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GROWTH TRENDS IN THE CENTRAL AMTRICAN
COMMON MARKET (L3 872

A, Introduction

Central American integration is a complex undertal
Since their independence in the 1820's, the five Central
American Republics have made periodic efforts to unify
politically or to formalize Isthmus-wide cocperation —-
only to flounder when critical loczl interests became
threatened. Their latest effort is the Central American

Common Market (CACM) -- a vehicle designed in the early

1960's to use intraregional free trade and developrent as

ct
o

the building blocks for regicnal integration.

The five countries were and are a*% different stzces

of economic, social and political develospment, he guality

and scope of their institutional and phvsical infrastruc
was and remains basically disparate, ranging in some cou
tries from inadequate to relatively aprrovriate to their

needs in others., Organization of urban and rural produc
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colonial period, whzie in othsrz a re!
distribution of cornt:ol has lfzcilitate -~ roader partici-

e countries ——
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pation. The ethnic womposicion o

-

and the values ang traditions ¢ the pe  ie == is in no

-

sense homogeneous, Tha political strus . .res and systems

equally reflect basically differcent aypr ~“orches to social

P

organization and government ootian,

In this context, the =2flcry made -2y the past twelve

years to develop an cperztive ond wial © sconomic inte-
gration movement irn &trse area hos Deen - oonidables, Intra-

regional trade, bascz lavgely or the 1rrt substitution

syndrome which permezated Latln &merican development think-

[T

ing in the 1930C's arnd ezrly 1360's, pr.oo i the initial

1
M

impulse for CACM development. An inter =rion psychology

has emerced in the srranized oublic an® 'rivate gsectors of
the five cocuntries -- although not wvet 17 meaningfully
at the grass-roote where in some count: : - S0% of the
people remalin cutside oI the cacsh econar . But, as the
exXperiment moved forward, it berame cisnr that effecfive,

long-term integration had to be built - sturdier stuff

and reguires the tackling of economic, 7 ial, institutional



and human problems which many had hoped would resolve
themselves in the wake of expanded trade. Stated &:f%er-
ently: in the past, economic integration has been synony-
mous with free trade: now, the concept must be excanded %o
include integration in a much broader context -- economic,
social, and human.

A small but growing body of political leaders, suc-
ported by integration technocrats, has begun serious con-
sideration of the critical issues impeding integration.

If these issues can be favorably resolverd, and the inte-
gration movement reconstituted, the CACM will have over-
come a major obstacle in its path, and should be able %o
resume the pre-1966 growth rate. The following is zan
examination of the initial progress of the integration
movemen* and the difficulties it encountered.

B. Economic Trends, 1960-1972

The CACM countries have experienced substantial

nomic Integration was signed in December of 1960, The
period witnessed the abolition of internal *tariffs on

some 97% of all products in the NAUCA normenclature, the



adoption of a uniform outside tariff, = s:gnificant in-
crease in the growth rate of the CGross Jomestic Product
(GDP), a substantizl sxpansion in both o»rivate and public
investment and a stunning growth rate 1 intraregional
trade,

These conclusicnz applv to growth »ver the period

1360-72 as a whole, HSome slowdown set in after 1966,

- which will be discussesd in a later sechl=rn.

(1) GDP and Per Capita Income: ‘17& growth rate of

the Gross Domestic Product of Central Amcrica, measured

in constant 1960 prices, increased froxr nr average annual

m

rate of only 4.5% during the decade of 1950's to 5.7%
during the twelve-vear period 1960-72. Tnhe growth rate

of the real per capita GDP increased from 1.2% during the

1950's to 2.5% over the recent twelve-year period,
At present, the combined GDP ~° all five Central
American countries is about $6 billion {i- current prices),

while per capita GDP is about $375, The per capita income
for Central America is siightliy.below the median for all
18 Latin American countries,

It should be borne in mind th :! there are very



substantial disparities in per capita incomes, livin
standards, degree of industrialization and growth rates
amorng the five Central American countries. Thus, Costa
Rica's per capita income is over double that of Honduras:
and total value added by Honduran manufacturing industry
is less than half the average of its four C.A, partners.

{2) Change in Structure of GDP: The composition of

the GDP in 1960 and 1971, is summarized in Table 1, Wi+h
respect to sector of origin, the only significant change
is the decline in the share of agriculture and the growth
of manufacturing. The share of agriculture declined frorm
31% of the GDP in 1960 to 27% in 1971; while the share of
manufacturing industry increased from 13% to 17% over this
period. |

With respect to the breakdown of GDP by final
expenditures, there was a slight increase in the share of
investment {from 14% to 16% of GDP) and a much more sig-
nificant increase in the share of exports of goods and

services, Exports increased from only 18% of GDP in 1860

n
O
& 1]
Sl
@]
)
[o N
n

to 22% in 1971, reflecting the fact that expert

and services increased at an average annuzal rate of §,1%



Table 1

(In Millions of C.A. Pesos - 1960 Constant Prices)

A. By Secter of Origin

Average Annual
Growth Rate

1960 % T % 1960-71
Total GDP, 1960 Constant Prices 2796.9 10,0 5152.4 100.0 5.7
Agriculture, Forestry & Fishing 835.5 30.6 13E5.6 26.9 4.5
Mining : 14.8 0.5 S 0.4 3.8
Manufacturing Industry 369.4 13.2 8&5.3 17.2 8.3
Construction 74.0 2.6 4005 2.7 6.0
Electricity, Gas & Water 32.8 1.2 97,2 1.9 10.4
Transport, Storage & Communication 136.9 4.9 DETLE 5.2 6.3
Commerce 637.4 22.8 12Z7.8 23.8 6.1
Banking and Insurance 44 .9 1.6 itz 2.3 g.1
Housing Property 217.5 7.8 303.8 5.9 3.1
Publie Administration & Defense " 200.9 7.2 373,58 6.3 4.5
Services 213.0 7.6 arvee 7.4 5.4
B. By Final Expenditures
Total GDP, 1960 Constant Prices 2796.9 100.0 5.7
Consumption 2508.3 89.7 5.2
Public 268.8 9.6 5.7
Private : 2239.5 80.1 5.5
Gross Domestic Investment 383.0 13.7 . 7.2
Public 77.6 2.8 3.6 8.2
Private 280.6 10.0 3 G.6 6.2
Increase in Inventories 24 .8 G.9 R 1.8 -
Export of Goods & Services 492.5 17.6 11531 22.4 5.1
Less
Imports of Goods & Services 578.4 20.7 12002 23,9 7.1
Statistical Discrepancy - 8.5 - 1.6 - -

SOURCE: Divisién de Desarrollo SIECA "Cuentas Nicionales”, original
data supplied by Central Banks.



1/
compared with an increase in the GDP growth rate of 5,7% .,

The share of imports aiso increased from 213 to 24% of the
GDP, On the other hand, the share of private consumption
declined from 80% to 76%.

{(3) Intraregigral Trade: Total intraregiocnal trade
increased dramatically following the establishrment of the
Common Market ~- from a mere CAS33 million in 1960 to about
CAS$305 million in 1972, an average annual compound rate of
growth of 21% over this twelve-year period (see Table 2)}.
According to our estimates, manufactured expeorts other
than foodstuffs and beverages constitute at least three-
fourths of total intraregional trade, It is clear that
the growth cof intraregional trade and the development cf
manufacturing are closely linked, and that a substantial
degree of import substitution has occurred in manufacturing.

(4) Extraregional Exports: Exports to the outside

world grew at an average annual compound rate of 6.8% cver

23—
=

rr
A1

1950-71, a substantially lower growth rate than for in

r
m

regional trade, though still higher than the growth ra

1/ All growth rates are in terms of constant 19€0 prices.
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Table 2

Intraregionsl Trade for Central America, 1960-72

(In Millions of C.,A. Pesocs)

Intraregioral Fxports

Exports of
Total Manufactured Goods*

1960 32,7 N.A.
1962 ’ 50.8 N.A.
1966 ‘174_? 113.0
1968 258.3 172.6
1969 249.0 183.1
1970 299.1- 217.6
1971 270.4 209.6
1972 E 305.0 229.0
Average Annual
Growth Rate
1960-72 20.0 -
1966-69 12,35 17.5
1869-72 7.0 7.7
E: ©Preliminary estimate by ROCAP

SOURCE: SIECA: Indicadores Econdmices No. 13. Cuarto Compen-

dio Estadistico C.A, Statisticz! aAnnex No. 125, 126

and 132.

* Estimated as the sum of the following NAUCA categories: Chemi-
cal Products, Manufactured Goods classified by material, Ma-
chinery & Transport Equipment, and Misc=zllaneous Manufactured
Products., TFoedstuffs & peverages were omitted,



of the real GDP. Approximately 74% of the area's total
exports consists of the four major primary products, i.e.
coffee, cotton, bananas, and sugar. Exports of non-
primary products (all other) to third countries increased
at an average annual compound rate of 11.4% over this
eleven year period, and as a propcrtion of the area's
total exports, increased from 16% to 26%. E rt trends,
potential, and problems are dealt with in greater detail
in Part C of Chapter 1IV.

(5) Gross Domestic Investment: Public plus private

investment, measured in constant prices, increased at an
average annual compound rate of 7.2% between 1960 and 1971.
Fixed public investment increased significantly faster than
fixed private investment (8.2% versus 6.2% a year). However,
account must be taken of the fact that private investment
increased very unevenly over the period. During the form-
ative years of the CACM {1960-66), private fixed investment

increased at the relatively high rate of 7.6%, then dropped

~
B

n

e

back to 4.5% over 1966-71 for reasons that will be discus

in Part C.



(6) Shortage of Domestic Resocurces: The shortage of

resources for development purposes has beer exacerbated by
the reluctance of the Central American courtries to ade-
quately tax in order to generate resources. Available data
(CAPTO CIRCULAR A~-47 of December 1, 1972} indicates that
central government revenues expressed as = percent of GNP
were 11.7% in 1971 for Central American =: compared to 13%
for all 18 Latin American countries., Of the five C.A.
countries the ratio was highest for Costa Fica (16.3%) and
lowest for Guatemala (8.8%).i/ The long-term trend of the
ratio has been upward, but the rise has been very slow and
gradual. Further, in C.A. as a whole current expenditures
have increased faster than current revenues (8.4% for
expenditures and 8.0% for revenues).

SIECA has been critical of the revenue perform-
ance of the Region in recent years becauss the increases
in the surplus of the current budget have heen modest in

absolute terms and have provided only a fraction of the

1/ In ranking the 18 L.A. countries, Venezuela is first
(24 .9%), Costa Rica is sixth (1€.3%), 0. Salvador is
eighth (13.5%), Honduras is eleventh {.}.5%), Nicara-
gua is sixteenth (10.0%) and Guatemals .s last (8.8%).



investment requirements of the central goverrrert's budget.
As a result, the C,A, governments were compelled to resort
to substantial increases in foreign and domestic borrowing.

(7) Monetary and Fiscal Policies: The question of

fiscal conservatism on the generation of internal resources
is a complex one and hard conclusions are difficult to draw,
Generally, the region has followed monetary policies which
place greater importance on internal price stability and
balance of payments equilibrium than on the need to generate
development resources, Specifically, relatively conserva-
tive monetary and credit policies were followed by at least
three of the CACM countries in recent years: Guatermalsa,
Nicaragua and E1 Salvador; Costa Rica followed a conserva-
tive credit policy through 1969, but permitted the rapid
expansion of both commercial and central bank crecdit there-
after. Honduras expanded both commercial and central bank
credit rapidly throughout 1966-71, but succeeded in limiting
the aduerse balance of payments effects of its credit
policies in 19?1 by establishing restrictions on irmpeorts,
These results underscore the difficulty of striking a bal-

ance between price and balance of payments stability and



of using credit policies to generate development resources,
Guatemala, Nicaragua and El Salvador have followed policies
which probably have been too conservative. while Honduras
and Costa Rica have followed expansionarv policies.

C. Factors Explaining Accelerated Growhh

The following factors appear to ke chiefly responsible
for the rapid growth-of the five Central 2merican countries
over 1960—71:1/

(1} The establishment of the CACM yave a substantial
boost to manufacturing industry znd private investment.

The removal of trade barriers within the 7ACM combined with
the erection of the urniform -- and higher -- tariff wall
had the effect of encouraging a substantial degree of im-
port substitution for Central American manufacturing indus-
try. The creation of & wider market promoted a more ef~
ficient allocation of rescurces and permitted exploitation

of economies of scale. Moreover, foreigr firms hustled to

get in under the tariff umbrella. The arnnual inflow of

l/ For an analysis of industrial development, industrial
pelicies and the framework of industrisal finance in C,A,
see the "Report of the Industrial Finsrze Mission to
Centrali America®, 1972, IBRD Report ¥o, PI-7a.



direct foreign investment more than tripled hetween 1960
and 1966,

(2) The creation of the CACM was accompanied by a
large increase in public investment a2s AID and the inter-
national lending agencies stepped up their long term loans.
Total net official loans increased from CAS$352 million in
1964 to CA$160 million in 1971,

{3) Finally, there were some contributorv factors
unrelated to the establishment of the CACM, Extrarecicnal
exports of the four major primary productsl and meat in-
creased significantly, particularly during the period 1260~
66 which witnessed a substantial expansion in cotton pre-
duction. Substantial expansion was also obtaineé for
bananas, sugar, and meat. Total earnings from exportis of
primary products and meat increased at an average annual
compound rate of 8,8% over 1960-66,

D. Deceleration of the Growth Rzte After 1966

The average annual growth rate c¢f CGDP declined from

6,0% over 1960-66 to 5.4% over 1966-72, There were also

l/ Coffee, cotton, sugar and bananas,



declines in the growth rate cof value added byv manufactur-
ing, public and private investment, and exports of goods

and services.

The main factors which explain the reduction in the

growth rate in recent years include:

(1) The El1 Salvador-Honduras war which ended trade
between the two countries, led to the closing of the Pan

American Highway, and undermined investor confidence.

(2) The suspension by Honduras of free trade with
the CACM which further increased investor uncertainty,
discouraged the inflow of foreign capital, and reduced

the volume of intraregional trade.

{3) The fact that manufacturing production in C.A.
is directed overwhelmingly toward intraregional trade,
together with a gradual reduction of new opportunities

for import substitution.

(4) The very rapid expansion in cectton production
which contributed greatly to the increase in income of the

Area over 1960-66, could not be continued after that year.



In fact, cotton exports declined in absolute amounts after

1965,

(5) Expansion of trade was severely hampered because
the integration movement did not address traditional socio-
economic preblems of the marginal farmer and urban un-
emplovyed. These groups represent 50% of the population
and have virtually no purchasing vower. Bv not bringing
them into the money economy, the integration movement de-

nied itself 50% of its own internal market - a group whose

marginal propensity to consume is traditionally very high.

In the first 10 vears this wa2s less serious in macro-
economic terms (though no less serious for the farmer)
because the integratisn of the urban-industrial sectors
cf the region was proceeding apace and they became ef-
fectively integrated to the accompaniment of 300% irncrease
in intraregional trade, and an average 63% growth rate.
Since 1971, howevsr, these growth rates have slowed hecause
urban-industrial integration reached saturation point.

The pace of the sixties can be resumed only by (1) expanding
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the internal market by bringing in the sma:1l farmers:; and

(2) in long-term by increased exports outs:.de the area.

E. Disparities in the Growth Pattern Among the Five
C.A. Countries

The moderate decline in the average annual growth
rate of GDP in C.A. as a whole during 19¢%-72 should not
obscure the fact that the growth patterr ir. the five C.A.
countries shows substantial disparities in recent years.

These are summarized in Table 3.

Table 3

Average Annual Compound Growth Rate of GDP
in Central America

C.A, Guate. El Sal. Hond, Nica, C,Rica
1960/66 6.0 5.3 6.9 5.0 9.0 4.7
1966/69 5.4 5.7 4.0 5.4 4.2 T
1969/71 5.3 6.1 3.6 4.9 5.3 5.8

Calculations based on SIECA's data.
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lated mostly to the loss of the Honcduran mark
ing of the Pan American Highway and possibly the reduction
in import substitution opportunities within the CACM; Zfor
Nicaragua, the main reason 1s the absclute decline of
cotton exports between 1965 and 1972,

Both Costa Rica and Guatemala experienced increases
in their investment spending, and both benefited from

significant increases in the value of their primarv exoorc

products.
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MAJCOR CURRENT DEVETOPMINTS AND

PUTURE FRCS

A. Grcwth of GDP, Exporte and Investment

Cn th~ basis cf preliminary
1972 was a2 good vear for four of

arcwth Is concarned. The growth

indicators available

“he C.A. countries

mated by RCCAP cn the basis cf reports by

officers ard preliminaryv estimates kv the

Table 1

Estimated Averace Anggél Crowth

Rates of GDF

1¢70/71
Cenﬁral America 5.4
Guatemala 5.8
El1 Salvador 4.3
Honduras 5.0
Nicaragua 5.7
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The main factor avcounting Zor this
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The area's sharp incresse in sxperts To the rsxt oI
world resulted in a2 substantial increase Iin =he lavel of
internaticnal reserves, meney supzlv and bank Liguidiio,
The area‘s grecss international reserves increzssd Ivcom O
$267 millicn at the end c¢f 1971 o C.A. S377 =illiczn on
December 31, 1972, an increazse of 2%.. Thevw sxoarisncail
further substantial increase during the first Zuarzer X
1673, and stood at C.&, $43230 millicn on March 21,

There za2re sti1ll no reliable datsz with T2spezT o The
behavior of inmvestment in 1972, Preliminar: oksarwztions
indicate that while public inves<ment ofobets)
tinued to increase {(exzept in Honduras), Drlwvzts Invesuor
are still behaving cautiously in view of the d:iificulzias
the common market experienced in racent wears., This zau
tion applied ¢ inwvestment in industrv cnlv. In the =3vs:
of residential constructicn, strong activiis conitinmue=d
over most of the area,
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B. Costa Rica's Balance of Pavments Problem

On August 31, 1972, Costa Rica's centrzl bank precipi—
tated a CACM crisis by announcing the decizsiorn that exchange
rate preferences for the CACM would be endsd. The decision
restricted the use of the official rate (1.2, $1 = ¢6.65) to
a2 limited li;t of "essential" products while other imports
were at the official rate of U.S. $1 = ¢8.57. Since the ac-
tion taken was unilateral, the other CACM zountries reacted
by imposing a 30% tax on their imports from Costa Rica. The
resultrwas a substantial reduction in Costa Rica's trade with
its CACM partners during the ensuing two morths.

Costa Rica was facing a serious balance of payments prob-
lem. Its negative balance on current accourt had increased
by 43% in 1970 an& by ancther 54% in 1971. 1t stood at -$5114
million in 1971. A& sharp decline in internztional reserves
was avoided in 1971 onlv through a substartizl increase (C.A.
$64 million) in shori-term supplier credits.

The GOCR primarily blamed exchange arnd trade preferences
with the CACM for its talance of payments ﬁifficultiéé,'and

believed the situation could be corrected o applying the
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free market rate to mest of Costa Rica's fransactiorns wish
the CACM. Costa Rica's CAMM partners and the Monetary

Council felt that Costa Rica's expansicrary credit and
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investment policies were mostly to blame, and t y
corrective measures would have to include adoodticn cf a
comprehensive stabilization program encompassing restric-
tive credit and fiscal policies as well as adjusimencts in
‘the exchange rate. The GOCR has effected a2 stabilizaticn

program primarily based on a more prudent rate of crediz

k

expansion which has helped slow resulting import demand.

Moreover, significant relief for Costza Rica's kalance of
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payments problem has occurred as
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increase in its exports of primary precducts and me
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rest of the world. The country's total exporis during 1

increased from CA $225 to CA $273 millicn, or by 21%.

Thus, the 1972 Costa Rican balance o paviments crisis was
eased thrcugh de facto devaluation, increased extraregionzl

export earnings, and short-term loans from the other C.A.

Central Banks.

Maintenance of current credit and fiscal practices Iis

essential; for a return to the irresponsible policies of
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1971-1972 could cause the Costa Rican balsance of payments

prcocblem to recur and to continue to disrunt intraregional

trade. Costa Rica's balance of payments difficulties have
triggered CACM crises in 1967 and 1972,

C. Bilateral Treaties with Honduras

We regard the negotiation of bhilateral treaties by
Honduras with three of its CACM partners a most significant
factor in the increase in intraregional trade; hopefully,
.this limited resumption of free trade will be the first step
in the normalization of relations between Honduras and the
CACM and lead eventually to the full restoration of free
CACM trade. Honduras has negotiated bilateral trade treaties
with Nicaragua (August, 1972}, with Guatema.a (February,
1973) and with Costa Rica (May, 1973).

On December 31, 1970, the Government of Honduras is-
sued Decree No. 97 suspending free trade with the CACM.

The measure followed the failure of the negotiation of the

Modus Operandi which attempted to restructure the CACM

following the disruption caused by the El1 =Salvador-Honduras
war. The Decree's main purpose was to put =an end to trade

deficits which Honduras had with the CACM: *hese had

Y2
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increased from CA $13 million in 1966 +o CA $36 million
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in 1970. The decree succeeded in effecting
reductior in Honduran imports and of trade deficits with
the CACM, Honduras exports to the CACM, consisting moszly
of manufactured goods, alsa declined, however, ard there
was a widely held feeling that Honduras' practical iso-
lation from CACM trade was adversely affecting the coun-
trv's development. ©n the other hand, Honduras did nc=
consider itself ready to face the full force of C.A,
competition, By way of compromise, Honduras necctiatasd a
series of bilateral treaties that provided free +rade in
some products, enabled Honduras to impose various duzvy
rates on others, and accorded oreferential treatment to
Honduras' exports to other C.A. countries,

Wnile the treaties between Honduras and Nicaragua,

«

Guatemala and Costa Rica differ in detail, the mai

3
ya
3
ot
n

are:
i. With respect to basic crains (corn, beans, rice
and sorghum), trade will be regulated by the grair crice

stabilization and marketing agencies to prevent int

i
T
'

ference of shipments with domes=ic production. While

v)

N\
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all gtain shipments require approval, irporis will be
free of duty.
ii, All items on which agreement 1s reached will be

imported free of dutv by the other party, while a number

of products entering Honduras will be subiject to an import

1
duty varying from 5% to 25%."/

The trade deficits of Honduras witlh #t=2 CACM are
nevertheless expected to increase as a result of these
treaties. Honduras is expecting this development, but
hopes that these deficits can be held to levels signifi-
.cantly below those attained in 1969 and 19%70.

We estimate that intraregional trade resulting from
all three bilateral treaties will expand bv at least CA
$20 million in 1973 and by CA $25 to CA $3C million the
following vear.

Some integrationists regard the sigr-.rng of the bi~
lateral treaties as a move institutionalizing the dis-

ruption of the Common Market. Such a conciusion arises

1/ However, such rates can never exceed 7Y of the duty
rates in force in Eornduras before Dece-uer 31, 1970,
nor exceed the rates presently in forc-.
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from a compariscn with the ideal situation. Heowever, the
more relevant comparison is between the oprevailing situ-
ation in the CACM in 1971 (following Honduras' abrupt
suspension of al;l free trade with the CACM), and the
status of the CACM in 1973.

The significance of the impact of Honduras' suspension
of free trade witnh the CACM is reflected in the data in
Table 2A. Note that Honduras' exports to the CACM de-
clined from CA $19 million in 1970 to only CA $5.4 million
in 1971, while its imports from the CACM declined from CA
$55 miilion to only CA $16 million. Total intraregional
trads (exports of all CACM countries to one another) de-
clined from CA $239 million to only CA $270 million during
this interval.

