
rX™JX^ S;''PPOrt'ng the capital market and the exchange 
rate serving it. No estimate of the amount of capital flight was mate
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by AID for 1965 or 1966. A member of the consultative group reviewed 
the problem in 1965 and estimated that the bulk of an estimated 
million decline during the first half of 1965 in Colombia’s international 
reserves was accounted for by capital flight. .

AID has indicated that the imposition of strict exchange controls 
by Colombia—such as (1) providing for continued vigilance in scru­
tinizing import registrations as a means of controlling any over- 
invoicing, (2) maintaining administrative control over the transfer 
of capital with the objective of obtaining a better utilization of the 
nation’s foreign exchange resources, and (3) establishing definite and 
stable norms that govern remittance of profits and principal of foreign 
capital investment—may curb capital flight to a major extent but that 
these controls will also restrict foreign investment which is needed 
for accelerated economic development.

The mission director informed us in October 1967 that exchange 
controls may be deemed necessary as an interim measure for control­
ling capital flight but that the only feasible answer in Colombia is the 
achievement of the political, economic, and social stability required to 
keep private capital within the country and this stability can be 
achieved only through long-term development efforts.

L. HUMAN FLIGHT

In addition to flights of monetary capital, Colombia has experienced 
flights of human capital. A member of the consultative group reviewed 
the situation and found, using U.S. Department of Justice informa­
tion, that over 800 professionals from Colombia entered the United 
States in 1965 with immigrant visas. These professionals included 
physicians, engineers, professors, nurses, and others who were capable 
of contributing to Colombia’s economic and social development efforts. 
In addition, there could have been losses of professionals to countries 
other than the United States as well as some influx of professionals 
into Colombia. However, it appears reasonable that the factors which 
would cause professionals to leave Colombia would also tend to prevent 
professionals from entering Colombia.

VIII. Program Management

A. U.S. EXPORTS TO COLOMBIA

Information furnished to the Congress by AID may cause the reader 
to believe that the funds appropriated for AID’s commodity import 
programs in Colombia result nearly 100 percent in additional U.S. 
exports to Colombia and that, therefore, these programs have little 
or no negative effect on the U.S. balance-of-payments position. Our 
analysis of AID data indicates that this is not the case, inasmuch as 
the relative share of Colombian imports from the United States has 
been decreasing since the beginning of the Alliance despite the sub­
stantial infusion of AID assistance for commodity imports.

A prime U.S. goal with respect to AID commodity import pro­
grams in Colombia is to insure “additionality.” Additionality means 
that AID financing is to be used for U.S. goods and services which 
would not have been exported in the absence of AID. The policy of 
relating AID programs to the U.S. balance-of-payments problem was 
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by Air^Q 195^ foll^ing aggregate analysis shows
TT Q V U.S. market share of Colombian imports not financed 

u aw U) has steadily decreased since the beginning of
the Alliance, and (2) has decreased from an average of 53.9 percent 
or the 5 years prior to the Alliance to an average of 42.4 percent for 

the 5 years since the beginning of the Alliance: 1

(Dollar amounts in millions]

1957 1958 1959 1960 1961
Average, 
1957-61

1. Total Colombian imports____________
2. Total Colombian imports not financed with US $483 $400 $416 $519 $557 $475

assistance. _ 473 354 368 504 4913. 1 mports from U.S. not financed with U S assist- 438
a nee____ 97Q 192 201 281 227 236

4. U.S. market share of 2 above (percent)________
—

59 54.2 54.6 55.8 46 53.9

1962 1963 1964 1965 1966
Average, 
1962-66

1. Total Colombian imports_______ ______
2. Total Colombian imports not financed with U S $540 $506 $586 $453 $674 $552

assistance 488 424 511 400 5913.1 mports from U.S. not financed with U S assist- 483
ance_____ 232 181 208 164 241

4. U.S. market share of 2 above (percent)............ .
205

47.5 42.7 40.7 41 40.8 42.4

anv on fhp TT Vll°ef 11Ot ^d® an estlmate of the positive effect, if 
of yATD dnH '1' ^^^payment position resulting from the use 
which ml v i^ y Colom^la thl™gh trade channels to third countries 

^a>’ln tnrlh use them to purchase goods in the United States.
S ich an estimate is not included because neither the mission nor AID 

m Ve any direct evidence showing the effect, if any, that this 
eedback has on the U.S. balance-of-payments position.

the United States would have ieahzed $276 million m additional exports to Colombia during the first 
• yeais of the Alliance, had the U.S. average pre-Alliance mar- 

share been maintained and had 100-percent additionality been 
achieved from AID-finan commodities. This amount represents 
of n’maild V1 Pre-A1Jiance market share to the extent
million of UD^n a f^!Ure .achiev? additionality with the $236 
million of AID commodity assistance during the period.

[In millions of dollars]

1962 1963 1964 1965 1966 Total, 
1962-66

Amount of imports from United States if average pre-Alliance ■------------

share had been maintained (53.9 percent of line 2 o'f above 
seneu u le; _ _ _ _ __ _

263
38

229
60

275
56

216
23

319
59

AID-fmanced Colombian imports_____________ 1,302
236

Total imports from United States if average pre-Alliance
snare had been maintained and 100-percent additionality 
had been realized______ 1 301

270

289

241

331

264

239

187

378

300

1,538

1,262

assistance, imports from United
States plus AID-financed imports____________

Extent to which additionality was not achieved............... . 31 48 67 52 78 276
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As shown above, the average U.S. market share decreased from 53.9 
percent during the 5 years prior to the Alliance to 42.4 percent during 
the first 5 years of the Alliance. The 11.5-percent average U.S. market 
share loss identified above has been offset by increased market shares 
by other countries as shown below:

[In percent)

1957-61 1962-66 Decrease Increase

United States------------------
Western Europe and Japan.
South America_________
Communist bloc countries.
Central America--------------
All others-----------------------

53.9
35.5

42.4 11.5
41.5__________

5.9.......... . ........

3.9

6.0

Total....................-.................................-.....................- l°°-° 100-°

As shown above Colombia is obtaining a greater percentage of its 
imports from Western Europe and Japan, from the Latin American 
Free Trade Association (LAFTA), and from Communist bloc coun­
tries with which it has entered into compensation agreements (for 
example, agreements which provide for balancing the trade account 
between the participating countries in commodities rather than m for­
eign exchange). The mission has endorsed the pursuits of LAFTA. 
However, in this regard the mission plans to continue discussions with 
the Colombian Government concerning the several disadvantages of 
nonproductive compensation agreements.

Actions taken by AID through August 1967 in attempting to achieve 
additionality have included: . .

—Specifying commodities to which AID financing is limited and 
publicizing the commodities on nonproject loan positive lists— 
lists that outline commodities that can be purchased with non­
project loan funds. Commodities to be listed are determined, 
almost without exception, on the basis of the possibility of in­
creasing the U.S. percentage of total Colombian imports.

—Cooperating with the export promotion activities of other 
branches of the U.S. Government.

—Seeking to help the Colombian Government realize that the U.S. 
Government intends to make available funds for financing prod­
ucts which will contribute to Colombia's development while, at 
the same time, taking into consideration the U.S. balance-of- 
payments problem.

In addition to the above, the mission has recently arranged with 
the Colombian Government to obtain current information regarding 
all licensing by the Colombian Superintendency of Foreign Trade so 
that the U.S. market share, the extent of additionality, and other 
related factors can be evaluated on a more timely basis than in the 
^AID reported to the Congress in March 1967 that one step taken to 
insure additionality in AID-financed commodities had been to refuse 
to finance items, such as spare parts or goods in which the United 
States is strongly competitive, which a recipient would buy in the 
United States in any event because they were available at reasonable 
cost only in the United States. In this regard we noted that as of 
June 30, 1967, the mission had permitted the use of $39.7 million, or

21-145—69------12
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about 19 percent, of nonproject loan funds for motor vehicle spare 
parts. However, motor vehicle spare parts were not included as an 
eligible item for AID financing under the May 1967 nonproject loan.

We found no evidence that AID had considered specifying normal 
import levels fo- commodities to be purchased from the United States 
be fore AID financing could be drawn upon or had considered the 
political costs of this or other similar control measures. However AID 
had included a provision, in its May 1967 $100 million nonproject loan 
to Colombia, that during the period of the loan, June 1967 through 
March 1968, the U.S. market share of Colombia’s non-U.S.-financed 
imports would not be substantially less than the recent historic ratio. 
I his provision may be subject to rather broad interpretation since 
neither the term “substantially less” nor the term “recent historic 
ratio” is further defined.

. ^mmenting on the matter of additionality, the mission noted 
that the U.S. market share of Colombian non-U.S.-financed imports 

rapidly declining prior to the Alliance. We were also informed 
that, after the goal of achieving additionality was adopted by AID 
some time elapsed before this goal was given priority over other 
objectives sought in AID lending. In this regard it was pointed out 
that it has been only. since 1964—65 that AID has begun to give the 
achievement of additionality priority over other desirable objectives 
in its program in Colombia.

B. MANAGEMENT REVIEWS OF OVERALL AID STRATEGY AND EFFECTIVENESS 
IN COLOMBIA HAVE NOT BEEN MADE

No independent overall reviews of the adequacy and effectiveness of 
AID strategy have been made by AID or the Department of State dur­
ing the Alliance for achieving U.S. developmental objectives in Colom­
bia. Although three units of AID—the AID/Washington internal 
audit staff, the Inspections and Investigations Staff (IIS), and the 
Operations Evaluation Staff (OES)— and the Inspector General of 
Foreign Assistance (IGA) in the Department of State do not have 
responsibility for administering AID country-assistance programs, 
they do have responsibilities for reviews in connection with AID 
programs.

Our review of data on work performed during the Alliance in 
connection with the AID program in Colombia, made available to us 
by these units, showed that such work involved examination of indi­
vidual projects or other special matters. The AID/Washington internal 
audit staff has performed work concerned with numerous individual 
project loans and the financial and administrative operations of the 
mission. We found that the work performed by the IIS pertained to 
investigating allegations of illegal activities involving AID resource* 
We were informed by officials of the OES that their staff had not per­
formed any work pertaining to Colombia. The IGA examined into a 
number of individual AID projects and matters.

We believe that the magnitude of the program and the relative im­
portance of U.S. developmental objectives in Colombia indicate a need 

independent overall reviews of the adequacy and effectiveness of 
AID strategy at appropriate intervals by knowledgeable internal or 
external officials having no direct responsibility for management of 
the program in Colombia.
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C. INADEQUATE ARRIVAL ACCOUNTING SYSTEM

The procedures established by AID to meet its responsibility for 
monitoring the receipt of AID-financed commodities in Colombia were, 
in our opinion, not adequate to insure that all commodities had been 
actually received because the mission was not obtaining the informa­
tion needed to identify those commodities which should have been 
received in Colombia.

The mission has established an arrival accounting system to deter­
mine the arrival of AID-financed commodities and their movement 
from customs warehouses into Colombia’s trade channels. Our review* 
showed that the system was seriously weakened through the failure 
of the mission to receive, as required by AID regulation, (1) copies of 
bills of lading for commodities financed by nonproject loans; and (2) 
monthly reports from the Government of Colombia of arrivals and 
paid shipments.

