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PRFACE 

This report presents the 
results of a research study entitled
 

"Nontraditional Export Expansion in the Central America Region." 
 The
 

study was conducted by the International Policy Center of SRI
 
International as a work order under an 
AID Indefinite Quantity
 

Contract (No. PDC-0000-I-00-.6133-00) on macroeconomic and
 
international economic research. 
 The Office of Development Programs
 

in the Bureau for Latin America and the Caribbean of the Agency for
 

International Develooment sponsored the study.
 

In the first phase of this study, SRI economists carried out
 
field research in seven countries: Belize, Costa Rica, Guatemala,
 

Honduras, Panama, Dominican Republic and Jamaica. The latter two
 
countries were included since they are similarly situated but are not
 

subject to political instability of the same type that the other
 
countries have faced and, in some instances, continue to face.
 

Project team members traveled to each of the seven countries to
 

gather data, confer with USAID Mission representatives, and interview
 

government officials and executives of businesses engaged in exporting
 

nontraditional goods. Following general introductory sections, 
this
 

report includes sections 
for each of the countries examined. The
 
country sections review each country's experience in exporting
 

traditional and non-traditional commodities, examine the principal
 
determinants which underlie nontraditional export performance,
 

indicate potential opportunities in the future, and present a series
 
of action recommendations aimed at expanding nontraditional exports.
 

The country reports were prepared by the following individuals.
 

John Mathieson, Director of SRI's International Policy Center, drafted
 

the analyses for the Dominican Republic and Jamaica. Andrew
 

Zimbalist, who wrote the Costa Rica and Panama reports, is Chairman of
 

the Department of Economics at Smith College and a consultant to SRI.
 
Philip Karp, an SRI Senior Political Economist, is responsible for the
 

Belize and Guatemala analyses, and SRI International Economist
 



Kathleen Heffernan prepared the Honduras report. The reports are 

similar in structure, but differ according to the country 

circumstances encountered. 

Each country section is appended by two sets of data, the first
 

of which is export statistics at the one and two digit SITC level of
 

disaggregation. The second appendix includes macroeconomic statistics
 

on factors which act as potential determinants of nontraditicnal
 

exports.
 

The second phase of this study involved the analysis, including
 

single equation econometric testing, of relationships between trade
 

performance and underlying determinants. In the study's third phase,
 

the project team presented recommendations for appropriate actions to
 

improve performance. This report is intended to be of use to USAID 

Missions and Bureaus, and hopefully to the policymaking communities in
 

the United States and in each of the countries examined as well. 
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NONTRADITIONAL EXPORT EXPANSION IN THE CENTRAL AMERICA REGION
 

I. PROJECT SUMMARY
 

A. INTRODUCTION
 

Over the past decade, the economies of Central America have been
 

buffeted by a continual series of economic and political shocks, which
 
cumulatively have 
 resulted in severe economic dislocations and
 

declines in output and incomes. Some of these shocks, such 
as
 
declining commodity prices, rising oil prices, currency instability,
 

high interest rates, global stagnation, and growing trade
 
protectionism have been externally imposed on these 
nations. Other
 

major problems are of local origin, including excessive government
 
spending, inappropriate economic policies, and overvalued 
exchange
 

rates. Finally, shrouding these economic difficulties has been the
 
pall of regional political instability and strife, which has seriously
 

disrupted commercial activities and threatened the overall business
 
environment of several countries.
 

All countries in the region are heavily dependent imports to
on 


support economic activity and meet 
consumer needs. Export earnings
 
are required not only to finance imports, but also 
to meet onerous
 

debt servicing requirements. Nations in Central America and the
 
Caribbean region have historically relied on sales of traditional
 

products, essentially in the agricultural and mineral categories, to
 
generate needed foreign exchange. Traditional agricultural exports
 

have consisted mainly of plantation crops such as sugar, coffee,
 
cacao, bananas, and tobacco. The primary mineral exports have 
been
 

bauxite, ferronickel, gold, and silver. For decades, foreign sales of
 
these products sustained the domestic economies of these countries.
 

