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ROCAP was created in the earlv 1320
mary mechanism for maintaining relaticns with, reposreinz oo
and channeling assistance to the Tertral amerizan inteara-

tion movemrent, State AIDCilrcualar 294 ~f Qctoioer 2, 1387,

and State /ATT Airgram CA 4678 of Octoker 28, 1943, scellel
out ROCAP's terms of reference, T 2772 Zefired Z0I07's
) objectives as:

1. Strengthening of existing reginnal econon:ic
gration institutions and their capakb:lityv, unier onol -
ly responsikle inter-cgovernmental or related author:
formulate and execute regional cevelonrent goals and .

2, Strencthening of politically rescensitle i
governmental authority for mutual review andi coordi:
of national development, fiscal, monetary, investmen
trade policies in directions which will Te gonsonant wizh
United States interests in the area,

3. In ccordination with bDirlaterz. missions, imorove-
ment of private investment climate and creomozion 0f oriqate
investment throughout the region.

4, Progressive elimination of barriers to free more-
ment within the Central american common rarket of gocds,
pecple and capital, and close associztion of ZFanama wish

the common market,

5, Reinforcement of
efforts to strengthen the
six Isthmian countries as
gional community,




6. Develor:
of the Isthm-ian
field into the - :=i¢
ly, political irt=gratil

ROCAP was formally accredirerd TA ard the five
Central American aovernments as & 1. ~cecial Mission
by Executive Agreement on October 30 " 4:%,  Article T

of that Agreemeri provides:

"The Govrern the Uniited 1 . 25 of &merica shall
send a syec: sl mission {(ROCHD: ¢ L ainhal l.aison
with the Centvyal Americanr regic 0 integration enti-
ties, and Lo rWﬁer to assist n w EOLnt ﬁifof+ of
the Centrx: Zmsrican nations to i

social > tnrough the prov

tegratiorn, =all provide such T technical
assistance as may hereafter he o s v the re-
spactive renional integration e 1i1es and approved
by representativas of the agenc. : agencies desig-
nated by the qu&ernment of the . tad States of Amer-
ica to administer its resporsil _'ries hereunder, "
Under thisg Charter, RCCAP is not 3 zart of a specific

embassy, but relates to five, Tt ha: »nlitical and econon-
ic reporting and representation respo.s 2ilities which are

&oas an f

ok

normally perforred by embassies, - - fong

dependency. Tt i

n

set up to deal wit.. ' integration, but
half of its worklioad is related to s« wioing the five coun-

try misgions in Central Emerica,

The diplematic functions have Yoovowme increasingly gig-

nificant aspects of the ROCAP worxlo.: ¢ the lignt of =he



continuing impasse between El1 Salvador and Honduras, the
political implications of the work to restructure tne CACM,

Cx as their

€3]

I

1

the disposition of the five countries to use
common secretariat on a wide range of trade and economic
pvroblems, and the impact of regional positions on national
policies and of national actions on regional grouné rules,
ROCAP's reporting on and analysis of regional political
and economic develovrents materially facilitates coordina-
tion and harmonization of regional and country positions
which is indispensable if realistic and accurate reflec-

tions of regional developments are to ke presented to

State and AID for appropriate decision-making,

Thus, through frequent consultations with the Ambas-
sadors and their staffs, the ROCAP Director and his staff
seek to achieve a realistic appreciation of the status and
prospects of the integration movement, and at the same time,
since the five national governments are the real architects
and builders of the integration structure, the U,S. emrbas-

sies in Central America play a critical role 1n obtainin

3

national support for regional integration activities,

Functionally, ROCAP maintains with the five Central
Amer ican USAIDs a special relationship which grows out of

the integration efforts in the region. This led the Latin



American Bureau to =2dopt the recommend. -
Harrison Task Force ¢ » ef fect il

e Dentral Amer o

L E

opportune to merge

regicnal operation, 2 coordinating rie
patible and mutually reinforcing reais
grams in Central Amer ca was needec
Coordinating Committes ‘MDCCY has Teao
of deoing business in This region, Thr
six Missions are foroirng a common #Urs
programs,., This coordination is demons:
presentation, Not oniv have the USATID:

butions to this DAP, Tut ROCRP has draw

and DAPs in developinug its str

n

ategy

implementation of the approved DAP sty=+

tinue to work closslv with all five emsos

insure mutual agreersrt on and compat i’

policies with approvesd country posit tons

ROCAP's relatiorship with the 78270«

provision of a wide range of technical

ices which the five country Missions

4

§]

z full-time ba«
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CENTRAL AMERICAN INTEGRAT

PART A

POST WORLD WAR ITI BACHGRCUND

After wWorld War II, the {entral imerizan countr:ie

began to stir. Traditiocornally rural societies, thev ex-

ported agricultural oroduc+ts and imnorted manufactures

from abroad. The rural sector accountzed for <he ~aior

part of the GDP. Land ownershin was Joncentrazed in +h

hands of a few powerful families. Large numbers of rural

families lived on small acreage, often on ~—arginal land

The public sector was weak, with few irnstiturtions organ-

ized to provide public services. Infrastructure was

minimal, with few paved rocads and little or no corrmuni

tions or electric facilitias. There was a1most no traie

among the five countries. Trade patterns were almost

exclusively oriented to selling primary products on the

world market and buving from aczroad. The sredominant
flaver of their economies was mercantilisst, and their
social svstems reflected wes-tiges ¢f the Spanish feuda

order.



In this pos~-¥3yr era, rofolm siLw o oemooe it the

five countries. .25y assotiatzd v 28 with ohe dovel-

opmental phiios~sic of Dr. Raul 2 L b

General of the 7.k, Eaonomic Commis: Yoar Laoin America

(ECTA) , who adwvoosoosd induastriasliz:

m
—
ol

gration to exn

come 1ts underdo o iaon

At the same me, with +*he ass - ore orf BRID prede-

cessor organizati
to build the instit:itiornal framework - woreviding agri-

culture, healzh, odcation, pukliz -

and other

essential sevvices oy thelr peop.e. o process of zo-

cietal meodernizat the teginnint 7 = niddle class and

an awakening to he need for broadev ovrizipaticr bv the

[
6]

mass of the veoris were elements Wi

sions, entered nat.onal ccocnsciousnes 2% pelitical action.,
In the esarl- 950°'s, bthe Carbra ToioriTan

had kheen considering how to overonmo to ds -

velopment caused v their limited oo el oas small,

igclated ecormormic: in thne wld-l0700 ) vrzate ”




the Organization of Central Americar S2tates (0DECAY as
their politico-cultural foru.a for coooperation. Akzout zhe

Jan meeTlinIis wolon

(1)

same period, the Ministers of ETgonomy o

3

gave rise to joint declarations indicating the intentioc:

Q
3
v
)~

to work gradually toward the formation of a regi
system of ecconomic cooperation oOr integration. Iuring
the earl: vy=ars of the movement, studies were comolezed
and contacts bpegun, first between vairs of couniries and,
later, on a multilateral and, firnally, on 2 five-nrnation
basis. Theilr vurvose was to increase <rade —hrough “he

mutual granting of preferences.

The United States was not arn early active prooconent
of Central American economic integratiorn. The role Zell

to ECLA. ECLA followed the thesis that countries fell

—

S They were either

generally intc one of two categor:

0]

industrialized, or they were raw mater:al producers. The

0

latter were dependent on the former because of the woor
terms of trade affecting raw materials, Iatin Amarica

was in the dependent category, ard industrialization was
the wav out. Import substitution was zhe Iirst ster =0

industrialization. 3ut, when =2opelied -0 Central Arsrica,



maraete S T

secured fins=oile . LEoLmTAanca oy bb colTres o Tor

the first rerico rstitutionsg -- - c, IO T and I

The achiever~n~: .7 taig sersod are o0 wasd i =3

of treaties, ma.sls on commercia: ¢ 0 . and o2l fraps-

port. A Multiiztorzl Pree Tradse

1989, However & sxtert of nmrod r
failure of Hondar +« and v odisoosuraced

the integratisn.:iz whoss spir:ts Carvtrner dampened

by a concomic-uan®

Concurrent!ys  owevey, She i FRNE

[N

appralse its ati:t.de toward regior: tagration schemes

emerging in Tar:- Lmoyg .ir 4 IRETE

secretary o S0 JEe R Tins Loormiy

1/ For appl.ed i 4 t o ST .
adminisia Ny '
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national sources in esch country,

For Reserves:

* ROCAP calculations.
**  May 1974
P Preliminary.

IMF,

Internationel Finanrcial Statistics

CENTRAL AMERICA: SUMMARY OF BASIC ECONOMIC DATA
Guste- El Sai- }Hondu~ Nics - Costa Total
mala vador i ras ragua Rica C. A,
Population } 1 : ‘
-1973 (millions at : f % :
mid-vear) 5,751 3,814 2,861 2,222 1,887 16,338
-Rate of annual i : ‘
growth (1970-73)% | 2.9 3.5 3.5 | oae 2.8 3.2
! j
Gross Domestic ProductP i |
| |
| i !
-Total 1973. Millions : | |
of 1960 CAS 12,150.9 1,133.2 | 637.1 760.5 1,012.3 5,694.0
~Per capita* CAS 374 i 297 223 342 ‘537 344
-Annusl growth ’ ! !
1970-73 6.5 1.8 | 3.9 4.1 5.1 ] 5.3
Exports 1973F ‘ |
i ! |
~Extraregionsl % l
millions of CAS 298.5 ! 251.6 223.5 215.2 273.2 1,262,0
~Intraregionsal ' j
millions of CAS3 137.7 106. 8 13,3 61,5 69.2 388,53
Reserves June 74 . i
| |
-Amount millions of 8§ 232.8 63. 4 41. 6} 1Bl 3=~ 35.3 554. 4
~Months of imports* 6.9 2.0 2,0 6.8 | 1.0 3.7
!
Central Government Tax | ' ’ i
Revenues as % of GDP !
1973* 7.5 11.6 11.31 10. 8 13,9 j 10.3
SOURCES: For population, GDP, Ixports and Tax Revenues; SIECA, based on



PART B

THE COMMON MARKET

At the conclusicn »f the visit of - enident Lemus of
El Salvador to Washington in 1959, he are :resident Eisenhower
issued a joint communigué which stated: ‘the establishment
of an economically sound system for the nt=gration cf the

economies of the Central American Republ:~= and for a common
market comprising those nations would be beneficial and would
receive the support of 1 Salvador and tha Inited States."

On December 13, 1960, a General Treaty for Tentral American
Economic Integration (General Treaty), winned at Managua

by the Govermments of Guatemala, El Salvador, Honduras and
Nicaragua established the Central American Common Market
(CACM) . The Treaty entered into force in June 1961. Costa
Rica subsequently executed an instrument :° adherence

which entered into force on September 23  1962.

Institutional Mechanisms

The General Treaty established the Central American
Common Market. It created a Permanent Sco=otariat (SIECA)Y,

with headquarters in Guatemala City and rhe Central



American Bank for Economic Integration (CABEI) located in

Tegqucigalpa, Honduras.

The General Treaty provided for unrestricted recivprocal
free trade among the five countries for almost all rnon-
agricultural products originating within the region. 1In
essence, the CACM is a loose knit free trade area with
aspirations and institutions designed to move 1t toward
higher forms of integration. It encourages industrializa-
tion via uniform tariff protecticn but has not achieved
the status of a customs union. It does not have a common
currency nor common monetary, fiscal and credit policies.
Free movement of factors is limited to cavital and there
are restrictions on the movement of certain agricultural
products considered essential to domestic consumbtion,

The priority of the members is their own national develop-
ment goals. As a result, the members have given up
sovereignty only in those areas which will not infringe
upon the achievement of these goals. The challenge

facing the CACM is to dovetail national and regioral

priorities.
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In subseguent -u-rs furthe were reached;

3]

among other things =nese {1 estabilishs © 7ommon tariff

2 an institutio-

on goods from outside the region; (&

nal structure to manaues z2nad further de: +.o the Common
Market; and (3) promeiad develgprent o Tustry and the

physical infrastructire, mainiy roads, + fazilitate

regional trade.

Under the General Treaty. the Tive -: ntries had

adopted by 19569 more than 30 protocnls -7 facilitate the

s

flow of trade among the five countries :-7 o stimulate

. . . , , . 1/
industrial investment needed for expand:ns rrade .=/

The
principal protocols ocsvered the creatin- ~f integration
industriesg/, equalizacion of import tz- *fs, economic
association, fiscal incentives for iaves-ia2nt, a uniform

Central American Customs Code, export nroaation and

organization of CABRI. One, the 1967 "o oosl of Limdn

on Basic Grains, was zimed at harmonizi i agricultural
price and supply corditions in the five o untries.

1/ It should be noted that each of the » nrotocols reguired
£ i

legislative ratification by each 2o v,
2/ An integration industry is one whis 5 allocated to one

country by agree . of all mootovres (L.oe. tires
to Guatemaln, pulp-paper to Hondava-
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Markxet (> . Besidecg Tov.T o2l orIanizZationg sao

up under e Treaty -- ZIRCAE and _A270 -- the regicnzl

3
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rachinery nyv zhe late 126C's hod orowr w2 encITrass 2

wide rangs of activitiles, Fpecial 2roarlzatlions set uo
prior to the General Treatv zasscclizzel themselrag wisth <he

CACM and new bodies were created. 7T r27ion2l networs
included:
The Central American Mone<zar. T2 roil wnose exetutive
secretariat marages tiho TL Monmernre Siabilizacion
Fund O 2IMAR - the area s Tirn. 0w ard othe Tencral

Aamerican clearinghouse.

ied research on aZitTina znt den

irdusctroial technoloav.,
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was made by the Central American Economic Council (the
five Ministers of Economy). 1In its Resolution No. 34 2f
March 22, 1969, it adopted a plan designed %o further in-
crease economic cooperation by establishing a cus<coms
union and a capital market, promoting extra-regioral
exports and improving the coordination of policies re-
lating to manufacturing, agriculture, infrastructure and
monetary management. This plan had hardly beern adopted
when war broke out in August 1969 between Honduras and =1l
Salvador. Progress on Resolution No. 34 was zlocked, ani

the whole integration effort was seriously shaken.

