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Borstcheff and Salazar in their worki/. For example, if consump-
tion data were availlahle from some cities of the region, interest-
ing demand studies could be done by income level which could shed
light on how the structure of the economies are likely to change
as these countries grow. A number of economists can he recom-
nended who couid help to set un or sunervise work in this area:
Pohert Summers, University of Pennsvlvania, 'oward llowe, Board of
Governors of the Federal Reserve Systems, Philip Musagrove, The
Brookinas Institution. For work on how inflationaryv pressures
affect consumption patterns Roger Betancourt of the Universitv of
faryland would be a good consultant. 2All of them speak Spanish
excent Summers.

An even nore important extension of this work would be to
explore short cut methodologies to estimate purchasing power
narities. The methodology consists of essentially reqgression
analvsis with the dependent variable being the observed purchas-
ing power parities (the 1973, 1977 data) and the exnlanatory
variables readily available economic variables which explain the
purchasing rower narities. Summers has worked with Irvina Xravis
and Alan lleston 1in this area in connection with the International
Comnariscn Project of Purchasing Power Parities of the United
wations. Christopher Claque of the University of Maryland is
another economist who is interested in this area and might be
available.

Tinally, FCID could directly trv to set-up a nroject to
transfer the methodologv used to collect the prices (sampling
technicues, »roduct specification, etc.) to the statistical of-
fices publishing price indices in the area. Apparently there
might be a demand for this kind of work to improve the cquality
of the nublished price indices.

Inn~ut-Output ‘Jork and Studies of Capacity Utilization

ECID Gtaff : Carlos 'olina
Consultantsg: Daniel Schiydlowsky, Boston University
Victorio De Corbho, Western Ontario 'iniversity

1/ 1In the conclusion section I recormend that this project

' should have less nriority for *0CAP fundine than the work
on the agricultural sector nodel, or emrlovment studies.
These suqgestions for additional work in this area should
be read with that recormendation in mind,
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The Input-Outnut methodoloay is another cuantitative tech-
nique which is used by FCID. Partly with ROCAP funding an I-C
table was estimated for Guatemala. The fuateralan I-0 table is
beint used in the research project on employment aeneration in
the construction scctor and it will also be used in the study of
cavacitv utilization in the manufacturing sector, TCID has a»n-
plied for a orant from CIDA to build I-0 tahles for Vonduras, Tl
calvador and Costa Rica. Thev are supponse? to hear falrly soon
on their request for funds from CIDA and are fairly confident of
getting the grant. If the CIDA contract goes throuch, ECID would
iike to establish the capahilities of a data bank for I-0 work
which would allow neriodic undating of the tables and build a
reaional table for Central America.

The BCID work nroqgram calls for three studies to be done in
1979 and 1980 once the I-0 table work has been completed: employ-
ment anl foreign trade patterns, a studv of effective rates of
protection (ERP) and a study of the domestic resource cost (DRC)
to earn a unit of foreiqn exchange in different sectors across the
reqion. It was not clear to me whether the latter two studies are
also coing to be financed by the CIDA grant. 'he "RP and the NRC
studies are two very imnortant ones from a recioral viewpolint.
The LRI study estimates the net result of government intervention
in the foreian trade sector hy calculating the nrotection rates
on sectoral value added. The DRC study will show how efficiently
resources are being allocat- ! in the different »narts of the re-
gion and what economic sectors should be nronoted more for the
vurpose of export or imnort substitution. If these two studies
need anv supplementarv financing, they should be conaidered hv
nOCA? if funds are available in the 1979 budeect and the T-0 tables
are available then. TFor exanple, the IRP methodology 1s the ade-
cuate one to use for the on-goinqg review of the common external
tariff of the CACM Leing carried out bv a ZTITCA task force. Since
the I-0 tables are not available at this time this task force will
be forced to make some more gross adjustments to the nominal
tariff lovels. Once the ERP studv is finished the results would
be usable for reviewing the structure of the external tariff.

