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INTRODUCTION
 

This study is an attempt to define the origin and-nature of 

the main development problems in Central American.agriculture. 

Traditionally and-to 'this day, the-economic development of the 

Central American nations has been dominated by the growth of the 

agricultural exDort sector. This has led to a structural and 

institutional framework in agriculture characterized by a dual 

economic system--a traditional sector oriented to domestic-market 

production sand-a modern sector geared to.,production specialization 

for export to world markets. 

-Chapter,.If,'reqents the. histori al .foundationsi of', the- dual 

economy in the colonial and post-colonial periods ,(upAmtil 1950).
 

Chapter,I ,;evaluates the role and performance of,,dontempora yi
 

Central American agricultural economies (to 1967)in terms of 

external balance, internal growth, -and employment and income, 

distribution.; ChapterIII analyses the contemporary agricultural 

economy in terms of structural and' functional organization,,and 

concludes with some implications for agricuitural development policy. 



CHAPTER I
 

THE HISTORICAL FOUNDATION OF THE DUAL ECONOMY 

PART-,1, THE COLONIAL PERIOD 

The Central American economies, even today, remain both
 

agriculturally based and dominated by the export sector. Histori

cally, the economic system has been divided into a traditional
 

sector oriented mainly to the internal market, and a modern sector 

closely tied to the world economy through trade and speciali

zation in the production of agricultural commodities for export. 

Until recently, it was generally believed that this economic 

duality began with the growth of the coffee industry during the 

second half of the 19th century. However, geographic characteristic 

and Spanish colonial policies .in force before the iptroduot.ion, 

Oof ee had, already pro!vided the -economic foundations, Of. duality. 

The"Influence of Geographical Factors
 

The' Central American isthmus -(excluding Panama) is an elon

gated and narrow territory divided by a central mountain range 

into two "distinctwatersheds or slopes. Indigenous and Spanish
 

coloniaf civilizations concentrated in the highlands of the
 

Central Range and the Pacific slopes where cliz,'atic conditions
 

were benign. Ample land resources and small population made it
 

unnecessary to colonize the coastal areas until the end f "the. 



19th century. Only in Nicarau did settlement occur in the Pacific 

coatal plains. 

The concentration of population in highland areas had two
 

immediate and pervasive effects. First, the mountainous terrain 

impaired social and economic relations among countries, and con

tributed to a locally directed pattern of political and economic
 

development. Second, the narrowness of the isthmus, the small
 

size of the countries, and their free access to one of both oceans
 

made internal communication among countries more difficult and
 

expensive than with the rest of the world. Thus, there was no
 

natural force to aid the development of a geographical sense of
 

unity and to counterbalance the tendency of the countries to
 

pursue an outward-directed pattern of growth.
 

Colonial 'Pol'iesin"Central Americad
 

' RIative4to other territories of' the Spanish colon epire, 

Central America offered little mineral wealth or labor with which 

to entice v.Igorous colonization. Throughout the entire colonial 

period, the area remained under-populated azd neglected. Sparse 

population limited utilization of resources and the size of the
 

internal market. These tw factors placed a serious constraint
 

on the development of the area as a whole, and on Honduras,
 

Nicaragua, and Costa Rica in particular.
 

Rodrigo Facio Brenes, La Federaci6n de Centroamerica (San 
Jose: ESAPAC, Publicaci6n Miscelanea No. 907, 1965), p. 7. 



LIcang v2gorouS enective: demiknd "from the;'!inernal market,) 

Central American economies have always depended largely on export 

demand., This wy"Spdii tmonopboitid maiageent'of- colonial 

tradeoand:'genral nelect of -thd neeads or ;poblems' faced by the 

provinces' exports were particularly detrimental to their economic 

growth. 

ercantilistic colonial policies were designed to establish 

.bilatderal trade flows betVeen the Iberian peninsula and.Its 

colonies. Intercolonial trade was discouraged by high internal
 

tariffs or outright prohibitions. Trade with other colonial 

powers or foreign nations was outlawed. The State monopolized 

and controlled imports and exports , cargo space and routings of 

specie ly-chartered vessels, and ports of entry. The geographic 

position of the region, removed from the main routes of intercon

tinental transportation, plus the limited access to ports made 

"transport facilities for Central American trade uncertaini irregular, 

and expensive. These restrictions largely determined the competitive 

conditions and characteristics of ex6rtable commodsties oInorder
 

vto,affodd' freight cost commodities had to be relatively unperishable 
.. '' :/ ' ; " • .2SI' . - ... 

:rfidn n-'b.k ; and have high demand 'in metropolitan markets" 

Foi~'various reasons, .liberalization of trade 'policiesbyhe
 

Crown during the last quarter of the 18th cn6ury had onlya, 

1"theliberalilimited -effect on Central Amecan trdes' A -th 

.ation opened trade with 13 new Spanish ports and with all the 



Amneican o t-on$alports, -i1 -taed-to5tiJul2st ,0CentyralAMerican 

trade,,becaUsei 

) 	 Zt%dropped the requirement -that vessels had to-anchor in 
Panama. This reduced the number of ships calling at Central 
American ports; many ships began trading.'directly wiih 
North American colonies;
 

2) Elimination of the prohibition on inter-colonial trade,

failed to help the Central American countries because they

produced similar and highly competitive products;
 

3) Despite changes, commerce basically was still controlled by
 
:Spain and its agents in the New World, especially those in
Guatemala.3 Trade with Europe was prevented.
 

The Guaemkian Consulado, established to secure local control over 

economic policy, soon became the prey of Guatemalan merchant

14
 
bankers who utilized it to enhance their power. Although the
 

Consulado was instrumental in the development on the cochineal 
industry in Guatemala, its decrees against the rest of the 1'r6vinces 

were particularly severe and discriminatory. 

.,Pbi26. 

3Vantini Solbrzano F., EvOluci&n Econoni6a de Guatemala : 
(Guatemala: EditorialJos6-Pineda. IbarrA, 19 63),p. 2. 3... , 

The following two articles are particularly ilJustrtivo,ol 
the donsuado influence and activities in Central America:
Troy S. Floyd,. "The Guatemalan Merchants, the Government.: and .he 
ProInces," Hispanic American Historical Review, Vol. 46, No. 1
(February 1961); and Robert S. Smith, "Origins of the.Consulado 
of 	Guatemala," Idem., Vol. 26, No. 4 (t 5Iarch 196). 

Cochineal is a dye obtained from the dried bodies of the

female insects that live on. a certain variety of cactus. , 



oe *fi~ re (ii" 021~oy1 gthou~f dc~ P4,c--

' .,as,ftbe immediate4abolibbientOf ,tindCO63 .litec s i a nd 

economic .epercusaions-dd ik'.o'iieies'exo helheli4ed- is~dnd 

half of the centuy Thereaction to ther abus usef ic 

power frund economi, a(1d-deologioal support-in- he lz'al economic 

doctrine of o ainssdZeo e .be efairO. hic.h..came 'd ......... 

desire, for independent :repUbli~hsn ' ife.-'" 

.' : The;'econ~dco ouiteoof-'B panish:'colonial - administratbn:, 

,,th ,.p'ovinces :.frc~0~~ e anther.ir '.aidrori the- rest of th'.."il : 

Deprivdd "of free' acceaib to 'nteration e-i, markets-,it tinternal 

trade ,bset by, mbk6poli -&'and other i uttonal 'bbstac-s 

the provincial economies remained in a condition of indivi'ua1 

self-sufficiency.
 

A further manifestation of colonial ipoationism was ,the 

spirit of nationalism and revival of old animosities which emerged 

following achievement of independence from Spain,. Confl04ctpg..
 

political leadership and conservative and liberal 3 J 1 ideo 6,ideologies , 


led to a period of intense civil strife. Under these conditionis, 

all efforts to create and integrate a system of state and .econpo 

were futile. After the end of the federated Bepublic of,C!e ral, 

0 

Some of the issues of these two ideologies dealt with the
 
chorce abntwde m'-ndnona.rhii, and skate,r'epublira rh 
de.cracv and aristocracy. 

http:anther.ir


mrc8iA ~ 3) al ttiompts #iiieetrey-potipalr ity among_ 

bat}he .,pt4os wrVe q.sucaeosklul .;,Pwe, struggles r.aiong~leaders, 

'44ideological difference~s pIMecledi Plitios.leta ilit zunti-l 

, rise of 22beralism ,betweoen -lToand l89547 

,Lacking.plitiqal stability, economic and:-$nstitutional,- ; 

r~ogaiztrr iaseverely. imaired, (except !.. 0os..Cc6taRic ; 

Because of ite geographical location at ,the.. southern tip.of th4 

ist. m -d *i±sfanore.homogeneous socipi and ,political,-comsition, 

6 a -rw.a bleCosta.B tO- consolldate internal, order .and.resolve::the 

ideological .OP~flicts,at an earlier dat. , 50850v.-that,.!country
 

,was eeriencing piopp u ieuale. 'in ,the,history of Centra3
 

Ameriq wth the.produtjonof, coffee: Aor, export: tR the,,European
 
4-,.mezket .. 

Dualism in the Colonial Economy 

Because of political instability, the economy established in 

"t.e aoloia essentially unchanged throughout, mostperiod remained 

of " 9th century, Colonial" will be utilized to refer to the 
. ..- .. . - . , . '- .,r ,-. ) - . ;. , . .

Centrai Akerican economy, before the introduction of coffee 
' 

and 

Vbdianas as large-scale export commodities)"The economic life.cf 

ne colonies was based almost entirely on agriculture. Industrial 

proaucilon was limited to handicrafts, cottage industry, and 

some mining. Agriculture was rather diversified-, but col6ozi-a 

police ept ,oupt oriented, to 4nteralmarket, Cerel ',j 

grains, fruits, and vezetables were produced almost exclusively
 

kCarlos Manuel Castillo, Growth and Integration in Central
 
America (New York: Praeger, 1966), p. 14.
 



ior:.the internal 1arke1 of individual 'provinees. .Sugarcane was 

planted comiereialU*. for the)doestic 'market. fAn estanco, (mono

poly ceontrol) :.wasplaced-on the production of 'rum and sugar cane 

alcohol in 1773. Cotton, though widely planted, did not.develop
 

into 'acommerdial .crop, 'but was produced mainly by- the indigenous 

population to suppl¥y locl.,needs,
 

l
.Agricultural vprduction. for export, through. colonial; aru early 

independence periods, .wasrlimited ,tococoa, hides, indigo, ,and:
 

8
-.cohineal. :Excessive. taxation:and competition fom Ecuador drove 

,cocoa.,out of",the:export .market, 'and its -production :declin'ed al

itogether toward:the tend of the lth century. 

* f In:the second:,half of; the 18th century, ,indigo bedamethe! 

major:.export -crop .and retained its.mpdrtance inimost ;countries 

untilt1790. ? ven as "late:'as 1850, however, indigo accouniedX'fdr 

9over 90percent of El Salvador's exports. Cochineal exports ' l" 

.- from. Quatemalaiade,.up.92:,percent. of.. the acountry's.export revenue 

,during the same'.period? 0 

.4 JABoth-indigo;and.cochineal-,vee dyes,widely 'utilized fby.the
textile industry. 

Based on data reproduced in Ephraim G. Squire, The States
 
,of Central: America,(.New:York:: Harper: Brothers,. 1858)',!"pp. -323,
 
528.
 

Manuel Golas Q., "History and Economic Theory in the
 
Analysis. of.the Development: of Guatemalan Indian 'Agriculture"
(Ph.D. thesis, Department of Agricultural Economics, University
of Wisconsin, Madison,' 1969), 'p. 97'. 



iVarOious historical. insights. can be gained frowthe preceding 

desaription.o -the Central American -colonial econo:,:--'
 

1)., staple food production was limited to1the'internalv,
 

1provincial markets;
 

,
2)Y crops ,such as tobacco:and sugar cane--which :inother'


colonial economies provided the basis for cotmercial and;eXport
 

,agriculture--were under estanco price-and output regulations, and,
 

therefore .were confined to the indiiridual.domestic market;
 

-.3) for a'period of three and one-half centuries, .surprisingly
 

few commodities were able ;to enter .external commerce. Moreover,
 

individual commodities in.parti mular countries followed succeeding,
 

rather:.than coinciding,,.cycles of rise andi-decline,. 'Consequently,
 

.iwas common,,for Central -American,-export revenue to,depend3iat
 

!any given,period, .al3most.
entirely :on the,earnings'.of a singe.i
 

commodity.
 

Given 7,the 'small-- largely agrarian populations and the-frdg-
-- . 

mentation of the regional economy, the extent of-the market placed . 

a rigid limitation on the development of a commercial agriculture. 

.Significant shifto :in demand,'.could :only originate 'in the external 

sector. Because of high transport costs, only a few products
 

in high demand and-lacking alternative .supplies were feasible as 

Central American exports. Caracity to import the goods that,
 

either,.,economically; or legally,.the provinces'werei.n6t; able: to.
 

produce, depended solely on export revenue.,.
 



9,I, i05qs,o. --the, vsrious states. were7 directed ,towad'seizing 

expo.rt opp wtunittes,. thus reinforcing- the-demand.factors favoring 

specialization. , Since: exports consistbd, exclusively: of industrial 

.mmodities for. which domestic, demand-was negligible, (hides % 

cocoa, indigo,: ochineel), a direct .link vas, established between 

commercial and export agriculture.
 

By moderp standards, the colonial, economy.cannot'be charac

teri~ed as an export economy. Nevertheless,,exportso'had aIdecisive
 

:4e in the design of -economic .policies ,vhih,strengthenedcth "pattern 

of resource -allocation and, income "distribution itroduced byt he 

hacienda into theindigenous econcm.. 

The hacienda was the basis of duality as well as the mnin , 

institution of the rfolonial economy.! . In Central Americ9"however, 

th ,e ,h cienda originally:absorbed -relatively .few ,iesourads ad left 

the indigenous economy essentially unchanged. ,To satisfy its ' 

.needs, the. dipproportionately small Spanish 'aid Creole 'population 

h8d, to, econoM'cally subdue. only a small segment of the"native'-.. 

pop tion and even; asmaller' proportion of *the land riesources6 

, Capita1 as .scarce, but.;under pre'vailing technology;' land' 

;abgr-.substitutedi for i..-"Labor vas tbe'scarce, and 'critical. 

Les u~e,: and, hencei beasme:the main li1ik.,btween the':haeienda' 

