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PROJECT EVALUATIOrI: 596-0040
 
SIFCA I'TSTITIlONAL ASSISTANCE
 

1i.-HIfS'IO: 'R AID/" FFICE A.N 	 j-2. -PPOJ-ECT- U--E ...... 

rOCAP 	 596-0040 

SIECA Institutional Assistance
 
4. 	 KET PPO.JFCT DATES (FISCAL YEAPS:) 

a. 	Implenmentation Letter P24, signed December 13. 1977
 
b. 	Final Obligation: FY 1979
 
c. 	Project Terminates in December 1979
 

5. 	 TOTAL .. FUNDING - LIFE Or PROJECT 

$2,674,000

-6- . EViLJ-TI--6 1J-1E-R -7. PE-RIo-D-COVERET BY TIlIS EVALUATION i8. nATE OF THIlS 

I EVALUATION 
7T-5 From: June 1976 To: Feb. 1979 i - --	 o____ ril 2s, io 


9. 	 ACTION M.CISIONS REACIED 10. OFFICER O1 IT 1i. DATE ACTION TO 
AT LVALUATION REVIEWI: PrESONSILLE FOR BE COMPLTED 

FOLLOU-U1P
 

ROCAP and ECID support the eva­
luation's conclusions concern­
ing prioritization of studies, Economic Office i December 1979 
increased involvement of Cen­
tral American institutions in 
ECID's work, and better disse­
mination of conclusions and 
work progress. Pfegarding the 
report's reco=raendation for 
future ROCAP or AID "block 
grant" support to rCID, POCAP
 

has advised ECID that it is un­
likely, although support for
 
future studies directly relateu
 
to project developnent or eva­
luation would be considered.
 

12. SICNATUPELS: 

Project Officer
 

Custavo Ruiz
 

Program Officer 	 Assistant Director
 

Robert ilechtman 	 Ronald Venezia 
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IEROUCT O.ION 

Te nurpose of this..report Sto..evaluate 7OC1P Project ..
59G--00 4,. This .roject is a technical assistance project to on­able the Secretariat for the Economic Interration of Central.e -
crica (IF7CA) to exoanr . its economic anal-sis canability in thc
areas 0o" integration and economic :levelopoment. The rerort con­
sists of three narts- the 'irst part is an analysis of the on­going research projects and a discussion of the dissemination of
such stu,'Ucs, the second *art of the report discusses instition­
al arrangements and the last section contains my conclusions and
recommendations rerarding "cID accomplishments, its future re­search work. institutionalization nossibilities and POCAP's in­
volveren t. 

The information for this evaluation was oltainee from my par­ticination in the two evaluation seminars organie.dby FCIP in19;77 and r'v visit to Central America in February, 19T,. During
n,,y rebruar,, visit I had the o..portunity to discuss with lCID's
staff the individual research projects and also to meet with of­ficials from Centralthe A.omrican rovernments to obtain their

views on I7CID's work.
 

I. .,CID' s Research Program. 

a. Active Research Projects 

The on-.goinc, .OCAP grant was given to help SIrCA de­velop a research unit capable of doing long term research, to
provide decision-makers in the reqion with nolicv o:.,tions 
on mat­ters af.ectinc: the economic and social coimmunitv an! to study !'e'inteqration issues with er.mhasis on the agricultural sector. Dur-­inm the first phase of this project. PCID with the col.laborationof the Brookingo Institution carried out studies on 
the cost and
benefits of economic intearation. comoarative nrice studies, n. -iplo'nent studies in the manufacturing and aqricultural sectors,a stud,, of corniarative advantaqe in the coim,.on market and a nroto­
type agricultural sectoral model. 

After th.s r.irst series of studies, ECID has been es­sentially engaged in two types of research ac';'ivities: ore type.hdich has tended to occupy most of their time, consists of dev­eloping ,uantitative techniaues and economic models which could
in turn be used to analyze a nu.Lber of important economic issues.
"Ixamrplesof these activities are the aqricultural sectoral models,
the rmacroeconometric rodels and the inrut-outnut tables. Another
tye ias been to carry out studies which have either a relional
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intcrest like the stu-2v on caacity utilization in the -manufactur­
ina sector and the e*tension 0 the price comparison study or 

.tudics...hichhave ,bcen.sec.fical,,revuestedJbs.a countrti.sucWI . 
as the study on the generation of employment in the Guatormalan 
construction industry.
 

The strate 'v" of devotinc significant resources into the 
dovel or'nent of quantitative techninues in T'CI) looks like a somnd 
one in retrospect. It has certainly a,-(!ed a new technical capa­
bility to SI7CA and it has also ained TgCID the resnpct of the 
economic technicians of the rerion. 1,itf.hout this respect an' the 
cmneration of goodwill by ECID through their offering of technical 
assistance to transfer these ryuantitative technicues to indivi-?ual 
countries, ECID would "prohablvhave found it very difficult to ob­
tain the cooperation of individual povernnents on research pro­
jects. As policy mna,ers become r.iore aw.zare of the k:inl of auestiions 
the i.iodels can address, they also become r ore interested in TPCID 
work. ror examinle, there is lil:ely to be a lot of interest ir. 
both the nublic and '-rivate sectors of Central .herica in shor'­
torn 'orccazts nnd simulations of the "iacro-oconometric4 r:olels. 
'he-e odels shouL! become operational this yenr, mhe same is 
likel to be true of the agricultural sector models once they are 
onerational in 1970. 

