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ROCAP FY 1982 CDSS

INTRODUCTION: THE ROLE OF THE CENTRAL AMERICAN MISSION

The Regional Office for Central American Programs (ROCAP) was created in
1962 as the primary mechanism of the United States for maintaining relations
with, reporting on and channeling assistance to the Central American integra-
tion movement.

The role of ROCAP - indeed the need for its continuance - has been the
subject of several recent AlID and State reviews, On December 8, 1978 the AlD
Acting Administrator concurred with an earlier recommendation of the Central
American Mission Directors Committee (MDCC) that ROCAP be continued. This
recommendation was based on ''the benefit to Central American development of a.
regional program which complements and supports bilaterally supported national
deveiopment programs, and of strengthening those regional institutions which
are important contributors to development in Central America and to the
Caribbean as weli."

These decisions, supported by a recent Presidential request that we seek
ways to maintain a regional focus, and by the State Department, reflect the
importance ROCAP's unique regional perspective has at the present critical
period in Central America's history. lIncreasing pressure for social, polit=
ical and economic ¢hange in the region is apparent., ROCAP is the only U.S.
instrument which solely responds through regional institutions to these pro-
biems.

In recent yeérs the RCCAP program has p!a;ed fncreasing emphasis on
supporting cooperation between the republics and regional agencies, bilat-

erally and multilaterally, as well as promoting integration initiatives when
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they present themselves. indeed, AID's regional program is not tied to CACM
progress; it is committed to supporting projects which join CACM countries
and regional institutions and which contribute to economic development and
increase cooperation and interdependence among the institutions, governments,
and nations,

This CDSS proposes a program for the mid-1980's which continues develop~-
ment assistance based on strengthening the competencies of regional institu-
tions serving Central America, Panama, and possibly certain Caribbean countries.
This'program will concentrate most of its resources in ongoing areas, i.e.,
small farm agriculture research, nutritional improvement, low cost energy,
light capital technology, environmental protection, and low cost housing. In
addition, we are suggesting programs in new areas, i,e.,agricultural trade
expansion, teduction of post harvest loss, and employment generation and man-
power planning.

During the CDSS period, ROCAP will report on, and as possible, provide
support to new initiatives which strengthen the CACM and regional cooperation
as the General Treaty passes its 20th Anniversary. Functionally, ROCAP main-
tains a special relationship with the five Central American USAIDs ( and in
some areas with USAID/Panama). This has led to establishment in 1972 of the
MDCC which acts as a coordinating mechanism to insure that regiona! and bi-
lateral AID programs are compatible and mutually reinforcing. USAIDs also
regularly review and comment on new ROCAP projects before they receive final
approval. ROCAP also provides the USAIDs with technical and backstopping
services which they cannot justify on a full-time basis, which currently in-
clude procurement, economic analysis, financial analysis and housing guaranty

services.



PART t = ANALYSIS -
A, Overview

integration and Cooperation

ROCAP and AID have accepted a distinction between assistance programs
supporting Central American integration and those supporting Central Américan
cooperation. Integration programs involve adoption of treaties or protocois
strengthening formal ties between the republics, may require institutional
changes in responsibilities or authority of CACM institutions, or may reqguire
legislative or hiniéterial approval of the five member governments. Recent
examplies of integration programs include ROCAP's support to SIECA-ECID to de-
velop alternate integration policies for governments in areas of shared con-
cern, and ROCAP's Agricultural Trade Promotion Program (ATPP) proposed in FY
1877, which required commitment of the five republics to reduce barriers to
ragional trade in agricultural products. The unfortunate coincidence of thét
proposal with the outbreak of coffee rust in N{caragua, and-the reluctance of

the governments to implement reforms supportive of increased agricultural

trade contributed to the lack of support for this proposal.

Activities supporting cooperation, in contrast, require less formal
agreement.by the Central American governments for cooperation in specific
areas of interest, generally through regional institutions as sources of
technical expertise. Legislative approval, treaties or protocels are not
invoived. Cooperative programs, which comprise the bulk of ROCAP's programs,
utilize regional institutions to develop and provide new methodologies and
technologies to help public and private national institutions improve serv-

ices to target groups. Examples of ongoing cooperative programs include
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Small Farmer Production Systems with CATIE, Regional Nutrition with INCAP, and
Regional Agribusiness Development with CABE}.

integration Background

After 100 years of pursuihg national independence and self-sufficiency,
the early 1950s saw a revival of interest in regionalism. The five countries
began to build the institutional framework to improve agriculture, health,
education, public administration and other essential services. In the mid-
1950s the five countries created the Organization of Central American States
(ODECA) as their political and cultural forum for cooperation. The Ministers
of Economy, serving as their country's senior representatives, began a series
of meetings which produced declarations of intention to form a system of eco-
nomic cooperation and integration. Work also progressed towards a series of
bilateral agreements leading to establishment of free trade for selected prod-
ucts.. This was made uniform in the region by the 1958 Multilateral Treatyl
for Free Trade and Economic integration, which lead to estabiishment in 1953
of a regional free trade zone and a common external tariff under the Central
American Agreement on Equalization of import Tariffs.

This collaborative approach was considerably strengthened by the General
Treaty on Central American Integraticn,l/ signed in Managua on December 13,
1960 establishing the Central American Common Market (CACM) allowing for re-

ciprocal free trade and a common external tariff (CET) for all but a few

1/ The Genral Treaty does not expire in 1980. However, the Treaty '‘may be

T denounced by any of the contracting parties'' effective five years after
notification, upon expiration of the initial 20 year period of the Treaty,
Cf. Article XXX!, Generai Treaty on Central American Integration.
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products. The CACM, however, does not have a common currency nor common mone-
tary, fiscal or credit policies. A series of protocols signed under the
General Treaty allowed for creation of in%egration industries,g/ equalization
of import tariffs (CET), a uniform Central American Customs Code, and fiscal
incentives for investment., A Permanent Secretariat (SIECA) and the Central
American Bank for fconomic [ntegration {CABE!) werg.created at this time to
implement the treaty.

in addition to SIECA and CABE!, the regional "machinery' has grown to
encompass a wide range of acfivities in fields such as public administration,
tourism, éviation, communications and comme}ce. Other specia!izéd institu-
tions which predated the General Treaty have also associated themselves with
the CACM institutional network.

-~

Current Status of the Integration Movement

During the 1960s, the CACM countries experienéed a period of rapid éco-
nomic growth. Both intraregional trade and manufacturing expandéd sharply.
Between 1970 and 1975 the value of intraregional trade grew at an average an-
nual compound rate of 12.4%, down however from 17.6% in 1965-70 and a remark=-
able 32.4% over 1960-65. Between 1375 and 1979, it increased at an avefage
annual ;ompound rate of 13.3%; however, this figure, adjusted for inflation,
yields an annual real growth rate of 4 to 6%. Value added for manufacturing,
which increased from $379 million in 1960 to $844 million in 1970, increased

to $1,391 million in 1978 in constant 1960 dollars (Table 1). Physical

2/ An integration industry is one allocated to one country by agreement of
all five countries, i.e., tires to Guatemala, caustic soda=chlorine to
Nicaragua, pulp=-paper to Honduras.



-6 -

infrastructure also significantly expanded.

ECID and Brookings have noted that '‘the welfare gains from economic in-
tegration in Céntral America have been very substantial,' with annual gains
(from integration) on the order of 3 to 4% of GDP from the whole region.“éf
While theﬁe findings have been challenged, this is the most thorough and com=-
prehensive analysis of the subject undertaken to date. However, lacking the
ability to overcome autarkic policies, a truly regional economy has not emerged
and friction has increased between the countries. Moreover, the productivity
of the agricultural sector, which employs over 50% of the region's labor force,
has lagged (average annual growth per capita 1954-7% ranged from =0.3% in EI
Salvador to 1.6% in Guatemala) and benefits of integration have been unequally
distributed among countries, between urban and rural areas, and among economic
sectors;ﬂf

Beginning in 1969, the region experienced several msjor setbacks,
including the El Salvador-Honduras war and withdrawal of Honduras from many
aspects of the CACM in 1970, the 1972 Managua earthquake, Hurricane Fifi
in Honduras in 1974, the 1976 Guatemala earthquake, coffee rust in

Nicaragua (1977} and, most devastatingly of all, the Nicaraguan civil war

3/ wm, R, Cline and Enrique Delgado: Economic integration in Central America.
The Brookings Institution, Washington, D.C. p. 110,

4/ With respect to the distribution of the benefits from integration among the
Central American countries, the Brookings Study (EE: EiE') concluded that
while all the C.A. countries benefitted from integration, the benefits de-
rived by Honduras were relatively low. The study recommended that Honduras
rejoin the CACM, but that special measures be adopted to provide some re-
distribution of benefits in Honduras's favor.

integration is believed to have favored the urban sector over the rural,
and manufacturing industry, utilities, construction, banking and insur-
ance, and commerce over agriculture and housing.
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of 1979 and the current disruption of the Salvadoran economy. These social
and political problems are beyond ROCAP's ability to resolve, nor is this CDSS
appropriate for a comprehensive discussion of possible solutions to the re-
gion's economic probliems. '

Continuing the real growth rate of at least 4=6% into the 1980s, depends
upon a continued rise in real income, positive resolution of the current severe
problems facing certain CACM members, continued encouragement of private invest=-
ment, and institutional réform along the lines discussed below,

CACM Reform

Although import substitution possibilities have become considerably re=-
duced in the traditional light manufacturing industries, e.g., cotton textiles,
shoes, beer, soft drinkﬁ, and.some food processing éctivities, CACM import
patterns reflect a substantial and increasing volume of intermediate goods,
including construction materials, which suggest excellent opportunities for
further import substitution (in these.areas) as well as durable consumer goods
(e.g., assembly of radio and TVs, synthetic textile materials, auto parts,
household appliances and fixtures).which the region could produce as the scon-
omy becomes more diversified and sophisticatéd. Continued expansion of ex~
ports, especially to areas outside Central America, offers opportunities for
actess to an expanded market for regional products. In cases of commodities
produced by rural smal) producers, i.e., small farmers or agribusinesses, the
prospects are encouraging for increased income to rural areas with concomitant
increased job opportunities for rural, and to a lesser degree, urban labor.
(Table i1). |

Although both Nicaragua and El1 Salvador continue to affirm their support
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for the CACM, such support is tempered by calls for significant reform. Wwhile
all Central American republics continue to participate in regional fora and
support regional institutions and projects, neither £} Salvador nor Nicaragué
are likely to give much attention to CACM reform until domestic and political
problems have stabilized, nor aré other CACM members iikely to be willing to
support reform if Nicaragua is perceived as adopting policies hostile to the
other governments within the region.