system and the indigenous economy. Within this dual syste, export 

demand became the catalytic element that set in.motion.the dynamics 

qc"tioaaf"d-insttitlo.a rI o.lic.. ' ' 

~~~v~s i D L EI ~ j t' i C f c ~ ~ A 1: j 5 



]Pr.ofitabilty,ofi th- hacienbd systear in centrel Ameri c

depended: on the ability, to produce, for,.the eport,'market. By
 

adding an export enterprise, the hacienda beeame,the export
 

oriented.commercial sector of.agriculture.'- In this manner, the
 

hacienda can rightly be.called the predecessor of the plantatibn
 

system in Central America.
 

The social cost .of this transformation was largely borne-by 

the: ipdigenous economy, not through land but through labor. 

,,Although occasionally land vas. claimed from the indigenous economy, 

-the long-run effects would not have been great since access'to 
public domain land was, at .least in principle, equally open for 

both.
 

Th. mandam*ento and debt, peonage were the principal means
 

to create,a salaried labor force -to work, either permanently 6r
 

seasonally, in the commercial enterprises of tho hacienda.
 

s-	The. exploitative mandamiento .lawscomanded able-bodied men from 

the .indigneous sectorto work,in -haciendas'a certain'number- of 

months each year. This institution, represented 'a transitioiel" 

stape between. a. feudal and, a, commercial labor market. From the 

feuda1 system,, it. inherited its compulsory character. Cftoerci~l 

features were A wage!rate and a commission to the loca1,te'n'uint 

12
 
-: laborer hired.-. 

12In contrast to the earlier ,encomienda-or repartimiento Systems
 
the mandamiento did not entail land use rights or landciner's
 
responsibility for the religious and social acculturation of
 
native workers.
 



A second institution rof. forceAd.ilabor .!'debt:Jpeonage,"-. 

emerged in areas where the mandamiento system itself could not 

assure an adequate number of labos.ers. Under this system, money 

was freely advanced to the local population on the promise of 

payment in services for the next season. Only labor services were
 

acceptable as repayment and permanent indebtedness above legal 

limits became so widespread that debt peonage emerged as an important 

institution.
 

Utilization of the mandamiento and debt peonage techniques
 
,~ . - . - . t .. . . . 

for acquiring labor was dependent mainly on whether or not a large 

indigenous Indian population existed in the area. Guatemala and 

El Slavador, both with large numbers of Indians, used the techniques 

extensively. There was less use in Honduras and Nicaragua due to 

a scarcity of Indians and livestock specialization on the haciendas.
 

In Costa Rica extremely isolated European settlements turned to
 

family farm agriculture since goods could not be exported. 

In sum, the state and colonial economic interests in Central 

America developed'a commercial agricultural system for the ex

elusive benefit of the hacienda sector. Public powers were used 

to squeeze revenues, labor, and produce from the indigenous sector
 

at rates and prices compatible with the needs of the state and
 

the hacienda.
 



PA - l" O
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The Influence of Economic Liberalism
 

The doctrine of economic liberalism, expressly formulated
 

as a rejection of the political economy of mercantilism, was especi

ally fitting for the newly independent nations of Central America.
 

It provided both a comparative model and a program for the recon

struction of the system of state and economy inherited from the 

colonial period.
 

Liberalism was intended to apply to every aspect of economic
 

life as well as to the role of the state in that economic life.13
 

Accordingly, the use of public powers was to be directed to the
 

preservation of internal order and the creation of legal insti

tutions to protect private property and free enterprise. Beyond 

these objectives, direct involvement of the state in the economy 

was limited to infrastructural investments and provision of selected 

services snch as education and public health.
 

Economic liberalism advocated, inter alia, free competition,
 

free domestic and international trade, and specialization in
 

production according to comparative advantage.
 

Free international exchange was viewed as the way to develop
 

a commercial economy from a primitive system. To this end, new
 

13See Charles Guide and Charles Rist, A History of Economic 
Doctrines, Seventh ed. (New York: D. C. Heath, 1947), pp. 359-70. 



civil. saidcomerci'llegidlation goveiiin'-p'rodudtion d'triae 

4!wes 'adopted; -imodeled on the French Civil"Code. 'Production speiali

zation according to coparative adzitage in international trade 

was recommended-as the mst effective wvyrtoerend the area Of 

'	the mirket, induce division of labor, and.productively employ a 

larger portion of.the"population. Efficiency or distributive 

congiderations of resource allocation were overshadowed by emphasis 
-1 4 

on the total volumebf economic ativity.

The economic panami of Central America during the i850' s 

and.18601swts.one of limited alternatives for future development. 

.-The- possibility-of pursuing ah"invatd-direoted patte'rn of growth 

wasn Theprecluded by the small size of the internal market. 

-frawentation' bTf the re'ginaX,econoy after 1838, ifith 'the 4stab

.lishment ofive ' independent- nations, 'fiithr"limited the"eztebt
 
' + .... 15
 

1of the: marketi?, 

On the. other., h n, the!aricultilealiy-baseda export-oriented 

.nationaleconomies lconfronted serious' problemfs in the' external 

sector: ,',Ni'aragua and 'Costa ° signoicanRibb&: had vi'rtual! si 

'ila Problem"
 
in Joseph J. Spengler and William R. Allen (eds.), Essays in
 
Ecolaomic,,Thoukht (Chicago: -'-RandMcNilly,01960), p. 451"
 

15In 1855, the total population of the Central-American-.
 
nations was estimated at 2.1 million inhabitants. See .Ephraim
 

f,.r Mint, "TheClassial Vievof.the,Economic 

Gi,7.Squire,i g. £i;, pi<54. 



fre~n ,xchnS.
~qe~f PiM4J,6I w~arisnv in.,A .tu&#4. 

""emate a .and 1 Salvador, and.to0,a lesser degr ee'ip onduras-,,all 
0 which depended almost exclusive3y on indig andochineal. 

16
 
eports for exchange earnings. -The Co-,ercial produation and 

use of chemical dyes after 1857 bad not only depresied prices of 

indigo~and cochineal but threatened.to-extinguish theirnmarkets 

,altogether.. All five Central American countries were soon .to be 

without a significant source of foreign exchange.
 

Thus, all five nations were -equally .emphatio -n reallocating
 

resources and directing public policy toward development Of new 

. 94icultural commodities for, export,. These policies found theo

retical .and ideological support in-the doctrine of libevaliosmwhich 

,conceived of free 'trade:and international specializat;on ofi.prO

duction as the dynamic forces in economic development 

Liberalism also supported the persistence of economicdUality.
 

_Thea.sector with the larger market.(the- colonial hacienda sector). 

woul~.pspecialize i, the production of,-exportable.conmodities* and 

producptive y employ,. ,. given proportion, of the labor. force. and-,,-,,-

complementary resources. A second sector, producing goods for
 

whicht.he country had ,no comparative.,advantage in international 

exchange, would speezilize,in the ,production of commodities for' 

.16'-Part I showed that indigo and cochineal represented,over;)
90 percent of the total value of exports of Guatemala and ElSalvador, re=pctively, and after silver bullion were the second
 
major source of foreign exchange for Honduras.
 

http:whicht.he


the :internal Mallarket ,u@oa6demand could n~t ompetitively.
 

,be satiifiedbW import. ,Therefore, according-to CastIlo,,
 

Central- America, vas psychologically ad iLdeologically predispoied
 

to effect: changes in the existing :colonial "systemonly to the'
 

extnt requiredto. establish' competitive export :indstiie.s.17T
 

Out-of these policies and predispositions emerged the dua 

rexport economies which characterize .CentralAmieri ca -t0day'. 

Characteristic of..this dual ecozit:Vis the -polariz&t6n in"th'e 
-structures "of land tenure., -The"(modern'l) export sector controls 

a major.,prop6rtion. of 'the land and is based on laige-scale commercia 

enterprises. The traditional sector, except for-large cattle
 

hadieiidei,'utilizeS -residual lands!"iad is organizied predominantly 

,iniuinitamdiai and. family lini'ts prot-din0g o for the domdesic,
 

market.
 

The Economic Role of Land Policies
 

Thema&jor detlirminant of the structure of export.,duality was 

the land policies of economic liberalism. The massive and non

restrictive transformation of public lands to private property
 

led to a vast concentration of land in the export sectors and to
 

the segregation of the traditional sector at the fringes of the
 

expanding.export economy. However, these policies and their effects
 

were largely conditioned by three factors: the absence of mmi-, 

gration; the high man/land ratios; and the institutional framework.
 

Clos M. Castillo, fl1. cit., p. 28. 



Fepoc3rcity.of population reiatiiye .to .land,,reaources, had'
 

important economic implications for expansion.-,N
Public lands were
 

traqsferred to individuals at rates far exceeding 
 the growth 'in 

the active population, and even exceeding the economic opportunities
 

for ,its productive .use. Furthermorej the absence of large immigration 

vementSp prevented a :paralleland significant colonization process. 

Consequently, the advance of the. agricultural frontier -was based
 

not. on ,family-size units, but on -large holdings where only 
a 

Ainor portion of. the land ,was actually -used for .agricultural' pro

duction... There were no effective limits onprivate claims ito
 

public, ,domain ,lands.
 

TWo additional forces combined in the.l.and concentration
 

pro : 1)the skewed resqurce and incom; distribution resulting 

from the colonial hacienda-traditional sector duality; 2).the
 

ideological and pragmatic tendency to sacrifice distributiona3
 

considerations for competitive export enterprises.
 

early concern of land policies was the incorporation of 

communal and church properties into the private sector. By special
 

legislation, these lands were to be sold to landless campesinos
 

,andusers of communal properties. Nevertheless, through pre

eption, faulty registrations and various other maneuvers, large 

numbers of campesinos lost their lands and were compelled to 

join the labor force on exanding haciendas and plantations. 

In Guatemala and El Salvador, where most of the land in the 

traditional sector was held communally, these policies evoved
 



-.41t. ral4 qnOqSUXQ- movementa.~ n~utml,.fiisac a& 

189 law gave all proprietors of "rudtic!lands"i a peri*d- of,.three 

Aonthsto register their titles or present private, claims., After 

,the expiration of, this period-,lla, previous. rights were: forfeited 

and unregistered. lands were -cons.idered "baldios" .(idle or abardbned 

land) and thus subject to open. repossession.. 

.e appropriation of, communal. properties there provided a 

signifipant proportion of-both the: land and the labor required. 

,.by .the emerging coffee plantations.,- In all the. Central:American 

,countries,the process of land- ppropriation occurredwithout any
 

e_;f;c,tive, consideration for the sizeof the holding unit. .Guatemala
 

was the onl. country,,where legal .(though ineffectual and discri

0 natory):limitations, were; placed -on. size -of holdings. 

Land sales became an effective source of public 'revenueto. 
.meet recurrent. fscal ,deficits created.by,.the_ balancebeteen 

ambitious programs of infrastructural construction 'and fiscalk 

exemptions.,to., encourage production,,and itrade.':, Since, sales were 

by=iddingq,they effectively-eliminated from competition all .but
 

the-more affluent, members -of, society. ,- In, Costa-,Rica, land .sales 

original4r took place at times of fiscal distress, , but were later 
inhtitutinalized,.as means of, "cing oal 

n-. - dvThus, fnan loc-!governments. 

ndi uals acquired coastal lands for the establishment of 

;attle ranches and haciendasi In the same way, a. subsidiary of 

http:inhtitutinalized,.as


thuw United FruliV'Company, acquired mcdst of Its" 17-5-O,5000,~t 
18 

-banana land in Costa Rica. 

By -another type of land salei~in, E2 Salv'dr, all. nttIe. 

.land In the country. reverted- to -the state :for' SMbsequnezt sale::by 

,bid, :to private concerns. 'Because,they'were ignorant .of 'legdl 

entitling procedures, a. large number 'of campesinos*were.evicted. 

:,'Lahd fulfilled ah-additional public purpose: as collateral. 

Due to failues tot raise -capital in international markets, large 

aid grants and concessions were made: to induce private investments 

and to flnance.railroad-construction. These concessions: represented 

,amaor, share of the total.,of, L28millfon aresbheld by a single 

19 
.company in. 1925 (3'*6!inilli nacres by 1936)"., : ,.' Even at the peak 

of the banana-.eipasiononnly a fraction of this-land' was' acual 

use.

4,Land. concessions vwereals6! made . to. Eurbpean -settl ment 

companies in" unsucces sful attempts' 't b enourage. inimitration' and 

colonization. i:Foreign'°colonizatii- took place only: on"an indiidual 

.basis andon..a ..very sma1lascale m-i' I lmigration ias 'gener .ny' been 

nmerically,:!inconequential'iin Central Amrica. ' 

18 
C Jr.B'oeial Aspects.'of'3the.Bdhana.charles D.",Kepnei 

Industry (New York: Columbia Univeristy Press, 1936), p. 79. 
19Ibd.,p. 86. 



I.-204.
 

IThWei PPOrtihk Faa j6rw -oV4:Duqit -t 
The Traditional Sector 

What land policies failed to accomplish directly in the'
 

entrenchment of economic duality in the export economy, other 

liberal policies did through the market mechanism.
 

Landed property was economically valuable when complemented 
with the technical knowledge, ability, and financial opportunities 

necessary to engage in the production of export crops. From the 

outset, these complementary factors were scarce and unevenly distri 

buted, Economic liberalism furthered this situation b perpetuati 

and intensifying differential access to commercial and financial 

opportunities and. institutions. Land--and other resources as
 

well--came under the control of those who could effectively
 

utilize it in the production of export crops.
 

The very uneven competition which developed in the input
 
" 

4 , .. - '..,A "** ... o .' • . - '.. ... •,** I 

mrket created a precarious balance between food production and
 

the expansion of export commodities. Recurrent food deficits 

appeared early and became chronic as the export sector developed. 

In the tradition of free trade liberalism, food deficits were
 

satisfied by resorting to imports rather than topolicies which
 

would redress the balance and create incentives for domestic 

production. Hence, the traditional sector, already stinted in 

the input markets, was confronted with competition in the:,commodity 

markets as well. 



Where the forces .of compet Qp:oveweI trongeit,tand operaed
 
simultaneously in both input and conoditMymarkets- complete.
 
specialization in export production occurred and internal produc

tion of some commodities vanished altogether. Notable examples
 

were 
otton, wheat, and cocoa which were replaced almost entirely 

by imports. Other minor crops shared their fate. Where the forces 
of competition were weaker, traditional crops (corn, beans, 

tobacco, sugar cane, etc.) retained their importance in the domesti 

market. Their production, however, became stagnant and production
 
. . ... . - .... 

costs rose as the sector was relegated to residual lands farther
 
removed from urban centers, transportation, and commercial services.
 

Cost-price relationships deteriorated as imports seized a share
 

of ternal demand and kept prices from rising to stabilize this 

ratio at a more remunerative level. This phenomenon also weighted 

relative cost-price ratios in favor of export production. 

The result was twofold. First, food production within the 

domestic sector remained organized primarily on a non-commercial 

basis on small, largely self-sufficient farms. .Second, in the 

face of growing population and urbanization and rising incomes,. a!', '. . - . . ' . ,-; . . , ., .- " '2- - ,-, - ,~ , . * a ,, 

bhe recurrentfood deficits which began to appear as early as the,'.. ;, , P. ; * r *.,a :t*: '. . .% 'itf 1 *i2O% .. ..h a a",. 

L850s b1ecame chronic by the turn of the century. 

Casti.Uo,.o2 . L,, p. 42. 

http:Casti.Uo,.o2
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~n .sjt~~od- deficits,
 

ri~iCefol+.ned £the~rapid ,deveiopment,'oft tb0 expo# t .6t6, :Te&rela

t ivelylowi demad for, loodva .aeatelY3'met .ggreg.tewa 'W- the' 


marketable:, aurplus fr 'tkIe.i'Iarge.-dubsistenee -setor 'plis -sIppile

-
mentW.,y importstfinanced from: trade balanbe accruals. 

.F.aped with:-growing potulativn and' opeatni' uder •severe" 

en9omic end institutional .constraint, 'the domestc sector- could 

,onlY, 'exPand= at the extensive margit,of 'cUltiVatio." This' limtation 

-,ae- +for,relatively,.lo;+returns in' do'mestic agric'ulture- " paticularly 

eurns tO lab¢r *: Even :if money, ages,in the,export sector'were 

,lOWlabor would .be:attracted."as, long as iwage remainedl abov'e' the 

,.yerage .- -product of-labor in subsistence production..revenue 


Other non-market mechanismg ".were'utilzedto 'complement
 

or.facilitate the'process. As already fndicatedi 4antd policies 

favoring,corm er.cial farms. created. .potential labor force. 

:.p].nt!ation,.provided ,b+dditional"icentives to wage piymenta with
 

free plots o'r -land:.for:the useo'f -aboreis- In"6 -m'6 countries'
 

p..tao±ui :worke .were :exempted' fr6m mil.itary se.Vice.,
 

2 1tabor% :opportunity cost is-"equated to the wage rate in 
the export sector. This argument-rests on the promise that land..
 
,,inthe traditional sector had no opportunity cost and that access
 
to new and productive land was institutionally restricted.
 
Capital: consisted.almost +solely-of elementary hand tools. 'Thus,
 

.
labor became the crucial factor .in food -production'.+ Land and
 
capital :are considered fixed and'included in the cvteriS paribus
 
assumption implicit in the-above argument..
 

http:relatively,.lo
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hqn. .:,oftbes@ :ncentIves fied to,4u4p374rieough labor 

,power, governments resorted. to.more ,coercive methts." :;The -cdl3onial 

,mand iento system. was .evived in Nicaragua aind G at.mala.. 'he
 

peonage system was 
 also retained. in -Guatemalauntil 1936. 

Reliance. op,.the...arket mechanism for.provision'-of- lbo-1 1'
 

varied .in the different countries., These variations 
are reflected 

by intra-country wage differentials, which' ranged in-1818' from, 

t '. to., fifty cents US currency, or"even higher in some places. 2 2 

Wages in.El Salvador and.Costa Rica were from four to eight. tires 

higher 'thanin Guatemala, where free laborers earned from twenty 

tO.,twenty-eight, cent ,rper day while bonded labor :was paid'from'five 
toeigh ,cents .a ,day, for, the same ,work. These difference 6i re
 

reflected in the living conditiona .ofthese groups..
 

,:e availability of labor 'became crucial to the-.expaision
of export e nterprises and other firms in!the econon .. Only 

,ylnttions lopated.,near population 'centers .were-able -to sp'e 'iize 

en ze~ly,.in coffee production. *,Theyfunctioned by maintaining ' 4 
a work force commensurate withi the plantation' s permanent, needs', 

and drawing upon urban labor--mainly women and minors--to .supply 

the, additional seasonal 24abor.;2:.i 

.. 2 DanG. .- ro, FThe-tve fRepublics of Central :America.' 
ork: Oxford.Tniversity ress, .. .916)..p... 

i,123. 
61 64.
 -pp.


24 Purosely, the long vacation of the school cycle in Central
 
America falls during the peak of the coffee harvest season.
This releases women and student la'bor for the harvest and provides
an opportunity for the laboring classes to complement or increase
 
their family incomes.
 

http:ze~ly,.in
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a~i.amM Io~tedfarth-r awa. from populati4d centert had to 

solvp,;Labor problem In different was.: .n Ime plantations,
 

a permanent, work force for the major enterprise was subsequently
 

utilized in complementary -enterprises during the slack period.
 

,.This phenomenon gave rise to the coffee-sugar cane combination 

: the-low-lands of Costa Rica- and Guatemala'and the coffee-' 

livestock combination in the North Central'highlands of,Nicaragua. 

Soi times, plantations had to give, land, to laborers under .'work 

contract arrangements. 2This, solution,' however,: was mainly- a" 

transitory. stage ,in the, creation of a salaried: labor; force.* 

e,colono-system, which gave laborers use right ;to :pieces ofV 

,.hacienda lands in exchange for a share in ,their crop or for given 

- labqr. cQnmtments, prevailed, in the Pacific' coastal areasof 

Nicaragua, .El Salvador, -and Guatemala' where 'it -became a pre. 

A ant tenure. system, for landless, campesinos utntil the MdVenti 

of cotton in the 1950's. 

oupporting Factors of Duality: 

The Export Sector, 

_Land became valuable, to-the. extent -that:cmniercial.oppor

tunities and financial,,'resources uecured"'the ,capitat and labor

reqre4 for its utili ation, inp;the production of, export- commb 

dities. The technological and organizational requirements .of..-. 

exp r.nroduction were more complex and exacting than those of 

a4 -other, enterprisein the eono.-, Onone.;handlresource demands 
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Were large :Tor, both investment and :current expendituresl: elnd in

yoved complex technical, processing, banking, and shipping 

functions. On the other hand, export production meaht dealing 

with foreign and distant markets over vhich Central American 

producers had no control and little influence. Furthermorep, with
 

payzent on deliveryb long time lags between outlays and: receipts
 

vereca financial burden and implied large time-costs. 2 

With unequal access to. financial and comercial opportunities 

and,institutions, the coffee industry began to be structured in 

various degrees of vertical integration. At one extreme were 

those who combined~production and processing with credit, marketing
 

,and shipping facilities, At the other were those-farmers limited 

to the production,of coffee as a cash crop. ' These'smaller farms 

depended upon the larger integrated plantations for the sale or 

processing of ,their,crops.and'even for the procurement of 'credit 

and other services. 

The disruptive forces of international crisis in the coffee 