Despite the in;tcrest rrenerated by the stu..lies chosen so 
far. it is also perhaps true that a greater share of the resources 
shoult'. have been devoted in the past years to studies which have 
a more immediate policy pay-off. In any event the initial hiqh 
cost of rmiodel buildin,- and data gathering should be comincT to end 
in the course of this wear. This will allow Y:CID in the future to 
em hasize more stud)ies with more ir,.ediate policy concerns using 
to a larqe extent the models constructed in nrevious years. I 
make below specific reconrmendations on possible new studies with 
this nerspective in rind. 

The on-aoinr' research activities of T'CI) include (a) 
,:,rice comnarison studies, (b) innut-output worl: ancd stuclies of 
c,-acitv utilization in the manufacturing sector- (c) macroeco­
noL.,ic riodels: (d) er-ilo-rment studies; and (e) avricultural sectoral 
models. 

Price corlparison stu,.ies 

... ..(7 .a..4!Jorge Ti,rstcheff
 
Consultant: jorrge Sa.,zar Car ,:CT77L
 

The nurpose of the study is to analyze the *rice structure
 
of the five Central American countries. Bv collectinq information
 

UICL?:SSTTl1'1 



41 OCM/(uatonala CAPTO A 17 Ur'TA-FTVr* T,  

on transaction prices, the *urchasinw Tvoc,.er ,.,itfes of the cur­
rencies in the area can be estirmte3 and conclusions -lerive, 
abJout the aderquac-:- of exchan.:, rate levels. u to the recent 
i lationary, pressures "i Centra'- I-,-. a ther. s -!lot of An­
tcrenst in the results o- this stuyiv .articul.rl., hb Central "anks, 

The study involves tho collectirn o. '-)rico ta for consue.r.. 
canitil and import goods. A price survey was Oone in 1973 -lurinm' 
the first phase of the -CID activities7 and reneated., in l77. This 

-nrice data will allo, for intertom.nora am across country conna­
risons. In addition, sore work is be..n.: done on construction 
cost indices '-tartin with the crise of -luatemna. Dr. Jorge 11alazar 
Carrillo the project's consultant is suose to wor?" in the next 
fw months on the riethololoqy for nrice com',arison across countries

7,roviucts. After the :rice comparisons are ona and new nur o ­
r.... ........... an ana!,,sis of the inflal-ion irr.act 

an..- the incidence of fiscal nolicies on consurier c.oodls prices ;ill 
)e u tah.en. add ition nrice ,'ata be used an.!ZI I the -,,ill for 
anal.0Zis or -otenti"] cor-arative av,.ta*r.n in th industr,. ':'e 
wor: -. oran: I understand, calls for the work to hO.,com.Iletee in 
197- althou,:,h T would not be surr.rise,] if there is some sliD:)ar 
on this work schedule, 

In rty meotinr *.!ith some of the rcovrnnmont n.rrticirtants o" 
this 2-ro-ect. some concern was expressed about: (a) the acuac', 
o tco in-ices weichts which are beincr used to estimate the 
urchaslnc~ ,ower narities (b) the comTarablit'? across countries 

of 3o. 'nv of the ,ro-ucts which have bon priced- (c) in the case 
oT I'if.ar: ua 1 ov4 r e roseOai e is the 1973 "ric structure due 
to t_he i.d3torLioni1 created by the earthl-u-:e.: (l) the neei 
to tF.Ye into accnunt nonetrv 'olicv instruments in a,]ldition to 
.isc.l 7)olic, instru.nts when analvzin,-, the novernm-'ent policies
i,: act on ,coris-uer -rices. 

'.,hero. is less W;ri,:ten methodoloqical infor"'ction or this
 
:projoct. T think that 1rCiD, should circulate Sal-ar's .ethorJ­'" 
oloyicl- recoramendations for the price com-arison v,'hen they be­
cone available. 7, technical -meetin,-,on nreliminarv, results or 
the. :%urchasing pov.-er "-aritics estimation to ~c-t fecdbacl- from 
rovernment ex-erts before finalizing the estinmates would al.so be 
desirable, 

Tt seems to re that the collected --rice data combined with 
otl-er Thata available elsewhere such as consum., ion survey.s, could 
be uss.a to analyze other interestinq dovelomont insues. If so.me 
funds are still availale for this project, TrTI! should considehr 
obtainint, the hel of other consultants whiCh mq",t help ?.'essrs. 

U " IA , T 17 
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Borstcheff and Salazar in their work-. For example, if consump­
tion data were available 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 be recom­
mended who could help to set up or sunervise work in this area:
 
Robert runmmers, University of Pennsylvania, IToward Iowe, Board of
 
Covernors of the Federal Peserve Systems, Philip MIusqrove, The 
Brookinqs Institution. For work on how inflationary pressures
 
affect consumption patterns Roger Betancourt of the University of
 
laryland would be a good consultant. All of them speak Spanish
 
except Summers.
 

An even more important extension of this work would be to
 
explore short cut methodologies to estimate purchasing power
 
narities. The methodology consists of essentially regression
 
analysis with the dependent variable being the observed purchas­
inq power parities (the 1973, 1977 data) and the explanatory
 
variables readily available economic variables which explain the
 
purchasing power narities. Summers has worked with Irvina Kravis
 
and Alan Heston in this area in connection with the International
 
Comnarison Project of Purchasing Power Parities of the United
 
'ations. Christopher Claque of the University of Maryland is
 
another economist who is interested in this area and might be
 
available.
 

Finally, PCID could directly try to set-uip a project to 
transfer the netho7ology used to collect the prices (sampling 
technicrues, product 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 quality 
of the nublished price indices.
 