The "Modus Qperandi"

A major effort to overcome the crisis caused bv zhe

war and to get the integration process moving agaln was

=

the resolution adopted b the Foreign Ministers .o
December 1969, pursuant to which they created an ad hoc

committee to reorganize the Central American instiltutional

system and give new life to the organs of the Gereral

(R 1}

Treaty. The Committee was to take on "the revision ¢

treaties, conventions, protocols and cther inszruments



which form the structurs of economic ir-<oration in all
necessary aspects, i crder to complete 't s nrocess of
restructuring and strengthening of Centr:i. imerican Econ-
omic Integration." While restructuring +a: in process,
the Foreign Ministers recommended that '+ Fconomic
Ministers establish a "modus operandi" a: = sort of an
interim executive for the Common Market. <1 Salvador

refused to sign because 1n its view the proposed draft
involved an unacceptable transfer of resources to Honduras.
As a result, the Ministers of Economy were unable to reach
agreement. Following this the Governmen= of Honduras, by
Decree No. 97 of December 30, 1970, undertook measures
designed to promote its own national praivation, suspended
free trade with the rest of the region a-d broke with the

common external tariff.,

The"Comisidén Normalizadora"

Meanwhile, a free trade zone compcs=7 of the other
four countries continued to function, although with an
increasing number c¢f unresolved problemrs. Further diffi-
culties were causec by monetary and firancial problems in

Costa Rica which led to a balance of pa ssats crisis in
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PART C

ACCOMPLISHMENTS OF INTEGRATION: 1960-1974

(Se)

Intraregional trade grew from $33 millicon in 1%60 tfo
$390 million in 1973, or at an average annual compound
growth rate of 213%. Whereas, intraregional trade con-
stituted only 7.5% of the total external commerce of the
five C.A. countries in 1960; this proportion increased to
23.6% in 1973, Thus, intraregional trade grew considerably
faster than exports to the outside world and the inter-

relationship of the economies of the area has substantially

increased.

Intraregional financial transactions demonstracte
this interrelation. Payments effected in Central Armerican
currencies through the C.A., clearinghouse increased from
CAS$24 .6 million in 1962 to CAS$322.0 million in 1973, or

at an average annual compound growth rate of 26% during

this eleven-year period.

There has also been a substantial increase in public

and private investment. Total Gross Domestic Investment



- 26 -

{in constant 1960 prices) rose from $3%. million in 1960
to $845 million in 1972. value added % manufacturing

{in real terms) in the period 19€0-~1972 icreased at an
average annual rate of 8.1% while the r:1v .0 of manufac-
turing to the total output of goods and :nrvices increased

from 13% in 1960 to 17% in 1972.

There is a c¢lose tie-in betweeaen th= srowth of intra-
regional trade, the expansion of value :dded by manufac-
turing and the growth of gross domestic 3~vestment. The
interrelationship is due, on the one hand. to the dominant
role of manufacturing in intraregional =~rade, and on the

other, to the role that both private and yublic investment

have played in expanding the size of th« JACM since 1960.
Over three-fourths of total intraregiona! trade consists
4/

of manufactured gocods .’

4/ The latter was calculated as the sun of the following
four categories: <Chemical Products Manufactured Goods
Classified by Material, Machinery ani Transpert Equip-
ment, and Miscellaneous Manufactured 2roducts. Food-
stuffs and Beverages were excluded though these also
contain a significant amount of value added by manufac-
turing. Their inclusion would raise the proportion of
trade in manufactured goods to substantially above 75%.
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fed by increased investment (particularly punli~s invest-
ment financed by expanded official capital inflows), in-
creased foreign exchange earnings from exports of nrimary

products to the outside worlid and growing incomss generated
by expansion of a number of kev econorin sectors, partic-
ularly, manufacturing, industry, constructicn, ut.lities,
banking and insurance. (2} The development of manufag-
turing industry in C.2., has not been limited to the produc-
tion of final consumer goods, nor the assembly of imported
components. The significant growth in a number c¢f manu-
facturing categories consisting largely of intermediate

and capital goods bears witness to this fact. In other
words, the new consumer goods industries have given rise
through backward linkages to the development of enter-

prises supplying them with intermediate goods and services.

The growth of manufacturing in selected industries
where intermediate and capital goods predominate is

illustrated by the following table:
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It is less likely that a firm will encourage the produc-
tion of capital intensive goods since potenzial supvliers
cannot compete with the manufacturer's dutv free imborts.,
However, labor intensive suppliers compete berter with
duty free labor intensive imports. Hence, manufacturers
will tend, via backward linkage, to either encourage
labor-intensive supply industries or encourage 1mports.
It is unlikelv they will encourage capital intensive

suppliers.

The CACM is obviously not the only causal factor of
increase in trade, investment and manufactures. The

h

efforts of each of the five countries inderendently o©
the CACM were significant., S§IECA noted in its Decad
Study that the average annual growth rate of Central
America's GDP rose from 4 .53 during the 1950's to €.3% over
1962-1968 and estimated that the CAMM accounted for about
1.6 of this acceleration. In a prelimirary analvsis of
the "Benefits and Costs of Economic Integrat:ion in

Central America," the SIECA/Brookings Research Unit



concluded that, through 1268, "annuzl wsi zre gains from

. . . c e 6.
integration reached 251313 miilicrn."™

Another of the mador accomplishmer’: ~f this decade
has been the development of a2 regional irirastructure.
In communications, where no effective ara rapid inter-
country structure existed in 1960, thers .3 today a net-
work that links the cointries and perm:.:s zasy contact.
In power, the primarv thrust has been zt e national
level; however, over the past several +v=2ars, plans for
interconnecting power grids between and saong the five
count ries have bheer developing rapidly. In ¢ivil avia-
tion, under the stewardship of a regiona: organization,
technicians have forged close working reiztions and are
drafting plans for a long-term regicnal siogram. Then,
too, a Central American Port Commission .1as been created

to rationalize and make compatible nati~ia! plans.

One of the most dramatic accomplishments was

construction of highwavs. Although work «- sections

6/ William R. Cline, the Brookings Insti+ution, Benefits
and Costs of Economic Integration in ‘eriral America,
Preliminary Draft, Tulv 1974, p.43.




of the Pan Americar Highway bezan as early as the 1940's
it was not until %re 1940 znd 1272 rveriond thas 2 road

network linking the five coun®ries was
place which facilitated the flow oI zoods from country to

e - . 4
art the nre-19¢

country. For the most

g

of narrow roads radiating in a starliike vpattern from each
capital; todav, regional highwawvs link ma“or Zities,
ports and production centers throughoust the five Zoun-

tries. The total length of paved reads has about dounled,

The mounting of a network of regionza: institus:ions
has taken place, and these institutions are in place

despite the Salvador-Honduras Wwar., The onlwv institutional

casualty of the early 1970's nhas keen ODEZA, the political

arm of the integration movement, In July 1973, <he Foreilgn

Ministers of Central America suspended its overat:ons and
relegated it to caretaker functions for "reasons of
economy” until the restructuring onrocess s decided upon.
Nevertheless, some ODECA subsidiary organs fi.,e. the
Central American Defense Qrganization and SITCZAY continue

to function.



The other ins+tit - icns onare oord - "o operate and
to receive budget cor-vibtions from 1 cazrnments and
private sector of Cen:ral Americs rivre o period,
some organizations hav bhaen more afife “han others.
COCESNA and COMTELCA heve Deadlmsa Sol. o - nical bodies
recognized as substantive, subject-watrs ‘ezders with
their own budgets and programs while ot - like FUPAC
and PROMECA are still struggling to =aft: ! s themselves.
A few organizations found it necessary :ettle for less

ambitious goals than originally contemp!:-t=d and have
played less significant a role than arnti.i-ated. 1In
addition, some organizations -- especia. i, in fields

like agriculture, health and educatior - rnever ijelled.

However, six or seven institutions have emerged as
mature leaders in Central American devel ::ent and inte-
gration. (1} SIECA has progressivels b =lened its scope
as the Integration Secrstariat; it has b the leader in
redirecting regional attention from trads - the broader
issues of development:; and it has played s si1gnificant

role as the Secretariat to the Marketin. :+d1 Price



Stabilization Committee 'T0VrRY i Zorreirns on the agri-

cultural problems oI Juntral Lroerion, "o TAEED nas

T

assumec a major role In finlirma IrCETratIion Uro~enTs as

well as mobilizing reaionzl @ra < ol resources fov
Central American develourznz. C3 0 Thie U oMansTary
Council has become tne asoeos ol cettanat Yoy socrdina-

tion among Central Banxs, for 3107 relew oI TOnEetary

and fiscal problems, for oweratirny 1w rozional olearing-

house and for managing the 7325, 4P IZZITI tas ITown
to become the recoanized reyrona. _sader n oartviied
research and technolog:.. (2 INITAT inm less than tern
vears has become the "Harvard 3usiness -ohool’ 2f the
region and is onre of the zrimary soulrces S3r Yoo marnage-

ment training and improvencnt, T ITh nmmEs ozontinued

to be the principal cutlic administratis: frairing center
in the region, shiftiny 1ts Zoous from gradoacte level o
in-service training reeded T TOUnTrlies o 1mDrove

public services. (7)) INCA® mas steadil increased izs
nutrition training and research cawnasiiity and 1s devel-

oping its advisory servizes for helging the .4, countries

formulate and carrv ouT UroICams.,



The trade, infrastructure and inst i 1tional network
which the CACM stimulated brought witt i~ a number of
indirect and non-measurable benefits, in-luding an

expanded interchange of technicians. a‘lrznces in capacity

to absorb technology, more scophisticataed appreoaches to
problem-solving and an awakening to the —pportunities of
integration beyond the narrow limits «f free trade.

Above all, experience of 13 years has i=d to a realiza-
tion that to attack the basic problems ¢ CTentral American

development a broader, more comprehensi-re focus was

required.

PART D

LESSONS OF THE INITIAL EXPERIENCE

Despite the substantial progress not=d above, the
fundamental development problems of the Isthmus were
only peripherally attacked under the Gereral Treaty.
Increased intraregional trade was not encnigh., The root
causes for regional underdevelopment hase been identified

by the Decade study, which has helped ‘ocus Central
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rerican thirnxing on four major areas needing integrated

action in the next decade:

1. Rural backwardness, as reflected in cer capita
incomes equal to no more than 40% of urban incomes, low
productivity and high rates of illiteracy, malnutrition,

and mortality.

2. Widespread unemployment and underemployment in
both rural and urkan areas together with unequal distribu-

tion of income, SIECA estimates that urban unemployment

~ay

ranges between &' and 13 while unemployment plus under-

employment in agriculture 1s estimated at 44% of the rural

7/

; / . - .
labor force.— GAFI;AQ' estimates that the poorest S0 of

m

Central America's population contrels only 15% of th
area's GDP and has an annual per capita GDP of only CAS74;

while at the other end of the income scale, the highest 3%

7/ SIECA, Qverview of, El Desarrollo Integrado de Centro-
américa en la Fresente Década, October 1972, pages 28-29,

Grupo Asesor de la FAQ para la Integracidn Econdmica
Centroamericana.
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more resnonslve 0 reJional as opposed to natioral interests,

141

to expand theilr decision-maxing powers, and to assure thelir

financial indevendence.

Any restructuring of the TACM, however, must overgcome

the following critical impediments to brecader integrazicn:

1, The .necual sharirg of the benefits of integration.

Guatemala, El Salvador and CJosta Rica were endowed with 2
more advanced infrastructure, technology and maracerenc

capability at the time the IJATM was formed. Independentlvy

and through the CLCM, Wicaragua followed oolicies designed
to attract forelgn capital and encouradge trivate invesTmenrt.

As a result, these four countries attracted more new i1ndus-
tries than Honduras; and trhe latier has terded €0 serve as
a dutv-free market for th
value added by manufacturing indicates that while Honduran
manufacturing industry has grown over the period 13980-7
its grcowth rate has lagged behind that of its ZADM pariners.

The industrializazion cap »as increased.

10/ 2t an average annual real

compoiand raze o2 £ .3



2. Intrarzgicnal trade deficit: . There has been a
tendency to estimate the distributizr ~f benefits and
costs of integration mainly in terms: =  intraregional

trade balances and for countries to -r:laterally take
actions to redress imbélances. The <leficit countries, in
particular, have tended to adopt a nrrow mercantilist
concept and to assume that countries showing a surplus

in their intraregional trade have gaired at the expense

in
ot

of their deficit vartners. During mno vears since 1965,
Honduras, Nicaragua and Costa Rica have run trade deficits
with the rest of the region. Nicaragua and Costa Rica
have taken corrective measures either to control their
deficits or to channel trade in suppcrt of national devel-
opment objectives, hut Honduras' trade deficit has grown,
both under the General Treaty until 1970 and under the
bilateral agreements in force since 1%72Z. Thus, Honduras'
deficit, which increased from CAs$13 mi.lion in 1966 to
CA$36 million in 1970, was a major fzchor in causing

Honduras to suspend free trade with the CACM at the end

of that year.



3. Conflicts in development vhilosophy. There are

some differences among central banxers ard oDolic
on the extent to which monetarwy, fiscal and credi- wolici
should be emploved in the pursuit of domestic develonment.
For example, Costa Rica's expansionary policies in 1971

and 1972 resulted in bhalance of pavments oroblems and led
to the adoption of a split excharge rate. Jos%ta Rica
more conservative neilghbors took a dim wview of suzh

"irresponsible" actions and successfully exerted ctressure

]
b
4
1
(¥
3
4]

on Costa Rica to reunite the exchange rate and dev
colon. The Costa Rica case demonstrates the need to
coordinate monetary, fiscal and credit policies as a bhas-

ic condition for more effective integration.