Broad consensus that a restructuring of Central American policies and
institutions is needed does exist, however. qur of the member countries
{(Nicaragua, E! Salvador, Honduras and Costa Rica) have stated the view that
the General Treaty should be broadened to address social issues, e.g.; health,
low=-cost housing, education, social security and welfare, as well as economic
aspects of the Central American development., There appears to be.agreement
to remove inequitable distribution of integration benefits, which incliude
failure to provide special treatment for less developed members (e.g., Honduras),
and the system's failure to remedy chronic trade deficits of some members.é{

Structural reform through revision of the General Treaty is the probable
approach CACM members will take to protect the gains made, and to face the

challenges lying ahead. The last four years have seen two major efforts to

restructure the CACM under a new Treaty. The 1976 '"Tratado Marco'' failed

5/ Especially Honduras and Nicaragua. Guatemala is the only country with a
consistent surplus in its intraregional trade, 3 development found unaccept-
able by other countries. Yet, in relative terms, Guatemala's surplus does
not appear to be unduly large. In 1877 and 1978, Guatemala's surplus was
13% and 16% respectively, of its total exports to the region,
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because it required major delegatijon of authority which the republics at that
point were unwiiling to support. The more recent and [ess ambitiéus “Trétadito“
proposed by CEPAL is premised upon resclution of the Honduras and El! Salvador
dispute and calls for a more flexible and restructured tariff structure, This
effort also has been shelved. SI|ECA hopes to prepare another treaty, based on
guidance provided by the Heads of State, to be ready for approval by December

of this year. This new Treaty is likely to address three issues which are
fundamental to CACM reform, i{.e., tariff reform, elimination or revision of

the fiscal incentives program and more equitable sharing of the benefits of
integration among member states, as well as encouraging greater participation

by the agriculture sector within the integration framework.

1. Tariff Reform: The Common External Tariff (CET), which has tended
to protect producers at the expense of consumérs, and has promoted assembly-
type.operations, has been long a subject of SIECA study. A proposal for a ‘
revised CET has beasn submitted to the five Central American governments
which embodies greater flexibility, i.e., it allows the Central American
Council of Ministers to adjust individual commodity rate categories without
legislative concurrence. |ts implications on free trade of state trading and
state determined prices by Nicaragua within the region requires study by
SIECA.

2. Fiscal lncentives: The Central American Protocol on Fiscal incen-

tives was amended to provide generous tax exemptions to promote industrial-

ization which resulted in substantially reduced tax revenues and dubious
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regional benefits in terms of new investment., The proposed alternative most
heard and supported by a number of analyses suggests that all fiscal incentives
be eliminated. Any incentives required for industrial development would be
built into the revised tariff structure. However, interested groups bene-
fitted by the incentives are likely to continue their oppesition to such
changes.

3. Distribution of Benefits of Integration: Measures to ensure a more

equitable sharing of the benefits of integration is a theme long promoted by
Honduras, and more recently by Nicaragua. SIECA regards the most practical
proposail for addressing equitable distribution of benefits to be recommenda-
tions made by Cline and Delgado in the Brookings Institution Study,éfrwhich,
after examining alternatives to enable Honduras to catch up with its Central
American partners and equalize per capita benefits from integratjon,lf con-
cludes "that the most feasible measures would be for the CACM to allow Hondu-
ras to re-enter the market with free access to the markets of other member
countries but with the maintenance of some level of Honduran tariffs against
imports from the other member countries.!' The study notes that the bilateral
treaties between Honduras, Nicaragua, Guatemala and Costa Rica alread§ contain
precedents for such preferential treatment. The study recommends that '‘on the
basis of the specific estimates of benefits and costs, and considering likely

levels of trade, the maintenance of Honduran tariffs on partner goods at a

6/ Cline and Delgado. op. cit.

7/ While the study found that Honduras benefited from integration, the
benefits derived were found to be less than those obtained by its
other Central American partners.
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level of approximately one half the common external tariff would generate tar-
iff revenues of an amount sufficient to equalize Honduran per capita benefits
from integration with the overall average for the CACM countries.“él

Integrationists and government officials appear to be closer to agreement
that agriculture as well as improved social services in health, education,
social security, etc, are important service areas to be brought under the formai
integration umbrella. Agriculture appears to be the most significant of.theSe
sectors, both for reasons of employment and export generation.

While all countries agree with these reform objectives, substantial dif-
ferences with respecf to solutions exist. Achjeving more balanced development
through the system of Integrated Industries or through industrial progrémming
could confer unacceptable monopolies to certain industries. Moreover, since
new industries tend to locate in the more advanced countries, endowed with
better infrastructure, higher incomes and largér markets, balanced industrial
investmént may be difficult to achieve.

The integration system should not be viewed in terms of a potential guick
solution to regional problems, some of which predate it and involve deeply

rooted social patterns. However, the Central American republics, individually

and through appropriate region;l institptions, can and do provide special as-
sistance in times of crises. In recent years both Guatemala and post-revolution=
ary Nicaragua have received regional support in time of crisis, the latter in
spite of policies and rhetoric which create profound unease, and contribute to

capital flightgf within the region,

8/ ibid, page 405,

3/ There are no reliable figures for the private capitai outflow from Central

~  America. In the case of Nicaragua, the prevailing estimate is $175 million
in 1979, equal to 29% of total export earnings. For Guatemala, unofficial
preliminary estimates place the outfiow at $80-100 million,
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When the severity of the Nicaraguan revolution became apparent, emer-
gency relief supplies and volunteer personnel were made available from sister
Central American republics. Regional institutions offered technical assist-
ance for short-term relief and longer term reconstruction efforts. The Cen~
tral American Monetary Stabilization Fund, extended some $40 million in cred=-

its to Nicaragua. An additional $40 million in lines of credit to be ex~-
tended by the other Central American countries has been approved by Costa
Rica, Honduras, and El Salvador, and is awaiting ratification by Guatemala,
A proposal to increase the capitalization of the Central American Monetary
Stabilization Fund {from $50 to $150 million) is under review by the Central
Banks. El1 Salvador recently requested a stabilization loan, and decision on
these actions is expected in the near future,

While the Nicaraguan upheaval, and instability in £]1 Salvador are rela-
tively recent, resclution of the over ten~year old E! Salvador-Honduras gon-
flict continues as a long-standing problem affecting regional integration,
particularly trade. Previous MDCC discussions agreed that resolution of this
conflict, and consequent full participation of Honduras in the CACM, was a
necessary precondition, but not sufficient by itseif, for reform of the CACM.
At this writing, Peruvian mediation continues with the Honduran Vice-Minister
of Foreign Affairs expressing ''great optimism' for a "rapid resolution." Given
the instability of the Salvadoran junta, and absent the conclusions of the Pe-
ruvian mediator, however, we do not yet see light at the end of this tunnel.

Integration and RQCAP

In last year's ROCAP (0SS we stated that our strategy '‘refiected the

approved decision to continue AlD's support of Central American economic
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development in the absence of significant signs of vigor in the pace of pro-
gress of the Central American economic jntegration movement. ... Our net as-
sessment ... further strengthened by such imponderables as the regional ef-
fect of continued instability ... is that the short-term prospect for a major
expansfon initiative into new areas is unlikely." The longer term prospect,
however, may be different.

In recent years, absent persuasive evidence that the Central American
republics were prepared to broaden the institutional framework of the CACM and
increase agriculture sector parficipation, ROCAP has limited its support of
integration activities to ECID's developmenf of policy options for regional
decision makers. The bulk of our resources have been utilized to support co-
operative regional programs with regional institutions in areas of concern to
national development planners and supportive to bilateral AlD programs.

.Nonetheiess, during the five year period of this CDSS, ROCAP's benign
n;glect of integration may undergo a change. In response to decisions made
at the previous C0SS review, and in light of a rapidly changing set of Central
American relationships, starting in FY 1980 we have resumed reporting on inte-
gration developments. Simultaneously, increasing discussion in the region
identifies the forthcoming 20th Anniversary of the CACM as the time for a
major restructuring. ROCAP shall closely monitor this process.' When and if
opportunities occur, ROCAP will be prepared to lend technical support in areas
where.U.S. development resources can crystalize plans into actions.

Among proposals which have been suggested as having far-reaching im-

pact in terms of regional integration are a Central American Development

Group and a regional export promotion program.
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a} Creation of a Central American Development Group, most recently

raised during the World Bank Belgrade Beard of Governors Meeting in September
1979, has not elicited much discussion in Central America. While SIECA, as
well as ROCAP, support creation of a group in principle - because it could be
used to encourage major regional actions and programs of both policy and pro=~
gram nature - some Central American leaders clearly prefer either to deal
individually with donors, or with national development groups. Central Amer-
ican. support for a regional group appears to depend upon convincing all of
the region’s nations of the advantages to each, such as increased resource
flows. MDCC consideration of this proposal has also been cool, especially in
view of the disappointing achievements to date of the Caribbean group.

A Deveiopment Group is not on the agenda of recent or planned meet-
ings of the Central American Ministers of Planning, Economy or of Heads of
State. As suggested in Department guidance, the World Bank may be the most
appropriate institution to assume leadership in this aresa. ROCAP will be
alert to any discussions within the region supportive of this proposal. A
gtarting point for discussion of a group coul& be the list of regional proj-
ect: proposals prepared in 197719/ an¢ totalling over $4 billion. This list,
which appears periodically in regional reports, calls for an ambitious invest-
ment program, fully half of which is in the power sector. The criteria em=
ployed to develop the project list were general in nature: that the benefits

be intrinsic to the proposal, that the activity be difficult to successfully

lg/ Planteamiento de los Gobiernos de Guatemala, E1 Salvador, Honduras, Nica-
ragua y Losta Rica a la Comunidad Financiera Internacional Acerca del
Proceso de Integracidn en lentroamerica. B8anco de Reserva de £l Salvador,

1977.
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execute unilaterally with the same benefit:cost ratic, and that clearly
support further regional interdependence. The cost of this list exceeds
resources presently ltikely to be available, but reflects a view generally
associated with CEPAL/Mexico that future integration efforts be generated
from joint projects as compared with further formal efforts toward inte-
gration of markets and production structures,

This approach is not particularly novel (CABE! has been supporting
regional projects for years) nor is it in any sense én exclusive route
towards increasing interdependence. Other measures, particulariy those policy
measures designed to promote coordination among country institutions in social
programs; to forestall or eliminate barriers to intraregional trade and move-
ment of factors of production; to. tap existing foreign markets. in products in
which the region has cémparative advantage; and to coordinate policies to meet
common problems (e.g., cooperative coffee rust research, inflation, food
processing, nutrition programs, balance-of-payments problems}, still could be

dealt with equally successfully outside of a Development Group.

b) Export Promotion - There is a consensus that the ragion must make a

much greater effort to expand and diversify its exports outside the isthmus.
There are real opportunities here, particularly for agricultural and small
industrial projects.