The study of capacity utilization consists essentially of
two steps. A survev of the manufacturing sector is carried out
to determine the causes for less than full capacity utilizatiorn
and the potential for rmultiple lahor «hifts. Once the survey is
completed the impact on the economv of an increase in capacity
utilization is analvzed and the desirability of different policy
instruments to achieve a higher camacitv utilization are evalu-
ated. A study on the phenomenon of less than full capacity
utilization makes sense in a reqion like Central America which

IMICLASSIFILD
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is labor abundant and canital scarce. Since manv of the indus-
tries have been established to serve the regional market, it is
rather important to look at the causes of less than full capacity
utilization frem a reailonal perspective:

The survev is sunnosed to he carried cut during 1978. Tt
is Jifficult *to determine whether this wory will be finished in
tho contemnlated tine period. Some administrative arranqenents
remain to be completed with some of the governments which are sup-
nosed to car. r out the survevs at their own expense.

Econometric Models
TCID StafS: Cabriel Siri, Juan R. Vargas, Luis R. Dominguez
Cconsultant: Jere Bernrman, University of Pennsylvania

The work on cconometric models consists of five individual
macro-models linked together through the intrareqional trade
flows. ‘The models emphasize the foreign trade sector by specify-
inc the models in a way that cantures the impact of international
nrices on domestic nrices and the increasing interdevendence
L,otween the countries of the reqion throurh trade flows. The
dorastic models are Yeynesian in spirit with agarecate demand
acuations and tae immact of the monetarv scctor on the real scctor
captures by the cao hetween the money demand ~~71 the money supnly.
"he nublic sector is also modelled with some revenue and ex»endi-
ture ecuations.

A number of simulations are being premared on the final
report of this phase of the work for the IDP which financed this
work. One set of simulations will estimate for cach country the
multinliers of ce¥port rrice increases and nublic investment ex-
nondiitures.  Another set of simulations will explore the nossi-
vilitics of ronetarv and fiscal nolicv harmonization and a third
analvzes the sources of inflation and the impact on the economy.
The estination of the rodel has beean successful. The results of
tno airmulation will not be availahle for another four to six
weols. These sirulations will be the real test of the forecast-
ince and »olicy simulation ability of the models. I understand
that ool results have already heen cobtained for the raltinlier
simulations.

In connection with this work, FCID Las put together an
econoitic data base for the five C.A. countries on a consistent
basis which will be nade available to the sovernments and other
institutions of the area. They have also produced time series
of »rices for traded qoods at a fairly disaacoregated level of
trade cateqories which were not available in the area before.

UNCLASCIFIED
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mhis work has created a lot of interest in the regqion. FECID

has leen working mostlv with the Central Panks of the area and npo-
vided technical ascistance to them in their cconometrilc wor¥. Tor
cxam“lc “CID has civen the Ponduran Central Bank the comnuter

rocrans which they are usinc to €S tirate and cimulate the nodels.
% nunber of nossible forms of future co-lahoration botween FCTID and
the Ceniral nanks arce beins considered at a techrical level. The
idea would be to male available to the Central Danks the natioral
models anu coilahorate with them in the exnansion and updatin~ of
the models while maintaining in NCID the carabilities for doina
rerlonal sirmulations. The Central Lanks scer to be ouite inter-

sted in this work and micht be willing to give some financial
support to TCID for this nurpose.

mha IDN financina for the building o” this nordel was for
aichteen months. The Bank is waitinag to receive the report from
the first phase with the simulation results before congidering
ar additional recuest for additional financina for a period of 12
ta 15 rmonths to further refine the model., In this second phase
of the wor¥ the models will be further disaagrecated, linked to
+he I-J tables and *he immact of macro-variables on income dis-
tribution berter assessed. There is fairly high probabilitv that
the Lan will support a cecond phase of this worl.

although this nroject has not heen financed by POCAP funrs,
it should be very useful for any further assessnent that nNCAP
might Jdo of the macro-econoric persnaectives of the Central Armericarn
recion. A.I.D. priorities are, of course. definitely more of a
microecononic variety, e.a. aaricultural sectnr, health, etc.
lowever, due to ROCAP concern with the Central Anerican inteqration
nersnective the outnut of these models could nrove to he aquite use-
Ful in the future. Trom servine as baclkaround nmaterial for "APs
to analvzing the immact of increased trace flows vithin the ChC™
ander different growth and intecration scenarices the werk of this
croun ctiould be of interest to ROCA™, If in fact FCID becins
sroducine periodic forecasts and policy sirulation it would be to
the advantage of TOCAT and country missions to cons 1der financing
sart of this work which could be supnortive of A.I1.D.'s aralvtical
work in the region.