4., Opposition of special interest croups. While

some groups find that their interests are well served by

integration, others prefer a protected national mar:

N

et
The abeclition of intraregional tariff and trade barriers
affected adverselyv the interests of producers interested
exclusively in the domestic marxet. These domestic
producers applied pressure on their governments tc halt

or restrict importation of CAZM products. As a resui:s



the movement of grz’ns has been seriouslw restricted, and
even manufactured products have occasiona’ly been turned
back or taxed at the norder.

5. Failure cf the "System of Integrated Industries."

A basic premise fcr <entral American integration was that
new basic industr:~s would be equitably distributed among
the five countries of the region. Two 2asic tools were
devised to accompl.sh this purpose: Tha Agreement on

the System of Central American Integration Industries,
signed in 1966, and the Central American Bank for Economic
Integration (CABEI). The Agreement has not worked well
because the five countries have been unwilling to concede
monopoly positions to each other and risk the price
increases that such monopolies might entail. No real
accommodation has been reached among the ~ountries for
allocating these industries, with the recsult that conly
two such integrated basic industries are currently in

1/

' . 1
operation.—

ll/ The tire industry in Guatemala and the chemicalil and
fertilizer industry in Nicaragua. 2 flat glass
factory and a oulp and paper plant were assigned %o
Honduras, >ut “ae not been develore fo date.
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convinced Central Americars to adopt a single regional

dustrial incentives law.

4. Developing jointlv skills and technologv.

(ER

nicians and managers can be tra

economically in specialized regional institutions zTraini
pecople for the whole area in lieu of secarate nztional

institutions. Comrarable ecconomies <arn be obrained in

research and experimenrtation by coordirnating naticnzal
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efforts into overall regional

results,

5. Pooling of resources and sharing exgerience,

Much 1is to be gained if the experience acguired v 2

national organization can be made availablie Immediatelw

to the other countries. A number o7 rezxiona. institu-
tions provide oprortunities for such sharirg as one 0
their functions: e.g. PROMECA in the area of expor:

promotion: ICAITI for industrial technologv: II

in agricultural technclogy: and SITZA in <ourism., In

the monetary area, the C.A. Monetarw Stab:lization Fun
b "

promotes the pooling of Zoreign exchange reseres and

bty

ned more efficientlv and

1

d



facilitates the obterntion of foreign c¢rei:zs for balance-

of-payments assistance.

6. Facilitating the Free Movement: 2f Capital and

Labor. Greater freedom of movement of iabor and capital

within the region should tend to raise v -ductivity and
income. At the present time only capita! and scarce

albor have

categories of professional and technic=!
relative freedom of movement. With the ewzeption of
seasonal migrant labor, unskilled workers are not free to
move in response to wage inducements., 7The C.A. govern-
ments presently do not consider lack cof labor mobility

a meaningful constraint to the achievement of national

economic goals and hence do not consider :7 a problem.

Part of the reason for this view is tha! - nemployment in
all countries is high, and officials ar« under pressure

to restrict access to available iobs toc “reir own nationals,

A less pressing, but nevertheless material constraints are
the uncoordinated social security systems. antiguated labor
laws, border crossing problems, which all =-end to discourage

labor mobility.
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Considering the akove, the integrsition process needs
to be strengthened since it is unlikel+ “hat the process
of import substitution will ke able t¢ wprovide, during
the latter part of the 1970's, the dri-ing force for
integration that it provided in the si~ties. The Central
American countries will have to dewvelor: their rural sectors
and orient thelr industrial establigshments to processing
agricultural products, producing their cwn intermediate
goods and attempt to orient their production of manufac-
tured goods increasingly toward the export markets. This
will call for substantial institutional and policy changes

which can best be executed at the regional level.

Central American integration, then has two significant
dimensions: its institutions and a jur:dical structure.
The key institutions have withstood political crises and
continue to take the initiative in diagnosing the problems
and constraints to Central American development and in
suggesting cures. For example, they have introduced new

dimensions to regional development through the Decade

Study. Attention to the rural sector, employment, more
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CHAPTER II

INTEGRATION'S FUTURE: A POLITICAL DECIZION

The Common Marxet and its comporent :nst.zutions, s2hen

represent no rmore than the first stage of lentrzl Zmer:can

D

integration, Free trade was the initial conperzzive mecha-
nism for develoving the five countries; Tut the original air
was not a fiull-scale regional developrment nrozram, The exga-

riences under 72 General Treaty then lei o effcrts T the
late 1960' s %o kroaden regional cooperation for develcopment
-— efforts which were blunted by the EFl Sal-ador-Honduras

War and its azftermath. The HLC has callef far '"an econo

H
-
o)

and social community of Central america" ded:cated o loni-
term regional development to replace the CLCM, Tre decisior
on this recommerdation in each of the five Zevurlics w:ll
provide the reazl test of their political will %o *rade off

the more narrow interests of certain doresz:ic nDressure

groups for the hrcader opportunities afforded - rezional
development,
PART 2
1 SALVADOR-HONDURAS CONFLICT
The major okstacle to meaningful Zelate on Zuzure in-
tegration remains the impasse between Z1 Zalwvador and

Honduras, XNo responsible Central American expects rati-
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of industries, spec:zl var:itf

of capital.
not keen disposed to rake gore

Honduras. This will L= oas of the major

solved once the countr.ss eain debate an

future Central Americar inTegration,

COUNTRY ATTITUDRES TCWARD

The building blccks for Central Amer .
are the five countries. Tha major gueshi o

of integration is whethsr the political wil

five countries to meve “heir prasent imeoas

area to a higher level of regicnal intecrsut

The regional ervironment 1g the swh
and reservations of the five cvountries,
national machinery -- only reuionzl insv

subject and responsive to the guidelines

ments, The CACM has an irnsticiticonaid 1o
transcend those of +hs five countries or.

five are willing to wav tre bille and ao:

The CACM is a fragile mach

forts are dependent on the degree to wh.

COMICeES LOnE
El calwads ard ot ather O

“han “imue

TNTEGRS

.

qind the transfer
wartners have

soncessions to

~ages to be re-

1 tegotiations on

TTON

‘an regionalism

on the future

L exists in the

fact free-trade

Lon.

the attitudes

are 1s no supra-

. Fions which are

the five govern-

-

nd programs which

=

w long as the

i

the results,
‘ntegration ef-

rhe five partner



states see advantages to their self-interest and internal

development,

The pall cast on the integration movement tv the con-
tinuing impasse between El Salvador and Honduras has di-
minished the enthusiasm and drive of the early 1960C's,
Despite clear and reveated recognition of integration as
the only viable path toward vigorous development, public
and private sector skepticism about future progress of the
CACM exists in all five countries, With ODECA's activities
suspended, no regional political forum exists. Tre short-
range political interests of the five countries strongly
influence their approach to regional questions. Hence,

E1l Salvador blocked the increase in CABEI's capitalization
in early 1974 and Guatemala, to avoid price increases for
integrated industries, has blocked Meetings of the Vice-
Ministers of Economy which were the forum designed to deal
with day-to-day problems of the CACM. Honduras nhas koveot-
ted Meetings of the Economic Council since 1970, and the

overall policy-making machinery has been immokilized.

Nonetheless, the countries have continued to relyv on
the regioconal institutions to carry out their approved pro-
grams, The five continue to make their annual contritbutions

1/
to the budgets for these institutionsT All five give em-

l/$ote: the $180,000 per year country quota for SIECA was
crorezsad by 5061 to $270,000 per year in the fall of 1974,
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vitalize the TACM, The Ministers of Feoreign Affair

oonemy Jointly set up a nigh-level, inter-minister

-- with the representation of saveral o
Tentral Bank and the private sector --
positions for HLC discussign. Theo Gora
riew representative to the HL™, Dr. Tarl
a former Minister of Fceonomy who is con
best qualified persons in Guatemala for

isters have begun to take 2 mcre active

And in the Tuly 29 to 2ugust 1 meeting

took the initiative for setting a firm

preparation of a new tratado marze which now 1

mitted to the five governments by the end -f 1

However, it is still tco early to determine wheither

these moves will be converted into zust

Guatemala for moving Tentral American inte

Guatemala's primary concerns remain tie
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problems. Thus, althcugh Guatemala shc
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uncertain 1f it has Wil ~a35 hard toward

the zchieveroni of ros cawaels ol o renr
Honduras
Honduras ' Drimatry SOonoarn 35 19 oo irz2rnal develop-

meant The Lipez Ioveromant has Truns ad - cad-gauged na-~
tional developmert Flar Tos atiitans 4 integration
will depend greatly or bthe oreforeniinl “ment and ar-

rangements that TRUM partners sre oo =~ to accord Hon-

duras in a restruoctured intzgration nmeov: s

Honduras has long felt thzt the ovou o ~ules for the
CACM have not keen responsive Lo wts aee . It has repeated-
lv asserted that it «ill not return to f rzicipation

in the regicnal marker =¢ set up undaes t savnl Treaty

toyzl wraent .. rn Guatemala,

cf Managua.

restored

pd
1

Nicaragua and 7Tosta Riza, Honduras has o e

its trade with trese courtries on toerms o “ azcord prefer-

or
N

ential treatment to Heordurar productts. future cocopera-
tion in the Cartrul 2worican oomse i +wditioned on the

new policies norme s-d eosters b o™ Civ ol
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from the work of the HL7T 2angd 2r froxm the

is @disapoointed with its crowth rate and induostrial develop-

Ft

ment as compared to those of its partrers. 3Although most of

ct

the Ministers of the present Lépez regime have worked in TACM

N

institutione and are perscnally committed to integration,

their primary concern 1is that Honduras catch up with its
vartners., Their goal is eguality with the cther CA coun-

triez, not equal opportunity. 2nd in its naticnal planning,

n rapid mobilization of
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internal resources and social charge as 2 result of bro

scale state interventior in the ecoromy and sccietvw —-- an
emphiasis which has aroused some su=piciorn in Nicaragua, Guate-
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problems from its ovn national viewpoint
ened Tentral American sommunity, bat not

litical cost of weakening its bargainin.

duras. Then, too, ultva-national fac-iaor

country which view 1nu=aration anc econar

integration as a betraval.

Nicaragua

Nicaragua has hesn = constant suspo:
tegration. Both the partisans and oppor

have taken strong pro-integration standse

support of the regicnal ideal.

The key political “igurc in the o

Somoza, who has been elrcted to a2 rew Lo

attitude and approach are the paramount

Nicaragua's commitment *+o the regional -o

tions are realistic and self-interested.
far better than his colleagues in the o
pitfalls and lim:tations of common actic
American States and hes skillfvlls cond

affairs with an eye o maiy impact on

i~ wants a strength-
~he domestic po-
“ition with Hon-
x1gh within the

concessions for

v of regional in-
of General Somoza

ariri have expressed

remaing General
President. His

s in assessing

wranity. His posi-

n has recognized
rountries the

 the Central
Tis country s

~nal development



and priority rnational interests. 1% was fomoza who first
saw the defects of the General Treaty in 19€&-€7 and tock
steps within the CACM frameworkx to rectify them inscfar as

Nicaragua was concerned. Sfomoza is the least likel

w
e
{
}
”“
]
it
}J
0
1
¢t
o]
w3
{3

Central Emerican leaders to be hustled into

for the cause of Tentral American unity.

Nicaragua will be a critical factor in determining the
future route of regional integration. I%s unigue onolitical
situation affords it more stability and pelicy cohesion than
its partners. While Somoza carries considerable weight with
his colleagues, thev suspect and sometimes fear Nicaragua
because of the continuity of power that the Scmozas have
held over the countrv for more than 40 years. Thev recog-
nize the power and connections Sfomoza has throughcut the
region. However, thev recognize that he has ta%ken zn active

role in trying to keep the 7ACM functicning and in seeking

to reconcile El1 Salvador and Honduras.

Costa Rica

A late-comer in adhering to the General Treatyv, “osta

Rica recently converted its initial lukewarm participation



to active advocacy «f a3 strengthened Co

munity. Presidant Dduber, more perocept |

of regional unity in =n increasingiv ha
milieu than his predsceszsor, sought a
integration stalemats as soon as he wa:
attitude is based on = practical asses:s
importance of integraticon to “osta Rian,
cent years has emerged as a sighificant
American raw materials and an exporter
This process has provided Jjobs, economi-

incentives to the Isthmus®’ best trains?®

the standard of living, the public educ:i-

expectations of its people, reguire tha-

paid in Costa Rica which the Costa Ricar:

nomic disadvantage when related to trade

ners, And barring the disintegratiocn of

regionalism, it offers Costa Rica a maio

development.

Initially miffed by the failure of

tral American summitri in May 1274, DPre-.

~ o2l American com-

=»f ths advantages
vt world economic
solutior to the
sagurated. His
of the economic
“asta Rica in re-
L. wresgor of Central
“inished products.
woportunity and
-~k force. However,
=n system and the
‘gher wages be
z=gard as an eco-
-i*th its CACM part-
“ormtral American

¢ oatalyst in its

s attempts at Cen-

cent Oduber appeared
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Salvader-Honduras
tions of the HLC =

terms of the dobate

v

o
LI

the negotiations

BEPEN

vecommenda-

“tade marco. The

-~

wuntries, and

neither easy

nor rapid. Furthesre & rsoaf - legiszlatures of
the countries mav well e in ave . ~zult owrocess.
peit o

ITntegration iz 2 fari of 2o07 03 ir Central Amer-
ica. A process kegun a quarter oFf 3 »gs, 1t has
withstood the impzct of a war and o situdes of na-
tional attitudes. fescite sovere v ., vhz dive coun-
tries have not unvave o tbo ot = forced it to
mark time. The pressurs:s ror chario get in motion
new forces that ars ‘nsoibaobhliuv orsh i Zoanana Republic
days into the history hooks ot Tonlos Lo

The centripet:i wuils towar ~n zre far greater
than the histcrics:? -rnd cuiiurea 53 S
They include econom:s arnd bayeer ra- b ot Aas:



s

-- The continuing growth of ¢

rade amorg the five coun-

tries in the Zace of the Yonduras--1 fzalvador im-
passe. The sharp increase in 1972 reflects the
viger of the regional trz2ding bloc. Fircong, vested
commercial, manufacturing and service irndustrs i1n-
terests are geared to regional trade, za2nd thess in-
terests will centinue to use their power 2 maintain
at least the present TATM.