market and subdivision of inheritance further polarized 'the land 

base,,of the .ndutry and give rise' to' very small plantations and 

minifundia farms specializing,in'coffee productibn. ;'Bven in 

Costa Rica:iwhere ;thel coffee induAtry).hadt a mbre egalitarian base 

25
This lag normally exceeded' 12 months. Port of origin" 

f.o.b. purchases were a 20th century phenomenon brought about by
intercontinental wire communications ad the establishment o0f> 
brokerage houses in Central America.
 



,nd~. ,de!v.lqpment: .process, T6 ,percent of -al1.coffee. ,properties .. 

ta,.2,O000 .At -the. other'etreme 0.9tp.eeov -less by,1940. 

percent of .the farms -had, 50 000 ,trees or more, .l 'plantations*. %! 
26 

(015tpercent of the total) each having more.than 250,000 trees. 

A similar outcome occurred during the course of development
 

of the banana industry, although its genesis was entirely different
 

from that of the coffee industry. Two principal explanatory
 

First, the banana industry developed on,fa'tors,can be.,cited.. 

outside the institutional rs.h
:new,lands in the Atlantic Plains 

,,traditional tenure patterns. Land concentration was favored 

.by.the magnitude and terms of the grants and concessions under 

which t1hose lands were acquired., Second, from the industry's 

origin, control of the industry was held -bya few .foreign corporate 

org*nizations which integrated large-scale production with marketing
 

and shipping in a single operation. Furthermore, they also controlled 

marketing and.distribution channels in: the United States the 

major market for Central American production. 

:,. In..these ci-rcumstances ,. the banana industry developed as 

a foreign enclave in which.Central Americans had limited perti

pcipation except in the provision of labor. Not until the present
 

odrigo Facio,.Estudio sobre Economia Cdstarricanse'(San
 
J60: Editorial-Surco, 1942),.pp. 88-89. An approximation to'.:
 
uize.of farm. can.be.obtained by :assuming one.thousand treesi'-ie,-,
 

manzana (1.7 acres), the rule-under .the technological'conditions
 
at the time.
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decade didz.,domestic enterprises: assum a significant role 'inllhe 

banana industry2 because of'the"opening of Etdropeah and Japanese 

markets, and increased buyer competition after 'the,1958 anti-' 

trust suit in the United States against the major monopolistic 
Qorporatjonl.28
 

The Commercial Development of,
 

'Export Production
 
-The description of the expansion of the export economy that
 

folows shows that development of the coffee and banana industries 

aserelated sequentially rather than independently. In addition,
 

available data on the growth of exports are 'qudntative indicators
 

of'.the resource demands that the development of 'these two industries 

must :have made upon the existing economy.
 

-Under favorable demand conditions and with completep'oli

ticAl support, .the export sector. developed rapidly. ",Expansion of
 

coffee production: began4 in.the. 1850 
to 1870' perio,, followe by 

TIn,1967, independent producers and'foreign corporations

held 11,812 and 26,913 hectares of banana production lands, res
pectively.,:'By 1969, independent producers had increased their
 
plantations to 25,782 hectares while foreign corporations had
 
.28900 hectares. 
See SIECA, Informe sobre el Banano'en Centroamerica,

unpublished preliminary report (Guatemala: 1969), Table 5. 

28These marketing companies are not producers themselves.
 
The Sherman Anti-Trust Act suit refers to United States of America 
vs. United Fruit Company, Civil Action No. 4560 (US.District 
Court, Fastern.District of-Louisiana, February 1,1958), for' 
,.ulawful restraints and monopolies."
 

http:orporatjonl.28
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the1,bana nn T890he 4xportocbnomy
.18 sand: h. 


":
Yap, we2lU established by the. early 20th cent'w anddthbe, tVb ' 

.oP odities had virtually-monopolized: all; commercial activil# 

in.the.Central American economies.
 

.Coste Rica.was the first among:the Central American':Outries
 

t ,4eve,.op a commercial coffee and banana.,trade-. Coffee
Ybekaer"
 

to be cultivated around 1821 and exports to Chile started in
 

1832. Between 1821 and.1841, coffee production increased from
 

50,000 pounds to almost a-million pounds. Exports to the Euro-


V6 nmaiket'after 1845 induced a r pid expan iton inproduction. 

.By.1890, coffee exports .from Costa Rica amoutea-.to 22'9-,milion 

,pounds, 92 percent of.the total value of exports 29 Revenue 
.ioseat an annual compound rate of 1945 percent diring the 185?

i890 period.
30 

"Ah-thi-other Central American countries consolidated Internal 

*order ,in,the, second iha. r ;ne ,-.Lyn cenzury, Tneir coiiee pru

duionrose as~faStas ,Costa Rica's. '.(See-Table1.1) By 1880, 

coffee a.ocounte. for 92.percent of the -tOtal export .proceeds of 

,*-.erala. 
31 

Nicaragua was the last, country :to develop its coffee 

29production and export figures are from Facio, 2p. !it.#
 
pp. 23-26, 32. 

30Based on figures in Squire, 2 cit., p.-528; and in-Tomas. 


Soley Guell, Historia Economfca y Hacendaria de Costa Rica, Vol.
 
II (Ban Jos6: Editorial Universitaria, 19iIl2.
 

3 1 8afr 
8anford A.Mosk, "The Coffee Economy of Guatemala, 1850

1911: Development and Signs of Instability," Inter-American
 
Economic Affairs, Vol. IX,No. 3 (1955), P.12.
 

http:amoutea-.to
http:4eve,.op
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w:~9P9I* ma; -y.Logo,oorree: acctkUnted-,fori foui-fifths of!.t~' 

totq.i.t expor Honduras lacked appropriate ecological conditions, 

adquatetransportation and port',facilities for coffee production. 

The external force that accelerated:the growth of coffbe,. 

exportswas the rapidly growing demand. in international markets. 

Wx4r consumption of coffee.increased steadily after 1850, and! 

Table; 1,1 -- Coffee Exports: from' Central America, 
Selected Years 1860-1920,
 

In Millions. of Pounds 

Costa Central
Year .Guatemalai, E1 Salvador; ::Nicarguea Rica ,-: -America 

186o, o.0 a.'-0.9b!. 	 11.5 12i6 
188o 29.0 8.5 	 7C
1. 24.6 63.8
 
4.900 73.0. 50.1 20.0: 
 38.2 	 181.3
 
1926 94.2 82.8 
 30.0 30.9 237.9
 

uv-. 	 WZ..LLum n. uKers Au. ADOUz uorree (new York: The Tea 
and; Coffee -.Trade Journal, 1922), pp. 192, 279-80;
and Rodrigo Facio, Estudio sobre Economia Costarricanse
 
(San.Jo96: -Editorial Surco, 1942), p. 25.'
 

at :,'igures for Nicaragua are production estimates.
 

:Exports for-1863 and 1865 for Guatemala and El-Salvador,
 
respectively.
 

c: 1875.
 

d,Geeustavq Niederleini The Statdf Nicaragua (Phikadeiphia: 
The Philadelphia Commercial Museum, 1898). p. 67.
 



o~ tha ,4oubled, betweenu '1890 and.,1924 . : Loer. tra1iprtation 

..~905 n -nr~te.national trade'.in; the:,20th. century Vis an 'additional 

........ 34.. Central ,Aericaeperienced an advancing positi n"in
 

the v..o.rld Coffee.. market- until 1900,.vhen: its' exports accounted for 

18.3 percent of world exports' 35 Coffee exports continued to'
 

expand&with .world demand.but the Central American share'of the
 

total market.declined and stabilized:at'.around 8.7"percent.
 

Internally, two major factors interacted in the establihment 

a..a gro~~th~ of' the coffee.indastry., 1,First, 'expokt:'produtin was 

both an efficient way -toovercome the constraintcreated by the
 

limited exeni .of the, internal market' "and .- way-to utilie te 

potentia; -. apacity of thhe -economic -system.' - Second , 1:tha'-i6cess, 

tovinternational markets. rfor.,Central rAmerioan coffee"Cam-e °' a 

time when Costa Rica and:,Nidaraegu were devoid •of *py"'Sgniiicant 

source of foreign exchangeearnings-.' In the 'remaining .countries, 

a sliilar situation.was being created -by,technological 'sdustitution 

for the natural dyes.iindigo and cochineal. 

33V..D.; Wickizer,, The .World Coffee Economy (Stanford, ai fornia: Stanford University Food Research Institute, 1943),
 
,pp'..240-41. An idea of 'the' growth of the'dem'nk7for coffee' in'
the 1850-1884 period can be obtained through the corresponding
time-series, for the United States market presented in Josephl ! 
Walsh, Coffee: Its History, Classification and Description

-(Philadelphia: The John C. Winston Co., )
i94, p. 298. 

.34Mosk, 92. cit., pp. 9-10. 

35Food and Agricultural Organization, La Economia Mundial 
del Caf6, Seriesobre Productos No. 33 '(Rom:'7 FAO, .1961), p. 61. 



£i nce. liberelism a~vocated t aetspecializatidn accbrdtng 

1k.comparative,' Advanta6e, , .economic realities and 'ideologiol7 0con

siderations. combined to directpublic Polioyv and- ""i ..... z... ts
......... 
 private' pursuits~ 

toward restructuring' the existing system in" order' to maxiMize 

th output of cotton for export,.
 

The 'xtr.eme- dependence, on-coffee: as.th" export cropy'-C

allevy1ted with the introduction-oftbananas-to the export sector 

11,;.i e sconomy. The available literature on 'the economic history 

_qfntral America has treated the development of'banana 'production 

:A as independent~phenomenon, bearing little relationchip to 

.,1e coffee industry, This treatment probably resulted from'
 

differences in the structure of.ownership and markets, and in. 

geog:raphical. location: of,,production and historical periods.of ' 

.development. Nevertheless i. it -is: important to stress the 

orgnal cause and effect relationship of.: the two industries. 

From-an economic standpoint, :the -banana industry bf-Central 

America was the historicalby-product of: railroad cohstructi0n

for transporting coffee. to- international markets.,_. Until.-World 
vRIpEurope absorbed the majoz-propotionof e 36total- coffee exports. 3 

Bef o° the 1900's, cQffqe produced in the highland slopes had*!to 

37?
reac,h,Eope through- Pacific 'ports. -: Pacific 'outlets Vere: not 

36William H. Ukers, (NieAll About-Coffee York: -. and"The'Tea 
Coffee Trade Journal. 1922). p. 192. 

ioii Sinqe'tho-cntrolling coffee .mdrket 'ii,-the U; S. if hInork2, this 'argument also applies to shipments to0 this country. 



- o 6n2.y ,eIower -tb produetiZob ares, .but also. dwermrtingtrans

protation routei Itbatb-ew for;esir montha;., XtV-!cntrasV*tbe 

r~iyr-Atlantic. Cbast-:climste, mde existing or: potentiall roads: 

impasbable. for nine months- each-'year. r (AI1-eathhiioadsi ar& 

a* 20th century development.) Coffee was transported to' Pacific 

iforts byr oxckrtf,, a transportktion means V'hich could' not"elpand 

zapidly, ,was 'ikited ,to thet dry seasou,.ad'-was ,eipensive;
 

Internitiona: freight: charges -had. to -be addfjd- to internal
 

f
',tranbport.. cost.,. : To"reach Eroptqm markets', 	 e i had .to,go. to 

-Panfta' by ship,- then; by railroad to the Atlantic - &ndthei" by' 

merchant .,vsselb, traveling itrans-atlantic,, rbutes 39 ,'Altbitnatively, 

.:fromPacific'ports .'itIcouldb'.V shipped to Eurbpi"are d. Cape;Horn. 

Ir.''either:;case, international ad .o l .. f'Torfr.ight! ch9&g6...A 


large~mdrkting margins~~ Trandpo1ft costs-wereabsorbediby t-the
i 

" °J producer:-or the ;Iexporter whether coffeewae sent . on c6nsigniment 

tx~old, directly-,totan -inpoiire 

These oonditions 1otivated Centra'*,-Aneri-can' governmentaeto 

concentrate on railroad construction to ieduce 'o6sfts fdbilitate 

38
Coffee harvestiig.id, eport" seasons -in-dcentral America 
(October-March) coincide with the dry season in the Pacific
 
Coast (October-November and April-May).. -'-For spectfic .harvesting
and. export seasons in each of the Central Aerican 	countries s$-"ee 
Pan American Coffee Bureau, Annual Coffee Statistics, 1968 (New
 

vYdrk::-f-PACB, !1969)i p.' 51.-

Transoceanic railroad services-In Panama st~itd'in 1555.
 
The Panama Canal was not opened to traffic until August : 14.
 

http:harvestiig.id


:omirce , rori1 was,given toviAterooesnierail system!.To
 

ee. €onstruction 'costa. national governments had to resort-tp
 

UQans raised in.intermntional.-financial markets,particulor2y,,
 

London.. Most. of these loans -were so onerous with respect.t.-:'. 

-,jiterest rate, repayment, banker's coamnissiozB, andrdiscountae 

upoln. issue that governments received- only,,a f#action: of4 the: face 

value, of.contracted loans.. For, instance, lt-1869 Suatemala -received 

o.y-35 percent of a loan, tota .ng, half*. a-mlliont.pounds: sterling.40 

r---e187. and 1872 Costaflica received only 900,000.pounds,, fortwo 
141

10nsOtaling 
-

344,million pounds. ",_•Between- 18671 :and" 1870o, 

-:,ndurasBcontracted four loans: amounting, to 6.1 million-pounds 

oyhich~defultd in,1872. These financi failures .and ±thenscarcity 

of, ntenal resources slowed the completion of Central-American 

railways. 142 Nevertheless, theinecessity,+.tpo-red.wee marketingi. 

gmagins -by saving .on
winternal and-eternalfreight charges.-continued,
 

strengthened by the recurrent declinee in coffee,'priaes.20A temporary
 
=decline,-apperqd.::!n.f... one-in-1882,18859,and a

;ma or qV~sa,fom.I9T to *9,I1 

14o
 
8.oqlrzano-.F. . _p. 352-53o,
 

..,Castillo ;2..-cit+ , p..;17.A For more details ,!see Soley
 

nly uatemala wa. able to complete ,ailvay,construotiOn 
with the Pacific by 1884:' Honduras to this day does not.have 
...eroce..' .. rai ...- ",.onn.tioM 

Faclo, oo. cit. .pp. 33-34; see also Mosk* cit.,, 
pp. 15-17. 

http:sterling.40
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. klphis: was. placed:, on, devising, ne' vays, to f inance-.the, cor

pletion of rilways, parrcu a . to Atlantic. prts. KThe insti

butional means used were lend' concessions as par.ial payment .'for 

the proposed investments. Originally, land. given to railroad' 

ibuilding companies or. entrepreneurs was subsequently leased to 

ad hoc: landholding companies.--These companies in:.turn utilized 

.concessions, toraise capital for':investment :in banana plantations. 

-Bananas provided.both immediate freight and income accrualsb t
 

continue railway construction .
 By the turn of the_-century,
 

mergers among banana companies:gave rise:'to the contemporary
 

corporations, 
 and railroad enterprise. 'became, minor- subsidiaries. 

The-,original. railroad. concessions, .however, ihad' made .an imporktant
 

contribution 
to the land base of the emerging banana1idustryi 

For instance, railwdy concessions held ,bybanana d0oporations 

in!Costa Rica and Honduras amounted.to 8000,000'and lT5,000 acres, 

respectively. ., : The .last of such grants, in 1901 .for :1651000 

acres .in Guatemala,g.went to Internati6nal ',Rai.lways of.C~nitr ' 

.America, a: subsidiary, of United Fruit! Company',' and', ncluded,t direct 

* For a detailed history of,-the -interconnection 'of-.ban i 
and railway interests: In Central America, see Kepner, p. cit.. 
or .Charles Wilson-, ire, in Green and Gold: (New York: "Henry'O 
Holt and Company, 191 7). Both of these books deal with this issue 
in their introductory chapters. 

45Kepner, o_. 
 cit.*, pp. 70-79. 
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,pe/mile subsidlae- which ranged, from $05,OOOptOl'$2,jO0OiU.8.) 

During the period, International;RailWays alo0bdii1 cqnnebtions 

'between San Salvador and. Guatemala,,.giving '.SalvadoracesJto 

the Atlantin Onpnu_. 

Along with land: grants ,itranspo#-I- eud- comkuhication, facilities 

.,contracts, provided liberal , concessiohs- for-theiioperation,1 

vTerm.werlpe. particularly- soft" with.respect to provis ion' of, ser-

Yicesi lfare rates' and tax exemptions.- ,'Neverthelbas-,. ,the_,or inal 

ob4qctivesz1o.f establishing.:modern: freight service to':Atlatic:. 

portQ.,and.reducing international marketing-makginst.-for coffee: 

and......othertraewere achievedby-most countries. Moreoverl;"' , 

al..waY..hadbrought about .the.:development of banana ,.industry. 

~z~Centra eAeica, 
S.- ,As obanana. prouctionr.in the Atlanticlowland.. rapidl grew 

AnzqOnomic iinpol~tagcee its1expansion.became a:major objective 

qu),v~olicy In ~Costa-,Rica..and Guatemala, -witjj,:itjjd, pitical 

a ; conomic; supremacy_ f-:co fee iinterests, ,this.,objective twas 

.k4etd t ,othe.o m'pletion of.. rail,-comnunicatioi. -with 'the -tlantic. 

In Honduras, however, it completely overshadowed. the. necessity 

.rin.te.oceani,- cou.unicationw : To. :his ,da.,,rdilways" service 

of, j.the banana, regns9 ocated.,on. the7-Northern .Atlantic-.c6ast, 

or zne country. 

46
Charles D-,Kepner and Jay H: Soothill, The Banana Emire(New' York: The Vanguard Press, 1935), pp. i6-57. 
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To 1o. p o rage Vii JA ic govimments 

granted b=44.na coiqp~ie$, .Ppecf4al,. privileges. and. land, concessions 

.,dr , ad,.hoe; contracts, ,.independent- of those, negotiated by their 

p..lroad subsidiaries. -The original-icontracts regulating*the 
.oprationof..banana. .orporations contained exemptions from all 

.-existi.g and-future "taxes other than minor ones not related .,to 

productive -&ctivitiep - As a result o until. 194,50, when, the clauses 

were re-negotiated, corporationspaid no taxes. on:-profits from 

erqntra1 Amer,*can.operations.,' 

..- These- contracts, also included. 'arge :and., exclusive-concesions 

tor public- domainjlendq. %.In addition, .corporations -acquired,vast 

landholdings through,.direct ..,purchaae, adintermediary pressure. 

Historical and --prepent -records aof landholdings of banana-corpora

tions are particularly scarce; nevertheless, a:rough indication 

of land concentration is provided by the total holding of the
 

-nited Fruit:Company,-which controlled over'l'.8' million acres In
 

l95 a rs--in.!9l6. Most ot he land.iwas'held
 

a 07reserves.",,. The highest banana acreue. in-ue *as in 1948-52,
 

Castillo, 9R.it., p. 18. 
-48
1qpner..quantifies-some of th lnhdng'aqied by
 

banaaq, corpprations: through., these methods.,in Kepher, ; .
 
pp. 70-91.,
 

1 9Ibid., p. 86., 

8 



ihvan, anual aiverage- of, 145-9272trea 9 ahi~tgdos 


not 'includalanhd utize4 Tor; sideline- enterprises..
 

-The favorable internal conditions and the rapidly expanding 

demand for banadis,,accounted: for the rapid growth of this: industry. 

Costa Rica was the tirst country to establish a corporate banana 

industry. :Its first shipment in 1880 of 360 bunches increased 

to35,000 bunches by 1882, 1.2 million bunches by 1892, and 

1.O-million bunches by 1908.51 

In Honduras, large-scale:production andexport expansion 

began with the consolidation of the industry by threew major 

,-corporations %from1890 to: 1929,52 By 1911j. the country 'had 

become the major:producer in Central America."'<In Guatowlald, the
 

commercial.expansion of the banana industry began-around .1968, 

with exports at 2.8 million by 1913.3 

50These'figures were obtained by compilation froa various 
sources. See, for instance, Henry B. Art!ur, Jamno P. Houck,
and George L. Beckford, Tropical Agribus-,,-,ss _S1: -iti-es P.Pd 
Ad1rstmento: Brw'nas (Boston: Division of Rest.-tchi, Graduate 
School of Lusine.s Administratiou, Harvard University, 1968), 
pp. 53, 81; SIECA, Informe sobre el Btnero en Cr-.-roairq.e.ca, 
unpublishJi mimcc ,.aph (1969); Stacy May :nd Ga.o ' '. .., 
Unit.. t Fr-i t Co':,...1y in Latin America (New York: Natio ial Planning 
Associaticn, 1956). 

51Facio',, p. cSit., pp. 39-40; and William Faucet, T e Banana: 
Its Culture, Distribution and Common Uses (London: Duckvorth and 
'Company, 1913), p. 23T. 

52 
Kepner and Soothill, o2. cit., p. 95. 

5 3Chester Lloyd Jones, Guatemala Past and Present (St Paul: 
University of Minnesota, 1940; reissued, New York: Russell and
 
Rusell, 1966), p. 213. 
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BetaveenL9fl and!l2, aaa~rdoi~ea~~em.o 

ezport ,entezpriserin Central: America;, aid-oaptured oe! a third

,offthei.world,market.'- The.: 19fl market' shaQa-w37.4 perceibf-declined 

.to,24.Vercent in1936-39', but,after World'War II,'exports recovered 

-and.the -area's share of world maekets increased to 44 percent. 

Sinco.: 1911, Gu enla "and Honduras have incrbased, exports an4
 

-
1thet :individuaI share of the total market. However,. 'Guatialan 

exports consistently declined after 1945-49. Nicar guadid-not
 

develop an important banana industry. Its exports declined from
 

the 1911 figure of 4.2 percent of world exports to a negligible
 

level by 1945-49, due to conflicting concessionary privileges.
 

Coffee governed comercial agricultural production in El
 

Salvador, Guatemala, Costa Rica, and Nicaragua, in decreasing
 

order of magnitude. Ecological limitations and lack of adequate
 

transportation prevented the growth of the coffee economy in
 

Honduras, and to a lesser extent, in Nicaragua. The reverse
 

was true in El Salvador, where ecological conditions favored
 

coffee but prevented bananas. Only Costa Rica and Guatemala were
 

These figures were compiled from various sources. See, for
 
•'nstance,iDana -G.'Munro, o "it. :and "The International Banana 
Market--Its Evolution and Prospects," Economic Bulletin for Latin 

'
 America,,Vol. III 'No.t'21(October 195), p. 29. Table 2.3 from 
the author's Ph.D. thesis, "Agricultural Development and Economic
 
Integration in Central America" (University of Wisconsin, Madison,
 
1971), p. 76, contains more complete statistics. Explanations

of these phenomena may be found in Jones, *. it.', and SIECA, 

Anuariode Comercio Exterior: 1966 (Guatemala:--96T). 



able to base their export economy on both coffee and bananas; 

..hhe r naining:,.cquntries specialized in one of i(the .tvebmodities. 

Only Nicaragua failed to,: attain.,a comparatively high. degree 

of. developlneit .in the expQrt .ecrncm.,: This situation-was reversed 

with the introduction of cotton in the 1950's.! Likewise, cotton's 

arrival diversified the export economy of El Salvador (formerly 

etqtally dependent on coffee), and added a .thirdmajor export: 

,enterprise to Guatemala, bt heA,9nly limited 1pact.:,n ftonduras
 

and, Costa Rica.
 

instability in the Export Economy 

Coffee and bananas governed the development of the Central
 

American nations for seven decades after 1850 due to expanding
 

foreign demand and internal mobilization of resources. The adverse
 

effects of a major crisis in the world coffee market from 1897
 

to 1906 and a disruption of the European market during World
 

War I 5 was largely mitigated by internal transportation improvement
 

the development of the banana industry, and emergency of the 

United States as a major market for coffee and bananas. 

Economic prosperity came to an end around 1930. Thereafter, 

for two decades, the export economy failed t0 mprove consumption 

.levels,*to.,create employment opportunties, and-to 'generatethe 

-,Aivestmentlevels requredto sustain prievious growth rates*. The 

deM-q, 92. it,, p.p
..... s.f'::
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$drupte,effects.of the -reat,- Depression-andWorld kWar Ir to

igether wih a slowly evolving--often stationary-demand foricoffee 