In its last presentation to the Subcommittee of the
Alliance for Progress (CIAP), the Honduran delegation
acknocwledsed that the country's loss of its principal
market {El Salvador) and its limited access to the markets
of the other CACM countries resulting from Decree 87 wére,
in large par:,'responsible for Honduras' lower GDP growth

rate and +the lack of dynamism of private investment aciivitv
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Tapble 2

Honduras Trade with the CACM Region
(In millicns of CA Pesos

Honduras' Exports Horduxras Imports
to CACM Zrom CACM
1968 31.3 | 48.7
1969 23.9 44.0
1970 19.1 54.9
1971 5.4 | 16.2
1872 6.7 22.4

Total Intraregional Trade
(In millions of CAS)

1968 258.3
1969 24%.0
1970 299.1
1971 270.4

1972 304.7
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The enr+hoake t£hat hit Managua on December 22, 1872
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estimns =t 27 5T e $590 millizn, ven if the lower
figurs I uszed, this would amount te roughly 20% of <h
countr7's onoual Sross Domestic Product.  The hardest a2f-
fecte” g=2zcors srare priwvatse residentizl heusing 2nd com-
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{1) Impact on Nicaragua:

B -

a. The compléte destruction of Mznagua's com-
mercial center created large-scale unempln;mentl/ and dis-
rupted normal channels of distribution, XNevertheless,
following rapid recuperation, revised proieztions from
Ministry of.Economy show an increase of 2.9% in the 1973
GDP, in real terms. While this is:still lewer +than recent
years, it now appears that a previously predicted GDP de-
cline is not likely to occur.

b. Nicaragua will require considzrable recon-
struction loans on concessionary terms, particularly for
the 40-50,000 housing units destroyed. While assistance
has already been offered by AID, IBRD, BIT znd CABEI, a
substantial gap femains if the capital is t2> be rebuilt

N

over a five to seven year period.
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c. Even if the necessary reso:ira:ss

coming, the earthguake is likely to slow th=> country's

economic development. While the construc+tiozn industry is

expanding rapidly, it still may not be able to meet the

1/ It is estimated that 50,000 lost their ‘b at least
temporarily in the capital.
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heavy reconstruction reguirements in additicn to th
country's normal requirements. Moreover, the country's
limited supply of qualified technicians and administrators
will be heavily taxed.

d, Reconstruction loans will further adé to
the debt service burden atfter expiration of the grace
period, and mav thus interfere with the countrv's ability
_to borrow Zor normal developrent purposes., The couniry's
external debt service charges are projected to constitute
15 to 18% of total exports of goods and services over
1873-75.

On the positive side, the intensive activity in the

construction and manufacturing industries and the indirect
income and empioyment effects generate, will be a partial
offset to the negative factors cdescribed above. Other
positive factors include the large capital inflows that
Nicaragua is experiencing as a result of foreign insurance
payments, private capital inflows under the AID Housing

Investment Guarantee Program and the substantiazl capital

inflows on official account., From the econcmic standpoint,
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Table 3

Preliminary Evasluaticns of Centrol Azerivs's Drodgin

in Terms of Volume and Value 0 Produci: o (w72 70
(1) (2 N
Normal Lagses o ssux = I
Production 1n Lo . .
Expected Production Tlipal o Vel
Basic Grains {(Thousands of Quintales (16 Rg,)
Corn 10,050.8 B8,710.6 .09
Beans +,756.1 1,003.9 22,2
Rice 1,371.7 398, 0 20,3
Sorghum 6,4+17 .1 671.3 Ll 3
Export Products
Cotton 1,030.3= 770.8 Lo,

Coffee 6,4t26,3* 377.0 3,

Cotton Seed - 1,0%0 7 -

* Production in 1971

SOURCE: SIECA, "Efectos de la Sequisz en i v clcei’s
miento de Granos Bisicos v oen Otras Arc i,
Agropecuario Durante el Cici- A
1 and 8.
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SIECA has made no estimate of the - tzl balance of
payments impact of the drought. Howeve:r aexport losses
due to losses in cottcon and coffee exps - ¢ alone are esti-
mated at about CA $40 million, which av > ints to 3.6% of

the area's total 1971 exports, The balance of payments
impact will be felt mainly in 1973 as }iqgher grain imports
(to replenish inveniories) and lower ¢:poros will be con-
centrated in that vear.

Fortunately, there are important ~ffsetting effects:
the strong demand and favorable price oullnok for the
area's principal products, particularly coffee, meat,
sugar and bananas.

F, Restructuring the CACM

Between Octcher 1972 and March 1937, SIECA issued a
comprehensive twelve volume study entil . ”Integfated
Central American Develepment During th: Turrent Decade",
The study reviews the progress achieva:d luring the decade

of the sixties, identifies major probloem aréa% and bottle-
necks that have developed and proposes = program of action

for the seventies. The study:
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during the =sixties ars rnot likely o coniinue to do so in
the future, including =hie brcad scope for :-he development

\

of import substitution industries in 1940 and the rela-

™

tively favorable market conditions for the area's primary
products over the recert decade., SIECA helieves that a
new engine of growth can he found only in continued inte-—
gration. Thelir analvsis suggests that e GDP of the CACM
can be expected to grow at an average anrual rate of 6.5%
with integration, but only at 4.2% without,

(2) Policy coordination: Very li:z'ls progress has

been made in the area of integration or harmonization of

monetary and fiscal solicicsz, in the coordination of na-

tional development pol.cics = parcicular: v manufacturing
industry and agriculture =-- and in the =v¢1 of promoting
the free mobility of tre factors of prolic - ion.

(3) Shortcomings in the integratinsn machinerv: SIECA

found serious deficiencies in the current integration ma-
chinery, including substartial delays in o:zfaining the ap-

proval and ratification of treaties and ;r:tocels by the

.

five governments; the difficulty of gainirg approval for

k|

measures that adverselv affect some power~:! interest

39
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interést, have executive as well as resezrch functions,
be able to take the initiative on integraztion matters and
have discretionary powers based on the new treaty; it
would also coordinate the activities of the specialized
institutions.

The various SIECA annexes also include specific pro-
posals designed to bring about the plannei regional de-
velopment of agriculture, special measures to promote
industrial and export development, the formation of an
area-wide customs union. the harmonizaticn of tax measures,
the continued develcopment of an integrated physical infra-
structure, and in th2 : == ~f monetary inteqration, a
blueprint that would eventually lead toward the formation
of a full monetary union.

G, Proségcts for Restructuring the CACM

Prospects for restructuring the CACH depend in large

+

part, on what is meant by restructuring zn¥ the time span
that is envisaged. There is a great deal ~¥ lip-service
given to the need to restructure the CACHM, widespread
newspaper coverade of newsworthy events related to the

CACM, a broad public awareness (at least ir the cities)

40
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lems, El Salveicr's groat derendence on intraregionzal

trade :nd Nitaragua's nee? to recuperate from the earth-

b

v comrodities and intraregional

tn
K
[a
U
0

quake}, the exports o

trade a-e helding up verv well.

nm
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As a result of 2 widzspread awareness O

of economic growth, the stalling of the integration pro-
cess and th~ shortcemings of the existing integration

machinery, tressures for restructuring have develored.
On the other hand, mcst of the countries are becoming in-

'y

creasingly concerned with internal political problems,
With elections in Costa Rica, Guatemala and Nicaragua

scheduled within the naxt eighteern months, the tendercy

to focus on internal aflairs will prcbably crow st-onger
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threogh 1974. While EZIECA and the High Level Committee can
lay the groundwork for restructuring and nake progress in

some areas, the likelihood of a major breakthrough over the

next twc years is not great.

The members of HLC have been appoint=d bv their respec-
tive Presidents:; and, at the CACM meetings in Managua, July
23-25, 1973, the HLC was given official authorization to
proceed with its work. All five countries participated in
the Managua meetings, ard Honduras played zn active and
constructive role in the deliberations -- hopefully marking
the end to her self-imposed isolation from TACM policy-
making. While the shadcw of the El Salvacdcor-Honduras con-
flict still hangs over the CACM, the five aovernments are
now actively seeking, through the HLC, a Lklueprint for new
social, economic, trade and political policies to govern
the CACM and the appropriate structure to carry them out.
The governments also set ﬁp an interim committee made of
the Vice-Ministersof Economv of the five ccuntries to plan
and supervise the implementation of a short-term proéram

to re-vitalize the CACM, pending the reccmmendations cf
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1/

the BILC. These long-awaited actions are but the first
step in a long process, and it is much too early to anti-
cipate the ultimate shape of a reformed CACM that will
emerge from the work of the HLC,

Aan important related question is the kind of re-
structuring ﬁhat is being considered. If it is merely a
reincorporation of Honduras into intraregional trade, the
signing of the bilateral treaties is a major step forward:
if we are speaking of redistributing investment funds
within the CACM to speed Honduras' growth or help Nicara-
gua recover from the earthqguake, the prospects become more
remote; and if we mean a "radical" restructuring of the
CACM which involves integration of the marginal populations
into the market economy, the revamping of incentives to
make CACM industry competitive in the world market, attack-
ing land-distribution problems and unemployment, the present
prospects are dimmer still. For any restructuring cf this
sort gets increasingly close to a radical revamping of the
present economic and social system -- with its implic#tions

for radical political change. The integrationists rezlize

1/ For more details see CAPTO CIRC., A-27 of August 9, 1273,

¥2



this and will move slowly and cautiously in attacking these

more fundamental problsams,

In conclusion, the prospects for major reforms of the

CACM through 1974 are not promising under present conditions.

Any one, or a combinaticon, cf the followinc factors might af-

fect the results faverably: first, the long-awaited settle-

ment of the Honduras-El Szlvador border dispute could provide

‘a breakthrough that might open a new pericd of collaboration

and desire to deal with aconomic and sociel problems through-

out the area. Second. the emergence of more dynamic top
level integrationist leadership at both the natiornal and
regional levels. While at various times one or another CA
President {(most notablv President Somoza) has téken the lead
in attempts to restructure the CACM, there “as been little
concerted effort at the Presidential level. While bhoth
SIECA and CABEI are competentlv led, neither appears to
havé the prestige or drive to mobilize foroes on behalf of
rgstructuring. For the foreseeable future, ORECA will play
no role. Third, there is the possibility 27 an econ0m1¢

crisis that will jar the fuerzas vivas and fhe national

leaders into a recognition that the CAM's economic hcouse

6Ad
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must be put in order. While problems of over-capacity do
exist, so long as exports and intraregional trade hold up,
there is little likelihood of a major economic crisis which
could provide a catalyst for restructuring the CACM.

On halance then, while the long-run prospects for re-
structuring the CACM mav be promising, we should not expect
significant breakthroughs over the next few vears., Progress
will probabiy be sicow and haltina, with the prospects best
in fields where powerful economic and political interests
are not directly attacked or too much asked of governments
in *2vms o{ financial sacrifice or loss of sovereignty, The
implicztions Zor Y.5, regional aid programs (particularly
under the low-profilz concept) are that we should concen-
trate our moderate szupport for regional integration in the
most promising regional institutions (e.g. SIECA and CABEI)
to lay the necessary groundworx for restructuring, while
supporting those sectors with the best prospects for con-
tributing to economic growth (e.g. agricultural diversifi-
cation, export promotion and tourism, and needeld physical

infrastructure.)

uf
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H. Growth Prospects

In 1873, the GDP for the CACM as a whole is projected
to grow at about 4.5% in real terms. Growth prospects ap-
pear favorable for Guatemala (projected to jrow at 5.7%),
and reasonably satisfactory for Costa Rica (5.0%). GDP
growth for El Salvador and Honduras was projected at 4.5%.
The decline in GDP projected for Nicaragua, mainly as a
result of the earthquake and the drought. w:s revised by

of

the Ministry of Economy, to indicate a 2.8% increase in
real GDP for 1973. Thus, Central America's GDP can be
expected to grow at a rate of about 4.5% in 1973, slightly
below the growth trend of recent years. The GDP growth

rate since 1970 together with projections for 1973 for each

of the C.A. countries is summarized in Table £,

Tzble 4

GDP Growth Rates 1970-197:
{In Constant Prices)

Period C.A, Guate. Eil Salv, Hond, Nica. C.Rica
19730/71 5.4% 5.8% 4.3% 6.0% 5.7% 5.0%
1971/72 5.4% | 6.0% 4.5% 4., 3% 6.0% 5.4%
1972/73 4.5% 5.7% 4,5% 4 ,.5% 2.8% 5.0%
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The major positive factors stimulating growth are as
follows:

a., Good export prospects for primary products: the
outloock is for continued favorable prices for coffee,
cotton, meat, sugar and bananas and for a continued good
production response to favorable prices.

b. Intraregional trade expanded by akou+t 13% in 1972
and is expected to continue to rise in 1972, Intraregional
‘trade will be stimulated by the three bilateral treaties
negotiated by Honduras which are expected to expand the
level of intraregional trade by 7% to 8%.

c. Public investment is expected to increase in all
five C.A. countries.

The negative factors include, first and foremost, the
Managua earthquake which is expected to depress Nicaragua's
GDP, Other factors include the 1972 drought, the impact on
private investment of continuing uncertainty cver the future
of the CACM, the rural poverty problem, and a pessible re-
surgence of Costa Rica's balance of payment crisis. Finally,
regional growth and integration cannot achieve its full po-

tential until the Honduras/El Salvador borcder oroblem is

47
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resolved. Unfortunately, the near term =rosvects of such a
settlement are not encouraging.

Beyond 1973, we see a continuing favcrable world demand
and price outlook for the area’'s principa’ primary products.
Coffee prices are likely to be favorable {-r several more
years owing to the substantizl disruptior of Brazilian coffee
production gesulting from coffee rust whioch is likely to de-
press that country’'s output and raise its oroduction costs
over a period of several years. The ocu%lcock for meat is ex-
cellent, and prospects are for continuing :trong demands for
bananas and sugar. Tourism and new export: (particularly fresh
and processed fruits and vegetables, furni:ure, and apparel),
also hold great promise, but the succes:s «f these efforts will
depend on the vigor and imagination with which the Central
Americans develop the necesszary policies and programs.

Intraregional trade cannot be expected to provide in
the future the same powerful stimulus it has contributed in
the past, owing to the reduction in new imrort substitution
opportunities. The major imponderable is =he behaviéﬁrof
private and public investment. The volume of public invest-
ment will depend in part on the ability «f{ governments to

raise the level of punlic savings by improving their tax
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collection apparatus and enacting new revenue neasures, and
on their ability to continue tc secure sutstantial leans on
concessionary terms from the international lending insti-
tutions, The behavior of private investment will depend in
large part on the continued success of the integration move-
ment, the maintenance of political stability in the area,

the measures taken by the governments to promote develcpment,

M

and above all, by the abilityv of the governmenis to inspir
the confidence of both foreign ard local investors. 1In our
judgment, the outlook is for a growth rate of 4% to 4.5% in

real terms without a serious effort to boost investment and

rh

carry further the integration process; and a growth rate o
5.5% to 6,0% over the next three to five years with a vigor-

ous and well-conceived approacn.

#9
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N~, 97, while Costa Risz's deficits gave rise to several

n

CACM crisis in recent vear

(3) Conflicts in development philoscoshy: Guatemala,

El Salvador and Nicaracua have pursued mores conservative
monetary-fiscal policies than Costa Rica 131 recent years.
Costa Rica's expansionary policies, withcus added revenue
and more efficient management, contributed significantly
to her balance of payments preblem and devaluation. To
sustain its serious commitment to provids increased public
‘sector services, however, will require more thoughtful
financing to avoid further monetary friction within the
CACM,

(4) Sharing of benefiis: Perhaps *“he most important

problem in the area of integration is the sztrongly held
feeling that benefits from integration are not being equi-

tably shared by all CACM members. This Zeeling is induced

both by negative regicnal trade balances, and by Honduras's

relatively low level of industrialization. Value added by
Honduras's manufacturing industry is 28% of that of Guate-
mala's, 44% of El Sazlvador's, 49% of Costa Rica's, and 54%

of Nicaragua's. Nor is there any evidence that Honduras

5z



is catching up. In fact, the industrialization gap between
Honduras and its CACM partners has tended to grow despite
more liberal fiscal incentives granted to Honduras. Demands
for preferential treatment by both Honduras and Nicaragua
can be expected to remain a continuing source of conflict
within the CACM, as well as an obstacle to the restructuring
of the Common Market.

>

sistence farm family in either their own national economies

(5} Subsistence Family: Failure to include the sub-

or in the integration program even though such families make
up 1/2 of the population of the region and their failure to
participate in the money eccnomy i1s an albatross the CACM
has had to bear.

While these difficulties are real enough, they are

not insurmountable over the long run. There is a growing

e T .

commitment to the cause of C.A, integration by the younger
technocrats., As these are assuming increasingly important
positions, a gradual shift in the policies of the C.A,
governments can be expected. The fact that SIECA has
formulated so radical a restructuring proposal and that

this proposal is being seriously studied and debated is an
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encouraging sign, theouch mroopects for rzop.d results are
slim.
B. Fundamentzal Eccnomic Problems

The following are the emerging major problem areas to
which national and internatiocnal developnent programs must
be directed during the seventiesg:

{1) Rural Backwardness: Agriculture employs about

two-thirds of the economically active porulation; yet the
averaqge rural income is estimated to be ~only about 40% the
regional average. Unernlayment, illiteracy, malnutrition
and mortality rates are a’l nuch higher in the rural areas.
Moreover, during the uaccace ¢f the sixties, value added by
agriculture (in real terms) increased at an average annual
rate of only 4.4%, compared with 5.7% for the GDP,

{2) Unemplovment and High Rates of Population Growth:

SIECA estimates open unemployment at 8% to 15%. If allow-
ance is made for under-employment and the very low level of
productivity induced by surplus labor, :tl'e figure might
rise to at least 30%., The long-run outlook for reducing
unemployment will most likely be dismal iI the countries of

Central America do not alter their tax, “ariff and wage

S
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policies and are not successful in curbing their popu-
lation growth rate which, except in Costa Rica, has shown
no sign of declining.l/ While all C,A, countries have
familv planning programs implemented by their ministries
of health and private groups, these have not been measur-
ably successful so far (see Part e of Chapter IV and country
discussions of obstacles to success in family planning
programs, )

(3) Maldistribution of Income: A recent estimate
by the FAQ advisory group for Central American integration
(GAFICA) estimated thét the poorest 50% of the Central
American population had a median per capita income of
CA$9C and commanded only about 15% of the GDP:; while at
the other end of the income séale, the richest 5% of the
population enjoyed a median per capita income of about
$1800 and accounted for almost 30% of the total GDP.

(4) Poor Nutricion and High Illiteracy Rates: While
this problem is most serious in the rural areas, it is by

noc means absent from the cities. Infant mortality rates

1/ There are of course many other factors which affect
unemployment.

55



ITT-6

are wvarticularly high ir Hondaras and Nicaracua. With re-
spect to illiteracy, only Josta Rica aas i1 very low rate

(15%). The rate for the other four countries ranges between

40% and 60%.

(5) Excessive Dependence on Primarv Exports: Exports

to the rest of the world are still undiversified. In spite
of the substantial progress made in develisning manufacturing
industry over the last decade, Central Amarica'’'s exports of
coffee, bananas, cotton and sugar still account for some 75%
Qf its total extrareqipnai merchandise exosorts., In fact,
only about 2% of the area's total export: =o the outside
world consists of marnuf.ztursd goocds {(See Part C of Chapter
v).

(6) Management Capacity: Over and above specific sec-

toral issues, there alsc exist the general znd elusive pro-
blems of inefficient public sector managemnent throughout the
region. The lack of modern management systsms, the tra-
diticnal cver-centralization of authority, and archaic ad-
ministrative practices are factors which constrain effective
mobilization of development resources and the decision-

making process at the national and regionsl level. Changing
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public sector attitude towards more responsive and efficient
management is a priority the region must address; but rapid
improvement is unlikely and a broad attack on the problem is
probakhlv unwarranted until better assistance methodology is
developed to deal with public sector management weaknesses.

cC. Develcpment Goals for the 1970's

SIECA hLas proposed the following major objectives for
Central America's ecconomic development in its study on
"Integrated C.A. Develnpment During the Current Decade”™:

A GDP growth rate of 6.5% in real terms; a better dis-
tribution of income among the social classes; an improved
distribution of the benefits from integration among the
countries of the area: creation of additional employment
cpportunities.

SIZCE proposes to arhieve this rapid rate of growth
through integration, far reaching institutional and policy
changes and balanced development. Integration, in SIECA's
view, involves the removal of all restrictions on inpra-
regional trade, the free movement of capital and labor, the
integration of ﬁonetary institutions and policies, the harmo-

nization of tax systems and the coordination of development
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plans. With respect to econcmic development, SIECA places
considerable stress on the development of agriculfture, noﬁ—
traditional industry and exports, and on the continued de-
velopment of a well=-integrztsd regicrzl infrastructure.

The national develcpaent plans do rnot place as much
emphasis onrintegration as SIECA, However they agree with
the SIECA emphasis on the development of the rural economy,
and with the recommendztion that special preference be given
to small and medium-siz:z farmers. There is a consensus that
the accelerated growth c¢f agriculture would not only stimu-
iate the region's devélopment, but would also contribute to
improving income distritwition by raising the living standards
of the lower income grouns., Both SIFCA z2nd the national de-
velopment plans stress the need for a greater role by the
public sector to develcyp agriculture, improve the level of
education and nutrition of the lower income groups, generate
employment and reduce income inequality. Other SIECA ob-
jectives that enjoy full support in the national development

plans include the promotion of manufacturirg industry, a move

away from assembly operations and into the manufacture of
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intermediate products, and the development of exports of
noen~traditional products to markets ocutside the region.
D. CACM Policy Toward the Industrial Sector

The uniform tariff schedule of the CACM places low
import duties con machinery and equipment and relatively
nigh import duties on many categories of intermediate
goods, raw materials and, particularly, finished consumer
goods. The policy of placing low duties on machinery and
equipment has recently aroused criticism by those who argue
that this policy stimulates the substitution of capital for
labor, thus contributihg to the already high level of un-
employment. The AID/El Salvador Mission has urged that
duties on capital goods imports be raised significantly to
encourage the adoption of more labor intensive technigues.

Priority must indeed be given to the generation of
employment opportunities, and the 2doption of more labor
intensive techniques should be encouraged whenever these
can be applied without significantly raising costs. Meas-
ures that increase the cost of capital while simultaﬂeously
lowering the labor costs per unit of output would indeed

have the desirable effect of encouraging the substitution
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of labor for capital. However, higher duties on capital
goods inputs may enccurace the desired factor substitution,
but may at the same time discourage the development of
manufacturing activity owving to higher totzl production
costs since it is obviousiyv impossible to reduce wages or
fringe benefits while increases in lzbor productivity are
hardly encouraged by higher duties on canrital goods inputs,
As a result, the efifect of the pelicv on total employment
may be neutral. The impact on value addad is likely to ke
negative. Moreover, the effects on expcrt:z must also be
considered: measures that increase production costs further
increase the difficul+cv of developinag extraregional exports.
Tﬁéoretically. this lrmt*e> praoblem could be avoided by ex-
empting extraregional exports from the pavrent of the duty,

ify a policy that simultaneously

ct

but it is difficult to jus

increases duties and duty exemptions, as this would only

complicate the already difficult task of tax administration.
In conclusion, the policy of raisinc tax rates on capi-

tal goods imports should be supported by further study and

investigation before recommending it to the Central American

governments, Such a study should be part »f a comprehensive

bo
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re-examination of the uniform CACM tariff schedule. This
schedule accords a high degree of protection to Central
American industry. It was not developed on the basis of

a careful analysis, but is rather the product of innumer-
able ad hoc decisions, coften in response to demands for
protection by various pressure groups. The other cri-

teria -- i.e., serving the interests of the final consumer
and maximizing government revenues -- were often sacrificed
to demands for protection. The policy has produced a number
of over-protected and some relatively inefficient industries
that have difficulty competing outside the CACM,

At the same time, a lazrge number of manufacturing en-
terprises were granted exemptions from pavment of income
taxes and import duties on parts and materials under the
fiscal incentives law for industrial develcpment, leading
to substantial losses in government revenues. It is esti-
mated that revenues foregone as a result of tax exemptions
amounted to C.A, $42 million in 1967, which constituted

about 10% of total central government revenues and 40% of
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total import duty colle:tions.i/ The tariff policy pursued
in Central America has heen clearly self-defeating: rela-
tively high duty rates were imposed vpor several categories
of intermediate goods imports, while a2t the same time a
general policy of tax exenption was pursued that waived pay-
ment of sucﬁ duties.