-- The continued functioning of the regional irnstiru-
tions and the continuing country contributions =C
their budgets. Despite uncertainties znd tressures,
the basic regiornal network of integraticn institu-
tions remains in place. +while the £l Salvador-
Honduras deadlock has stopped some irniziatives =g

expand operations or increase budgets, the countries
have continued to support the regicnal bodies, ex-
cept ODECA, and to use their services,

The network of pro-integration professionals. A
generation of technocrats has grown up in regicnal
institutions: this generation sees regicnalism not
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to take acticon which would prejudice their availa-

bilitv, and no Central Americanr country has the

human or firancial capability to build 1ts own sub-
stitute.
Recognition that powerful forces are at work to held

Central America together does not, however, lead o the con-
clusion that dramatic new spurts toward integration zre uoon
us. There is., at this time, little evidence of political
will or disposition in the five countries to make the hard
decisions required to broaden and deepen integration. And
it is anybodv's guess whether the great Tentral 2merican de-

bate will be joined once the HLC submits its recommendations

to the five governments.

]

In all likelihood, there will be no gre=at leap forward
in integration, but rather the steady spirning of the web
of interrelationships. Naticn states remain at the base of
this regional svstem, and., more ever than most bureaucratic
organizations, they traditionallv cede functions slowlvy.

Nevertheless, the five countries now have a svstem that,

despite all its frustrations ard defects, is working and



has contributed significantly to the grih of Central

America.

Integration is not moving forward :r 2 gringo time-
table, but then it :s neither derailed -1-»r abkandoned. It
started without anv past experience. “11:%e Eurcpe or
East Africa, the five Central American: ad no established
trading patterns among themselves. The had a common lan-
guage, but no commen infrastructure. Ty had a common
tradition, but they had no common insti:utions and few
uniform laws. Hence, Central American integration had to

start building the track, the equipment and the stations

while it trained the men and put together the shops.

In the context of these considerat:.r-s, options avail-
able to the five Central American states :eem to be some-
what narrowed. Area experts repeatedly caution against trvy-
ing to predict courses of action which the five are likely
to take and point out that the ultimate decisions will be
made through compromises accommodating ezch's special in-
terests. Nevertheless, there follows a discussion of the
options which ROCA? believes are open t:. the Central Amer-

icans.
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A ve:i 2 to the five-oour

of the Leneral Treaty of v

cies in the Tr
stant ¢ Honduras against

the i trade provision:s

-

he Tresty oo )
trans. T:onel or provision:

naw < was being osut

Actiocn by irndividual state = 1o

Anerican bDloc. The econ-v !

ficier" weight to make t+

native =92 anv of the five

seem Lo Jecognize the wes .

atone: and even in the -

they tapd tc
eacn ~~her., This ootlon

Rica *t=2n to the otner o

a'l zvpesl of Central 2Zmer -

e Lerms

Dat ever

501in a naon-Central

nenefits and emct iorn—

nroem st1l13 carrics suf-

T o seinforvcemaent from




2litical fmion. Tentral America with five
Prasidents, five Tongresses, five fubreme
Trarts, four military establishkmerts Tcsta
Riza has none' arnd five bureaucracies is “uss
not ready to broazn the preoblems 2f pelizical
unizn. Free trade, 3 customs union cor even 2
recional eccrnomics and social community leave
tne national peolicical structures i place: and
anw effort reguiring fundamental changes of 4o
mestic political structures as the next step
regional integraticn has almost no chance ¢of
favorable action bv any of the five pariners
2. In zornsidering the +wiable options open tc
Tentrzl Americans, the time factor is amorng the mc
fizult to assess. After five fruitless vears of
ticns on the Salvador-ticnduras impasse, there 1S
bacisg for calrculating the time frame IZor rernewed
motiosn, particularly irn tho current uncerzain
and regional eccnomil enVironTent.
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tions, can the prospects for further integration be

istically appraised and a timetable constructed for

P )

ling the revised system. WwWithin these pervasive caveats,

a number of viable options appear open to the countries

as they negotiate the new tratado marco:

1. If the countries determine that the Szalvador-

Honduras dispute is unresclwvable two to fou

rt
o3

countries could elect to act without

"

e cthers,

leaving the door open for additiconal adherentes %o

join at a later date. Ffince the original TACM was

made up of four and later dcined bw

this option should nct be passed cver lichtls,

However, it has political risks becauss exzlusien

of one disputant could leave peolitic

ficult to heal.

v
b
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W
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If the Salvador—Honduras dispute 1s resolved beifcre or

during the negotiation, the five countries then have

lowing options before them:

the fol-

2. Ratify the HLC-SIECA propcsals for the new tratadc



Centrzl America, with & cusims union and a
regional authority empowerei 0 manage the

Community.

Accept the principles under ! ng the creation
of the Sorial and Economic owmunity as a long-
term regional goal, but wit! -nly limited initial

steps zuvherized to harmonice selectively eco-
nomic and social policies i whe five countries
and a strengthened Secretar:st to administer the

authorized regional program.

Reform the HLC-SIECA propos:1 to expand the Mommon
Market, with an enlarged scone of regional eco-

nomic cocparation to sucport oxpanded trade.

Reject the new tratado marco »- this time but sub-

stantiallv amend the General Treaty to meet Hon-
duras' specific objections 5 rectify most short-
comings, 1in order to perfect the CACM in its pres-

ent institutional and concep-uzl form.



The imponderables of national interests, pcolitical will,
economic realities and institutional capabilities militate,
in ROCAP's judgment, against options 2 or 5. The region
needs a new treaty to revitalize the integratiocn as a sub-
stantial segment of Central American opinion appears to ap-
preciate this need. It requires real and cosmeticz changes

to reassure itself and the outside world that the berefits

)

:de and develcpmen®t sta-

3]

of integration are as real as the tr

tistics show them to be.

ROCAP's best estimate is that the five governments will
reguire eighteen months to two vyears for making the compli-
cated decisions related to restructuring. The analvsis by
each government, the domestic debkate, the inter-countrv
negotiation and compromises and the naticnal approval proc-
ess -- even in the absence of the Honduras-El Salvador dis-
pute -~ demand at least that amount of time. Then, another
yvear or two will probably be required to set up the machin-
ery in place and to make it operate. This process should

account for a substantial portion of the DAP period.

Hence, the strategy and program which ROCAP is proposing

is predicated on the juridical structure and regional insti-



tutions which now exist. ROCAP has gear=d its proposals
to what is relevant and viable in the prau:ent environment,
It assumes that only toward the end of o DAP period will
substantial enough structural and operati~-nal changes have
been effected to warrant basic reexamination of the pro-

posals set forth in this DAP.

If, however, this assumption is rernarred inoperative
by events in Central America, the stratesv will have to bhe
reconsidered. If the countries accelerate the integration
process or make decisions which vitiate the current integra-
tion effort, a therough review of this 74P will then be re-

quired.



CHAPTER III

FRAMEWORK FOR FUTURE ROTAP STRATEGY AND PROGRAM

PART A

CONCEPTUAL FRAMEWORK

In this setting, the content ard directicn of U8 sup-
port for Central Bmerican integration must be assessed and
shaped. In designing the ROCAP strategy and program for
the DAP pericd, four basic premises underlie the zconceptual

framework:

First, support for the integration movement remains a

pricrity US interest in Central America.

Second, regional development through integraticn remains

the focal point of the ROCAP program.

Third, AID's development criteria encompass providing
economic and technical assistance to integration efforts.

And,

Fourth, the ROCAP program must be tailored to the rezal-

ities of Central America and to channeling assistance in



those substantive arsas in which region:?, rather than bi-
lateral, approaches =zre more approprial - to5 attaining de-

velopment objectives.

The first premise is based on US pn.i2v since the early
1960's to suppeort Central American intsarztion. The ration-
ale for the USG decision to support Ten* - =1 American integra-
tion has been based on the greater poterntial it offers for
meeting the aspirations of the Central "mzrican people for
better living standards than isolated efforts by five small
states. The faster the pace of change. t*e better the pros-
pects for long-term regional stability and coherence. TUS
interests are best served by a progressive dynamic Central

America.

In practial terms, the US is more to Central America
than Tentral America is to the US. Leaving aside strategic
geographic considerations, Central America is a limited land
area with few of its natural resources i1dentified, much less
exploited, and only at the threshold cf eifectively using
its agricultural acreage. Central Americra is more opportu-

nity than reality. It has promise as a supplementary sup-
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hensive terms t-  ayrant "onsidos
other than at tho country i=2vel
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PART 3

LAEWORK F0R RAT
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integration is - ‘=ntral Avweritan

process must 'z dirscted and omvrr:

1cans. The USu mannot lead ths o o

tempting this alternative mav be

on a stratagy cof suzport for tio

in the light ©f vhat and where Ce-

the five coun=—rics conceive their
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table or content of the inteqgrsta o

0 AID programs

bilateral »nro-
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as consistent -7 TN developmert
in Chapter TV s+l ths program o0
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The UN has been a major source of institutional sup-
port and technical assistance for the integration movement.
Through the UNDF. FILA and specislired agencies, it has zs=-
sisted SIECA, ICAZ, ICAITI and INCAY®, It has helped SIFCE
draft major sectnsrzl analyses and formilate poligy recom-
mendations. Starting in the mid-19267'=, it shifted from
providing budge* szupport for regionzal institutions to sup-
plving external technical assistance reguired to plan and
carry out regicnal programs. The UN i+ now reviewing a

$12 million, five-year request for technical assistance
prepared by SIECA on behalf of all the public sector re-
gional organizations. UN assistance to Central America was
recently reorganized and a new Resident Representative re-
sponsible feor regicnal integration matters appointed. The
UN timetable now calls for a field rsview in October 1974,
to determine regional program priorities and then to de-
termine what segments of the $12 miliion request can be

financed.

The OAS has provided limited, bwt consistent, support

to various integration instituticns ir making specific otud-
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to Tonti vorica both st e

flow of non-2il ==y af
regional and nat ol Tevel and ‘L0 oddinate the variouos

inputs to insure ~oTivum effestiooms oo This nned pams ins

and the interes® iz orabated,

Informal ma~-7 1o set un oL L 04--18974 at BPOOnT

initiative to ti +: cocrdinate TOR. 70 and ROCAP

for regional introration, UW and I 7 =ld officers re-

sponsible for back:icopping Tentral Jroerrccan integration have
now been assigned o Gnatemala ard vio® RGCAP have icirt
created an inforxal field coordinat.r : sroup which is5 at-
tempting to reviev pragrams and to oo sider common strat-
egies in relevant deavelopment zarozs,  or example, recog-

nizing our common irnterest in the yurni sector, discussions

0 makae

have been initiateZ on how respective programs

more complementary nnd reinforcirg. ' the same foran,

_
m
o
o
o
o)
D
3
B
O
-
2
L4

ROCAP has taken =hs: DO to move aunras-

sively to take over industrial devel ront, a sector =

ROCAP is now phasing out,

The need for —--ordinzt-on hdow e o bevond thie e

oy

il

formal field machirery is iilustr-os’ - ¢ Fhe infroctro-tore
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ing Central American integration. He recenv -~ oL

discussions with the UN Resident Revresencatioo -

mala and the ROZAP Director about trheir —es<ir: oz
ly with ECLA on joint strategies to sugoors

integration and c¢oordination of policy znd ecoro-l

ance inpufts to ootimize our respective effectians =

Even such a forum would be limitez. Thora 57

Ly

large segments of the ILI community which hare o

field representatives and wnich pursue seraraTa E-

toward regional integration and Central fmerizan o

ment in general. A&and, the private voluntar. oroars -

-- from foundations to religious asengies -- “aoo

brought intco effective dialogue. Thev reorezars s5: 10

resource-croviders for the Central american oo

crue magnitude and impact of thery oollactior

ROCAT will zontinue to engourage inorensst ~0

and to facilitate the flow 0f informa~--_on 27707
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DIRECTION OF ASSISTANCE PROZRLY
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regiornal creanizavions to which the Central
American governmaents nave enurustca the tolic,

crogran deve

and

movement .,

g

arises out of
conditions, proklems,
of the member states.
to develor the policy
research and infcrmation netwcrxs, th
the mar=weting s

framework,

inforce and accelerate country programs

at the target grour. Almost all of the loan
assistance planned for the DAP periocd w11l be
targeted to this area.

Housing. This ROCA? program 1s aimed at nrogress-
ively upgrading the country and regional zolicwy,

financial and technological svstems reguired to
{a) help overcome the large deficit of adeguacte



rural and uwrnan housing:; (k) proiide sustained

resource mchilizaticns and ¢} Tcrerate new job

opportunities in the housing imluziry. ROCAP

=

anticipates limited grant assis  wrce with

capital resources being providat onder the HIG

~nife earnings.

The activities encompassed hercunder are designed
to substantiaily increase the casacity of Central
America to earn additional fin:ir izl resources
needed for iits own self-sustainins development.
These activities include tourizm, export market
development, identification and woroduction of

non-traditional agricultural and ndustrial items
for export and appiied technoloy. “or better
exploitation of Central Americar raw materials
and primary products. ROCAP will <ontinue to
strengthen regional research, serv:ce and informa-

tion agencies which can help forent, orient and

coordinate Ctha work of public and private action



entities in the five ~ourtries. The RO

are oriented “5 grant

P

activities which can

to lending assistance by

Taile

m
PART D

PROGRAM COMPOIENTS

A g

C-—
nents in each of 1its functional zrezs of activity:
1. Improving policy-maxing cavability v selected
regional instituticns on the Lroead range of
development and trade matiters which fall within

their competence. Speci
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approaches needed to alleviate arnd resolve

rural prcblems.