,...adbananas,led to stagnation. World banano.,imports grew.t an 

annual rate of scarcely 1.0 percent from 1926 to 1955,'being, 

:stationary from pre-war years to 1952.56,.
 

These conditions,severely affected Central American ielports.
 

.f.	Cof'ee .exports.declined.during the depression andwar years. 

The postwar market recovery allowed coffee exports a-modest. 

a~nnual increase over the,192,428 average.. Altogether, Central 

,:America's share .of.the world coffee market remained.constant at
 

* around 8.7 percent from 1910..to 1950.
57 

.Banana exports reached 4 maximum in 1931 but suffered..consider

abLe ,declines during .the,years of world .crisis..:-In'1945-49, 

.C:ntral .Americanexports held 4.4percent-.of the .world banana 

market but average annual exports barely exceeded the 749,000
 

,ton....,volume reached in 1911,
 

-Two wars, a.depesssiqn, and correlated :changes in-,commercial
 

,lykicies of importing countries 'created increasingly ,violent
 

56 
.The details for the long-term evolution:of demand for coffee
 

and bananas are discussed in J. Wolf, "Evoluci6n y Estructura
 
del Mercado Bananero Mundial t"Boletin Mensual de Estadistica
 
Agricola, Vol. VIII, No. 2 (February 1959), pp. 7-8; Food and
 
Agriculture Organization, The World Coffee Economy, Commodity
 
Bulletin Series N6. 33 (Rome: FAO, 1961); and EBLA, "The Inter
national Banana Market ... , cit.
 

5TFAO, The World Coffee Econormy. P. cit., pp. 52-57; and
 
Wickizer, ok. cit., pp. 224-25.
 

http:percent-.of


flUctuatibns ' inthe prices Of Central Ameri~au: export mcombdities. 

"These':price variations coupled with: fluctuations in export quan

tities caused great instability in.export revenues 'balance of 

psykents, and: reserves. To maintain reserves, governments 

had to.resort to controls designed to reduce imports to the size
 

-of,export receipts. These policies had an immediate inflationary
 

effect since consumer goods--including foodstuffs--were the most
 

important component of imports.
 

In Central America, scarcity and high prices of imported
 

goods did not provide a stimulus for investments in import sub

stitution industries. Such a stimulus was inhibited largely by
 

the:size of-the internal market, the shortage of investment funds,
 

and- the iextreme specialization of the'economy. Instead, inflation 

tended to attract scarce savings funds into speculaltve 'investments 

.innon-productive wealth.
 

Spree governments attempted to sustain previousievels of 

-employment and economic activity ,through tlie internal 'expansion 

oft credit 'and ,inflationary finance. ':l net result, however,,.Tne 

was further deterioration of the balance of.payments-position
 

since the :money supply was being expanded in an economy having
 

limited' or negligible capacity outside its export sector and also
 

experiencing declining or stagnant. foreign exchange earningsl.
 



Currency !devaluaton 'and policiesi of fiscal-Andmnetary 

restraint eventually restored monetary.'equilibriume. Hovever?
 

the equilibrium was characterized by stationary income and lagging
 

1consumption and investment,levels. 
The traditional"iattern of 

growth was perpetuated because of the following factors.' First, 

'the'devaluation of national currencies favored the production of 

export commodities by making it more ;profitable than prodaction 

eor the internal markets; Second, export production was equally
 

-.favored by cost reductions as real wages declined and foreed saving
 

twere'imposed on the population by the inflationary process. .
 

Finally, government policy strengthened the relative position of
 

texport enterprises through the concession of long-term credit' 

and moratoria on 'commercial debts in succeeding periods of 'finan

,cial distress.58 

'During two-decades of .external 'disequilibria and 'economic
 

stagnation, the burden of providing employment and subsistnce
 

opportunities for a growing and/or displaced labor force fell
 

upon the domestic sector of agriculture.. This resulted-'not .only 

bniar'declihe In'Uan/land: ratios,' but also in inhernal migrations 

end',a Movement to"the: agricultural frontier. Movement was" toward 

the Pacific coastal plains where unoccupied-land existed and where 

.For a more detailed analysis of the p'roblems faced by the 
.Central. American countries duri'ng, this period: and- the' economic 
tand; political ramifications of the export' crisis, seeiCastilo, 
.2* c, pp. 53-59 
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qxtensive ,livestock grazing haciendas provided land .under share

'cW pins and. other contractual arrangements. 

The..postwar recovery in world markets and prices renewed the
 

-impetus of 'export production.. Cotton was added to export economies. 

Nverthelessi 20 years of instability,and economic distress had
 

yvdly demonstrated the vulnerability of excessive dependency 

on ,foreign trade and agricultural specialization. The need for 

-economic,diversification, the breakdown of multilateralism in the
 

international economy, and a new development ideology (long-term
 

gains from trade between industrial and primary producing countries)
 

induced the Central American countries to search for a new-pattern: 

reconstruction of the regional economy and encouragement of: 'indus

itrial.zation based on import substitution. These objectives, 

however, had to be pursued within a system which for over 'A'century 

.kad been organized for the production of agricultural commodities 

Long-term Economic Development: 

.A Sumary Interpretation
 

It is possible to.identify the major'economic factors which 

:prevented balanced growth under the influence of-.exports as,,the 

5 9A typical practice was for landowners to expand their pas

ture or ,roplands by allowing imnigrants to clear and cultivate
 
,tracts of land for free during a period ranging from one to two 

years. IThen, farmers would move to different tracts, leaving the 

liid cleared or in pasture . Sharecropping developed as peasant 
'ahd 'haienda enterprises began to compete for land. Land rentals 
paid in labor power were common under both systems. 



leading. sector.. On te,edemand-alde,, the .small si'ze or national 

'iarkets could not, generate 'the aggregete demand required .to dustain 

the development.of modern manufacturing and service sectors,"k The 

higbly skewed distribution of income further debilitated*tIie 'strength 

.of.domestic demand. !In the absence of tariff protection, cheap 

imports of manufactured goods and even food staples ere available. 

,.Manyof these .imports competed directly withi local production 'and 

stymied the growth of. traditional, agro-industries. which in many 

countries constituted the core of the industrialization process.
 

On the supply side, balanced growth and economic diversification
 

was limited by the slow rate of capital formation and imperfect
 

knowledge about modern technologr. Given the concentration of
 

wealth and income in the modern sector, it should have provided a
 

significant flow of savings, but savings and domestic investment
 

were comparatively low60 as a result of the demonstration effect.
 

on higher income groups, and of investments abroad and in landholdings.
 

The governments of the period, reflecting the interests of
 

the export and trade elites, were neither politically strong nor
 

inclined to use taxation to redress the imbalance between income
 

and savings. Because of mounting public expenditures and insuffi

cient and unstable public revenues, Central American governments
 

became increasingly dependent on direct foreign investment for
 

the development of economic infrastructure.
 

60Bee Castillo, O2o s.t.., p* 31i. 
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CHAPTER, II 

AGRICULTURAL DEVELOPMENT IN THE CONTEMPORARY CENTRAL
 

AMERICAN ECONOMY: EXTERNAL BALANCE AND INTERNAL GROWTH 

of,growth-after the Second World 

,War led to the reconstruatidn-ofi,the ,regional, econonaslthe-struc

ture within which import substitution industrialization was to 

become the dynamic force. Stich -a'shit is .tantamount to.,the super

imposition of a new.-and externally. "closed" common ,market sYstemon 

,o


The search.for new.atterns ..


century-old export-oriented national 'economicand institutionea


.systems. .-Transformation Of five independent agricultural systebs, 

:into one-integrated industrial :gciety entails "a long eiolutionary 

-process' requiring considerable' change- n the structure ofexiStintg 

orgabizations and in design of development policies., Thus "t4o%
 

systems -andpatterns 'of growth can be.expected to coexist i-side bj
 

side for a- considerable:'time within the, foredeeablef'uture.
 

In order to concentrate on key economic indicators, this bhapter
 

will-postponei discusi'ng institutonal changes which "led to-the forma

,tionoff the Central. Ar'ican' C6mmon Market, in 1960. Inotead,"dik 

cussion wil-,l; condern' two: interrelated aspects Of ,eonomie' " deelopent 

.'in,the, 'l960-6';periodv- first,' the role of' agriculture' in mintaining 

..external-:balanc&'ad.'inducing internal growth and stabil'ity; second, 

the capacity-of -the economic 'system to'create'employment opportuni

ties and to reduce intersectoral income level differentials..... 



The Role and Performance of the Agricultural Export Sector 

Favorable conditions in international markets and rapidly
 

increasing productivity renewed 
 the impetus for agmcu.ura. exports 

after 1950. (One major,development was the rise of•cotton to second 

-in importance as an export .commodity.) A, modest degree of diversi

ficationwas iachieved., 

High,-.coffee prices -whihprevailed from 19&7 .to 1954 induced 

considerable ;expansion in :.coffee production and exports .--Thereafter, 

the stabilizing effects:of the:InternationalCoffee Agreement and, 

rapidly. increasing productivity combined to sustain growth in .the 

cgoffee industry. Coffee yields increased at. an average annual, rate 

; ,;,:6 and 4.o percent during, the, 1950-59 .and 1960-67 periods res

pectively. 1 
 Total jvalue of coffee exportsrose' from'$199 million
 
(u.S.) ;annually, in to, $76 in'1965-67
 

(Table 2.2)- Corffee :remains.;the, major (exportitem .of Central' 

Papana exports rec 4eredifter- 1952. ;..Average annual exports

,inoreaed,froim 8.43,QP tonspi n :1950-54.to- 981,200. tons in 1963,67.' 

Central;Aeric. .s share, of..the, .world.banana-market,, however, declined 

om32.5
..to 22 percent dur na,the, same periodt:',i Recently,, howevrer, 

,bana production has, rapidiy expanded, particularly.' in Costa, Rica. 

aBe ven9 67 . 1969 the :total -area: planted in Central America 

Figures compiled from FAO, The World Coffee Economy, Commodity
Bulletin Series No. 33 (Rome: 
 FAO, 1961); and Pan American Coffee

Bureau, Annual Coffee Statistics, 1968, 1969 (New York), p. A6.
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Table 2.1 Central America: Annual Average Values of Minor 
Agricultural Exports, 1959-62, 1963-66 and 1967. 

Millions of U.S. Dollars-

Export Commodities .1959"62 ,1963-66 1967 

Meat and Livestock 16.7 27.7 344.

.Cane Sujar 8.8 24.1 34.3 

Horticultural Product 10.3 15.8 17.0 

Shrimp and Fish 4.9 9.1 12.1 

Oilseeds 7.2 12.2 11.2 

Lumber 12.0 13.5 6 

"Cocoa. 

Other Agriculture 11.2 L_.- \ 
._1Ain Agricultural Exports . 2.898.. '73.1129.3 

Source: International Trade Yparbooks of individ-l comitr. s 'and
 
. unpublished tabulatione by SSECA, A icw'ze Cenu'',nerleano
 

de Comercio Fxterior.
 

tA' 	 .All expor:-ed .to the U.,S. 'Reditribution-or -the suiqiota 
following the Cuban crisis accounts for this increase. 

..b 1 	 lncludes: Truits, vgetables' alnd "fi06ers. 

.4areas'edifrom 387g2 ti-.5;4 62rectes ;'Co'sla'-fica 	accoun'f6r~ 

,over tw6.1ids*0? this- nirieremeai .2.IZn.'968L.entra1 rAiica' s 

banana exports reached 1. 5 mi3lion. tons and 'we6e 'expe 'tba te sur

pass the two million ton mark in 1969 -3X(SeeTablIeSxt26i and'2.k) 

21
 . 2SIECA, Informe sobre el Banano en Centroamerica, unpublished' 
report (Guatemala, 1969). 

3See 	author's Ph.D. thesis, "Agricultural Development and Econo
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Table 2.2 Central..America; uomposizion or Total. Exports 
by Quinquenniums, 1950- 196Ta


Annual Averages, Millions of Dollars
 

Cimdity
 
1950-1954 1955-1959 1960-1964 1965-1967
 

Per- Per- Per- '-. ' Per-
Value cent Value cent Value cent Value cent 

Coffee 199.3 56.4 24T.2 56.2 229.5 43.3 276.1 33.8"" 

Bananas 83.2 23.6 73.7' 16.8 70.3 13.2, 100.0 .12.3
 

Cotton -13.5 -38 49 11. T9. ,15.0 130.0 

i ajor
Ex-orts 296.90 83.8 369 9 84. 379.5 '71.5 506.1 :-:62.0 

Other , .::; , 	 .- •. -.. .. . . ., 

508 15.~ 1. __culture, b b, 5. ": -" 7 .. 5o.618.4 

jxportP *4207r' 	 95.6. 8. ~656.7-7 804 

Non Agri- b b 
S,..cultural ...... 6..5 19.6 

Total 
41Exports 353.3%1010 ::0.QA--100.,0 -531o. 78l7.2 100.0-	 -100O 

Source: 	 International Monetary Fund ,.•Internatiofl Finiancialk.Sts
tistics' (1966-1967 Supplement; August 1968); SIECA,

Anuarios..de Comercio licterior-(Various "Years)..

a:., lpicludes intra-regional .trade. 

*,',.Breakdown. not available.
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• 	 :F S L96, tton h dsplaced bananas*aa'.therseeondB Joi
 
.exprt'crop in Central America. (ris traditional crop had been
 

displaced during the second.-half of the 19th ,century.by i'Wports of 

.cloth and manufactured textiles.) 'Between 1950 and 1964, the total 

* area planted to cotton increased tenfold from 35,300 to 372M,600'
 

.. ctr_"7 In 1967, 307,600 bectares were harvested: 145,700 ,in 

Ncaraua, 89 , 0. i.ema14.nd 52,.70 in..El.8alvador*. theonly_..

country where',eottbn'.productbioi., in reeht"yearS- hasr'declined. - Hoiura's 

and Costa Rica are minor producers',. 

•::: L-.c,:.',,For ,Centra1. America -us a whole,* avera&ge mfual: expott ot-cotton 

increased from 376,600 bales in 1954-59 to 1,045,200 bales in 1964-68. 

By 1964, Central America became the sixth largest cotton exporter in
 

the world. (See Tables 2.2 and 2.4).
 

This impressive increase was induced by high cotton prices during
 

the Korean conflict, a decrease in production in other areas of the
 

5world, and the Japanese textile boom in the post-war period. Pro-.
 

pitious ecological conditions of the Pacific Coastal Plains and
 

ample land resources of traditional crop-livestock haciendas offered
 

the necessary conditions for the development of this new enterprise.
 

Furthermore, rapid increases in productivity and yields have allowed
 

See author's Appendix, Ibid., Table A3. 

James J. Parsons, "Cotton and Cattle in the Pacific Lowlands
 
of Central America," Journal of Inter-American Studies,-Vol.--7,
 
No. .2(April 1965).
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Tab;e +.3 ,!; Centra& America; ai,nce ol.Payments 1963 1967.ra
-Millions of Dollars •
 

Payments 	Balane 
 1963 	 1964 15 M166 126. 

Current Account 	 -98 -140 -200 -186 -249 

Public Loans and Grants 26 9 16 42 113
 

Private Long-Term Capital 58 84 86 107 80 

Basic Balance 	 -14 -47 -98 -37 -56 

Source: 	 Computed from data for individual countries for,the res
pective years contained in: International Monetary Fund,
 
Balance of Payments Yearbook.
 

a: 	 Includes: balance.of goods,and services.,and-private transfer
 
payments.
 

b: 	 Excludes: short-term capital flows and net errors and
 
omissions.
 

the continued expansion of cotton production in spite of the declining
 

-trend in prices since 1955.
 

Minor agricultural exports have also expanded quite rapidly,
 

from a total of to $173.1 million from 1959 to 196T. -Table 2.1 

is a breakdown by commodity in decreasing order of importance.
 

ost minor exports are plantation crops or enterprises which are
 

particularly well suited to large-scale production.
 

Table 2.2 shows that the total value of the major export crops
 

(coffee, cotton, bananas) increased from $296 to $506 milion annualy 

from 1950-514 to 1965-67, while total exports increased from $353 to 

6C ..f. Liverpool prices have declined from $39.75 per hundred
 

pounds in 1955 to $29.88 in 1964. See Comisi6n Nacional del Algod6n,

La'Econoida Naional y el Algod6n (Managua, Nicaragua: Marzo de 1968),
 
P. 17.
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ptoduct6, representf four-fife-,Co 


of the t9qtal, exports of ,the-Central American C0mnon'lMarket'
 

,.,jbEports have expanded Central Americals'capacity'to import, by
 

37p7 percent since 1960. 'Nevertheless, balance "of trade deficits
 

. Aigpreentriouitural Ameica w our-ifth 

which averaged $30.9 million per year during 1954-59 had increased
 

to $!34.9-million annually .by1960-64. These adverse-balances are
 

not due.to a lack of~dynamism in export production, but to a'216
 

.pe.rcent growth in imports since 1950-54. Imports have'more than

doubled from $471 million 4 n 1955-59 to $952 illion-in 1965-67 

66 percent for consumer goods, 87 percent for intermediate products 

andj161 percent for capital, goods. 7 

Negative trade balances have been the principal cause of the

.alanceof payments difficulties since 1963.: As Table 2.3 shows,
 

international loans and long-term private capital, have:.not been Suff

cient to offset this, and, therefore, a common regibna policy for':
 

th4e correction of balance of payments' disequilibria was' adopted. 8
 

The. undiminished -importance. of agricultural exports both 'in'the
 

,'iotal output of Central' America,' and in its transactions with the;
 

rest, of. the world-needs to be emphasized. ',Agricultural exports to
 

-

...... Computed from data contained in the Statistical Appendix of:'
 
CEPAL, Evaluaci6n de la'Integraci6n Economica en Centrosmerica (66.
 
II.G. 9, New York, 1966) and CIES/CIAP, El Avaace.de.la Integraci6n 
Econ6mica Centroamericanay las Necesidades de Financiamiento Externo 
(CIAP/274, Julio196.-____ _______ 

8The provisions of the policy are contained in a 1968 protocol 
to the General Treaty of Central American Economic integration, commonly 
known as "Emergency Measures for the Defense of Balance of Payments." 
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j4 4,rest -:the:world till generate. bout.:one;;si*th of-t.etoa.r lq 

output of-Central America 'and over 'one-haif of:'its -agricultural 

2poponent,, Agricultural exports as :a proportion of totl'Gross
 
Domestio Product -(GDP)-have,increased. Coffee alone generates one

fourth of the agricultural GDP.9
 

The continued importance of the traditional export sec'eor can 

also be gauged by the general economic dependency on 'its'foreign. 

exchange earnings. Four-fifths of the total export receipts of Central
 

America come from the three major export crops. Non-agricultural
 

exports to the rest of the world provide only 5 percent of total
 

foreign exchange earnings. Agricultural commodities make up the'
 

remaining 95 percent. (Bee Table 2.A) 

Between 1960-64 and 1965-67, total intra-regional export" doubled 

.to,one-fourth of the exports to. the. rest of the world. 'It.ilovs 

from the forego.ng analysis that the regional economy in this tra"in

,sitional stage.is still heavily dependent on.the expQrt of aricultural 

coodities to the rest of the world. They'not only' represent Dver 

nine-tenths of total export earnings but also generate over half'of 

the agricultural output of the region and almost one-sixth of its 

total Gross Domestic Product. Nevertheless, they have been unable 

tosustain external balance. An inome'nsurate ,growth of imports,
 

largely the. result of,the heavy import requirements of the

9

Y~,See author! s thedsi,con-.'cite., Table;' 3."6. 
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Tab~~~e'2~~C=06mra;-Copition _9f EpQrtbL t1eta 
The Rest of the World 1960-1967 

Annual Averages - Millions of Dollars 

.Coimodity, 196o-1964 1965 -1967--' 
Value Percent Value Percent 

Coffee 	 229.0 276.0
48.6 42.7
 

Bananas 70.2 I4.9 99.8 15.4
 

Cotton 79.6 16.9 128.7
 

Major Exports 378.8 80.. 504.5 78.1
 

Other Agriculturala 107.
 

Total Agricultural 453.8 96.3 612.1 94.8
 

Non Agricultural .. 33.73.7- 5.2
 

Total R.W. Exports 41.4 100.0 645.9 100.0
 

Intraregional Exports 59.7 12. 1_1.3--26
 

Total Exports 531.1 --- 817.2
 
-,7.. - . . , i - " , .	 ". . 

Source: Table 2.2 (disaggregated data).
 

,
-;a Includes processed and,unprocessed products., ::'
 

b: 	 Expressed as'.-a percentage Iof Exports to 'the Rest'of th4 
-.World.
 



industrialization process have caused serious balance of payments
 

difficulties since 1963.10
 

The Internal Growth of the Central American Economv: 1920-67
 

Levels of income and output of the Central America& nations
 

are very low. Table 2.5 shows that real Gross Domestic Product per
 

capita in 1967 averaged only $310. Even more significant are the
 

"internal disparities in the GDP per economically active person in
 

agriculture and in the rest of the economy. Furthermore' this gap
4 


between agriculture and the rest of the economy is increasing.
 

Between 1950 and 1964, output per worker in agriculture increased by
 

$105 while in the rest of the economy the increase averaged $403.
 

-''In 1963-67, agricultural production represented 29 percent of
 

the total GDP, a decline of 6.8 percent from its 1950-54 level of
 

36 percent. Costa Rica has the highest proportion of GDP created
 

by industry (18.1 percent) and the lowest by agriculture (24.2 percent).
 

InHonduras, agriculture constitutes.39.1 percent oZ GDP, the highest
 

proportion of all countries in the area. It is in this country,
 

10 
It is not only that.industrialization in Central America has
 

been clipital intensive, but also that the import content of production
 
is excessively high. For instance, according to official statistics
 
of.the Banco de Guatemala and the Consejo Nacional de Economia in
 
Nicaragua, the regional or national component of the gross value of
 
manufactured goods was only 41.3 and 36.4 percent in both countries
 
respectively. These percentages are representative for the entire
 
area.
 

llBecause of lack of adequate estimates of the actual labor
 
force, this term will be used interchangeably with the economically
 
active population in the following discussion.
 

12See author's thesis, 9_. 
 Sit., Table 3.9.
 



Tab1 2.r'~~Cetra1A~eica flal Gross.'Domestic Piodudt 
.er Capita and Per Economical3j Active Person 

* 1950 and'19614/67*. 

U. 1962 Do1ars 

iCountEX. .. GDP Per Capita , GDP Per-Econmicaly Active 
Person 

- Agriculture Rest of Econoiw 

1950 96 '91 19550 1964 

",Gutemaa :. 291. '320' ,353, 428 '2130 231 

El Salvador 189," .272'- :'295' .420 963 41168', 

.
Honduras 129: :262 302- 446 820 I066 

Nicaragua 188 332 1401 525.-'~l1 1621:, 

:Costa, Rica ,'' " 14o_._ - '.:7§ 12148 J786 