In recent years, highly volatile and generally declining commodity
 
prices, increased competition from new sources of production, and in
 

some cases various forms of protectionism have combined to reduce the
 
volumes and/or values of exports in many traditional commodity
 

categories. This contraction occurred at the very time when rising
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overall trade deficits and debt repayment obligations raised the need
 

for these countries to increase foreign exchange earnings.
 

These sobering economic realities have forced governments to
 

reconsider their basic policy strategies and to shift emphasis from
 

import substitution policies to export promotion orientations.
 

Expanding kncwledge and appreciation of the successful economic models
 

of the newly industrializing countries of East Asia (South Korea, the
 

Republic of China, Hong Kong, and Singapore) added momentum to the
 

change in approach in the Caribbean Basin region. The shift was also
 

encouraged by various incentives prcvided by the United States in the
 

so-called Caribbean Basin Initiative (CBI) and in related trade and
 

tax policies.
 

The change from import substitution to export promotion has been
 

initiated in most countries in the region, but it is far from
 

complete. In addition, the overall "results" of the CBI have been
 

modest to date and are disappointing to most recipient countries.
 

However, students of the East Asian development experience would point
 

out -that the gestation period for fundamental policy reforms is
 

considerable, and it simply takes time before material impacts are
 

achieved.
 

Regardless of whether or not "the CBI is working," what remains
 

clear is that the program and indeed the region's economic prospects 

hinge on the development and growth of "nontraditional" exports -

commndities that fall outside the range of traditional exports. The 

experience, determinants, and prospects of the region's nontraditional 

exports are the subject of this study. 

B. Regional Performance and Prospects
 

The overall export performance of the seven countries included in this
 

study has been subject to both cyclical and structural changes over the
 

past fifteen years. From 1970 to 1975, the aggregate exports of the group
 

grew from $1.4 billion to $3.6 billion, at an annual average growth rate of
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nearly 21 percent. This rise can be attributed principally to increases in
 

tradi- i ,al exports, which benefited from strong international demand and
 

rfsing commodity prices.
 

Over the latter half of the 1970s, the growth of traditional exports
 

slowed markedly, to only 8 percent. This was due to decreases in commodity
 
prices and demand caused by the global recession induced by a quantum rise
 

in oil prioes. During this same period, however, the group's
 

nontraditional exports increased 
at annual average rates of 20 percent.
 

The sum result was a rise in total exports from $3.6 billion in 1975 to
 

$5.8 billion in 1980.
 

In the 1980s, the cyclical downturn in comiodities markets has taken
 

on structural characteristics. That is, consumption levels of basic
 
commodities 
have fallen due to the introduction and use of advanced
 

materials (e.g., fiber 
optics, plastics, ceramics) and substitutes (e.g.,
 
sugar substitutes). 
 In the case of sugar, the Central American/Caribbean
 

countries have also been severely affected 
by reductions in U.S. sugar
 
quotas. Fur Lier exacerbating these trends were the second round of oil
 

price rises in 1979-1980, deep recession in the United States and
 

elsewhere, the onset of the protracted debt crisis, and regional political
 

instability.
 

The cumulative effect of these adverse conditions has been a reduction
 

of the group's total exports to $4.8 billion in 1984, the last year for 
which comprehensive data are available. 
The leading cause for this decline
 

was a 20 percent decrease in traditional exports from 1980 to 1984.
 
However, nontraditional exports also declined by 10 percent 
over the same
 

period.
 

The drop in exports has led to rising frustrations in the region, as
 

well as complaints that the Caribbean Basin Initiative (CBI) incentives
 

have not yielded their intended results. These conclusions should be
 

conditioned by a number of facts and observations.
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" 	 Recent data and interviews indicate that in certain
 

countries, especially Costa Rica and the Dominican
 

Republic, the exportation of nontraditional products is
 

taking hold and is likely to expand relatively rapidly
 

over the next few years.
 

* 	 The CBI, which was implemented in January 1984, was
 

accompanied by publicity which engendered excessive
 

expectations which were unwarranted in view of
 

historical experience. However, one major objective of
 

the CBI has been to nurture an export orientation in the
 

region. The SRI team concludes that this goal is well
 

in the process of being accomplished.
 

* 	 Basic changes in policy orientation require considerable
 

time and effort, and the introduction of new export
 

ventures entails a gestation period and a certain amount
 

of "growing pains." The initial results of policy
 

changes made and new ventures established are promising.
 