“mplovment Studles:

TCTh staff:  Custavo Leiva, Carlos fevilla
Consultant: Clark "evnolls, Stanfor? Universitv

Since its creation TCIN has been concerned with the recion'
emplovnent probhlems. In the first phase of ZCID worl, the “rank-
Soto-Sevilla study on the determinants of labor dem xand in the
manufocturine sector provided basic information about the capital-
labor substitutability in this secctor and some estimates of the

19
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impact of techneolocical change and intecration on emplovnent.

» marallel stu’v was attemnted for the recion's agricultural
sector. The study was not conpleted because the nroduction func-
tion estination was not successful due to data »nrobhlems. This gan
in informacion concernina the emplovrent situation in the anri-
cultural sector is heinqg »nartly filled by the weor) that Sevilla
is Joinc at Stanforl Universitv for his dissertation with anri-
cultural! "ata for “uatemala collected in another A.I.N. study.

The second ajor emnlovment study done by TCID is the
noynolis/Leiva study of the crmployment problens of exnort ecc-
nomies in a common market. The study exarines overall emnloy-
ment trends amone the five countries in response to chanting
conditions of labor sunmply and demand during the neriod of the
crett, Snocial attention is given to the level and distribution
of awloyment amony activity sectors, wace levels, the deqgree
of unionization, the »rocess of labor nobility and c¢liill ~ompo-
sition of the worl force. This is a very challenqgina studv
fecause it analyvzes the imvact of the integration procass in the
Cr 1labor force in terrms of its emnlioyment, incomne levels and in-
cone distribution. It sheds light on the ouestion of the labor
force rarticipation (or lack of) on the henefits of the inte-
aration orocess. I have nrepared some detailed comments on this
studvy on a scparate naper.

In addition a study is peing carried out on emnloyment
ceneration in the construction sector. The study is quantifying
the Jdirect and indirect employment creation effects of construc-
tion activities in Cuatemala. Survey information has been col-
lected on the labor intensitv of different nroduction technologies
in the construction of several kinds of dwellinas. 2An estimate
of the overall impact on the economy resultinag frorm an increase
in construction exnenditures will be obtained bv estimating sorme
I-0 table multipliers. This studv vas recuestcd hy the Cuatema-
lan anvernment. Other countries have exnressed some interest in
havina a similar study done in their owvn countries. narticularly
'l Salvador.

mhe last stulv, which is in the planninag staace, is a study
of the emnloyment creation effects of Jdifferent rosources alloca-
tion stratecies in the agricultural sector. This studyv utilizes
the modelling worl which has hbeen comnleted in the agricultural
sectoral model (discussed next). It w.ll bhe nresented in a
geminar on employrent which is beina planned for next summer to
report on the emnloyment studies. This emplovment seminar will
be held at the technical level jointly with the ILO office for
Latin America. The seminar will nresent to the narticipants the

UNCLASSITIFED
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results of the FCID emplovyment work and the results of recent TLO
missions to Central American countries. In addition to disseminat-
ing the results of the aralvsis, the seminar will trv to recommend
nolicy cuidelines to increase employment levels in the Central
American region. The seminar is an excellent idea and the colla-
boration with ILO will helo to make the seminar more interesting.

I'CID has devoted a significant part of their resources to
the employment question. The studies conducted so far, althoush
naving obvious policy implications, have been of an assessment type.
Some of the issues researched have been the possgibilities of substi-~
tution between capital/labor or to what extent the labor force has
benefitted from integration. These studies were verv necessary
durinc a first phase but I believe that future work should be more
qeared to policy cuestions: what are the comoonents of an overall
emnloynent policy in the recion, cost-benefit analvsis of alter-
native employrent generation strateqies, labor supnly bottlenecks
and other pnelicv questions which ICID is probably better »repmared
to address at this point. The seninar will nrobhahlv he very use-
ful in identifying policy issues where more work is neceded.