A strong case can be made for a) lowering tariffs on
many classes of consumer goods and on scms intermediate
goods, and b} reducing the scope and durztion of tax examp-
tions. The re-examination of the uniforrn tariff schedule
énd fiscal incentive iaw has been recommended by many ex-
perts, including SIECA. Thre advisability of also altering
duties on machinery and eguipment with the view of promot-

ing the adopticon of more labor-intensive technigques should

be undertazken as part cf this comprehensive review.

1/ Clark Joel, "Tax Incentives in Central Pfmerican Dé%élop—
ment"”, Economic Development and Culturzl Change, January
1971, Table 4. e
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CHAPTER IV

REGIONAL SECTOR DISCUSSION

The ensuing sectoral discussions provide the setting for
the ROCAP effort in support of regional economiec integraticn.
In the decade since the creation of the CACM, a juridical and
institutional framework has evolved to carry out the decision
of the five Central American republics to accelerate regional
development through free trade among themselves., The unre-
solved conflict between El Salvador and Honduras has inhikited
free trade, but it has not resulted in either the akrogation
of the CACM or the withdrawal of Honduras or El Salvador from
the key institutions created to promote regional development,
Hence, analysis of regional conditions in sectors key to de-
velopment through integration remains a critical element in

the definition of ROCAP programs over the DAP time frame,

A. Agricultural Development - Regional

1. Introduction:

Central American development during the first 12
years of the common market in certain sectors has increased
dramatically. This evolution has been most notabkle in in-

frastructure and manufacturing, however, the CACM agricul-
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a2ll indicztors are noteworthy,., The GDZ i 1960 was CAS
2,79¢€_.¢ million while -n 1971 it increased o CASS5,15zZ.4
million evolving at an annual rate of 5.7 in real terms.
Investments during the same period in the ¥igion more than
doubled which compounded annually, shows ¢ j70ss increase
in investment of 7.2%. Manufacturing, th: area in which
most striking changes have taken place, increased from
CAS369.4 million to CASS885.3 millien during =he 11 vear
period 19E0 tc 19271 previding an annual comzound rate of
growth of 8.3%. Total ccmmerce, regional »: well as in-
ternational, grew f£from CAS 637.4 millicn n 1960 to CAS
1,227.8 millien in 1571 showing an annual rate of growth
of 6.1%. These overzli figures are notewnr: hy, however
they £ail fto tell The entire storv.

Regionzl trade - the area in which —he common mar-—

ket has bheesn most effective and rhas made =2 most dramatic

increases—- grew from CAS 32,7 million in 19:2 te an esti-
mated CARS205.0 millicn deollars in 1972, "his expansion

of almest 17 times the 1960 level of commaice has resulted

in a compound growth rate ¢f approximatel s 11% over the 12

iz, Certain over-
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year period. Manufactured goods, other than foodstuffs
accounted for more than 3/4's of this entire increase.

Due to favorable tax incentives, availability of tech-
nology, facility provided by the CACM in the acquisi-

tion of capital for investments, availability of aggressive
private sector management and regional import tariffs -
basic eleménts supporting the overall CACM policy- pro-
vided the incentives and the market for an impressive de-
velopment in the industrial and manufacturing field.

Total exports resulting from almost continuously
'increasing industrial development and sporadically favor-
able prices for traditional agricultural products result-
ed in an cverall annual compound growth rate of 8.8%
increase in'exports between 1960 and 1971. Seventy-
four percent of the area's total foreign exchange derived
from exports resulted from the production and sale of only
4 commodities -all agricultural products- coffee, cotton,
bananas and sugar. The big four in traditional exports
have recently been augmented in number, through favor-

able world market prices for cattle, The latter commo-



dity has grown at a veryv significant rats during the
last 5 years. At the same time, non-pri-arv exporis,

largely processed aducts, have alsc Ir--resased at an even

ol
H

faster rate than the primary traditional! oroducts increas-
ing by 11.4% annually during the period under study, how-
ever, they started at an almost insignifiant level in
1960.

Unfortunateiy, due to price inc!=mencies, agri-
cultural output increased at a significantliy lower rate
than the other above indicators., In 1867, zotal produc-
“tion of agriculturzl commodities was CA$ A85.5 million
and in 1971 it had increased to CA$1,38¢.6 million show-
ing an annual compounrd rate of only 4.2% fduring the 11
vear period. }Data on axports of agricultural products
underscores the slow growth of the sectc:s. While ex-
ports cf manufactured goods grew at an csztimated annual
rate of 27% between 1960 and 1971, expcr:-s of non-manu-

factured goods grew at an annual rate of cnly 6.6%

e

while the 6 major traditional agricultur:z:! vroducts
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(coffee, corton, bananas, sugar, livestock and neat,

1ly. This is a

fu
Al

and wood) grew 2t only €.53% anrnu
totally unsatisfactory situation in view of the fact

that aprroximately 63% of the area's population de-

rives their income directly from agriculture,

2. Probiems Resulting Zrom Past Policies

As a resultrof the significant changes that
have taken place in the structure and operation of the
Central 2mesrican commen market during the initial 11 vears
of its existence, a growing number of extremely serious
problems are facing national governments and the CACM
organization its=1f éuring the next decade. A number

of these concerns include:

1) Exterral debt incurred by the 5 countries in

Central America has increased over 163% annually during

1966 to 1971: —

2) Past Central American policies which favored

industrial and irn“rastructure development did not also

generate similar policies for the rural sector:

&%
’
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3) The per capita growth rate -f ¢DP has decreas-

ed from 2.6% during nhe 1960-66 period o 2.1% during the
1966-71 period -~ tre :nitial dynamics =i the initial

thrust of the CACM zvo slowing do'm;

4} The benafits

significantly incrsazszed

onfir this observation

0

pocor. Although reliable data to
does not appear avzilable at this time:

5) Wide disparities exist in p=: capita income,

While the overall per capita income for Tontral America

was CAS$355,.00 per year in 1971, approxinately 80% of the
population had a per capita income levsl of only $148

a year, The rural sectcr generally has received an in-

come, on & ber capita basis, of from 171 uo 1/4 that of

the urban industrizl and service secten: {zee table

on 1970 rver capitz income levels in Csriral America)

6) Total oopulazion in the CACY zarea 1s increas-

and over 4,0%

Hh

rate of 3.2% overz

1ped-

i
£l

ing at the very raup

in the rural sector in some countries.
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-

Furthexr emphazsis on birth control programs in

the rural sectox appear indispensible.

7) DUnemplovment and underemployvrient appear to

be rapidly increasing throughout the Central American

Common Market area;

Rural underemployment which commionly may run
from 15% to 25% has heen estimated as hizh as 50% during
peak periods in at least one country. IUnfocrtunately,
urban industrialization does not appear capable of off-
setting the total employment problem sirc: during the .
1l years of Central zZmsrican industrialization, only
160,000 new jobs have been created. Too, sectoxr analysis

self-sufficien-~

1]
-

and other studies zprear to indicate thrz
cy in food preduction -assuming a contiruztion of pre-
sent dietary habits- will provide work - less than one
half-of the new pecwple entering the lalvry force annually.

Unemplovment znd underemploymert luring the next
tes if nzjor changes

decade will mount at alarming ra

are not made in the rural sector. Using 1970 estimates

70
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of Central American males in different age categories
{including a percentage of women in the labor force
would further expand the estimated total labor force)
without reducing the existing numbers for deaths during
the 1970/98 period will provide a reasonable estimate

of the size of the prcblem (see graph on page IV-10}*

If it is aésumed further that if the percent cf the CACM
pépulaﬁion in the rural areas remains constant, we can

expect an estimated 2,346,000 males all presently alive,

will enter the rural labor force in Central America during
the next ten years. "In fact, rural urban migration is
already beginning to increase at a2 rate beyond the capabi-
lity of present urban capacity to absorb them.

8) Nationalistic trends appear on the increase.

The lack of dynamic regional policies, especially in
the agricultural sector, are causing governments to feel
they must become more self—reliant._ This appears es-
pecially true in the basic food crops area. The recent

drought, felt throuchout most of Central America dufing

* Source: SIECA Estadistica Social 1970




Expressed in
millions
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.

i

1970
(3584}%/

(4556) (5715)
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+ 972

{(7194) accumulative amount

* Estimates based urven nunber of males reaching 15 years

of age

1/ 15 to 55 year excnomically active am:

Source:

as full participants in- the

SIECA Estadistica Social 1970

b

cioor force.
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the past 2 years, has totally drawn down the small

stocks of basic food crops existing in the Central Amo-

rican countries, This, coupled with possible ccnt

restrictions in US exports of ccrn, beans, rice and

iny

other essential focod commodities are causing Central

American governments to review intensively their z

tural policies and programs and place a much great

LY

phasis on meeting demestic needs almost without

cost per unit of producticn and ignoering

1

it
w
0

=

»

4]

ces in terms of best use of capital and natural

-
~

-
m

Representatives of the naticnal plarnning councils

veral countries have commented to RCCAP that th

concentrate on more lakbor-intensive agricultura

However, due to the lack of conficdence in the w

tn
M
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Wn

L1

B

[

O
7

1
n

[¢]
n
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tuation, and their inability thus far to evolve workartle
alternatives amcng their neighboring countries they feel

forced to adopt policies during the next several vears

which may stimulate production of basic fcod creps.
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9) Recognizing the populzation

vroblem, the past

ot
E—

use of key resources - land, ¢anital and water - has served

as_a major constrairt to rural develzorent,

In the rural sector, the avaiiazble basic resources

for rural development are already lim:ted and unless used

more effectively in the future can scrve as a major deter-

rent to providing emplovicent and dist
the rural sectoz. Tand, as an exampl
gsupport intensive labor use comnprises
Central America., If this figure i

the land area capsule of supporting

and perennial tree crops only 3

is useahle for vrodncing food and fil
Presently there are approximately

—-considering the areas total availab!l

areas {e.g. El Salvador) there

five people per arable hectare

Capital is and is expected t=
major limiting factor for priming rur

only is the total amount limited but

A

s buting income within
e, of a quality to

cnly 12,7 percent of

ciiranded to include

bzasive field crops
Tre total land area
2r within the CACM.
pecple per hectare

2 land, In some

Trexdy an estimated

-~z le page IV.13).

sontinue to be a

z.. development, Not

"y

ite use is primarily

"~
!j";‘
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CENTRAIL AMERZCAN LAND USE POTENTIAL

Approximate percent

Land Use Potential Km2 By intensivity. By major
use sub group use group
Intensive use - annual —
crops 34,338
Intensive use - perennial 15%
crops 16,476
Extensive use - annual
crops 8,973__1
Extensive use - perennial 22%
Crops 88,406
Intensive/Extensive crop
sub-total 148,193 37%
Forests and mangles 154,542 39%
Pasture land 96,131 24%
Perennial forest and
pasture land sub-total|250,673 63%
TOTAL 398,865 Kmﬁ 100%
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directéd toward traditional exports. In acst of the
Central American countries over 80% of ths total invest-
ment capital availakle to agriculture is nsresently con-
centrated in traditional agricultural production. Too,
due to the lack of land titles and alternute mechanisms
to guarantee the bhanking system against l1nss, there can
be little expected irncrease in the use of new technology
for crop diversification.

limiting

ot}

In many tropical areas, water is
factor for the most efficient use of land znd sunlight.
While rainfall levels are often consideravnly higher
than the U,S. the periodicity of the wet season prohibits
crop production during certain months of :she yvear. Pre-
sently, the Central American countries ar= utilizing only
a fraction of their available groundwater znd tubewater
as a source for irrigation is almost unknowrn, In order
to provide emplovment and better utilize *he region water
resources considerable development of irrigation districts
" must be undertaken during the decade zhesd &nd much more
efficient utili;ation of existing systems will be‘neces;

sary.

76
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10) No viable mechanism exists in the CACM for

the develooment of constructive agricultural oolicies,

The five Central American countries 2all appear
to recognize the need for greater dialog in the agricul-
tural sector. This weakness in the past structure of the
CACM has also been pinpeointed in the 12 vclume studyaon
the Central American Common Market prepared by Dr. Gert
Rosenthal and presently being utilized by the Miristries
of Economy and SIECA as the basis for discussions on
the restructuring of the central american regional mecha-
lnism itself, It is néteworthy that under the previous
organization of the CACM, the Ministers of Agriculture
in Central America have formally met under regional aus-
Pices only once since 1965, to discuss regional policy

issues.

11) SIECA and other regional integration institu-

tions have been unsuccessful in prooosing policies ade-

quate to deal with the rural sector problen.

At the present time, other than the Limcn Proto-
col which calls for consultation on the production and

marketinc of basic focd crops and periodic meetings held

1/ E1 pesarrollo Integrado de Centro América en la Presente
Década - SIECA - Oct. 1972

)
~s
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to establish import levels for certain srricultural com-
modities, no overzll Central American acricultural stra--
tegy based on sound economic and socia! bases has yet

evolved. SIECA has bean extremely conceined by this ve-

“serious deficiencv in the CACM ard l:: attempted to
ry P

utilize its small agricultural ecconcmic =nd agronomic
staff on a myraid cf individual agricultural projects,.
Unfortunately, this agricultural group := poorly staffed
and inadequately trained for the encrmous task confront-
ing it. The group has had difficulty -1 Jdeveloping a
"dialog with national ‘interests as the hisis for determin-
ing the key elements or goals to he ach:eved in the rural
sector. Thereafter, a systematic collection and study

of existing information which would loi ~i1lly be followed

by the proposal of saveral alternate s va-egles to the

Central American govarnments for cheir «cisideration. Too,

SIECA as well as the ather regional in:-i:iutions working
in the agriculiture field have not coord nated their ef-
forts with nor drawn upon the existing --rrnical talent

available throucghcuf the region. Even vore serious, they



have net developed a forum for the discussion of key
problzm isstes, among pelitical, technical and cther pu-
blic and private sector groups in the CACM,

11) The lack cf a well organized Ccromen Market

Agricultural network for policv determination, research,

promotion, educaticn, credit or marketing are deterring

action.

The only siénificant exceptions to this fact
are the PCCMCA or basic grains research coordinating
council and CTSUCA, the regional higher education coordi-
nating committe=s. The former, meeting only annually,
reports results of research but does not make pelicy in
this f£field and the latter presently comprised of only
three country members {Guatemala, Honduras and Costa Ri-
ca) are not developing regional university schools spe-
cialized in specific fields of agriculture as was origi-
nally envisioned in a manner conducive to prepare future
technical personnel adeguately to sclve the region's

immense agricultural problems.

3. CRITICAIL COALS FOR RURAL DEVELOPMENT

Since 1970, regional attenticon has increasingly

rr o
Cos
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been focused on the fundamental role ru:rz! agricul-
tural development has in future Central American socio-

economic evolution. There is a serious nzed for agri-

cultural policies which focus simulianecasly on em-
ployment, improved income distributior, z:ocductivity and
marketing., Towards this objective, key : ~stitutions,

at bhoth national and regional levels, and key policy
makers, must become aware of the magnitids of the problem
and learn ways in which national and regicnal action pro-
grams can bring about a meaningful change. This must be
undertaken through cdllaborative econom ¢ and sccial ana-
lyses, seminars, workshops and formal regional and na-
tional consultative mechanisms in ordexr that the region's
decision makers can exchange views and arcive at effec-
tive apprcaches to the solution of the rural problem.
SIECA and CARBEI, in collzboratinn with other Cen-
tral American government institutions are just beginning
to systematically analyze several critical areas of the
sector. These regional agencies, howevar, have not yet

developed a meaningful dialecg with public sector politi-

go
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cal leaders, planners and programmers. Problem analy-

1

ol
oul

N

1]
™
th
L]

{

. be preceeded by the definition of goals and
joint regicnal-national cooperation and coordination

must D2 forged before meaningful regional policies can

ZCA has aiready initiated this long term
procez:z by recognizing explicitly that agriculture
must play the major regicnal role in any accorxrd to re-
structure the common market. Considerable action among
the CACM countries will be required during the next
several years. The 1972 SIECA/UNCTAD decade study
directed by Dr. Gert Rosenthal on the future of the
Central American Common Market, identified agriculture
and the rural sector as essential fer further regional
integration and sets forth two primary goals for SIECA
in the dacade azhead;

1) increasing the capacity of agriculture to
becore a more powerful growth IZorce in the regicn

ng productivity and outputs; znd

-

through rais
Z) improving the general income levels and

Guality of 1life in the rural secter,
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Country rura! development prog: in a2ll of the
five republics focus ¢n a similar sst hjectives and
it is believed that, although the ccunt i ray differ
in the proposed approach, all are ir aci. :ment that.
rural development through raising produst .vity, improyw
ing the general income level and the qu:lity of rural

life is the key to the future of the C&C

4. ELEMENTS AFFECTING THE NEW POLICY Dl

ax

MENZION

The mounting probklems which have

fied in section 2 above bring into

blem facing the CACM and the rural secis

Lack of institutionai capability and vst

=

cus on national voliliciss coupled with

gtructure for ragional institutions

ment of a new nzl

the next several years both imperative ¢

appears to be growing realization by th:

nations of the complaxity of the problew

of not addressing themselves to its sol

ool

’_..l

.more unsavory both itically as well

snar:

colicy O

il timely.

peen identi-~
focus the pro-
¢ 1n particular.
_nadequate fo-
svclving new
wiaxa the develop-

=vInition within
Thore

ZACM membexr

sut the effects

f..on are even

= enonomically,
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ROCAP and the USAIDs, since 1970, have more
sharply focused their programs in the acricultural sec-
tor arcund the above goals, concentrating their efforts
on the needs of small and subsistence farmers and are
supporting the expansion of institutional capacity,
qualitatively and gquantitatively improving the techno-
logical base, providing credit, encouraging identifi-
cation of new market mechanisms and opportunities and
augmenting the rural delivery systems necessary at
both regicnal and country levels to incorporate large
numbers of low income rural people into the cash eco-
nomy .

Each Central American country has primary res-
ponsibilities for integrating its rural population
intc its money eccnomy and for assuring that its rural
population will share in the benefits of naticnal as
well as regicnal ecconomic grewth., There must at the
same time, be compatible regional policies to comple-
ment national ones in order to achieve better utilization

amonc 2ll of the countries oI existing land, labor,

13,
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technical and capital resources.

The key to U3 assistance for ar: - rcultural de-
velopment in the future will rest on finding means to
support the development of regicnal and national policies
and programs to effesciively assist larg-: umbers of sub-
sistence and small s:ize farm operators praduce more ef-
ficiently and market more profitably as wa2ll as expand
the employment opportunities for rural lzaborers. Within
this context, related agricultural development activi-
ties including extension, cooperative p:omeotion and

"other types of group acticn, agricultursl research, cre-
dit, education, land tenure, taxetion ard improved fac-
tor product markets will require much mcoe sharply fo-
cused consideration due to the numbers . cived and the
limitation of available coutside rescurcas,

The regional agricultural sector =tudies project

j—

begun by ROCAP in FY 1973 will permit SIECA, CABEI and
IICA/ZN and othexr regional institutions Jsorking directly
with national agencies and the private :=:ctor develep

guidelines for defining several key elem:mis of a long

range regional sector strategy based upot the employment
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and income distribution guidelines identified above.

The short run focus will be upon expanding the capaci-
ty ¢f regional and national institutions to work effec-
tively in cleose day te day collAaboration with naticnal
agencies cn specific problems, jointly collecting the
necassary base line infcrmaticn required for sound
ecenomic, social and technical analvses leading to the
evolution of alternate strategies for rural development.
These strategies after jcint national andé regional po-
litical study would ultimately result in regional an
national policies with subsequent adopticn of appropriate
action programs. An essential consideraticn in the con-
duct of the first initiatives which ROCAF 1s supporting
SIECA, CAREI and IICA/ZN to undertake, is in giving ex-
tremely close attention to the socio-econcmic implica-

"

itext of the studies themselves,

9]

tions within the cg¢

1

one disztribution, producti-

|#]

Thus, rural empicyireni, in
vity and marketing become the lcng range course of our

future support actions and the barcmeter cof the effec-~

tiveness c¢f our programs.
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The problem cof regicnal rural =’ vtion within
the framework of improved quality of 1l:°: for rural
people has already Leen initiated threu s sector analy-

ses and sector programs in Guatemala anl Costa Rica sup-
ported by the USAIDs in these countries. FE1 Salvador,
Honduras and Nicaragua are embarked on similar studies
and operational programs are expectad t» he started by
FY 13874 in all of the Central American rcuntries. Any
regional sector anslysis and regional poiicies adopted
in the future must be built upon and couplement these

" extremely important national initiatives. To do other-

wise would conflict with existing national efforts and

increase confusior. rather than increzce 'nocical AID area-~

wide support to the rural sector. Thesas national sector

analyvses and the resulting programs wil! make a regional

analysis significantlyv more complex,but <“he changes con-
templated in public sactor institution ] <rganizations
will probably counterbalance the analv-ical problemgu
through facilitating implementation of -ny regional po-
licies developed as a consequence of t:: ¥¥ 1975-77

regional effort.

56
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regional strateg.: -

within the

framework ofi the gozls set ocut in sec i 2 above, must

also focus on agro-industry in areas n:v

regional or international markets,

-ng favorable

proside a multiplier

factor in the employment and income d.ot.cibution and

maximize capital zand natural resocurces

In certain areas of Cantral americs,

unemployment is high,

by regional and national instituticns

ther introduction of specific types ci

asae efficiency.

vikie

-2 seasonable

joint study will @» necessary

agcertain whe-—

s yro-industry

provide alternate employment oppertur:-izs and utilize

available investmen® capital wisely.
transformation of products intc forms
storage life, broader acceptability b o

reaching into new world-wids consumer

extremely useful,

Within the aontext
evolve through the next several vears
international institutions,
capital and technological transfers

much more carefully than it has in t

=
Ox

the

5

1nal

K
4

ro--industrial

e

g increased
nsumers, and

sups will be

415 that will

entral America,
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5. NEED FOR A NEW STRATEGY FOR RURAL DEVEIQEMENT IN
CENTRAL AMERICA

Serious problems have developed z:3 o result of past

policies. These now reguire urgent solut.:ns because of the

growing expectations in the evolution of &he rural and urban
sectors within the region, External debt increases, increased
disparity between rich and poor, the coniinuing explosion in
population, ever expanding unemployment and nationalistic
‘trends call for new policies, organizaticns and action

programs at both the regicnal and netional levels, Pre-
sent negotiations for the reconstitution »f the Central
American Common Market offer promise that az new, more
workable national/regional mechanism mav =2volve and that
both Central American countries and the rogion as a whole
will increasingly depend upon agriculturs =s the principal
generator of employment, improved income listribution and
the improvement of the guality of rural life.

It is essential for AID support <:» expand as-
sistance in areas which help to evolve & T=rntral American
Common Market sclution to their own problems, This will

require further reorientation and rossibi - expansion of
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ocur technical assistance, as well as augmenﬁing capital
and cther inputs in carefully delineated strategies in
order that the CACM may evolve meaningful policies and
an effective strategy for the rural sector. The pro-
cess must be politically, socially and economically
supported by all of the Central Americans themselves,
and therefora, they too, must become involved at all
lavels in this process. This new approach must deal in
extremely large numbers of prople at levels of society
and stress the cchesiveness of the Central American
Common Market in confronting the problem and generate
broad confidence in the fact that scolutions exist and
must be put into action,

The short run prospects for expanded production
of traditional food products based on present world
market situation seems extremely promising., This can
and will generats increased capital within the area
with which future activities based on carefully develcp-
ed policies can evolve. Since the reorganizing of the
CACM may take from two to three years there is time,

if this time is well spent, to develop the institutional
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and technical capabilities at both the rzgional and

L)

i

naticnal levels reguired to undertake 1= mammoth task
ahead.
The USAID programs started in ¢ntemala and

Costa Rica during 1969 and 1970 and tho:

U

2 under way at
present in Honduras, Nicaragua and El Hzlvador will all
call for tﬁe exparsion and reorganiza® .cn of public sector
institutions in order that these might: deal with larger
numbers ¢f people more effectively in 1he future. An
equal strengthening of the regional instiitutions is ur-
gently needed in ordér that these agercies may serve as
the fundamental regicnal building bloaks for project énd
sector analyses, formulation of zalterrsts Jevelopment
strategies and appropriate regicnal pci:asias and de-
velopment of coordinated C. A, cperati:cal mechanisms.
The time required for the devel:oment of re-
gional instituticnal capacity tc deal - i'h these com-
plex new factors does not mean that acticon toward im-

proved employment and income distributicn will be post-
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poned. On the contrary, through existing efforts

of national programs to assist the rural area, as well

as the regional sector studies presently under way, con-
siderable progress is being made throughout the region.,
While national institutions are evelving and their tech-
nical capacities are being expanded to cope with rural
sector proﬁlems including the incorporation of large num-
bers into the national economy, regional agencies will
increasingly be called upon to expand meaningful dia-

log among all those concerned with the rural sector, This
‘must focus on surfacihg key problems with which a2 new
integrated strategy must deal, Indeed, the base must be
built now for more dynamic CACM action during the de-

cade ahead,

6. IMPLICATIONS OF A NEW STRATEGY - A TECHNICAL DISCUSSION

What must be done to assure that agricultural
development in more equitable social terms will accompe-
ny agriculturai growth?. At present, the region is
trying to augqent agricultural production which generally

employ its rural work force by usirg technologies that require

N

73
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factor proportions characteristic of econcmies with

relatively abundant land and capital rescusces compared

to labor. No such technology could be mors ill-adapted
to the realities of Central America which, with the ex-
ception of Haiti, Trinidad and Jamaica, -« unmatched in

Latin America for its high man-land rat.c.