Innut-Output ?7ork and Studies of Capacity Utilization 

ECIn qtaff : Carlos lolina 
Consultants: Daniel Sclhydlowsky, Boston University
 

Victorio De Corbo, Western Ontario Tiniversity 

1/ In the conclusion section I recormiend that this project
 
should have less priority for TXC'AP fundlinr than the work 
on the agricultural sector model, or emplo-yinent studies. 
These suqqestion-3 for additional work in this area should 
be read with that recorimendation in mind. 

U17CLASSIPITED 
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The Input-Output methodolocy is another mfuantitntive tech­

nique which is used by ECID. Partly with ROCAP funding an T-0
 

table was estimated for Guatemala. The ruateralan T-0 table is 

being used in the research project on employment qnneration in 
will also be use( in the study ofthe construction sector and it 

capacity utilization in the manufacturinq sector, 7CID has an­
for a arant from CIDA to build I-0 tables for Pronduras, Folied 

Salvador and Costa Rica. They are sup-onsei to hear fairly soon 

on their request for funds from CIDA and are fairly jonfilent of 

getting the grant. If the CIDA contract gocs throudh, FCID would 

like to establish the capabilities of a data bank for T-0 work
 
a
which would allow periodic uodating of the tables and build 


regional table for Central America.
 

The 7CID work program calls for three studies to be done in
 

1979 and 1980 once the T-0 table worlk has been completed: employ­

ment and foreign trade patterns, a study of effective rates of
 
and a study of the domestic resource cost (DRC)
protection (ERP) 


to earn a unit of foreign exchange in different sectors across the
 

It was not clear to me whether the latter two studies are
region. 

also going to be financed by the CIDA grant. The r P and the inC
 
studies are two very important ones from a regional vieipoint.
 

The EnP study estimates the net result of government intervention
 

in the foreign trade sector hy calculating the nrotection rates
 
The DRC study ,.ill show how efficiently
on sectoral value added. 

resources are being allocatf in the different oarts of the re­

gion an(d what economic sectors should he nromoted more for the 
purpose of export or imrort substitution. If these two studies 

need any supplementary financing, they should be considererl by 

ROCAP if funds are available in the 1979 budaet an-- the T-0 tables 

are available then. ror example, the FT'P methodology is the ade­
(7uate one to use for the on-goinq review of the cornon external 
tariff of the CAC" being carried out hv a 'ITC, 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 levels. Once the EP study 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 survey of the manufacturing sector is carriel out
 

to determine the causes for less than full capacity utilization
 
Once the survey is
and the potential for multiple labor slhifts. 


completed the impact on the economy of an increase in capacity 
utilization is analyzed and the desirability o (lifferent policy 

instru.,*ents to achieve a higher canacitv utilization are evalu­

ated. A study on the phenomenon of less than full capacity 
utilization makes sense in a region like Central America which 

MVCLASSIFIF-D 
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Since manv of the indus­is labor abundant and canital scarce. 

tries have been established to serve the reqional market, it is
 
rather important to look at the causes of less than full capacity
 
utilization frc " a regional nerspective:
 

Tbe E;urvev is sunnosedl to he carried out irinq 1979. Tt
 

is diffic-ilt to determine whether this Wor.- will be finished in
 

the contem'lated tine period. Some ad3inistrative arrancTements 
remain to be completed with some of the governments which are sup­

nosed to car,:' out the surveys at their own expense. 

Econometric 7.odels
 

.CIDstaFf: Cahriel Siri,,Juan P.. Varqas, Luis T. Dominguez 
Consultant: Jere Bern ,an, University of Pennsylvania 

Tlv work on econometric models consists of five individual 

macro- o,els linke'3 together throuqh the intrareqional trade 

flows. The models emphasize the foreiqn trade sector by specify­
n(: the vlo lels in a way that captures the imi)act of international 
!rices nn omestic nrices an. the increasinq interdenendence 
het4,een the countries o the region throuh trade flows. The 
_ko.i are !"eynesian in spirit with aqrTrecTate demand
iestic model! 

sector
ecuations andl the impact of the monetary sector on the real 

captured by the (an between the money demand e'- the money supply. 

The public sector is also modelled with some revenue and exp>endi­
ture ecuations. 

A number of simulations are being prenared on the final
 

report of this phase of the work for the IDD which financed this
 

Work. one set of simulations will estimate for each country the
 

multi)liers of excort -rice increases and nublic investment ex­

o)enfitures. Another set of simulations will exnlore the nossi-­

bilities of monetarv and fiscal nolicv harmonization and a third
 
analyzes the sources of inflation and! the impact on the economy. 

The esti:iation of the model has been successful. The results of 

t-e ;iriulation Nll not he available for another four to six 
test of the forecast-
Weokl. These sirmulations will be the real 

i :n,' -olicy simulation ability of the models. I understand 

that reojl results have already been obtained for the multiplier 
simulations. 

In connection with this work, FCID has put toqether an
 
five C.A. countries on a consistent
econonic i!ata base ?or the 


basis which wiil. be made available to the qovernments and other
 
institutions of the area. They have also produced time series
 
of ,rices for traled] (rToods at a fairly disacrnregated level of
 

trade cateqorieE which were not available in the area before.
 