Substantially augmenting regional

absorb and aprly technology

for ungrading the
quantity and guaiity of

industrial preoduction
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- 106 ~

attention will be given to (a) Ircd processing,
nutrition, recycling of wastes =3¢ olaboration
of regional raw materials; and ‘' the design
of viable techrnology packages for “he use of

small farmers and small entrevnrarcurs,

Setting up regional information syvstems which
permit the widespread systematic a3 Qustained
diffusion of data among private »-1 public
organizations throughout the Isth»us. These
systems are to facilitate the flcw of basic,
applied, operational and market information

needed for expanding production, o~ployment,

exports and technology.

Expanding regional capacity to mobilize Central
American resources for financing :h= Area'’'s own
development. The thrust will be aimed at
designing systems and providing thae seed
capital needed for sharply increasi-g domestic
and non-concessional external funds in connec-

tion with sustained regional deveiovument in



agriculture, diversification cf exports from
Central America, generation of non-asricultural
jobs and improverment of living conditions by

better housing.

Promoting regicnal efforts to breadly exsand
gainful employment opportunities, principally
outside of primary agricultural activities.
Through agribusiness, labor-intensive rural
infrastructure projects, housing and the
construction industry, tourism and export
promotion, a major ROCAP thrust is and will
continue to ke directed toward develoring new
and economrically viakle long-term job socurces
for Central America‘'s rapidly increasing

population.

Improving the capability of public sector managers
to plan and administer ovrograms. Among other
activities, attention will be given to upgrading
the effectiveness of agricultural, health and

education managers directly involved in programs

i}

tc help rural people solve problems.
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CHAPTER V

ROCAP PROGRAM

PART A

INTRODUCTION

The strateqgy outlined in Chapter IV can be cast for

program purposes as a two-pronged approach aimed at:

1. Strengthening the ability of regional institutions
to develop policies and programs furthering Z.A. integra-

tion; and

2. Assisting in the formulation of, and providing sup-
port to, programs by regional institutions which reinforce
national level efforts to "incorporate'" the rural sector and

attack causes of rural poverty.

The first prong of the program approach hroadly encom-
passes those activities primarily undertaken pursuant to USG
interest in supporting integration. The second prong addres-
ses the priority objective set by the Central American AID
Missions and is designed to stimulate and assist in the formu-~

lation and execution of programs at the regicrl level which



improvement ¢f regicnal institutions, (0 zgricuic
nutrition, {3' housing, and 73} diversificaticn of

exchange earnings. The framewocrkx and thrust Zor
activities in these areas over the DaP period are
in this Chapter. Fach functional area is reviewed

of the =six program components set forth in Chapter

Within each of the functicnal areas, the procor
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ponents attack six probklems: policy-making, technolegt

transier, information transfer. mcbhilization o
emplovment generation, and managemen
following matrix shows the relationship betwesn "Z:
areas" and program "compornents” in the ROCZAT orogr

regicral institutions suppcorted in eacn proc



d
Componantis

Funch - =

Arages
Diversifi-
cation of
1/  Exchange
- . N i
Y2 Housing Earning !

Policy-making 1237 L 2-3 1-8-9-11
Technology Transfer -3 4Bk ~14  Z-3 8-9-11
i
Information
Transfer 1-3 2-4-5 2 2-8-2-11
Mobilization of
Capital i-2-13 2-11 2 2-11
Employment
Generation 1-2 5-8-11 2 2-8-9-11
: -
Management f
Improvement - 1-6~7-11 4-gTie 10 2 2~6-7-11
|
1/ All program components are involved n orograms with national

level housing

SIECA
CARET
JCATITI
IICA

CATIE

4

notitutions.

REGIONAL INSTITUTICIi

6.

ICAP

INCAE

PROMECA

SITCA

ZAMORANO

11.

1z.

13,

14,

LAAD

ODECA

CAMSF

INCAP
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PART B

QUALITATIVE IMPROVZMENT OF REG

LT L e e = 1

Among the pancoly of ragionzl entitvies
cial rele in broaderinu and consclidating v
tion:

SIECA, the pelicy formulator and fecre

General Treatv;:

CABEI, the regicnal development banker

ICAITI, the regicnal technolouy center

INCAE, the regicnal graduate schecl of

targeted in these functional arezs in

through inucs

=

contribute to developmen

-- In policy develcoment, primari
~- In transfer and dissemination
nology, ICAITI. 1In connection

technolcogy, CATIE and IICA as

n

tural sector ovrogram.
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~—= In mobilirzation of financial resourz-osn, CAREI.

-— In employment cgenzration, SIBCA for H:olicy analysis
and formulaticn: ICAITI, CATIE and 1102 for tech-
nclogy and programs; CABEI for finanzial resources

needed for programs.

-— In management improvement, TNCAE.

The ROCAP program will selectively assi=i them in im-
proving their capability to deal with kevy intogration orob-
lems, especially those related to the rura! sector. It is
contemplated that most of this assistance will be through
grants which provide the external and progrsm assistance
needed to effectively expand institutional cavacity and up-
grade its effectiveness. As a general rule, [OCAP will seek
to avoid budgetary support and will not provice funds to pay
salaries of their regular staff. If, in spocrial cifcum—
stances growing cut of the critical importar-= of the ac-
tivity, consideration need be given teo budge! support, ROCAP
will not only set firm time limits to its contribution but
also regquire a financial plan from the regionsl institu-

ticns for progrescsively reducing the AID budgse! support
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STECA

1. Introducticn

Established under the Ceneral Trezty in 1951, EIZCA

-

serves as the secretariat of the intszration moverant =2
coordinates policy develorvent in arcas oI Coivnon inveress

to the five countries. It moniters the arpplication ¢ the

General Treaty, implements integratioun rrograms, asnd grerarss

by the recgion in formulazing such

analytical studies needed

»

policies and programs as comwmon tariffs, industrializazion,
agriculture, regional customs operation ard diversifiiczuicn

of exports.

- . — S - - - I -~ v gm e = <
It is supported vrincirally throuch contripuiicons frew

tion. Operating on a budget of sbecut $1.3 millicn, SIXZCA ¢
rently employs at its headguarters about 130 cro
working in nine departments {(Industry, Acricul

and Social Frogramming, Fiscal and Tarififs,
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Commercial Policy, Comvulation and Statistics, PROMECA-
Export Promotion, and Financial and Adminisz+ritive}. SIECA
also maintains a represzantative in each Central American

country and an office in Eurcpe.

SIECA is the regional leader and "thiiv. - 2ank" of the

movement toward a restructured CACM.

2. Policy Making

In 1972, SIECA prepared the 12 volume " ecade Study" in
which the mistakes of the past were recognizo® and in which
the outline for-restructuring the CACM was “orwulated. SIECA
now acts as the secretariat for the High Level Committee (HLC),
composed of one representative from each courtry, which has
the Jok, based on the Decade Study, of making recommenda-
tions for the restructuring and perfecting Lbe CACM. During
the HLC meetings, SIECA has used its influencs 2o help re-
solve prckblems and encourage consensus papers which will form

the bases for the new tratado marco.

SIECA is also called upon to prepare po:sillon papers on

problems common te all or scme of the CACM coor*ries. For



o

example, when the petroleum crisis arcse, SIZCZA or

technical documents for discussions wiih the Venezuelarns

in an attempt to obtain preferertial status. Also

specialized trade prefesrences were discussed wi

Eberle, SIECA pr

4]
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the countries. In these anrd cothor areas, roliang
placed on SIECA's expertise. Hs a result, SIECA
come the center of the region's vrrobhlem-analveis

problem-solving machinery.

To strengthen its vroblem-analysis capabilisy,

A E
=
s re-
~
z

assisted SIECA to form a Special Research Urnit and con-

tracted the Brookings Institution to advise it in

ining the major integration issuecs, This assistance will

be continued during the DAP period.

Working with SIECL’s topr leadership, this Unit

developing a model to cuantify the costg and berne

each country can expect from integration. &uch an

is reguired if the costs and benefits of integrat

nds
,‘.4
M
o
'..J.
93]
9]
s
.
8]

to be eguitably shared -- a problem whi

}—
rr
0
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Honduras' re-entry intoe Lhe CACM. The Uni' 3 also study-
ing the present and futiura comparative ady .o wes of the

C.A. reglon to permit dcrelopment of o ra~ n. industrial

.

developrent policy for bic reglen, moio o8 and vo-

AV
£

employment sre wlso oo ol dEe AR

0 “.
1abhor force. TInitial resnlig of Pasan: b 0 1 = wnrk bhava
mean o seTomraging, acd o T TRTE Mg oe LoAhe €00

agricultural sector will Le includad in ita “it's study

fnd Fo PR R .| - PRy - -
F falare conpavrative zt oot ade,

Rgsiskante over the AP paricd will e 7 -ysed on

key dzvalopment problame The =g doalton st s ooy i 1]

i

be given speciz? atranticor bo daiormire these vagional

olicies nzedad for incrasnsing reodaticn i nuh ration-

s

al develomment areas of zomparative advanteo: in the

farmar o ooue and

W
i
La
3
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i
L
b
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various countries, incre

expanding rural employment. A macro studv ot the Central

American agriculture will be initiated in Cv 1575,

The tariff structure will be another w1 - concen-~

tration point. The impzcot of tariff policie~ nd
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3. Technelogy Transfer

Drawing heavily on advice and guidance =% CAITI, IICA
and other technical organizations, SIECA has ¢ responsibil-
ity for undertaking studies and formulating =i icy options

in such areas as industrial development (incl vitnz food

processing), fiscal incentives and vocteor iteria for
optimizing the development of vagiomil booche 1oal capabil-
ity. The state of the techroicgr oo o L one of the
determining factors in development deocisiones - policy formu-
lation.

Although SIECAlis not designed as an insz: » ment for trans-
ferring technology, it is a source of new te~ ' “lrgy to the
region. The Special Research Unit (Rraokinas . igted) 1is
a specific illustration. Ultimately, the experience of this
Unit will create a cadre of trained economist @ "opable of
applying the latest research technologies sucl ~u, mathemat-
ical models, input-output analvsis and linear nrogramming.

This special knowledge will be transferraed w:'hin the region
by this cadre.

Further, SIECA is a major publisher of == nological
information directed towards users in Central rrerica.

Thus, SIECA is deeply invclved in the terhnological trans-

fer process, both as a customer and as a tranaiey agent. This

is an activity worthy of continued ROCAP supncor:.



SIECA is the heart of a2 regiocnal information

directed towards the collection and analvsis ¢f data.

example, 1t is SIECA that is the vrincip:zl Zcurcs ©
ized economic, financial, -y - la, 10 Lo LI
data., With resgect Lr %o 1 cfe- . P v _anmuly oiioir
seminar with the users of inousTrizl staiistics fes
better acguaint them with the cilective use 0f szt
to improve the information gathering prcoccgss so as

the guality of the prciuct.

SIECA data is cobktained from manv scurces, ¢f w
the national governments, the CAMES and INCIE are ¢
importance. In additicrn, 1t coliatses world economi
behalf of the five governments from such sourcss as

IDB, AID, UN, the purcuean Common Market, U.S.

of Labor and Commerce, etc.

In a different area, SIECA, working in close

(a4
|,_l
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of roads, bridges and drainage structures., The rc

v

was prepared was te meet the nced expressed by =

Ministries of Works for an authoritative scurce 7c
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ABEI, recently published a manual cn malintonzan
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teach and to guilde those responsible for hi-hway maintenance

in proper procedures and practices.

ROCAP support to SIECA is designed to improve the quality

of information flow and to encourage tha ¢n," ‘aued expansion
of SIECA information and =mnalivhio-l . naditional areas
of economic and technizzl imuwonr- - o o7 Hen.

S. Meobilization of Capital

SIECA is not engaged in mobilizing capital as a principal
activity as are CABEI and LAAD. However, :- rcle in defin-
ing policies and pricritiocs for public irno e~ *ment and in set-

ting the ground rules for private investment gives it a unidque

importance in this functional area.

SIECA formulates the policies which have a profound effect
on investment, both domectic and foreign, ir Tenftral America.
Becently, as a result ¢f hemisphere wide dirncussion about
transnational corporations etc., the invesimant climate in
the region became a source of concern to crirepreneurs., SIECA,
recognizing.that such a situation could on'y lead to a loss
of needed investments, brought the matter "¢ the attention of

the HLC and was the behind-the-scene forcs - hich guided the



HI.C in taking a public policy positicn

ican states welcome

=

foreign investment

s

vestments would be coverned by groundrules
vestor,
ROCEZ, through olese work -
as well as nnder ohe Srochon
its efforts to orovids Jiac-
policies best calculated to cnte—nos oo
private investment throughout the recion.
©. Cmplovrmen® Gonalation
SIECA, and rparticulsrly +he Specizl &
engaged in the scientific onalvyntrs of 4
- -

scrption rates in mMajor eIgonCcTll FelTors

culture): free movemont of labor in <ha rooic

relationships hetween

the differences in economic result hetwean

and labor intensive investment ncolicies:

benefit relationships.
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ROCAP, in supporting the Unit and in oo ding its scope
to give particular attentinn to the rural =~-t2r, hopes that
policies will emerge, for imclementation v | : national govern-—
ments and regional institutions such as OA0 irsigned to
create increased nunbers f now i ‘ oty i the

rural arcas.

i Man. t

The scientific approach of L1BCA v mo o crohlems en=-
courages rational decision-making which is -t <ho heart of
the management process, SIECA, across tle  ard, helps the
natinonal governments to LDotber monadgo 1o Hivities in
two principal ways. Firost, Lo oo oo L Gooonoin the
hands of the decision-malkors on o~ 0 ara 0 - nd, sedond,
by exposing decision-makars foomeodern bl s 0f manage-
ment. In addition, SIECA wrrkn ciesely wio o (7AD inldefining
priority areas for public administraticn t 0 mang in the five

countries and regional institutions.