Central AZmerica’'s agricultural toc-neology pro-
blems can be partially conceptualized in tze diagram on
page 1v-34, On the two axes, land and l:hor are presented.
The lines T-1, T-2 and T~3.which originate at the origin
correspond to agricultural technologies that employ dif-
ferent proportions of land and labor in production., The
more vertical the technolegy line is, th: wmore land that
is emploved in relation to labor in agriculture pro-
duction. ({The technoclogy lines correspond to weighted
average of proportions of land and labor in the culti-
vation of the sum-total of the agriculturzl commodities
produced in the region.) ©On the horizon+zl axis is
indicated the size of the rural labor force for the
years 1940, 1966 and 1980. On the verticzl axis is
indicated the amount of cultivable land :wvailable fqr

the same periods,

74/
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According to the diagram, in 1940 thé avail-
able land was adegquate to employ the entire labor force
utilizing technology T-1. 1In 1560 as a consequence of
an increase in the labor force that was much greater
in percentage texrms than the increase in available land,
it was not possible to sustain full ermployment using
technologer—l. Using this technology, a share of labor
force equivalent to‘the distance C - D would be left
unemployed.

A new technology was required to achieve full em-
" ployment of available labor in 1960, Line T-2, corres-
ponds to a greater labor-to-land relationship in agri-
cultural producticon and employs all available labor. For
the year 1980, the same trend i1s noticeable, but in a much
more marked form, since the increase in the labor supply
proceeds at an extremely high rate while cultivable land in-
creases at a significantly lower pace, Given constraints on
capital and manpower, the adoption cf a new relatively more
labor-intensive technology such as T-3 would make it im-
possible to provide full employment of the rural labor
force on available land in 1980. Continued use of techno-

logy T-1 would leave E - F of labor unemploved in 1980.
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LAND, LABOR AND CHOICE OF TACHNOLOGY
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Technclogy T-1. -
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The technology consistent with avaiiable labor
resources in Central America in the next decade, there-
fore, is a technology that will regquire use of a higher
proportion of abundant and rapidly increasing labor in
relation to land. Labor saving technologies are, how-
ever, justified in those cases where seasonal demand ex-
ceeds thershort term availability of labor,

In order to determine production technologies
more suitable for Central America, it is worthwhile to
exanine more closely the production technoclogies current-
ly employed in the region, To identify existing produc-
tion technologies, it is illustrative to turn upside
down traditional views of the relationship between man
and land. The traditional view usually expresses persons
per area of land as a measure of population density.

When the abundant factor, labor, is taken as the base
and the less abundant factor, land, as the dividend,
one can more easily see production technolegies in
terms of the amount of land required to provide a unit

of employment. The basic analytical unit then becomres

77



IivV-36

a man~-year of emplcvment, and the ana!yiizal question
becomes: For a given crop or cultivation practice,
what land area is required to provide »ne man-year of
employment? Expressed in this form th= goal becomes
that of determining the mix ¢f agriculitural production
practices and agricultural products which will minimize
the area of land necessary to provide rtaximum number of
man-years of employment, while recognizing constraints
of capital availzbility, market demand, and regional
profitability per employment unit.

Knowing, fof example, that thsre are approxi-
mately 100,000 new rural workers entering the labor
force each year and that the additional new lands will
be more costly than changing technology and cropping
patterns, the probklem is one of choosizg the mix of
cultivation practices and agricultura! oproducts which

will regquire the least land for a given level of em-

plovment generaticn or which will offer the greatest

employment and income potential,

Abstracting for a moment from important climatic,

land quality, marketing and other conditions, the basic

25
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Table 1

for Producing Selected Crons

Man-Days Man—-Years Hectares Order
Cropl/ per Der cer of
Hectare Hectareg/ Man—%earsg/ Priority
(Horticultural Crops)
Strawberries 796 3.18 0,31 (1)
Okra 343 1.37 .73 (2)
Toma toes 267 1.07 ", 93 (3)
Cabbage 255 1.02 0,98 (4)
Onions 1656 0.66 1.52 (7)
Cucumbers 155 0.62 1,61 (8)
Red Peppers 144 0.58 .72 (10)
Potatoes 134 0.54 1.83 (12)
Garlic 123 0.49 2,01 {13)
¥Watermelon [0 0.386 Z.78 (20}
(Traditional Export Commodit:es)
Coffee 199 0.79 1.26 (6)
Cotton 119 0.48 2,11 (14)
Sugar 143 .57 ' P.74 (11
(Basic Grains)
Domestic Corn
(Unmechanized)} 85 0.34 .94 (23)
Domestic Corn
{Mechanized} 15 0.30 ~ .33 (23)
Hybrid Corn
{Unmechanized) 92 0.36 0,72 (19)
Hybrid Corn
(Mechanized) 87 0,35 0,87 (21)
Sorghum 66 0. 26 5,79 (30)
Beans 96 0.38 .80 (18)
et

1/ Assumes one crop only per year; fipures are muoch higher where multiple

cropping is feasible.

3/ The inverse of Column 2.

2/ 1t is assumed that one man-year of labor equzis 230 working days.

,/ocs_
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; Man-Days Marn-Years Hectares Order
Cropif per per per of
Bectare HectareZ Man-Years=' Prier:ty
Beans
(with corn) 113 0.45 2.21 {1l6)
Dryland Rice 104 0.42 2.40 (L7
Irrigated Rice 147 0.59 1.70 (9)
(Fruit Crops)
Citrus Fruits 86 0.33 2.92 (22
Mango 68 0.26 3.58 {22%)
Avocadoe 69 0.26 3.65 (23)
Coconut 48 0. 19 5.32 (32)
Bananas 64 0.25 3.91 (31)
Fineapple 114 0.46 z2.1¢ (13)
(Midcellaneous Crops)

Sesame 72 0.26 3.47 (27)
Sova 73 0.26 3.42 (25}
Kenaf 84 0.33 2.97 24)
Tobacco 250 1.00 1.00 (3)
Pastures for
Livestock 25 0.10 0.00 (333

Source:

assume
and at

1/ Assumes one

Weighted averages calculated from C.A.
tion cost data on a primary employment basis o
crop activities are profitable under nor=zl co

going wage rate for labor,

erop only per year;

ple cropping is feasible,

2/ 1t is assumed that one man-year of

3/ The inverse of Column 2.

COUNIIy Crcg pr

figures are much higher where muiti-

lahor equals 250 working days.
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This table underestimates the impcertance of
some crops (mainly horticultural crops! as opportunities
for remunerative employment because, w.th the exception
of strawberries, in many areas in Central America they
often lend themselves to twe, three and even four plant-
ings per year. Calculating relatively moare harvests
per year,.horticultural crops emerge a3 the most use of
land which makes a maximum contribution to the employ-
ment of additional labor., Maximizatior of profits
and the share of income going to labor are other factors
whiéh must be considered in addition fto a2mployment., It
is clear that in the absence of profitalle market in;
centives, production of horticultural «rops is not an
option for employment generation. Further, to determine
how increased production will influenc: the income of
the rural sector, further study needs o be done on the
share of output that will go teo labor zand the returns
on investment realized by landholders. Estimates of
wages per hectare per man year and profit per hectare
for selected crops will be part éf ROCAF's continuing

research of the agricultural sector. or the present,

/02~
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Table 1 should be considered as a preliminary indica-

tion of employment creating activities assuming accept-

able profit levels and given current labor costs (Em-

phasis added)

It should not be surprising that traditional ex-
port crops should embody large amounts of labor given
the region;s comparative advantage of abundant and inex-
pensive supplies of unskilled rural workers. It follows
that it would not be advisable to reduce the production
of coffee, cotton, sugar and bananas in the short run
without seriously agéravating the problem cf unemployment
and further deteriorating rural welfare., Policies worth
examining in relation to the traditional expcrt crops
would include higher minimum wages for salaried rural
workers, better working conditions for migratory workers
and their families, and tax measures to spread more evenly
the benefits of income generated from the export of these
crops. Cautiom is required, of course, not to overburden
these commodities with taxes that would reduce their price

competitiveness in world markets, reduce output and put

laborers out of jobs.
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In the case of basic grains there is a widé va-
riation in the requirements of labor per unit of land
according to the type of preduction temhnologj used.

In the case of corn, for example, mechan:.zation often
permits two crops per year, thus at times increasing

the total amount of labor reguired duri~g the production
year and spreading employment over a lcacer period., In
other crops such aé sorghum and beans, mechanization re-
sults in a reduction of the amount of lahor used. Se-
lective mechanization might be justifiecd i1f increased
yields permit releasing land from the rrcduction of
sorghum and beans for cultivation of wore labor-intensive
crops so that there is a net increase i1 <he amount of
lab&r used on the total land area.

Those agricultural activities wiiaoh have the
‘1owest requirements for labor too often zra those which
have been expanding the most in recent y:ars, In parti-
cular pasture land for cattle raising =1l fattening has
continued to displace other types of cultivation and ab-
sorb a good share of new land being reclzimed and colo-

nized. A more scund policy might entail efforts to expand

s
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feedlot production of these products using basic food
crops and agro-industrial wastes and determining mini-
mum farm size for a viable economic unit, 0f ccurse,
the production of animal protein and dairy products
must continue if the region is to meet the increased
demand for these products which comes with higher in-
comes.

Table 2 inéicates for each major commodity
group the amount of land required to emplcoy the 100,000
new rural workers available each yvear in the region.
Of the roughly 10 million hectares of land under cul-
tivation in Central America less than 30,000 hectares
(0.3%) are presently planted in labor-irtensive horti-
cultural crops. The potential for converting lands

into use for such crops is tremendous, once marxetirng

and variety adoption problems can be sclved.
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Table 2

Area Required to Achieve Full Employpﬁnt-l/of

100,000 Rural Workers in the Cultivat.on of
Selected Commodity Groups
Hectares Tai2l Area Regui-
Crop . per raed to employ
Man-Year2/ 150,200 Workers

Vegetables

Three crops per yeax 0.4 Ha 40,000 Ha

TWO Ccrops per year 0.8 80,000

Qne crop per vear 1.2 120,000
Tobacco 1.0 100,000
Export Commodities 1.5 150,000
Fruit Crops 2.0 200,000
Basic Grains 3.5 350,000
Pasture for Beef Cattle 10.0 1,000,000

1/ Full employment defined as 250 working days per year.

2/ From Table 1, expressed as average:
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B. Low Cost Housing

(1) Introduction:

In 1960, the Central American countries had only
2 minimal financial or technical capability to deal with
the housing sector. Costa Rica and El Salvador had pu-
blic housing agencies which built a limited number of
middle income dwellings per year, and private banking
institutions providéd limited mortgage money on commercial
terms, usually 50% down and six to eight years at high in-
terest rates for the balance, Studies made in 1961 by the
IDB under the Social Progress Trust Fund identified the
shortage of housing as one of the most critical social
problems facing Central America; it was estimated that
two-thirds of the urban and rural middle, lower-middle
and lower-income population was inadequately housed. And,
the demand for adequate housing by these groups was a
strong source of social unrest.

The strategy over the past ten years followed
by ROCAP and USAIDs has been to support Central American

regicnal and country efforts to build an institutional

27
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infrastructure capabkle of proaressivelwv increasing
the supply of adequate housing for these income groups.
This ten-year effort has concentrated or creating and

developing the following institutional framework:

Mortgage Insurance (HA) systers (Guatemala,
Nicaragua, Costa Rica)
- Savings & Loan Systems {(all C.A.)
- Demonstration Large Scale Housing Pro-
jects (all C.A.)

- Regional secondary-mortgage market {CABEI)

- Improved intra-regicnal transfer of techno-

logical and urban development skills.

In addition, IDB has provided financial and tech-
nical assistance toc public housing agencies for strengthen-
ing their competence and broadéning the scope of their
programs,

As a result of these efforts, the supply of shel-
ter to these groups representing approximately 20% of the
population will hopefully make positive inroads intq the
deficit. Imbalance still exists, especizlly for lower

income groups. Programs now planned c¢r underway in Hon-

/08
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duras and post-garthquake Nicaragua, are expected to
help alleviate the problem in those countries. Never-
theless, the task of developing systems to increase
Central American capability to build sufficient houses
is formidabl: and compelling,

The institutional framework:'which has been de-
veloped with AID and 1IDB assistance is approaching rea-
lization, In four of the five countries, national hous-
ing banks, FHA systems, and strong savings & loan sys-
tems or mortgage banking institutions are attracting
internal capital as well as channelling external capital
into middle income housing. Even in the fifth country,
Honduras, a fledgeling savings and loan system has been
started and will socn be vastly strengthened by the
adoption of new legislation creating a National Housing
Bank and FHA Institution.

In addition, non-profit private sector institu-
tions engaged in low-cost housing development exist in
Honduras, Costa Rica and El Salvadeor, and negotiations
are going forward with BANVI in Guatemala to create such

an institution in that country.

/709
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(2) Strategy:

ROCAP strategy for 1974 and beyond 13 to complete
the development of the institutional framework described
above and to build on that framework an irtejyrated hous-
ing construction industry capable of prov.di-ag shelter
for all of those people who need, want, an? -~an afford
to pay for it.

Such an integrated housing construction industry
would include four basic components: a se.l~s3ustaining
housing finance system, an adeguate skilled labor force,
maximum production of indigenous construction materials,
both raw and finished, and the technology reguired to
utilize such labor and materials in the most efficient
manner.

The lower income group, which needs, wants, and
can afford to pay for sheslter and which is the target
of our strategy, represents approximately <0% of the C.
A. population. The attack on the proklem i financing
adequate shelter for this segment of the papilation has

two major thrusts, the first on a regicnal kasis through

A0
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the Housing Finance Department of CABEI; and.the second
on & bilateral basis directly to institutions in each
country.

The CABEI program will involve the use of both
housing investment guarantee (HIG) resources and a
small amount of concessional loan funds. An amount of
their secoﬁd HIG locan, presently under study, will be
earmarked for the purpose of purchasing lower income
mortgages (below $3,000) utilizing the same mechanisms
developed for their middle income secondary market cope-
raticns, i.e. mortgages originated by the savings and
lcan and mortgage finance institutions of each country.
As an incentive to these institutions to encourage ori-
gination of lower-income mortgages, CABEI will be allowed
to purchase 100% of the mortgage value rather than the
maximum of 80% permitted at present.

The bilateral programs will involve a greater
techrnical assistance input since it is planned to create
substantial new programs involving innovative departures

from the traditional use of HIG and development loan re-
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sources, such as: experimental projects invelving ren-
tal-purchase preograms and advanced techrclogy; insti-
tuting support for low-cost housing activities of the
national houéing institutes and secondary lavel govern-—
ments; strengthening instituional capak.ility in the
private sector, witn special attention “¢ housing coope-
ratives, by financing projects for exisming institutions
and by creating technlcal service organaizations (TSO's)
in those countries where such organizat.cns are nascent
or missing {Guatemala, El Salvador, Cos"a Rica, Nicara-
gua).

ROCAP strategy to support develcpment of the 6—
ther essential elements of an integrate: housing cons-
truction industry in Central America ircluading the de-
velopment of a C., A. HUD Institute, the improvements in
construction technology, and the utilization of indigenous
materials, is more fully described in Ciapter VI,

(3) Why Low-Income Shelter is Important:

ROCAP has selected low-income skr=slter as a

SSEZ
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pricrity development target pvd because;

Los-income families in Central America are living
in almost sub-human conditions., Both from humanitarian
and practical political points of view, this explosive
situation must be ameliorated.

The migration of people from rural to urban areas
is continuing at a rapid pace. Urbkan populations are in-
creasing at a rate of approximately 7% per year. Provi-
sion of adequate low-cost housing in the rural sectors in
conjunction with agricultural development programs, can
help slow the rural-urban migraticn, and similar programs
in the urban areas are necessary to house those already

there.

Population growth has been described as “explosive".

It is estimated that between 20 and 40 percent of the popu-

lation now live in squatter areas on the periphery of ur-
ban centers, and that these sguatter areas will double in
the next 10 vears as rural to urban migration and pd;ula-

tion growth continue.

1/ For more details see paper developed for the Mission Di-

rectors Coordinating Committee entitled Housing in Cen-
tral America or Can We reach the Little Guy? prepared
in March 1973.
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National govermments throughout the Region
have recognized the encrmity cf the problem and have
established low-cost housing for both rurzl and urban
areas as a top priority.

(4) The Institutional Framework:

Historically, both external assistance for hous-
ing and national government housing programs have been
directed primarily ét housing for lower-middle and
middle income groups, "the emerging middle <lass". This
may be seen in the tables on page IV-54,

Since the late 1950's AID has supported with
both grants and seed capital loans the development of
mortgage insurance (FHA) and savings & loan systems
in Guatemala, E1 Salvadoxr *, Costa Rica and Nicaragua,
and has provided technical assistance té start a saving
& loan system in Honduras. We have encouraged the de-

velopment of a national housing bank and ##A system in

*# The FHA system in El1 Salvadcor, although created
within the law regulating the Savings & Loan System,
has not been implemented.

/14£
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Honduras as well. The result of this effort has been the
attraction of internal savings amounting to apcroximately
$60,000,000 throughout the regicn. At least cone ccuntrv
(Guatermala) has become self-sufficient in mortgage finance
rescurces for middle-income housing.

An institutional seccndary ﬁortgage marxet has
been creatéd with 2ID support for the C.A. regicn through
the infusion of a soft loan and HIG resources intoc CABEIL.
Mortgages totalling nearly $3C millien have been disccunt-
ed by CABEI, and applications are pending for ancther $30
million. CABEI is issuing bonds to support this market

with an initial $15 million in September 1973,

't
8]
.
1]
(8]
t
in

Technology for the development of housing

'

with one hundred or more units has been demcnsctrated
through the financing of private housing development such
as those under the HIG program, ROCAP, wcrking with
SIECA, criginated the Permanent Central American Confe-
rence on Housing & Urban Develcpment which has becoﬁe
self-sufficient after its second conference in June

1973 in Guatemala. Through this conference, representa-

tives of all majcr sectors concerned with housing and

15
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urban development are brought toZether to interchange
technoliogy and planning concepts with each other and
with outside experts.

The cumulative outcome of these initiatives has
been a great improvement in satisfying the effective de-
mand for middle income housing throﬁghout the region.
Institutional capab#lity to provide adequate levels of
mortgage finance for middle-income housing has been creat-
ed both regionally (CABEI) and nationally, with the excep-
tion of Honduras.

Nicaragua is, of course, a special case and very
large supporting assistance programs are ncow being de-
signed with ROCAP help for early implementation. Comple-
tion of the Honduras system for both mortgage insurance

and savings and loans is a priority target for the near

future.

As the middle-income housing problem has approached
resolution, national government attention has turned more
and more toward lower-income housing. At many levels in
all five C. A. countries, examination of the prcblem and

of potential sources of financing is under way. In Costa
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Rica, the Vice-President of the Republic is charged with
the responsibility for action in this area. In Guatemala,
the President is spurring action by the Natiornal Housing
Institute. In Honduras, the military governmnent has
shaken up the National Housing Institute and brought in
new and aggressive management. In El Salvador, the Presi-
dent has designated housing as a top priority of government
and a new law is being proposed to Congress to restructure
the National Housing Bank (FNV) so as to previde a more
effective program for lower-cost housing. iIn Nicaragua,

- more than 25,000 low-cost units are being planned through
a cooperative effort of AID, the World Bank, IDB, and the
Government of Nicaragua.

Each country has at least one governmental insti-
tution (NHI) charged with theresponsibility for low-cost
housing. These institutions vary in qualitv, but most
have beeﬁ bureaucratic and unimaginative. Nevertheless,
in the majority of the C.A, countriés these institutions
of fer the best hope for exercising unified control of go-
vernmental low-cost housing programs for the following

reascns:

/rE
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1) The NHI staff represents in general the most
experienced national body of technicians in the field
of low-cost housing:;

2) In nearly every NHI, there is at least one in-
telligent and energetic administrator who, with the pro-
per support, would be able to administer programs for
low-cost housing financed by external as well as internal
resources;

3) The NHI has good potential for coordinating
both their traditional IDB loan suppeort and new AID KIG
loans in the area of low-cost housing:

4) Foreign currency obligations of the NHI's
are foreign currency obligations of the Government.

However, to supplement the government institution
efforts in this field, ROCAP also plans to channel re-
sources to private sector institutions involved in low-
cost housing in each country, such as:

Costa Rica: Oficina de Vivienda Industrial (OVI)

El Ssalvador: Fundacibn pro Vivienda Mfnima

Guatemala: Fundacién del Centavo
TSO in process of organizaticn
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Federacidn Hondurefiz ie Cooperativas
de Vivienda Ltda. i 7-<COVIL)
7 ~3ra el Desarrollo

Honduras:

Nicaragua: fundaci®n Nicaragliz =z para el Desarrcllo

Each of these private sector orrznizations (except
FEHCOVIL) is starved for both operationzi funds and long-
term financing funds. The HIG program =:n he effectively
utilized to prowids both, through loan: thich advance dis-
bursements for working capital to develon specific pro-
jects and administrative fees (for the institution) built
into the homebuyer's payments. Other 1723 which will be
explored include sale of units prior to —onstruction of
a housing project, pre-saving of down naywents, and ren-
tal-purchase of housing for selected Lraoome levels. Stu-
dies are now plann=d to identify const:aints other than
financial on low-zost housing developm:nt . These studies
will cover manpower <onsiderations, dsusigr acceptability,
and technology considerations.

Adequate techaical assistanée m.st also be pro-
vided to enable the institution to core with AID reguire-
ments in the legal, financial, and tecnical aspects of

the project.
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Sub-loans to the institutions embodying the same
provisions can also be channelled through CABEI and/or
the rnaticnal housing banks. The latter system has the
advantage that small projects (less than $1 million) can
be developed by the institution concerned which would be
impractical for direct HIG's.

Little or no action in housing is expected from
IBRD., 1. is expected that IDB will continue to be active
in providing concessional loan funds for infrastructure,
sites and services, and some low-cost housing., With the
proper coordination, AID efforts in the low-cest housing
field can be tremendously benefitted when combined with

the IDB assistance.

4
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four major primary products combined increased at an average
annual rate of 5.6% during the period 1960-71, which is
approximately equal to the growth rate of real GDP over this
period.

Total intraregional exports increased much more
rapidly than extraregional exports, and were highly concen-
trated in manufactured goods.

In 1971, manufactured products other than food-
stuffs and beverages accounted for 77 of total intraregional
exports. O; the other haﬁd, almost no manufactured products
were exported to third countries.

The shift in the relative importance of the "new"
{i.e., non-primary) exports compared with the exports of the
four major primary products in Eotal extraregional trade is
illustrated in Table 1. Note that the share of *he "new"
products rose from only 15% of total extraregional exports
in 1965 to 26% in 1971 and to an estimated 29%¢ in 1972.