In October 1967, we reviewed mission records to determine the ex­
tent that suppliers had submitted the required bills of lading to the 
mission representing paid shipments under nonproject loans for the 
periods January through March 1966 and March 1967. We found that 
U.S. suppliers had failed to submit the required documentation for 
commodities amounting to about $350,000 and $160,000, representing 
36 and 40 percent of the total paid shipments for the periods stated 
above, respectively. The mission files did not show that the mission 
had made any followuip attempts through October 1967 to obtain the 
required information from suppliers. In addition, mission personnel 
informed us that the Colombian Government did not submit a report 
to the mission showing arrivals and paid shipments nor did mission 
files show that such a report had ever been requested.

The mission contracted with a public accounting firm in January 
1967 to establish files of shipping documents and to check the shipping 
documents against the AID list of paid shipments. Since to a large 
degree the required bills of lading had not been received by the mis­
sion, the value of this exercise w*as limited in terms of insuring that 
commodities financed by AID w ere actually received by Colombia.

AID informed us in August 1966 that it was concerned with arrival 
accounting in all countries and had attempted to make U.S. sup­
pliers more responsive to the requirement for submitting bills 
of lading and invoices. In addition, AID informed us that it was 
stressing the responsibility of the borrower to perform the arrival 
accounting function to the extent possible, to make reports to the 
mission on commodity arrival, and to identify those items which had 
not arrived after an appropriate period of time.

After w*e brought these matters to the mission’s attention, the mission 
director informed us that the mission was establishing a procedure 
to notify noncomplying U.S. suppliers to submit the required shipping 
documents and was working out arrangements with the Government 
of Colombia to receive monthly transaction statements evidencing 
arrival of commodities financed with nonproject loan funds.
1. Agency comments

AID informed us, in its comments dated March 19, 1968, that our 
report did not reflect the mission’s end-use audits and considerable test­
ing of import procedures, and AID also pointed out that such audits 
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and tests had revealed no instance of mismanagement but had indicated 
*hat AID-financed goods were properly arriving in Colombia and 
entering the economy.
2. Evaluation of Agency comments

As discussed earlier, the mission was not obtaining information 
needed to identify a large percent of shipments of AID-financed com­
modities which were to have been delivered to Colombia. Our test check 
for the periods January through March 1966 and March 1967 revealed 
that documentation was not available for commodities amounting to 
about $350,000 and $160,000, representing 36 and 40 percent of total 
AID-financed commodities for these periods, respectively. Without 
this documentation showing what AID-financed commodities were to 
arrive in Colombia, mission auditors could not determine whether 
such commodities had or had not arrived. The mission director in­
formed us in November 1967 that the mission -was working out arrange­
ments to obtain the necessary data.

D. NEED FOR IMPROVEMENT IN AID MANAGEMENT OF GENERATED LOCAL 
CURRENCY RESOURCES

Our review of AID management of the approximately $244 million 
worth of Colombian currency generated by U.S. nonproject assistance 
to Colombia, during the period 1962 through mid-1967, revealed that:

The allocation of these funds to the various economic and social 
sectors, to a large degree, did not follow the AID-established 
priorities—in this regard, we believe that the allocations should 
more closely parallel priorities—and
A system had not been established to monitor and periodically 
evaluate the progress of certain projects, or activities for which 
local currency was released.

AID has the responsibility for programing the use of all local cur­
rency generated by U.S. nonproject assistance. These currencies do not 
represent additional resources; only the dollar-financed imports that 
generate them are additional. They do, howyever, represent a claim 
against Colombia’s domestically available resources and, as such, con­
stitute an important tool of assistance to be used by AID to improve the 
total pattern of Colombia’s resource use. In this regard AID guidance 
provides that the subject local currency is to be allocated to established 
AID priority activities.

T.he flowing schedule shows the extent to which AID allocated 
available Colombian currency to AID priority activities during the 
period 1962 through September 1967.

8.5
40.3
51.1

Total local 
currency

Percent of total releases for activities assigned AID priority

Year
releases 
(millions 
of U.S. 
dollar 

equivalents)

1 2 3 4 5 6 7
No AID 
priority 

(percent)

-------- 71.2
13.2 45.9

*28.4 3.2
1.0 36.9

16. 0 48. 4
13.0 35.8

3.6 ------------------------------------- 13.7
18.1 8.2 3.0 18.4______
12.4 10.2____
8.9 8.7 .4 2.8 '9.'5

14.4
13.0
20.9

1962_________ $29.9
1963___________  . 50.9
1964___ 13.8
1965_____ 52.6
1966_________ 36.1
1967________ _____ 59 8

1962-67................... 243.1
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The priorities assigned to basic AID goals in Colombia have varied 
from year to year during the Alliance. The following schedule shows 
AID’s allocations of local currencies with the goals ranked in accord­
ance with the relative priorities assigned from 1962 through September 
1967.

Primary goals by rank

Total local 
currency 

allocations, Percent
1962-67 of total

(millions allocation
of U.S. 
dollars 

equivalents)

Financial balance/export development. 
Education_______________________ 
Agriculture_____________________  
Amelioration of social unrest_______  
Industrial development___________  
Planning_______________________  
Transportation/electric power______

Total_____________________

$90.1
15.0
42.2
53.9
6.3 

i 12.4 
123.2

243.1

37.1
6.2

17.3
22.2
2.6
5.1
9.5

100.0

i Included in these figures is a total of over $23,000,000 representing allocations of local currencies into these 2 areas 
prior to their being assigned an AID priority goal.

As can be seen from the above, during the Alliance AID has made 
about as much local currency available for its fourth most important 
goal as it has for the total of its second and third priority goals. In 
fact, local currency releases for AID’s second most important goal 
were less than for its least important goal. In this regard the mission 
director has informed us that (1) the major responsibility for estab­
lishing appropriate allocations of the subject local currency m Colom­
bia has rested with the Government of Colombia and (2) AID believes 
that its priority objectives in Colombia and the allocation of local 
currency are not necessarily correlated, due to frequent bottlenecks 
that have imposed restraints on the efficient use of such resources.

Education has been an AID top-priority goal in Colombia since 
1962, ranging from priority 1 in 1962 to priority 4 in 1967. As pointed 
out earlier in this report, a major factor contributing to Colom­
bia’s lack of real progress in education during the Alliance has been 
a lack of funds. Since 1962 AID has released the equivalent of $la 
million in Colombian currency, or about 6 percent of the total releases, 
for education purposes in Colombia. This compares, for example, with 
the equivalent of $42 million, or about 17 percent of the total releases 
since 1962, released for activities with no assigned priority or tor the 
lowest three AID priority activities. Of special significance is the tact 
that both AID and the Colombian Government have long recognized 
that education is one of the areas which will determine the success or 
failure of Colombia’s development program. The mission informed 
us that a principal reason why more local currency was not jointly 
allocated to Colombian education during the Alliance was Colombia s 
need for a comprehensive educational plan.

After allocations of local currency resources are made, the mission 
has the continuing responsibility for monitoring and evaluating the 
progress of each project or activity supported. We reviewed alloca­
tions for 10 different projects totaling the equivalent of $29 million, 
or 12 percent of total allocations during the Alliance. We found that 
the mission had not monitored the progress of five of the 10 projects. 
In this regard AID policy provides that releases of local currency are 
to be made only after satisfactory certification of progress.
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^^i196,5. ^^mation of AID projects in Colombia,1 we reviewed 
P^te F™d (PIF) project for which

AID had released the equivalent of $37.8 million in local currency 
o%™“ Sh°Wed’ am°ng °ther thingS’that siSnificant amounts

1 . Used for the purpose of increasing the production of sugar 
for export contrary to U.S. policy and legislative intent. g

2 Loaned to firms that already had sufficient credit or other 
resources available to finance their proposed projects.

3 . Loaned to large enterprises although professional studies 
^tnifi°ln^d J™11' and medium-sized firms which had a 

§r?wth and for replacing necessary im­ports had the greatest need for credit. y
4 Channeled through private commercial banks that were per- 

“.Frisk fees t0 the of e®ort

rpl^LC°?Cf£hat. S? P™c'Pal cause of these situations was the 
release of funds by AID without first establishing adequate criteria 
funds” r rCSPeCt ‘° thC UtiIi2ati0n and Management of the

E. INADEQUATE CONTROLS TO INSURE USE OF AVAILABLE EXCESS PROPERTY 
AS A FIRST SOURCE OF SUPPLY

Our review showed that the mission had made no efforts to insure 
FpdtralT Pe^°nal ProPerty, owned by AID or available from other 

ederal agencies, was used as the first source of supply for public sector 
'-Project a&neeToanfond” 

r review was a followup to our 1964 multicountry review 2 in which
Xctive^ilrt7 1 ?°SltlVe StepS by AID Were re(luired t0 achieve 
|ram utlllzatlon of excess property in the foreign assistance pro­

in hFP P^J^y1S to promote the optimum utilization of excess property 
in the implementation of AID projects and programs. This polFcv is 
Inithe Foreign Assistance Act of 1961, as amended 
and the Federal Property and Administrative Services Act of 1949 
as ̂ mended, which provide, in effect, that AID shall, as far as practi­
cable utilize excess property as the first source of supply. Optimum 
motion of excess property serves to complement the accomplish­
ment of AID programs, either through dollar savings by substituting 
excess property for new material or through dollar stretching bv 
complementing the material assistance programed.3 g y

Ihe mission did not have information showing specifically what had 
been or was to be imported by Colombia with AID nonproTect loan 
funds or the extent to which such imports were for Colombia’s public 
sector. We believe that without this information it was not possible 
for the mission to insure that excess property was used to the maximum 
e^Ss nrorartv^ firSV°UrC® Of In regard the mission’s 
excess property officer informed us that no excess propertv had been used m connection with AID nonproject assistance ^Colombia

In our above-mentioned April 1965 report, we pointed out that posi-
: IBP 

t?onshTps^
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tive steps by AID were required to achieve effective utilization of 
excess property in the foreign assistance program. We recommended 
that the Administrator, Agency for International Development—

1. Require aid-recipient countries to furnish more complete 
information on proposed U.S.-financed property purchases.

2. Direct those individuals responsible for procurement activi­
ties to diligently screen proposed new procurements against excess 
property listings with the view of substituting available excess 
property in lieu of new procurement.

3. Require a written certification from responsible individuals 
that, for each purchase of new property, either no suitable excess 
property was available or available excess property was not used 
for a stated reason.

4. Require appropriate review and policing of excess property 
utilization in the aid program.

After the release of our report AID informed us that procedures 
were being devised to insure that missions review foreign government 
procurement specifications financed with AID funds and that missions 
were being required to make and document screenings, in advance of 
procurement, for the purpose of substituting excess property for pro­
posed purchases. AID informed us also that periodic reviews would be 
made regarding the adherence to the excess property screening require­
ments of AID procurement policy. .

As pointed out above, the AID mission in Colombia had not obtained 
information showing specifically what had been or was to be imported 
by Colombia with AID nonproject loan funds or the extent to which 
such imports were for Colombia’s private sector. Also we were unable 
to find evidence that periodic reviews had been made by AID/Wash- 
ington of the mission’s adherence to AID excess property utilization 
requirements.