U? cLAC IIED
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This work has created a lot of interest in the region. ECID
 
has been working mostly w.ith the Central Panks of the area an. nro­
video technical assistance to them in their econometric work. For 
exa-ple, !CID has qiven the Ponduran Central Pan- the comrnuter 

usinc- to estiate and zi'ulate the 7o1ee!s.Pnro,-ra-is which they are future co-la-oration hetween "CTD an:1 

the Centrvil -;an1-s are bein.- consiere, at a techlrical level.. r ,e 
idea w7oul be to : .a,1-e available to the Central Tanh:s the national 
1odels anu collaborate with them in the ex'ansinn an,! updatin of 

the nodels ,,hile maintaining .;n TCIP the canrailities for doinc­
inter-

A number C r-ssbhie formrs of 

reoional simulations. The Central. Eankr seer to be auite 
este,! in this wor}: and micht be willing to qive some financial. 
suport to rCID for this purpose. 

The IDn financinq for the building o' this model was for 
to from: i(:hteen months. 'he Bank is waiting receive the report 

the first phase with the simulation results before considerinq 
-For a period of 12.1n a.1hiitional rec'uest for additional financina 

tr, 15 rnonths to further refine the model. In this second phase 
of the ,.ork the nolelr. will be further disargreqated, linked to 
the I--D tables and the imnact of racro-variables on income dis­

tribution better assessed. There is fairly hirh probability that 

the Lanlk will su .)ort a second phase of this work. 

Although chis project has not been finance(& b,,, POCP funr!s, 
it shoul.l be very useful For any further assessment that CVAP 

oF the Central Americanmiht 'In of the macro-economic perspectives 
rec7ion. .I.D. priorities are, 0 course, d initely more of a 

microeconomic variety, e.r. acricultural sector, health, etc. 

;however, due to POC ' " concern with the Central %merican interTration 
rer.sective the outnut of these models coul3 nrove to he auite use­

ful in the future. From servinr as bac>.,rounl material for r'.s 

to anal',zin- the imnact of increased trade Flows within the CTIC) 
undler different growth and integration scenarios the wor: of this 

' crouo hould be of interest to ROCA . If in fact rCID becins 
'•rodacinn neriodic forecasts and policy sirulation it would be to 
the advantage of TfOCAP and country missions to consider financing 
part of this work which could be supportive oF A.I.D.'s analytical 

work in the region. 

. nlorr,ent Studies: 

CIP stanr: Custavo Leiva, Carlos ,evI1la
 
Consultant- Clark -eynolls, Stanford! University 

2inco its creation TCIfl has been concerner! with the re(ion's 
employ:Tent problems. In the first phase of .CID work, the Trank­
Soto-cevilla study on the determinants of labor demand in the
 

manufocturini sector nrovilded brsic information about the capital­
lahor substitutability in this sector and some estimates of the 
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i:mnact of technoloc.ical chanqe and integration on employment. 

? narallel stu,' was attepted ror the re-ion's aqricultural 
sector. The study was not comnleted because the nroduction func­
tion estimation was not successf;Al due to data ')ro1lems. This (an 

in inf-o'rmation concerainu the er.Iloyrent sitiaition in the arrri-­
cultural sector is beinq -)art].I fiilei by the we-~rY thint Fevilla 

is cdoino' at !,tanfor, U;niversitv for his lissertation with a,-ri­
cuItura 'ata for guatemala collecte(i in another A.I.P. study,. 

The secon(2 :iajor emrlovment study done by PCID is the 
Revnol,1s/Leiva study of the erploent nroblens of exoort ecc­
nomies in a common market. The study exarines overall employ­
rient trends amonr the five countries in resnonse to chanrinc 
conditions of labor sur.y and demand during the ,eriod of the
 
C;C". ::ecial attention is riven to the level and distribution 
of e loyment amon,7 activity sectors, ware levels, the degree 
oF union iiation, the -)rocess of labor i:lobility and] s':ill ,o-wpo­
-i-tion of the .aor force. This is a very chal]envinrT stu,', 
'ecause it analyzes the inmact of the interatio, process n the 
C' la,or Force in terr.s of its ernioyment, incor.e levels and in­
colle dit-tribution. It sheds liqht or, the euostinn of the labor 
Fo.-rce :articipation (or lack of) on thie benefits oF the into­
gration orocess. I have nrepared some detailed comments on this
 
study on a separate naper.
 

In addition a study is beinq carried out on emnloyment 
generation in the construction sector. The study is qunantifying 
the 2irect and indirec& employment creation effects of construc­
tion activities in Cuatenala. Survey information has been col­
lected on the labor intensit', of different nroduction technoloies 
in the construction of several kinds o4 dw,,ellin-s. A'7n estimate 
of the overall impiact on the economy resulting fro,. an increase 
in construction exmenditures dill be obtainec' I),estimating some 
I-0 table ,multipliers. This study was recruestc. by the Cuatema­
lan rovernr~ent. Other countries have exnresser some interest in 
havinrT a similar study done in their ovrn countries. narticularly 
Fl 2alvador. 

The last stu',v, which is in the planning sta-qe, is a study 
of the er i-lov,ent creation effects of different resources alloca­
tion strategies in the acricultural sector. This study utilizes 
the modelling wor] which has been conpleted in the agricultural 
sectoral model (discussed next). It w-ll be presented in a
 
seminar on enployment which is beinq planned for next summer to 
rePort on the emrployment studies. This emnlovment seminar will 
be held at the technical level Jointly with the ILO office for
 
Latin krmerica. The seminar will nresent to the participants the
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results of the ECID employment work and the results of recent TLO
 
missions to Central Arierican countries. In addition to disseminat­
inq the results of the analysis, the seminar will try to recommend
 
policy r-,uidelines to increase employment levels in the Central
 
American region. The seminar is an excellent idlea and the colla­
boration with ILO will held to make the seminar more interesting.
 

rCID has devoted a significant part of their resources to
 
the emplo,.nent question. The studies conducteO so far, althouqh
 
havingT obvious policy implications, have been of an assessment type.
 