Regional action is possible in selected areas. Regional financing
and technical assistance might be made available for production and processing
subject to economies of scale. Opportunities for regional action may
be found, e.g., in agricultural research, training, technical assistance to

introduce new production patterns, market development, and adapting imported
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technology to the region, all of which support diversified export promotion.
This would stimulate opportunities for employment generation. (See the Re-
gional Export Promotion discussion in Part |1.,C.)

Beyond Central America

According to SIECA, Panama and the Dominican Republic are seriously
considering joining the Central American Common Market as '‘associate! or
limited members. Both have already attended the December meeting of the
Ministers of Agriculture and may take part in future Ministerial meetings.
SIECA is also exploring expansion of Central American trade with members of
the Andean‘Pact and the Caribbean Region, and which Central American products
could be exported to Pact or CARICOM members. We may presume that Panama,
the Dominican Republic and the CACM countries might agree to trade in a

specified list of products or product categories and that the new associate
members will also agree to apply the CACM common external tariff on these
products.

Recent meetings between SIECA and fepresentatives of CARICOM and the
Andean Group have resulted in exchange of information and technical advice
on studies, tariff classification systems, etc. Commercial treaties between
the CACM and CARICOM or the Andean Group do not now exist, nor are there
imminent prospects that a formal link will be formed. However, bilateral
treaties between individual CACM countries and members of the Andean group
(Venezuela, Colombia, Ecuador, Bolivia and Peru) are distinctly possible.

Creation of an Executive Secretariat of the Ministers of Agriculture is
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being currently explored by the Central American Agriculture Ministers with
IICA (see Part 11.C). Both Panama and the Dominican Republic may join, per-
haps in order to ohtain better quotas for their traditional export products
(e.g.,coffee, sugar) by negotiating as members of a larger regional group.
The Central American regional institutions themselves have maintained
cooperative relationships with sister institutions and governments in the
Caribbean, ROCAP's report on these relationships,ll! discussed at the
Caribbean Consultation on Energy and Agriculture in November 1978, reflects
a varied history of assistance to the Caribbean, particulariy to the Spanish
speaking areas. While outside of our province, the Central American institu-
tions stand ready and represent a valuable resource not only as sources of
technical expertise, but also as models which other developing nations or re-
gions may wish to emulate. A better coordination between AlD's Caribbean and

Central American programs may be useful to further these cooperative linkages.

B. Regional Criteria

ROCAP's programs satisfy two kinds of criteria, viz.,, project-specific
technical critaria, and regional criteria. Technical considerations are the
same as for bilateral programs. A proposal must relate to an area of agency
concern, be relevant to the region, be of interest to the region, and be
feasible,

The use of regional institutions as assistance conduits to national

counterpart organizations, which is the general ROCAP assistance model,

1/ The Central American Regional Institutions and the Caribbean, ROCAP,
January 1979.
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imposes new considerations dealt with in ROCAP's regional criteria. These
criteria, although long applied, were recently presented and approved in the
previous (FY 1981) CDSS. They arose out of the 19th MDCC meeting (September
1978} which considered the question of the appropriate role of ROCAP in Cen-
tral America and:

", ..concluded that ... a regional focus at this point is significant
and useful from viewpoints of:

"A) Supporting national programs servicing small farmer needs where
economies of scale can be demonstrated ... There has been and will likely
continue to be innovative and important regional activities which will use-
fully support national programs.

"B} Servicing administrative requirements of USAIDs in Iegal,IE! pro=
curement and financial analysis areas.

“C) Liaison, and to a limited extent support, of regional institutions.

D) Undertaking examinations and program support of a selected few
second generation technical problems in support of USAID programs."

{n assessing the appropriateness of an activity for regional support,

ROCAP considers first the importance of the problem to national development

and whether an activity may be justified on the basis of economies of scale,
i.e,, whether a) the problem be common throughout Central America, b) solu-
tions are likely to be applicable throughout the region, ¢) a competent regional
institution exists which has a comparative advantage and through which assist-
ance may be provided, and d) a sufficient degree of commitment of the regional
institution and cooperating national entities to a common effort to resolve

the problem exists. These analyses form part of the respective PiDs and PPs

and are discussed with the bilateral USAIDs whose views are considered in the

formal project reviews.

12/ RLA since assigned to USAID/Honduras.
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c. Regional Institutions

More so than anywhere In the Western Hemisphere, Central America is
characterized by an array of private and public efforts to jointly solve com-
mon problems, Notwithstanding the gravity of current and past disputes and
conflicts between neighbors, the Central American nations have dealt with
inter-country problems and the outside world in a manner which has reflected
their commitment to work together wherever possible, drawing on their common
history and heritage. This shared identity has manifested itself in a number
of regional technical assistance agencies which help suppoft and strengthen
national counterpart institutions and programs. .

-The regional institutions which are the principal conduits of ROCAP as-
sistance to national counterparts may be divided into two categories, viz,,
those created by the CACM, and those which either predate it or have a broader
scope than Central Ameri;a - and in many cases, Panama. The institutions also
diffar in their sourcesrof core support between reliance on the Central American
republics themselves or upon a major sponsoring agency.

REG!ONAL INSTITUTIDNS SERVING CENTRAL AMERICA

Core Budget Support

Name CACM Other
Tropical Agricultural Research and Training X 11CA

Center (CATIE) ' ' (except E} Sal.)
inter-American Institute of Agricultural X O0AS/Caribbean

Cooperation (1ICA)

international Regional institute for Agri- . X Mexico and
cultural Sanitation {OIRSA) Panama
Centfai American Bank for Economic X

Integration (CABEI)
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- Core Budget Support
Name CACM Cther

Latin American Agribusiness Development ~ Private US
Corporation - Central America (LAAD-CA) shareholders

through LAAD

Nutrition Institute for Central America . X PAHO
and Panama (INCAP)
Central American Research institute for X
tndustry (ICAITH)
Permanent Secretariat of the General Treaty X
of Central American Integration (SIECA)
A. Central American integration and
Development Study Center (SIECA-ECID)
B. Central American Committee on
Energy (COMENER)
Central American School of Business Admin- X Private dona-
istration (INCAE} ' tions, Panama

All, however, view specific project assistance from donors (including AID,lIFIs,
private institutions such as W.K, Kellegg Foundation, Rockefeller Brothers, etc.,
and other governments including West Germany, England and the Netherlands) as
vital for strengthening their research, institutional capabilities and outreach
to the region. Following is a brief resume of those institutions with which
ROCAP proposes to support regional programs during the period of this CDSS.

Agriculture and Nutrition

CATIE

The Tropical Agricultural Research and Training Center (CATIE) was
created in 1973 as an autonomous, non-profit, scientific and educational
institution to promote and conduct agricultural, forestry and animal husbandry

research, and which offers graduate degree programs in these areas. CATIE's
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activities are totally focused on interdisciplinary approaches to production
problems of small farmers in Central America and the Caribbean. With ROCAP
support, CATIE complieted the Soil Fertility project and the Small Farm Cropping
Systems project, which contributed to the ongoing Small Farm Production Systems
project. Projects are conducted in each of the Central American countries on
small farms, with the cooperation and participation of national research
agencies. AID also is funding a regional weed control project, and ROCAP is
financing a joint project with ICAIT!, "Fuelwood and Alternative Energy
Sources." CATIE receives core budget support from [1CA ($600,000 p.a.) and
$50,000 p.a. from member éountries, Costa Rica, Panama, Nicaragua, Honduras

and Guatemala. EI Saivador's membership, expected prior to the October coup,
is pending.

1ica .

The [nter-American institute of Agricultural Sciences (l1CA) is the
specialized agency of the 0AS for the agricultural sector. it was founded in
1942 by the American governments to promote economic an& social development
of their respective countries through teaching, training of personnel, re-
search consultation and communications related to the field of agriculture.
It is governed by a Board of Directors consisting of representatives of the
membership of the 0AS Permanent Council, from where [ICA feceives its core
bﬁdget support. The U.S. representative is the Secretary of Agriculture,

AID has funded |{CA to undertake projects in agricultural planning and policy
analysis for Latin America and the Caribbean, Crop Credit Insurance, Agricul-
tural Management, and media education for low income rural women. [ICA is

receiving support from ROCAP for the ongoing Agricultural Research and
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Information Systems project.

01RSA

The international Regiona! Institution for Agricultural Sanitation
(OIRSA) was founded in 1955; its members are the seven countries from Mexico
south to Panama. OIRSA conducts spraying and other control measures on prod-
ucts and vehicles moving between the member countries and programs designed
to control the spread of Mediterranean Fruit Fly, aftosa, coffee rust, black
sigatoka of banana and grasshoppers, among others. 1t has supported special
research into control and appropriate use of pesticides and fungicides and
other means of controlling harmful agricultu?al pests. OIRSA's annual budget
ris over SI_million, ﬁupported by membership contributions, fees collected
from border control services {lnternational Fumigation Service) and for special
activities by USDA and other danors. [n the absence of a regional agricultural
body equivaient to SIECA, 0IRSA's Board of Directors meetings have served to
bring together the regional Ministers of Agriculture in confronting regional
agricultural trade and production issues.

CABE!

The Central American Bank for Economic Integration (CABE!) was established
on May 8, 1961 as a Regional! Development Bank for.the five countries of Central
America, [t operates under a constitutional agreement signed by the members and
by-laws. lIts principal office is in Tegucigalpa, Honduras, with liaison of~
fices in the other four countries. CABEI's Board of Governors consists of the
five Central Bankers and Economic Ministers of the five countries and a
“‘e¢ivilian' Board of Directors (cne from each country), one of whom is elected

President, CABE! provides credit through four funds: the Ordinary Fund which



- 23 -

is used to finance ‘industrial projects and other projects related to exports
and balance of payments; the integration Fund which is used to finance eco-
nomic infrastructure projects; the Housing Fund which is used to create and
sustain a regional secondary mortgage market; and thé Social Development Fund
which is used to finance projects in the fields of education, health, and
community development. CABEl's emphasis remains in infrastructure (especially
roads) which account for $360 ﬁfl!ibn or 40% of the total. Manufacturing fol-
lows with $129 million. Central American govgrﬁmenxs are fhe major borrowers
under the Integration Fund, accounting for 60% of CABE! activities, with a
further undetermined amount from the other Fuﬁds going largely to government
institutions. Private sector lendiﬁg from the Ordinary Fund is mainly in
manufacturing and tourism and amounts to approximately 29% of the CABE! port-
folio; with the Housing Fund and the Social Development Fund accounting for the
remaining 11%. Thare are two active ROCAP ldans with CABE!; the Tourism Infra-
structure loan ($13.4 million) and the Regional Rural Agribusiness Development
loan ($15 million). 1In addition, ROCAP has supported CABE!'s role as the re-
gional housing finance institution with a series of housing investment
guaranties.