We brought this matter to the attention of the mission in September 
1967. In November 1967 the mission director informed us that the 
mission and the Colombian Government had discussed and worked 
out a practical procedure to insure optimum utilization of excess 
property in connection with AID nonproject loans. He informed us 
also that the procedure would attempt to insure that a maximum 
amount of Government procurement outside nonproject loan assist­
ance take the availability of U.S. excess property into consideration. 
In this regard the Colombian Government furnished the mission infor­
mation showing that about $50 million in new procurement had been 
made by governmental entities in Colombia during the first 8 months 
of calendar year 1967, of which $1.9 million was financed with AID 
nonproject assistance loan funds.

F. NEED FOR OTHER IMPROVEMENTS IN AID MANAGEMENT

Our review indicated certain weaknesses in AID management in 
other areas. These weaknesses, which are discussed in detail below, 
include the application of a disproportionately small amount of audit 
effort to nonproject activities, the delay in collecting reimbursement 
for ineligible procurement, and the relative lack of success during 
the Alliance of AID strategy for securing other bilateral assistance 
donors to Colombia.
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1. Limited audit effort on nonproject assistance activities to be 
increased

During fiscal years 1963 through 1967 the mission applied a dis­
proportionately small amount of its available internal audit effort on 
nonproject type of assistance. The mission director informed us, after 
we brought this matter to his attention, that the amount of audit effort 
to be used for nonproject assistance matters in 1968 will be substan­
tially increased.

AID records, as summarized in the following schedule, show that, for 
fiscal years 1963 through 1967, only about 12.4 percent of the total 
mission audit effort was expended on AID nonproject assistance, al­
though such assistance constituted more than one-half of the total 
assistance for which the mission had audit responsibility.

Type of assistance
Man-months Percent of 

of audit audit effort 
effort applied

Amount of Percent of 
assistance assistance 
(millions)

Nonproject.... 
Project______  
Public Law 480. 
Other_______

Total...

27.8
85.6
72.3
37.8

12.4
38.3
32.4
16.9

> $205.0 
58.7 
80.4 
54.2

51.5
14.7
20.2
13.6

223.5 100.0 $398.3 100.0

fiscal yearO196n7dUde the $100’000-000 nonproject loan signed in fisca lyear 1967 for which there were ne disbursements in

AID records show also that the AID/Washington audit staff has 
not audited the AID nonproject assistance program in Colombia since 
September 1964. In November 1966 the Inspector General of Foreign 
Assistance made checks at four Colombian ports and found no dis­
tressed cargo; that is, commodities which have not entered Co­
lombia s trade channels within 90 days after arrival in Colombia.

Mission audit effort expended on nonproject assistance during the 
above period was directed principally toward reviewing Colombia’s 
system tor getting AID-financed commodities out of port warehouses, 
Colombia s complying with AID loan agreements, and assuring that 
appropriate amounts of local currency were deposited. Consideration 
was not given to such matters as (1) the relative priority or essentiality 
o± Colombian imports, (2) the degree to which specific commodities 
were stockpiled as a hedge against inflation, (3) the adequacy of mis­
sion controls to insure optimum utilization of available excess prop­
erty m lieu of new procurement, and (4) the overall adequacy of the 
mission’s arrival accounting system.

In response to our inquiry the mission director pointed out that the 
mission audit program represented only one aspect of the mission’s at­
tention to nonproject assistance activities, and the AID project and 
Public Daw 480 food program activities required more audit effort for 
adequate coverage than did the more homogeneous nonproject pro­
grams He also informed us that the mission planned to use over one- 
halt ot its 76.5 man-months of audit effort in 1968 on the AID non- 
project assistance program.
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(a) Agency comments
AID, in its comments dated March 19,1968, informed us that it was 

currently conducting a comprehensive survey of audit activities in 
connection with AID-financed program assistance worldwide and that 
the Colombia program was being thoroughly reviewed as a part of this 
survey.
2. Delay in collecting reimbursement for ineligible procurement

We found that AID had not initiated action to collect about $161,077 
from the Colombian Government for ineligible procurement under the 
$60 million fiscal year 1963 AID nonproject loan. However, after we 
brought this matter to AID’s attention, a bill of collection was pres­
ented to the Government for the subj ect amount.

In reviewing the evidence of procurement submitted by the Govern­
ment of Colombia between December 1962 and April 1963, in connec­
tion with a $13 million cash advance under the $60 million nonproject 
loan made to Colombia in December 1962, we found that AID had 
determined that documentation representing procurement totaling 
$161,077 was ineligible under the terms of the loan. However, a bill of 
collection for this amount had not been issued by AID. We brought 
this matter to AID’s attention in August 1967 so that AID could issue 
an appropriate bill of collection and could check its procedures to as­
certain whether this delay was an isolated oversight or represented a 
weakness in its procedures. AID presented a bill of collection to the 
Government on January 17, 1968—a few days prior to the expira­
tion of the statute of limitation for the filing of a refund claim.

Agency officials informed us on March 27,1968, that the Colombians 
agreed to reimburse AID the $161,077 by June 16,1968.
3. Limited AID success in securing other bilateral assistance donors to 

Colombia
Available data shows that relatively little assistance has been pro­

vided to Colombia by other donor countries during the Alliance-for- 
Progress period, although a major U.S. objective has been improve­
ment in the amounts and terms of such assistance.

U.S. policy is to work with other free-world aid-donor countries to 
encourage increased amounts of aid to developing countries with ap­
propriate terms consistent with the debt-servicing capacity of individ­
ual recipients. AID is to act as a catalyst to stimulate others to pro­
vide assistance to the developing nations.

Information provided by AID shows that only three loans have 
been made by foreign governments to Colombian governmental en­
tities during the Alliance-for-Progress period, amounting to the equi­
valent of $7.4 million, as outlined below:

Lender Borrower Year Amount
(millions)

Netherlands_____________________________  Central government--------------------------------- 1964 $1.4
Germany_____________________________________ do---------------------------------------------------- 1966 5.0

Do.........................   Local government_____________________ 1966 1.0

Total............................................................................................................................................................... 7.4

In addition, according to a special study by AID, nine European na­



178

tions and Israel during 1965 provided Colombia with a total of about 
$1.5 million in technical assistance. Data was not available on the 
amount of technical assistance, if any, provided to Colombia by these 
or other country donors in other years.

An AID $10 million project loan for a Colombian private investment 
fund was justified, in part, on the basis that it would constitute power­
ful pressure on other potential lenders, such as the European coun­
tries and Japan, to make funds available on suitable terms to the PIF 
for foreign exchange. In this regard the $5 million loan from Germany 
in 1966 was for Colombia’s PIF.

AID has determined that participation by other governments in 
assistance to Colombia has been small mainly because of unfavorable 
terms and the lack of planned projects in Colombia. In this regard 
the mission informed us, in November 1967, that smaller aid-giving 
countries frequently prefer to extend assistance to the developing 
countries by means of the international lending agencies in the form 
of quota subscriptions, purchase of bonds issued by these agencies, and 
creation of trust funds. We were also informed that European coun­
tries, during the period 1964-67, were reluctant to proceed with 
increased development assistance for Colombia because of the IBRD’s 
reluctance to endorse Colombia’s development program due to 
inadequacies in Colombian financial policies and the lack of sufficient 
projects for financing.

IX. General Agency Comments and Our Evaluation Thereof

In its comments dated March 19, 1968, and in additional comments 
presented on April 19, 1968, AID made the following statements con­
cerning accomplishments of the Colombian Government during 1967:

It is unfortunate that the GAO investigation was not begun several months 
later, because the timing made it difficult to take into consideration the ex­
ceptional performance of President Lleras Restrepo’s administration during 
1967. * * *

A leading international agency indicated that the principal conclusion to be 
drawn from its review of Colombia’s economic performance in 1967 is that after 
a year and a half in office, the present Government is fulfilling the high expecta­
tions held in Colombia and abroad for much needed improvements in economic 
policy design and implementation. This institution found that Colombia’s record, 
together with the improved balance of payments management fiscal achieve­
ments and rapidly rising investment expenditures, give promise of a high rate 
of growth.

The review of a leading regional organization complimented the Government 
of Colombia on its good use of fiscal, monetary, and exchange policy during the 
year. The organization’s recommendations included continued new external 
financing in 1968 with an important portion of this amount required in the 
form of nonproject lending.

Also, AID stated that our report detailed areas in which the per­
formance of both the Colombian and AID programs can be improved 
and stated that this contribution is not to be minimized. AID, however, 
commented that shortcomings in the basic approach and the style of 
presentation resulted in an unnecessarily negative appraisal. AID’s 
specific comments concerning each of these matters are outlined and 
evaluated below:

AID comments.—Regarding our basic approach, AID, in effect, 
stated that:

—AID nonproject assistance to Colombia should not be measured 
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against Alliance and AID-established or AID-supported goals 
but instead should be evaluated against the validity and success 
in achieving certain central aims. AID identified these central 
aims as a relatively few but central Colombian policy and per­
formance measures relating to monetary and fiscal actions, invest­
ment programs, and balance-of-payment policies.

—Increased emphasis should be given to the impressive performance 
of the current Colombian administration, which has been in office 
since August 1966.

—Most of the four proposals made to the AID Administrator have 
have been AID practice for some time.

Evaluation.—AID’s first comment above raises the basic question: 
What is the best or most appropriate method for measuring the success 
of AID’s nonproject assistance program in Colombia ? AID contends 
that the success of its assistance should be evaluated against the validity 
and success of securing Colombian performance with respect to a rel­
atively few but central development policies and practices. We do 
not agree. AID’s nonproject assistance to Colombia during the Alliance 
has been directed toward the economy as a whole. The basic purpose 
of, and justification for, this assistance was to permit Colombia to 
attain an increased level of economic and social development and 
specific Alliance and AID goals.

To consider the success of AID’s assistance to Colombia as AID sug­
gests, exclusively in terms of w’hether Colombian performance has 
been achieved with respect to a relatively few central policy actions 
and measures, without considering or assessing the extent to which 
such performance has resulted in improvement in Colombia’s economic 
or social progress, is not only contrary to the implication of AID’s 
public pronouncements but is tantamount, in our opinion, to attempting 
to assess the effectiveness of a strategy without evaluating the success in 
attaining stated objectives achieved by that strategy.

The ultimate AID purpose of securing Colombian performance with 
respect to its development policies and practices is to correct causes 
that have been determined by AID to be adversely affecting Colombia’s 
attainment of a greater degree of economic and social progress—the 
joint and overall Colombian, Alliance, and AID goal. Thus, in our 
opinion, the validity of, and AID’s success in attempting to achieve, 
such policy changes are innate to and reflected in the degree to which 
Colombia’s economic and social progress has met established goals.

As a means of assessing the relative improvement in Colombia’s eco­
nomic and social progress during the Alliance, we utilized a trinal 
approach—as outlined in AID guidance—which involved analyzing 
both Colombia’s aggregate and sectorial progress against its past prog­
ress, against self-established goals, and against the comparative prog­
ress of other countries in somewhat similar circumstances. The extent 
to which each measure was used depended, in large part, on the relia­
bility and comparability of available data. As a part of such analyses 
we identified, and measured the progress made during the Alliance 
toward, specific Alliance and AID goals.

With respect to AID’s comment that sufficient emphasis is not 
given in our report to the impressive performance of the current Co­
lombian administration, we have incorporated into our report addi­
tional data made available to us by AID in March 1968, with respect to 
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this performance. It should be noted, however, that our report contains 
information on a number of specific Colombian Government actions 
taken during 1967 favorable to Colombian development. For example, 
we discussed several actions taken by the Government for the purpose 
of increasing exports and we pointed out that in March 1967, Colom­
bia eliminated the artificial petroleum exchange rate and that industry 
officials reported that this action would give a real boost to petroleum 
investment in Colombia. We believe the real test of these and other 
actions taken by the current Colombian administration will be in terms 
of the future results that they produce.