Central .. 

America .225 310 356 461 1317 1720 

,Source: 	Author's Ph.D. thesis, "Agricultural Development and Economic
 
Integration in Central America" (University of Wisconsin,
 
Madison, 1971), Appendix: ,Tables A-A9,'All.
 

a: Active population 10 years of age and above.
 

however, that industry made the largest proportional gain. Guatemala,
 

E Salvador and Costa Rica are the main industrial producers of the
 

area, primarily due to ize of the population and economy. However,
 

the structural composition of output is not significantly different
 

among the -five nations, a positive factor in moving toward ,regional
 

.ecoromic integration..
 

,.,The formation,of 'the common market'in Central 'America'has' been 

associated with higher investment and growth rates..Privateinvt

ment,,which averaged $241-.1 ,.miiiion.-per .yerez in "i955-59, 'has doubled 



.to $ 8 6 .O'milGiini annually in 1965-67.- Public nvetments sh 

an increase from $106.Oto $149.3 mi lion per year in thetwo periods. 1 3 

Foreign investment has also been stimulated by the integration move

mezt.,.(See 
 Table 2.3). At present, the Central American coug.tries
 

invest :16.7 percent of their gross national product.14
 

Higher investment rates have resulted in an acceleration of
 
the 'rate of economic growth., (See Table 2.6). This rapid 
rowh rate,
 

moreover, has occurred without serious 'inflationary pressures.15
 

Industrial output grew faster than agriculture over the 1950-59
 

and 1960-67 periods.
 

Due to rapid population'growth, per capita production in.agri

culture has been virtually stagnant, while the economr as a 
whole
 

surpassed the goals of the Alliance for Progress with an overall per
 

?:capita,, growth rate of 2.7 percent per year since 1960. 
Guatemala
 

and El Salvador experienced negative growth rates in per capita
 

agricultural output during 1960 to 1967. 
Honduras ha4: the highest
 

rate of growth (3.8 percent) while Costa Rica and.Nicaragua barely
 
kept their growth rate of agricultural production above that of popu

lation.
 

13-Compiled from official statistics by Central Banks.
 
1~4

in 1965-6T, gross investment as a proportion of GNP averaged
24.8 percent in Costa Rica, 20.2 percent in Nicaragua, 16.8 percent
in Honduras, 15.8 percent in El Salvador, and 12.3 percent in Guateimala. See: Banco Interamericano de Desarrollo, Progreso Ecn6micoen America Latina, Octavo Informe Anual, 1968 (Washington, D.C.,

February 1969), p. 21. 
1 5See author's Appendix, p :ciRt., Table A0. 
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... ! 2:.6 .. ..Centr1America: .Average Annual Growth Rates in: 
Total and Per Capita Real Gross Domestic Product, 

67a
195059 apd 1960

-COUNTRY 'AGRICULTURAL INDUSTRIAL TOTAL G.D.P, 
1950-59 1960-67 1950-59 1960-67 1950-59 

Guatemala 2.6 2.4 3.5 6.8 2.7 5.1 

El Salvador 3.7 i4. 4.6 6.22.6 10.4 

Honduras 3.14 7.1. 9.3 10.3 6.5 8.4 

Nicaragua 3.5 .39.": 70O-,,. : 8.-5- '.14.6. .7,2" 

,osta IicaA.. .6 2 .6.1. ,..:: 

America 3.0 4.0 5.6 8.6 4.14 6.2
 

yER-CAIT'
 

Guatemala -0. 4 -0.9 0.5 3.5 -0.3 1.8 

El Salvaor 0.9 -1.0 '1.6 6.8 1.8 2.6 

Honduras . 3.8 6.3 7.0 3.5 5.1 

Nicaragua 0.6 0.5 4. 5.1 1.T 3.8 

Costa Rica -3.6 0.8 2. . 3.6 1 1.6 

Central
 
:A;erica , .. °,0: 0, , 10:..5:: • -2..- ."5.1' - 1 3-. 'i ,.2.7 

¢;.,f:~ ~ ~ " , ~ '• ~ .. ~ .. ;~ "-..- 5-l 1;:3;.t).,. T 

Source: Author's Appendix, "Agricultural Development and Economic
 
•Interation in *Central America!'.:': (University of WiSconsin, 
Madison, 1971), Tables A and A9.
 

a: In constant 1962 prices.
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Eveiwhen considering that agricultural output is likely to be 

underestimated, intersectoral growth'rate differentials are signi

i.icant enough to conclUde that agriculture.has been..a lagging sector. 

Furthermore, the rapidly expanded production of agricultural exports 

implies that the significant lag has been in domestic market agri

culture. This conclusion is supported by statistical evidence to be
 

presented in the following chapter.
 

Population, Emnloyment and Economic Growth 

!:Because of its influence on the process of dconomic develoment 

and its implications for the design of public policy, the population 

-problem merits more detailed discussion..... The_ Central American nations 

are basically agricultural countrie.s. 'In 1964, 71.0 percent of their 

.0 percent, urban residents.16
inhaitants were rural dwellers an'd 

The economically active population (10 years of age and older) is 
.... 17
 

less than one-third (31.9 percent) of the total population. Al

though agriculture produces only one-third of the total output of the 

Central American economies, it employs 60.9 percent of the active
 

population ori-labor force.l. 

Illiteracy.. rates in the active population average 52.8 perdent 

for Central America as a whole. Furthermore, 78.8 percent of the labor 

',force,has 'had'.less: than! tliree years' of formal educai'onhor none at all. 

16SIECA Quinto Compendio Estadistico Centroamericano, (Guate

mala, 1967); B.I.D. Progreso..., o. cit., pp. 373-4. 
17 

1See author's Appendix, pp. cit., .Table All. 
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At. the.otheir exrit ~~ ~2pt'n~o~h ciepl~i has. 

had moft thenrtheiquivalent of4.prvyidutiok .I- %,The! ibve

ment':by,.,1980,, oftinver.al.,educationI)Cfo .the sioo- age po lation.would

irequire en,estbmted five-fold, inerease :"in .ptese1t, educ'ationl 4 facicli

The.-rate of population.grdvth inhthe-CehtrAl American- tions 

'Toal
Mhincreasad- since, 1940- averaging 3.8, percent:per -year.'-

population-,has more.than.doubled. from- 6. million..peopie'lin.1914 0 :. 

,to 14.2 million.'in i1968,. 13k 1980, Coz't'al Aerica,is eipected t6 have 

al total population 'of 21, 3"*lmion-LihbItauts, .v'-.holy '30 pi,-rent 

economically gctive. :. Nevertheless, .'the :labor "force':will in&rease 

:bY2. -milion people 'from"1965 to 1980. Ovei- on-hallf (5-.0 :pei'

cent) of a total,-labor force of 6.A.millicini orkers will.b0'empled 

4:n, agrIcultu'e .by,-that.yede. 

".".:,c"The.'e~cccding. -fastrato. or :popul'ation- pl.6-poe many complex 

,social and economic" iproblems.! To spctdiic'problemo"'re' Partic~karly 

,relevant toeconomic:developmcnt:: g". " ... .. 'o...t....r. to 

..suptain, and::improve:?presentIncome-and. consumption.levels, 'and, creation 

of emp]loyment opportunities.. 

1 9 bid . Tablo A12.
 
20
 
, . CEPL,_ A,.ct.o de las' .. terr1.e,.6'n s' ontre l- Terldnciaa
 

del; Desarrolloo, Ecnmi~ y.co W( iiuuoo iv:_'ho1
yos Iuryos itb Civ0
 
america y P-,rma, Informe preliminar (,exico, Agosto 1968), p. 23
 

See author!s thesis,,:p. St.-Table-3.11. 'Honduras is the 
on.y country, wheremajor efforts have been.'made. to chock populatibn 

.1prowth, and where. the -population growth 'rate: declined between' 1950/60 
"and 1960/68. 

http:St.-Table-3.11
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Continuation of pasteperformance will.lead,.toa deelinein,X
 

.,,output per worker by 1980.22 
 During the:1966-80 period, thw gk'owth 

rates in the real GDP required to sustain the.existing levels of.' 

output per worker should average 5.3, 7.6 and,6.6-percent per year 

in agriculture, and non-agricultural sectors and the total'econmy 

respectively.,23 Notwithstnding.the faster.rate of growth.,"in the 

rlabor force in,the'non.agricultural sectors expectedirinvthe 1966_-80 

ppriod,,(3.9 vs 2.7 -percent'annually), considerable disparitiesiin 

thegrowth of'real,loutput per worker in agricultutre andthe.rest'of 
the econoMy will remain.: Unless the.iproductivity of labor in agi

culture can be increased considerably. by:.1980, the:laborl force. 

.remaining in.agriculture (57.0 percent) will have incomes-averaging 

one-fourth or less of those in .the'rest of the economy.
 

The second major economic implication of population-growth .deals
 

with the. creation:of employment, opportunities, since rising "incomes 

and outputoper economically.active person are possible amidst'ide

'spread'unemployment. The Central American economies have not moved 

impressively, t9wavd, the ,solution offthe employment problem.-: Table 

2.7 shows that during the 1950-64 period, theiagricultural sect6i
 

absorbed 44.2 percent of the total increment in.the..labor.force..
 

SBased on weighted averages for -individual 'countries of rates
'inCEPAL, Aspectos de la Inerrelacions..., o2. cit., Tablesl 5,1'

i6 and 18.
 

23Estimates of the growth rates.in the Labr"force between 1965,and 1980 average-3.9 percent annually 'forthe- k a..i t........

,sectors, 2.7 peraentr inagriculture and.3 2 percent for the, 66iioMyas a whole. Computed from CEPAL, o2. ct., Tables 7-11.".. 
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Table 2C7 central Amertca: Index of Labor Absorptidfn*
 
Economic Sector, 1950-64
 

Economic Sector, Percentae
 

Agriculture 44.2
 
'Services ' "22;6 
Commerce and Trade 12.5.
 
,Manufacturing'Industry 11.3
 
Construction 5.6
 
Transport and Compunicatio'n "4,
 
All Other Sectorab 0:4
 

Total 100.0 

L ,4, . * 

Source: Author's Appendix, o_. cit., Table A13.
 

Proportion of the total incroment in the economically,.
a: 

.Y'r,* A,*ttive population absorbed by a iveii sector.
 

ai andBnknad
.b;.' Inclades Mining,.r*cs 
ance.
 

*Servicek'mplbyed'less "han. one-foth of s ch increment,- and thie
 

remaining sectors combined absorbed one-third.
 

.grcu. inerease64.1 4ercent between 
.9.0'and.196) emp6yentiiin thissector increose . b; on, '25. 

-1 -0,cd.1 6 t * t ,. r 

picenit'. "Industrial produbtioi ,icre&sed ' vei 250 ipent, but;
 

38.06 "e .Lik...setotal7employmert in 'indu6tr-y 'increased" .nly p t 
o I 'of -'tp c n , .'i .Of 

..induced
:inndoubling.. of output in the rhe ...... ..... . ~ . cono , -. ,. ,: .. ; ,,,. 

oniy.,d 79 0 Iercent increase in'emp3oyment. 

rresult
t-: ;Dispdritits etWe'en butput addemploymen 'are,large...% e 
ren'e ......hh .. . hig' ....
of the prefe,r e. ..'r "']-; e .'. """.....of the preference for high capital ihtensiv& e~hni'qu& an€".processes
 



over labor intensive methods more compatible wth relative factor
 

endowments.2.. 

in development, capital intensive teciniques are frequently
 

sanctioned on the grounds that they lead to a distribution of income
 

favorable to the saving classes. NeVditheies, giventhe rapid
 

-growthof population and the skewed distribition of income-already
 

existing in Central America, more likely results;: are stagnationf of 
effective demand, excess capacity and iurb'*a un*employment. ,'This.t 

possibility may be offset if the agricultural sector can provide
 

sufficient employment opportunities and at the same time reduce the
 

" ..existing rural-urba rel 

By and large, over ithe past' decade, agriulture has not per

formed this:role efficiently It.has. alreadY.been sa6wn that rural
urban differentials in .incomes,and real output per vorker have in

creased. Furthermore, there is a rapid process,of emigration from
 

T icuture. ,,,'oFrinstanceq,he,9064prod h ra 

Some explanations attribute this paradoxical situation to
 
iiket imperfections and other institutional factors which distort
 
relative prices in favor of capital; other explanations emphasize

either rigidities in factor proportione in modern production tech
niques or the need to maximize total output, not by savingiin.the use
 
of capitl, but rather by maximizing the output derived from it.
 
M1ximization isbased on the frequently observed phenomena that
 
labor intensive techniques are not the ones producing the highest
 
,return per unit of scarce capital. These explanations about price

'distor.tions (wages, interest rates, currency values, etc.) and market
 
imperfections ere discussed,in greater detail in W. Arthur Lewis,
 
Development Planning (New York: Harper and Row, 1966), pp. 56-68.
 
See Werner Baer and Michel Herve, "Employment and Industrialization
 
inDeveloping Countries," Quarterly Journal of Economics, Vol. 80,
 

,No.., 1 ,(;Feb.ruary 19q66),9 pp. 8-10T., 
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poul~tion. (readenta, oi cities~idth over 20,'000kIiih&bIta6ir)- kijw
 
"at an average annual rate. of 5, 1.per4ent,:hile. he corresponding:
 

.rate in the remaining .rural population -.vas. 2.5percent.
 

,AlthQugh there are :no unemployment,: statisticds in Centrdl ieicav,
 

the ,proliferation of,.shanty towns 
in the major ."cities .off'rs.vdne
 

o.,f.the lack of 
gainful -employment opportunities in UiWM'an a i',;and, 

to a certain extent, in-agriculture ks-.well.-

Urban unemployment- ad: rural..emigration occured, during the 
,.1956-66 period -when annul growth rates in the active populaton were 

2.0 and 3.8 percent for agriculture and the rest of-Ithe econony
 

respectively. -The.. higher, rates 
of' growth' in the .labor:force expected
 

for,.the 1966-80.period,(2 .andi 39'.percent) can 'only'- ntesify the
 

,4!iqration. and employment problems -even in the 'unlikely event/thiat 

output.-plabor ratios remain-, onstant,.

, the agricultural-,sector must.face a
)e~ce, double chalenge.' 

F.s , zust absorb. ha~lf .of"thel96;.680 .increment :in" the "ot l
 

labor force--a 48. 9 percent increase: in 
-its.:labor lforc .and-the creation 

of Jobs for an additional 1.2 million people.2 6 Second, it must in

crease Droductivity, particularly labor productivity, faster than
 

the rest of the econor if urban-rural income and output differentials 

-. ID., Progeso..., 2p. cit. pP. 373-374. 

Computed from CEPAL, q2p. cit., Tables T-11. The absorption,

of a. 
O.0. percent. increase in-the labok forced-rePresents a 12 5 
percentage increase from the 
44.2 percent index eif labor absor,tion

observed from.1950 to .196.,-.This.-higher rate results.from the accel
eratin'g growth of the agricultural labor force from 2.0 to 2.7 percent
annua. " "during .1965-66and 1966-80: periods respectively. 
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;.i ' ,be~edu.qd;:.,Tbe .nee4 , to.ii ease both"employment and rMal 

in q~es 4 .n, piculture 'becomeaimore "ci'itioal. ds --the production in the 

rest 0" .t eon~oiny becomes :.more, capital,' intensive;-."Should Ithe existing 

l9y. abor. !bsqrption trend in the non-agricultura' sector ontihue, 
he.,:mor burden of creating gainful employment ifl fall largely on 

,he agr.cultural7 sector.. This,'is the,.major challenge for agricul

tural development in Central America. .. A ,failure ,o meet,-this challeage 

wi3 result in, icreases -inruraLeemigration andl .unemployment, and in 

,1 . geperal, deteriortion -Pf the .levels!:of. iving,-for a,!large por'tbn 

of the population. 

,:. Twoommnedi.ate :questions,,arise from. the: foregoing alys : 

,,qiej conerne,:Iwih the .'reasons fort a9Uriu-ut.s inability to 

prpyvent mjigrat$onto -the.cities ..... 's,premature " ' ... f 

the income gap between agriculuure.and]the- rest 'of. the'ecbnop,' The 

seqond cquestion follows. closely: r; what! changes need' to be ' efiected 

to ,roevers,e,-curret :tendncies ' 'The -followingichapter 'dll -'.sugst 

som.an 4ers..to ithede -questions, 

Summary and Conclusion
 

This chapter was concerned with an evaluation of the present
 

role of agriculture in maintaining external balance and inducing 

internal growth. The acceleration in regional growth rates since
 

the formation of the Central American -CommonMarket in 1960 remains
 

heavzlyr dependent-,. riculturai exports. In, fact:, the success of 
both import~qubstitutin-industrialization and, he :formaton 'bti 

onnn marKe.: mus : e at1rlbuted, chiefly.to the dyims ' of "t'he' 

http:chiefly.to
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export sector- which proviaed thE0mojelhn 

necessarr.fordevelopment Vhile provbnting eiriiit bal iceAof pay

ments difficulties.
 

Nevertheless, balance of payments difficulties remain a,constant
 

threat to.economic, stability,,.. ,To:the extent "that imports of capital 

zgoods,:and intermediate products or:-raw materials are.essential':to
 

sustain.economic development, the major responsibility for main-:
 

taining external stability will fall ow'agricultural exports. A
 

more rapid development in agriculture which maximized the ouiput 'of 

-exportable comodities and'produced raw materials ,andsome intermed

iate products necessary ..for "the industrial sectorwould: alleviate 

some of these problems but would not deal with :the s'sues of,popu

lation-growth .and attendent widespread unemployment..the 

n- short j -the overall,; performance .:of the-agricultural- sector in 

the contemporary :econoqry presents -a somewhat paradoxical situation.
 

'-On-pne °hand, it has ibeen successful in :maintaining a considerable 

.degreeof.external balance and in inducing internal'grbfth and 'ed0no

mic. stability. , On the.'other hand, -in spite of 'growth, it his"ben 

unable .to create sufficient lemployment oppotuniti6es for the-grding 

Population or to prevent,fincome' and output differentials fr'mincreasing. 

The, explanation,.of; -this.ph6nomenon-lies , in the existifng duhlity:- in 

agriculture, .the- 'correspondingasectarl'interrelationships -andrthei 


nature of economic growth within this structure, as .the.next-chapter
 

http:explanation,.of
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CHAFTE1i III
 

AGRICULTURAL DEVELOPMENT IN,.THECOfTMPORARY CENTRAL
 

-AMERICAN ECONOMY::. STRUCTURAL AND FUNCTIONAL ASPECTS
 

IPART
: THE STRUCTURAL ORGANIZATION OF' AGRICULTURE 

Although the gains from agricultural production for export have
 

beeni mpressive, hidden costs need to be evaluated to get an accurate
 

:picture,.of the net gains from export-led agricultural growth.:
 

In largely agrarian systems like Central America's, land tenure 

,inotitutions areo,the single most important factor in determining 

;',aqcess to employment opportunities, efficiency of agricultural pro

duction and income distribution. Land holding and tenure systems
 

._,fectnot only the utilizationof available resources and access to
 

factor and financial markets,,but also the structure of investment
 

,opportunities. Henceqthe tenure systems .areamajor determinant of
 

,both the extent and the composition of internal demand.
 

.In addition, to the extent that land holding and tenure systems 

,gaffect (or restrict) opportunities and income, they are positively 

,relatedto the control and exercise pf.political power.l ;In: Central 

A ica,. land concentration in the hands of a comparatively small 

segment of the population had led to a vast concentration of income 

And .ofeconomic and political powr. The: result has been a"rural 

population living at,the,margin of the economic!'andpolitical system. 

These interrelationships are discussed in detail by:Peter,
 
Dorner, The Influence of Land Tenure Institutions on the Development
 
of Agriculture in Less Developed Countries, Land Tenure Center Paper
 
No. 55 (Madison: University of Wisconsin, October 1968).
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In Central America liss than half~lonlhe farmers (4.8 percent)
 

own their 16and; 48.8 -ercent are renters or de facto occupants and
 S - .. - • 'C 

the remAining 6.4 percent'are farmers !iith:mixed.-forms qf tenure 

arrangements. In come countries, renters or simple occqpants consti

tute more than two-thirds of the farm population.2 verthree-fourths 

(78.1 percelt) of all farm units are subfamily, prc~diig neither
 

adejuate income nor full employment.
 

-Although subfamily farms represent 78 percent of all farms and
 

employ 60 percent of the agricultural lab6r force, they hold only
 

At theother
U1 percent of the farm land. (See Tables 3.1 and 3.2) 


extreme, 6 percent of 'all faris are multifamily units conitrolli
 

72 percint of the land but employing only 28 percent of the iallo
 

fore, includin$ landless workers. Fithertore,A6 percent of t he '
 
. .: ' " = ' .i "F e , 

people 'inagriculture own or control over t~o-thirds of the land.0 

A by-product'of this highly skewed ,pattern is the rplatively small""
 

proportion o land held inmedium 'or family size faim. 

Table 3.3 shows that there are no significant differences in.
 

the land holding patterns among the vaious CentralAmerican countrie.,.,
 

within each farm size category. However,there are great differences
 
. ,.A
 

among land-mAh ratios 'etween categorie.. Land perlworker in the 

multifamily '6ector_ls over .ten times greater than in the family farms 

and iighty-five times larger than in subfamily farms.
 

2See author's Appendix, "Agricultural Development and Economic
 

Integration in Central America" (Ph.D. thesis, Department of Agri

cultural Economics, University of Wisconsin, Madison,,1971), Table A14.
 



"Table 3.1 Central America:- ',Number of Farmsland Area in Farms by Size Categories 

Percentages
 

Country Subfamily Family Medium Multifamily Large Multifamily
Less than More than 

No. Area :- No.• Areal No. Area 1000 mzs 1000 mzs 
-... No. Area No. Area 

Guatemala (1964) 87.4 .,8.7 - o.4 18.8 - 1.9' 26.5 0.2 10.0 0.1 26.0
 

El Salvador (1961), 91.4 21.9 -T 20.6 	 19.8 0.4 21.9 :15.8
6.7 1.5 0.1 

Honduras (1965) 67.5 12. .. 27.5 .0 2.0.1 18.8 0. 19.6
 

12. 26.4 2T5 0

• 	 Nicaragua (1963) 50.9 3.5 27.4 11.2 t. 16.8 26.5;- 4.3 28.'3. 0.6 30.5 
Costa Rica (1963) 43.2 2.9 35.2 14.3 16.2 23.5" 4.8 2:8.1. o.6-32 

CetalAeic. 
 .1 2.4
 

Central America 78.1 -: 10.7 15.8 17.6- .8 .24.3. 	 0.2 6
 

Source: Author's Appe:dix, Tables .A15and A16.
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Table 3.2
 

: r America: Distribution of ithe Agricultura
 
Laborm Fore- -hvF i~-Af va.~ Category 

L,rentages;. 

Sub- Multi- Landless 

Country family F family Workers Total 

,.Guatemala (195o)73.: 7,8.. 1.8.' a6,5 100.0 

31 Salvador -(1961) .T2 5.,X51 l5A.6, 100.0 

Honduras (1952); 91.9 19..5' 4.51 26.11 100.0 

fNicaragua (9.63), 143k8 l.8: 15.0: .31-.41 100.0 

Costa Rica (19,6S) 25 0 : :5. '0: 100.0 

Central America. 59.8 12'3 5.2 ' 124100.0 

Source: 	 CIDA/CAIS. Caracteristicas Generales de la Utilizaci6n
 
Y Distribuci6n de la Tierra en Centroamekica. .Prelihinary
 
Reprt. '(Mexico, 1969), Table 18.
 

-"be extreme concentr&tionobf: population oh .thelimited land 

of the subfamily sector, together with these farms' low productivity,
 

largely explains the low output per worker found in agriculture.
 

The distribution of income in agriculture shows a concentration
 

correlative with the distribution of land. Estimates for three
 

Central American countries show the following annual family income
 

distribution by size of farm:3
 

Large multifamily farms: $18,226 - $25,798
 
Medium multifamily farms: $2,248 - $8,000
 
Family farms: 	 $713 - $1,300
 
Subfamily farms: 	 $302 
- $980 
Landless workers: $220 - $727 

3CIDA., Caracterfsticas Generales de la Utilizaci6nY Distribuci6n

de la Tierra en Centroamerica, Informe Preliminar.(Mexico, 1969),
 