LAAD

Latin American Agribusiness Development (LAAD) is a private Investment
and development company incorporated in Panama in January 1370. 1its principal
offices are located in Miami, Florida. The fifteen shareho!ders of LAAD are
comprised of United States agribusiness and financial corporations and one

international development corporation. LAAD was created to finance and develop
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small and medium sized agribusiness opportunities in Latin America involving
all phases of production, proceésing, storage, services and markéting in agri-
culture, livestock, forestry and fishing. In 1971 LAAD established a subsi-
diary, LAAD de Centroamerica, S.A. {LAAD-CA). Under two ROCAP loans LAAD-CA
has invested $11 million into small agribusiness in the isthmus.

INCAP

The institute of Nutrition in Central America and Panama (INCAP) was
created in 1949 as a cooperative effort of the five Central American countries,
Panama, the Pan American Health Organization and the W.K. Kellogg Foundation.
Its mission is to study the area's nutritional problems; deveiop means for
their resolution, and then édvise and assist cooperating governments in their
resolutions. Associated with the Massachusétts Fnstitﬁte of Technology and
the U.N. University, INCAP provides undergraduaté and graduate training in
aﬁplied nutrition research. (INCAP has conducted survéys in membér countries,
promoted jodization of salt to prevent endéﬁic goiter; develobed thé dietary
suppleﬁent INCAPARINA, produced nutrition education material, and assisted
Ministries of Health in their nutrition programs. An ongoing ROCAP grant ad-
dresses itself to support of this latter aspect of INCAP's work; whilé AlD/W
grants to INCAP generally deal in sbeciffc research studies. INCAP's core
budget is approximately $5 million, supported by amnual quotas from member
countries, PAHO, and grants from various foundations and institutions. Overall
administration of INCAP is by PAHO through mandate of the Council, composed of

the six member government representatives.
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Technology, Natural Resources and Energy

ICAITI

The Central American Research Institute for Industry (I1CAIT!) was founded
in 1355 by the five Central American republics to advise and provide technical
services to the region's industrial sector and to conduct technical research
on products and processes using regional raw materials and natural resources.
ICAITI advises in all phases of industrial feasibility studies and their
execution; in solving production problems; conducting technical experiments
using regional raw materials; de#eloping production methods and new products;
adapting modern production techniques; setting standards and conducting
quality control analyses for raw materials, intermediate and finished goods.
ICAITI receives core budget support from the five Central American republics
whose Finance Ministers compose its Board of Directors in addition to fees
charged for services to private fndustry.

ICAITI maintains one of the region's foremost technical information

centers. With AID assistance, ICAITI is taking the initiative in Central Amer-

ica in gaschol and other non-conventional fuel developments. It has conducted
studies of environmental contamination; and is undertak}ng a program of tech-
nology transfer to small and medium industry.

COMENER

Reflecting increasing concern regarding the rapidly rising cost of petroleum-
based energy, SIECA supported creation of the Central American Energy Commission
{COMENER) consisting of members appointed by the five Central American republics.
The first meeting, held in June 1979 and attended by representatives of CABEI,

the Executive Secretariat of the Central American Monetary Council, I1CAP and
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the Economic Council for Latin America (CEPAL), was concerned with developing
an agenda for action in the following areas: increased use of renewable natu-
ral resources - hydraulic, geothermal, biomass, solar and fuel! alcohol; pro-
motion of electrical interconnection within the region; establishment of a re-
gional policy on oil pricing; imported energy substitutes for petroleum in-
cluding coal and natural gas, rural biogas production, development of a re-
gional manufacturing capacity for solar energy collectors and promotion of

new energy efficient technologies.

lntegration L
SIECA

The Permanent Secretariat of the General Treaty of Central Americaq inte-
gration (S1ECA), created in 1961, is the principal regional organization re-
sponsible for the conduct.and direction of Central American integration. SIECA
is directed by a Secretary General appointed by the Executive Council of the
General Treaty, comprised of a delegate and alternate from each member country.

| SIECA has two major, related, functions: to administer the General Treaty
and other agreements which together comprise the juridical! and institutional
framework of the Central American Common Market, and to carry out studies or
develop policies and solutions to situations that cause or may cause conflicts
among the member countries, or which may improve regional integration.

ROCAP has been assisting SIECA in development of programs and policies
designed to increase regional integration and cooperation, especially those
most likely to favorably affect the rural poor and small farmers. in the
next couple of years, SIECA will take the leadership in restructuring of the

CACM, prompted by the forthcoming General Treaty's Twentieth Anniversary in
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December 1980, changes in governments in Nicaragua and E! Salvader, and the
generally unsettled outlook as Central America confronts a new decade.

ECID

The Centra! American Integration and Development Study Center (ECID} was
created within SIECA in 1973, With ROCAP support, it has conducted a series
of studies of Central American economic and social conditions designed to
serve needs for specialized data and information by Central! Banks, government
financialand sectoral planning agencies, and others. ECID is the region's
only development '"'think tank.'" Two key areas in which EC!D has developed a
regionwide data and technical resource are in the areas of employment patterns,
industrial capacjty and employment generation; and agriculturai sector plannfng.
With termination of major ROCAP assistance in June 1980, ECID's future is de-
pendent upon new donor programs.

Public and Business Administration

INCAE oo

The Central American Business Administration Institute {INCAE), founded
in 1964 in Managua, is a privately managed graduate school of bqsiness adminis-
tration., A 1972 AID loan assisted in strengthening INCAE's graduate MBA pro-
gram and its capacity to meet needs for specialized training of public adminis-
trators. Its method of teaching is based largely on the Harvard Business
School, with whom INCAE still retains a close association. ROCAP's Rural
Management Improvement project used this approach to involve.high level ad-
ministrators of government and semi-autonomous agencies in diagﬁosing problems

in the management of their programs. INCAE has continued to offer a series of
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seminars in the region in speciaiized aspecté of management, and has provided
economic and management consulting services to the {entral American govern-
ments., INCAE also receives direct support from Central American governments
and Panama.

The Region's Development Problems

The region's development problems and constraints are those of the indi-
vidual countries. A brief summary of these problems is included here. A more
extensive analysis is included in individual country documents.

1. Economic Summary

a. Rural backwérdness is characterized by very low productivity in
the agricultural sector and high rates of unemployment and underemployment..
Data on value added per worker in agriculture, as a proportion of value added
per worker in other major economic sectors shows agriculture value added to be
39% of non-pgriculitural value added for Guatemala, 61% for El Salvador, 41%
for Nicaragua and L48% for‘tosta'Rica. Further, AID calculates average annual
per capita agricultural production growth (1954-77) to range between a nega~-
tive 0.3% in E! Salvador to only 1.6% in Guatemala.

Unemp loyment and underempioyment remain endemic throughout Central
America. Even assuming further decline of birth rates, the labor force is ex-
pected in the foreseeable future to grow faster than available jobs assuming
13/

job expansion at current rates. 1574 FAQO estimates—= of rural unemployment

and underemployment range from 14% in Nicaragua tc 60% in £1 Salvador; ROCAP's

13/ Grupo Asesor de la FAQ para la Integracidn tcondmica Centroamericana
{GAFICA), Perspectivas para el Desarrcllo y la Intearacidn de la
Agricultura en Centroamerica, May 1974, Volume 1, Page 6.
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updated 1979 estimates range from 15-25% in Costa Rica to 50% or higher in
Nicaragua. Combining rates of unemployment and underemployment for rural and
urban areas for the region, estimates range from 25 to 40%,.

increasing attention is being given, both by AiD and by the Cen-
tral American governments, to the need for employment generation outside of
traditional sectors as the key to raising incomes and living standards. As
more information becomes available about the numbers and characteristics of
the unemployed and underemployed, the need for generation of off farm employ=-
ment in rural areas and in light manufacturing in urban areas appears key tb
absorbing surpius rural and urban labor and to ultimately minimize the ''push’
factors of migration.

| b. Extreme Inequality in the Distribution of Income is shown by

GAFICA/FAD 1970 estimates for the region. Therpoorest 50% of the population‘
commanded only 15% of the GDP (1970 per capita GDP: $74) while the richest: 5%
commanded 31% of the GDP, with a 1970 per capita GDP of $1760.

c. Continued Excessive Dependence on Exports of Traditional Products

for foreign exchange earnings. Although such dependence fell from 79% to 63%
during the 1960s, there.was no change in the 1970s. in 1978, for examplé,
primary products represented 65% of total export earnings.
2. Agriculture
There is continuing seriocus dualism in the rural sector. A .relatively
small group of farms {(not all large} produce traditional! export products
(coffee, sugar, bamanas, cotton and cattle) while the large majority, mainly

small producers, grow the region's internal requirements for corn, beans, rice,

sorghum, selected vegetables and fruit. Income per area of many export crops
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ranges from two to ten times that of basic food products.

Land in farms plus urban land, regionwide, approximates 40% of total
available land, Large government and private holdings, poor to nonexistent
infrastructure, poor soil quality and humid tropical conditions not conducive
to good health, have prevented more rapid expansion of unused lands into farms.

The rural problem for the next twenty years, when total population in the
region will grow from the present estimated 22 million to about 39 million
pecople (CELADE), is job creation and improving income distribution, This re=-
quires increasing national and regional reliance on the region's rural base
for basic food requirements and expanded export of a variety of food and other
agricultural products.

There are four major constraints to increasing production for intra- apd
extra~-regional trade, viz., ineffective policies, inadequate public and private
sector agricultural institutions, insufficient public and private sector in-
vestment, and insufficient use of the human and physical resource base. In
spite of forward thinking and some good intentioned regional trade policies,
rural sector integration has not become a reality. Short run trade restric-
tions on basic food products, national pressures to close internal borders
due to threatening plant pest probliems like coffee rust, and lack of sound
data upon which new policies can evolve, have worked against regional agri-
cultural development. Continuing tariffs on agricultural inputs increase the
region's production costs, and lack of good market data hampers exploitation
of the region's known export opportunities.
| important institutiona! constraints include lack of an effective re-

gional analytical group to develop policy alternatives for regional export
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opportunities; uniform grading, inspection and certification standards; an
arbitration mechanism to resolve disputes; reliable market forecasting and
reporting systems; adequate agricultural sanitation contrels with trained
personnel, and effective production and promotion agencies.