Some of the issues researched have been the possibilities of substi­
tution between capital/labor or to what extent the labor force has
 
benefitted from integration. These studies were very necessary
 
durinc a first phase but I believe that future work should be more
 
geared to policy cuestions: what are the comnonents of an overall
 
e"loyment policy in the reion, cost-benefit analysiq of alter­
native cnployment generation strategies, labor sunnly bottlenecks 
and other policy questions which rCID is probably Otter nrepared 
to address at this oint. The seminar will nrobahl', be very use­
ful in identifying policy issues where more work is needed. 

ECID has only one staff member workinrT on employment issues.
 
Although ECID could also carry out employment studies with its
 
current staff wor]inc in modellinq activities, it miaht be worth­
while to add to its staff or to his consultants a labor economist
 
with experience in developing countries.
 

Agricultural Sectoral !'odels
 

I'CTD 7taff : Carlos cutierrez Luna, Carlos Pomareda
 
Consultants: Lehman Fletcher, Iowa State University, and
 

Roger Norton, IBRD
 

This research e~fort consiat of an agricultural sectoral
 
model for Central America based on five senarate country models
 
which are subdividel into each country's agricultural regions.
 
The country models are linked throuoh the trade of some key agri­
cultural ,roducts. The models are of the linear nrogrammina t,re
 
similar to the CHAC model built bv the 11.M, for "exico. 

The riodels are -lisaggregated by immortant crons, farm sizes 
and technologies for each aqricultural region. Agricultural nrices
 
are deternined endo'enously an,1 risk factors will be introduced in
 
the 'roduction relations of the national models. In addition to
 
the models themselves this research provides the means and incenti­
ves to establish a data bank of each country's agricultural sector.
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This kind of moelliucr technic'ue is very usecul in analvz­
in,, resource allocation and cormarative advantage r-uestions in 
tho acqricultural sector. The modlels are indlicative ii n-iture. 
Sone eoes of the Linrl of po icy simulationn w.,hich coul-1 he 
ad<rassed. with these -iorels would be the inrvact on output anr7 
e:iloyment of chanies in orice sup'ort policies, and of ,olicies 
nromoti-v the use of certain aricultural innuts like fertilizers. 
In a dition, the rmodels could also be use6 to evaluate agricul-. 
tural d(evelopment projects. 

The PCID has also dIevelo!ed a research prooosal on the 
cuantification of the impact ol Central .A-merica'sagricultural 
,iolici,,s on the consumption/nutrition levels of the ponulation
 

of the area. This research proposal has heen Oeveloped in 

conjunction with the Tnstitute of "utrition of Central America 
and Pana,'~a (INCAP). IUCA? has been studyinG the consunntion of 

foods and its nutritional com onents by low income groups. ,1ith 
the "C.M1 consumption infornation of low income grouns (s7all 

ra"em. rural war%-e earners and the urban poor) and the ".rID 
of the imnact ofloI-1, a -uantitative assessment could be clone 


a,ericultural -policieson the consumption pattern and nutritional
 
status of different consumer groups.
 

This pro-*ect has been discussed with the IBTnD and the '.u­
trition Economics Croup of AID. Roth have exnressed interest. 
"s. Van Haeften of the Nutrition Economics (roup will be visitinT
 

Cuatemala in the near future and intends to call on rCIP to ex-.
 

plore further the nossibilities of collaborating tog 'ther.
 

a lot of interest in this !-ind of modelling work
There is 

since there is a great demand in Central 7.merica for analytical
 
tools which would heln to rationalize nolicy nakina in the agri­

cultural sector. The Honduras g;overnment has been worl-inq for
 

some -ears on an agricultural sectoral model with the A.I.D.
 
country niission financing some of the technical assistance. Work 

has already begun in Costa Pica and "licaraqua. The ,uate.alan 

anL l ,alvador uovernents are setting arricultural qectoral 
to start the national worh with the assistance of rCIP.
crron-'s 


o- worl- should, however, not
The difficulties in this Ikind 

be unierestimatecl. 2-or]" has to proceed from collecting basic 
prod'uction information on the acricultural sector to etirmatinn 

;roduction parameters and running and validatinI the linearsome 
prorTraxi*ing model for a narticular year. In addition, there are 
serious; coordination -)roblers in this project due to the fact 

that the work will be carried out in six cdigfezent places. Die­
ferences in the ruality and the availability of aricultural data, 
in the land tenure system and in technologies used in the region,
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are 	just beginning to be addressed.
 

In this context Gutierrez Luna and Pomareda ex'lained to me
 

that at the present tine they were facing a trade off between
 

actually pushing ahead themselves with the reqional molelling work
 

in Guatemala or using a significant amount of their time in helping
 
to set up and get started the country teams who are coing to be
 

working in this project. They claim that the amount of time re­
cuired Lo set up each country team was seriouslv underestimated and
 

that the lack of computer software facilities in each of the coun­

tries was not foreseen. A L.P. comnuter program is only currently
 
available in Honduras and arrangements are being made for program
 
rental in Ouatemala and Nicaragua with financial arrangements still 

to be worked out in Costa 'ica and El Salvador. In addition the 

amount of necessary disaggregation of the nntional models was ap­

parentlv also underestimated. Each country wants to disaggregate 
its 	national model at the level of its agricultural regions. The
 

scope of the work has consecTuently become much larger.
 