Cuadro 19.
 



Table . 

Centr*;Ameria:-,A Land Man .Ratibs,by Bize.or rm-catpory
 
*4anzanas -per Agricultural Worker:

b 
Con Subfamily, Family Multifamily 

Excl. Incl. 
Landless Landless 
Workers'- -: 3Workers 

Guate.mul% (950),. 1,-6 3.9 324.5 32.2 

El Savador (1961,. ;.5. .11; .165.6'6 

Honduras; (1952) 2'30i. 12.8 122.2., 18.0 

Nicaragua (1963): I%9L.. A..2) 3.9 

Costa.Htca (1963) .9 

CentxmJ.,America 2:.T 13. 4 .2f6 1 

Source: Based on information contained in CIDA/CAIS, Caracteristicas
 
-.Generales de la Utilizaci6nm-y:Distribuci6n de Ia Tierra en
 
Centroamerica. Preliminary Report (Mexico, 1969).
 

a: One manzana 0.70 hectares 

b: Includes microfarms
 

a: Includes medium and large multifamily farms
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Thus, over eighty percent of agricultural families have incomes
 

of $980 orerAeir Year, wilefive :peet Save inc'd e ten or
 

thirty times hfgher 

This pattern of lanu cuszrouzion--ana its relatea distribution
 

of income--is deeply imbedded. Its origins can be found in the
 

.... oniae.. .nomyalthough -itspresentconffur ation-.results -.fr6m
 

the establishment and evolution of the agricultmral exp " ec'onomies
 

mn Central America. Crop production reflects the interrelati'onships
 

between tenure structure and internal or export'maket orientation.
 

. Two-thirds .of the area 
devoted to export production iis heid
 

bYlmultifamily-farms producing' 77.3 percent 
of the Voiim e of.-output;
 

famly..and, subfamily farms -produce only-- 2-.-7. -percent. of the output
 

and. hold 6ne-fourth of the area.f These proportions are almost exactly 

reversed: in the; case of basic grains"produced for the domestic market.
 
Family and subf inly farms produce 74.6 percent of the output in basic 

:grains; multifamily farms account for the remaining one-fourthof 

the area and output of these commodities.. Subfamily farms aloneaccount 
'for over half of the area and output of these staplecrops., 

Table 3.4 shows that Central America devotes more than half of
 

the land in agriculture to the production, of. agricultural commodities 

for export. More significant, however, is tle negatiye relationship 

4'See author's thesis, p. cit., Table .4, p. 150.. 

This generalization is based on census data from El Salvador,

Nicaragua andCosta'Ricawhere 52.0 parcent "of the ilnd 'infarms is

used for the production of export crops. The actual figure from

Cefitral America is likely to be higher consIdering'*the rapid "expansion
of export production since the last census year. The expansion.of
the area in production of major export crops was mentioned'in .Chapter II. 
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,.Table 3 , 

Distr-ibution of Land Uae',for Export and Domestic. 
-Market Production by Size of Farm Category in 

Three Central American Countries, 1963a , 

ercentages; 

)omestic MarkeT, rixporr, 

,Size of Farm Category . ...Production .. ,; Production Totel 

Subfamily 805 19.5L AM0C 

Family 58.7 100 C 

Medium Multifapnly, .p2.7 57.,, 100.0 

Large Mutifamil r. .25.4, 100.0 

AIl Categoriep 48.1 5100.0 

Source,: _	Author! s thesis, "Agricultural DevelopmektO, and Economle 
Integrat3on in Central America" (Department of Agricultural 
Economics, Vnversity, of.Yisconsin, Madison, 1971):,,, Table A18. 

a: Dat.for osta.Rica, Nicaragua and F. Salvador., 

h"elistd betwieen sizebf _farm and the amount of land used for 

lIiPhai Ueonsa'
on"and the positive relationship between farm size 

and areW used In expo't 'production. 
ne  Thus hand,' " o ultiftdml:l farms predominate in the export 

setoi butover half of these farIs are subfamik y farms which do 

emp~ymnfor ' e famil. On 

the other hand, family and subfamily farms dominate domestic6 ket 

production, Multifily "f lm in the-domestic market sector, are 
maihijliVebiock 'entirprs' h- hh 

.PPs inwch hold 5,. percent of.totsl .pasture. 

(Bee recomingiportant export :the: furth.:majora 	 commoity 7-now 



The la:1sfti number', ofV'subfazhily aid fritly frm (ovWthie' 

foutthal 'of.!-total fzm)'isuulybn~iid'' s'h ~i~i. 

sedtor. Their;ow output per:, ap.ita resUts from having almost three

fburths) of the active -labor.frde on., le'ss' than. oe-third'"of %he;'land; 

ctu!latihi :and"1their, meager; Capital a -6w stage of tchnologica ad

vance' together with their: oniy patiaI integration in'the product, 

•labor-, and.- capital markets ,'h1bp 'tobjutif the appropriatene sS'
 

the. t .r'trditional.ca' e tt
It b: ued.,'owevr, the inti

related systems -of-teiure structurie, market- orienation,' and Aisti

tutional ties are"whatOis teally traditIonal' 

PART II: THE FUNCTIONAL ORGANIZATION 'OF AGRICULTURE
 

•Fi0tiolo aspedts.of agriculturalorganization are .economic and 

-.institutional ,ties.-which 'in".spite of- the "structuralduality--or more 

iappropriately becasce of-it-:-enable the agicultural sector 'to" nction 

as, Ja' onsistent io 'e with "*u'ual interid6pendencies and interrela-

Economic, 'Inst'itutional and Technical Interrelationships
 

In spite of dual tenure 'structures and ma1.ket orientations, 

internal interdependencies occur,iu the labor market and in the,:pro

duct and financial markets.
 

Even within the traditional sector, many small farms are engaged 

in the production of an export crop, usually, as a cash crop .to supple-

Mertf inome..'jfrr t " ort :sectoi; 1161 lairge. scale eop-"-tio 

6 0n the aggregate, subfamily and family farms devote 19.5 and 
41.3 percent of their landholdings to the production of export crops
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f~equent:,comb es prp)duction w~th processic&;facilitis ,-the output 

~othoingfrm.smanl pfxn~apibpe an imp'o tant oourcet of -raw"mater

, 55, percent of 11. sugar, cane milled: in, ElZSalvador 

ispurchased from independent, producersj,, InCosta Rica, only-.five 

percent, of.the existing Coffee mills' process exclusivelyo their',own 

crop. Thus, a product market relationship develops, out of the mutual 

needs for, mrkets and. for raw materials between the, exporti sector 

and-in the partially.,integrated producers of the traditionaltsmall 

fa sepctor.. Small producers, ,lacking an-. adequater,.volue of.,output, 

cannot build or oparate, efficiently their own: processing facilities, 

let alone get access to capital and financial markets, or even required 

management ski'ls. Thus, they depend on large entrepreneurs. 

o .	 L~ge.scae .enterprises, also act as financial-intermediaries 
or:theesmall farm-sector. .Since maysmallfarmers are.not'land

ownersor have no legalized claim, to. their, landq, their access to the 

institutional credit system is often barred by .;ack of adequatez.a. 

collateral. In other cases, risk and insecurity of a land.imortgage 

motivate small farmers to prefer credit loans available from large 

-scale producers- and 'pro6essor6s. A'dditionally, mi credit int-itu
tions are not willing or able to absorb the costs of a great number 

of smal operations. As a result, large scale enterprises act as 

financial intermediaries between small producers and the banking 

(see Table 3.4). Inlong established production areas, it is not
 
unommon,,to find .ve;y small, farms .totally,specializedl in the pro-k 

iction of an export 'crop. 



rgyw tin boadoing,:1Lthby zW~t
 

1raw mater~alsqe but-.tals6 increase 1thejik' 6PerdtibzrlJ1 6ii ngd' thii3gh
 

Manct~ood, . research-is ho ddauti that it 'rd--i~ iieil atf
 

$1.aliw~ortancee
 

,iU Ah --traditional sector .as'Zbe'et Ca l,,bor;edii~vdi 'forp n 

L31ornes ynmoentim~a, its oi 'ii'rvdn saoiiiao has 

-~rdomnaedr.6al~famwd~e~d~n 'kg6 T' Tor t6#orrj employ

tQ; sP~plemaeat .fTamil]r' Ancokes . s-1! aege Wci~ eite rse~ - p1baita

tiops, in ,P-artioular, ~dfiend on-,the sml amaco~pifide 

;A., recent-study shoits .that-msoial laborrs a'GU te'iia derive 

jIn, theUsu2ut~ri regioMn:of Zl'rSa aqojij*sinjljfl r ersdri 

36.,percent.,Qt their-"tot isnnuaar, inice& froaf;.eial i !i,, 6ig 

almost tw-thirds. 8 
In El Salvador 9T percent of-.the-gicultural 

7Lester J.' Schmid, "El Papel de la 1Mkno de Obra .Migratdria en
 
1,~Dewan'oo con6mico~ide -Guatemal"' . ~
Latd. Thn6ur 4~p~6Np 

Sergio lMaturana, Las Relaciones entre a Tente it'4 Id'irira 
yLel Uso de los Recursos Aricolas de Centroamerica.(Proye'oto.de
ITP~kpnoia -de,UaTierra y -las,Condicione- dsTabsJ6"Agdcre-.
 

a4.q roamer3~.W. Unpublished treport -. San~dsot:ZC~.y~p 
,
 



?~lipecen s~em~.o~4 uwng the adk -~'n~:I9icaragua's. 
#Ific Coastal region, small. farm.owners labor .onethi'rd 6f:: the time 

on,lergermsn ,nd plantations for; one-fourth iofr.theai annual -inome. 

En QCopa Rica~s Central Pfteqinall.tarmeri devoteone-fouth:ot
 

,'ther, laPor.time and deriye one-fouth of their' annual, income 
 from 
seasonal employment.10 
Another study in the same area,-showI:that
 

!na3
fa" 
 ,provi4e _5.pernt 'of--the easonal-laboritotal 'andlarget 

1f -turn ut.lize ver 9Q percent -of'this seaos0al labor \ r 1 

,-,,;This .labor .iacet rTelqtionship ariads- from -technological coidtin 

9fp0dcto. ad-man, rqtloa1 .compel.e 


-.- 8easonS em loment 


nU~it sall prodijce6rs :th 

on-!large .plantations&±o'supplement,:annu l
 
earnings,. 
 Fp!arge producers,- seasonal l-labor-'aflowa avinge on 
overhead and other costs while meeting labor needs at 'peakpoint9; 

O ffee,.. p.a 60 prcent:,ototalannual-; labor' need is con
entrad betwe n 0tobe andJnuary; 'for cotton,' 7percebt -An7;
 

Deoe.er thro-
 Februry; .and ,for+,.'ugar 0pe'-cane;-. 'in,'N6v-ibe 

g Ap .(Requreen~ts.:+ or.easonaL laborIn banana are 

Banqo,pqtercar~ojdelE4 Salvador ,,.'Crdito fia' ' 
r. v3, 1 (San Salvador, 1966), p. 18.
 

SMaturana, 
 pp. 64,.689 72 337, .52.. 

~Iercli A.Lombardo,, Anglisisdeuna ',EconomiaArfooladetro'd Me eta'CentraldeCostaRica,.(Institutd. Interakericano"' derCiencias Agricols Serie Planeamiento No. 4, San josel Costa Rica, 
..5) ,Table .XI , p. 6 2, p. 64., . . . - u"' +. 

.. 

. " ' "- ' -- ' +United Nations,.Coffee n 

.
 

LatinAmerica, Po ,ctivity',,prbblms
and ut e osects; Colombia-and:El1 (58. I' G'8., 8lvador
9,p. 211. Data 
'or the other crops are based on unpublished far .A
manag;ment data designed to estimate coefficients to be used in land
 
use planning.
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yeryo.. eainnegharest1,.g. is tperform& JthroughoUt j 'yeG )-8 Te1of 

i*portant, ,easonality. aspect Ais v.vety often overlooked. in ekoplmfations 

otr the.,economic rationality of ,e-minifundia-latifundi, omeitia

export.zarket dualities.. The following table shows -labor''seasorality 

Lnivarious operations for rexport and domestic crops'., 

Percentageof 
total annual 

. Crop . ,"' :peraion -'Saon, ' , -' 'labOr'inpu.ii 'eeds 

,Coffee arvest '49t5Dec Z&9. 
Cotton 'arvest Dee-Feb 78.0 

' Sugar Cane -,diWest Feb-April '=' ' 60.0 
Corn (1st crop) Cycle Apr/May-Jul/Aug, 100.0 
-Beans (lst crop).-:: Cycle .Y*-Aug:.' "100.0" 
Corn (2d crop) Cycle Aug/Sept-Nov/Dec, 100.0 
Beans (2d crop) Cycle Aug/Sept-Nov/Dec 100 

's:.'te..above table shows' .harvedting main export" crops (except 

,be~anas)-"ccurs -ina'sequentiil 'manner during'a seven month-period 

roughly corresponding to'the diy, s'ehson.l These peak labor rejtiire

monts. of- export, crops" do1:not, coizcide'- with the agriculturJ, cycle
~13 

,of,most domestic' market crops. 

Agricultural Duality and the Orientation of Public Policy
 

Public policy in agriculture reflects both the undiminished 
(., '., >,.. ; " : . i". '., :J . i: .,i. ' ,. : " r ; 

importance of the agricultural export sector to the economy and the 

wealth-income-political power complex that has determined the tradi

tional and contemporary orientation of public policy 

'n.4 a4'.era when' land, reform is'increasinliy reco ied:as ,' -

necessary condition to ameliorate the production, inc~ne and
 

13- " low 

The low availability of 'Libor;'duri.' the rainy'seasin s one 
of the reasons why large scale production of ricq, a recent.4heno
menon, is highly mechanized in Central. America. c.n.," 

http:labOr'inpu.ii
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eMploymnt..prble= ,.'that: thwart develpment "'efforts,tleformw6f ,,the 

:eXipti8- Latin.AmerIcan tenure.,structures. has;,: received only tokdf.
 

atentionwinpublic policy, . 'In: the- 1963-1968 'period land refori",
 

institutes-have, settledan average 
of, 2.613 families per-year'in:.

reform or colonization areas, and have affected less.than ,30000.):
 

hectares annually. Bureaucratic entanglements and other inefficien

ie5o,-,to.ether withy :vlW n1me of settlement, have elevated 'th*e, st
 

of land reform to over $27,000 per family-and almost $2,500 perhec

tare. Land reform programs..have affected. less than five .percent of 
pott.al beneficiaries and, slightly over four percent..of total:land 

o...15
in .
 

,With.thefilure.ofpublIc-policies..to ,redress:,inequalities,
 
Land distribution conditions have deteriorated.' -In,the intercensal
 

_eriod -(1950-1960/64). 72 perocent'of.the,total-increase; in the.number 

of f.arms 'was in subfamily, operations, which.,accounted for' only '8 per

cent of the increase in the land in farms,v -In: contrast, .73percent 

of the increase of land in farms was concentrated in multifamily farms,
 
" 
 " "16
which represented-only a.9 percent increase in the number of farms.
 

Public pollcy with respect to agricultural research, education, 

"extensi6n
and shows a similar degree.of neglect. The.traditional 

Banco Interamercano ae uesarro±o, Progresso Socoecon6mico
 
en Americana Latina, Octavo Informe Anual (W!ashington. 'D.C.',: 1969),
 
country 'reports.
 

The CIDA study in Central America (op. cit.), estimates that

there are 1.8 million farm families of which 715.9 thousand are on
 
subfamily farms and 267 thousand are landless workers. 
Total land 
in farms amounts to 13.9 million hectares. 

16See author s
'thesiss 92'. cit.. -Tab. 4.7,p. 167 



sector, with its lower technology,,,political power, and economic 

c,0pacity is most .affected -by the eakness -of.such sezrvices.'n-the 

1968-69 period, there were only 355 extension agents and 332 agricul

tural researchers to service the needs of 1.8 million farm families.
 

,*Exension expe ~s !state taideally, there should be one agent
 

for each 150 farmers in order to be 
 effective'. Although :significant 

Pdvances have been made in agricultural education in recentV -years, 

,t.here have been only 1.6 agricultural students in universities and 

-ocational schools per, thousand active people engaged in .agriulture. 

The allocation': of agricultural credit rflects the bft,met-fned 

export orientation of agricultural policies in Central America. 

(See Table 3.5) 
 Like credit, road and transport facilities--a
 

crucialtsupport of modern agriculture--are to this day designed to 

connect the main export crop production areas and principal cities 

with the main exit ports to international marketsi Not until the 

creation of the Central American Common Market has this type of infra

structure been purposefully designed to integrate domestic markets
 

of a given country with those of other member nations. Until the
 

completion of the Interamerican Highway in the 1950's, the Central 

American: natibns did not 1jaVe ai5. nterdoneating syse-i''of'iall

weather-rtoadv,. 

In summary, -.te fruita .of tebhnidl **id-ec6n(oic prigres have 

accrued largely -to-the !expOrt/sector'.' "The unilateral enp ia ison 

.he..development -of pr~dcin - Ih s '!eportnot oil;6'etrtiited resources 
that ..were 'or coul& have ibieni-,aVeilabl'e to' th m. fa shedt "i 

domestic -market-;ariduttuf4e 'b't-also -h4as'tendid"d 'toaggravat s' 



Table.3-0:5.,
 

Central ,America: ,Volume Aiicultural Credit'AlJocatedor Amount lof 
to Major Export Crops and Livestock, 1965/67
 

Percentages
 

Country-
, . ' 

Export Cropsa Major Export Crops 
and LivestockbY'2 

Other 
Commodities 

Quat~a .73. 91.7 8.3 

,,Salvador 72.:3 76.9 2'3.1 

,Honduras 52i4 76.2 23.8 

Nicaragua 5..2 79.1. 20.9 

Copta :Rica 70.0 91". 8 8.2 

Source: -Author's Appendix, 92. Sit., Table A21.
 

a: 	 Includes coffee, cotton and sugar cane for Guatemala, El
 
"
 

Salvador:, and Nicaragua; coffee and cotton for.Honduras;
and 'coffee, sugar cane, cocoa and bananas for Costa Rica.
 

b: 	 Nine-tenths of livestock loans are allocated to beef cattle
 
enterprises.
 

problems. Further,ore, the expansion of export agricultura and the 

nature of its technological process are largely responsible for the 

stagnation of traditional agriculture. 

Resource Competition in Aricultural Duality: Some Case Studies. 

The growth of the export sector in Central America.since the 

1950 s etraces the historical pattern of claiming resources, parti

cularly land and labor, . from the traditional sector. 

,Largely,because of ipadeqi.uies in the national statistical 

base, the detection of the direct expansion of.the, export sector 

through direct resource,claimis a diffic~ult .process, perticularly
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so~n the .0a~oft;the ctfee and* banana'enterprises"vhichitVVeing
 

consolidated industries, expand largely,!on the basis.'of resource5s 

U.,eady -under their. comand! or- sphere' of,influence. .n -other instance 

Sational, statistics,"even by. political!subdivisions , -failr'to 'record 

the.process because 'of;the -lackpf,correspondence,:betveen political 

-

and agricultural .regiona.- . Moreover., field research'.in this'area
 

ilacking.
 

.Despite!-these limitations,%there is sufficieht docubentation
 

on-two particular, cases: to illustrate the' nature of the directl expan

.aiop of the'export sector and'its effects on'tbe traditional sector. 

A ,lthird&case, concerning cotton production in' ElSalvador, will 'illus

traterthe reverse,'a contraction in.the-export: sector. 

-Banana,:production in Central Aerica ,made a dynamic comeback 

after a period ofiivirtual st~gnhtionz in; the 1950'b: aid"early i960's. 

MiTotalL exports averaged, 981,200 tons,, in- 1963-67,' icreased6 to 1. 51 

cmillion..:tons in',1968 and surpassed the two million tol!'mark in
' 1969.17 

Mrhis *expansion in 'banana;production has been concentrated primarily 

in the Atlantic Lowlands of Costa Rica. Local entrepreneurs are 

responsible fo: 87 percenit bf the total increment 'in the area. 

As,cani-be expected, the seizing6t'thfis export opportunity broitght 

about significant changes for the local and national econoaV.-in 

demand and supply. 'Private foreign: and local investment, ,cred', 

policies designed' to 'hannel funds into bananeproducon, and 

TUA69iess 'otherwise_indidated, information quote4 1ntthiesection
 

is. froa SITEA, 1znforme sobre el Banano en Centroam6rica (unpublished
 
. 

report, 1969). 




_wing.,.export, -receipts, have inoreased"niterfalj demand 'and it he
 

-. outry's 'capacity to import;
 

More significant have peen'-the-,changes in, .supply, and a.lcation
 

of., resources.. 
1,nce-there 'is anplel undeveloped -aid the"Atlantic 

,Regto, .the expansion of banana production' did not claizmsignificant 

mount.: of -land from the traditional- sector . Furthermore, the discovery 

of Panama Disease resistant banana varieties allowed the. replanting 

.flandpreviously used for ,this,purpose until the 19 4 0's and 1950's. 

'Aevertheless,,to the extent that-banana-,.production:.remained a rela

yely labor intensive enterprise, it did require ample,labor, avail

able.only from the, traditional sector, It, is estimated- that' banana 

enterp rises have.almost.duubled their,labor,force ia.the period 196T
 

-to1969. This implieo.,t~hat roughly',4,0.O laborers,have left small 

18scale. agriculture.: This:; labor. drain. has virtuklly:!aused the' 

disappearance.of; small scale- agriculture" in,.theI area Larger. farms, 

!;nable to enter banana production ,because they -lack.ladequate :phYsical 

or .financial resources, have shifted-.to labor -lay ng ..
enterprises such
 

as beef natt.t. i'roduction.1 9
 

,This. annihilation. of small scale .,agriulture by;the export.-sec

tor can be explained. by the conventonal. theory. of opportunity cost
 

1 These are the author's estimates based on the average ,and,
 
incremental land to labor ratios reported by producers in Costa
 
Rica and Honduras. Total employment in banana plantations is.estimated
 
to have increased from 17,l400 to over 30,500 laborers in the 1967-69
 
period.
 

9.An initial investment .of approximately $600 to.$booAU.S.)
 
'perdAcre may ide be an effective barrier of entry into banana. 

http:i'roduction.19
http:shifted-.to
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-labor..-, Trpical -ncome ,.,figre ;in the trbditional- 'sedtor ndidate
 

?amily income levels.:of.betVeen,'$500 and $600 per; year/' In contrast,
 

average annual income per worker "in'banana"production: ranges from'
 

20 
49531 00 to $1,520-M0.; ' Furthermore, in additi6h: to possible fringe 

benefits,as ,wage-laborers, campesinos become eligible for:the behne

fits of the Social -Security System and other services and amenities. 

A second; case history, far more. serious because of its .Ve4fdie 

i4mplications, also shows: encrbachment. Cotton production as a',arge

scale commercial operation is a post World'War II phenomenon'>:',Co6tton 

exports increased from an annual averagelof: 376,600 bales'Wii'i954-59 

to ,anaverage 1,045,200 in the 1964-68 perio2 

Nicaragua is the region's largesti producer with 46.2;-pe6ntr 

9f--the exports and 44.0 -of'.cotton,area in 1965;68. El Salvador and 

Guatemela are second with 28.8o'and20.1 percent ;! "Honddrast -dV'Cddta 

']eica,are minor producers (3.8 'and 1.1 percent -'f.Lcottonepots). 

•Cotton is -acrop .bestradapted to the 'ecologi'c€l -conditions'- ' . 

prevailin-.in the.-Pacific Coastal areas. : Before.its advent, '-thes4 

are."asconatituted one- of 'he agric fural'-frontiers w1fere immigrants, 

unable.tP ,fndland.or .. .were largelyemployment in -thehighlands, 


absorbed by livestock haciendaw aus: tenants okr sharecroppers. 'Unde'r
 

'0
 
"Minimum yage rates of banana workers in 1969 were' set at
*2.5,\per day. Average daily wages of $4,151 
are reported tor.'t~a'
 

Q97 cotract work (v. La Nacion, 15 de 1969). Annual income figures
 
are Astimated based on these wage rates during 254 workdays per year.
 

21-

See ,author's Appendix, op. cit., Table A3. Area estimates are
 

based o'n slECA's official statistics which have appeared in their
 
annual reports entitled "El Algod6n en Centroamerica."
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such tenure arrangements, baciendasbecame mirxbd enterpries'pr0ducing 

,bo.beefand cereal ,grains., Independent campesinos also,'combined 

bth enterprises on,their small, farms. 

,The, advent7 of,cotton totally:,upset this stability. .'Ienure insti

_tutions made it: esinple tom divest', campesinos of land forlarge-scale 