Financial imped iments continue to exist in spite of greatly expanded
agricultural investment over the past 15 years. Central American governments
are investing about 5% of their public sector budgets in agriculture regardless
of the fact that the sector supports over half the labor force and is the
source of two-thirds of the region's export earnings. The fact that the cost
of each additional job created in this sector is less than in industry appears

not vet to be fully exploited.

Physical constraints relate to the use of the region's soil, water
and climate and conservation practices. More effective use of these factors
of production can more than double income from existing infrastructure and
expand income and emplioyment by many times throughout rural Central America.

3. Nutrition . D

Based on national nutrition surveys conducted by INCAP and the Cen-
tral American governments, nutrition problems in Central America are growing.
From 1965-75 one measurement (Gomez) shows second and third degree malnutrition
to have increased by 66% among children under five. Regional nutrition prob-
lems affecting the poorest segment of the population have been revealed to
be protein and calorie malnutrition (PCM), nutritional anemias, and hypo-
vitaminoses A. PCM, the most serious of the three, affects the physical and
mental growth, and mortality of children, particularly during the first five
years of their life. Prevalence of PCM is high among young children in the
region - FAQ projections indicate that the consumption of protein and calories
by the poorest 50% of the population will continue to be inadequate in the
majority of the countries of the region for the next 25 years, The remaining
two problems (nutritional anemias and hypovitaminoses A), are more easily sub-
ject to cost-effective technological sclution than PCM, by fortification of a
widely consumed product with the nutrient deficiency - sugar with Vitamin A

and, still being tested, sugar with iron,
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Central American malnutrition is caused by such interrelated factors

as:

- inability of a family to obtain, purchase or produce foods provid-
ing recommended levels of calories, proteins, vitamins or minerals;

- inédequate knowledge by the family, of selection and utilization
of foods, including preparation and storage, and of special diets
for weaning-age children and for pregnant and nursing mothers;

- insufficient utilization of foods by the human body caused by
gastrointestinal problems such as parasites and diarrheal dis-
leases;. |

4. Population e
High populétion growth rates is evidenced by an average crude birth
rate for the region of 40 per thousand, among the highest in the world. {Costa
Rica's is significantly lower, 3214)- §7% of the region's population is under
15 and the region's 3% annual population yrowth rate is among the worid's
highest.

5. Other Constraints

.

a. Public Administration - Deficient execution of rura! programs by
government agencies continue to constrain program development and implementa-
tion: in many sectors. While frequently identified, activities specifically
designed to improve administration are limited.

b. Two other measures of poverty, infant mortality and illiteracy
rates, also are quite high. |Illiteracy ranges from 40 to 53% (of all people
age 10 and over) except in Costa Rica, where it is 10.8%, and infant mortality

ranges from 38 per 1000 in Costa Rica to 110 in Nicaragua.
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c. Rural-Urban Migration. Urban poverty throughout the region is
exacerbated by a continued movement from rural areas to urban centers. Popu-
lation pressures, rural unemployment, lack of social services are but a few
of the pressures resulting in such migration. Unfortunately it only moves the
poor to sometimes less desirable living conditicns and worse unemployment in
the urban siums.

&. Science and Technology, Energy and the Environment

A new series of development constraints i{s now beginning to receive
increasing attention in Central America, by the regional institutions, govern-
ments and private sector groups. All of these activities involve innovative
tecﬁnologic solutions for a different series of smaif farmer, natural resource
and environmental problems whaose gravity worsens and which require increased
attention in the near future. Some may lend themselves to regional approaches
- including problem detection, solution development, or solution application,
or for any part of this process. The overlapping areas of concern, sometimes

grouped together as '‘second-generation problems'' include such related environ=-
mental problems as: pollution, natural resource management and mis-and over-
use of pesticides; non-traditional energy development; and appropriate and
light capital technology development. These new,'emerging areas of concern
may be particularly appropriate for regional approaches, as further informa-
tion on these problems becomes available.

The major problems in eaﬁh area include:

- Pesticides: Recent analysis reveals Central America to be among
the world's heaviest users of pesticides with consumption continuing to in-

crease in recent yvears. This extensive use of pesticides, particularly in
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cotton production, has alsc indirectly endangered the possibility of export-
ing meat, owing to its high content of pesticides., For example, fatalities
and illnesses among cotton workers and in neighboring communities in Guatemalé
have been directly related to heavy spraying of pesticides. Chemical residues
in beef and milk, and run-off into some water supplies, exceed U,5. standards
(no Central American standards exist). Appropriate treatments of food stuffs
in trade in Central America frequently do not exist, forcing local officials
to use procedures not specifically designed for tropical application. The
absence of uniform testing and registration in the region for pesticides,
chemicals, concentrates and biological products (vaccines) militates against
development of uniform regicnal policies.

- Deforestation, erosion and environmental management: Indiscrimin-

ate. expansion of cultivated land, lack of knowledge by campesinos and small
farmers of conservation practices, has caused widespread erolion of the region's
natural resource base. Watersheds, which are or should be forest covered are
used to serve the growing needs for fresh water for municipal and indutriatl
uses. Continued reliance on wood for energy is rapidly depleting this valuable
resource leading to soil erosion, desertification, loss of water storage capac-
ity by rapid run-off, and flooding.

- Non-traditional energy development: Development of new technologies,

especially useful to small applications and which reduce reliance on, or in-
crease efficient use of wood is a2 topic of increasing interest in Central Amer-
ica,. Total regional emergy requirements have grown at approximately 6.7%
annually during the last 10 years. Increasing foreign exchange costs of petro-

leum (up 379% between 1971 and 1575 during which period prices rose 263%),
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coupled with increasing demands for ''non-commercial’ energy {wood and charcoal)
face regional planners with related problems, viz.,: how to simultaneously re-
duce dependence on both petroleum (for balance of payments reasons) and wood
(for environmental reasons).

Non-traditional, '""non-commercial'' energy programs, however, are still
being treated on a scattered basis by a number of relatively small national
institutions; a coordinated regional approach as yet has not been taken. That
wood remains the major rural energy soufce for heating, cooking, and small
industrial uses and its use is expected to increase, adds impetus to the need
for widely available economical alternatives and more efficient uses of wood
itself. A variety of activities sponsored privately on a national basis, or
with foreign donor support, or regionally, now dot the region including work
on renewable‘energy resources, e.g., solar, wind, bio-gas, as well as ''gaschol"
(fuel from cane sugar produced alcohol) conducted on, at best, an informally
coordiﬁated basis.

7. Housing

The total housing deficit for Central America has been estimated at
approximately 1,500,000 units. This deficit, both rural and urban, impacts
most heavily upon the poor. It is caused by the large portion of all housing
(urban sector 60% and rural over 90%) which is constructed and financed through
the ""informal'' sector, sometimes in unauthorized developments including illegal
squatter settlements and frequently via poorly organized self-help efforts.
Most of this housing, consequently, is either substandard by physical, spatial,
and sanitary standards and/or lacks urban services. The health, ec0nom}c, and

social development of the families living in these conditions is known to be

adversely affected by such Iivfng conditions.
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Constraints to improvement have included institutional weaknesses and,
especially, limited financial resources which tended to be committed to hous-
ing for upper income percentiles (51-100} rather than the lower half, the AlD
target group. Consequently, and with exceptions for some public housing pro=
grams, many of the poor have been laft outside of consideration of both public
and private housing programs and have been forced to provide for themselves =--
which frequently translates into inadequate housing in marginal areas without

public support services.

PART 11 - STRATEGY AND OBJECTIVES

A, The Regional Model

In broad terms, the Ce&trai American Regional Mission shares similar
program targets as the six isthmian bilateral USAIDs. However, the regional
approach, which supports programs of regional centers of excellence, relates
to target populations in ways different from the bilateral AlID programs. in
the main, ROCAP supports regional institutional efforts to assist cooperating
national institutions to improve their services to the target populations,

These regional activities interface with national activities on a number

of planes: 1) Regional institutions provide assistance to national counter=

parts to strengthen their capacity and performance; 2} Regional institutions

provide assistance through national counterparts to improve skills and spe-

cific services which directly impact on target populations; and 3) Regional

institutions act to develop new procedures, methodclogies and technologies

for direct application by their counterparts. ROCAP's strategy reflects contin-

uation of this approach during this CDSS,
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ROCAP's activities are multi=pational activities - they foster coopera-
tion not oniy between national! and regional institutions but also among the
national institutions themseives. Experiences in one nation are transferred
to other countries; mutual support and exchange of personnel! within the region
is an increasingly frequent occurrence, This transfer of experience and regional
application and adaptation of methodologies, technologies and production systems
is a hallmark of the regional assistance model!. Under ongoing programs with
e.g., |ICA and CATIE in agriculture, with ICAIT! in technology, and low-cost
housing with CABEl, a regional community of interest has been exploited to
further regionél interdependence and development.

The regional model is an efficient model. It enables efficient use of
scarce, highly trained technical personnel, as well as monetary resources, by
supporting regional institutions which then can efficiently allocate thesg re-
sources to assist five or six countries. This then facilitates transfer of
experience and increases the number of affected national personnel and insti-
tutions, which have the final responsibility to provide sarvices to targeted
populations, |

The regional model also facilitates cocperatioﬁ between institutions to
help develop sclutions in new areas of regional concern. The recognized pro-
biem of increésing rural energy requirements contrasted with threats to the
region's forested areas, for example, provided the opportunity for CATIE and
{CAITI to join efforts in a six-nation two-part program. |t consists of re-
search into {1) more rapid and efficient fuelwood production for rural energy
requirements by small farms and ﬁommunities, and (2) more efficient use of

fuelwood and development of alternative, renewable, energy sources for home

and rural industry uses.
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B. An Evolving Strategy for the 80s

This CDSS, written in the absence of alcounterpart State Department Poli-
cy document (GORM) calls for a flexible approach for the future regional AlD
program, Priorities have not been set for U.S. interests in the region, be
they motivated by concern for human rights, by desire to support pelitical,
economic, or even integrationist policies, by concern to achieving or maintain-
ing stability, or more equitable income distribution. Examination of recent
AlID development programs does not clarify the picture. Recent increased ap-
propriations for Nicaragua and E! Salvador, for example, do not necessarily
mean that the Costa Rican democracy is less important to the U.S.