In many ways this research project has become more of a
 

technical assistance project. ECID'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 Educational Office
 
for a grant to conduct a 2 month seminar in the Ira to train the
 

economists who are going to work in the project.-


As things stand now, rCID work program calls for the country
 

teams to be in place by the end of the year and a regional model
 

tied to only two or three ag;ycultural regions of each country in
 

operation by tha end of 1979-.
 

I 1.elieve that the ECID apnroach is the correct one bcause 

unless the government teams learn how to use and maintain the 

models the benefits of this project will quickly be lost and the 

regional model will only be as good as the individual country
 
models are. But I am concerned whether this work program can be
 

I believe that
finished on time between now and the end of 1979. 

the technical assistance nature of the project should be acknowledged
 

by both ECID and ROCAP and a clear understanding be worked out of
 

I intend to get an AID letter sent to FAO supporting this ap­1/ 

plication and encouraging them to finance this course.
 

2/ 	The number of agricultural regions in each country vary but
 

typically range in a nunber between 5 and 9.
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what is expected b, the end of 1979. In this context I would like 
to recor mend that Pomareda' s stay in r-uatemala be extended until 
the end of 1979. Pomareda has been handlin, the more technical 
asoects of the model buildlnq an,] even if an al.ecTuate repiacement
were foun' the change is boundl to push back tihe work schedule. In 
adcdition, :it is also imnerative that an overlap of at least six 
monthus exist between Porareda anti his successor ,-'n that the new 
nerson carn becomne familiar with the work. 

b. Studies Dissemination
 

In my interviews with government officials throughout
the recion it was obvious that there has not been enough dissemi­
nation of the studies. rCID held two evaluation seminars at the 
.uqgestion of ROCAP in 1977 which were attendeI bv government
technicians from the five countries and from. so . reqional insti­
tutions. In addition, in the summer of 1977 FCID held one day
-nrinar- in each of tn five countries to present to each of the 
governments, the results of the first groun of studies. The semi­
nar, were held in the Central Banks and government officials work­
in, in the economic and integration areas were invited to attend. 
It was clear from ri meetings, however, that this dissemination
 
work has not been enoucrh. 

Part of tho, (Iisse7'.ination problen is that there are two 
different audiences that have to be reached-
 one is the tech­
nical and! the other is the policy-makers aulience. The studies 
see-m to have been fairl, well disseminated to the technical 
audience in both the government and academic circles but the 
dissemination success with regard to the policymaker audiences
 
has been mixed at best. This is not completely -CID's fault 
since there has been a very hirTh turnover of personnel at the
:iinisterial and subministerial level in the area in recent years
d]ue to a number of government changes. ?Tevertheless, the channels 
of disserination which have been used to reach the Dolicymakers
(the one day country seminar or the booklet on the research pro­
cram) might not be the most effective ones. Policymakers have 
little ti.e to attend seminars and many times they need to be
rasented the study results in layman lanrguage. I make some 

reco.mmendations in the last section of my renort to help in the 
dissemination of ECIDs work. 

: related issue to the dissemination cruestion is the use 
_
that has b)een made of these studies. The original 7CID concent 

was that it would be an institution which would engage in loni 
tern research on issues of nolicy relevance for the integration 
process and hence SIPC.M. In nrincinle one would have exnected 
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that at one point or another some of the study results would have
 
been discussed by some political body of SIECA. In practice as
 
far as I know there haT been little of this kind of use. This is
 
not too surprising given the difficult times that the inteqration
 
movement has been going through in Central America since the El
 
Salvador/Honduras conflict. This is also nartly due to the fact 
that it was not until fairly recently that i basic set of studies 
were available. The utilization of the ECID studies on matters of 
integration and economic policy by the governments will nartly
depen& in the future on the relevance of the studies and on the 
leadership of ECID, SIECA anQ. any other governmental body associ­
ated with ECID. Such a utilization will be more likely, the 
closer ECID ties are with these governmental orrinizations other 
things remaining the same. This is an important fact to keep in 
mind when discussing the institutionalization of ECID.
 

IT. TICID Institutional Arrangements
 

VCID is currently a part of SIPCA. It has been receiving
 
between $50,000 to $30,000 in budgetary sunport from SIWCA in
 
recent years. ECID contacts with the governments of the region
 
have been made through the SIECA framework. However, due to the
 
nature of both rCID's and SIECA's work there does not seem to
 
have been much interaction between FCIP's staff an . the rest of
 
SIECA':, staff or much utilization of ECID studies at high poli­
tical levels in SIECA.
 

Some administrative friction has arisen within SIECA due 
to the fact that the CID salary scale is much higher than that 
for the rest of SIRCA. This administrative problem, although 
not an insurmountable one, is a serious consideration in the minds 
of both .SIECAand PCID directors when considering, future insti­
tutional arrangements between .CID and SIECA. An even more ir­
portant financial consideration is that the Secretary General of 
TI7CA, Licenciado "'ayorga Cortes, does not believe that the SIPCA 
budaet could absorb a significant dron in ROCAP financinq of the 
7CID nudget. SIFCA has been havinq difficulties in 7etting the 
governments to approve increases in its budgets. Also, given
 
SIECA future work activities any increases in Q!7CT budgets would
 
seem to he pretty much committed to non-ECID activities.
 