ROCAP supports SIECA in these efforts in the many ways
described earlier in this paper. In addit:cr, close working

relationships between SIECA and ROCAP on tine nanagement side,
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particularly internal fiscal administration, have proved
fruitful in streamlining SIECA's own procedures and prac-
tices. ROCAP also encourages SIECA personnel to participate
in management courses sponsored by CABEI and INCAE and in
Project Management Seminars such as that being planned for

Central America in late 1974 by AID/SER/PM/MD.
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CABEI is the region's development hs -t
able growth record. 1In its thirteen veay ~7c as the fi-

-

nancial institution of the integration =77 . it has ap-
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proved 570 loans aggregating over $500 million. It has fi-
nanced forty-eight per cent of the regional infrastructure
projects. 1Its investments in the industrial sector are

.

about equal to the total of the national development banks

[0

cf the five countries. It has estzbliched = sacon

P
ary o

L3
¢t

1]
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gage market for the financing of middle and low incoem

To illustrate the scope of its undertakings, CABLI is

the banker and administrator of:

~-an industrial loan portfclic of $111,:200,0C0;

~-a tourism infrastructure program c¢f £20,02C,000;

--an electric transmission system of $28,000,000; and,

--a telecommunications network of $16,400,000.

CABEI is seeking financing for projects which include
a $60 million regional disease (malaria, yellow fever) eradi-
cation program; a $5 million vocational agricultural train-
ing program; a $15 million rural infrastructure prograr,
with special attention to small irrigation prcjects: a grain
stabilization fund of $30 million; and a $20 million small

farmer warehouse network.



Some of these new programs are just nmor ng off the draw-
ing boards and lack initial funding, but =277 have been con-
ceived in conjunction with SIECA and th= = :uning councils
of the five countries, and all have the zvr--ral of the

CABET® Boards of Directors and Govarnyor s

Despite serious pol:t ical and o 0 cracks atfect-
ing the region, SRARET posiorm.co- o R F-Tob it
reflects the cohesive influence it =w--7: - T move toward

regional integration. Its financial growt .ndicates the
confidence felt in it by the countrissz. 7  ilustrate, dur-

ing the past five vears nf Fl Saluss-r iTe 432 impasse, the

Banks' resources rose from 5213 millien ¢t~ 2137,.3 million -
a 101% increase. Total lmans appyowod v o §171 mil-
lion to $505 milliion, a 2004 incryeas-<. Dics.osement went

from $19.8 million to $52 million, a 1l60% .1 rease and net

-

profits increased from 57.6 miliicon to $5.7% =illion, a 100%
increase. CABEI has managed to yedurc J1- - =t of operations

to 1.8% of loan portfolio value.

o N

The Bank has an authorized capital oi ¢7 million. Of
this amount 552 million has been subscribead, and of the sub-
scription, $41.5 million has been paid-in to date by the

five Member Countries.



1]
4i)

Present Member Countries' cubscripticons will assur

=
3
(3
r
7
M
&

nual capital payments tc CARFI up to 2pril

to finance CABEI's Seven-Year Investment Plan /1972-1380%,
approved in September 1972, trc auvthorired capiitz! nust e
raised from S€2 milli~ &t T170 - - Lorrimeioms S T

A
|
]
)
.

e

[

1978, each countrv wwouil Leoov ool s e s oin D oot
paymerts ~% 3 millic~

ber Countries have agreed L. i{hs .naorenssd conival, with

the exception cof El Salvador wvhiczh abstzined. El &Szlvador
has indicated that it will approve this crpiztal incresse o

[
Py

greater progress has been made n normalizins TAIMN oT

and restructuring the regicnal 1ntegraticon movement.

h

T
w
(o7
]
r
o
fud
j
M
[N
92
n
H
O
i
m
I
Vo
o+
¥
to
f

3

=
(W]
t

[ X3
@]
5
o4
((‘
n
.
0l
J

1974 teotal $377 millio:n:.

External Borrowinges {Millione of T~ilare

AID S 1R2.5

1DB 7.4
Bonds 16.0

Other 107.4%*

[0
Ly
~J
]
(9%

*Lines of credit from European countries, Jaran, Mexice,
U.S. Export-Import Bank and five U.S. comnercial bonks

joe

yo

3

i

Y



TABET's akilitv ¢ mekilize reeourcs: Yrrough its private
industrial activities s devonstrored Yoo marformance un-
der ROCAP's 330 miliicon rxport divers:i£i- o 110 loan {(#010).

CABET fully met the $37 ;million matchine ~ -ivibution and
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make financial and ~7ogyam managomont

carry out projccts.

As has been oo iried

ODora [

of the five goverrvints. ILs

the full faith anrnd :vacdit of all #ive

T m B
Fiow are

collectively. CTOGTINS nYaibiniel

e

projects finarced oalv afiter their ap
and priorities {1l v [rom
SIECA in the overal. divection of
plivotal element in the integration mos

consonance with established regional

In the plannirg for a
the HLC, CABEI is ¢iven a
is the Bank for BEconomic Integration-

4R o . -
CRETI 1s o

tratado marco,

bank for the ecconomic and social

IO

countries, Its scouns will bhe extendo

ment needs which g2 bavond integrazic

It is becaugsa of

CARFI and its owr oroomsorated 2n0 10

restructurs

central ol

“ooresent,

‘T the projected

instrumentality

oo clothed with

<, {ABEI is a

and works in

Lrrities.

“nammon Market by

CABEI

cral development

of the five

“erve develop-



resources and carry ous Dro
remains a major element in
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a relatively large Tentral American 7 sorve this
central banking funct.on, the five oo .owould not
be able to generate suflicicent dome:zk oaurces Lo

mount a sustained z:izck on the zZausesr . mderdevelop-
ment, especially rurz: poverty. Thae v could remain

indefinitely denenir . nDn external cor onal icans for

its development.

While othery wLatz2¢naticnal Lending ;o ittutions should
succeed AID as CABEI's prime lender, 77 . ¢ “ntends to
assist CABEI to improve its capability - .obilize the
financial resources needed for the reg:: - = development
programs. Certainly the soundness of .. irstitution as
a develooment bank, and the competence ! .3 management

are factors carefully considered by an. - oantial lender.

t

Also important are fipomcial mechanirm TCUN AL AL S

¢

through which monies obtained will b oo ffertive cen
CAREI's abilility to conceive and onerats cxe inter-ban
arrangementsg, rediscouons funds, sub-lozns o v Ao ioege
or institutional "blor¥ varticipatior s S influerce its

ability to cbtain loars, issve bonads o - 5 prow ooouT el
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of waste material to avro-indsnr ol T ‘o gurh substantial
resources that ICAITI —continus s ' 7% - rnal assistance

if it is to respond to the reci-ournis o0 0 ubral America.
One project in which 277 and 100 SR ihorated is

CODOT, a2 consortium of .9 SRR ar

Michigan State. Rhods - lone . o R BoeIOMG .

ICAITI activitios e jv o . i rils thireo

program components: ol ovyemoiteg o fe e cooroannfor, and

_
s
.
[y
-
VJ
]
Ees)
%
M
-
")
<
4

information transfer. in ot
related ROCAP's future ~osperatior i i © 7 71 to these pro-
gram components. ICATTT, s o by-rooiaos o frz o wrinoipal
werk, also plays a limited »=als i mobil o o oof capital,

employment generation =y roncoowons om0 woah . With

M

to capital mebhil ool o, ST b duoed inwvest-

ct

esrac

ant in new ogcononilc artooorr cEo Fointroducing

3

new technology into thre torion . Foroo n- cmoanamatl feed

industry has been develcred bazed on tore 1 lastvoyad by-
products from items such as ¢ofice, oo on 4 pineapple.

While its focus is more on scicntif iz smp- “1an employment,

jo
[
N
=
[
lll
o
s
T
-

its efforts have repeated tries and new jobs.
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An Agribusiness ccurse was established to conduct
studies of agribusiness problems, provide technical
assistance, improve acribusiness technology through
short courses and seminars, and imzrove agribusiness

management, training, and research.

program is basead
should not be cimply channsls through which funds flow,
but rather instruments of deovelorment that should be

mobilizing new sources of capita
portunities for the utilization of caritael and stim-

ulating private initiative.

A Family Planning Manzuemeont ccourse +hrough which
the problems of initiating and implementing family
planning programs irn ¥l falvofor and CTcosta Rica have

been studied.

1y s d-ny
FICY

Y

O survey prob-

(U

A public scctor managsement act

INCAE action

»
-

lems in Central America and prepare a
program directed teowards Jimproving tha management

cizls,

bt

practices of top-level govarnment off
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Recognizing the emerging imporiancs . sriculture in
regional development pliarning, the ¥MDOC in oo 1973 created

a Sub-Committee on Rura! Sconomic Davelops -  to assess the

rural sector in Central americz and tg ide - those action
programs at the regional! l=vel which could 5. lead to ac-

celerated rural development and facilitate - rliementation
of country programs. The Sub-Committee pro-:oad a profile
of rural Central Americz, consolidating dat: “rom all five

countries into a composits picture of the - .~n as a

whole.

The assessment emphasized the importan = of agriculture
in the economy of Central America and impiicitlv endorsed the
conclusion of the Decade Study that there <o T2 little real
future regional integratinn without fally oowionorating the
sector which provides 30 of exwtra~-vegiona! ~.rorts, over
9%t of the food consumed ir the arza. and - v lowvs 70% of the
work force. Yet, this viial sector from 1w 1271 grew at

less than half the rTate of the averzll ecorons (4.2% for

Th= assessment highlightad the relativs1 - low priority

afforded this sector by vegional arnd natior=i zuthorities.
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heart of these problems. Not only are thesre no effective
mechanisms for organizing ané delivering applied research
and needed skills, but credit and other irnputs range from
unavailable to inadequate. The current capacity of national
systews to deliver information on markets and technic2l datsa
on improved production methods is far helow the levels re-
quired for envigorating the rural sector in general and for
substantially mobilizing the small farmer. Applied research,
moreover, is rarely organized into usable f;rm, either for
decision-making by those who could use it to develop pol-
icy or for application by the small farmer. Agricultural
research tends to be unrelated to the socio-economic environ-
ment in which it is to be used or to the risks which small
producers must face if they are to apply it prefitably. And

the countries lack the capacity to deliver the informaticn

that has been developed to the rural poor,

Acting on this assessment, the MDCC in July 1974 defined
the policy framework and guidelines for joint ROCAP-USAID co-

operation in developing a rural sector program.

-- The Target Group: "The poorest majority of rural

dwellers."”
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agricultural diversification, bonded ware » »ing and agri-

DTLA-UNCTAD

cultural information exchange. Coupled w-
and FAQ inputs on the diasgnosis of Centrzl "rzrican agri-
both comp:icaae and interest

culture, SIECA is now devaloping

in rural development.

Over the DAP period, SIECA will remair L2 focal peoint
of ROCAP's inputs for policy development. .docr the SIECA
contract with the Brockings Insbtitution, nae-ioulture will be-
come a maljor and continuing subkject of poli ~nalysis and
formulation. Working with SIECA and CARBEI, with collateral
support from the other IDI's, attenticn will bhe given to the
study and definition of smumidelines on prioriiy z2reas for in-
vestment to not only aroalerate rural growit? 2vi also the
incorporation of the tavi0% group into deve coment and the

improvement of the quality of rural life,

Undexr the proposed restructuring of thr “ommon Market,
STECA is already exploring various alternatives for setting
up a policy-making forum on rural problems vhich would in-
clude the key national as well as regional policv-makers,

The tratado marco, now in preparation, includo: provision for

I
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of tre rural 7 :or, for developir: -oevational pro-
ar.oot Fos droocwoing theilr <dicks 10 for testing

out o mass Wt rry. systems,

In a3ii of "o oohnological effnr o tountry-regional
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Tor aexamplea TICA are building into the projects
in which thev w0l sarticipating ol oo and technical

todies made up i Liansing and research o riclals of the five

PIERES SRl SIS PN .

s, Thoeco s e MDCC, POCTT Zo e USAIDs will
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mechanism for receiving, nrocess ne and wrone”
and sccio-economic data in a2 rarcid ard svstern

ROCAP is currently woriing with IICh 4o an

needs and base for such ar information svstom

a new grant to implement i+, fesenrch dasa =i

national lewvels, The svstos will aleo incorss
sociological, ecological ard economic Zzta on
geograrhic areas of Clertrzl Lrerica ncocded fov
program development.

Special emphasis in <he disseminaticn tro

to technclogical czckages ("techpacs'' geared

small farmers in spocific zeograrhic areas, o
the national deliver s s*eorg o end-ucors a

These "techpacs" will coxbine informatiss and

on the essentia
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income and land use. Thev will include guidarn:

tion, seed,use of fert:

market price data.

Delivery to the small Farmer will be throu

programs.