ECID has only one staff member workinm on emplovment issues.
Although ECID could also carry out employment studies with its
current staff worlina in modelling activities, it might be worth-
while to add to 1its staff or to his consultants a labor economist
with experience in developing countries.

agricultural Sectoral !iodels

I'CTID Ztaff : Carlos Cutierrez Luna, Carlos Pomareda
Consultants: Lehman Fletcher, Iowa State University, and
Roger Yorton, IBRD

mhis research effort censiots of an agricultural sectoral
model for Central Mmerica bhased on five senarate country models
which are subdivide.l into each country's aaricultural regions.
The countrv models are linked throuch the trade of some ley agri-
cultural products. The models are of the linear n»nrogrammina tvoe
similar to the CHAC nodel huilt bv the IRPD for '"exico.

~he models are lisacqrecated hy imnortant crons, farm sizes
and technologies for each agricultural region. Agricultural nrices
are determined endorenously and rigk factors will be introducecd 1in
the production relations of the national models. 1In addition to
the models themselves this research provides the meanc and incenti-
ves to establish a data bank of each country's aqricultural sector.

UNCLASSIFIED
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m"his kind of modelline technicue is verw useful in analvz-
in7 resource allocation and comparative advantane cucstions in
tha agricultural sector. The models are indicative ir nature.
come examnles of the kind of policy simulations which could be
addrasse with these n0dels would he the irmpact on output and
enployrent of changes in orice supnort policies, and of nolicies
nromoting the use of certain agricultural inputs like fertilizers.
In addition, the rodels coulsd also be used to evaluate agricul-
tural Jdovelopment projects.

~he TCID has also develored a research prorosal on the
quantification of the impact of Central Merica's agricultural
nolicics on the consumption/nutrition levels of the ponulation
of the area. This research proposal has been develored in
conjunction with the Institute of ‘lutrition of Central America
and Tanama (INCAP). INCAP? has heen studyina the consurmmtion of
£a0ds and its nutritional comnonents by lou income grouns. "ith
the IUCAY consumptien infoarmation of low income arouns (small
farmors. rural wacde carners and the urban poor) and the *CID
1model, a cuantitative assessment could be done of the immact of
arricul tural policies on the consumption pattern and nutritinonal
status of different consumer groups.

This pro-ect has been discussed with the IBPMD and the ‘la-
++ition Fconomics Group of AID. Both have evnressed interest.
vo. Van laeften of the Wutrition Economics Group will be visitinag
fuatenala in the near future and intends to call on T'CID to ex-
plore further the nossibilitiles of collaborating toqg-ther.

~hare is a lot of interest in this Xind of mnodellinc work
since there is a great demand in Central ™merica for analytical
tools which would heln to rationalize nolicy makina in the agri-
cultuial sector. The ilonduras covernment has heen working for
some years on an aqgricultural secctoral model with the A.I.D.
countrv nission financing some of the technical assistance. Viork
has alrcady bequn in Costa Rica and “licaraqgua. The Cuateralan
and 1 Salvador governments arc setting acricultural sectoral
grouns to start the national work with the assistance of TCID.

mhe difficulties in this kind of worl should, however, not
be uniercstimated. 'lory has to proceed from collecting basic
production inforration on the acricultural sector to estimatinco
sone production parameters and running and validatinag the linear
nroarartiing model for a narticular year. In addition, there are
serious coordination nroblerms in this project due to the fact
that the work will be carried out in six different places. Dif-
ferences in the cuality and the availability of aagricultural data,
in the land tenure system and in technologies used in the reqion,

UNCLASSITITD
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are just beginning to be addressed.

In this context Gutierrez Luna and Pomareda exnlained to me
that at the present time thev were facing a trade off between
actually pushing ahead themselves with the regional modelling work
in Guatemala or using a significant amount of their time in helping
to set up and get startad the country teams who are qoing to be
working in this project. They claim that the amount of time re-
cuired to set up each countrvy team was seriouslv underestirated and
that the lack of commuter software facilities in each of the coun-
tries was not foreseen. A L.P. computer progran is only currently
available in Honduras and arrangements are beinq made for procram
rental in Cuatemala and Nicaraaqua with financial arrangements still
to be worked out in Costa Rica and Fl Salvador. In addition the
amount of necessary disaggregation of the national models was ap-
parentlv also underestimated. Fach countrv wants to disaqgreqgate
its national model at the level of its agricultural regions. The
scope of the work has consecuently become much larger.