The twelve most important new product groups are

listed in Table 2. They include meat ($79 million in 1971},

wood, ($23 million) and crustaceans and mollusks {819 million).

The growth in meat exports 1is particularly dramatic, the



1965
1966
1967
1968
1969
1970
1971 (est)
1972 (est)

Source:
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TABLE 1
Value arnd Percentage of Major “rimary
& New Extru-regional Central Ames .« Ixports
{ In Millions of Dollars
Total Extra- Exports of Mz
Regional Exporis Primary Prod.. "New'' FExports
Value Perient Yalue Perce o Value Percent
$626 100 $533 85 $ 93 15
662 100 553 84 109 16
643 10¢G 522 81 121 19
693 100G 563 81 130 i9
723 156G 555 77 168 23
799 100 625 T 174 22
838 LG 620 T 220 26
1014 L0 720 71 294 29

SIECA Indicadarez Econdmices No.,12 {Oc:
For 1972 ROCAP estimations based ¢

wber 1972) Tables 31 and

Central Banks data.
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average annual compoonii
8-year period in 19¢6:
1967-71 compared wit

tinue in the foresesa™’

shortages and high o

With respecth
exports, the shift has
there has been a sligh=

U.S. {(up from 45% over

in the share going to W

to Japan (from 16% to

While coffes

promise for growth, thers

diversification. In bV

are subject to very iow

a bumper crop resultinc in lower prices 1=

only a very small inc:s

tal revenue collected bHv the exporting <

Secondly, these commic’ii
low inccome elasticiti=zs

best, do no more than

@ first place,

ziag 18% over the

i Note the acgs <. azion during
23-67. This trewyd i3 likely to con-
z Ffuture in view of persistent meat

e

g in the U.S, mark:t,

zo the destination 37 Central American
been slight, Tab'ie shows that
increase in the :f.are going to the

1963-65 to 48% ir 1497%1) and a decline

aestern Europe (frcw 35% to 31%) and

R
PAY) .

and banana exports *old continuing

- 1o
= -

nevertheless strong case for

a1l urimary products

orice elasticitiss This means that

Likely to induce
so that the to-

=3z in guantity

-rlaes declines.

zizs are also subur ¢ to relatively
whicoh means thz. ocrand will, at
2 pace with poplrtion growth.
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TABLE 2

Value of Exports

to Extra-Recicnzal Markets

(Millions of US$ and Percentages)

1963-65 1969-70 1
Value % . Value % Value
Total Extraregional

Exports £573 160 $767 100 $83s8

United States 255 45 353 46 406
W. Eurcpe 198 25 271 35 262
Japan £9 1€ 82 11 31
Caribbearn 9 2 19 3 2¢€
Other L.A. 4 1 14 2 25
Canada 7 1 7 1 12
Source: PROMECA and SIECA, Indicadcres Econdmicos No.

Oct. 1972

13

p—d

Wi s O

’__l
= W W s (DO



Iiv-66

Thirdly, and perhaps most importantiv, ¢ wintries depending
on primary exports are apt to experiencs sharp vear-to-year

fluctuations intheir foreign exchange ea:nings depending on

weather and growing conditions, both at "<re and abroad. For
example, Nicaragua can suffer a sharp r=iu~tion in its foreign
exchange earnings as a result of either :: drought curtailing

its cotton production, or of a bumper ¢r:r in the U.S. which
rdepresses cotton prices. There is a strony consensus that
-Central America must reduce its dependenie on its four major
primary exports.

{2) Obstacles to More Rapid Expans:nni

A series of problems exist whioh have prevented a
more rapid expansion of new exports.

The development of a manufactar -3 sector funda-
mentally oriented to Zazke advantage cf ti: ~aptive market

created by the economic integration treaties has resulted in

the development of industries that, in & ~—.nber of cases,
cannot compete in world markets; fiscal = tariff incentives
for industrial develicwrent granted by ittt -reaties and con-
ventions have, in some cases, resulted i~ Tirms with excess

/28
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{3} PFactors in Favor of New Produc:is

The obstacles.described above are surmountable.
There are many economic and geographic factors that support
the development of new export procducts znd industries.

These include: .

- Nearness to the United States;

— Stable exchange rates in relsztion to the U.S.
dollar., All C.A. countries with the exgention of Costa
-Rica have traditionally maintained a sta':le exchange rate
with the dollar and free éonvertiblity “nr commercial
transactions. All C.A., countries followedd the U.S. dollar
in its recent devaluation, thus encouragirg exports to non-
dollar block countries;

— Excellent resource potentizl for agriculture,
" wood and livestock products. Soils are vroductive and well
suited for the growing of fruits and vecztables, while
differences in altitude and climate enalls CT.A. ﬁo produce
a broad variety of crops. Perhaps most fmp@rtantly,rg.A.
enjoys a combination of climatic condifions that perﬁit the

production of fruits and vegetables at times of the year

when such products are scarce or unavaiizble in the U.S.

market;

/3¢



and freedom from Aftcsz xroviies an

advantage in meat produciion Howe er, 1T snould be n
that the high man/culiiwakis land ratioc =roues 2gainst

devoting extensive areas %3 razing
-~ Labor is z and wzj=s are low., The

force is easily trairzatle and not nishiv urnicnized. w

are likely to remain Iocw Zor 2 numbsr 0F ears in view
the rapid grewth rats o the labor Iorce.
{4) Specific Areas of FmzZeoziconzl FPotentzial
Studies have shown that lertral America nhas,

easilv develop, a comparative zadvantage 1n the Iol
areas:

{a} Agro-busiress:

. - 5 - = ——r e - T 3 -~

onions, okra, avoecados, asparagus, arzichokes and psooe
s 1 - ] - - " -

Fraits:= mainly Zzrzyas, melons, <anta

mangoes .

1/ There is an excellent marxet in ihe US Zor both fres
processed fruiis and vegeizlles It hag been estim
that, if properlw develcmed, vegetables and Iruits
(other than bananas’ —zv increase from 5,3 —millicn

1971 to at least 5103 milliion b 192,

Q
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Meat, =sapecially beef, bah fresh and processed.
Fish, fresh and processed
Spices, including cloves. cinnamon, vanilla,
cardamon and ginger,
Nuts, especially cashew ancd almonds.
Flowers and ornamental plants, of which there
is great variety and which can be produced vear-round.

(b)) Furniture and Related Wood ?roduckts: The

furniture industry has experienced very rarid growth over the
last decade, while several lines have alreadv found favor in
the American market. The availability of a broad variety of
woods, the labor intensiveness that charac—-erizes the furni-
ture industry, the availability of cheap labor, and particu-
larly proximity to the US market, give lentral America a
strong comparative advantage.

(¢ Electronic Assembly, including radios, tele-

vision sets and medical electronic equipnent.

(d) Clothing and Apparel: There is a strong

market in the U.S. for clothing though internaticnal competi-
tion is severe. However, Central America has demonstrated

the capability of producing good qualitv clething and shoes
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at competitive prices, and is aided by rising labor costs in
Japan, Taiwan and Hong Kong.

(5) Regional Strategy

The main thrust of past ROCAP efforts was to encour-
age existing institutions to develop'specific "pilot® export
projects in the belief that private enterprise would pick up
the ball and run with it. Institutional development was a
by-product. Private enterprise has not responded as expected
because, in many cases, there was not a sufficiently developed
institutional base to help them solve problems.

The present plan places emphasis on the development
of the regional and national institutions into an integrated
system capable of furnishing the essential services needed by
exporters and potential exporters in the areas of finance,
transportation, product adaptation, research and marketing,
among others.

The strategy for development of such a system
involves the staff upgrading and the furnishing of technical
assistance through principal regional institutions, PROMECA,

CABEI, ICAITI and SIECA, and the National Export Centers,

/33
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The role of PROMECA hag been rzcast. Under new
leadership it is well on the way to beconing a true service
organization with an "action" orientaticn. Its principal
clients will be the National Export Centsrs. 2Among other
things, PROMECA will be the reposito;y oY the Export Informa-
tion Data Bank which will provide infornition to the Informa-
tion Centers in CAREI and each of the Naticnal Centers:; it
will arrange for technical assistance needed by the Naticnal
Centers; it will sponsor training activities, product sales
and adaptation clinics; aﬁd perform an essential "“linking"
function between potential exporters, sales outlets in for-
eign countrigs and the National Centers.

CABEI has substantial resources under A.I.D.

Loan 5%96-L-010. The systemization of exzort diversification
activity including the direct tie-in witl the PROMECA data
bank through its information center will enhance CABEI's
ability to move a@head with investment opportunities.

ICAITI has augmented its staff ~+.th an indugtrial
engineer who can be made available to PRIMECA and the
National Center; for problem solving. Az 2 technique, it

is probable that ROCAP will limit its direct support of

/3¢
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ICAITI while making funds available to PROMECA and the National
Centers tc employ the services of ICAITI for applied research,
testing services, quality control etc. In this manner, it is
hoped that ICAITI will be more directly responsive to the needs
of the regional export system. .

SIECA , through its intimate relationship with PROMECA,
will be the forum to encourage sound legislztive programs
designed to encourage exports.

Pinally, the system envisions a markedly closer

[¢ 1

working relationship between the National Centers and the
regional organizations because of the client relationshico
created by the redirection of the latter towards a service
function.

Simply stated, our strategy is to create a regional
system based on a concept of service to the national centers

and through such service enhance and foster the integration

process.



D. Tourism

(1) BRackground

Tourism is pcsSsibly the most iwportant underde-

veloped industry in Central America., Wwhi.e world tourism

is booming, the  sha 2f Foreign income .. .rnings geing to
Central America is sm&ll. Yet Central s::rica has the po-
tential to become a major tourist attract . .on, Perhaps no

other industry in Central America shows: oz much promise.
Qver the period 1950-1272, exp: dltures abroad by
U,.5. residents increased at an average .-rual compound rate

of 8.7%, & rate whichk remained unchangs! over the recent 12-

year pericd 1960-13972. The major benetficiaries of these
expenditures were Wectern Burope, Canzt:. znd Mexico. In
1972 total expenditures by U.S. reside:rt s were $7.4 billion;

of the $475 million spent in the West Trilies and Central

America in 1972, 5% want to Bermuda, Iz 3zhamas and Jamaica
alone. Only a mincr fracticn went to ‘nrtral America,

While the zrowth rate of visitor arrivals {(from all
countries) in the #five Central America:r countries has kept
pace with that of Mexico {12% to 13% = raay), visitors to

Central America from outside the regicr constituted conly 15%
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visitcrs to

o~
O
t

of total visitors to Mexico in 1971:; and g8.%°
the Baramas, Jamaica and Puerto Rico comkined in 1968 Isee
Table 1}).

Central America's failure tc exploit 14s tourism
potential 1s even more apparent when we compare total visitor
expenditures in Central 2Zmerica with those in Mexico and £h
Caribbean (Table 2). In 1968, Central America's direct
revenues from tourism amcunted to only 542 mililion, compared
with $480 million for the Bahamas, Jamalica and Tuerto Rico,

and $1,145 million for Mexico. Thus Ceniral AZmerica received

(&1}

only 4.3% of total visitor expenditures in Mexico, and 10 ¢
visitor expenditures in these three Caribbean countries.
A striking Zfeature in this comgarison is that +the

discrepancy between visitor expenditures is much greater than

2

that betwesen visitor arrivals. Thus, in 1971, 6.8 %fimes as
many visitors arrived in Mexico as compared with Centra

tipo bhatween Mexice

W

America, while the visitor expenditure r
and Central America in that same vear was 23.8 to 1. This
reflects both the shorter average stay and the lower dailv
expenditure of visitors in Cerntral America as compared with

Mexico.
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There is no sign of a slow-down in the growth rate
of international tourism., In 1972, air passenger departures
from the US toward LA increased by 25%. Cortinued rapid
growth of GNP and per capita income in the 171.5. and Western
Europe, combined with the high income elasticity of demand
for tourism, should assure a growing influx of tourists into
any region that has good attractions and tlie facilities need-
ed to accommodate the inflow.

The tourism industry is charac-svized by relatively
high income and employment multipliers. . study by the Bank
of Mexico estimated that, in the short run. the GNP increases
by $3 for every dollar of tourist expendizures. This estimate
abstracts from the long-term effect of tcuirism revenues on
private investment. Moreover, Ehe amourt of capital needed
to generate a given amcunt of emplovment i3 lower in tourism
than it is in alimost all maﬁor Mexican industries. Among the

14 major industries in Mexico, only agriculture and textiles

require less capital per job created., With respect to labor
intensity, the study indicated that for =2very million Mexican

pesos invested in tourism, 45.6 jobks were created: 20 in

direct tourism services, 18 in agriculturs, 2.3 in textiles,

AL
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1.5 in foodstuff and 3.8 in other economic sectors.

The tourism industry is credited with having given
a substantial boost to the development of the Mexican econonmy.
Foreign visitors are estimated to have spent $1.4 billion in
Mexico in 1971, a figure which represents 110% of the countrv's
commodity exports, 70% of public investment or 37% of private
investment. While it is not expected that Central America can
duplicate the Mexican experience, the Mexican results show
what benefits can be obtained from a well-planned and financed
tourism development program with respect to foreign exchange
earnings, income growth and employment generation.

(2) Factors Favoring the Tourism Industrv in Central
America

Central America has excellent potential for tourism
development. 1Its major assets include closeness to the United
States (by far the major potential market); ideal year-round
weather in most of the area; plenty of sun and sea (although
few beaches in the area can compete with the Caribbean); the
outstanding Maya ruins at Tikal and Copdn; and distinctive
folklore, customs, and artifacts (pérticularly in Guatemala).

Moreover, tourism in Central America is being greatly helped

Ve 94
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by the ever-increasing crowding of Europe, the negative atti-
tude of many Europeans toward foreign tourists, and sharpiy
rising costs in most European capitals owing both to rapid
inflation and to the recent devaluations < f the dollar.
National tourism programs have Tegn initiated, and
a regional institution (SITCA) has been <reated to coordinate
the national tourism development programs and to promote
tourism to Central America on a regional rasis. SITCA, with
AID/ROCAP financing, has developed a hote. and restaurant
guide for Central America; issued literatirs and films to
advertise Central America in major foreigr markets, promoted
package tours and financed the development of a tourism survey

and development plan.

Until recently, it was difficul+t to interest govern-—
ments to assign prioritv for tourism deveicoment. Indeed, it
seemed paradoxical to the government of nany a poor developing
country that it should be advised to invest large sums and
provide special incentives for the develo:meznt of facilities
designed to cater to well-heeled foreigners. Howevef, govern-
ments are now iﬁcreasingly convinced that tourism has a sig-
nificant impact on the living standards o thes lower income

groups.
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These efforts have undoubtedly contributed to the
rapid increase of tourism in Central America, though the
results achieved so far have only begun to develop the
industry's potential, and SITCA remains a weak organiza-
tion, Future efforts aimed at reorganizing SITCA should
endeavour to firmly establish it as a nonprofit business-
oriented enterprise, forming a link between selected sectors
of the tourism industry (tour operators, travel agents and
airlines) in the United States, Canada and European coun-
tries, and the Central American Tourism Institutes and
tourism industry.

{3) Constraints:

Cbstacles to be surmounted include the scarcity
of hotel facilities, particularly outside the capitals
where many tourist attractions are located (this is par-
ticularly evident in Guatemala andCosta Rica --the hubs
of C. A. tourism development-- where available lodging
facilities are inadequate to even satisfy current demand):

high air transportation costs from the U. 5., etc., par-

73
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ticularly in comparison with rates to Eurcpe:; the

fact that Guatemzla alone among the Cenzal American coun-
tries offers excepticnal cultural attrac+=icns that have
wide visitor appeal; scarcity of capital. entrepreneur-
ship and trained perscnnel; the actualitv of governments
assigning 2 high priority to the develcpment of tourism
in their development plans and in their policies towarxd
the private sector:-and, finally, the diZficulties in
getting the tourist crganizations of Central America to
collaborate with each other.

{(4) Regional Strategy

The development of tourism as a rmajor industry
in Central America will not occur automatically. A
concerted, well-planned effort is required, in which
the Pan 2American Highway is bound to plav a determinant
role as a link between outstanding Central American tou-
rism circuit points.

The AID regional strategy includes a series of
coordinated actions directed towards the development of

infrastructure {(paved roads, modern airstrips, water and

4t
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sewerage), new tourism attractions, low interest loans,
special incentives to private industry, stronger tourism
development organizations, programs to promote tourism to
Central America on a package tour basis, reduced air fares
and special policies designed to encourage extraregional
tourism.

RbCAP strategy to accomplish the above objectives
has been to provide financial and technical assistance in
a manner which forces the institutions needed for tourism
development, both public and private, to work together.

The National Planning Organizations: the Central
American Tourism Council {CTC) which consists of the Tourism
Directors of the five C. A. countries and Panama, and SITCA,
the secretariat of the CTC, have formally designated CABEI
as their "financial agent" for tourism development.

AID Loan 596-L-013 to CABEI ($15 million plus a
$5 million Central American contribution) provides financing
for tourism infrastructure which must, under the terms of
the loan, be directly tied in with private investment in

hotels and recreational facilities, It also provides fi-

%4
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nancing for programs of training, promoticn and technical
assistance formulated jointly by CABEI, <°7C, SITCA and
the National Planning Organizations of the five countries.

ATID Leoan 596-L-010, alsc to CAEREI, has §7,500,000
earmarked for locans to private enterpris=z, particularly
for hotel construction outside the capital. cities.

RbCAP is furnishing grant assistance to SITCA in
the form of budget support and to finance centracts de-
signed to create variocus types of "package tours" to C.

A, from the United States and Mexice. In additioeon, a
ROCAP financed study is underway to examine the need for
and possible structure cof a strictly private sector re-
gional tourism organization (CATO) which, hopefully, can
become an effective self-financed lckbyv cf persons in-
volved in the tourism industry who can .nfluence govern-
mental actions favorable to the industrv.

The combination of CAREI, the T2, SITCA, CATO

and the National Planning Organizations, in our judgment,
represent the essential inputs needed for the successful

and rapid development of the tourism industrye.
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E. Trade Union Development Overview and Strategy

A truly independent free labor movement in Cen-
tral America is still in an incipient stage. Leadership
capabilities, educational levels and technical skills
still fall far short of those required for strong national
labor organizations and competitive, ideologically-oriented
labor unions divide the already weak labor movement. Re-
sistance to organized labor and its aims is still strong
on the part of government and in businesses in all sec-
tors of the economy. Many of the l.abor Ministries conti-
nue to be politically motivated in their hindrance of
the growth of independent labor. Nevertheless, progress
has been made by the labor movement in increasing recog-
nition of its right to organize. The number of collective
bargaining contracts has grown and the Confederation of
Central American Workers (CTCA) is gradually becoming an
effective representative of labor organizations in the in-
tegration process.,

CTCA, which is currently made up of six naﬁidnal

confederations with a membership of some 300,000 workers,

Ve’ ¥4



Iv-86

will ultimately act as the spokesman for . A, organized

labor in defining and advancing labor's role in the e-

conomic integration of the area. Among »ther activities

directed at this end, CTCA is developini an educational
cépacity to train labor leaders:; is offzring technical
assistance to naticnal federations and is editing and
publishingilabor news bulletins.

ROCAP had funded AIFLD support »f CTCA until
the hemisphere-wide activities of AIFLD ware consolidated

into one regional contract administered ov AID/W.
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F. Qverviews of Health and Population, Educaticn and
Infrastructure

Introductory Statement

Although no ROCAP programs are planned in the field of

Health and Population or Educaticn, because it is believed

that these programs are best dealt with on a bilateral basis,

there are certain characteristics, trends, and problems which

are generally true throughout Central America. Therefore,
brief overviews havé been prepared on these sectors in order
to provide a regional perspective. They are also dealt with
in greater detail in each of the country sector analyses.
Also, an overview has been prepared on Infrastructure which,
although not a sector per se, is an important activity in
support of some national and regiocnal integration goals.

(1) Health and Population Overview

(a} Introduction

Uncontrolled population growth, lack of envi<
ronmental hygiene, malnutrition, the diseases of poverty and

high infant mortality account for the majority of premature

deaths and the tide of ill health that is the heritage of the

rural population. For most Central American countries, health

delivery services and health planning are accorded a relatively
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low priority as evidenced by governmen! n2r capita expendi-
tures in this sector. In general the arpreach of Ministries
of Health continues to center- around the provision of more
doctors, nurses and hespital beds, and/cr preventive medicine
campaigns, including immunization programs which are seen fre-
quently as vehicles for generating pol:tical capital.

El Salvador, in particular, is faced with an acute
problem o= pdpulation density for which no effective safety-
valves currently exist. If ncne is devalecped in the next
10 years, severe problems of domestic :rstebility and pos-
sible severe tensions with other Central. America countries
can be expected.

Despite general acceptance oif Zzmily planning
programs in the Central American county es, the impact upon

population growth continues to be small with little or no

appreciation by country governments tha: widespread acceptance
of family planning services depends larcely upon the context
in which these services are offered. Iy rcertain of the

Central American counitries the existing Zamily planning

programs tend- to remain isclated functicrs of private associa-

tions, and, in conseguencs, are susceptibls to attack,

-y
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In each Central American courtry 45% or more
of all deaths occur amoeng children under fi e, while in the
whole populatibn gastritis and enteritis, >»reumonia and
diseases of early infancy predominate and are the major causes
of mortality. Only Costa Rica, with the hichest per capita
income and the lowest Indian population, now includes two of
the "diseases of development" -- arteriosolsarosis and
_malignancies ~— in the first five princiral causes of death.
Malnutrition, despite the intensive researci in recent years
to produce low-cost, proteln sources, continies to pose a more
serious, and up to now, insuperable problsm. In Guatemala,
for example, it has been calculated that 55X, of all children
under 5 suffer from prctein-calorie malnutrition.

The paucity of potable water systems in the
urban areas and the zlrmost total absence i~ the rural areas,
clearly precipitates the high mortality rzte caused by the
water-borne diseases. Deaths attributabls to such diseases
range from 57/100,000 in Nicaragua to 26£.110,000 in Quatemala
-— in contrast to 4/104,000 in the United Ztates.

{c¢) Health Manpgwer

The absclute shortages, ac wall as the

/T2
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maldistribution of medical and caramedical workers are

notorious in the developed as well as the developing coun-

n

tries. Although each of the Central American countries ha

a Medical School, the dcctor/pornulation ratic varies fron

2.2 doctors per 10,03C0 peoprle in Honduras to 4.5 per 1G,C00
in Costa Rica, compared withl4d per 1C,00C in the United

States, In terms of distribution, between S04 and 784 ¢f the

r

doctors are in the capital city, leaving the rural areas with
from 0.5 to 2.3 doctors per 10,000 pornulation.

The shortages of dentists and professional
nurses are, if anything, more acute than that orf doctors.
Nursing auxiliaries, trz2ined and untrained, constizute the
backbone of the medical services, especially in the rural
areas. Indeed, the auxiliary nurse is often the onlv health

worker who can he found +*o staff the smaller health units.

{d) Problenms of Health Care Delivervy

“

The majior problems of health czare delivery in

the Central American coun“ries resolve trhemselves into two

principal issues: (1) how to educate che pulaticon to make

8

better use of the facilities that are available, limited

though thev mayv be:; ard (2) how to extend the outreach of

/53
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health care to the non-urban areas,.

The first line of defense is the home remedy,
then the pharmacist (all drugs, excluding nzrcotics but
including antibiotics, are on sale to the tblic without
prescription) or the witch doctor. Only later when these
have failed or in the case of acute traumsz, is orthodox med-
ical care sought. The smaller rural health units, posts,
dispensaries and centers are often ignored v the populace
who seek care from the hospital, often locia-ed hours away and
reached after considerable expense and effort, It is easy to
understand why hospitals are looked upon as places to go to
die.

Attempts to provide health :tzre to the rural
areas involving extensive use of doctors and registered
nurses should be abandoned. No Central 2Zmerican country has
succeeded in resolving the problem by this means. The number
of doctors needed and the level of support in terms of per-
sonnel and facilities required to enable tmem to practice
the level of medicine for which they have oaen trainéa,-makes
this approach unfeasible. In any case, whzre the major

problems are best addressed by health educ:ztion of the

community, improved levels of sanitation, z~d increased

YAy
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agricultural productivity to combat malnutrition, a conven-
tionally trained doctor {(particularly one of a different race
and social class) is probably least useful. In fact, the
chain lesading to rural health care must begin and not end in
the community.