AID’s final comment above points out that most of the four propos­
als that we made to the AID Administrator have been AID practice 
for some time. We have included an evaluation of AID’s specific com­
ments, with respect to each of our proposals in section X.B.

AID comment.—With respect to the style of our presentation, AID 
stated that, although we included its views on most of the matters dis­
cussed in our report, certain of our conclusions remain unaltered in 
the face of modifying explanations by AID. In support of this state­
ment, AID cited that its explanation relating to Colombia’s nonessen­
tial imports—to the effect that such imports represented less than 3.7 
percent of total Colombian-financed imports—was included in our 
report but that, nevertheless, we failed to modify an. original statement 
on the matter.

Evaluation.—First, it should be noted that our report contains no 
conclusions with respect to this matter. Our report does, however, in­
clude data showing the extent to which Colombian-financed imports 
during the Alliance have been classified by AID as being nonessential. 
Our report includes also AID’s explanation that such imports repre­
sented only a small percent of total Colombian-financed imports. We 
did not delete this factual data from our report, because we believe it 
educes a basic question of whether AID does or should condition its 
assistance on agreed-to limits of such imports in recipient countries 
such as Colombia, where such imports, although they represent only 
a small percent of total imports financed by the countrv, do represent 
an amount equal to a significant proportion of the AID commodity 
assistance provided to the country. In Colombia such imports from 
January 1962 through July 1966 represented an amount equal to 38 
percent of the $205 million of AID nonproject or commodity assist- 
1966 ^rov^e^ Colombia during April 1962 through September

Aid comment.—AID requested that w’e publish a condensed version 
of mission responses to 31 of the different matters raised during our 
review and included in this report. AID also requested that we include 
the Agency’s letter of December 21, 1967, to the Comptroller General, 
which contained AID’s comments on an earlier GAO report on AID 
development projects in Colombia.1

Evaluation.—We do not believe that the inclusion of the subject 
mission responses w’ould serve any practicable or useful purpose, since 
we have taken these responses into account, where appropriate, in pre­
paring this report. After analyzing the Agency letter of December 21, 
1967, we concluded that, because of the combined length of the subject 
letter and of our analysis of the letter it would be more practicable

1 GAO report, B-l61882, dated Sept. 21,1967.
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to make these documents available upon request to the committee or 
other interested parties as separate documents.

X. Conclusions and Proposals

A. CONCLUSIONS

Colombia’s unusual potential for growth and development has long 
been recognized by AID and other international lending agencies. 
Nevertheless, as shown by the preceding sections of this report, Colom­
bia’s economic growth and social progress during the Alliance has been 
substantially less than planned because of, in large part, problems 
encountered in Colombia’s own self-help performance.

It, should be noted, however, that the failures and shortfalls of the 
Alliance in Colombia tend to be specific and conspicuous, although 
the successes may be diffused and less tangible. The very fact that 
technical assistance has been provided at a cost of about $30 million 
and about 2,000 Colombians have received training under AID auspices 
during the Alliance is certain to have improved, to some degree, 
Colombia’s structural capacity for economic development.

Economic growth, to a large extent, is a function of investment, 
and the most important ingredient in investment is capital. There are, 
of course, other essential ingredients involving human and institu­
tional factors, such as honest administration, managerial and technical 
skills, and entrepreneurial initiative. Foreign assistance performs dual 
economic functions. It adds to the total resources available for develop­
ment and, at the same time, provides additional financing for imports. 
In its first aspect, aid is a supplement to taxation and private savings. 
In its second aspect, aid is an alternative to increased exports or 
reduced imports. . . , , , , . • , nA developing nation may obtain capital for development, internally 
through increased domestic savings and expanded trade surpluses or 
externally through loans and grants or private investment from other 
countries. In a developing country, the external debt service burden s 
becoming too large in relation to the nation’s export earnings limits 
the amount of external debt the nation can incur and thus may severely 
hamper its development efforts, since the impact of a progressively 
larger proportion of external development loans to a developing na­
tion, even those on concessionary terms, will in effect be offset by exter­
nal debt servicing payments. This, therefore, necessitates that AID 
development loans be judiciously managed so as to promote maximum 
economic development and social progress. .

The objective of AID’s nonproject assistance to Colombia has been 
to have a constructive effect upon Colombia’s development policies and 
practices and facilitate Colombia’s own self-help measures. There is 
little question that AID has done so to some degree during the Al­
liance. The real question is whether AID actions have had sufficient 
effect and whether, under the circumstances, AID actions have been 
directed toward proper and priority matters.

The emphasis on a country’s own self-help performance is not only 
an expression of the mutuality concept but also a recognition of the 
necessity that U.S. assistance be implemented in such fashion as to 
call forth optimum contribution by the cooperating country to the 
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development process. This difficult objective requires great claritv in 
ShSp^f11 °/JD objective.s and agreements, firmness in the estab­
lishment of conditions for assistance, and resoluteness in rewarding 
achievement rather than failure.

We observed, during our review, that_
JA? number °f AID had not made systematic,

P evaluations of Colombia’s performance and progress 
O CoJoinbia s economic and social development

1S a Sen°KUS ]?ck Of basic data in Colombia, and no 
de^K 1 pro^ess bas made during the Alliance toward 
timely^nannerSyStem f°F gatbering and assessing such data in a 

n?t deve]°ped an effective means of accumulating 
Hnn 5Dg " ^eP^nt experience in Colombia for applica 
fc T A TdnUSe in deYeloPln£ Its future assistance strategy.

?’ a tta ?°als and targets 111 certain areas lacked specificity.
tail7ed the level of assistance to specific levels of Colombian performance.

6. No management reviews have been made, bv knowledgeable
tu levels or Colombian performance.

“anafemeVt reviews have been made, by knowledgeable 
having no direct responsibility for 

ouaT^ AID PI?gAr^ in Colombia, of tie overall ade- 
AID Strate^ for achieving United 

states and Alliance developmental objectives in Colombia.
7. Agency conrvments and our evaluation thereof

AID, m its comments dated March 19, 1968, and additional com­
ments presented on April 19, 1968, informed us that its nonproject 
assistance approach in Colombia was soundly conceived- thS VID 
had^ro™^^ from,the beginning of the Alliance in Colombia 

attention on attainment of relatively — rela1?d t0 monetary and fiscal actions, invest
ment programs, and balance-of-payments policies, and that as a result 
acMe’ASTblX1011’ lherr th™ ex-isted a better basis for Colombia’s

M • h gh V“6 °f economlc growth which would enable Co- 
lombia to give complementary attention to agricultural development 
educatrona! reform and. other needed institutional chants P ’ 
a„enc^P had^m^^ TeU as. certain prominent international

teencies, had found Colombia’s performance during 1967 to be imI" mmt s?PP0rt of Colombia’s plal to obtain sub- 
fiu ^"’a1 loan commitments in 1968. In this regard AID stated 
monthsYalwhfOrtUntbe CAO review had not begun several 
Hnn because the timing made it difficult to take into considera- 
mtoistrltioX"ng^67 °™ °f P"" LIeraS EestreP°’s ad’ 

- We be^ev? tbat current assessment—that its nonproject as- 
t on on a f^TntZd’^ ‘f6 A1Iiance has concentrated atten- 
™f performance and policy objectives has

ulted m creating a better basis for Colombia’s achieving a higher 
evSuat^^nXh^"^^ P™^8 in the future—must be 
A™ f I ght • f strikmgly similar assessments made by the 
Agency each year since 1963. Notwithstanding these earlier assis- 
ments, Colombia’s economic growth and social progress each yeaX 
than hadin’1 rft k P,anned and substantially less
than had been determined by AID as being within Colombia’s capa-
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bility of achieving under the circumstances. Moreover, available AID 
experience and criteria show that the achievement of the AID ob­
jective of a greater degree of Colombian economic growth and social 
progress depends, in large part, on broad and complex factors.

Since the beginning of the Alliance, AID’S actions, or the effective­
ness of such actions, with respect to many of these factors have been 
minimal. A case in point—one of a number which are discussed in 
section VII in this report—is the factor of domestic savings. AID 
criteria provide the concept that the success of a country’s economic 
development effort depends on, among other things, the amount of 
resources it can mobilize; that self-help measures may be required to 
increase the supply of scarce factors such as capital; and that a 
a country desiring to increase its supply of capital must save for 
development purposes as much as it can of its national income by 
instituting measures to increase savings and limit consumption.

As early as 1963 AID determined that Colombia’s success in meet­
ing Alliance goals was dependent on her ability to mobilize increas­
ing amounts of domestic resources for development. As shown in sec­
tion VII.B, Colombia’s average annual marginal savings during the 
first 4 years of the Alliance (data for 1966, the fifth year of the Alli­
ance, was not available to AID at the completion of our review in 
November 1967) was a negative 4.7 percent, a very substantial decrease 
from the average pre-Alliance (1957-61) marginal savings rate of 
24.8 percent and far short of the AID minimum goal of 20 percent. 
Nevertheless, AID, since the beginning of the Alliance, has not reached 
a mutual agreement with the Government of Colombia on annual sav­
ings goals or on a set of policies and a strategy directed toward 
attaining such goals.

Since Colombia’s economic growth and social progress—and thus 
the attainment of AID objectives in Colombia—is dependent on a 
broad range of self-help factors, we believe that AID’s strategy of 
concentrating its attention on a relatively few such factors is ques­
tionable and deserves reassessment. The fact that Colombia’s per­
formance during the first 5 years of the Alliance has reflected prob­
lems with respect to a number of such factors reinforces this belief.

It is for precisely these reasons that we have proposed that the AID 
Administrator require the overall effectiveness of AID assistance strat­
egy in Colombia to be reviewed, at appropriate intervals, by knowl­
edgeable internal or external officials who have no responsibility for 
management of the program. AID advised us that it supports this 
recommendation with the proviso that any reports issued as a conse­
quence of such reviews fully reflect the views of AID, present a bal­
anced picture of the program in Colombia, and employ a framework 
of analysis capable of reflecting the complexity of the development 
process.

AID, in its comments, has noted that it has a small operations eval­
uation staff attached to the Administrator’s office, whose function 
has been to carry out the kind of objective review recommended. AID 
advised us, however, that the number of country reviews which this 
staff can conduct in any particular year is limited by the staff avail­
able. As pointed out earlier, the AID Operations Evaluation Staff 
informed us that it had never performed any reviews of the AID pro­
gram in Colombia.
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In addition to the proposal discussed above, we made three other 
proposals to the AID Administrator. AID’s comments concerning these 
additional proposals are outlined and discussed below.

For ready reference, all four proposals are outlined below.

B. PROPOSALS

Accordingly, we propose that the Administrator, Agency for Inter­
national Development, take the actions necessary to_

1. Injure that substantive evaluations are made on a systematic 
basis of Colombia s performance and progress in each key area 
affecting its economic and social development.

2. Develop alternative annual levels of assistance for Colombia 
tailored to specific levels of Colombian performance.

3 Develop a method of incremental funding whereby the release 
ot AID assistance is conditioned on, and proportionate to, specific 
improvements in Colombian performance.