In many ways this research project has become more of a
technical assistance project. T'CID's current views are that it
is better to train the staff of the countries as they go along
to make sure that the models will be operational in each country.
In this context they are applying to the FAO Fducational Office
for a grant to conduct a 2 month seminar in the i;ea to train the
economists who are going to work in the nroject.=

As things stand now, ICID work program calls for the country
tcams to be in place by the end of the year and a reqional mrodel
tied tc only two or three ag;}cultural regions of each country in
operation by thi end of 1979~.

T helieve that the ICID apnroach is the correct one br:rause
unless the government teams learn how to use and maintain the
rodels the benefits of this project will quickly be lost and the
regional model will only be as qgood as the individual country
models are. But I am concerned whether this work proqram can be
finished on time between now and the end of 1979. I believe that
the tochnical assistance nature of the project should be acknowledged
by both ECID and ROCAP and a clear understanding be worked out of

1/ I intend to get an AID letter sent to FAO supporting this ap-
plication and encouraging them to finance this course.

2/ The number of aqricultural regions in each country vary but
tvirically range in a number between 5 and 8.

UNCLASSIFILD
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what is cxpected by the end of 1979. In this context I would like
to recormend that Pomareda's stav in Cuatemala be extended until
the end of 1279. Pomareda has been handling the more technical
aspects of the model building and even if an adecuate renmiacenent
were founi the change is bourd to push back the work schedulc. In
addition, it is also imperative that an overlap of at least six
monthis exist between Tormareda and his successor =o that the new
nerson can become familiar with the work.

b. Studies Pissemination

In my interviews with government officials throuchout
the reaion it was ohvious that there has not been enough dissemi-
nation of cthe studies. =CID held two evaluation seminars at the
suggestion of ROCAP in 1977 which were attended Ly government
techinicians from the five countries and frorm some reaqional insti-
tutions. In addition, in the surmer of 1977 TCI™ “eld one day
serinars in each of the five countries to present to each of the
Fovernrents, the results of the first groun of studies. The seri-
nars were held in the Central Banks and novernment officials work-
in in the economic and inteqration areas were invited to attend.
It was clear from mv meetings, however, that this dissemination
work has not been cenouch.

Part of tho dissemination nroblem is that there are two
d1fferent audiences that have to be reached: one is the toch-
nical and the other is the nolicy-makers audience. The studies
seenr to have been fairlv well disseminated to the technical
auidience in both the qovernment and academic circles but the
disserination success with regard to the nolicymaker audiences
has been mixed at best. This 1is not completely T'CID's fault
since there has been a wery hich turncver of personnel at the
ninisterial and submninisterial level in the area in recent years
due to a nunber of government changes. Mevertheless, the channels
of 2disserination which have been used to reach the policymakers
(the onc <ay country seminar or the booklet on the research pro-
cram) might not be the most effective ones. Policvmakers have
iittle time to atter] serinars and manv tires thev need to be
presented the studv results in layman lancuage. I nake sone
recomnencations in the last section of my renmort to help in the
dissemination of I'CIN's work.

" related issuce to the dissemination cuestion is the use
that has been made of these studies. The original TCID concent
wis that it would be an institution which would encage in lonag
term research on issues of policy relevance for the integration
nrocess and hence SITCA.  In orincinle one would have exnacted
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that at one point or another some of the studv results would have
been discussed by some political body of SIFCA. 1In nractice as
far as I know there hac been little of this kinl of use. This 1is
not too surprising given the difficult times that the inteqration
novement has been going through in Central America since the El
Salvador/Honduras conflict. This 1s also nartly due to the fact
that it was not until fairly recentlv that a basic set of studies
were available. The utilization of the ECID stuldies on matters of
integration and economic policy by the governments will nartly
denenrd in the future on the relevance of the studies and on the
leadership of ECID, SINCA an! any other govermnental body associ-
ated with ECID. Such a utilization will be more lively, the
closer I'CID tieg are with these qovernmental oraanizations other
things remaining the same. This is an important fact to keep in
mind when discussing the institutionalization of E=CID.