The developed countries have, in general, failed
to develop an effective system analysis and approach, but have
succeeded to some extent in buying their way out. In Central
America, the resources are unavailable to backstop defective
planning. Slender financial resources, further dissipated by
duplication of health services, manpower trained for tasks
unrelated to the major needs and the special characteristics
of the population to be served, stand as three of the major
barriers to progress.

(e) Family Planning

All of the Central American countries have
family planning programs conducted in government clinics.
El Salvador and Nicaragua also offer family planning services
through their social security programs. In addition, each
country with thé exception of Nicaragua has a private Family

Planning Association, affiliated with the International
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Planned Parenthood Federation. In the 5 countries of the
region, scme 360 health units offer family planning services,
The demand for services is steadily increasing, with prefer-
ential use of oral contraceptives. Attitudes of governments,
community and church leaders continue to become more favor-
able, while the concern of the Catholic Churcn appears to
relate to methodology rather than to the prirziple of birth
control per se.

(£) Summary and Conclusions

In brief, the major conclusions which must in-
fluence AID sirategies are as follows:

Health and health planning have relatively low
priority for the régional institutions and ncst C. A,
governments., More effective planning and low-cost experi-
mental approaches must be sought.

Curative medicine (hospital treatmert by trained
doctors and nurses) 1is inefficient, expensive and can be
provided only to limited numbers in cities. Campeézhos
have virtually no access to modern medical care. There is

little prospect that appreciable numbers cf highly-qualified

medical personnel will sver leave the cities to practice in
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rural zreas and, in any case, they appear to be less effective
in dealing with the health needs of rural people.

Major problems include (a) educating the authorities
and general population to make better use of the limited faci-
lities that are available, and (b) to extend preventive health

programs and medical care to the non-urban areas.

Family planning programs will have little impact un-
til they can be integrated into Ministries of Health and So-
cial Security agencies, and national population policies de-
veloped and accepted by C. A, governments,

Therefore, health programs in C.A. {(2a) must be low
cost; (b) must focus on preventing diseases in the first
place (primarily through education and improved water supply
and sewage disposal); (c¢) must involve community education and
awareness; (d) must rely on early diagnosis and referral to

prevent minor illnesses becoming major hospital cases; {e)

must make maximum use of paramedical personnel for both commu-

nity education and first-level treatment.

(2) Education Overview

Over the past ten years all Central American coun-
tries (in common with other Latin American countries) have

shown substantial improvement in school enrcllments, number

of graduates at the various levels, and investments in school
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construction and equipment. Central governnent expenditures
for education now average about 20% of total expenditures (asg
compared with 13% for Latin America as a whaie', making it
difficult in some countries to maintain current levels of
expenditures. (See Table 1 ). While improvements in the
management and quality of education have varied widely between
country educaticnal systems, the critical daficiencies in these
areas reflect the most urgent needs.

Among the seversproblems confronting education in
antral America are (1) with partial exceptions in El1 Salvador
and Guatemala, the lack of experimentation and innovative pro-
grams aimed at lowering the unit costs of edacation; (2) the
lack of training opportunities for out-of-school youth, i.e.
non-formal education; (3) the urgentneed tn increase educa-
tional opportunities in rural areas:; (4) the lack of a suffi-
ciently relevant curriculum at all levels: znd (5) the critical
need for coordination between the various edicational programs
and activities,

The vast majority of educational oregrams are formal
or traditional in nature and operate under the direction-of a

politically criented Ministry of Education. In all countries
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the Ministries of Education have assigned priority to the
expansion of primary education. Some of the iMinistries have
made considerable effort to provide free textbnoks in the
primary grades; but educational opportunity. as well as

modern teaching materials fall far short of the rapidly
expanding school population needs. Primary education is still
not available to a substantial number of schaol-age children,
and the high drop-out at all levels represents a great waste

of scarce resources. Indeed, while the percentage of children
attending enrolled in schcols has increased dramatically over
fhe past ten vears, the absolute number of -hildren not enrolled
has also increased. The salary of primary sstool teachers
consumes approximately 9%% of the public education budget, not-
withstanding the fact that most teachers still follow ineffi-
cient rote learning methods.

It is under thege difficult cendirions that innovative
approaches involving non-traditional methods nust be developed.
The current percentage of government budgets now being expended
on traditional programs cannot significantlv he incregéed or,
in some cases, éven maintained. Ways must e found to divert

an increasing proportion of these funds to ore productive and

effective approaches. Innovative education must be introduced
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to the formal as well as non-formal educational svstems --
thus the existing formal education system should be involved
in lowering the unit cost of education. Since there will
continue to be trade-offs between political and educational

objectives, a sine qua non for AID assistance for additional

classrooms should involve managerial and gualitative improve-
ments, including inno&ative programs aimed at lowering unit
costs.

Over the past five years the USAIDs have signed
education loans with each of the Central American countries
with the exception of Costa Rica. While the major part of
these funds is designated for construction and egquipment,
the loans do involve provisions for some innovative approaches.

As an example, in Guatemala the focus is on rural education,

i-.

s}

involving experimental schools with a practical rural cur
aalim. In E1 Salvador,the current loan program is concerned
with the provision of school plant facilities needed to ex-
pand the experimental ETV program which was launched with
AID grant and loan assistance. In Nicaragua, the recently
negotiated educaticn sector loan makes provision for experi-

mentation as well as managerial and qualitative improvements.
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Any future loans should focus on introducing additional
innovative activities ¢r techniques.

Pursuant to the FY 1974 program submission, the
Mission directors and AID/W agreed that education is prin-
cipally a nmational ccncern and that no new activities should
be planned at present for imﬁlementation kv RCCAP. It was
further agréed that future AID assistance :lould involve
innovative programs directed to the reduction of unit costs,

and involving experimentation, with specizl emphasis on the

needs of the small farmer and rural youth. Tt was also rec-

ognized that AID/W may have to assume a more active role
particularly in the areas of research and the introduction
of innovations. The Basic Village Education program in Gua-
temala illiustrates a collaborative effort by AID/W, the
USAID, and a national government to ﬁest and evaluate inno-
vative technigques in non-formal education.

Assistance from multilateral lernding institutions
is also expected to increase considerably over the ne;t
few years. It is anticipated that IBRD will expand its loan

programs to include the primary level as =11l as the tradi-

tional secondary and vocational areas; anid that IDB will

~,
N
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increase its loan portfolio at the vocational-technical and
higher education levels. From all indications UNESCC and
UNDP programs will also increase substantially during FY
1974. Thus, there is a need for improved coordination of
AID programs with other international donors.

(3) Infrastructure QOverview

Infrastructure is not regarded as a sector per se;
rather, it is a supporting activity to help achieve other

sector goals. Thus, school construction can be justified

on the basis of educational sector needs, feeder roads within

an agricultural sector analysis and loan, or water and se-
wage within a program aimed at municipal development. The
exception to this general approach is when infrastructure
can make a key contribution to regional integraticn. Thus,
the AID assistance to intra-regicnal highways has made a
great contribution to the regicnal objective of increased
intra-regional trade and tourism and also will facilitate

exports outside the region.

It is also anticipated that AID loan funds will
continue to be severely restricted and that relatively

little will be available for infrastructure activities,
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particularly in compariscn with IDB and IBRD. Thus the AID
role will concentrate on feasibility studies and limited
construction activities when they are essential to meeting
other sector goals or speeding regional integration.
Recently Capital Development and Engineering Of-
ficers of the six C. A. Missions met to identify programmed
infrastrucﬁure projects for the period 1973-1980, take
into consideration the plans of other aid dorors, and
make recommendations on the role AID should play. The
results of this meeting are contained in CAPTO CIRC a-20
dated 6/13/73. They identified a total of $i.7 billion

in planned infrastructure activities, as f:cllows:

By Field
(in millions of dollars)
Transportation 908.4
Highways (648,8)
Ports (106.0) '
Inlaﬁd Waterways ( 39.5) o
Railroads ( 79.8) .
Airports - ( 34.3) , ;

Ve’s
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Corrmunications
Electric Power
Water Supply

Sewage & Waste

Drainage, Flood Control, Irrigation

Tourism
Miscellaneous
Total
By Country
Guatemala
Honduras

El salvadoer
Costa Rica
Nicaragua

Total

It was recognized that these planned investments
are probably overstated, particularly in the highway sector,

and that a more realistic projected 1973-1980 total would

be about $1 billion.

(Excludes Miscellaneous)
{in millions of dollars)

1,

466.6

245,

295

374

171 .8

1,852

4

1

.0

.9

130.1

323.8

105 .4

169.0

721.9

S€5
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It is felt tnat future highway .« “struction should
be provided by IDB and IBRD, with the ex: < tion of farm-
to-market and access roads which may be jusztified within
AID agricultural secter analyses and lear:. Similarly,
the AID role in ports, railroads and aivpocts should be 1i-
mited to feasibility studies {(assuming =z:*fiasient funds for
feasibility studies are not available frcw the IDB and
IBRD}. Depending on the results of SIECIABEI transporta-
tion studies, there m2y be a role for Al financing for in-
land waterways which could link amd open .2 the east coast
of Central America -- particularly connections between
Costa Rica and Nicaragua.

The strong growth of the Centr:zil American highway
system during the past few yvears has forosed the five coun-
tries to give the hichest priorities to the expansion and
improvement ¢f their highway maintenance Jepartments.
Technical and financial assistance amour 2:ng to over 30
million for the improvement of the physinzl as well as
operating efficiency of the respective departments has
been received.from AID, EXIM, IDE, IBRD &ro CABEI over

the past three years. Covenants in all - shway construc-
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tion loan agreements reguire that the borrower shall
maintain satisfactory maintenance programs, budgeting
and execution capabilities during the life of the loan.
The financing for communications and electric
power generation should also come from IDB and IBRD,
although financing of electric power inter-connections
which cut across national boundaries might be financed
by ROCAP through CAEEI when it will further regional

integration, and financing of electrical distribution

coops may fall within agricultural sector programs. AID

assistance to water supply, sewage and waste disposal,

drainage, flood control and irrigation should be limited
to feasibility studies, with the exception of those pro-

grams justified within municipal development and agricul-

tural development programs.

Finally, we anticipate the need for continued as-

sistance to private tourism efforts and tourism infra-
structure, which promise toc be major investment areas,
These programs should be carefully coordinated with IDB

and IBRD; but it is anticipated that total demand will
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exceed their ability and/or willingness to provide
financing.

Thus, the AID rcle in new infrastructure financing
over the next five years is seen as guite limited and
justified in terms of national sector progrims and pro-
grams which will further regicnal integratiosn.. Should a
major breakthrough in CACM restructuring ociur which}would
justify, for examplé, major port expansion regquiring com-
bined financing by IDB, IBRD and AID, such programs will
be presented as an exception tc the general approach set

" forth above.
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CHAPTER V

RELATIONSHIP OF ROCAP TC THE USAIDS
AND COORDINATION WITH OTHER DONORS

A. Background

Central American integration for development remains the

"raison d'etre" of ROCAP. The United States has long supported

the integration movement, recognizing that it offers the
greatest potential fof the economic development of the small
"Central American nations by broadening the markets available
to the region's products and achieving economies of scale.
And, the integration movement remains a basic force in
Central American development despjte the problems which have
constrained its growth over the p;st several years.

These problems, as reflected in the preceding four
chapters, have complex social, economic and political roots and
are not susceptible of easy, short-term solution. They result
from nearly a decade of experience with intraregiocnal trade
and economic cooperation which reflect (1) the weaknesses in
the initial approach to the CACM, (2) the disparities in stages

of growth, social structures, administrative capability and
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skill levels in the five countries and (3% 11 inequitable
sharing by the countries of the costs and benefits of the
integration movement.

That the five countries continue to participate in the
economic, trade and technical institutior: of the CACM and
in the efforts to restructure it provides ample evidence of
the importance they attribute to regional ecsnomic integra-
tion. The Presidents of the five Republics appointed
the High Level Committee in mid-1973 to “.ni a basis for
restructuring and for accommodating theiy differences at the
same time that prospects for political integration have sub-
stantially diminished. The regional pol:tizal organization

ODECA, essentially moribund since the 19¢% War, was on July 3,

keeping body pending agreement on the restructuring of the
CaCM.

The High Level Committee is drawing <n the Economic In-
tegration Secretariat (SIECA) for the policv studies and
program documents ne=sded for its deliberation. The other
institutions of the CACM also continue th»ir work, with

varying degrees of effectiveness and, as “he analyses in the



preceding four chapters indicate, intraregional trade remains
a critically important factor in the region's development. At
the national level in all five countries, development plans
and programs continue to be worked out which deal with not
only the unique problems of each country but alsoc issues re-
lated to the integration process.

ROCAP is the US Mission responsible for carrying out USG
pelicies and programs in support of Central American economic
integration. It is accredited to the Organization of Central

American States (ODECA) and, through ODECA, to the CACM com-

ponent institutions and to the five member countries. 1In

carrying out its responsibilities, ROCAP works cleosely with the

Embassies and USAIDs accredited to the five Republics in (1)
the analysis of regional and bilateral activities which bear
on economic integration, (2) the recommendation of lines of
action for the USG to follow in relation with the CACM and

(3) the implementation of approved USG policies and programs.

In this context, ROCAP is responsible for reporting on regional

development and integration progress, trends and problems and

for keeping the Ambassadors and Mission Directors fully in-

formed of regional planning and programs. In turn, ROCAP looks
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to the Ambassadors fcr policy guidance ir :rsessing the
compatibility and impact of integration efforts on US

interests in their respective countries. RGCAP 1is further

charged with the responsibility for faciliziting coordination
with the five Embassies and USAIDs on rec:-ting and program
matters which grow out of USG support for ragional inte-
gration. Informal and formal mechanizms : 7 ect this co-~
_operation, ranging from systematic staff oonntacts and work
sessions to the Mission Directors Coordir:i .ng Council (MDCCQC)
which meets at least quarterly and in wh '} the Ambassadors

at their option participate,
one of the primaryv tasks which the Arbassadors and ROCAP
should address is the preparation of a reqgional CASP as a

complement to the regional DAP, There hz: 2esn no high level

assessment of USG policy on the CACM sinc: before the Salvador/

Honduras War. And, given the substantial changes in the Central

American community since 1969, it is opportune to review
established USG policy &nd program guideli~es and to define
and publicly state those new and amended »~licies and lines

of action appropriate tc the mid-1870's.

/7%



B. Relationship and Roles of ROCAP and the USAIDs

As is apparent throughout the DAP, there are common
problems in most of the countries. Inequitable distribution
of development benefits, non-incorvoration of the subsistence
sector into the rural economy, unduly high rates of population
increase, diversification of regional exports, unemployment
and inadequate delivery systems for development programs are
common to all five Republics, Some are best tackled in the
context of regional integration -- e.g., planning and execu-
tion of a road network physically unifying the Isthmus,
exploitation of the area's tourist potential, extraregional
exports or eradication of the Mediterranean fruit £ly., Ethnic
social, institutional and development differences require that
others be planned and executed as national programs -~ e.qg.,
family planning and public safety -~ can only be carried out
at the country level., Still others are most effective and
lend themselves to coordinated action at national and regional
levels -- e.qg., grains production, credit, local marketing and
service delivery systems for subsistence and small farmers can
optimally be prémoted at the national level while economic and

social research, achievement of comparative advantage in crop
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production, diversificztion of regicnal v . s and mechanisms
for the free movemernt <t production and pr: hce throughout the
area demand regicnal pisnning and inter-courtry cooperation,

The relationship “ciween ROCAP and ti o UUSAIDs —-- and the
respective role of eaclh -- is built around ‘hese programmatic
considerations which {ormed the basis for tie recommendation
of the 1972 AID Task Forze on AID organizsi »nn in Central

America to continue beti ROCAP and the UsSkI's, The Task Force
concluded that no other szrrangement was a:z ¢ f{fective or wviable
for AID support of development in the Isthnus, It examined
the concept of a single mission for Central America and the
concomitant possibility for substantial reductions in person-

nel but found that ¥Ygiven the kind of proorams we can expect

in Central America for the foreseeable future, and particularly

in the light of the emphasis on sector aralysis and programming

and their significant requirement for relz-ionships with host

country institutions, we¢ obalieve that there :s a hard-core

{(bilateral} mission which cannot be furthe: veduced without
running significant risks for the guality <! program design
and the success of imp.amentation®. The il lementation of the
recommendations has resaited in the clarati-wtion of ROCAP and
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USAID functions and relationship, with appreciable reductions
in personnel, Through program rationalization, personnel
savings were effected; for example, ROCAP eliminated education
and family planning projects since they coculd be better ad-
dressed in the bilateral context. The housing of ROCAP and
USAID/Guatemala in the same building permitted further person-
nel savings by forming a single executive office and controller
to serve both missions,

Over the DAP time frame, the USAIDs will concentrate their
efforts on support of country development. As integral parts
of the country team serving under the guidance of the Ambassador,
the USAIDs further not only US bilateral interests in each
countryv but also the in-country institution building and
development programming which serve as the foundation for
any functioning regional system such as the cacM. The USAIDs
are better able to tailor their assistance mix to the particular
need of the individual countries; this flexibility, in turn, is
enhanced bv the technical and analytical resources readily
available through ROCAP., The lessons of the last five vears
demonstrate tha£ the CACM cannot prosper with weak national

members and emphasize the importance of consistent countrv-level
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efforts to help the weaker members achieve p2r formance

consistent with their partners.
In the same time frame, ROCAP will continue its support

and encouragement of the ecconomic integra*t.on movement by

providing coordinated assistance to regional institutions
charged by the member states with advancing the cause of the
CACM, This focus forrROCAP follows from, :nd provides on-
going evidence of, US support for the CACM, The importance
of US support was noted by the AID Task Fou7e2 when it con-
cluded: *“We judge ROCAP's relationships with these institu~
tions have a measurable contribution to the=ir growth; and so
long as the CACM is viewed as important to the achievement
of our objectives in Central America, we L+<lieve that
continuation of these relationships is impaortant®,

The problems currently facing the CadsM can only be solved
by the member countries themselves by hard zolitical decisions,
ROCAP can continue to work with regional institutioﬁs:-espe—
cially SIECA, in their efforts to provide appropriate frame-
works for governmental action through the High Level Committee
and to broaden the regicnal - country dialose on macro and

sectoral devéloPment_ The bilateral missinns working with the
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Ambassador can assist the governments in weighing alterna-
tives. ROCAP can also keep international agencies informed

of regicnal developments and encourage them to provicde
regional and country level support for resolving the crucial
problems currently facing the CACM. Such a course of action
requires the closest cooperation and coordination among the
ROCAP and the bilateral missions. The mechanism for this co-
operation and coordination, the Mission Directors Coordinating
Coupcil (MDCC), was set up at the recommendations of the AID
Task Force, BAnd, it will be ROCAP's role to nurture "regional
thinking"™ in the various US and international programs af-
fecting Central America.

In addition, ROCAP will provide support to the USAIDs in

those areas where full time country technical competence cannot

be justified,

ROCAP provides certain support services for which there
is not sufficient demand in any single USAID for a full-time
enployee, but for which there is a need for one or more full-
time employees working throughout Central America. Examples
include legal services, engineering, housing and financial

analysis, These individualswork, in a sense, both for ROCAP
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and for the individual USAID Directors. Trey are area
specialists who uniquely combine subject m:tter expertise
with in-depth knowledge of the conditions :nd customs of the
area, They complement the USAID core staff and facilitate
the effective use by USAIDs and ROCAP of -:chnical and
consultant resources available through AIDW, This consensus
reflects our experience to date that this =wpertise is not

always available on a timely basis from 2@ 's central services

groups. Nonetheless, stzffing limitations wnrevent ROCAP from
broadening its services other than through contracts or PASAs.
The AID Task Force recognized an increasing need to
provide economic, program, and agricultural analysis in ad-
dition to that which must te available at the national level,
They concluded it is ’'highly important that there be a
regional capacity to help countries zanalyze trends, problems,
and opportunities in Central American agriculture,...(and) a
strengthened economic analysis capacity at the regional level
will be of benefit, as a source of consultation, both to the
USAIDs and to Embassy Economic Qfficers®, The ROCAP Economic
Advisor has devéloped regional analyses valuable to the.

bilateral missions as well as ROCAP and plaved a major role in
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developing the recent reconstruction lozn to Nicaragua. ROCAP
agricultural technicians have also worked closely with bilateral
missions in their sector analyses and loan proposals,

In this context, the relationship and roles of ROCAP and
the USAIDs are based on the most viable and effective function-
al distribution of responsibilities to achieve US interests in
support of regional economic integration and country develop-
ment, As 1s apparent in the following chapters of this DAP,
programs are being concentrated on a smaller number of sectors
and programs. The ROCAP and USAID presentations highlight
those actions needed in their respective functional areas to
deal with the critical development problems facing Central
Zmerica at the national and regional levels., With proper
coordination through the MDCC, the regicnal thrust cf ROCAP
can reinforce the national programs of the USAID to achieve
an optimum return for the US effort expended,

C. Cocordination with Other International Donors

As the MDCC has facilitated improved AID coordination
in Central America, the Mission Directors have become in-
creasingly concerned over the need to improve coordination

by other international donors working in the area -- co-
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ordination with AID and with each other., ~his was a major
issue raised by the Directors in the August 1372 review
hearings; it remains so.

The past year hes shown a significant “>ut still insuf-
ficient, improvement in the situation, Within AID/W frequent
contacts have been held between LA/CEN and 1LA/MRSD and other
aid donors, particularly the IDB and CIAP. In addition,
meetings were held both in New York and ait a MDCC meeting
with the U_.N. Resident Representative for Central America,
and with other appropriate officials., Howaver, in part
bécause of an internal reorganization of the IDB, it has not
been possible tc schedule a meeting of the MDCC with
responsible IDB officials to discuss commor oroblems, FPield

contact with the IBRD has been sporadic,

) 21

In view of the increased resources ali

IDB, IBRD and UN activities in the area and given the importance

CA countries attribute to CIAP, the MDCC recommends that AID
take the initiative in improving communicsz®iocns among major

aid agencies. The MDCC is coavinced that this communication
and hopefully pfoject and program coordinatizsn could be best

achieved through an informal consultative croup for Central

expanding scope of
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America, made up of headquarters and field representatives of
the particimating organizations. Meetings could be held
periondicaliy in connection with CIAP annual review in Washington,
Kew York or Central America. If such a consultative group
should not prove feasible, then the MDCC suggests the
scheduling cf appropriate periodic meetings with all or each
of these aid agencies,

The Mission Directors are convinced that it is now timely
to set up such an informal consultation arrangement, The IDB
and IBRD are toth reappraising their traditional policy of
working on a “country only™ basis in Central America. IIB
plans in P?7 1974 to send several survey teams to the area %o
study the feasibility of regional approaches to agriculture,
tourism, human resource development, transportation, power
and other sectors. In July - August 1972, IDB and IEBRD have
fielded their first joint team to study regional agricultural
develorment in Central America, which included a ROCAP repre-
sentative only because of a fortuitous contact. t was also
learned informally that the two banks are discussing joint
action on regioﬁal power generation and distribution, a
sector in which CABEI has approached ROCAP for financial

assistance,.
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If their and our efforts are to be conriinated, thereby

reducing the chances for program duplicat:icn inconsistency,

r
=
o o

a regular forum is needed in Washington an: field for

discussing the respective programs plans of the various donors
and for jointly evaluating alternate appro=ches in those
sectors which all of ué assign high priori-y. Such a forum
would alsoc permit a joint review of Central American regional
economic integration and country developmait oroblems and
hopefully facilitate the evolution of a c¢owmon strategy for
helping the Central American nations attzin their regional

and national development goals,
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CHAPTER VI

AREAS OF CONCENTRATION

A. Introduction

The thrust of the ROCAP program continues to be support
0of Central American efforts for regional development through
integration. Over the past decade, the five governments
concentrated their energies on building a regional institutio-
nal system and the eséential infrastructure for expanding
intraregicnal trade; and ROCAP provided financial and tech-
nical assistance for this building process. Throughout the
1960's AID alone among the major international lending agencies
provided sustained aid to the Central American integration
movement.l/

Beginning in the late 1960's, even before the Honduras-

El Salvador conflict and the CACM crisis, the Central Americans
began broadening the focus of their attention from trade gqua
trade to the development problems which impeded further expan-

sion of trade. Various CAMM institutions started to look

seriously at the causes for trade imbalances and to analyze

l/ See Chart, Page VI-2, for diagram of the CACM Integration
System.
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VI-3

new courses of action needed to overcome them. This process
has now been formalized by the decisions of CACM partners to
set up the High Level Committee to prepare a blueprint for
restructuring the market and to define new ground rules for
regional cooperation in all of its dimensions, not merely in
trade.