"
 prqduction of. cotton. The fact that most'cotton!producers are not 

lanOoxwners but investors simplified the severing of-ties or claims
 

22
v#hc)i ight have developed. . Many independent campesinostlacking 

finanria.4! resources or technical know-how, had to rent-their land

or Join:-the icotton.expansion on:a modest scale.-

The result was massive displacemett.of campesinos and a drastic
, 

deqline in basic grain:.production' Displaced,-campesinos were forced 

to emigrate to 6thercfrontier areas, Join' the niigrant labor force, 

or ,cr.d0.into the. minifundia sector. 

!In,Nicaragua,-labor,displacement followed -by emigration was of
 

such magnitude that-as early as 19649 as estimated fivepercenit of 

thevqoton.crop was ,lost because of labor shortages'. Mechanizati'6n 

23
 
soon followed.2 ere, as ,in Costa -Rica, there exists the"-seemifniy 

paradoxical ,situation -of (regional,), lab6r_ shortages amidst 1 idepread 

(national) unemployment, and,;underemployment. 

22 
omision Naciona] del Algod6, La Econom a Nacional y el
 

Algod6n (Managua,: Nicaragua, 1968), p. 11;, Ministerio de Agricultura, 
Anuario Estadlstico Agropaecuario 1968,69 (San Salvador, 1969), p. 26. 

'23 n 
.La EconQmfa Nacional ... ,9 qZ..cit., Part VI, pp. .2, 3., 

http:displacemett.of


Guatemala"has "reliedion migratory workers to'supply cotton's
 
seasonal! labor LrequiremInto. In heavi3.y'ppulated El' Salvador,"
 

with no agricultural frontier, the traditional sector was forceMd"to 

,absorb a pajor proportion of displaced campesinos. Many 	 Campesinos 
S24 . 

had'to migrate, mostly illegally, to neighboring Honduras., Vi

dence of thestrain'on-the traditional sector is shown by the 'tl.6 

percent 'increase. in the number of farms 10 hectares or less in"cotton 

'areas 'of El Salvador from 1950 to 1961, while average' farm size'de

cline&L54.5 percent. Nicaragua's cotton departamentos showed'an 

averagedecline of farm size of 38.5 and 19.6 percent in the inter

'cerisal period (1952-1964) for holdings' in the 1-9.9 and 10.1I9 

manzana 'categories.
25
 

While, Nicaraguan cotton acreage increased steadily' fro i3,600 

td 61100 manzanas from 1952-67, there 'was a correspondi decline 
in basic grains and sesame ro' 78,000 t 31,900 manzanas. Regression 

analysis of these data supports the assertion that cotton 'acreage
 

expanded almost exclusively at the expense of the area in basic

24.

This recent influx of landless workers, largely generated
 

by the .cotton expansion, was perhaps the single most important under
lying factor in the 1969 armed conflict between the two countries.
 
Over tbe lyears, some 250,000 Salvadorenos came to reside 	in Honduras.
 

25Calculation ba-ed on the Agricultural Census of the respec

tive countries. Comparable figures for the decline in the average 
size-of farm are as follows: El Salvador, 15.6 percent decline in 
-average size and 55.3 percent increase in number; Nicaragua, 11.6 
:percent decline in number and 1.3 percent in average size. 

http:categories.25


-. # produ on. T avp.bepai a coton dgbrsicgrains grow 

vel3).,under:, similar¢clirmatic conditions -adoimilarrisoils ,:but: 

WrQ..not competitive eqOlOgicaly with:,Qter,'crops, 

,These shifts in. land use affected the output of.,sesame and-basic 

In 1952, the estimated output of cotton, basic grains ,.%nd 

:sesame.was 11,300, 83,700 and 114,900 metric tons. By 1963-67,,cotton 

_icreased its yearly output to.90,400 metric tons hile sesame declined 

to 3,500 tons. Due to increasing yields, basicgrain production i;aver

aged,5,00 tons yearly,, still one-third lower than in'195?5TThe
 

decline inbasie arairnt was not compensated for at the national-level, 

with consequent repercussions on its availability. In fact, .Nicara

gua changed its .traditional position from a net exporter to a net
 
importer of grains. Net, exports of basic grains amounted to 39,700 

metric tons in 1953-57. By 1958-62,,.net exports had declined.88,, 

percent. From 1963 to,1967, Nicaragua's net imports of grains amounted 

to 700,30 metric tons.,8 

26(R -.997) The corresponding equations were:
 

Acreage inBasic Grains = 89.27 - 1,05 Cotton + 0,36 Other Crops;
(R2 = .998) . (.019) (.o09.
reage'in All Other Crops =128.01 - 0.61 Cotton; (H, .091)i 
-I (.535)


Regression end correlation coefficients inthe first equation were
 
significant at the .001 level; in equation two they were not signi
ficant at the .05 level.
 

27 
Computed from the following sources: Direcci6n General de
 

Estadlstica, Encuesta Agropecuaria de I952, Boletin de Estadistica,
 
iI Epoca No. 4 (Managua, 1952); Banco Nacional de Nicaragua, Estudio 
de la Economia del Algod6n en Nicaragua (Managua, undated); Consejo 
Nacional de Economia. Oficina de Planificaci6n, Estadisticas del 
Desarrollo Agropecuario de Nicaragua 1960-1967 (Managua, 1968). 

28Computed from: Ministerio de Economia, Memoria de Recaudaci6n
 

General de Aduanas (Yearbooks 1953-1955); Direcci6n General de
 

http:1958-62,,.net


These, ,;cae studies. .of bananas in CostarRica end6f dottons-in 

Nicaragua show- ws inyhichrthe expott isetor has", alwas expanded 

t the, exp.ense of, the -weaker-:traditional,:seotor through e'la.imin

resources, partIcularly land .and 'labor. ,,'The result of'this:expainsive 

process is ,the,, virtuel extinction,-or ,displacement of :.the .traditional 

sector..in..egioa where herei are competitive enterprises Y .Institu

tional constraints. faced 'by the traditional sector prevent! it friom 

acqpe sating for the :product which has. been displaced.', Thus.an expan

sOAof :,the; export .sector .has -frequently been 'accompanied by deficits 

.n.soe - food , , and increased food imports".rops,.! ilation 


The impat. of growth sector other:?
,the -ofithe- export on variables 

sucas;eployment, income..org, eneral:welface depends greatly on the 

pg.ticarj:crop, in, ques ion, -':,Banana expansion: may have effecied a 

net gain. because of the transfer. of labor: from, a low prod ttivity 

occupation to one of higher productivity.'and .income. ,: The -ottbn: 

industry,, however., prompted, massive displacement df.campesinos , mi

1 gratlon, and dditional overcrowding, in- remaining 'areae 'of-'pesant 

agiculture.. -seasonal employment .(at: low wage rates) 'created by" 

this iindustry do.es not compensate 'for.- this imbalhnce , L Thus ,' employ

mernt and income have declined,,: and,,income .distribution'has .'deteriorated.
 

,. The impact of the growthl-of,-the export, sector ion trade'and, 

balance of payments may not be as great as indicated by_. simple 

. measurement of export proceeds.- An accurate picture can 6only be 

-Estadstica,.-Anuario'de Comercio :Exterior.t(Yearbooks 1956-4963); and
 
SIECA, Anuario Estadistica Centroimericano.-de Comeiio Exteirio-'
 
(Yearbooks 1964-1967).
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obtained if the increments in foriegn exchange 'earnings -are weighed 

against %the.ivalueof -additional imports: of-displaced eco=**dities 

and';ofinputs used; in.the. production' process as 'well. as -thed Vlue of 

t.-eptri-ted. profits' if 'iforeign firms.,are involved; 

Available, evidence< from both 2historic .land:contemporary records 

Andicateswthat .the processes -described*above tend to be irreversible. 

In the .case of permanent crobps such' as; coffee ad-bananas, adverse 

,technical or price :conditions induce a-'reduction in total -output, 

,buti tend .to.maintain -the "area-under !cultivation because 'ofprior 

heav.r investment. Withdra.few. exceptions-.such as durig the :Great 

:Depression--international-commodity prices -are 'seldom so low as to 

prevent., export entrepreneurs -from ;covering. fixed land' kaintenanee6 
29qOstsof, their operations.e.-, :Moreoveri ,in times of finaidial'crises, 

-pubioplicY,,normally operates in 'such a way "as _t9 relbxZ the rule 

goiverning; credit-,4-to rant • fiscal exemptions ,or td freeze:lgal 

xagesp,- -I Even- if bankruptcie, do- occur,' they'generally .result-,in the 

enlxAgement.and .consolidation of holdings rather than a-' redisitrbu

tion of,.property. Only recently have land reformi - gencies: taken. over 

b.akrupt plantations- for. the--establishment O6t cooperative: farms.30 

Banana- productio representsi a special- case. 'Since the industry 

isL dominated by.corporations in'various countries, depressed market 

D 'Forinstance, in spite of wide-fluctuations 'inworldcoeffee 
prices, coffee acreage has steadily increased from 418,ooo to 670,200 
hectares in the 1960-1968 period. 

30 - -B in.-Costa:--Amopg these, are and Pejibaye2 cooperatives 

Rica.; nd, the.Fincas Nacionales.,'in-)Guatemald:-.' 

http:farms.30


conditions r areiy'.lead to,.*4 signifiant-decline" of overall'voluwe, 

although patcularcountry operationsmay be considerably r'edd 

:vertical Antegrati6n-acts a ibuiffer 

' Wzone. weak, hmarketishowever, suc monop

"or enlarged,',A high degree o.0f s 

When the international 

..sonistio -powers frequently. result i-.reduced purchases fro"ni .ndeten

dent producers.:
 

The recent horizontal diversifiation of the :main"banna corpora

tions has caused,a shift to alternative 'land uses. Siice the "f6kma

,tion.of the CentralAmerican Co on Market ,'the United Fruit Comnany 

has made major investments inthe oils and fat industry, diverifying
 

its commercial production with African palm, beef cattle, and basic
 

rains. for the regional; market and pineapplesI for -ep6rt.31 

Thus, 'contractioninthe export sector -contributes 't ofurther 

concentration either,throubz ,,diversification within exisiinfgiuits 

' 
or through special fiscal and monetary policy measures designed to 

protect the:. industry from external conditions.' However unemploy

ment.increases, depressed real wages and reduced seasonal employment 

may adversely affect labor income at such-times. 

A7recnt: example of the contraction of the cotton,ihdustrY"in 

El.Salvador illustrates this. Beginning in1964,; rising costs' "and 

-declining cotton prices in international markets forced'prodibers to 

31An interesting study.of changes in"use patterns in ex-banana
 uso de ls Tierra ien..' 
lands is Pierre A. Stouse, Jr., Camblos en el 


Regiones Ex-bananerae-de Costa Rica, .'Instituto Geogrffico de Costa
 
Rica (San Jos6, 1967).
 

http:study.of
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32shiift. larke. amounts .of -land. out,,of etton -brduetfnv.A;4nt 

of. 46.671 manzanas.was taken oUt .btwvn thA. IOAR-4,p I O 47 

agricultural,years... Of ..this,latter',acreage, 47,3 percent.ws.planted
 

to"corn, 33.7 .percent,was,turned into,pastureland, and ,7.j6 percent
 

33_was..rlanted to .riee-3..-0f lthe-15,TO5--manzanas turned-. nto pasture, 

only ,970were actually planted with improved pasture; most of this 

land''s...left idle. .Rather,.thanbeing returned.to .campesinos' hands
 

nder any given tenure arrangement, ,land was used!-for.,'extensive "live

,stock graing in,a country ith.a.land-man.,ratio of.l.5manzanas per 

worker .in the small farm Laf+n"... 

32The rapid rise in costs was mainly due-to the expenditures

required to combat the "white fly" (Bermisia tabaci), a pest that
 
.attacked the cotton plant. See: 
 Ministerio de Agricultura, Estudio

Ec6n6mico del Cultivo del Algod6n, Ciclo.1966-67 (San Salvador, 1968).

This pest originated largely as a result of ecological imbalance

caused by the rather indiscriminate use of chemical insecticides.
 
Various institutional factors contributed to the existence of this
 
phenomenon. On the one hand, research on pest control lagged far

behind production; there were no scientifically determined "recommended"
 
practices, only those of insecticide importers and agents whose main
 
concern was to maximize sales. These interests coincided with those
 
of'agricultural pilots who are normally remunerated according to the
 
total volume of chemicals sprayed during the various applications,

which frequently exceeded thirty during a crop year. 
On the other
 
hand, planters, being largely land renters and annual investors, .were
 
unconcerned with the long-run ecological effects of insecti*dides as
 
.longas. production remained profitable. The ecological imbalances
 
thus created affected not only wildlife and humans but also is reported

to have exterminated the honeybee industry from'these areas and signi
ficantly hampered the fish and shrimp trawling industry in the coastal
 
areas of El Salvador.
 

33 .. :.Ministerio de Agricultura, Direcci6n General de Econon.a.
Agopecuaria, Estudio Econ6aico Agricola.del Cultivo,del Algod6nt
Ciclo1966-67 (San Salvador, Abril.1967) Quadro 1. 
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Nor did the cotton land planted to rice and corn revert to
 

campesino hands. Rather, it was used mainly for large scale production
 

of cereals under mechanized conditions and a technology not available 

to the small farmer. This would account for 58.3 percent of the
 

increase in corn production fcr El Salvador between 1965-66 and
 

'1966-67. The 4,056 metric tons of milled rice produced on this ex

cotton land would explain 44.6 percent of the total increase in out
34,
put that same year.
 

From 1965 to 1967, Salvadorian net exports (i.e.: exports minus
 
. X' - " *: . . . ' . : , , . .... : . , a-o- - : 

imports) of rice to the Central American Common Market increased thir

teen fold from 810 to 10,700 metric tons. Although the country still
 

rerdained a deficii producer of corn, net imports from the rest of the 

world declined to zero between 1965 and 1967 and net imports from the
 

common market declined 88 percent to a mere 6,200 tons.35
 

Thus, contraction of an annual crop (cotton) in the export sector
 

does not result in a restructuring of opportunities for the tradi
' *,,, ,'a. i:,: . : a.- .i , : : " . : , ' ; , .:;, ., " ': ,. , a : 

tional or smal farm sector, but in the emergence of a large scale
 

modern subsector commercially producing for the regional markeb.
 

Furthermore, this case typifies a more general process: polarization 

Of the production structure of basic grains caused by the emergence
 

of large scale, technologically advanced firms in a market tradition

aLly dominated by campesino producers. 

34Computed from crop production estimates published by the Minis
try,,9f Agriculture.of.E1 Salvador,,in.Estadfsticas-Akropecuari" 'a.
Contint"s., ': 

"Figures computed from SIECA, Anuario Centroamericano de Comercio 
.Exterior.,, .. . . -.... .
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Vcrious factors have contributed to the creation of'this pol-&i
"* "4 .. ' 

zation. Rapid increase in domestic needs induced by high rates of
 

population growth aud urbanization has been accompanied by the devel

opment of the animal feed industry. Small farmers within the dual 

system have i t been able to increase production at a rate or in the 

magnitudes required by domestic demand, thus creating incentives 

for large " cae producers to enter the industry. Moreover, the 

Central American Common Market has opened the way to a larger deficit
 

area which, in addition to enlarging demand, has reduced the risk 

of adverse price effects. High price supports for basic grains and 

depressed or declining prices for traditional export products have 

made relative prices more" favorable for producing staples-, an added 

inducement for large scale producers. Large scale production facili

tates the adoption and use of advanced technology, further increasing
 

profitability.
 

High support policies could also have sustained income levels
 

for small producers, but since they have not been coordinated with
 

credit, technical assistance and modern inputs and services, their 

impact is questionable. High price support policies are economically
 

feasible so long as a given country or area remains in deficit or is
 

self-sufficient; the alternative is to spend scarce foreign exchange
 

on imports when the internal situation is one of less than full em

ployment. Nevertheless, when the internal price structure makes it 
" *i. " ' ". " '. I.." : , :- ' ,', '.L..; " ' '". 4'.::L 7 " " . 

impossible to. dispose, of surpluses either internally' or in inter-' 

national markets, the required export subsidies,would increase the
 

socil co~ s0f such policies. To the extent that permanent.'ildies 



for:ipereitunt"-surplu' are:difficU -tb SWuAtAin, upp6rt 1i'ist
 

ealine;:: This": in -tian,°,would hai l. d~ffeRitia1 impact pArtt&Aarly
 

on aftal1 and inefficient produoerdsVhose-incomes: are likiely'to decline 

if15rice %changes are nOt;eompensated'by productivity increases, '
 

Thus, the historical duality of the agricultural sectorin' .
 

'
 Central America. is being, further :polari zed"'by the growth of.this 

large.scale, capital intensive'Admestic market-s~ctor." 

Production Effects of the Development Pattern in ASriculture 

Unequal resource competition between the domestic and export 

sectors and a policy emphasis on the new commercial domestic sector 

has led to a very one-sided patterm of growth, as seen in growth rate 

differentials of output and yields and in the evolution of food im

ports from outside the common market.
 

During the 1950-67 period, output growth rates of the major export 

crops averaged 4.7 percent annually. In contrast, corresponding ,growth 

rates for domestic market commodities was over 60 percent lower, aver

aging 2.9 percent annually during the same period. In the 1950-59 

period-output :of!'domestic .commodities -Wad virtually,:b6gnant or'e

clining. It increased considerably during the 1960-67 period, but
 

.:remained. below, the. corresponsing rate foi: export commodities .' 

o.' This acceleration; may have been ;greatly influenced by thb emergence 
'~utonft mo 

:of .:i large, scale technologically modern; segment in the"poductioinof 

basic grains:, In the'1960-6T period, the a greghte annual growth: 'rates 

l$n yields- for. cor. and:!rice-1 are considerbly' higher than- those: for, 

beans and sorghum, which are produced largely in'the traditional sec

tor. Prior 'othe development of large scale enterprises (1950-"9),
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.dedning rates in. average yelds: ot. basic- grains. (-0.2):woincided 

4i.hthe most rapid gains in yields of themajorexpqrt crops( 

in general, these statistics present additional supporting evi

dence that the fruits of technical and economic progress have.been
 

concentrated in the export sector and.its 'recent expansion as an 

ancilliary modern sector,,jthe domestic market economy. F6r-,this 

and other reasons already stated,.the .Central American countries .,have 

faced increasing difficulties in meeting the growing demand for food,
 

a situati6n which has 'led to an increase in the import of food staples. 

After being net exporters of all four basic grains, the Central 

,American countries became net importers of corn and rice (1955-59), 

and then of beans and sorghum (1960-64). (Table 3.6) With the 

exception of beans (1965-68), net imports of all basic grains have, 

been increasing. With the advent of large scale rice production in 

1968, the Central American countries have become self-sufficient ,'in 

rice and accumulated considerable surpluses. 

36 
Growth rate figures computed- from unpublished SIECA and GAFICA 

,series comp.led 'from .official. statistics of-the. Central, America,i 
countries.
 

S37.' 
Since all countries except Honduras accumulated rice surpluses,
 

of this commodity has -been. suspended between Nicarsagua andfree trade 
Costa Rica and the remaining countries, as e protective measure
 
against market disorganization caused by more,economic imports from
 
El Salvador and Guatemala. This violation of the integration treaties
 

,was motivated by the inability of Nicaragua and Costa Rica to yieldto common market pressures to lower their support prices to a level 

.more-compatible with the one existing in the other three countries. 
.Since internal prices in the area, and in these two countries in 

particular, are considerably higher than international-market prices, 
•the disposal of surpluses had to be heavily subsidized. 
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oable 3.6
 

Central America: Net Imports of Basic Grains from' 

the Rest 	of the World, 1950-1968
 

Metric Tons
 

Period corn Rice Beans 3orhu [otal 

1950-54 -60,630a -45,568 -18,649 -4,305 L29,152 
1955-59 :44003 15,21,43 -1l,687 -5,034 66,525 
1960-64 53,0s45 35,567 

*. 

79548 12 96,172 
1965-68 io1,458 51,409 "K 388 6,37. L59,632 

Annual*Averages
 

-25".,
,19.50-54 -la,126",. -9aii -3 ,730,,,: --7a11 71 

1955-59 8,001 9,049 -3,537 -1,007 12,506
 
1960-64 1O,609 7,133 1,510 2 19,234
 
1965-68 25,365 12,852 97 1,594 39,908
 

S6urce: 	 International Trade Yearbooks of Individual Countries, -aind
 
SIECA, Anuario Centroamericano de Canercio Exterior (1966
1968). 

a Negative signs represent.net exports.
 

During the 1960-64 and 1965-68 periods, the value of imports of un

processed agricultural commodities rose from $8.5 to $14.2 million
 

annually. Imported processed agricultural commodities went from
 

25. 2to'$30.0 million per year. As a proportion of agricultural 

UP i'food imports have increased from 0.8 to 1.2 percent in this
38 -	 ., "7. 7' . .. 7C 

time period.
 

... ipotsar	 .i
o.h 	 .od
Although 	 food imports are not a major problem for Central America, 

'their growth reflects the inability of the agricultural sector to 

meet the 	growing demand for food. Furthermire, food imports can be 

See author's thesis, p. cit., Tables 6.10 and A26. 
- 7 ,i I 
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deemed undesirable, considering balance of payments problems and'' 

widespread unemployment., 

Thus, an additional goal for agricultural-development should 

be increased output of commodities for the domestic market and self

sufficiency in food and fiber production. Due consideration must
 

be given to agricultural distribution and expansion of emplbyment
 

.opportunities. However, technical progress in'the production of
 

export crops has been so capital intensive that it often results
 

n a direct reduction, or a qualitative change,. in its labor 'equire

ments. 

Income Employment, and the Nature or Technological Progress in 

ExMort AMiculture -. 

'Historically, the +agricultural export sector has 'played an im

portant role in providing: erployment.for', 8 grbwing:,Oopulation. In 

the contemporary period, in spite of rapid industrialization and ur

banization, the non-agricultural sectors in general, and industry 

in particular, are not absorbing labor at a rate commensurate with 

the growth in the labor force. Thus, agriculture has been compelled 

to employ almost half of the total increment in the active population
 