4. Require that the overall effectiveness of AID assistance strat­
egy in Colombia be reviewed at appropriate intervals by knowl­
edgeable internal or external officials who have no responsibility 
for management of the program. J

1. Agency comments and our evaluation thereof
ProP°^l t(> the Administrator was that he take the action 

ecessary to insure that substantive evaluations are made on a system­
atic basis of Colombia s performance and progress in each key area 
affecting its economic and social development. AID, in its comments 
stated that such evaluations had already been carried out as an essen- 
t al part of its annual program reviews, its nonproject loan nego- 
tatrons and its periodic reviews held before each tranche release.

ed a S° tdiat the records of these reviews are extensive and

On the basis of our review of the records evidencing not only the 
above-mentioned reviews and negotiations but also all other related 
thiX?"8 documentation made available to us, we cannot agree 

made sy^ematic and/or substantive evaluations of Co-
T4 progress ln key area affecting its eco- nomic and social development.

con^otlon a number of the matters presented in this report 
^iiwXndlSC^^^ AID has not made systematic and/or
substantive evaluations. For example, in the area of land reform AID 
Allia^ of the ° Or furnish "s any evaluations made during the 

being made to transform Colombia’s 
inequitable land tenure structure, although land reform is a basic and 
specific goal of both AID and the Alliance in Colombia, toward which 
AID has invested many millions of dollars.
re^^ ^P0™1^ A™ officials, in response to our 
request for AID s annual or periodic evaluations of the extent of

1*7 and A;iiance S°al land reform, informed

EtHZ"""" ■
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Intrinsic to this problem is the serious lack of basic data in Colom­
bia. Such data is necessary for evaluating Colombia's developmental 
progress, for evaluating the effectiveness of Colombian performance, 
and for developing a basis for formulation by both AID and the Colom­
bian Government of rational policy decisions and strategy regarding 
Colombia’s development. It was our observation that no substantial 
progress had been made during the Alliance toward gathering such 
data or toward developing a method for systematically gathering and 
assessing such data on a timely basis. The problem of insufficient basic 
data, as it relates to specific matters presented in this report, has also 
been discussed.

Our second proposal to the Administrator was that he take the 
action necessary to develop alternative annual levels of assistance for 
Colombia tailored to specific levels of Colombian performance.

In response to this proposal AID stated that it does closely tailor its 
level of assistance to the performance of recipient Governments. In this 
regard AID stated that in 1965 it did not release the tranche of a non­
project loan.

We are unable to agree that AID has tailored its level of assistance 
to Colombia to the level of Colombian self-help performance. We found 
no evidence that AID had either developed or implemented alterna­
tive annual levels of assistance for Colombia tailored to specified levels 
of Colombia’s self-help performance. We did find that AID had not 
established specific self-help performance goals with respect to a 
number of matters generally recognized by AID as being of paramount 
importance to Colombia’s development.

With respect to AID’s comment that in 1965, it did not release the 
tranche of a nonproject loan, we believe that this comment must be 
considered together with the following facts.

The subject tranche which AID did not release to Colombia involved 
the last $10 million of a $45 million nonproject loan made to Colombia 
on July 13, 1964. This $45 million loan was the second of two loans 
totaling $60 million made to Colombia during 1964. The release of the 
final $10 million was scheduled to follow certain general Government 
announced self-help measures. The measures were not accomplished. 
AID informed the Colombian Government on December 15,1965, that 
this $10 million tranche would not be released and the $45 million loan 
was subsequently reduced to $35 million. This resoluteness, however, 
was nullified to some extent, in our opinion, because of the concurrent 
provision by AID of a $65 million nonproject loan to Colombia on 
December 22, 1965, $10 million of which was made available on Jan­
uary 13, 1966.

Relevant to the above proposal, AID has stated that the object of 
its assistance to Colombia is to provide resources additional to those 
available to Colombia in order to accelerate the process of develop­
ment. In this regard AID has pointed out that the level of U.S. assist­
ance to Colombia is based on long-term projections of Colombia’s bal- 
ance-of-payments situation and is intended to fill a gap between foreign 
exchange expenditures and receipts which exists as a direct conse­
quence of development efforts. AID has stated also that Colombia’s 
self-help performance is manifest in a higher growth rate, which may, 
but does not necessarily, imply a larger foreign exchange gap.

Our third proposal to the Administrator was that he take the action 
21-145—69-13
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necessary to develop a method of incremental funding whereby the 
release of AID assistance is conditioned on, and proportionate to, 
specific improvements in Colombian performance.

AID informed us that it would be difficult to develop and negotiate 
a method of proportional funding but stated that the proposal had 
sufficient merit to warrant further consideration. AID also pointed 
out that its practice had been to release nonproject loans in increments 
or tranches, releasing all of a tranche if indicators were generally 
satisfactory, none if they were not.

XI. MATTERS FOR COMMITTEE CONSIDERATION

AID did not agree with our proposals that substantive evaluations 
are needed in many areas and that AID should develop alternative 
annual levels of assistance for Colombia tailored to specific levels of 
Colombian performance. AID took the position that substantive eval­
uations were already carried out. We have not agreed that they have 
been, and we have pointed out a great number of areas where they 
were not.

Furthermore, we do not believe AID has developed an annual level 
of assistance for Colombia tailored to specific levels of Colombian per­
formance as previously discussed. The failure to do so, in our opinion, 
is contrary not only to its own stated policy and public pronouncements 
but also to prudent management and, thus, deserves reappraisal.

Because of the fundamental importance of these two matters to the 
effectiveness of the AID program in Colombia, we are highlighting 
these matters for the committee's further consideration.

XII. SCOPE OF REVIEW

Our examination consisted principally of a review of the financial 
and related management practices followed by AID in developing and 
administering its nonproject assistance program for Colombia, witli 
particular regard to their consistency with basic United States and 
Alliance for Progress objectives. Our examination included analysis 
of Colombia’s economic growth, social progress, and self-help perform­
ance and analysis of the extent to which AID identified, and developed 
a strategy to effectively alleviate, key factors hindering Colombia’s de­
velopment during the Alliance.

Although we have been concerned primarily with the administration 
afforded nonproject programs during the Alliance for Progress, or 
since 1961, our examination necessarily, in some instances, has included 
a review of AID project-type assistance, and has extended into prior 
periods, due to the nature of certain identified Colombian structural 
problems.

We reviewed policy papers, strategy statements, program docu­
ments, reports, correspondence, and other pertinent records available at 
AID and the Department of State headquarters in Washington, D.C., 
and at AID’s overseas mission and the U.S. Embassy in Colombia. 
We also reviewed consultative group, international agency, and special 
private industry evaluations and reports dealing with Colombian de­
velopment. We discussed relevant matters with responsible AID. De­
partment of State, and other U.S. Government officials; with repre­
sentatives of certain agencies of the Government of Colombia; and 
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with representatives of the Colombian business community. In addi­
tion, we visited Colombian port facilities, industrial centers, and 
selected projects implemented with local currency resources generated 
by AID nonproject programs.

Our field work was substantially completed in November 1967.
XIII. Appendixes

Appendix A
U.S. Senate, 

Committee on Foreign Relations,
June 6, 1967. 

Hon. Elmer B. Staats, 
Comptroller General, General Accounting Office, 
Washington, D.C.
Dear Mr. Staats: Since 1962 a substantial amount of U.S. assistance has been 

furnished to Colombia by the Agency for International Development under the 
program lending technique for nonproject purposes. In connection with a study 
of the Alliance for Progress which we are undertaking, we request that you 
review and report to us on the administration and management of this program 
in Colombia. We understand that you have recently reviewed the project-type 
assistance in Colombia and have a report in process which will be submitted to 
the Congress shortly. For this reason we are requesting that you currently review 
only the non project-type assistance to Colombia. Colombia was selected because 
it is fairly representative of the Alliance nations.

We understand that under the concept of nonproject assistance the program 
objectives are normally generalized and indirect and that the achievement of 
stated objectives and goals frequently depends on a broad and complex range of 
circumstances in which the rate of use and specific content of the U.S. assistance 
may play a relatively minor role. Therefore, since the program in Colombia may 
involve many value judgments, we suggest that you direct your review toward 
developing an exposition of how the program was conceived and implemented 
with whatever special analyses you believe useful and appropriate under the 
circumstances.

It will be most helpful if you can furnish us your report on this matter before 
the end of the year.

The Administrator of AID is being notified of this request. 
Sincerely yours,

J. W. Folbright, Chairman.

Appendix B
Department of State,

Agency for International Development,
Washington, D.C., March 19,1968.Mr. Oye V. Stovall,

Director, International Division,
U.S. General Accounting Office,
Washington, D.C.
Dear Mr. Stovall: As requested in your letter of January 19, 196S, we have 

reviewed the General Accounting Office draft report entitled “The Administra­
tion and Management of Nonproject Assistance to Colombia.” Our detailed 
comments on the report are included as attachment A to this letter.

We disagree with the General Accounting Office’s analysis of the conception 
and implementation of nonproject assistance in Colombia.

We believe the program assistance approach in Colombia was soundly con­
ceived to address Colombia’s primary immediate constraint on growth; namely, 
economic policies needed for internal development and balance-of-payments via­
bility. AID program lending operates in a multilateral framework and alongside 
substantial financial assistance by international agencies. There has been good 
progress in selected Colombian policy areas which have been central to our 
purpose. These policies include monetary and fiscal policy, investment expendi­
tures, and balance-of-payments management.
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The report of the General Accounting Office has pointed out areas in which 
the performance of the AID program can be improved. This contribution is not 
to be minimized. However, shortcomings in the basic approach and in the style 
of presentation both contribute to the unnecessarily negative appraisal.

First, AID’s nonproject assistance in Colombia should be evaluated against 
the validity of and success in achieving its central objectives, rather than 
measurement against a diffusion of aspirations, goals, and targets that may have 
been considered desirable for Colombia in 1962-67, but could hardly have been 
entirely satisfied.

Second, the history of program assistance in Colombia indicates a U.S. aware­
ness of serious political, economic, and institutional difficulties and a sensitivity 
to opportunities for major steps toward Colombian stability and growth. Since 
the General Accounting Office review was begun in mid-1967 there should be 
clear recognition that the Lleras administration has in its 18 months in office 
made highly impressive progress in achieving objectives the Colombians and 
we agree to be central to nonproject assistance.

Third, the General Accounting Office advances four major recommendations 
relating to country performance evaluation, tailoring levels of assistance to 
country performance, incremental funding, and the review of program effective­
ness by officials not directly responsible for program management in the country 
concerned. The draft report fails to note, however, that most of these recom­
mendations have, in fact, been AID practice for some time, as is established in 
our detailed comments enclosed.

Finally, the style of presentation is such that initially negative conclusions 
remain unaltered by the face of modifying explanation by AID. Although AID 
comments are frequently (not always) included, summary and concluding state­
ments take little or no note of them.

We hope that the views expressed in our response will be helpful in presenting 
as complete a picture as possible of the concept and implementation of nonproject 
assistance in Colombia. We shall be looking forward to receiving a copy of your 
final report to Senator Fulbright.

Sincerely yours,
H. Rex Lee.