A system for the iriegrated two-way data

in motion between the regional center and the

Agricultural Ministries, Natioral nlanning Councils a:

National Research Institutes and, through ‘hem
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Under the direction =7 . T ia e al-national

executive council, a cors ~raganization oobe - ralated to
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LAAD wiil also olav
transfer. It has establiol..o fouo pacbiet i coanias in
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the fifty-two ceompanies wich it han aosise S Contral
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Noﬂtechnoloqy Touid 5
Central Am=rica whic! it the
countries (Haiti, - 5oand T
Western Hemisphera for its high

In the design = oowvariou
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of the five national govevrmm:onts as oll o rasults from
farm experiments. The daita bring togethoy . L costs, operat-—
ing expenses and fixed investiment by crap, 0 clays of labor
required for each production itwactice (o .7 canting, cul-
tivating, harvesting, etc.)] - viler vooor ch the man-

dayvs of work and income oo oo oS s R

ot
.
“a

(basic grains, fruit croo-s, . L oo tnn 0l pasturo) .
From this analysis comes _:.i.. & S U T s Lhe dne
troduction of new crops "o oivoUoriy owreoha s well es

increase employment opportuni-ies and rors. ¢ dncome,

AEETEN

In a similar sense, OJAY rocoonives v . | oven applying

the most labor-intensive

mpls v oagrioust L productlon
programs, displacement of .0 labor must o osocoted,  With
about 70% of the region's workx forae omplovs  ir sagriculture,
with high rural under- and ovemsloyment and « 00 the antici-
pated annual 100,000 mar -7 roase in the roo ~ork force,

jobs must also be created off the farns fo o o9 this sucplus.
Recognizing the limited ahsorntive capacity @@ manufactures,
and the already difficult problems of urkan - ~wwors to deal
with the labor force already concentrated ther , ROCAP's rural

=

m ntem t ~he dovelopment of rurs @ tf-farm em-
rogram contemplates th lop t f-far
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and in the elaboraticon »f norms and systs best suited to

employing large numpecr s 2f under- and uro o layed rural labor,

|

especially during thoso seasons when labr- domand in agri-

culture drops off; for ~wample, in Bl Sal rddor, there is
usually a labor shertszz in the crop-pichi-e or harvesting

season (mid-Cctober to Tats February, fcllowed by massive

rural unemplovmert the rest cof the year. The ROCAP Housing
Program, by develogpis. inancial mechonis - 2nd sound build-
]

ing techniques for Iow-cost rural housing  ~an reinforce

rural job-generation efforts.

ROCAP anticipates seed capital loans t> TABEI by the

middle of the DAP period to install a Central America-wide

program for financing rural infrastructur. development.

7. Management Tmprovement

Publiic secteor ad..iiistration of mos  s0xil farmer pro-
yrams leaves much to he desired. 2En intornational tech-
nician recently observaed that the ineffect iveness of most
Central American agercies is tolerated by the small farmer
onlv because of his cwn abysmal lack of ctf:rcient farm

production methods.



regional and national vubkl-s and orivots asencics Lirvelul s

entrusted with workiro with srzll Zarmors mavo suol limioe
managerial experti=zc.
For this reeson, “he MODTD goitaniiched a spersial Zii-

Committee to explore -ifse ooosililtw of develconing i Jororod

]
1
)

il

it

B

3

]

m

America-wide program o nartie thie mannaarialooonm

of public agencies. The MDOC turrned o IWILD Zor nivLoo
and guidance in develoning susir & Drogran..  INILE nas
already been investiga+ing oubliic seCLor TEnIgamEent 1ral-
tices and providing ranzgesent Training in the ficld of
family planning programs under a Ford Foundzticon Grans
and, it is negotiating an additigral $7:,000 Ford grant o

allow it to expvand its current efifor:t, with svpecial atien-

tion to family vlanning ard related efforts in rura

[

R [P T . PRI
cresceg 1 1lniTlaLlyy eNooL Lt

The MDCC is prinariiy in

key public officials responsitle for rural crogorams Lo
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management concepts and methods and makinc ‘*em aware of the
advantages for across-the-board improvemen! in their agencies'
performance. In turn, the MDCC hopes to s iulate inter-

country interest and cooperation in develen:wo Isthmian pro-

grams with the financial =upvort of CABII . . _he technical
assistance of INCAE, ICAF and IICA in syst-o.tically up-
grading public and private sector effectiv: <2 in reaching

and dealing with the targyet rural pooulati:

Over the DAP period, ROCAP,as the agen for the MDCC,

will coi.iract with INCAE for (a) planning - % initiating
specialized programs cn top management pracioecs for key pub-

lic sector officials from the five countrien [h) undertaking
selective case studies for identifying var:. > =echnigques and
systems for introducing and incorporating mor: efficient farm
management practices among small farmers, arnd () designing

a long-term Central American program with t!:» probable par-
ticipation of ICAP and IICA to progressivel. apgyrade manage-
ment of programs aimed at the target groups, -nvolving a

number of Central American regional and nat:o>nal institutions.



PART D

HOUSING

. Introduction

-+

In 1960, Certral America had few effective ins<ruments
for systematically addressing the needs of its veorle for
adequate housing. Over the past decade, AID has encouraced
and supported Central American efforts to build an institu-
tional framework capable of progressively increasing the
supply of adeguate housing for urban and rural middle, lower
middle and lower-income groups. This fraveworx has sought
to develen a housing industry capable of long-term grow:h

as a dynamic sector of regional development.

teria needed for long-term development of a Central Americarn

housing construction industry. This reinforces the national
programs in each of the five countries. XNaticnal Housing

Agencies (INV's) exist in all five countries. In four of tho

five countries, nationrnal housing barks, FHAR systems, ana

strong savings and loan svstems or mortgage btanxing instiftu-

8]

[t
[Xe]
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tions are attracting internal capital as ww>11 as channeling
external capital inta middle inceome hous ry. In the fifth
country, Honduras, a sevings and loan svste2m has been started
and will soon be stransthened by the adeat ion of new legisla-~

tion creating a Waticrnzl Housing Bank and ¥FHA institution.

In additiocn, non-profit private sect - institutions
engaged in low-cozi a1cusing development r:ist in Honduras,
Costa Rica and E1 Salvador: and negotiat:ions are going forward
with BAN&I in Guatemala and BAVINIC in Nicaragua to create

similar institutions in those countries.

For the DAP period, ROCAP aims at upzvading the func-
tional effectiveness of this institutiorzl framework. Its
target will be the harnessing of this fremework to provide
low=income sheltexr for rural and urban people who want, need
and can afford to pay for it. This grouy represents'40% of
the population of Central America. It wzs selected by ROCAP

as its target group because:

1. Low-income families in Central America are living

in almost sub-human conditions.



bed
-3

2. The migration of reovrle from rural to urkan arcas
is continuinc a:t a rapid pace. Urban porulztions are in-
creasing at a rate of approximately 7% per vear. Trovision
of adeguate low-cost housing in the rural sectors, in con-
Junction witnh acgricultural develcorment procrams, can helo
slow the rural-urban migration:; and similar cTrogrems in the
urban areas are necessary to house those already there.

R, Porulatior growth has been described as "exrlosive".
It is estimated that between 20 and 40 per cent 0f the repula-
tion now live in sqguatter areas on the perirhery of urban
centers, and that these sguatter areas will doukle In the

next 10 vears a&s rural to urban micration and

continue,

4. National governments throughout the regicn have
ognized the enormity of the preoblem and have established
cost housing for rnoth rural and urban areas as & teor Trio

for this segment of the rvopuletion has twe ma~or thrusts
the first on a regional basis throuch the Housing Tinanc
Department of C3BRI, and the second on a hilaterzl bas:is
rectly to institutions in each countrv.



The CABLI proagr -0 i-wolves the vse of 2 large alloca-
tion of hou=ing irvs ooori o oravantes (H1CY vezsources and

-

cepital to we raigo thrrooah the =

I8

le of wrorigages or mort-

gage participation=. [ sucnly 3C0% cof the 1IG loan recently

I'h

authorized is earmn:¥ +t Znr the purpose o purchasing lower-
income mortguses on LSRR nouiung oo $3,000) Ll
lizing the same mach2r =2m= developed for their middle-
income, secondarv-m: .z operations, i.¢. nmortgages origi-

nated by the sav.nge v 1080 MAO0CTyays: ooonse institatione

of each counitry.

The bilateral nr-orars Lhvolve a grae=ter technical as-
sistance input. Tt . i mnred to rreste cooistantial new
programs @ tVIoUL cr lemertoo o oom the tradi-
tional uUse o oo o UL L ETENY L. LT LB I@S8, vola nl.
experimental Pro, ... L0 LULLI TEULA L.y L. Ate proSus
and advaalce cowle-oe. . SomELIln Lol L e Sl DL s
rivities zf iz oo ' CooEang xSt -n und local--deval
governmsanti; a6 ot TmLug o ancoloumirns L capabilivty odn
the piivate cector, . <oocizl zutention Lo housing co-

operativas.



It is reccgnized, however, that a princiral cons:y

the effective utilization of !IG resources for =hes

Low Cost Housing programs is the resistance o commercial

interest rates on long-term housing finance, which

—~
i

\Or
(W)

historic highs in the second guarter of FYy 19

ROCAP has been encouraced to note *hat all Zi-
American countries have itaXken action *o raise %he -

interest rates payable on mortgage financing Zuring

period, a clear indication that the Isthmuis Governma:

Central Bankers are facing up t0o the realitiez 25 iih

-

T -

capital markets. At the allowonle rate

in effect in October, 1974 the program would allow

margins for cooperating institutions excest in Nica:

Maximum interest rates (excluding fees, commiess:

Premium and other charges) as of Octobker, 1874, wer
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ROCAP has discussed with represcntatives of LI

housing finance industryv in the five countries the

of limiting borrowings to the amounts reguired for

operations in the expectation that rates will declin

~
rezc

L=

FY 1976. Other innovative avproaches such as "Iloating”

rates during the disbursement vericd are zlso being

2. Policv Making

ROCAP will assist in the preparation and promu

national housing policies in each C.A. country to a
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bring about the attitudinal changes requirad to allocate
newly mobilized capital resources toward 1r-w-aost housing

development outside the capital cities. Ir o doing, close

cecordination will be maintained with each .. USAID.
With CABEI, the RCCRP work »lar enceor s +ooa: (1) com-

pleting the formulation and instellation ot :clicies, bpro-

cedures and regulations for 2 secondnry mnT T8 markes whioh
will both supply liquidity to and chzorh o0 o o0 liguidity fuv
national housing finance systems, at the <~ ‘“ime raising o~
ditional capital through sales of insured =1 :oages or mort-
gage participations; and (2! crogressively o+ reasing the
flow of resources toward iow=-cost housing “irince,

We expect to provide to T7BEI, =nd thrro . CABEI to 1~

national housing finance systems, technical =ssistance in kKne
field of the operations and administration »f 5 secondary rmort-
gage market operation on the order of the Fc¢doral Home Loan

Mortgage Corporaﬁion.

By the year 1978, we hope, by working through CABEI, to
standardize construction norms and building it modules,
mortgage forms and procedures, etc., throug-hout the C.A.

region.



Housing technology needed for effectively addressing

low inzome and rural housing has an imporian

r
'3

ROCAP's activities. ROCAP intends to finanrce sheort-semm

1

o]
j$1]

4

technical advisors at the national level to devise fi-
nancial and technical methodologies for rural, iow-income

housing progrars.

ROCAT 1s exrzloring acpropriate Central American mecha-
nisms for experimenting with new indigenous building mate-
rials and methods. pecial attention will be given o zhe
introduction of training in new technologies and *he use ofF
indigenous materials, such as asghalt stabilizazion of the
traditional adobe blocks. ROCAP is working with CA3ZI on
the study of indigenous raw materials for construction and
expects it to contract ICAITI for this purscse.
talks have aiso Deen held with recresentatives of the Inter-
national Institute of Housing Technology at the California
State Universitw at Fresno in regard to the develcoment of =
regional training institute for skilled constructicon

supervisors.
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Digseminaticn of
to be done largely i
Conference on Housginr::

Inter-American Savir

ROCAP was instruon ik

regional housing <nr o

from 11 countries,
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housing instituti

the Conference each

and policies, conservii:
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Iniormation Transfer

information in the “ouising field is

cough the Permanent Tantral American

od Urkban Developrs.t COPVIDU), the

1

salba

oan Conferencs . CARBEI and ICAITT.

j—

o

L in creating 7CTJ/IDU, an annual

nae.  Between 150 a1d 250 delegates
comrzasod of private burliders, architects

croesontatives of governament ministries,
and planning counci’ =, have attended

el housing plans

e

“ize and low-cost

and clther subjects of

.. best awvailab.:e channel for ex-

iws=tween Central Amerizan representa-
industry and urban planning field, as

the C.A. delegates

“rom other Latin American nations,

,

naticns .



ROCAP has contracted with ICAITI library

and bibliograchv of all published Za to low-cost

housing availzble in C.a.,, with a selective input of U.S.
publications in the field., ICAITI will also do an in-depth
study of the caoacity of the existing housing censtructicn
industry. Information cenerated bv this study is exoected
to be available by January of 1975 and will be disseminated
through the ne:xt COFVIDU Conference.
S Mobilization of Carital

Historicallv, external assistance for housing and na-
tional housinrg vrograms have been directed primarily at hous-
ing for lower-middle and middle income grcurs, "the emercing
middle class".

BAID has sustorted with grants and seed cavital loans
the develooment of mortgage insurance (Fiix' and savings and
loan systems in Cua*temala, E1 Salwvador, Costa Rica and Nicarazaa
and has provided *echnical assistance to start a saving and
loan system in Honduras. The result of this effort has been
the attraction of internal savings ameountinc <o avproximatsl:
$80,000,000 throughcocut *he region. At least cne country

(Guatemala) has become s=lf-sufficient in mortgage finance

resources for middlie-income housing.
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An institutional =zocondary mortoage " nrket has been
created for the C.A. r=ouion through the i~fusion of both
AID loan and HIG roso. coes into CABEI, i hbogages totaling

nearly $40 million he o been discounted @ ZABEI, and ap-~

plications are pendira for ancther $60 miilion.

ROCAP plans tc¢ : “iize this institutiznal framework to
mobilize capital for . mancing shelter fon the lower-income

group, especially the:z: outside the major urban areas.

It is necessgary bo understand clear! - that (1) the

D
4]

t financel -ny housing bhelow

i

private capital marrc - hav

IAVAY

the level of =about &7 ,77% (present value' hut have developed,

on

as described above, & svstem of housing firance utilizing
insured mortgage instriencs which nzz provan highly successg-
ful in resolving middle and upper-income -ousing finance prob-
lems in specific areas, and that (2) —<he ublic housing insti-
tutes have develor:=d ~7 =% nn 7apital maket (with the ex-
ception of the payvroll tax system in El1 5:lvador} while invest-

ing more than $100 million dollars of sul::dized funds in lower-—

income urban housing.