It is expected that the restructuring process may take
up to two years. The HLC is now being organized and should
begin its analytical work in September 1973. It will then
turn to preparing policy recommendations on industrial, agri-
cultural, trade, monetary and social development of the Common
Market partners. These recommendations will then be submitted
to the review of and action by the five member countries. And,
in this process, the HLC is authorized to draw on the technical
and analvtical resources of all the CAQM component organizations.

It is in this context that the strategy and programs of
ROCAP for the DAP time frame has been shaped. Over the next
two to three vears, the most critical need of the Central
Americans as they evaluate the political, economic and social
options open tolthem is the availability of the tools for

analvzing their realities and finding appropriate answers to
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their current dilemmas. And, these tools :hould be afforded
in a2 way that they can be institutionally :vazilable in Central
America to permit them to deal with futur:s ‘roblems as they
arise. Hence, ROCAP's first priority for :t least the next
two years is discrete support for selected TACM component
institutions.

At the same time, three sectors will -s#7eive major program
attention ~- and, activities 1in all three =z=2ctors are designed
to reinforce our first priority:

1. 2Agriculture -- wifh special focus on the employment
and income dimensions as they relate Isthm.z-wide to the needs
of the small and subsistence farmer;

2. Housing -- adapting the regicnal urd national infra-
structure of the construction industry to weet the needs of
the low-income families; and

3. Diversification of the emplovment base and foreign
exchange earnings for the regionthrough exuort promotion and
tourism.

The selection of program areas for rejional concentration
reflects not oniy the importance attributed tc a particular

development sector, but also its current gacceptibility to
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effective ROCAP support. The absence of ROCAP programs in
human resource development, family planning and health results
from our experience to date that, under present socio-political
conditions in the Isthmus, effective action in these sectors
can only be carried out at the country level and that effective
inter-country cooperation must be carefully nurtured by the
various CA regional institutions. ROCAP foresees over the

-DAP time frame that its efforts in these sectors will be
limited to funding selected social develcopment studies by
appropriate Central American institutions which ROCAP and
USAIDs, through the MDCC, deem especially conducive to longer-
term inter-country cooperation.

Outside of these areas of program concentration, but
intimately related to our first priority, ROCAP will selec-
tively fund social development research and evaluation projects,
continue its assistance to CABEI in regional infrastructure
develorment and monitor as required the regional AIFLD program
aimed at strengthening a Central American free labor movement,
(N.B. No program section was included on labor since this

activity is now funded for all LA by AID/W.) ROCAP finally
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will continue to administer the AID progrzm in British
Honduras although it fzlls outside the integration focus of
the rest of the ROCAP program.

B. Support for CACM Institutions

ROCAP will continue its support for kev regional institu-
tions. Our assistance is geared to enhancirg their capacity
to deal with critical integration problems, not as budget
support. Our goal is self-reliant, regionally~supported
bodies which have established access to nen-AID resources
for carrying out their programs.

ROCAP support will be directed primarily to and through
CABEI, ICAITI, SITCA, PROMECA and SIECA. RCCAP will also
continue to work with the Monetary Council and draw on its
competence as needed. These entities all ezrned a vote of
confidence from the Central American governments in July 1973
at the same time that they determined te suspend the opera-
tions and activities of the regional political organization,
ODECA. All five governments continue to participate in the
work of these entities and to provide therm financial support.
These are then the CA organizations which <he governments

recognize as key to their cooperative effort.
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ROCAP loan, HIG technical and management assistance to
CABEI will be continued for infrastructure, tourism, export
diversification, housing and agriculture: and our support
for CABEI will be described as part of the relevant sector
discussions below. ICAITI will continue to receive technical
and grant assistance to carry out specific technological
research and experimentation projects of priority to the
_diversification of regional exports; our assistance is
elaborated in Section E of this Chapter. SITCA will be provided
grant and technical assistance, and our support is detailed
in Section F. PROMECA will be extended grant and technical
assistance for export promotion: our support is spelled out
in Section E. The Monetary Council has received a ROCAP loan
for building up its capability to support monetary stability
in Central America; and, since it is now financially supported
by the CA Central Banks and receives IMF technical and
management assistance, no further AID support over the DAP
time frame is deemed necessary at this time.

The fifth entity, SIECA, will receive specificailé
designed grant And technical assistance designed to enhance

its capacity to provide technical leadership for Central
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American integration. As the Secretariat fzr the integra-~
tion movement as well as the HLC, SIECA i: the catalyst and
promoter of regional economic and social ¢roperation for
development. It is to SIECA that the five -covernments look

for analysis of and recommendation on key integration

policies such as tariff, industrialization, agriculture,
customs operations and export promotion. 'To the extent that
SIECA is capable of presenting realistic, .iable options for

the member states to weigh and act on, it nlayvs a pivotal
role in helping the countries shape the f. ure of their
economic community.

ROCAP grant assistance to SIECA over :he DAP period will
be channeled specificallvy to:

(1) improving its analytical and tech:izal competence to
deal with key sectoral problems through a working association
with the Brookings Instituticon, participan- training and
policy research projects in agriculture and social develop-
ment (see sections C below for discussion oI agricultural
studies and section G-1 for social develowr eat);

(2} up-grading the qguality and scope ¢ its statistical
program under the Brookings contract, selectad studies and

participant training:; and
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(3) promoting and sponsoring seminars, conferences and
informal meetings of regional and national policv-makers,
technicians and planners on those sectoral issues key to
expanded Central American integration. This range of activi-
ties is designed to overcome the present lack of effective
communication as well as diagnostic and policy dialogue
between those working at the regional level and those at the
country level. Integration of five sovereign states cannot
be imposed from above; it must emerge from the accommodation
of five systems to a common norm -- and that entails a broad
base of understanding of each other's needs and interest as
well as common_desire to find solutions. SIECA has come to
recognize the importance of overcoming this isolaticon syndrome,
and limited ROCAP aid is designed to help SIECA facilitate
inter~country communication and dialogue on priority sectoral
problems.

Specifically, through the Brookings arrangement and
sectoral studies, ROCAP will provide SIECA with access for
high-level consultants for the analysis and definition of
policies on tariff, customs, industrialization, rural develop-

ment and export promotion. The Brookings contract is

/9/



VI-10

particularliy oriented to helping SIECA with *he research
needed for the five governments in assessinc the desir-

ability of converting the CAM intc a Custoers Union which

could set up a common customs administratisr and would permit
free trade in all products entering and produced in the
region. As Ehe Secretariat to the High Iews1 Committee of
five Presidential appointees charged with Treparing the blue-
print for restructuring thne Common Market  “IHCA needs to

draw on prestigious resources beyond its :resent staff to
supply the inputs required of i1t fcr the “r-rmittee; and
ROCAP through the Brockings arrangement aril other consulting
services seeks to assure the availability of these resources
when needed.

Directly complementing this policy irput is the need
for a well-organized data and relevant strt_stical data=-
bank, currently in only a formative stage. 2As a reéult, over
the DAP period, ROCAP will continue suppcort of SIECA efforts
to develop uniform national systems and nothodology for
the collection and publication of key ecorcnic and social

data.
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ROCAP assistance to SIECA should gradually decline over
the next several years. We project $275,000 in FY 1975 as
compared to $373,000 in FY 1970, all directed to specific
program activities -- not institutional or budget support.
Current planning foresees ROCAP grant aid as no more than
20% of the funds needed by SIECA to carry out its responsi-
bilities. However, since the CAMM is now entering the
decisive phase of its restructuring process and the new
organic system, if any, will not take shape until prokably
CY 1975, it may be necessary over the DAP period to re-assess
the nature and dimensions of AID support to SIECA and the
other CAM institutions.

C. Agriculture

1. Introduction

Based on the sectoral discussion in Chapter IV, the
ROCAP agriculture program over the DAP period will be designed
to deal with theemployment, income, productivity and marketing
needs of the small and subsistence farme in Central America.

our s?rategy will be to support the development of

regional institutional capability to formulate and implement
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policies and programs suited to deal with these needs. ROCAP
will provide technical and financial assistance required for
the studies, training and activities essen:ial for sound
policy definition, selection of optimum cro.rses of action,
encouragement of compatihle regional and ~:tional programming,
and stimulation of private sector particimp:ition in the defini-
tion of policies and programs.

ROCAP will, in addition, provide region-wide services
to the agriculture programs of USAIDs as vicuested. The ROCAP
égricultural team will hecome fully converzant with the national
agricultural programs of the five Republics and the USAID
assistance efforts in support of these programs. It will seek
appropriate means for encouraging effective regional-national
cooperation in the agricultural sector and broaden the areas
of accommodation between national and regional programs.

2. PY 1973~1976 Shorit-Run ROCAP Program

a. Developing Regional Institutional Capacity and
Leadership for Policyv Formu .=zion

As described in the agricultural sector
discussion, the.primary regional institutions, SIECA, CABET

and IICA/ZN assigned responsibkbility for providing guidance on
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rural sector problems do not now have the organization, tech-
nical talent, experience nor the national collaboration re-
quired to develop and promote meaningful regional/national
agricultural policies, programs, and project alternatives for
the memker nations consideration. Due to the complexity of
this sector and the region's dispersion of institutions,
information and understanding of the basic problems, the
strategy in the short run, will be concentrated on several
carefully selected problems in order to complete the necessary
groundwork for a regional agricultural sector assessment and
analysis planned for FY 1975 - 1977. They should provide
the framework for broad new policies and programs for Central
American agricultural development, to meet the critical area
problems spelled out in Chapter IV, toward the end of the DAP
period. And, should provide the basis for appropriate ROCAP
financial and technical assistance for the FY 1977 - 1978 time-
frame.
The short-term ROCAP agricultural activi;ies
are geared to preparing for the sectoral assessment and
analysis througﬁ staff work, studies and critical projects.

ROCAP will assist regional institutions in FY 1973 - 1974
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(1) to collect key data, which will be fa-i!litated by our
FY 1974 - 1975 target activities -- discussea below —-- to
set up the Regional Information and Data Usrter and to con-
duct the basic grains arnd crop diversificationsg studies;

(2) the study of alterrative analytical aroroaches; (3) the

definition of the most appropriate organisation of and

management for the analvsis; and {4) the |:i=ntification of
political, economic and social constraint: reguiring special
attention. At the request of the CA regics -z institutions,
ROCAP plans in FY 1974 to contract with a " university to

study and define appropriate methodical agurosaches, to

suggest the most effective use of regionai and national

talent and to articulate with precision ti: specific benefits

to Central American agriculture that the = -.dies can engender.
In this process, ROCAP wil! sncourage regional

instituticns to involve appropriate nationz’ public and

private organizations in the planning and preliminary work.

This effort for involvement will not be l.irited to only the
sector assessment and analvsis. ROCAP proaroses during

Fy 1974 - 1976 £o provide grant support for SIECA and other
regional institutions for their programs ©! -egional - national
seminars, workshops and policy discussions Txperience
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indicates that regional-national cooperation can promote the
cross-utilization of ideas, concepts, experience and knowledge:
improve regional-national coordination and cooperation; and
expand Isthmus-wide appreciation of the advantages of joint
action to solve common problems.

A PROP will be submitted for AID/W approval
in the first quarter of CY 1974 to provide not only grant
assistance for effecting this involvement, but also contract
technical support for regional actions programs to deal with
constraints identified by the basic grains and diversification
studies, such as basic food crop marketing, crop forecasting,
price reporting, grain standards and research coordination.

Since the last quarter of FY 1973, steps have
been taken to develop cooperation and coordination among
interested regional institutions. Using the need for improved
capability to carry out agricultural studies as the catalyst,
a regional agricultural coordinating council with subject
matter steering committees, has been created. This group
now meets at least monthly and is composed of the senio?
agriculfural officer of SIECA, CABEI, IICA and ROCAP. Projects

to be undertaken are studied by each institution and approved
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by this council before zeing funded. As thsse studies are
implemented, other regiocnal institutions w.i: be incorporated

into the council, and new steering committues appointed. This

mechanism has already demonstrated its us=f:iness by promoting
interagency focus on specific problems, s.::h as the pooling
cf the technical talent of SIECA, CABET, T172/ZN and most

recently INCAP and ICAITI. This procedurs reguires the
regional agencies to consult with and cali for the collabora-
tion of national planners, Ministries of “griculture, USAID
Missions and the private sector. In FY 1973-4, technical

and financial support will be provided to :i(hese regional
institutions to build their capacity in systematic analysis
for problem solving and expand their outre:=oh to and collabora-
tion with national public and private agerries in four key
areas which the national governments them::»!ves have specif-
ically requested study within a regional context. These
areas are:

1) Basic Food Crop Produc::cn and Marketing

Although basic food croo:, in particular
basic grains, do not provide as much emplo.ent per unit

area of land a2s many other agricultural cowmodities, they
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nevertheless deserve high priority in a regional agricultural
development strateqgy, because the majority of the small farmer
population is very heavily dependent on the production and
consumption of basic grains. An increased supply of basic
grains in the region, at more stable prices can reduce small
farmer's risk in participation in diversification. Unless
basic grain production yields are raised, when land is
diverted to diversified crops a reduction of basic grains
output will occur - a situation politically untenable at the
present for the region.

Sector studies that SIECA and CABEI conduct,
will seek to identify within the region those areas with the
greatest potential for raising basic grain yields and there-
fore promote diversified crop production. This will entail,
with the direct participation of national entities, careful
analysis of what lending, technical assistance, and mechaniza-
tion policies should be proposed to national government
representatives for their consideration and approval,_;p
avoid unnecessary labor displacement, or biases against small-

farm participation.
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Basic¢ grains cost and e performance}
introduction of non-traditional agricultur:il commodities;
national grain price stabilization program:: warehousing
legislation with a view to establishing a rzgional bonded
warehouse system are scheduled for study - the three regional
agencies involved at this time.

It is also important t< ravse a marketing

system that can inspire confidence that ar adeguate supply

of essential food preoducis at reasonable w7 izes will be avail-
éble to both rural and urban consumer at = ! times. RQOCAP
will encourage the regional agencies in con<il:ation with
appropriate naticnal offigials to prepare .. delines for
national and regional grain marketing cooi -~a=zion with the
objective of stabilizing vear-round grain rices within
acceptable ranges while developing larger r:«yional markets.
ROCA, as a result of i1« studies to be

conducted in FY 1974, has programmed an es mated $10.0

million loan for a Regional Rasic Grains ;o nrlization Fund
and development of a regicnal public bonde:! sarehocuse program
including warrant lending against warehouss recelipts.
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2) Diversified Crop Production

In order to foster diversification of
agricultural production into those crops that promise the
greatest increases in production, employment, incomes, and
export earnings at the lowest per unit cost, technical and
financial assistance will be provided SIECA to direct and
coordinate regiocnal analyses of key economic, institutional
.and technological constraints on production and marketing
of new crops. It is expected that regional agencies,
national planners, promotion agencies, researchers and other
public and private sector organizations will directly partici-
pate in this work.

High priority crops will be selected that
have superior market potential and maximize employment in
specific geographical areas having major socio-economic
problems. At the same time, collaborative efforts will be
undertaken by SIECA, CABEI, ICAITI, IICA/ZN and other public

and private organizations to provide assistance to agricultural

planning offices and lending institutions on methods of promoting

small farmers participation. Perhaps one cf the greatest

a0/
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difficulties for accelerating agricultura. liversification

research in the regicn i3 the wide range ¢f commodities that

show potential for commercial expansion. 2lmost every type
of micro~environmental condition ¢an be fourd in Central
America. These regional analyses, therefo::, will emphasize

establishing development criteria for selec-ing the most
promising new diversified crops and identifving technologies
which can be applied on small production unsits, with the
minimum use of mechanization, maximum use »f agricultural
labor, but with improved systems of market irg.

A specific constraint to crop diversifica-
tion is the expanding threat posed by the lediterranean Fruit
Fly. This pest, now found in Nicaragua, Z2=taz Rica and
Panama, attacks almost one hundred economri: agricultural
commodities. Any countrvy having this pest within its borders
is prohibited from exporting the susceptikle commodities to
the remaining MedfFly free countries in C.2., the U.S. and
many European and Asian nations, the pest first found in
Costa Riéa in 1952 has expanded its area «f desvastation in
spite of efforts to control it by nationai <governments and

the UN Special Fund Medrly sterilization project. It
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presently infects over 14,000 square kilometers in Central
America. Three outbreaks which occurred in the United States
during the last fifteen years are believed to have started
by the transport of flies in infested fruit shipped from

the CACQY. These outbreaks were eliminated at a total cost
of approximately $40.0 million.

OIRSA, the Central American regional
agency responsible for plant and animal sanitation was
formallyv requested by the CACM countries to make this problem
a major element in its program in 1971. ROCAP provided
financing for a USDA technical team to study the possibility
of eradicating the pest in CY 1971-2 at OIRSA's request.
These conclusions and a suggested approach to an eradication
program have been incorporated in a report prepared by the
Plant Sanitation Officers of Central America, Panama and
Mexico during a special technical level meeting sponsored
by OIRSA in May 1973. 7The recommendations of this Commission
are presently under study by the respective governments.
OIRSA expects these replies to be favorable and is expected
to request suppért from several international agencies

including ROCAP to assist them in the development of a
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detailed technical feasibility study and @ .oan proposal for
a region-wide eradication pregram. Shoull -his materialize
ROCAP will, within its financial and techrnical capability,
consider appropriate assistance to control this serious
problem.

3) Agricultural Informaticn zrd Data Center

AID is not the only ac=mrv which can be
.accused of an inadeqguate memory system and under-utilization
of existing knowledge in the agricultural sector. Central
America has for the last ﬁwenty five years conducted tech-
nical and economic research and area develonpment studies on
almost every production problem imaginable. In addition,
census data, wholesale and retail commodity prices, soil
fertilizer response studies, crop productior statistics,
ete. are constantly accumulating, but are nct systematically
cataloged nor registered in a form readily uvszble throughout
Central America for eccnomic, social and tachnical studies
and programs. As a result, national sector arnalysis in one
country may not take into consideration the competitive

forces and implications of the program thr.iszs being
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developed in neighboring nations. Researchers constantly
duplicate work previously carried out by colleagues in their
own or other CACM countries and the lack of effective and
timely flow of market price information, crop prediction
data, etc. hampers expansion of regional and international
commerce in agricultural commodities.

IICA/ZN with ROCAP support in FY 1974-75
will initiate a program to collect, codify, evaluate the
utility of and facilitate to regional and national institu-
tions information they require to improve the guality and
coordination of regional and national planning, research
and commerce. As an initial supplement to other ROCAP tech-
nical assistance, a portion of the time of one of the LA/DR
NCSU soil fertility specialists will be provided to IICA/ZN
under this program to bring together, interpret and system-
atize known work in this field as the basis for further
integrating and making more effective the efforts of public

organizations throughout the CAM.

4) Higher Agricultural Education

ROCAP will terminate at the end of FY 1974

its support of the IICA/ZN program to improve the guality of
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higher agricultural educationr in the area. Through a cont;act
with the Universitv of Puerto Rico, Puerte Rican professors
have been replacing professors from Centra. American Faculties
of Agronomy while Central American counterparts (13 in FY 1974)
secure higher degrees in Puerto Rico, the inited States and
third countries. Only El Salvador, Hondur:s and Nicaragua
continue to participate in this program.

A maijor reason for AID suosmort was the
agreement in principle -- although not car:izd out in fact --
by the CAMM universities to specialize in :[{ifferent agri-
cultural disciplines. Due to limited budgets, greater demand
for technical and managerial talent and the small number of
qualified professors in the region, each of the CACM Faculties
of Agronomy recognized that, as a practicai matter, they could
not develop departments in all specialized “Jisciplines needed
to meet future demand. Their agreement calils for each one to
select a specific technical discipline in wkich they would

specialized, in addition to their general :raining program.

The agreement contemplates that students i- all of the five
countries could complete their first two y:@2rs of study under
a standard study program in all five Facul:1ies and then
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transfer to the appropriate "regional schools" which covers

their selected specialty {agricultural economics, pest manage-

ment, livestock husbandry, veterinary medicine or agronomy)
for the remaining three years.

The IICA/ZN will continue to support this
program in future years but further ROCAP assistance is not
contemplated so long as the regional agreement is not imple-
mented. Any future ROCAP assistance will require detailed
justification in the light of other regional agricultural
priorities flowing from thé sector studies.

3. Provide Redquested Support and Assistance to USAID
and Through Them to Naticnal Institutions

buring FY 1974-1975, ROCAP will make its technical
staff available to work with USAIDs at the request of the
USAIDs, for (a) agricultural economic studies, (b) consulta-
tion on specific problems on which ROCAP has the requisite
expertise and (c) review of agricultural sectoral strategies
in connection with sectoral studies and analyses, program
development, review of loan papers and evaluation of project
plans. The ROCAP staff will aliso facilitate the fiow of
program data and information among the Central American

Missions.
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Three examples of this ROCAP-US:Il} cooperation are:

a. Basic Food Crops and Agricultural Diversifica-
tion Technical Support

USAIDs requiring assistancs in the areas of
grain storage and marketing as well as agricultural diversifi-
cation can call upon the team of USDA exp:arts which ROCAP has
available td assist the regional institutiosns in these fields.
Though their work is principally at the resgional level, they
‘are increasingly able to provide cross feritilization of tech-
nical knowledge, to share regional and thiird country experiences
which facilitate the solution of problems 3% the regional level

and to serve as the channel for reflectiny national experiences

to regional counterpart organizations. This experience has
already been extremely useful in sensitiz.ny The regional
agencies - particularly SIECA and CABEI - & the realities of

national programs and problems and provide contacts at the
national level with which regional technicis! versonnel can

work.

b. North Carolina State Universits Soil
Fertility Technical Suppor?’

This Latin American Bureau-suprported program

presently has three specialists working in Central America.
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In May 1973, ROCAP was requested by LA/DR to coordinate the
activities of the regional soil fertility specialists assigned
to work with the naticnal soils departments in Guatemala, El
Salvador and Honduras.

In August 1973, LA//DR requested that ROCAP
consider financing the program starting in FY 1975, USAIDs
are now being consulted as to whether this project should
be continued and, if so, funded as a charge to each USAID's
budget or ROCAP's. If the program is regicnally financed,
an additional dimension would be added, namely, increasing
concentration on the collection, packaging and evaluation of
production technology as part of the TICA/RQCAP program for
a regional/national information clearinghouse in support of
programs in basic grains, crop diversification and sector
analysis. This would be a natural evolution of the project
and would actually decrease.

Cc. Regional Technical Studies Support

Two short-term studies funded in FY 1973 will
be implemented during early FY 1974. IICA/ZN will serve as
coordinator of these activities. The work to be performed,

as approved by the CA Food and Agriculture Officers at their
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crop seed producticon ar? rarkating iMissiv o 7 State

it}

University) and Fertil

o wizh v 21 attention
to supplying these inw:i: mIst evdnomisatl - small farmers
(Tennessee Valley 2utho iy

D. Low Cost Housirg

The Sector Discussio- identifiog iow-i- o -r shelter as a

‘high priority developmsr program for ROCE - :ring the period
immediately ahead, and irdicated that ROCE .naned to

encourage development o! z=n integratad nou:  industry with
the capacity and the swvivnes of financing n:ozssary to attack

the vast and growing need foo low-cost hous:ng.