[Attachment A]

Agency fob International Development Comments on the General Account­
ing Office (GAO) Draft Report, Entitled “The Administration and 
Management of Nonproject Assistance to Colombia”
The program assistance approach in Colombia was soundly conceived to address 

Colombia’s primary immediate constraint on growth; namely, economic policies 
needed for internal development and balance-of-payments viability. AID program 
lending, in policy and financial cooperation with the World Bank and the Inter­
national Monetary Fund (IMF), has made good progress toward achieving those 
objectives which are central in Colombia to program assistance.

Senator Fulbright in his letter of June 6 to Mr. Staats recognizes relationships 
among program objectives, complex surrounding circumstances, and U.S. assist­
ance. Because of these same considerations, AID program lending in Colombia 
has progressively concentrated attention on attainment of objectives related to 
monetary and fiscal actions, investment programs, and balance-of-payments poli­
cies. As a result of this concentration and the policy measures taken and im­
plemented by the Colombians, all geareil toward growth with progressive finan­
cial stabilization of the economy, there exists a better basis for achieving a higher 
rate of growth. This basis now enables Colombia to give complementary attention 
to agricultural development, educational reform, and other needed institutional 
changes. In the light of its impressive performances during 1967, Colombia con­
tinues to merit support in its plan to obtain the substantial external loan com­
mitments in 1968. [AID shares the foregoing evaluation and outlook with promi­
nent international agencies; the January 1968 review of a leading regional orga­
nization was similarly complimentary of Colombia’s fiscal monetary and exchange 
performance in 1967 and is encouraging for the future.1]

^Changes made as a result of Agency comments which were presented to GAO on Apr. 19.
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The multilateral effort in Colombia deserves recognition and emphasis. AID 
assistance is within the framework of a consultative group on Colombia to co­
ordinate the views and activities of sources of assistance, under International 
Bank for Reconstruction and Development (IBRD) leadership. AID is guided 
by the CIAP review of Colombia and its recommendations. In brief, Colombia’s 
problems and programs receive careful multilateral attention and the assistance 
provided Colombia by AID and others reflects international judgments on priority 
needs.

The report of the GAO has detailed areas in which the performance of the AID 
program can be improved. This contribution is not to be minimized. However, 
shortcomings in the basic approach and in the style of presentation both con­
tribute to the unnecessarily negative appraisal.

First, AID’s nonproject assistance in Colombia should be evaluated against 
the validity of, and success in achieving its central objectives, rather than meas­
urement against a diffusion of aspirations, goals and targets that may have been 
considered desirable for Colombia in 1962-1967 but could hardly have been en­
tirely satisfied.

Second, the history of program assistance in Colombia indicates a U.S. aware­
ness of serious political, economic and institutional difficulties and a sensitivity 
to opportunities for major steps toward Colombian stability and growth. Since the 
GAO review was begun in mid-1967 there should be clear recognition that the 
Lleras administration has in its 18 months in office made highly impressive prog­
ress in achieving objectives the Colombians and we agree to be central to non­
project assistance.

Third, the General Accounting Office advances four major recommendations 
relating to country performance evaluation, tailoring levels of assistance to coun­
try performance, incremental funding, and the review of program effectiveness by 
officials not directly responsible for program management in the country con­
cerned. The draft report fails to note, however, that most of these recommenda­
tions have in fact been AID practice for some time, as is established in our 
detailed comments enclosed.

Finally, the style of presentation is such that initially negative conclusions 
remain unaltered in the face of modifying explanation by AID. Although AID 
comments are frequently (not always) included, summary and concluding state­
ments take no note of them.

The balance of this statement deals with these four points as concisely as pos­
sible and illustrates the last one with detailed comments on the GAO findings.

1. OBJECTIVES OF AID’S NONPROJECT ASSISTANCE

The GAO analysis compares Colombian performance, sector by sector, against 
previously set goals. This approach accepts uncritically numerous quantitative 
targets of various origin—hemispheric, Colombian and other—and seems to 
assign the achievement in Colombia of each goal roughly equal weight. During 
the years 1962-67 Colombia’s political and economic circumstances dictated 
otherwise. In practice, Colombian authorities and AID have learned, in part 
through trial and error, that not all of the serious Colombian problems could or 
should be undertaken with the same intensity of effort and that success in se­
lected areas was critical to social and economic progress in the entire society. 
It has for some time been evident that neither the Colombians, nor we, couid 
hope to resolve all problems simultaneously.

The development of U.S. nonproject assistance to Colombia in the past 5 years, 
as the record will attest, has as its central feature increasing responsiveness to 
Colombian self-help policies and performance. These policies and actions form 
Colombia’s program ; Colombia’s performance on its program is the basis for AID 
support. While the program-centered approach has continuously been selective 
among the very wide array of problems confronting developing countries like 
Colombia, experience has indicated the desirability of reaching firm understand­
ings on relatively few but central objectives. Thus the record will show a process 
of deliberate choice and. year by year, a reduction in the diffusion of purpose and 
means. The record will also show that the standards of performance applied to 
Colombian programs for action have become increasingly practical and intensive.

AID’s nonproject assistance during the period under GAO review was related 
most directly to Colombian monetary and fiscal actions, investment programs, 
and balance-of-payments policies. Adequate performance in this closely connectefl 
group of jHflicy areas can in our judgment yield the means for achieving the 
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sustained growth Colombia needs, the environment in which basic institutional 
and social reform can be achieved, and an eventual viability without assistance 
on concessional terms. It is significant that international financial institutions 
active in Colombia such as the IBRD and IMF have concentrated attention on 
these areas as well. There is, accordingly, close cooperation among the principal 
sources of assistance to Colombia and a consultative group on Colombia is active 
under leadership of the International Bank.

We believe that there has been significant Colombian progress in the policy 
areas AID has selected for primary attention in program assistance. Inflationary 
pressures represent substantially reduced burdens to wage earners, investors, 
and exporter.'1. As expressed by an international agency, the Colombian fiscal, 
wage, coffee, and monetary policies have been designed to reduce the rate of 
inflation and thereby support the policy of continuing exchange rate flexibility; 
this implementation during the past year has already resulted in reducing the rate 
of price increase in 1967 (about 7 percent) to less than half of that in 1966 
(about 16 percent) ; the 1963 increase was about 33 percent. Public and private 
investment has increased by aiiout 20 percent since 1963. Government revenues 
in 1967 were up to 16.3 percent over 1966 levels [in current terms1], despite a 
strong decline in collections from customs duties. While coffee is still the pre­
dominating export, expanding noncoffee exports now add about $120 million to 
foreign exchange earnings annually.2

Colombian and other authorities have pointed out deficiencies in Colombian 
agriculture, the educational system, the nation’s health services, and other areas. 
1 he Colombians have made some headway in these fields, more than appears in 
the conclusions of the GAO report. Given the overall economic progress and a 
favorable political leadership, Colombia now proposes a comprehensive program 
in the agricultural sector and is developing a similar approach in education. 
AID plans to respond to well-conceived Colombian initiatives with nonproject 
assistance tailored to sector programs in agriculture and, subsequently, in educa­
tion. As in previous program assistance, we would wish to be responsive to Colom­
bian programs for fundamental changes in policy, to look to carefully identified 
Colombian performance, and to support such performance as it occurs.2
2. HISTORY OF PROGRAM LENDING AND ACCOMPLISHMENTS OF LLERAS ADMINISTRATION

Ten years of political violence in Colombia ended with the formation by the 
Liberal and Conservative Parties of the National Front in 1957-58. The' first 
President under the National Front, Alberto Lleras Camargo, who took office 
in August 1958, was development minded. Reorganized extensively into a more 
effective instrument for economic and social change, the Lleras Camargo gov­
ernment had completed, by the beginning of the Alliance for Progress in 1961, a 
development plan considered by the international agencies and by the U.S. 
Government to be an acceptable basis for expanded economic assistance.

Structural reforms, undertaken by Lleras Camargo, both in the Government 
and in the country as a whole, included such measures as the establishment of 
the Agrarian Reform Institute, the establishment of a National Planning De­
partment and planning bodies in various governmental ministries, the establish­
ment of a series of new agencies to handle such questions as agricultural re­
search, extension, and education, and the first really substantial increase in 
Government investment expenditures.

However, coffee prices had already begun in 1965 what proved to be a long­
term downward strend. At the same time, the relatively successful first stages 
of import-substitution oriented industrialization were creating an ever-rising 
demand for imports of raw materials and semimanufactures for further process­
ing. Hence, by the time President Lleras Camargo took office in 1958, the country 
already was beginning to face serious balance-of-payments problems. Colombia 
subsequently faced a series of devaluations, each of which tended to result in 
large domestic price increases.

Early in 1962, the Lleras Carmargo government requested balance-of-payments 
assistance from the United States. On April 12, 1962, the first AID non'project 
loan to Colombia was signed. Since a shortage of foreign exchange to pay for the

£hanZes made as a result of A®ency comments which were presented to GAO on Apr. 19 
19f5Ree app‘ C fOr additional ASpncy comments which were presented to GAO on Apr. 19, 
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imports the Colombian economy needed for continued growth has continued to 
represent the primary immediate constraint on growth, five ensuing nonproject 
and program loans have constituted the principal U.S. form of economic assist­
ance toward attaining self-sustaining growth in Colombia.
Accomplishments of the Lleras Restrepo administration

It is unfortunate that the GAO investigation was not begun several months 
later, because the timing made it difficult to take into consideration the excep­
tional performance of President Lleras Restrepo’s administration during 1967.

A leading international agency indicated that the principal conclusion to be 
drawn from its review of Colombia’s economic performance in 1967 is that after 
a year and a half in office, the present Government is fulfilling the high expecta­
tions held in Colombia and abroad for much needed improvements in economic 
policy design and implementation. This institution found that Colombia’s record, 
together with the improved balance-of-payments management fiscal achieve­
ments and rapidly rising investment expenditures, give promise of a high rate of 
growth.

[The January review of a leading regional organization complimented the 
Government of Colombia on its good use of fiscal, monetary, and exchange policy 
during the year. The organization’s recommendations included continued new 
external financing in 1968 with an important portion of this amount required in 
the form of nonproject lending.1]

The GOC recovered from a foreign exchange crisis in November 1966, caused 
largely by an unexpected fall in coffee prices, by instituting basic reforms in the 
management of its balance of payments and undertaking stringent fiscal and 
monetary policies designed to control inflation. It released the certificate rate, 
under which most goods were imported, from its pegged rate of 13.50 pesos per 
dollar with the result that it depreciated 17 percent to 15.80; the rate is now 
used as the basis for export transactions as well. Although imports have been 
strictly controlled, monthly registrations are being increased in a deliberate 
effort to provide increasing inputs for development. Exports other than coffee 
and petroleum were encouraged, not only by the devalued exchange rate, but by 
a 15-percent tax credit and the establishment of an export promotion fund which 
provides technical and financial assistance to exporters. As a consequence, minor 
exports increased by about 20 percent in 1967. Finally, net reserves increased by 
$95 million from April 1 to December 31, which was $70 million more than the 
IMF had set as a target for the stabilization program.