Lecause of these financial considerations there is a mutual
 
agreement between Enrique Delgado, ECID's director and Mayorga
 
Cortes to try to find new sources of financing for ECID and in
 
the process make ECID more independent of SIECA. Implicit in
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this agreement is the notion that FCID's ability to carry out long
 
term research would be more assured if other institutional sun­
porters are found. The details of a new institutional arrangement
 
have not been comnletely workerd out nartly because the final ar­
rangerent would depend on the new sources of financin' for EC!D. 
SICA would nrefer that such new sources of financing be outside
 
the regular budgetary process of SIECA so that IFi would not 
compete for "integration" funds with SIECA. 

nne nossible new source of financinc for 7CID could be the
 
Consejo .onetario Centroamericano (the Central Panks association).
 
Central Banks in Central America, as in other places, have signi­
ficant flexibility in the money they can spend on research. The 
people I tal]<ed to at the Central Panks, were recentive to the 
i 0ea of T'CTD submitting reg7uests for funds to the Central Banks. 
These reTuests would probably have to be in the for- of service 
contracts with FCT) cormnitting itself to nrovide some technical 
-.ervises to theani-s. Fowever, some overhead cost could be 
financed this way. 

Ot'ier new sources of financing could be CABIT, or the C.A. 
eovernrents directly through their treasury ministers or throurh 
tha 1.EC: budget. The probability of obtaining funds from CAPTI 
on a continuous )'asis is smaller. CABrI might be interested in 
having 7CID undertake specific analytical renorts for them but it 
does not seem to be interested in long term arrangements. Whether 
the C.A. covernntents will be willina to anpropriate money directly 
into PCID or through STECA is an open auestion. I encountered a 
lot of skeptici,, when I discussed this possibilitv. There are 
already :uite a number of regional institutionsas a result, 
governments are reluctant in nrinciple to finance new ones. Below 
are my recommendations with regard to the institutionalization of 

CID and sources cf financing. 

III. Conclusions anti Pecommendations 

1. FCID has produced high cualitv work in the areas of
 
integration and economic develoment. This high c-uality wor' is
 
well recoe-nized in the recion and the institution has a very good.
 
reputation in both government and academic circles.
 

2. There is also aareement both in SIFCA and in the covern­
ments that CID has filled a need that existed in the region for 
an institution with long term research capability. PCID seems to 
have played a catalytic role in carrying out lone term research. 
A number of studies have been organized where all the governments 
of the area have coonerated and economies of scale in research 
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have been exploited by havinq FCID play a coordinating role.
 

3. There has not been enough dissemination of FCID's studies.
 
I would recommend that the following or similar steps be taken to
 
improve the dissemination channels.
 

a. Distribute studies in draft form to government and
 
academic institutions to obtain their comments at an early stage.

This would allow economists who are not directly involved in the
 
oroject 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 be evaluated well in advance to allow the
 
participants to review the material. Otherwise the seminar could
 
easily become a monologue with not enough narticipation from the
 
invited narticipants.
 

c. Some sort of newsletter containing executive sum­
maries of the studies could be circulated by ECID. The idea would
 
be to sumarize the studies and its results to policymakers in
 
languag~e that they can understand. It would probably be better if
 
each newsletter would limit itself to one study. It would not have
 
to be a neriodic mublication but given the number of existing
studies one would expoect to see three or four a 'rear. 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 people wor:in in these
 
areas in Central America.
 

d. Maintain the option that interested readers can ob­
tain ECID studies with a charge for reproduction. The strange

situation now exists that the first series of studies are out of
 
print and cannot be obtained.
 

4. With regard to the institutionalization of ECID, I
 
believe that it is unavoidable that ECID look for new sources of
 
financing. The most nromising source is the Consejo Monetario
 
of the Central Banks. However, I believe the original reason for
 
beinq of the institution would be defeated if FCID were to be
 
taken out of SIECA altogether. ECID could stay under the umbrella
 
of SIECA and it should at a minimum continue to get the same
 
financial support from SIECA that it has in the past. It would
 
be very hard to understand why SIECA 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
 
a higher policy pay-off. A board of directors could be organized
 

UTCLASSIFID
 



17 19
r.OCAP/Cuatemala CAPTO A 17 U!'CL%SSI1T) 


for ECID where representatives of SIECA, the Conselo ?ionetario an,!
 

other contributing agencies could be represented. Such a board
 

would arove research nrojects and establish quidelines or iCID
 

activities.
 

5. I believe that it is desirable that rCID should maintain
 
some relationship with SIELCA for two reasons in ad-,itlon to the 
financial advantanes: 

a. Institutional ties with SICA will retain the nos­

3ibilitv that the results of studies on economic integration will
 
be utilized by the political body of the rcion in chirge of pro­

moting integration. If rCID were to be taken completely out of
 
SIECA the chances of this policy utilization will be smaller. The
 
acaflemic freedom of ECID could still be maintained under this ar­
rangement.
 

b. The Central 7merican governments would probably be
 

reluctant to supnort another reqional organization qiven the
 
num-er off institutions already in existence. It would be hard to
 
defend the separation of PCID from SIECA when ECID was supnosed
 
to increase the analytical capability of STECA.
 