ROCAP's assigned funding level during this CDSS of between $5 million
and $10 million, is simultaneously suggestive and lfmiting. A review of the
brief sector analyses in this document, and comparison of those in this or
last year's bilateral CDSSs, suggests many shared develiopment problems occur-
ringunder similar circumstances, suggesting high expectation for successful
regional application of results. Regional institutions are sufficiently
broad in scope to support national development programs in a wide range of
endeavors. While this analysis points towards potential for a greatly en-
larged program, limited resources, agency priorities, and continuing and
future bilateral program requirements suggest that ROCAP best continue its
present primary program emphasis on developing solutions to rural develop-
ment problems - as do most of the bilateral programs - whether they be agri-
cultural, nutritional or technological in nature. This program will attempt
to take the lead in divising new technologies for later support of bilateral

AID programs as well as by national development programs and for direct use
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of target populations, Such regional activities are already ongoing in agri-
cultural production research, in energy efficient technology development and

in nutrition improvement, The program will focus future resources on such re-
gional problems as post harvest loss reduction, natural resource conservation,
and employment policy development. These prdgrams will be similar in kind to
past projects which encourage interdependence and reliance by government insti-
tutions on Central American regional centers of expertise.

However, the critical period in which the region finds itself may call
for a different approach with different objectives. The CACM has been cfiti-
cized. for not supporting coordinated programs which favor the rural or urban
poor. It is viewed as having encouraged capital, instead of labor inteﬁsive
investment, and as having largely neglected farming interests. Prospects for
short-term economic growth in-two of the five CACM countries are decidedly
poor. This could cause retrenchment by their leaders until the situation im-
proves. Simultaneously, it could cause these leaders to ﬁush hard for major
CACM reform in areas likely to be of benefit to them. In spite of present
turmoil, it is striking to note the degree to which Central American nations
and people continue to deal with intercountry problems and the outside world
in a manner which reflects their commitment to work together wherever possible,
dfawing on their status as Central Americans with a common history aﬁd heritage.
ﬂotwithstanding Honduras present break, no other Central American government
has threatened to leave the CACM. ROCAP considers the CACM in the 80s worthy
of monitoring because it may well become an approprfate vehicle through which
needed economic reform can be made, The Central! Americans appear prepared to
consider reform and recent events may push more reticent members to be more

forthcoming.
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On a modest level, and included in our PAPL, support for an Agricultural
Secretariat could begin to further integrate the region's largest economic
sector into the regional economy. A coordinated approach to export marketing,
to price supports, or to intraregional trade, supported by a Secretariat,
could lead to programs reaching into social sectors and dealing with questions
of, e.g., employment generation. A Central American Development Group, regard-
less of its leadership, might promote and accelerate development and reform
across & wide scale including rural social services; energy, educatiou, em-
ployment, trade.and urban development. Were prospects for this to become
encouraging, serious consideration to forming an inter-agency team to weigh
alternate investment ﬁrospects, and to assess CABE!'s capacity to menage such
investments, might be desirable. At this writing ROCAP strategy is to monitor
developments towards treaty revision and creation of a Development Grbub and,
then, if appropriate, provide support to policy research in promising areas.

In the event the Central American governments begin to make and keep cdmmit-
ments thch could increase benefits for the poorer majorities, and/or increase
interdependence in areas of interest, ROCAP will reassess the hotentia! benefits

for increased support to the CACM.

cC. The Program

Background: The FY 1981 CDSS Review

The first ROCAP CDSS review in March, 1979, identified three ‘‘overriding"
probliems, requiring closely coordinated responses by the {entral American Mis-
sions. These, i.e., Industrialization and Trade, Land Tenure and Population,
were later discussed by the Mission Directors of Central America and Panama
during the 21st meeting of the Mission Directors Coordinating Committee (MDCC)

held in San Jose in November, 1379, The MDCC's conclusions regarding the latter
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two are reviewed in this section. |Industrialization and Trade are discussed in
Part t.A, of this CDSS.

1. Land Tenure: Review of last year's Central American bilateral CDSSs
supﬁorted the following conclusions: that land tenure problems are widespread
in the six isthmian countries; that government land reform agencies have received
scant government support for conversion of large properties and have concentrated
therefore on easier colonization schemes; that the cooperative or communal mode}
of land reform has been expensive and has had only mixed results in converting
the campesinc into an entrepreneur and asset holder; and that such gradual ap-
proaches as the land sale guaranty program of pre-Sandinista Nicaragua, the land
purchase sale fund in El Salvador and the Penny Foundation in Guatemala may be
too slow or insufficiently comprehensive to have a signi%icant impact., The re;
gional guidance urged all USAIDs as well as ROCAP to determine practical, feasi~-
bie and sufficiently comprehensive approaches to affect large numbers of the
region's poor.

Consideration of regiona{lapproachés su;h as CABEIl lending for estate sub-
division and supporting services were suggested. Strategies to increase Central
American government commitment in this area were also soljcited. The MDCC did
not, however, ‘'see any regional opportunities for activities in this area.,"

ROCAP has none:iheless examined possible initiatives with CABE! and !ICA,
CABE! officials, in infarmal discussions, noted the extreme sensitivity with which
the Central American governments view land reform, the probable high cost of any
regional program and the absence of expressions of interest in this area by the
region's governments. ROCAP is forced to agree with CABE!; and we are not con-
vinced that CABE| is currently able or interested in carrying out such a program,

ROCAP has also discussed a related proposal with i1CA which would provide
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assistance to national agrarian reform institutions to help identify and improve
management of communal farm enterprises. The proposal is based on [{CA experience
under previous activities. Communal farming may not be the approach AID may wish
to support., The CDSS guidance is critical of it. Our response to {ICA is that
any future activities of this type should await careful evaluation of IICA's ex-
perience and of the validity of the communal model as cne in which productive re-~
sources legitimately can be transferred to small farmer control and ownership.

2. Population: All Central American CDSSs identified population growth as a
serious problem, Although the provision of contraceptive supplies and increased
cultural acceptability was recognized in the regional guidance as appropriate for
and being supported bilaterally, the Missions and ROCAP were encouraged ''to de-

velop new and faster approaches to accelerate the acceptance of family planning
throughout the region,' especially in the sensitive area of increasing political
acceptability.

The MDCC, for reasons of national sensitivity, agreed that any AlD supported
activities in this area "'must be coordinated through the USAIDs' and ''have their
prior approval.' The Directors thought that recent Mexican experiences in de-
veloping and implementing population programs might be relevant in increasing
support for such programs in Central America. They also ''suggested that LAC/DR
investigate and report on what work is presently going on in the region regarding
motivational research."

VROCAP has not supported activities in family planning for many years, Our
last effort, 596~023 "Health and Demographic Studies' which terminated in FY 1974,
and supported preparation and publication of a variety of KAP surveys and publi-
cations through the Health Department of ODECA. [NCAP's DS/POP SINAPS program

(Sistema Integrado de Adiestramiento de Personal de Salud) in Guatemala includes
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support for house~to-house distribution of contraceptives in rural communities by
voluntary, non-professional personnel. While this scheme may have the potential
for replication through the region, perhaps through ROCAP's ongoing regional nu-
trition programs, this can best be determined as study results become available.

In 1979 INCAE conducted a study in the region on behalf of the !nternational
Commission for Management of Population Programs (ICOMP) which focused on problems
associated with providing family planning services to rural populations where
provision of services through clinics is not practical. They concluded that train-
ing for family planning administrators focusing on problems related to improved
services to rural populations is needed, that material exists for development of
such programs and that INCAE would be preparad to present such program, We afe
not at present able to evaluate regional demand for a program of this nature beyond
our understanding that, at least in Guatemala, the need is recognized by the AlID
Mission and APROFAM. In view of events in Nicaragua during the last year, and
other priority demands on ROCAP personnel, we have not pursued this option with
INCAE. However, we are projecting this proposal as a future ROCAP P/FP activity
w;;thin the PAPL. During FY 1980 or 81 the INCAE proposal should be reviewed within
the region. Although ROCAP does not project assignment of a regional Popuiation
0fficer, this too could change were a significant regional role in this area to
become apparent.

Proposed Activities

This CDSS, as its predecessor, jnciudes brief discussions of the program areas
in which ROCAP presently plans to devote resources. Subject to the regional criteria
(Part |.B) and future anaiyses, the ROCAP program will concentrate upon the programs
listed in Part {1i.  Brief descriptions of some follow:

- Ongoing Programs

The major continuing activities are with CATIE., Small Farm Production
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Systems was initiated in FY 1379 and ends in FY 1983. This six-nation project is
designed to produce small farm animal, mixed animal and cropping, and additional
cropping systems as well as produce a methodology by which site specific research
recommendations could be transferred with high degrees of confidence. Fuelwood

and Alternative Energy Resources, begun in late FY 1979, joins CATIE with ICAITI

to develop improved methods of growing wood for fuel and demonstrating efficient
uses for wood and renewable energy substitutes in rural homes and small industries.

- New Activities

1. Rural Development

Regional Pest Management Program: Pest management problems have dramat-

ically increased dﬁring the last several years in Central America: coffee rust in
Nicaragua (1977) and E! Salvador {1979); coffee berry borer in Guatemala, El Sal-
vador and Honduras: the resurgence of locusts in several countries, and golden nema-
tode of potatoes in Costa Rica, are only a few examples of stresses placed on fhe
region's primary employment and foreign exchange generator =-- agriculture, The

very high incidence of pesticide poisonings from indiscriminate sale and appli-
cation of extremely potent chemical materials, the high incidence of pesticide
residues in animal feedstuffs and runoff from spray application are far-reaching

in fheir effects on human beings as well as on harvested crops. .

This complex problem is receiving serious consideration by 0IRSA, {CAITI and

INCAP. National sanitation agencies are groping for solutions. Pressures are
extremely high among farmers for action to protect their production base. Border
closings due to detected infections seriously inmhibit intraregional trade. ROCAP
and AID have long been concerned about these problems, and consequently a senior
Pest Management Specialist, supported by the Consortium for International Crop
Protection (CICP) recently jocined ROCAP to provide regicnal guidance in this area.
Long-term solutions to this compiex set of problems will require guantum im-

provement in the quality and effectiveness of national and regional agricultural
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protection services., ROCAP, in collaboration with national and regional insti-
tutions, will prepare a new regional pest management activity to address key
constraints and may include training on integrated pest management, development
of improved policias, a pesticide registry, initiate Central American residue
standards, and expand pesticide use recommendations for key crops.

Environmental Policy/Small Farm Forestry Resources: Demographic pressures to

increase productive land in farms has been a major cause of regional forest deple-
tion. Lack of adequate land poficies has caused farmers tc convert often unsuited
forest lands to food crop production, resulting in soil erosion and reduced water
holding capacity. Expanded fuelwood demand is reinforced due to high costs of al-
ﬁernative fuels and fuelwood scarcities ~ with consequent cost increases for fuel-
wood.,

There is a great need to preserve forests and dedicate land for forest bro-
duction. More involvement is required of the rural people in growing trees to meet
their own requirements, create new employment and income oﬁportﬁnftiés and increase
lumber‘supplies to meet rapidly growing housing needs. Forest farming can concur-
_rently protect the land on which they and their neighbors live. Financing the
creation of forest farming and cooperative or community forests and othef wood pro-
duction activities are essential in the future as a sustainable rural enterprise.
Grant assistance for developing forestry production by small farmers with cooper-
atively owned wood processing and secondary woodworking enterprises'to generate new
off-farm, seasonal as well as rural small community employment is needed.