The fiscal program was equally successful. In 1967, central government reve­
nues increased by over 10 percent in real terms, a substantial accomplishment 
in the face of sharply lower customs revenues as a consequence of reduced im­
ports. Direct taxes rose by about one-quarter in real terms, moving the GOG 
toward a more elastic and equitable fiscal system. A larger current account 
surplus allowed capital outlays to increase by 38 percent in real terms, with 
no recourse to deficit financing. As a consequence of this strong fiscal perform­
ance and a restrained monetary policy, the cost-of-living index rose only about 
7 percent, well below the average for recent years.1

In 1967 gross national product (GNP) is estimated to have grown by 4.6 per­
cent, in spite of sharply reduced imports and monetary-fiscal restraint. It is 
anticipated that Colombian GNP may increase by 6 percent or more in 1968, 
above the Alliance target of 5.5 percent, and that growth should continue at 
a high level in the next few years.2

3. GAO RECOMMENDATIONS

The report concludes with four recommendations which are restated below 
and followed by Agency comments.

1. “Insure that substantive evaluations are made on a systematic basis of 
Colombia’s performance and progress in each key area affecting its economic 
and social development.”

The evaluations envisaged by GAO are already carried out as essential parts of 
(1) the annual country analysis and strategy paper and AID program reviews and

1 Changes made as a result of Agency comments which were presented to GAO on Apr. 19, 
1968.2 See app. C for additional Agency comments which were presented to GAO on Apr. 19, 
1968.
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(2 ) ihe negotiations leading to program loans and the periodic reviews held before 
were available ^o^h ^gVo^1^8 of these reviews are extensive and detailed, and 
^2^^eVel^P annual levels of assistance for Colombia tailored to specific levels of GOG performance.

AID does closely tailor its aid levels to the performance of recipient govern- 
ments. Loan agreements are only signed with governments which undertake 
satisfactory self-help programs, while poor performance often forces the 
oiFe^ t0 either new loans or even disbursements under existing

3. ‘‘Develop a method of incremental funding whereby the release of AID 
assistance is conditioned on, and proportionate to, specific improvements in GOC performance.
• The Purpose of AID’S practice of releasing program and sector loans in tranches 
is and has been—precisely to effect incremental funding: Tranches are released 

n.,7 . aa extensive joint review shows satisfactory performance of several 
fundings H°WeVer’ C°lomljia we have not developed a method of proportional

4. “Require that the overall effectiveness of AID assistance to Colombia be 
reviewed at appropriate intervals by officials who have no responsibility for 
management of the program.” 1
. The Agency supports this recommendation, with the proviso that any reports 
issued as a consequence of such reviews fully reflect the views of AID present 
a balanced picture of the program in Colombia, and employ a framework of 
analysis capable of reflecting the complexity of the development process.

Actually, AID has had for some time a small operations evaluation staff at­
tached to the Administrator’s office, whose function has been to carry out the 
kind of objective review recommended by the GAO report. The number of 
country reviews which this staff can conduct in any particular year is, of course, 
limited by the staff available for such purposes.

4. DETAILED COMMENTS

-report’ GAO followed a procedure which inevitably em­
phasizes the negative aspects of Colombian development and AID’S part in it. 
A generally unfavorable discussion of each issue by the GAO is followed by 
comments of the mission. The tone of the GAO portion is authoritative, while 
the mission s rebuttal is presented as mere opinion. Moreover, the summary and 
c< nc uGing pages reflect nothing of the more favorable aspects pointed out by 

n“8S1?n\Aad many cases the mission's views were omitted altogether 
fioni the text. Had the authors of the report incorporated the mission’s view in 
the r own presentation and reflected these in their conclusions, the result would 
have been a more balanced picture of the Colombian program.
, lia<_ foPows is an attempt to illustrate the ways in which the GAO has dis­
torted the picture. It has not been possible to do an exhaustive treatment in 
the time available and the Agency would prefer that the GAO publish a con­
densed version of all 31 mission replies to the original 31 GAO memorandums. 
However, examples cited below cover a number of key instances in which unbal­
anced analysis contributed markedly to the negative tone of the report.
A. Affriculture

ve believe that it is incumbent on AID, prior to formulating future 
assistance programs, to (a) specifically identify, mutually with the GOC the 
key policy, political, social, physical, and other factors limiting Colombia's 
Tinay af5lcultural growth; and (b) devise a program strategy conditioning 
AID assistance on specific improvements in such factors and conditioning AID 
commodity financing on the GOC’s securing mutually agreed on levels of inputs 
into the agricultural sector.” 1

AID has encouraged the Colombian Government in its current efforts to re­
organize the institutional complex responsible for agricultural policy A far 
more streamlined policymaking apparatus is emerging. The Government is pre­
paring a comprehensive plan for the agricultural sector, which will become the 
basis for possible future AID assistance to that sector. The loan also empha­
sizes increased inputs, especially of fertilizer and pesticides, to the agricultural 
sector, a point discussed by the GAO. Further, the report does not give sufficient 
credit to the U.S. AID/Colombia for the following accomplishments in the agri­
cultural sector:
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(1) The support of a livestock bank (Banco Ganadero) and the mobili­
zation of the GOC’s own resources to capitalize it.

(2) The establishment of an effective supervised credit program which 
serves approximately 11,570 borrowers a year and returns about 2.10 
pesos for each peso loaned.1

(3) The establishment of a long-term training program with the Univer- 
sitv of

“As indicated by the facts above, INCORA—the Colombian agency respon­
sible for land reform in Colombia—has achieved a degree of success in its 
various activities but has not, in the aggregate achieved any appreciable suc­
cess in effectively transforming the maldistribution of land in Colombia.”

The Agency agrees with the GAO on the importance of land reform and will 
continue to channel a substantial share of its assistance to the agricultural 
sector through INCORA. However, the report fails to give sufficient emphasis to 
the extreme difficulty involved in changing well-entrenched land tenure pat­
terns. The GAO also takes insufficient notice of the relevance to land redistribu­
tion of supervised credit, irrigation, and access roads, which AID has financed.
B. Education

In discussing secondary education, the report fails to mention the joint effort 
of the GOC, IBRD, and AID to reform the basic structure of secondary education, 
in part through the establishment of 19 comprehensive high schools. This reform 
represents a significant attack on existing deficiencies in secondary education. 
Efforts are continuing to insure that the new schools will serve as a nucleus for 
the revision of the entire Colombian secondary school system.
C. Balance of payments

“Along with a rising external debt service burden, Colombia has experienced 
a decline in its foreign assets.”

First, a rising debt service burden is not in itself a bad thing, since debt service 
is expected to rise as countries borrow in order to accelerate development. The 
important question is whether a country is developing sufficiently to be able to 
reduce the burden in the long run. Second, falling foreign reserves is merely 
another aspect of the foreign exchange gap which is, in the case of Colombia and 
the majority of other developing countries, an integral part of the development 
process. Would the GAO have been more satisfied with rising reserves, implying 
that U.S. assistance is financing reserve accumulation rather than goods impor­
tation ?

“Our review has shown that the Colombian Government has followed a petro­
leum policy which has resulted in a significant curtailment of investment in, and 
exploitation of, its petroleum resources since the inception of the Alliance for 
Progress.”

As the report itself notes below, the Colombian Government recently took a 
major step to encourage petroleum production, by increasing the exchange rate 
for petroleum transactions from 7.67 to 16.25 pesos per dollar. Moreover, ex­
ploration during the period under review resulted in discovery of the Putamayo 
field, which has been the object of large investments, including construction of a 
major pipeline. This field should come into production in the early 1970’s and 
may increase Colombian production by 50 percent.
D. Savings

“* * ♦ Columbia’s average annual marginal savings rate during its first 4 
years of the Alliance was a negative 4.7 percent, or a very substantial decrease 
from the average pre-Alliance (1957-61) marginal savings rate of 24.8 percent.” 
* * * The marginal savings rate for [1962-672] is [0.062] which, although very 
low, is not negative. Although AID explained to the GAO the unreliability of 
savings data for Colombia, the GAO made no mention of the tenuous statistical 
base for their conclusions.
E. Fiscal performance

“♦ ♦ * Colombia’s ability to maintain a high level of investments depends on the 
transfer of purchasing power from the private sector to the public sector through 
tax revenues in excess of that needed to meet the Government of Colombia’s 
operating expenses.”

1 See app. C for additional Agency comments which were presented to GAO on Apr. 19, 
1968

2 Changes made as a result of Agency comments which were presented to GAO on Apr. 19, 
1968.
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The Government of Colombia has performed well in raising its surplus on cur­
rent account from $113 million in 1961 to $179 million in 1966 (in 1965 prices). 
Central Government revenues remained about the same proportion of GNP in 
1966 as in 1961, but admittedly started from a low level and should be increased

Moreover, import duties fell by a third in 1967, in spite of which total revenues 
increased.

’ T* table below comparing per capita taxation by the central governments 
of IS Latin American countries shows that Colombia ranked eighth in per capita 
taxation in 1961 and 15th in 1965.”

Most of the tax reforms mentioned by the GAO have been put on a permanent 
basis and are not temporary, as stated.1

The following table shows that (1) Colombia’s deficit financing amounted to an 
average of 1,077 million pesos per year during the Alliance period of 1962 to 1966 
compared to an average deficit of 301 million pesos per year during the pre-Alliance 
period of 1957 to 1961, and (2) domestic credit has increased an average of 19.2 
pel cent per year during the first 5 years of the Alliance compared to an average 
increase of 15 percent per year during the 5 years preceding the Alliance.”

Deficit financing was eliminated, completely in 1966 and 1967, with excellent 
prospects for avoiding deficits in the foreseeable future.1
F. Private investment

‘’The overall climate in Colombia for attracting private foreign investment since 
November 1966 has not been reasonably attractive because of exchange and trade 
controls and profit remittance limitation imposed by the Government. Throughout 
the Alliance the climate for attracting investment in the areas of petroleum and 
mining has not been favorable.”

The investment climate in Colombia is considered quite favorable, as evidenced 
by a recent speech in Bogota by David Rockefeller, who urged U.S. investors to 
consider Colombian opportunities. The recent devaluation of the exchange rate 
applicable to petroleum transaction from 7.67 to 16.25 pesos per dollar has 
markedly improved the climate for petroleum companies, as they have acknowl­
edged to President Lleras.
G. Power

“The goal for electrical power production capacity of 1,800 megawatts by 1965 
was short of being met by 13.9 percent, but actual capacity exceeded demand.”

First of all. failure to fulfill a goal is not necessarily a bad thing; it would 
have been folly to meet the goal since, as the report states, demand was being 
met with less investment. Also, the report fails to note the implication of its own 
figures, that capacity utilization increased by 43 percent from 1961 to 1965, grow­
ing from 2.130 kilowatt hours produced per kilowatt at installed capacity to 3.050. 
As AID pointed out to the GAO in its comment on memorandum No. 14, electrical 
power generation increased by 11 percent a year from 1960 to 1965.
H. Aid design, management, and accounting

(In addition to the points noted below, see further discussion of GAO recom­
mendations, earlier in this appendix.)

“AID goals and targets, in many instances, lacked specificity.”
Specific, quantitive targets as set by the Colombians themselves have become an 

integral part of program loans to Colombia.
“AID records show that for the period January 1962 through July 1966, the 

Government has utilized over $<8 million of its foreign exchange for the import 
of commodities categorized by AID as being nonessential.” GAO has also included 
the mission s refutation of this statement, which shows that such nonessential 
imports represented less than 2 percent of total Colombian imports over the 
period, hardly scandalous behavior. However, the report fails to modify its origi­
nal statement on the matter and even includes the statement, in its “highlights.” 
that “nonessential commodities were imported.” It would have been surprising if 
they had not been; the record has been quite good.la

During fiscal years 1963 through 1967 the mission applied a disproportionately 
small amount of its available audit effort on non-project-type assistance.”