At the nationallev=1l, we propose to, in effect, combine

the two systems by (!} shanging the attib i+s of the repre-



sentatives of the two sectors throuch the vrovisicn

nical assistance, and (2) providing meodera!

resources to develop low~-cost housing demonstiraticn

at least half of which will he outside the

areas, by public and private agencies whict

experience in the field.

The mortgage portfclic . wornerztal Lo
be insured by the naticnal "Ti3" Acenc,, a

administered by private housing Zinancs en

Mortgage Banks). Ae inmsurseld mortazsss, the

-

same investor confiderce vrooontly boino
on middle and higher-cvricnd housinc, ani w

private capital so deeovrunely nos

At the regional level, CARBE
its housing finance rcscurces
purchase, at par value, of insu
national level in excess of local derard.

in turn, to sell blocks of such insured moe

maor ot
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vide such technical assistance as CABEI ma:.

’

up and making functional this integrated syvster.
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As the capital market in housince finar develops in
accordance with the ROCAP? strategy express~1 above, the sys-

tem may well become a model {and entoring . :7gel for the ¢

e
velopment of national-regional capital marw:r: in other fieldc

such as small farmer land acquisizion Tina . ng.

6. Employmot Trne ien

The ROCAP housing progris ds oo o w5 S
home building projects. It = oo = : CEenIE g
fort to develop a constructicn ir.urary oo socapan
absorbing large numbers of woerkara. Tarti - -y the axpo
rience in most developed ~ourtvi- Pl e i

is one of the primary conduaits cr-ouch whior Laskille:

L

labor is trained for non-rari 2myicymani.

Over the DAP period, th=s

tor will receive continuirg study. POOAD 0 AREL wils
assessing both the guantitative znd cualltat o aeffects:
we will be ascertaining the desirability of =s¥:11l improvemser.

programs as integral parts of the total effost.

Central consideration, however, will be on job geneva-

tion effects, not on a boom—-or-bust basis, i az a con-
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DIVERSIFICATION 17 FORDICN EXTHANGE T ARNINGS

“ntroduction

The fourth func®  -mal area involves :~tivities directed

L

towards the diversifi-.

“Fion and expansior :f the region's

foreign exchange o=+ <. capacity and res. = on the following

considerations:

-— There is exo~ -7 'vn dependence on P oxpert o

few primary ~ooducts, TIn 1977 o "Tro, bananas,
cotton accourted for 67% of the a3l value of

tral America’ - LUTaregional cxpt L. As shown

the fellowing tikle, this depends -~z is down

82% in 1960, . ¥ sres still -owiins undulv

il

from

viilnera®tls o+ crs porton g stdoneg in world

markets for “+ 7 51 export prodoote,
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Central America: Extrarecgional Exports bv Madjor Products

- Millions of 3% -

1960 1966 1973
: -
Value =4 value <L i Value J L
i 1
!
Total 407.4 | 100.0 ] 662.2 100.0 [ 1277.7 102.0
Traditional Products|333.8 81.9 528.4 79.8 8e2,0 87 .32
|
coffee 234.5 57.6 | 287.4 43,4 | 404,55 | 28,7
Banana 61.9 15.2 107.0 1€.2 217.7 17.0
Cotton 37.4 9.2 | 133.0 | 22.2 | 130.8 | 11.8
i
Rest of Products 73.6 18.1 133.8 20,2 414.7 ¢+ 32,3
| 7 {

Source: SIECA., For 1960 and 19¢6, Series Tstadisticas Seloociona-
2 14, To 2, TenTro

das de "entro América v
América: EBEstadictica

m |w

-~ Low income elasticitv of demand for the area

primary products means tnhat over the lcng-term the growin

of demand barelv Xeseps pace with world population growth,

~— Import substitution should rnct be relied upon tc¢ zcontinue
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past. At tr~ =ame time the necd "5 expand and
diversify foreign exchange earn:ias 1s not just
based on lornu-term dovelopment o rswderations.
It is an urgen® problem that muslt e met vigor-

ously and imrediately. Apalvses indicate that

the region iz facing a serious holtarce of pay-
ments prohlem in 1974, It is lic-ly to persist
over the nexi 3 to 5 years. RO estimates that
the 1974 reaisnal balance of p=-»onts deficit nay
fall within the range of $150 f- =180 million.
Costa Rica and Honduras have the largest deficits.
The cause of the prcblem is that the price of oil
and other imported products inci »insed meore rapid-
ly than the prices of the regior's primary export
products, Thno effects of hurrirrne "Fifi" are

going to furi:i=r exacerbate the =ituation.

With respect to merchandise exports Tentral America
has considerable potential. There is an <wcellent market

in the U.S. for both Zresh and processed ~“nits and vege-
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Many C.A. products, both raw and - oosssed, have
been identified as being highly compe-itive in world

markets.

Tourism is a particularly promising Fo0 .9 exchange

earner. World-wide tourism is arvowing capi il especially

in dollar areas. The World Bank has eorivt 1 ~hat inter-
national tourism has the potential of bece 0 the £ifth wost
important source of foreign exchiangs to . . slLer cofieo,

bananas, cotton, and sugar.

The tourism industry is characterized I» roiatively high

income and employvment multipliers. Tr #he iori-run, it has
been estimated that the GNP ir.roaane 07 40 - ey 851 of
tourist expenditures. 2Mn invartooot oo Sooroats a job
in tourism is lower thanr in «ihar mufer iy ooiries. The
Mexican experience has showr “Fan Lws i, s five Indafoot
jobs result from the construvu-iioas -8 o207 P 0L hov o

room for international touri=m.

The natural and culturzal attracticns - F Tontral Amorioe
which include beach sites, Mayan ruins, ar. n agrecable vear-

round climate suggests that a modest effor! ‘o develop a



tourism industry could result
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of understanding prevails about the touri:*'s needs and

preferences,

Third, there are rot enough enbreprs v:urs who can
identify opportuniti=s uand bring the resn. «ns to bear to

expand diversified <:rorts or develop toir: = services.

ROCAP effor:ts fo address and resoly !iose problems
are reflected in the izoussion of the o> raim components
below.

2. Peolicy-Making

SIECA is now corvleting studies wh.r will indicate a
range of non-traditioconal agricultural preoduacts for which the
region has a comparative advantage and wi.:~h vroduction, if
undertaken, can lead to significant job rveation and income
growth. S8IECA will crovide guidance ta ho countries on
tariff restructurirg and fiszal incentiv:e programs to pro-
mote a more rational utilization of the :gion's rescurces
and expand these exvporis. ROCAP will centinue its support
of thege SIECA studies and, as reguired, = efforts to im=-

plement, on a regional basis, the incer: ives and policies

needed for diversity.ng exports.
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In tourism, the Secretariat for Centrzl Zrerican

Tourism Inteagration (SITCA) is furnishing techrical ex-
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pertise and rolicy guidance on tTourigi GSVELTIT
five C.a. tourism institutes. CABEI is werkins with

to establish the Triorities for fourism infractrucTta

develop internztional tourist attracticons in tha rec

or
1

Included will e beach resorts in Honduras znd Cos

and archeologicz]l ruins in Guatemalsz.

In this secter, ROCAY? will continus to survrors

projects develorel by SITCR and CAREZI for urnooailng

i
y

tourist industrv of the Isthmus. One of <h=

program thrusts relates to the integratel dovoloument

the elcments needed by the five governmonts o Ut a3
tourist package together -- elements reciled S0 zitirs

)4

private investment in facilities and the tcur:sz. Th

packages will include necessary Tlanning, infrzstrucs
pL.L\\'_‘-‘... i e e - - o i - —— e e

incentives, etc., for a government ©0 CapiTallzZs Con

2o
Q
(@]
e
)
[
4}
3
Q
i)

]
n
},)
tn
rt
i

1

{
[
It
i

potential for tourismn.

SITCA in a concer+ted effort to put local Investors Iio

O

I

&)

W1

-

1
W

f1

pea-
[ 5

[§]

0

b

it}

n

i1

}.J.
i1
m

et

ik



on the tcp echelons “otional governms
of tourism and the v ~viance of realis

such professionals.,

be a major program &L
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AdGiciomaily, tavvrs el in LPOTEST ol 0 05 @i3 4Ll woIse
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Naticnal Export Centc.. T..0m ke salce o7 o o .owmation will be
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industry, the OAS 2m” ¥ Eg mopt 0 7 rwemmice-~1y the
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interrelaticnchir Lo w0 rrotional cooo

and the private sectl. .. . nead accurat Lovrs of tourism
informatiorn or 2 i o 1 sLr LF liroe oL s bourism develop-
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versify exchange earninjs and increased jol. opportunities

are inexorably intertwinad. ROCAP considerrs new job genera-
tion one of its most imuortant efforts. A mentioned in the
introduction section of this pars, LAARD h:: nad extraordinary
success in employment ~eneration while at -he same time enjoy-
ing the benefits of sourdly conceived busioss ventures. Sim-
ilarly, the lending by UABEI uader AID Loann 5%6-L-010 has demn-

onstrated that this tvy: of activity has rn oxtremely beneficial

effect on the creation «f new jobs. ROCX® i3 going ahead with

a second LAAD loan, w ' —oaflsue So supp o JABEL efforts
under Loan 010, and i: _~tively croosvug - TOBEL to seek new

funds for this purposc from other Interna::mal Lending Insti-

tutions, particularlv tus TDB.

Tourism, as previously stated, has an extremely high

multiplier effect on emplovment. This reasnsoHn, among others
g

previously stated, warvants RUCAP s cont g efforts to en-
Lourage soundly devalopoeu LOUCism o Srogran in its cocpera-

tion with SITCA, CABEI and the national s.ozrnments, the em-
ployment effects will receive special at- mtion; and, if
circumstances warrant, BOCAT would ne »nreiared to consider

appropriate grant funcing for regicnal fa:-litles to train



A
Pd
J—
—
w
o
1]
o
&R
(]
{L
th
O
LA
]
Ity
th
'J
9]
p
(]
o3
it
T
41
(D
W
it
|

Central Americans in Xevy s

ment of tourists.

7. Management Inorovement

Both LAAD ard CABEI make a substantial inrut to ik
quality and effectivenecs of Central American management bv

ies in the field of ron-traditional

rr

virtue of their activi

export vroducts.

CABEI has moved teams of managerent veorle into com-
panies to which it has made loans to assisf in the soluticn

of managerial problems., While CAREI's motivation nhas rDeen

to protect its investment, the lessons learned have usuall

L
19}
&
n
-
3
10]
n
[#3]

helped the beneficiarv companies kack to soun

practices and to economic viability.

LAAD, in 1ts cyperations, often provides a substantial
managenant input into the companies to which it makes loans
or in which it invests. The area of financial analysis is
one where LAAD managerial skill has been clearly evident.

—~

Further, LAAD, drawing on 1its parent companies, can often

provide a particular service which, for practical purroses,

might be otherwise unobtainable in Central America.
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As part of its work with LAAD and C7i3I'T, ROCAP will

this very practiczl reans of manage-

continue to encourage

=

ment improvement. It will further seeck =o zirengthen the

relationships of CA2TT and LAAD wilh INO/ .. in order to

insure the most effective and constructiv: flow of manage-

ment expertise througnout the region.,

In the tourism arsa, RCCAP'z effort will be based on
building working relations between the wivicism "professionals”
and Central American public and private sg=noies in order that
the substantial management experience of the professionals can
be brought to bear on upgrading the manasement of the region's
tourist business. Working with and throagh SITCA and CABEI,
ROCAP inputs will be directed toward bui.ding a Central
American cadre of managers capable of directing private and

public tourism efforts by the end of thi: D2P period.



AMP

BANVI

BAVINIC

CABET

CACM

CAMSE

CASP

CATIE

CCHMPA

COCESKA

CODOT

COMTELCA

COPVIDU

CPM

Csuca

CTCA

ECLA

FAO

FPECAICA

LIST OF ACRONYMS

Nicaraguan Housing Bank
C.xn, Bankx for Economic Irtecration

C.A. Common Market

C.A, Monetarv Stabilization Tund

C.A. Coordinating Committee for Marketing
and Price Stabilization

C.A., Civil Aviation Authoritv

iy

Consortium for the Develorment of Tec
C.A. Regional Committee for Telecommunicazion
C.A. Conference on Housing & Urban Develcon—oot

Critical Fath Mothod

L
-
o

Fooa

fu
3

(]

C.a, Federation of Charbers of Industry



FHA

FHLEB

FHIMC

FUPAC

GATT

GDP

GNP

GCCR

HIG

IBRD

ICAITI

ICAP

IDRE

IDT

ITCA

ILT

IMF

INCAE

Mortgage Insuwvanca Org-:m: tazion

Wi

Fedaral lome Loan Rank
Fecsral Howes Loan Mort - i: Torporation
C.2., Federation of Priv:inse Jniversities
Geucvral Agreement on Tir.ffs and Trade
Gross Domestic Produack

Gresg National Product

Covernment of Costa Riox

Government of Honduras

High Level Committee

Heusing Investment Gurrorniy

Irtornational BRank for 2rzonstruction
and Development

C.A. Institute of Resecrsh and Industrial
Technology

C.A. Institute for Pul: i Administration
Interamarican Doevelop:i:r o Bank
Irternational Donor Institutions

Interamerican Institut: for Agricultural
Sciences

Irternational Lending i stitutions
International Monetary, “und

C,k. Tnstitute of Bus. "~=ss Administration



INCAP
INV's

IRR

LA /DP
MBA
MDCC
OAS
ODECA
PROMECA

SIECA

SITCA
UN

UNCTAD

UNDP

UNIDOC

UsG

ZAMORANO

!
S8
[
m

|

"y
fu
3
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1
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Institute of Nutrition for C.4. and

Master of Business Admrinistratiocn
Mission Directors Coordinzting Ccuncil
Organization of American States
Organization of C.A. States

C.A. Export Fromotion ~gency

Permanent fecre
of C.A. Ecconomis

r) rr-

Secretariat for C.A. Tourism Integration
United Nations

United Nations Commission for Trade zand
ont

Develormen!

United Nations Develooment 2roIram