G. From the noint of view of POCA", I believe that this
 
project has been a worthwhile one. The Tain objective of the
 

Project has been fulfilled: an analytical capability has been
 
a,ded to SIECA and its reputation established in the area. The
 
question arises what, if any, should be the involvement of ROCAP
 
after 1979. I recommend two kinds of future involvements for
 
REOCAP and other parts of AID after 1979:
 

a. Given the analytical capabilities of ECID, its
 

financial problems and the need which 71If has for economic analysis
 
in the region, I think that ROCAP, AIP/r'ashington or the country
 
missions should be open to new research project pronosals fromn
 
rCID. 'The joint rCID/T\CP proposal on agricultural policies and
 

the nutritional content of consumntion levels is a qood example of
 

onroject of great interest to AID and which woulO help support
 
urther the work alreaCdy going on in FCTD. 7TIn Oarticination in
 

specific nrojects would also help to ease TCID financial nroblem
 
in the future. POCAD might want to take the leadershin in Jointly
 

identifying with I:CTD research areas of mutual interest.
 

b. In addition to AID financing Project-specific worl:,
 
I believe ROCAP should closely monitor PCID efforts in obtaining
 
new sources of financing. I believe that, in principle, enough
 
institution-building support has been given to ECID but that
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realistically the problems of financing an institution like ECID 
should not be underestimated. In the U.S., research institutions 
similar to ECID finance a minimum level of operations from the 
revenues of an original endowment which originally set up the 
institution and from the income of on-goinn nrojects. In the 
!CID case, POCAP's financing has played the role of the endowment 
and it is hard to find an alternative substitute of funding giv­
ing the existing buicgetary constraints in the region. Under these 
circumstances, I recommend that ROCAP give serious consideration 
to giving a new block grant to ECID for two or three more years 
after 1979. In exchange for this new grant .OCAP could have the 
opportunity to call upon ECID analytical capability on a number 
of integration policy issues. Sonethinq in the neighborhood of 
$100,000 might be aequate for these purposes. POCAP could make 
its contribution contingent on the Central American governments
makinc appropriate contributions to rCID through -T-CA's budqet. 
Some of the analytical areas where ROCAP coulO benefit from the 

TCI) expertise are mentioned below where I identify which Darts 
of the YCID research orograms should have higher priority for 
POCAP. I do not believe that nOCAP should be too defensive about 
considering this kind of financing in the future. In the past,
ROCAP has financed the work of temporary technical groups assiqned 
to do a snecific SICA project like ITITAGRO. In this case, ROCAP 
would be identifyingj, a priori, a specific research group which 
has been established in the region and which could perform r 
number or tasks. At the same time by doing this, ROCAP might be 
making sure that a worthwhile institution created under its aus­
pices is not lost for the region. 

7. W'ith regard to rCID's research program, a number of
 
recommendations can be made in addition to the ones made when
 
dliscussing the ongoing studies:
 

a. ECID should be in a positr.on by 1979 to carry out
 
projects with a more immediate policv focus after having developed
 
successfully a number of analytical tools and establishing a basic
 
,°-ata bank in a number of economic areas. A better balance should
 
be achieved between basic research (model building and data
 
gathering activities) and applied research (studies a<ddressing
 
snecific nolicy questions) - so far the emphasis has been on
 
basic research.
 

b. ECID should try to utilize the models it has de­
velopelI to neriodically forecast economi.c conditions or simulate
 
alternative policies. The macroeconometric moCels, the agricul­
tural sectoral models and the input-output tables could be used
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for these purposes. The marginal cost of mroducinr Irecuent ana­
lvtical papers in these areas is relatively low once the models 
are in place. 

c. FCID should aive higher -)rioritv in the future to 
specific develo-:zent and integration nroblems in choosing ne, 
research )rojects rather than emrhasizina -lore -'ceneral subject-z
such as e lovrent anl inter-ration ani buiidinr, todels. f ore 
areas 'ere there seems to be interest are: (a) nossihilities 
for reijonal coordination in the industrialization rnlicies - what 
could I e called indlustrial prograr.-Oing. (b) a study on the method­
olo-y of how to ta].e into account in the formulation of national 
economic 7)!ans, the constraints anrl advantaTes omen to the coun­
tries )w the inteqiration process- (c) an analysis o- future sun­

, bottlenecks in the region, both in nrociuct and- labor mar]:ets­
(2) monetary- nrobc!:is .;uch as monetary policy implications of 
economic intecTration proposals and the impact of monetary policies 
on em!nolrment levels, (e) methodological studies on how to inorove 
the -rice indices published in the area- (f) specific policy recom­
T.enrations which address the unemnloyment anrl suh-emrnlovment nro­
ble'.s in different narts of the region and (g) the whole area of 
existing,, living standards in the reqion and what are desirable
 
policies to reduce income inequalities. 

. ith reiar(d to 7POCAP priorities and ECID ongoinq studles,
I believe that the agricultural sectoral modelling should continue 
to rcceive priority. In fact, P0OCA shoula inform the countr,, 
missions of Central 'T.merica of the work which is being done an]
should inquire whether the country missions are in a position to 
finance some of the work-on the domestic models as was done by
the *'onJuras "lission. The remainin- "OCP funds for the 1971-79 
merio are almost fully co-nitted to the capacity utilization 
stud-,, the e:.rnlo',me:nt seninar, the nrice study an, the study on 
the quatemalan construction sector. There is no reason to believe 
that with this nOC?. fun,]ing, these oncoina activities cannot be 
concluded on time. If For any reasons the comnletion of these 
studies fall behincd c;chedule, I would cive priority to the cort­
.letion of the set of erployment stucies anl the study on canacity
utiliz-ition: in th-it order, after giving first nrioritv to the 
agricultural sectoral study. If funds are still available and the
 
CIDA financing for the construction of the in7)ut-outut tables 
have been obtained, POCAP .i, ht consider contributinq to the ef­
fective rate of nrotection and domestic resource cost studies in
 
I7 9. 
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