This and other statements on audit procedures and effort fail to reflect the

i See app. C for additional Agency comments which were presented to GAO on Apr. 19, 
'a See app. C for additional Agency comments which were presented to GAO on Apr. 19 bo.
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mission’s end-sue audits and considerable testing of import procedures, which 
have revealed no instance of mismanagement to date and have indicated that 
AID-flnanced goods were properly arriving in Colombia and entering the economy. 
Currently AID/W is conducting a comprehensive survey of AID-financed pro­
gram assistance worldwide. The Colombian program is being thoroughly reviewed 
as a part of this survey. .

In addition to comments on nonproject assistance, the GAO report includes 
criticism of management of local currency projects referring to its published 
report dated September 1967.

If negative comments referring to the September published report, which con­
cerned six selected projects chiefly involving Colombian-owned counterpart pesos, 
are to be included in the final report on nonproject assistance, it is requested that 
there be included also the AID comments which indicated important points of 
disagreement with the earlier project report. Perhaps the best way to achieve 
full consideration of aspects discussed concerning local currency project assist­
ance would be to include in its entirety the Agency’s letter of December 21, 1967, 
to the Comptroller General which contained AID’S comments on the published 
report along with its attachment.

Appendix C
U.S. Government Memorandum April 8, 1968.1

To: Louis W. Hunter, Assistant Director, General Accounting Office. 
From : AA/LA—James R. Fowler.
Subject: GAO draft report entitled “The Administration and Management of Non­

project Assistance to Colombia.”
As discussed by members of our staffs, there are certain minor revisions and 

clarifications which are noted with regard to the Agency’s response dated March 
14, 1968, to the subject draft report. These are set forth below in response to a 
request from your staff and are of two categories: (1) adjustments as to a word­
ing; and (2) supplementary and explanatory comment.
1. Wording

On page 190, the figure of 16.3 percent is from an international agency report. 
More recent and more conservative figures from the AID mission in Bogota give 
an increase of 10.7 percent in current terms but these were not available when the 
reply was written.

On page 193, the years are 1962 through 1967 using 1967 estimates. The figures 
refer to gross national savings and are taken from information developed by 
AID and presented to the Congress for the program for fiscal year 1969.
2. Comment

(a) (Re page 190.) Figures are all through 1967, using estimates for 1967. Note 
that in all cases these estimates are subject to change, but represent the best 
data available at the time of writing.

(b) (Re page 190.) Regarding steps in the field of health, an international 
organization in a February 4, 1968, report on economic development in Colombia 
during 1967 made the following statement:

“The Government has given increased emphasis to the improvement of water 
supply and sewerage facilities. With rapidly growing urban areas, the inadequacy 
of facilities multiplies health problems and inhibits economic growth. Although 
investment planning is adequate in the larger cities—Bogota, Medellin, etc.— 
substantial improvement is still necessary in the medium and small cities. Prep­
arations are well advanced for a major expansion of the Bogota water supply 
system; the expansion of sewerage facilities is already underway. Preparation 
of projects and feasibility studies are being accelerated in medium size cities.”

(c) (Re page 191.) To show evidence of the favorable trend in reducing infla­
tion with resultant impact on public attitudes, we include the following tabulation 
which shows: (1) the monthly worker’s cost of living index for 1967 and (2) the 
monthly exchange rate for the peso in 1967. This comparison demonstrates how 
gradual devaluation in 1967 has succeeded in avoiding sudden and drastic 
increases in the cost of living. Treatment of exchange rate matters in the press 
is much more restrained than was the case 2 or 3 years ago.

1 These comments were presented to GAO on Apr. 19,1968.
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WORKERS’ COST OF LIVING INCREASE VERSUS EXCHANGE RATE CHANGE

1967 Cost of liv­
ing index 

(1954-55 = 100) i

January... 
February.. 
March.... 
April___  
May____  
June____  
July_____ 
August__  
September. 
October... 
November. 
December.

354.9 
356.4
360.4
361.8 
364.1
370.8
370.8
369.9
370.9
373.8
376.2 
378.0

Cumulative percent increase

rate Cost of liv­
ing index

Exchange 
rate2

13.50 0.5 0
13.50 .9 o
13.51 2.0 o
13.95 2.4 3 314. 19 3.1 5 114. 50 5.0 7 4
14. 72 5.0 9 0
15.31 5.0 13.4
15.31 5.0 13.415. 53 5.8 15. 015. 72 6.5 16 415.81 7.0 17.1

J?™-Nation31 Indices of Consumer Prices.
2 Cumulative from December 1966.

IS Smbla 1067
from BOR in 1967 or 1966. LinVvi-C anTviI-^sh^1 G0™™*161* borrowing 
internal private sector in 1967 and show no net borrowing fromcause bonds though shownin On^ ' J eU adj.usted for INCORA bonds (be- were not soi^

C^mlVn^eT^

SSalXer^Si^
SnVe^'SKL^

increased hv 10 7 A ’ fsn“ates- d) central Government revenues

1 PaS? 1P1 The anticiPated increase in GNP of 6 percent is a prediction

was derlledSreiv frem °ft“1,,SS ”"'***” for "“"essential imports
nniin v x rom information in the GAO report. From the fitrurp of ^7SSal imrX^ ±tra?ed f°Uowing items’ listed by^the misTon as be^g esstn 
e-e in}P?rts> although included in the nonessential categories u<ed to build nn tbo 

hv ha?f Ou^ T up to $39 million, reducing the stated estimate of 3.7 percent 
•' 7 ^\/ Ur excinsion of those three items is meant to be indicative onlv end
is not the result of precise estimates. However, all such ealeutation! are arbb 
mat! S-thls ls °?1J; '""""t to Question the use of any apparently precise estl- 
Stali^"^ imP°rtS “ 87 P"rW"‘ of
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Appendix D
Officials Primarily Responsible for Administration of the Economic and 

Technical Assistance Program for Colombia Since 1961
Tenure of office

From—

DEPARTMENT OF STATE
Secretary of State: 

Christian A. Herter............................ .............................. . ......... . April 1959_________January 1961.
ii u^eon ------.........................-......... . .......................... .................. January 1961_______ Present.
Under Secretary of State:

C. Douglas Dillon........... . .................................................... ....................February 1959______ January 1961.
George W Ball............... ......... . ...................... . ......................November 1961_____ October 1966
Nicholas deB. Katzenbach-------------------------------------- --------- --------------October 1966............. Present.

Assistant Secretary of State for Inter-American Affairsand U.S. coordinator,
Alliance for Progress: 

Edwin M Martin.... ............................. ................................... ......... . May 1962_________ January 1964.
Thomas C. Mann........... . ...................... .............................. . ............ January 1964______ February 1965.
Jack H. Vaughn......................................... ........................ ........... .............March 1965_________ March 1966.
Lincoln Gordon................. .................... ........... ........... . ........... .............March 1966..................June 1967.
Robert M. Sayre (acting).................. ......... ........................ ....................June 1967.................. July 1967.
Covey T Oliver. ................................................. . ......... ....................July 1967.............. . Present.

Ambassador to Colombia: 
Dempster McIntosh................. ..................................... ..................June 1959.................. .  February 1961.
Fulton Freeman........................................................................ .................. May 1961................. March 1964.
Covey T. Oliver....------------------------- -------------------------------------------- May 1964.................October 1966.
Reynold E. Carlson........ ................................................................... .........October 1966............... Present.

AGENCY FOR INTERNATIONAL DEVELOPMENT

Administrator: 
James W Riddleberger...................................................................... March 1959.............. February 1961.
Henry R Labouisse............ . .............. ..................................................... February 1961_____ November 1961.
Fowler Hamilton................................... ......... .......................... .................. September 1961_____ December 1962.
Dawd o .............. -.................. ----------------------------- December 1962_____July 1966.
William S. Gaud ------- ------------------------------------------------ August 1966 ...............Present.

Assistant Administrator, Bureau for Latin America: Teodoro Moscoso L. . November 1961 May 1964
Director, mission to Colombia:

Charles P. Fossum........................................................................ .........February 1960............ June 1964.
James R Fowler............................ ....................................... .............. june 1964.............. July 1967.
Marvin Weissman............................................................... . .................... . August 1967...............Present.

1 In addition, Mr. Moscoso was appointed U.S. coordinator for the Alliance for Progress in February 1962 The position of 
Assistant Administrator, Bureau for Latin America, was abolished in January 1964.

Appendix E
Schedule of AID-Financed Nonproject Commodities to Colombia as of

June 30, 1967 1
[In thousands]

i Most recent data available. Commodities have not yet been imported under loan dated May 27 1967 
2 Actual loan total. No further disbursements anticipated.

Commodity
April 1962, 
$30,000,000 

loan

December 
1962, 

$60,000,000 
loan

March 1964, 
$15,000,000 

loan

July 1964, 
$35,000,000 

loan

December 
1965, 

$65,000,000 
loan

Total

Motor vehicles and parts........... $4,334 $14, 057 $5,598 $10,224 $17,813 $52,026 
45,950 
43,123 
13,720 
10,334
7,515 
7,511
5,154 
4,188
3,848

Industrial machinery and parts. 9, 594 12,796 4,480 8; 643 10 437Chemical products______ ____ 2,926 10,996 1,574 5,926 21 701Mineral and metal products.... 3, 007 5,922 1,077 2; 223 1 491Paper products______________ 703 2,427 358 2,837 4; 004 
1,742 
2,184

581

Coal and petroleum products... 1,949 2,123 157 1,544
Leather and textile products__ 1,079 2,556 746 '946
Rubber and rubber products___ 1,068 2,468 431 606Edible commodities____ ____ 384 1,065 8 580 2,151

9Aircraft and parts_______ 230 2,498 349 762
Instruments and laboratory

equipment_________ ______
Inedible plant and animal

154 950 69 437 124 1,734
products______ ____ 70 476 27 61 455 1,089 

236 
109

Lumber products____________ 30 75 32 31 68Railroad equipment and parts.. 22 41 9 7 30Sea vessels and parts... 29 5 6 7
Miscellaneous commodities and

services__________ _______
Unidentified disbursements.......

78
4,338

1,092 
405

45
30

128 
4

292
612

1,635
5,389

Total.......... ...................... 30,000 2 59,952 2 14,996 34,959 63,701 203,60g
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Appendix F

Comparative Summary of Aid Assistance to Alliance Countries 
Through Dec. 31, 1967
[In millions of U.S. dollars]

Country Country
1. Brazil —______________ $1, 092. 6 11. Mexico_______________ $76. 4
2. Chile________________ 573. 4 12. Nicaragua____________ 73.1
3. Colombia_____________ 430. 3 13. Honduras ____________ 67. 3
4. Bolivia______________ 329.1 14. Venezuela____________ 66. 9
5. Dominican Republic____  259. 0 15. Haiti _______________ 61. 6
6. Peru________________ 157.3 16. Costa Rica____________ 60.0
7. Argentina____________ 144. 4 17. Paraguay ____________ 59. 7
8. Ecuador_____________ 124. 3 18. El Salvador___________ 53. 6
9. Guatemala ___________ 122. 0 19. Uruguay _____________ 32. 5

10. Panama_____________ 115. 7

o
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