ROCAP proposes to continue to stimulate discussion of work in this area and
sharing of technolcgy ameng the region's countries, CATIE, the region's leading
forest research agency, will be encouraged to spearhead future concentration in

this area. As the new (Central American Agriculture Secretariat evolves, the two

1

institutions will be expected to increase sensitivity to the problem and toc generate
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new activities for national or other donor support.

Regional Post Harvest Loss Program: From product maturity to the consumer's

plate, agricultural products are constantly loosing weight = and gquality. Product
loss due to poor harvest methods, inadequate threshing procedures, poor packing,
inappropriate containers, fransportation losses and poor or inadequately managed
storage facilities costs Central Americans many millions of dollars annualliy.

Exact measurements of the total loss of agricultural products from post harvest
causes are not presently available. Estimates made by several regional and national
institutions place the loss of value to be 15% for corn and 5% for beans annually.
Calculated at average national support price levels for the region in 1979, losses
were $72.9 million for corn and $14.7 miliion for beans. Losses of perishable crops

-is usually higher than that of basic food crops due to their shorter shelf life and. .
fragile nature. Estimates of their losses in the market system alone are avocados
15-20%, sweet potatoes 15%, mangos 30-40%, tomatoes 12-20%, and oranges 15%,

Various but timited efforts are being undertak;n nationally and regiOnaIiy in
this area. However, most are underfinanced and well qualified senior technical
assistance is very ]imited. Several countries in the region are addressing specific
problems in this area such as constructing more public grain storage facilities,
private cold storage facilities for fruits, meat and root crops, and expanding agro-
industrial processing facilities. The United Nations University has signed agree-
ments with INCAP and CATIE to train technicians in this area and is providing
several scholarships annually. ICAITI has conducted studies on losses and their
prevention by processing, but no significant implementation program has been started.

ROCAP believes this an extremely important area for future regional work. |If
the present losses of basic food crops alone could be halted, the result could mean

almost complete regional self-sufficiency for all basic food crops {except beans)
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with existing production levels and an increased estimated income for the region's
1.2 million small farmers of approximately $70 million (in 1975 prices). ROCAP
proposes an initial loan and a grant to galvanize action through training, on farm
and community storage, improved product packaging and more effective distribution
of perishables.

2. Employment Generation Policy and Manpower Development

The problem of growing unemployment in Central America is receiving more
attention as policy makers attempt to cope with generation of jobs, on the one hand,
and reducing the rate_of growth of the labor force through population programs, on
the other. However, employment generation must be dealt with directly and aggres-
sively if productive opportunities for men and women in lower income groups are to
keep pace with growth of the labdr force.

No clear strategy, national or regional, has emerged regarding the most ef-
fective means to accomplish this, nor is it ¢lear which invéstment poillcies are most
amenable to cost effective emplioyment generation. While cost per jdb created is
generally less in rural sectors, investment patterns still favor urban employment.

The governments, however, are beginning to appreciate that efforts to fulfill
basic human needs by means of direct transfer of resources to the'boor through
health, education, and other social services without at the same time incresasing
their productivity and incomes burdens the economy. The roles of the brivate
sector and public sector regarding employment generation are becoming less clear
Qnder present unstable conditions, and limiting the role of governments to formu-
lation/implementation of policies influencing resource flows, incentives towards
labor vs. capital intensive Envestment, etc., may no longer be the only politically
vaiid or realistic approach,

Any effort towards development of an action program for employment generation
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must rely on a better understanding of the current situaticn. A search for ac-
curate, relevant data and information on patterns of rural and urban unemployment
and underemployment, and of characteristics of those involved, however, produces
variable and spotty results. There is no consistent and comprehensive effort to
collect such information in each country, although some notable efforts are con=-
tributing to improving the information base.

We see the potential for regional assistance to concerned national planners.
Recent seminars sponsored by PREALC, ECID, and others point up thé fact that cer-
tain efforts towards resclving this problem couid be conducted regionwide and
linkéd to appropriate national development strategies designed to increase produc-
tive opportunities. A regionwide approach could be accomplished through coordinated
effort in fmproved and rapid data collection and analysis by SIECA/ECID, {ICA, and
the OAS,'all of which are currently engaged in this area; through preparation of
guidelines for policies and legislation for sectoral investment which encourages
specific interventions; with better coocrdination of regional national employment
polfcies by SIECA, IICA and CABE!; and standardization of basic skitlls training.

Efforts now underway in certain Central American countriés to generate system-
atic data collection and improved analysis of changes in rural poverty, e.g., the
Basic Needs Information System project in Costa Rica, and the regional Social
Progress Indicators project, the Agriculture Research and Information Systems
project, and the series of sectoral analysis and planning models by ECID, may pro-
vide a strong basis for a coordinated regional approach. Over the next two years,
ROCAP, with advice and assistance from the USAIDs, will explore an appropriate
institutional structure for coordinating these ongoing and prospective efforts,
and for formulating policy aiternatives, Beginning with a review of 0AS programs

in this area, the results of the 1378 meeting of the Central American Ministers
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of Labor, and ROCAP's previous activity with ODECA and the Central American Council
of Labor Ministers (596-0004 - Manpower and Human Resources) which supported tech-
nical assistance in administration, statistics, manpower training and labor legis-
iatioﬁ, a sufficiently broad knowledge of prospects for a regional activity should
be available. Prospects for such activity will also be reviewed with the MDCC.

At this very preliminary stage, we see a regional program supporting the
following activities:

A. Refinement and expansion of current efforts in collection of data needed
to define and measure unemployment, underemplioyment and income, as well as review~
ing price policies, subsidies, tax structures and incentives, wage rates, seasonal
and other flows of migrants both rural to urban and across national boundries, and
factors which determine local and regional comparative advantage iﬁ agricultural
and industrial production. S

B. Structure available information into instruments for measuring impact of
policies on employment generation, productivity, and income.

C. Devise cost-effective strategies for employment generation; i.e., by
sectors (service, commerce, etc.) and industries (rural agribusiness, assembly,
light manufacture, etc.), which yield highesf emp loyment and net income fér cost
of job created, and for which there is demand in domestic and foreign markets.
CABEI, SIECA/EC!ID, the Federation of Chambers of Commerce, jointly with nationa!
government and private planners, credit institutions, and possibly the Agricultural
Secretariat are likely contributors.

D. Development of training brograms in ecomomics, public administration,
industrial production and marketing, and other specialized courses with INCAE, ICAP,
or universities in the region will be supported, The potential to improve or

establish uniform basic skills training programs will also be examined.
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3. Trade Promotion

Trade promotion appears to offer a3 major opportunity to create new levels
of employment as well as contribute to expanding foreign exchange requirements to
satisfy infrastructure and other developmental needs. For example, for the rural
sector, present estimates indicate that meeting projécted basic food requirements
alone may employ about 50% of new entries into the regional rural labor market in
any one year, The remainder represent a growing problem which could transliate into
significant social unrest and continuing high urban migration.

Closely linked to the issue of employment generation among lower income
urban and rural groups - and as a means to accomplish it - is promotion of trade
in labor intensive products. The next tw§ years are likely to see the foundation
laid for trade ﬁromction-and support pelicies, including both égricuitural and
_industrial ﬁroducts under a revised Common Market Treaty. As momentum develops,
the interests of the smaller agricultural and industrial producers must be assured.
ROCAP foresees, therefore, a need for special assistance in assuring these small
producers greater access to new production methods, greater product diversification,
and markets. We propose to meet these needs with a trade promotion package which
combines the particular skills and experiences of regional and national organiza-
tions into a coordinated effort to identify and exploit existing regional and new
foreign markets, based on comparative advantage. Thf§ program may be greater than
the sum of its parts, although the barts may be justified and supported independ-
ently of each other.

Central American Agricultural Secretariat {grant)

The Central American Ministers of Agriculture have met four times in the
past six months to seek a coordinated solution to persistent, unresolved issues in

regional agricultural trade and development. High on their agenda is removing
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obstacles to intraregional agricultural trade, for which plant and animal sanitation
problems have often been used as an excuse. Joint action, therefore, on plant and
animal sanitation, along with inclusion of accelerated agricultural development
within a revised CACM, and finding means to expand research, production, marketing
and processing of food crops will require concerted and coordinated effort. The
agricultural ministers of the isthmus, and 6f the Dominican Republic, have given
informal support to a proposal made by the ministers of Honduras and Nicaragua (the
latter since resigred) to establish a regional Agricultural Secretariat. Organi-
zational and operafional terms of reference will be presented to the ministers for
consideration at their next meeting in April 1980.

The Secretariat, likely to include Panama énd the Dominican Republic, may be
located within [1CA, whose institutional ties and responsibilities extend beyond
the CACM members, with SIECA as the alternate choice. It will undertake studies
and analyses of agricuitural problems facing the region, and will be responsible
for design of policy alternatives in concert with regional {e.g., IICA, CATlé: and
ECiD), national and private institutions concerned with agricultural planning and
technology.

ROCAP's contribution will be provided only upon assured support of the Secre-
tariat by the countries to be served, and that it will support activities designed
to assure that policy guidance proposed by the Secretariat would satisfy the needs
of small farmers and the rural poor.

- Agricultural Promotion Loans

The CACM region lacks accurate and current analyses of export and unexploited
regional markets, specifics on whom to market through, existing competition, product
quality standards, production timing, identification of climatic/geographic areas
most favorable to specific crop production which maximizes small farm profits, and

marketing infrastructure needed for larger scale operation. Economies of scale and
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consistency in the delivery of given products to these markets are fundamental to
success. The potential for several countries to collaborate in meeting these con=
ditions coliectively and share in the benefits are large. The climate for this
type of coordination is growing rapidly among the region's agricultural public and
private sectors.

ROCAP is proposing an agricultural trade promotion program which joins CABEl's
financial acumen and resources, LAAD-CA's successful experience and technical ex~-
pertise in export promotion and marketing; employment and agricultural sector
planning skills of ECiD and national institutions, with policy direction by na-
tional ministries of Agriculture and Planning. During the 1980's, three export
promotion loans will be provided to CABE! and/or LAAD to finance expanded produc-
tion, processing, packaging and marketing of new or improved agricultural products
for export. Extra-regiona] markets offer the greatest potential for inducing
expanded production, although a range of commodities can now be identified offer-
ing potential for meeting demands among CACM countries. Examples of the latter
include highland fruits and vegetables from Guatemala to lowland Central America,
oil palm from Honduras, spices from Costa Rica and Nicaragua, etc.