of Central America in the l4-year intercensal period;
 

Changing land/man ratios, however, indicate the traditional
 
A. 

sector has.absorbed the major share of the growing population; the 

a ricultural export sector is no longer performing its historical 

role as major employer because of the increasing use of capital inten

sive, labor saving technology. Given rapid expansion, total employ

ment in the sector has increased, but at a decreasing rate. Direct': 
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•'quantitative :evidence on -relativecapitalization"in export proauczlon
 

i
at various times is lnot reaily available but eross-sectional'data 

illustrates the general phenomenon. 

The' coffee industry in Central America has experienced unprece

'dented progress. Aggregaite yields registered an average annual in

com'creaseof 2.5 perccnt between 1950 and 1967, due to a series of 

plementary technological dcvelopments and cultural practices. H'owever, 

.athere has been a less than 'poportionate increase' in labor 'nd 


In some cases-there'has been
"decline inlabor per unit of output. 


the
absolute displacement of labor. 'Sometimes the displacement ond:. 


subsequent movement out of the area created labor shortages during
 

the -harvest and' caused'considerable lo'sses and declines in the total
 

39
 
crop marketed.
 

:Permanent labor input'requfrements per unit of land in co fee
 

are:JT6.5 percent lower ith chmnce.l weeding methods than' with the 

-

traditional -hand-tool 6nesi 4ith a-corresponding 33.8 percent decline 

An average 7cost, : A "shift'frm traditional to modern techniques 

represents'a 17-fold increase in capital costs, with only a 52.5 

Due to a 122.2
percent-increase inlabor costs per unit of land'. 


percent increase if,-average yields_* labor input requirements 'per
 

39For instance, it is estimated that more than -20 percent of
 

the 1969-70 coffee crop in the Central Plateau of Costa Rica wv.s lost 
because of labor shortages. This, in spite of governmential efforts 

to remedy the situation through labor recruiting in other areas of 
the country and the early closing of schools to allow students to
 
participate in the harvest.
 

,,See author's Apendix, op. it'., Table A23.,
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,,unit of output under modern technology is almost cut in half, while 

capital input costs are over seven time3 higher than under the tradi

tional methods.41
 

Although average variable costs per init of output declined
 

3.0 percent under modern technology, costs per unit of land increased 

,115.6percent. Without considering economies of scale, increased 

total investments and cash outlays may effectively prohibit sLuall 

producers from adopting the new technology. Labor and management 

represent' 78.3 percent of the cost per unit of output under tradi

42

tional methods, but only 52.5 percent under improved technology.
 

The same relationship exists between productivity and labor
 

in coffee production in Guatemala. Average yields are inversely
 

relatd to the amount of labor required per unit of output.. Planta

tions that averaged 11.0 man-days for each 100 pounds of, coffee 

produced had average yields per.hectare that.were from 27 to 55 per

cent higher than those utilizing more labor to produce this same 

amount. Labor costs per unit of output on,the most capital intensive 
43 

farms were less than half those on the most labor intenSiveonesi. 

Further information on Guatemala shows ,that between 1950 and 

1960, while total coffee acreage and.output -increased .81. .and 128 

percent respectively, the number of laborers employed innreased by 

4 Ibid.' 

4 2Ibid
 

43

Based on data in: Lester Schmid, "The Productivity of Labor 

in Export Crops of Guatemala: Its Relation to Wages and.Livilug

Conditions," Interamerican Economic Affairs (Vol. 22, No. 2, #4t.. 
Autumn 1968), pp. 37-38.
 



oly271 percent.-Between 1950 and 1964, while coffee.acreage and
 

output increased by 85 and 157 .percent respectively, total employment
 

increased only 6.6 percent, only about 8 percent of the increment
 
14i 

added to the agricultural labor force during this 'period. Tech

nical coefficients imply that the coffee industry 
in Costa Rica,' 

despite r.pid expansion, provided permanent employment for l ss 

1.han-17-percent of the 1950-64 increment in the agricultural labor 

,.force.. These deductions illustrate the magnitude of the problem' 

i;n two countries where coffee ;roduction constitutes the biggest 

,industry and produces almost one-third of the 'agriculturalGDP.-

Coffee mills also have expanded:through'adoption of capital' 

intensive, highly, mechanized techniques,.thus 'reducing employment. 

Higher volumes of investment and, operating capital required to remain 

copetitive in the industry-have caused a'-decline indthe num..berrof 

firms. The number of coffee mills in.Costaieoa;,declined frm. 128 

to 119 between 1951 and 1968, a period in which 'ttalpr4tton.
 

quadruplod,4 In. Guate.la, the,number 6f'coffee,mills declined from 

414
 
.Compil'ed from: 'Direcci6n General de Estadistica:, Censo
 

Cafetalero 1950 (Guatemala, C.,A. Agosto-Octubre 1953); Banco de
 
!Guatemala,Official statistics (unpublished); 1960 employment'
 
estimates, from Asociaci6n Nacional del Cafe'; El Problema Arario
 
en los Paises Centroamericanos, Statistical Annex, paper presented
 
at the Extraordinary Meeting of Executive Officers of Land Reform
 
Institutes of the Central American Isthmus (Panama, May 1969).
 

14 Increased labor efficiency would be welcomed if alternatives
 
of equal or higher productivity were available for 'those not: being
 
absorbed. In their absence, however, as the evidence indicates,
 
the ineouities within the system increase.
 

http:Guate.la
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200to illbetween 1951 and 1962, even though coffee productiono
 
6
 

almost trebled during the period.4


In Costa Rica, the reduced number of mills and their high :capital
 

requirements brought about a rapid growth in the formation of coopera

tive facilities, virtually non-existent in 1950. In 1968, 18 of the 

47 
119 coffee mills operating were small farmers' cooperatives.
 

This trend toward capital intensive methods of production also
 

is found in cotton, sugar cane and bananas. The establishment of 

the cotton industry in Nicaragua resulted in massive displacement.
 

of.campesinos, subsequent labor shortages and rising wages by 1963. 

From 1963 to 1967, the number of mechanical cotton pickers rose from
 

13 to 200. In 1967, over 20 percent of the cotton crop was harvested 

mechanically, with average cost per unit 45 percent lower,than that 

picked by hand: another case of the hidden social costs of: thie" 

48 
ongoing development' process,-,
 

46 
Oficina del Cafr (Costa*Rica,'unpublished statistics); 

Direcci6n General de F;tadfstica, pp. cit.; ANACAFE, Informe Anual 
del Departamento de Asutos A crcolas Guatemala, Abril de 1965), p. 6. 

470ficina del Caf6, Notl'>o 
Cafr 
de 1969). This development is of considerable significance in a. 
country whore family and subfamily coffee farms comprise 30.6 and 

l. (Boletin No. 56, Enero
 

54.2 percent of all growers and produce 41.2 and 12.0 'percent of the 
total volume of production, respectively. Oficina del Cafe, Informe 
de Labores: 1969, op. cit. 

48. 
Justin Gutknecht, "El Proceso de Desmote de- Iugoaon en 

Nicaragua," (Managua, 1966), cited in La Economia Nacional y el 
Algod6n, 2p. cit., Part IV, p. 5. Between 1966 and 1967 'wages
 
rose 33'pzrcent. Information from Comisi6n Nacional delAlgbd6n,
 
Estudio sobre Costos de Producci6n enlas Explotaciones Algodoneras
 
de Nicaragua, 1966-1967 (unpublished study).
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In Central:America, cotton utilizes 10 percent of the cropland 

:and-produces almost 10 percent of.the agricultural GDP, but :provides 

permanent employment to less than ,6 percent of the labor force in 

-this sector. Total employment in the cotton industry is less than
 

3 percent of the labor available in the agricultural labor force.
 

An inverse relationship exists between the scale of production
 

and the use of labor on sugar cane plantations' with mills in El 

Salvador. The smaller plantations utilize two or three times a" much 

labor per unit of.land as their larger counterparts. Labor-land 

ratios consistently decline within a range of 0.77 and 0.3O agricul

tural workers per manzana from the smaller to the larger plantations. 

'Larger plantations employ almost five 'times less permanent labor and 

two or three times less seasonal labor per unit of land than the 

sialler ones. Only'll.4 percent of the total labor force in all 

thes plantations are permanent employees; 88.'6 percent are seasonal 

laborers. 5 0 

S,Like 'coffee, mills,. sugar cane processing plants are increasingly 

-l1ngon purchases from.independent produces t'utilize their" 

'existing..capacity efficiently. In El Salvador in 1968, 44.6 percent 

of the cane processed into sugar was purchased from.-independerit

producers. 51 
.. .. . (. . 

49,

This estimate is base: on Nicaraguan ' estimated' total annualf:' 

labor requirement of 18.5 man-years per one 'hundred manzanas. Sbea'i 
sonal labor requirements represent-81.5 percent of the total annual 
labor requirement, Ibid. 

50 alculated from Statistics contained in: Ministerio de Agii

cultura y Ganaderia, Anuario de Estadisticas Agropecuarias Continus 
1967-68 (San Salvador, El Salvador, Octubre de 1968). 

5 Ibid. 
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Previous labor-land ratios permit estimates of total employment
 

by.the sugar ,cane industry, which is providing permanent employment
 

to roughly 22,000 workers out of an agricultural labor force of 2.3 

million people in 1964. Sugar cane production represents about five
 

percent of the agricultural GDP.
 

Even though Lanana production utilizes considerable amounts of 

labor--mostly on a permanent basis--it has hot escaped the labor

saving trend. Aerial application of fertilizers and insecticidesi
 

and the use of cable and belt conveyers', have reduced labor :require

ments. Labor-land ratios have declinedfrom,3.0"to 0.8 laborerisper
 

.hectare from the 1930's to the present . However ,existing- iai keting
 

p,4nd,,inancialanalyses do not-xarrant ma.y nferencesY.onthis:parti

cular issue.53
 

The coefficients presentedpin the Previous ,cases.make
it ipossible 

to derive .estimates of .. he"the.employments in ,exportagridultureQin 

Central American countries. (See Table 3.7) 

Coffee remains the largest employer:;in the.ricilture,'ector 
with over 85 percent of perm ent employment and ajxost. 70' percent 

,o.f total employment. Sugar,-.and coffee'.together Laccount-for;,ov'er.
 

Based on information from Charles M. Wilson, Empire in :Green
 
and Gold (New York: Henry Holt and Co., 1947), p. 126, and SIECA,
 
Informe sobre el Banana ..., p. cit. Contemporary labor-land rela
tionships are modal ratios reported by bauana companies for the 1967
69 periods. Incremental ratios of 2.2 workers per hectare are repdrted
 
in expanding plantations.
 

5Henry B.Arthur, Tropical Agribusiness 
and Adjustment: Bananas, Graduate School of Business Administration,, 
Harvard University (Boston, 1968), pp. 67-72. 

S et al., Structures 

http:issue.53
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Central America: Estimates of Labor Employment 
in Export Agriculture, c..1968 

Thousand People 

Main Crops Permanent, Seasonal 

Coffee 590.0 114.2 TO_.2: 

Cotton .13.9 6?.'? 76.6 

Sugar-.Cane .. 21.4,.. IM7"4, 9 

,.,ananas 46.57.a. 16.5 

Total 67"1.8 340.9 1I,022,7 

S0urce: 	 Extrapolation of the technical coefficients 
in tables 4.15 - 4.9,:author's thesis,,o9.. 
cit. 

fo-fifths of the ,seasonal.employment and are the.tWomajor.,overal
 

-emoyers in this -sector.

Thus.&,it can be in tht,"ile export s ~culture'utilizes 

over 'one-thirdof the. cultivable land in.farms (o.ver hafin some 

countries) .and produces more than one-half of itbe, agricultural GDP, 

'it provides permanent occupation to less, than onethird (268 percent) 
of .thelabor force in agriculture. This figure rises to 3 percent 

.2, 	 -dAlptln e, Is 

vhen seasonal labor is included, although this-may be.an overestima

tion since seasonal labor..often,includes,people -Vho:are,not regularly 

in .thelabor .force..(i.e.,.women and minors).., The; abover figures illus

trate the present imblances".between reiource use, output and.employ

ment and serve to emphasize,the great,discrepancies ,that,exist in
 

output per worker between the export ,and domestic market-sectos .:
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While the average output per worker in domestic agriculture averagea
 

$455, in export agriculture the corresponding value is $896 per
 

permanent worker.
 

We can infer from the preceding case studies that the develop

ment of export agriculture along zapital intensive lines has reduced 

the capacity of the export sector to absorb labor. Frequently, it
 

has also resulted in an absolute decline in employnent for particular
 

industries. Due to the economic preponderance of this export agri

culture and the existing conditions in the domestic market counter

part (including the emerging large scale commercial sector of domestic
 

agriculture), this reduced employment capacity has serious consequences
 

for the entire agricultural economy.
 

A second repercussion of this pattern of development has been 

a ,cnangein the nature and functioning of the labor mariet within 

agriculture. While capital intensity has dim-intishd the relative 

need for, permanent labor',, the correlative increase 'in yields and 

the -as yet limited mechanization of most 'harvesting operations has 

:intensified the need for"-seasonal' labor. This- change decreases employ

ment security for large. numbersin 'he rural labor force.* Moreover, 

since capital intensity constitutes bothl -ab-arrier to entry and "a" 

1competitive reqUiifternt, firms lacking resources to'innovate and&' 

increase the, scale of operations reiike to disap er or be forced 

'to accept' lowe- income- ievels. Thu Thhfurther coiicentration d pblari

;zation :may ',be.one 0f the outc& ,seof this process.
 

-
Caual ,factors for capita l intensive d~ve1opment in export 

agriculture 'are ,essentially the "sae tes tinducirin"similai 
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developments in.the other sectors of the economy with one signifi

cant difference--imported technology is well suited for the large
 

scale of operation typical in export sectors and in the commercial
 

sectors of domestic agriculture. Thus, it is not surprising to find
 

a direct relationship between plantation size and capital intensity
 

and an inverse relationship between it and, labor use. .
 

Given the scale of operations, capital intensive techniques do
 

result in considerable productivity gains which help the industry
 

to bemore competitive in world markets. By reducing the permanent
 

labor requirements and increasing land productivity, capital intensive
 

techniques reduce either directly or indirectly the cost per unit
 

of 6output.
 

The lack of symmetry between relative capital and labor costs
 

in terms of relative resource endowments is another factor. Further

more, labor and wage policies--and frequently, incongruencies in labor
 

legislation--tend to overvalue the price of labor. Incongruencies
 

o xsting legislation set high levels of severance pay and make it
 

diffiultto terminate employment contracts. These latter factors
 

have led to the diffusion of indirect labor contractual practices
 

such. as subcontracting. 

Finally, it should be mentioned that regional labor shortages 

reslti#n from land concentration or the erosion of traditional small 

farm agriculture al.o induces the adoption of labor saving techniques. 

In crops such as cotton and certain basic grains, almost the entire 

Drodition process can be mechanized. 
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In short, economic and institutional factors combine to increase 

the relative profitability of labor-saving techniques despite their 

depressing effects on employment opportunities, the likelihood of
 

further polarization of production and a deterioration in the existing 

patterns of income distribution. 

PART III: IMPLICATIONS FOR AGRICULTLAL DEVELOPMENTPOLICY 

Within the present .economic organization of agriculture, economic 

and institutional forces combine to induce a pattern of growth in 

which the market mechanism functions to intensify and enhance existing 

dualities and to concentrate farther claims for resources, income, 

and market opportunities. This in %urn contributes to economic isola

tion and proletarization of the majority of the farm population. In
 

this economic and social setting, serious doubts arise about the net
 

benefits of export-led economic growth in agriculture when its total 

benefits are weighed against the less obvious but more pervasive
 

social costs. While conventional equilibrium analysis is useful in 

determining the specific performance goals of public policy, the
 

procedural aspects and objectives of policy should conform to the 

structural and functional features of the existing economic organi

zation. 

The more salient goals of public policy appear to be increasing 

productivity and production of agricultural conmodities in order: 

1) To expand the volume of traditional export crops to the. 

maximum compatible with the growth and conditions, of external demand; 



2} To the- voime of. expomtpsof onn-tr ttio ,4poT-,ncreas e 

ducts,.and to-.reduce. the. e.ternsal , vulner.biUty caused by. 

; ,v7overspecali zation;: 

!'i3)r'tTo%,itpply, the needs 'of,"a7grovimf population andt to .impkove 

nutritional .levelb;;,and.

:i), "To: substitut, agricultural imports -and' achieve a high 'degree 

Of self sufficiency ,in agricultural production. 

in the 'period 'studied, the Central American agricultural .econodies 

.h~ve a considerable., success in "achieving these policy goals. 

PHowever, they have f±ailed to !create sufficient, employment opportUni

ties 1or'to, imprVe income levels Jfor .the majority of.'he rural' pop

-,,ulati'on, -thus 'accentuating rural-urban income 'differentials as vell 

.--asl thosewithin' the. agritultural ., sector. These aspects,. indicat'e, that 

the following additional goals for public policy are .needed:.
 

-
I):. Modernization of theiraditi'onal: *sectorOfagriculture and 

itspr'ogessive .interation ninto' the monetary, hmrket .economy; 

' 2)n Creation of gainful "employment' jpdrtunities, for the :growing 

labor- ftrde'; 

3)1.v Improvement~of income an&"co'stimption 'levels for the' rural 

°population,.' 'particularlyrt'it traditional' ;sector.7 

-Most development"'programs implemented in the °past, 6nd the: 

ma ortty, currently. being undert&k6h', emphsize short-run achieVement 

of the specific performance goals mentioned-.' first. '*TiiThs' m"eans:'that 

the- last ,Bet'of---pblicy dbje'tives will 'fall. delfa~dtd, -int6-oblivion. 

It i8ss.Iugg6e dI that!the Centfalr mLderican ountries"take 'advantage 

Or~ther histok-icv,'lcoindidence" of faVb ible !xternal demand, anid price 



-109

conditiOns 'for their major export products and a 'highly competitive 

•and technulogically advancing large scale export sector, and shift 

the relative emphasis of development policy to the achievement of 

thelatter objectives. This substantive change in the orientation 

of agricultural development policy will make it more compatible with 

.policies for industrial and general economic growth, whose success
 

depends on expansion of the internal market through higher levels
 

Of -employment and income for a rapidly growing labor force.
 

Conceptually, thic policy requires implementation of institu

S-,tional and econmic changes to affect the. existing distribution of 

. wealth and income within the private sectors of -the agricultural 

, -economy. In addition, it requires a redistribution of public expen

ditures. and investments within agriculture and between agriculture 

and the larger economy. 

It As suggested that othe assignment of .performance and production 

:goalb, with a minimum critical!participation of. public resources, 

.shou4 be, the general, orientation of public, policyfor, the large scale 

sector of agriculture. This is required to liberate resources to be 

.used. in .themore, needy small, farM sector. -Thetneeds-of.the former 

can increasingly be served: tb-ouhjthe; vrivate sectoror by utilizing 

it.Sq superior organization- to!,generate -its,own servces.. ' Agricultural 
credit.and discount, policies p.ppea,.to be the.more appropate :instru

-ments!,to achieve .thesepUrpses. 

In the small farm sector, t eohological;.retprdation an& frag

ment n o the 3lr.d~bape ere r developnentt botp.eneaks.: Cons

~entl suggestd 4that,public,, programo ,,. it, is .concentratef oni=d iusion 

http:p.ppea,.to


,ofvatplied research and-technical assistance'that ;conforms tot e
 

institutional and.economic needs of this sector. Marketing prb~gams
 

:to make available key inputs locally and allow small farmers to par

tioipate more effectively in pioduct.arketaare a necessary comple

ment.
 

Land reform and relatively lov'cost colonization are a necessary
 

,oonditionif the existing system of income and political power iistri

bution is to be changed. Publid policy should also aim at organi

zation of small farmers and wage laborers into effective economic
 

and political forces. Economically, they must be organized to parti

cipate more effectively in the market as producers, purchasers, and
 

consumers. Politically, they must be organized to participate as
 

pressure groups in the decision making process.
 

Public policy concerning intersectoral market relationships
 

,in agriculture should concentrate on regulatory measures designed
 

to increase the income share accruing to the small farm sector. 

Foremost among such measures is adoption of a wage policy for sea

sonal and permanent workers that follows productivity gains. Since
 

incentives for mechanization and for adoption of capital intensive
 

techniques appear to be influenced by a variety of factors, many, of
 

them mare important than relative labor cost, it is unlikely that
 

this policy would result in additional unemployment.
 

In the product market, regulatory measures should be almed at 

reducing the margin between prices received by large scale producers
 

and processors in international markets and those paid to small inde-"
 

pendent producers. These and other measures, such as controls over 
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