IT. LCID Institutional Arrangements

I'CID 1is currently a part of SITCA. I¢ has been receiving
hetween 550,000 to $30,000 in budgetary sumport from SIRCA in
recent vears. TICID contacts with the governnents of the region
have bcen made through the SIFCA framework. IHowever, due to the
nature of both IICID's and SIECA's work there does not seem to
have been much interaction hetween FCIND's staf® an? the rest of
SIECA'; staff or much utilization of ECID studies at high poli-
tical levels in SIFCA.

fome administrative friction has arisen within SITCA due
to the fact that the IICID salary scale is much higher than that
for the rest of SILCA. This adninistrative problem, althouqgh
not an insurmountable one, 1s a serious consideration in the mincds
of both SINCA and FCID directors when considerinc future insti-
tutional arrangements between I'CID and SICCA. 2An even more im-
portant financial consideration igs that the Secretarv General of
SITCA, Licenciladn ‘‘avorga Cortes, does not believe that the SII'CA
budaet could absorb a significant dron in ROCAP financina of the
TCID pudget. SITCA has been having Qdifficulties in qeotting the
governtents to approve increases in its budgets. 2Also, giver
SICCA future work activities any increases in <ITCP budgets would
sccm to be pretty much committed to non-LCID activities.

Lecause of these financial considerations there is a mutual
agreement between Inricue Delgado, ECID's director and Mayorga
Cortes to try to find new sources of financina for ICID and in
the process make FCID more indegpendent of SIECA. Implicit in
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tliis acreement is the notion that I'CID's ability to carry out long
ternm research would be nore assured 1f other institutional sun-
porters are found. The details of a new institutional arrangement
have not been comnletely worked out martly hecause the final ar-
rangerent would depend on the newv sources of financina for RCID.
SIrca would nrefer that such new sources of financing be outsida
the regular budqectary process of SIDCA so that T.CID would not
compete for "inteqration” funds with SIECA.

Nne nossible new source of financinc for ¥CID could be the
Consejo Monetario Centroamericano (the Central PRanks association).
Central Banks in Central America, as in other nlaces, have signi-
ficant flexibility iIn the nmoney they can spend on research. The
neople I talked to at the Central Ranks, were recentive to the
idea of TCID subrnitting recuests for funds to the Central Ranks.
These requests would nrobably have to be in the form of service
contracts with FECID cormitting itself to nrovide some technical
services to the Ranls. Yowever, some overhead cost could be
financed this way.

Ctuer new sources of financing could be CAREI, or the C.A.
covernments directly through their treasury ministers or throuah
tne JINC* budaget. The probabilityv of obtaining funds from CARTI
on a1 continuous hasis is smaller. CARI'I might be interested in
having TCID undertake specific analytical revorts for them but 1t
does not seem to be interested in long term arranadgements. ‘'Thether
the C.A. goveranments will be willino to arpronriate money directly
into TCID or through STECA is an oren acuestion. T encountered a
lot of skepticism when I discussed this possibilitv. There are
already cuite a aumber of reqgional institutions:ras a result,
qovernments are reluctant in rcrinciple to finance new ones. Below
are my recormendations with reagard to the institutionalization of
TCID and sources of financing.

ITI. Conclusions ani Fecormendations

1. FCID has nroduced hiadgh cualitv work in the areas of
integration an? economic develorment. This hiagh cuality wort is
well recoonized in the reaqion and the institution has a very good
renutation in both covernment and academic circles.

2. There is also aareement both in SII'C2 and in the covern-
ments that ICID has filled a need that existed in the reagion for
an institution with long term research capabilitv. TFCID seems to
have playved a catalytic role in carryinag out lone term research.

A number of studies have been oraqanized where all the governments
of the area have coonerated and economies of scale in research
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have been exploited by having FCID play a coordinating role.