The ROCAP Low-Couszt Housing Program orG::.o &5 a unigque

mixture of regional and pilateral projects  ‘oh if success-
fully carried out would sliminate thz need r =xternal

assistance in the housirc field beyond 1987

The Program compriz=z the following el afs

(X3

b

(1) 2dvancing develcopment -7 tha CABEI
regional secondary morugage market in the - ~die-income
sector to a self-sustairing operation, and .riniating a new
CABEI program of finarci~g low-income woro .t 5 which would

also become self-sustzi. =g
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{2) Channelling financial resources either
from CAREI or via direct HIG loans to existing private sector
non-profit institutions concerned with low-cost housing
developrment,and encouraging establishment of such institu-
tions where they do not now exist.

{3) Providing direct HIG loans to public
sector institutions such as national housing institutes
(NHI's! or national housing banks /¥HB's) to provide financing
for demonstration projects of low-cost housing developed on
urbarn:zed sites provided by the municipal governments.,

(4) Initiating studies leading to reduction
or elimination of non-financial restraints on low-cost housing
production.

1. Support for the Regional Home-Finance Activities
of CABEI

As noted in the Sectoral Discussion, the regional
secondary mortgage market coperations of CARBEZI have become
an important factor in the middle-income housing field in
Central America. By mid-1973 CZABEI had financed morﬁgages
to a value of nearly $30 million and had received applica-

tions for another $30 million.
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ROCAP is presently reviewing a n:wv HIG to support
this middle-income houszing market, while =2: the same time
responding to a CABEI initiative to make roszources available
to the low-cost housing sector. The new ¥ 1974 HIG is
estimated at $46 million broken down appr::inately as
follows {(in millions): “onventional {(mid?:s-income) program
$30.0; new (lower-incoms) program $156.0 mililon. As stated
earlier, the latter program would be direcred toward out-
right purchase of lower-income mortgages -rensrated by mort-
.gage finance institutions.

In addition CABEI has requested. and ROCAP has
programmed, a concessional loan in the amount of $5.0 million
{the same $5 million loan mentioned in the zz2ctZion on private
non-profit institutions discussed later) *: srovide a
permanent mechanism for =ubsidizing interest rates on low-
cost housing mortgages. This proposal contemplates CABEI
issuance of housing bonds for the program a4t a cost of roughly
8% (the actual interest rate on the proposcd CABEI bond issue
will of course ﬁepend on market rates at *he time of sale)
and negotiating the AID loan for $5 millicn mentioned above

at an interest rate of 3. CABEI would imnediately invest
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the loan in middle income mortgages Dpaying approximately 12%.
The interest spread thus accrued would be utilized to cover
a differential between the cost of the bond money (8%) and
a subsidized rate for low-income mortgages (6%). The loan
would thus provide subsidy for more than $20 million for low-
income housing finance generated by CABEI from other sources.
It should be noted that rising long-term interest
rates in the U.S. during the first quarter of FY 1974 will
affect the feasibility of certain portions of the HIG program
while awaiting a decline in such rates expected to occur in
the first or second quarter of FY 1975.

2. The Private Non-Profit Institutions

As indicated in the Sector Discussion, private non-
profit institutions involved in.low—cost housing development
already exist in each country, and additional ones are planned
(e.g. Guatemala). These institutions are, however, generally
marginal operations due to the lack of long-term financing
for projects, which in turn leads to a dearth of income to
cover administrative expenses.

ROCAP.proposes to make funds available through

direct HIG's for financing low-cost housing projects to be
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developed by these ipn:zt - tuticons, and to p: i iz the short-term
technical assistance recessary to assure th:'. ~he sub-borrower
institutions take advantage of the availabi: rasources in an
organized way.

The long-ter: financing rescurcs: would be made
available to the instituvtions under terms @ conditions
which would assure:

(a) Disbursements for working casitzl in advance of
the completion of dwell:ng units;

(b)Y wverv low or no down payments bv homebuvers;

(¢) technical standards which take into account
the realities of low-cost housing.

The rental-purchase plan more fu.l. Zdiscussed in
the MDCC low-cost housins paper can also ke sffectively
utilized by these insti+tutions in selected nrban environments.

ROCAP plans <77 million in HIG contracts in FY 75

for this activity supported by a related r7 .4 $5 million
loan through CABEI for regional home-finav:i 3 A substan-
tial portion of these resources will be ezs rzed for low-

cost housing cooperatives. For the develorrnt of success-

ful housing cooperatives. the existence of & technical

z /¥
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servicas organization (TSO) has been found to be mandatorvy.

Such TSO exists in Honduras (FEHCOVIL) and plans are under

a4

way for the creation of the second in Guatemala, while ex-
ploratory talks have been held with interested agencies and
individuals in El Salwvador and Costa Rica. ROCAP proposes
to devote substantial technical assistance effort to the

develcpment of the TSO's in Guatemala, E1 Salvadeor, and

- Costz Rica.

3. Support to Public Sector Institutions in the
Development of Innovative Low-Cost Housing
Programs

ROCAP proposes to support throughout the C. A.
region the initiative developed in Honduras and Costa Rica
for cooperztion between secondary-level governments and the
country's National Housing Institute or National Housing
Bank.

Under this plan, municipalities within the various
countries, with the advice and assistance of their respec-
tive national housing institutes (NHI's) or National Housing
Bank (NHB) would select sites for low-cost housing projects

in the areas over which they have jurisdictional control.
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Utilizing their own funds or monies obtainsd Yrem their

respective Central Governments, each municiiz:ility would
purchase project sites varying from as few i: ten units to
as many as several thousand. In some instanrces, the local
government would already own or control such sites,

2

The individual NHI or WHR, utilizirg resources
obtained from external lenders, as reguired. would then
complete infrastructure and construct the losing units for
sale. Target re-payments by homebuyers wcu.ld e not to
exceed ten dollars per month for not to excesd fifteen
years, including amortizing the value of the Land and pay-
ment of reasonable interest rates. ROCAP anticipates an
$18 million HIG contract in FY 74 for this zctivity with
disbursements estimated at approximately 212 million by the
end of FY 75, {An additional HIG of $37 mi:lion coupled
with a $25 million concessional loan ocutside the ROCAP
program, but related to the overall regiona. requirement
is contemplated for Nicaragua). RCCAP will reguest no loan
funds for NHI activity, but will provide grant technicai

assistance.

W
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The ROCAP supported program would produce an
estimated 24,000 units (Nicaragua program not included}), a
substantial majority of which would be outside capital
cities.

4

Technological and Other Non-Economic Restraints
on Low-Cost Housing

Under ROCAP's proposed technical support activity
for the research and evaluation of C. A. social development
problems, ROCAP proposes to initiate studies leading to
reduction or elimination of the non-economic restraints on
low-cost housing in the C. A. region, including technological,
social, and legal restraints.

These studies will evaluate some of the suggestions
contained in the MDCC low-cost housing papenl/; (a) technical
innovations (such as pre-fabricated components) which can
reduce housing construction costs; (b) loans for construction
and repairs: (c¢) using the HIG program to finance rental
housing (with an option to buy): (d) development of technical

service organizations which will wish to address problems

1/ Housing in Central America or Can We Reach the Little Guy?
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of low-cost housing; and (e) evaluation of the effects of
proposed changes in HIG policies. An initia’l activity will
be to examine the feasibility of adapting "mnanufactured
housing" or "systems building" technigues t> the C. A.
housing construction industry. A low-cost housing study to
identify specific pilot projects will be accomplished during
the second guarter of FY l9f4 at no cost to 20CAP.

Although no funds are presently rrogrammed for
the activity, ROCAP will also consider the desirability of
collaborating in the development of a C. 2. Regional Housing
and Urban Development Institute, the need for which was.
expressed by resolution of the delegates tc the First C. A.
Conference on Housing Technology and Urban Planning, an
earlier ROCAP initiative.

The Regional HUD Institute would provide technical
assistance to local entities in both public znd private
sectors for the following purposes:

{a) Promulgation and standardization of building
_ éodes recognizing the latest advances in construction tech-
nology consisteﬁt with the realities of housing, especially

low-cost housing, within the region;
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(b) improvement of housing technology and
urban planning;

(c) regional standardization of building
modules and components;

(d) development of training courses for
skilled and semi-skilled construction labor;

(e} accumulation and dissemination of
literature on all aspects of housing and urban development,
including the technical, legal and social aspects.
E. Tourism

Given the potential benefits of tourism, as well as

current problems, ROCAP proposes to support the Central American
tourist organizations over the DAP period in planning and carry-
ing out their program aimed at: 1) adoption of uniform or
similar legislative and administrative measures to facilitate
tourist travel - e.g. border crossing procedures, cusitoms
inspection, etc.; 2} promotional activities at both the
national and regional level (in order to attract touriststo
the area and retain them for longer periods); 3) strengthening
of official tourist organizations as well as private groups

interested in tourist promotion; and 4) provision of financing
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for the private and public infrastructure -ezdsd to expand
tourism.

ROCAP will continues to provide technical assistance as
necessary in tourism promotion and organizaticon. It is
proposed that ROCAP provide such assistanc: o national,
as well as regional organizaticns, after anprcpriate consulta-
ticn with the USAIDs. ROCAP also proposes to Zinance selected
public and private infrastructure needs and, in view of the
tremendous demaqd from the private sector, plans a $20
million lcan to CABEI in FY 75 to £finance zdditional private
tourism investment. It is anticipated that tourism infra-
structure needs will not reqguire additional financing until
at least FY 1976.

Proposed grant activities for FY 74-7% include the
strengthening of the present regional tourist organization
and/or the establishment of a wider-base n¢w one. The pres-
ent regional tourist organization (SITCA) i: weak and does
not enjoy the full confidence of the directors of the national
tourism programs. Thus, some sort of reorgarization is
required, as well as consideration of the dosirability of

establishing an association of private tourism organizations

W
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in the area; and, ROCAP is prepared to provide grant and tech-
nical assistance tc SITCA once its directing council has defined
the basis for strengthening its program. In any case, ROCAP
will continue to finance technical assistance to stimulate
promotional activities since tourism is perhaps the most
promising new industry in Central America for creating large
scale emplovment and foreign exchange earning opportunities.

;f the public and private sectors give tourism the priority

it deserves, the other international aid donors should respond
with technical assistance and substantial lecans on concessionary
terms, lessening the need for AID financing. Both BID and

IBRD have recently evidenced interest in this sector.

F. Export Development

ROCAP will provide grants to enable PROMECA and ICAITI to
perform on a regional basis a number of essential services as
indicated below. The national export development centers will
also be assisted, primarily through PROMECA, so that they may
perform similar services within their respective countries.

The financial assistance provided by ROCAP will enable the

export development institutions to perform the following basic

services: the promoticn of business relationships between
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Central American manufacturers and foreigr ' ve&rs in high poten-
tial areas (fruit and vegstable productior :rd processing,
electronics, furniture and related wood prad <ts, clothing): the
financing of pre-feasikility studies to irvwroritigate other product

areas offering relativelv great export poter-izl (e.g. leather

products, household furnishings, business rothines, meat products):
the participation by C. A. producers in "product adaptation
clinics" to introduce Central American products and provide the

opportunity for adaptations needed to permi- these products to

break into the markets of the developed countries; technical

assistance to the nationazl export centers and producers with
export potential to rescive technical difficulties in production,
packaging, transportation and marketing; training courses on ex-
port development and marketing operations, ewport center opera-
tions, and food processing:; guality contrcl: o»roduct standards
and a quality testing service; and export information system;
economic and technical research directly relzted to the expansion
of C. A. non-traditional exports; actual expcrt field trials
with the private sector: and a food technolos extension service.
Among its other activities PROMECA will also identify loan
prospects to CABEI, and advise SIECQ on oks-zcles to”the develon-

ment of exports. It is envisaged that PROMITA will be primarily

a service organization, which with the cenitzrs will perform an

y
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the field of commercial activity including exzori incentives,

Depending on CABEI's success in implementing Loan 012 and
LAAD's ability to identify export projecis in the agribusiness
field, ROCAP will consider additionzal loan financing Sor ex-
ports. ROCAP lending in +this field will, of cocurse, be
influenced by the inten*ions oI cther inter

G. Areas Outside Fields of Concern=razion

Over the past several years RCCAP has taken steps to reduce
assistance to activities ocutside its o
tion. Thus, all new funding for ODECA activities [lator, legal,
education and health and population) has ceased, as has assist-
ance to FEDEPRICA (an association of private segtior elemenis in
suppert of the CACM), FUPAC (the associaticon of Centrazl American
Private Universities), and crant assistance
Central American Business School). 1In

its programs, ROCAP has also phased out projecis in Health

and Population and Human Resources.

1. Research and ®valuation of Zocizl Tevelooent
Problems

In order to conduct research and evaluation directed

specifically at Central American social dewvslogment



VI-42

problems, it is proposed that a fund be estsnhlished within
ROCAP's allotment, but which will be utilirs=d in accordance
with decisions of the MDCC. To the maximum extent, TAB
assistance will be utilized in the conduct ©f these activ-~
ities, particularly in the design stages.

Initial analysis and design of propos:d activities
will determine the method of implementatior., financial and
technical reguirements and the basis for evaluating pilot-
project results. Activities selected will be limited to
those which appear to have potential applicability to more
than one country of C.A.

Project design and evaluation will identify changes
needed bhefore the activity can be applied on a broad scale
either within the country or, with modificsicions, in other
countries in Central America. When the pil~t project has
been evaluated and it i1s determined that m:jor investments
are needed, ROCAP will generally no longer he actively
involved in the project and the appropriauzs USAID(s) will
undertake prime responsibility for follow-:through. |

Initial aétivities envisicned are the pilot testing

of innovative techniques for developing lvr-cost education,
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health systems, &nd housing:

The educaticn activigy would errhasize controlled
experiments which would nlace heavy emchasis con investi-
gating and evaluating the potential Zor such idesas as
{(a) year-round schools; (b} educaticnal suprl
low-cost school texts; {c¢) radio prcgrams fcr sraining of
illiterate azdults in remcoe arezs: [(d) the effects of nu-
trition on learning amcns pre-scnoci ani primar
children; (e) vocaticnal and agriculzural craining Zor
military recruits; and (£f) various aprrcaches o reducing

school drop-out rates.

Health delivery systiem resezrch and e-

initially determine toc what extent the aporcach of the

rural health program in Fanama might Ze adopted to Central
ica. me £ ures 0of that prcoaram ar 2} u of

America Some features of th grca re {2} use

local community health organizaticns fcr self-helg, as

well as health and family-planning education activities;

(b} the use of the agueduct prograrm to maxe running water
for disease prevention avai.akle in or wvery near every

home; {c) the use of cormunity vegetainle plcis to improve

nutrition.
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Research and evaluation activity contempzlated in the
housing field is described in fhe strategv s<stement for low-
cost housing.

Up to $200,000 in both FY 1974 and FY 1975 has been
set aside within ROCAP's Technical Support *» undertake
research and evaluation activity in the various fields
indicated.

2. Infrastructure

Although substantial progress has been made over
tﬁe past decade in building the transgportation, communica-
tions and power infrastructure of Central Pmerica, critical
gaps remain to be filled before the physical integration of
the area can be deemed adequate to development needs. ROCAP's
strategy in this sector does not.contemplatw rmajor new AID
investments over the DAP period, but rather nroviding a tech-
nical resource for the SIECA and CABEI in unpgrading and
strengthening their competence in infrastructaire planning,
administration and evaluation. Providing ba:kstopping for
already approved regional projects and for :he2 engineering
components of c;untry programs, ROCAP enginsers will deﬁon—

strate sound norms and procedures for developing and carrying
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out infrastructure programs and srojects,theraeby helving to

comnetent
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Of special imzcrtance in
role of CABEI 3s the Centrzl Americarn scecialist in
infrastructure develooment. With RCTAP assistance over the
CABEI has pecome

last decade,
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lending community 25 a
projects. BAs the RCCAP loans now Teinc Jishursed are Zrawn
down, ROCAP-CABEI
and strengthen CABEI 's competences in infras<ruciure afmin-
istration ard evaluzation. With this irmprovemant in CABESI
Central Amerirca will have in place the mechanisn

capability,

capable of attracting

future infrastructure needs. And, 212 czan indeed Lecome a
funder of last resort for those occzsiconzl hich oriority

transport, power or other

other IDI's show no
In backstopping

programs, the ROCAP enginecring stz will grovide
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completion stages. In worxing wift counccy ©I
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responsible for these activities, the ROCA® staff will work
toward standardizing planning and operatior: norms and
procedures in order to facilitate the emeru:nze of compatible
standards at regional and national levels i~ Central America.

With respect to infrastructure reciirements, ROCAP
anticipates a program limited to projects with the greatest
potential for regional integration. No further loans to
CABEI for highway construction are planned; however, such
items as electric power connections, touriswm infrastructure,
inland waterways connecting countries and, possibly, tele-
communications may merit possible future louns through CABEI.
Consideration will also be given, under apzropriate circum-
stances, to the financing of feasibility studies only for
ports, railroads and airports., However, for the foreseeable
future, it is anticipated that sufficient f.nds will be avail-
able for feasibility studies under AID bilateral loans or
the recently signed IDB loan to CABEI.

Depending on results of feasibilitv studies, progress
made in restructuring the CATM, and the lerding intentions
of other aid do;ors, ROCAP tentatively plarns a $15 million
infrastructure loan in FY 1973 for electric rower inter-

. connections and/or inland waterways.



3. Management Skilis

Although not zn area ¢f CJooosnTrziicon ter se, the
problem of ineffective ard archaic zublizc advinigsraticn and

management systems will nced o e siven a szesizl priority
by AID in Central Amer:r-a in the Zuturz. In the shors cerm,

RCCAF and the USAIDs wilil conitinue ¢ 42821 w.oin The management

+83ue by sector and LY 2S4Sy unti. Lo novs fooriinzted and
broader-based assistanc. nolicy can @2 followzd,
development of modsern management systexs will Ga included in

AID assistance programs during FY 74-75 L means c©f 2} small

AID contract management advisory serviles Ior refiplient and
institutions and b} a technical assistance comzeonent in the
sub~regionzl development =zotivity o e carrisd ous in Suate-
mala, Costa Rica, Nicarazua and Honiarzs

Nevertheless, the MDCT consicders ine "management

constraint” to be of sufficient izrorvance To reguire an

additional chacter to t»is DAP a3t a lzter dzte, onte a case
review has bheen undertaXen and a2 frecise pelicy 1dentified,
4. British Honduras
Although ROCAP continues to feel wha+t this activiiy
bears no relation tc the Contral Smeriozrn ro2zional Trogran,
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we have assumed responsibility for the projsct upon reguest
of AID/MWashington although we believe that =<re small British
Honduras program could best be administered Zirectly by the
U.S. Consulate General in Belize or by AID-W. Until such
action is taken, the following ongoing prcagr-zm is proposed:
The major component is aimed at asgisting the
Government of British Honduras to improve the¢ calibre of its
Civil Serwvice through appropriate training ir. key technical
or administrative positicns. Additionally, ©“0CAP plans to
continue providing funds for a contract withr a U.S. firm
who will train GOBH employees assigned to the newly-created
Investment Promotion Office. A small special projects fund
allowing the U.S. Consul General to respond to high impact

activities involving local initiative is al:zo contemplated.
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H. Likely Reguirements for RCCAP Inputs FY 75 - 80

Manpower

An irportant role is seen for ROCAP in providing services
in specialized fields on a timely basis throughout Central
America, as is already being done extensively in the fields
of engineering, housing, legal services, and financial
analysis; and as is planned for expans}on in agriculture and
economic analysis. In many cases, the full-time assignment
of an expert to an individual mission is not necessary or
can not be justified on the basis of local workload reguire-
ments. Nevertheless, the services of a technically competent
expert intimately familiar with, and immediately available
within, the region is often required in a particular field
to furnish commcn services to more than one USAID.

It is felt that the availability of ROCAP experts in
various vields would be beneficial to the region as a whole
even if ROCAP were not involved in operational programs in
a given field. This could be particularly true with respect
to the imclementation of a research and evaluation aétivity
concerning social development problems in Central America.

Taking the above into consideration, it is anticipated

>3/
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that ROCAP will probably require five or s:» additional
technicians in such fields as soils, seeds, fertilizers
and research and evaluaticon. To the maximir extent possible,
such technicians will be cobtained by Personasl Services
Contracts or PASA's, thereby keeping the rurber of Direct
Hire personnel below twenty-five.

Grants

Taking into consideration increased proiect activity
in agricultural sectoral development on = rs¢gional basis,
and some increased role for ROCAP in providing technical
services throughout the region, which wili Le offset by
the phasing down or out of project activi-irss outsgide the
main areas of concentration, it is anticirzted that ROCAP
grant requirements will remain fairly conszant for the next
five years at approximately the $2.5 to $3%.2 million annual
level.

Loans

It is anticipated that reguirements for loans in the

priority areas of agricultuiral developmert, non-highway

infrastructure directed toward regionzl ir tegration, regional

telecommunications, aad the stimulation o: =ourism will

23%
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average $20 - $30 million for the foreseeable future. This
figure will be influenced, of course, by decisions by other
aid donors on whether or not to increase their levels of
lending through CABEI.

HIG

ROCAP anticipates that HIG contracts in FY 74/75 of
€84 million will substantially finance most housing activities
now contemplated; additional HIG's in the foreseeable future
will be limited to approximately $6 million in FY 76/77 to
support national housing institutes in the development cof
innovative low-cost housing programs and approximately $30
million in FY 78/80 for the support of CABEI regional home-

finance activities.

v
()
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ROCAP TABLE I
SUMMARY OF COMMITMENTS BY APPROPRIATICH CATEGORY
(In $ thousands)

FY 1973 FY 1974 FY 1975
Actual Estimate Request
1. Development Loans 40,00C 25,000 35,000
Project Loans (40,000} {25,000) (35, 000)

Sector Loans - - -

Program Loans - - -
2. Technical Assistance 2,523 3,165 3,000
Sub-Total 42,523 28,165 38,000
7. Housing Investment Guarantee 15,600 64,000 20,000
TOTAL COMMITMENTS 58,123 92,165 58,000
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TABLE II

SUMMARY OF COMMITMENTS BY WORLDWIDE AREAS OF EMPHASIS

AND OTHER ACTIVITIES

{(In $ Thousands)

A, Food Production

l. Grants - Subtotal

d.

b.

d.

Agric. Education
596-11-660-012.1

Ag. Research Coord,
596-11-140-026,2

Ag,., Diversification
596~11-150-047

Ag. Sector Analysis
596-11-190-055

2. Loans - Sub-Total

a.

b.

Ce.

Grain Stabilization
Med Fly

LAAD

B. Population and Health

C., Educaticon and Buman Resources

1., Grants - Subtotal

a. FUPAC Regional Inst.

596-11-660-012.2

FY 1973
Actual

234

(334)

(210)

(82)

FY 1974
Estimate

825

(320)

(350)

(155)

20,000

{10,000)

(10,000)

——

FY 1975
Regquest

65

(100)

(300)

(250)

5,000

(5,000)
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D.

FY 1973
Actual
Power, Transportation and
Industry
1. Grants - Subtotal 593
a. Export Promotion (561)
596-11-260--033
b, Reg Tourism Expansion (32)
596-11-240-024
c¢. Housing Tech. Asst. -
596-11-830-058
2. Loans - Subtotal 40,000
a. Tourism Infrastructure (15,000)
b. Highway Infrastructure (25,000)
c. Private Tourism -
d. CABEI/Power Waterways -
e, Housing -
3. HIGs - Subtotal 15,600
Proaram Assistance
Activities Outside Above Areas
1. Grants - Subtotal 337
a. SIECA Inst. Assistance (297)
596-11-755-040
L. Human Resources-Belize (40)

596~-11-660-100

TABLE II
FY 1974 FY 1975
Estimate Request
815 825
(565) (575)
{100} (150)
(150) (100}
5,000 30,000
- (15,000)
- (15,000)
{5,000) -
64,000 20,000
375 25
(300) (275)
(75) (50}



G. Technical Support
566-11-999-000

l. Grants - Subtotal

Total Commitments

Grants
Loans
HIGs

FY 1973
Actual

2,523
40,000
15,600

TABLE II
FY 1974 FY 1975
Estimate  Reguest
1,150 1,200
3,165 3,000
25,000 35,000
64,000 20,000
23