Under a technical assistance grant, CATIE will collaborate with national re-
search institutes to develop appropriate small farm production systems for horti-
cultural crops. ICAITI, FICA and CATIE, assisted by LAAD, may provide technical
assistance to research, marketing, agro~industry and transport groups on improved
methods of production, processing, packaging and marketing those products. INCAE,
toc, will participate in the area of small business management.

Commodity Export Trade Promotion/Information (grant)

Depending upon whether or not, over the next several years, there is signifi~

cant progress made by the CACM members in restructuring their own trade poticies,
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probably in line with a revised common market instrument, ROCAP will assist this
effort by contributing to the development of a regionally based competence in
marketing which meets the particular needs of small agribusiness and industries
for accurate and current analysis of exﬁort markets and the means to gain access
to these markets. This resource will forecast potential and identify existing
markets and develop operational linkages to small producers.

This activity must be closely coordinated with assistance being given in
production and marketing infrastructure under bilateral and regional projects. [t
will examine recent naticnal efforts in export promotion, e.g., tax reimbursement
payments, expoft processing zones, etc., for their effectiveness in achieving their
objective and their utility in assisting small producers to gain access to export
markets. It will monitor the impact of production factors affecting FOB prices of
Central American small producer commodities, and the impact of any excise, ad-

valorem or other taxes imposed by importing governments.on the competitiveness of

these products in foreign markets. This resource will provide an information
service to national policy makers and private business interests. It will alert

them to such possible adverse effects on their exports as existing and potential

competition, particular taxes, quality standards, sanitation raestrictions, and other
factors which could create a bias in favor of capital over labor intensive invest-
ment. This resource also will advise private clients of alternate investment op-
portunities emphasizing those which are the most labor intensive. To promote small
producer interests,-it will offer assistance to participating countries in prepar-
ing favorable trade agreements, internal investment policies, and price support and
subsidy programs, This resource will collaborate with and be assisted by ICAITI,
{1CA, INCAE and LAAD in market identification, identification of competition, tech-

nology, feasibility and market testing, and small business management,
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Pagt efforts in regional export promotion {e.g., SIECA - PROMECA) may offer
important lessons to guide renewed effort in this area, and prior to any decision
to develop this project, ROCAP must be able to demonstrate that this is an ides
whose time has finally come.

4. Science, Energy and Technology

Regicnal Energy Planning, Appropriate Technology and Non-Conventional

Energy Dissemination: By the year 2000, the isthmus will face enormous economic

problems, requiring probable restructuring of rural and urban production systems,
because of the increasing cost and scarcity of petroleum. Regfonal imports of
petroleum and derivatives increased from $77 million to $468 million between 1971
and 1978 and could exceed $2 billion by the year 2000 (1I1CA). These cénsumption
patterns significantly increase the proportion of foreign export earnings that will
have to be.diverted from domesti; investment or other important uses to meet the
region's fuel bill, Clearly alternate, non-conventional, energy resources should
be exploited to the maximum extent.

The development of new technologies, particularly for small-scale applications,
has met scattered success during the past decade. Several energy balance surveys
have been conducted on a regional basis by UNDP, Solar America, inc., and more re~
cently by the MITRE Corporation. All recommend comprehensive regional energy planning,
coordination, and information dissemination. Creation of COMENER represents an
initial regional effort towards comprehensive energy planning and information dis-
semination, |ICAIT! is conducting appropriate technology development and demontration
in non-conventional energy resources, e.g., solar, wind, bio-gas, bio-mass, and
ethanol from sugar cane. We understand that the MITRE survey points out the pe-
tential of both ethanol and methanol for the region and recommends that a specific

application study be undertaken. These, as well as national activities will
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comp lement and strengthen ROCAP's ongoing regional fuelwood project.

During the period of this CDSS, and in coordination with other donors,
ROCAP will encourage regional energy planning, research and demonstration in
accord with MITRE and other proposais. COMENER, ICAITI and SIECA appear to be
the most likely regional cooperators at this juncture, For convenience, and
because regional planning differs from technology development, two activities
are shown on the PAPL.

5. Housing Guaranties

ROCAP will consider a HIG for CABEIl in FY 1982 to encourage the Bank
to provide financing for basic public services to upgrade marginal urban com-
munities in Central America. The H!G would be contingent upon the success of
current and proposed AID bilateral upgrading programs in Costa Rica, Honduras
and E1 Salvador. Further HIG loans to CABE! in 1984 and 1986 to provide on-
going financial support for programs }n low ﬁost housing and marginal community

upgrading. This program was initiated by the Bank with a HIG Toan in FY 79,
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CABE]
CACH
CATIE

CCMEP

COMENER
ECID
ICAITI
1ICA
ILO
iINCAE
INCAP
LAAD
QDECA

O IRSA

PAHO

PLADIC

PREALC
ROCAP

SIECA
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ACRONYMS

Central American Bank for Economic Integration
Central American Common Market
Tropical Agricultural Research and Training Center

Central American Coordinating Committee for Marketing and
Price Stabilization

Central American Committee on Energy

Central American Integration and Development Study Center
Centra]'American Research Institute for Industry
inter-American Institute for AgriculturaT.Coopefation
international Labor Office of the United Nations

Central American School of Business Administration

Nutrition Institute for Central America and Panama

Latin American Agribusiness Development Council

Organization of Centrél American States

International Regional Institute for Agricultural Sanitation

Pan American Health Organization

Agricultural Information Program of the isthmus of Central
America

Latin American and Caribbean Employment Program (of 1L0)
Regional Office for Centrail American Programs

Secretariat of the General Treaty of Central American
integration
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(of which Regional Support)zj 7-1/2 7-1/2 7-12 7=1/2 7-1/2

Assigned to San Jose
A{D/W contract until FY 82
Inciudes one ID! in Guatemala

Shared services with USAID/G and with other Central American
USAiIDs for Financial Analysis

Regional services officer
Assigned to Tegucigalpa, office funded by DS/H

‘Regional support personnei: Controller (1-1/2 of 3),
Supply and Management Advisor, Economic Analysis Officer,
Pest Management Advisor, Regional Housing (2 of 2) Science
and Technology Advisor.
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TABLE |

CACM INTRAREGIONAL IMPORTS~

1960
1965
1970
1375
1977
1978
1378

‘33,

137.
308.
555.
760,
937.
916,

AVERAGE ANNUAL COMPOUND

© 1960-65
1965-70
1970-75
1975-79

VALUE ADDED BY MANUFACTURiING PRODUCT i ON=

32.
17.
i2.
13.

1/
7

5

"

|

8

2

0

GROWTH ‘RATEY
In

6

4

3

2/

(In Constant 1960 Prices)

1960
1965
1970
1975
1978

379.
578.
843.
1118,
1390.

Average Annual Growth

1960-65
1965-70
1970-75
13975-78

8
7
5
7

4
2

6
8
7

Rates

8%
.8%
.8%
.5%

For 1960-77, SIECA, lIntegracidn en Cifras, July 1979, p. 38,

For 1978, SIECA, Estudios Sociocecondmicos 1971-78, Aug. 21,

1979, Table 26. For 1979, press report (Nuevo Diario),

December 12, 197S.

For 1960-70, SIECA, V! Compendio Estadistico Centroamericano,
1975, Page 362; for 1970-78, SIECA, Centro América: Estadfs-
ticas Macroecondmicas 1971-78, 21 de agosto 1979, Table 7




AVERAGE LABOR REQUIREMENTS iN CENTRAL AMERICA
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TABLE 1!

FOR PRODUCING SELECTED CRCPS

1/ Man-Days Man=Years Hectares Order
Crop— per per per of
Hectare Hectare-— Man-Years— Priority
(Horticultural Crops)
Strawberries 796 3.18 0.31 (1)
Okra 343 1.37 0.73 (2)
Tomatoes 267 1.07 0.93 (3)
Cabbage 255 1.02 0.38 (4)
Onions 166 0.66 1.52 (7)
Cucumbers 155 0.62 1.61 (8)
Red Peppers 144 0.58 1.72 (10)
Potatoes 134 0.54 1.85 {(12)
Garlic 123 0.49 2.04 (13)
Watermelon 90 0.36 2.78 (20)
{(Traditional Export Commodities) ;
Coffee 199 0.79 1.26 (6)
Cotton 119 0.48 2.11 {14)
Sugar 143 0.57 1.74 (11}
(Basic Grainms)
Domestic Corn
(Unmechanized) 85 0.34 2.94 (23)
Domestic Corn
{(Mechanized) 75 0.30 3.33 {25)
Hybrid Corn
{(Unmechanized) g2 0.36 2.72 {(19)
Hybrid Corn
(Mechanized) §7 0.35 2.87 {21)
Sorghum 66 0.26 3.79 (30)
Beans 1) 0.38 2.60 (18)
Beans
{(with corn) 113 0.45 2.21 (16)
Dryland Rice 104 0.4%2 2.40 (17)
irrigated Rice 147 0.59 1.70 (9)
(Fruit Crops)
Citrus Fruits 86 0.33 2.92 {22)
Mango 68 0.26 3.68 (29)
Avocado 69 0.26 3.66 (28)
Coconut 48 0.19 5.32 (32)
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Continuation Table 11|

1/ Man=-Days Man=-Years Hectares Order
Crop— per per 5, per 5, of
Hectare ‘ Hectare— Man~-Years= Priority
Bananas : 64 0.25 3.97 (31)
Pineapple 114 0.46 2.19 (15)

{Miscellaneous Crops)

Sesame 72 0.26 3.47 (27}
Soya : 73 0.26 3.42 (26)
Kenaf 84 0.33 2.97 (214)
Tobacco 250 1.00 1.00 . (5)
Pastures for

Livestock 25 0.10 10.00 (33)

Source: Weighted averages calculated from C.A. country crop production
cost data on a primary employment basis only. Rankings assume
crop activities are profitable under normal conditions and at
going wage rate for labor.

1/ Assumes one crop only per year; figures are much higher where multi-
ple cropping is feasible.

2/ It is assumed that one man-year of lgbor equals 250 working days.

3/ The inverse of Column 2.

This table underestimates the importance of some crops {mainly horti-
cultural crops) as opportunities for remunerative empioyment because, with
the exception of strawberries, in many areas in Central America they often
lend themselves to two, three and even four plantings per year. C(alculat-
ing relatively more harvests per year, horticultural crops emerge as the
most use of land which makes a maximum contribution to the employment of
additional labor.