3. There has not been enouqgh dissemination of ¥CID's studies.
I would recormmend that the following or similar steps be taken to
improve the dissemination channels.

a. Distribute studies in draft form to qovernment and
academic institutions to obtain their comments at an earlv staqe.
This would allow economists who are not directlv involved in the
vroject to comment, and would provide researchers with preliminary
results long before the publication of the final results.

b. When seminars are held, the papers to be discussed
In the seminar should bhe evaluated well in advance to allow the
participants to review the material. Otherwise the seminar could
easily become a monoloque with not enouah nmarticipation from the
invited narticipants.

c. Some sort of newsletter containing executive sum-
marics of the studies could be circulated by ECID. The idea would
be to summarize the studies and its results to nolicymakers in
lanquage that they can understand. It would vrobably be better if
each newsletter would limit itself to one study. It would not have
to he a periodic nublication but given the number of existing
studies one would expect to see three or four a vear. This kind
of newsletter would force the ECID staff to ask themselves what has
been found in the studies which is relevant to nolicymakers. Tt
would also keep ECID work in front of the peorle worlinc in these
areas in Central America.

¢. Maintain the ontion that interested readers can ob-
tain ECID studies with a charge for reproduction. The stranqge
situation now exists that the first series of studies are out of
nrint and cannot be obtained.

4. With recard to the institutionalization of ECID, I
believe that it 1is unavoidable that FCID look for new sources of
financinqg. The most nromising source 1is the Consejo Monetario
of the Central BRanks. However, I helieve the original reason for
beinqg of the institution would be defeated if FCID were to be
taken out of SIECA altogether. TCID could stay under the umbrella
of SILCA and it should at a minimun continue to cet the same
financial support from SITCA that it has in the past. It would
be very hard to understand why SILCCA could not allocate $75,000 to
$100,000 of its annual budget to ECID in the near future, especial-
ly at a time when ECID is in a position to turn out analysis with
2 higher nolicy payv-off. A board of directors could be organized
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for ICID where renresentatives of SILCA, the Consedio Monetario ana
other contributinc agencies could be represented. Such a board
would anmrove rasearch nrojects and establish auidelines for CID
activities.

5. T believe that it is desirable that TCID should maintain
some relationshin with SITCA for two reasons in addition to the
financial advantaaes:

a. Institutional ties with SIWCA will retain the nos-
sibilitv that the results of studies on cconomic integration will
be utilized by the political body of the rcgion in charqge of pro-
moting inteaqration. If F'CID were to be taken completely out of
SIFCA the chances of this policvy utilization will be smaller. The
academic freedom of ECID could still be maintained under this ar-
rangemnent.

b. The Central American qovernments woul?d probably he
roluctant to supnort another reaional organization given the
numrer of institutions already in existence. It would be hard to
defend the senaration of FCID from SINCA when LCID was supnosed
to increase the analytical capability of SIICA.

¢. From tihe voint of view of NOCAT, T believe that this
nroject has been a worthwhile one. The main objective of the
mnroject has been fulfilled: an analytical capability has been
added to SIICA and its reputation established in the area. The
question arises what, if any, should be the involvement of ROCAP
after 1976. I recommend two kinds of future involvements for
ROCAP and other parts of AID after 1979:

a. Given the analvtical capabilities of ECID, its
financial problems and the need which AIN has for economic analysis
in the reqion, I think that ROCAP, AIDN/"ashington or the country
missions should be onen to new research project pronosals from
TCID. The joint I'CIN/INCAP nronosal on agricultural rolicies and
the nutritional content of consurmntion levels is a good examnlc of
a nroject of qgreat interest to AID and which would help supnort
further the work alreadv qoing on in I'CID. PIN narticivation in
specific nrojects would also help to ease T'CID financial nrohlems
in the future. PNCAP might want to take the leadership in jointly
identifving with LCID research areas of mutual interest.

b. In addition to AID financing project-specific work,
I believe ROCAY should closelv monitor FCID efforts in ohbtaining
new sources of financing. I believe that, in principle, enough
institution-building support has been qiven to I'CID but that
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rcalistically the problems of financing an institution like FCID
should not be undercstimated. 1In the 1.S., research institutions
similar to ECID finance a minimum level of operations from the
revenues of an oriqginal endowment which originally set up the
institution and from the income of on~goina nrojects. 1In the
CID case, ROCAP's financing has plaved the role of the endowment
and it is hard to find an alternative substitute of funding giv-
ing the existing budgetary constraints in the region. Under these
circumstances, I recormmend that ROCAP give serious consideration
to giving a new block grant to ECID for two or three more vears
after 1979. 1In exchange for this new grant ROCAP could have the
oprortunity to call uoon ECID analytical capability on a number
of integration policy issues. Something in the neighborhood of
$100,000 might be adequate for these purposes. ROCAP could make
its contribution contingent on the Central American governments
making appropriate contributions to IFCID through STTCA's budget.
Some of the analvtical areas wherc ROCAP could benefit from the
YCID expertise are mentioned below where I identify which varts
of the FCID research nrograms should have higher priority for
ROCAP, I ao not believe that ROCAP should be too defensive about
considering this kind of financing in the future. 1In the past,
ROCAP has financed the work of temporary technical qgroups assigned
to do a specific SITCA project like INTAGRC. In this case, ROCAP
would be identifying, a nriori, a snecific research aroup which
has been established in the region and which could perforn ~
number of tasks. At the same time by doing this, ROCAP might be
maxing sure that a worthwhile institution created under its aus-
pilces 1s not lost for the region.

7. With regard to TCID's research program, a nunber of
recomnenlations can be mnade in addition to the ones made when
tliscussinag the ongoina studies:

a. ICID should be in a position by 1979 to carry out
projects with a more irmediate nolicv focus after having develoned
successfully a number of analytical tools and establishinn a basic
Jata bank in a number of economic arcas. A better balance should
be achieved between lasic research (model buildinag and data
gathering activities) and ammlied research (studies addressing
snecific nolicy auestions) - so far the emphasis has been on
basic research.

b. T[CID should try to utilize the models it has de-
veloped to neriodically forecast economic conditions or simulate
alternative policies. The macroeconometric models, the agricul-
tural sectoral models and the input-output tables could be used

UNCLASSIFITD

19


http:positr.on

NOCAP /fuatermala CAPTC A 17 UCLASSIFITD 12

for these purposes. The marginal cost of »roducina frecuent ana-
lytical papers in these areac is relativelv low onmne the models
arce in place.

c. TFCID should give hiqher w»rioritv in the future to
specific develonnent and interration »nroblems in choosing new
rescarch projects rather than emrhasizinag more coneral suhdjects
such as ermnlovment and inteqration and buildine odels. Zore
arcas wh2ere there secms to be interest ars:  (a) nossibhilities
for recional coordination in the industrializakion nolicies - what
could he called industrial programming: (b) a studv on the method-
olocy of how to tal.e into account in the formulation of national
economic plans, the constraints and advantanes omen to the coun-
tries by the inteqration nrocess- (¢) an analvsis of future sun-
nly bottlenecks in the region, both in nroduct and labor marlets:
() monetary nroblems such as monetarv policv imnlications of
econonic inteqration prrownsals and the impact of monetary policies
on ermnlovment levels: (e) methodoloqgical studies on how to improve
the »~rice indices published in the area- (f) specific policy recom-
nendations which address the unemnloyment and sub-emnlovment pro-
blems in Jdifferent »narts of the reqion and (q) the whole area of
existing living standards in the reasion and what are desirable
policies to reduce income inecqualities.

8. With reqard to ROCAT nriorities and FCID ongoina studies,
I believe that the agricultural sectoral modelling should continue
to receive priority. In €“act, NOCAP should inform the countrv
nissions of Central America of the work which is heinqg done and
should incuire whether the country missions are in a nosition to
finance come of the worl. on the Adomestic models as was done by
the ‘londuras “fission. The rerainin~ "OCAP funds for the 1977-79
meriodl are almost fullv cormitted to the capacity utilization
studv, the emnloyment seninar, the nrice stuly an? the study on
the Guatemalan construction sector. There is no reason to believe
that with this ROCR™ funding, these oncoing activities cannot he
conclulel on time. If for any reasons the comnletion of these
studies Fall behind schedule, I would cive prioritv to the cor-
nletion of the set of ermployment stucies and the study on canacity
utilization: in that order, after giving first nriority to the
agricultural sectoral study. If funds are still available and the
CIOA financing for the construction of the innut-outnut tables
have beaen obtained, ROCAP riaht consider contributing to the ef-
fective rate of nrotection and domestic resource cost studies in
137¢.
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