" 	 Overall trade trends mask two important and beneficial 

shifts in the structure of trade. First, the share of
 

nontraditional exports in the group's total exports rose
 

from 23 percent in 1970 to 34 percent in 1984,
 

indicating diversification. Second, the destination of
 

the group's exports has shifted increasingly from
 

regional markets, which have contracted, to the United
 

States, which represents a much larger and more stable
 

market if trade restrictions are avoided. U.S. trade
 

figures show marked increases in imports of
 

nontraditional goods (e.g., wearing apparel,
 

miscellaneous manufactures) from the region in 1985 and
 

1986.
 

A significant proportion of the nontraditional exporters
 

interviewed for this study indicated that they had
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inaugurated their e:porting activity only within the
 

past one or twc years, and that increases in volumes are
 
recent. While this 
sample is by no means scientific,
 

and is probably skewed toward the "high achievers" with
 

respect to export performance, it provides evidence that
 

export increases are being achieved but have not yet
 

been recorded.
 

These observations 
do not belie the fact that major problems and
 

obstacles to export expansion remain in place, nor are they intended 
to
 
paper over what is generally acknowledged to be disappointing regional
 

performance to date. 
 Each country examined faces a series of challenges in
 
the years ahead.
 

Stepping away from current developments and taking a broader,
 

longer-term perspective, the SRI team concludes 
that the potential for
 
increasing the region's nontraditional exports is considerable, for two
 

basic reasons.
 

1. An objective assessment of available economic resources
 

indicates that most if not all of the countries possess
 

the basic ingredients necessary for nontraditional
 

export growth. The primary asset is labor, supplemented
 

by climatic conditions and geographic location.
 

2. The SRI team observed a significant shift in attitude
 
and approach throughout the region toward an export
 

orientation. The realities that the economies can no
 
longer depend on commodity earnings and import
 

substitution policy regimes are increasingly
 

acknowledged both in the business and policymaking
 

communities. The extent to which 
 this shift in
 
perception has been translated into concrete reforms 

varies, but the shift itself has clearly taken hold.
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Rates of growth in nontraditional exports from the region in the
 

range of 10 to 20 percent annually over the next decade are
 

conceivable under a reasonable scenario. However, the achievement of
 

these rates is a feasible possibility rather than a prognosis. The
 

chances of reaching this goal are contingent on three necessary
 

conditions, each of which represents a major challenge.
 

1. 	The structural economic imbalances which result directly
 

or indirectly in high inflation, foreign exchange
 

shortages, and high interest rates -- each of which is a
 

constraint to investors and exports -- gradually be
 

alleviated through prudent policy management and
 

adjustment strategies. In most cases, this in turn
 

involves the extremely difficult balancing task of
 

maintaining political and social stability over a period
 

of prolonged austerity.
 

2. 	The individual country governments should continue to
 

dismantle policy-induced impediments to exporting.
 

These "bottlenecks" range from overvalued exchange rates
 

to cumbersome customs procedures to high import duties
 

required of firms operating outside free zones, and most
 

represent vestiges of import substitution regimes.
 

Differences in progress achieved in these areas largely
 

explain differentials in recent performance. Those
 

countries which have achieved the most in terms of
 

appropriate policy reforms (particularly Costa Rica and
 

the Dominican Republic, and Jamaica to a slightly lesser
 

extnt) will be rewarded with higher than average export
 

growth rates. However, additional changes are necessary
 

in all countries in the region if they hope to become
 

sufficiently uompetitive.
 

3. The U.S. government should keep the region's access to
 

U.S. markets as open as possible, and forestall efforts
 

to erect trade barriers on a commodity-by-commodity
 

-6



basis. Nontraditional exporters have been chastened by
 

the imposition of restrictions on a growing list of
 

products, and/or the withdrawal of goods from
 

e'igibility for preferences. Many firms are hence
 

loathe to invest in large scale facilities or ventures
 

at a time of acute protectionist pressures in the United
 

States.
 

The discussion has thus far focused on the performance and
 

outlook for the Central American/Caribbean region as a whole. The
 

prospects for individual countries studies vary considerably, and are
 

summarized briefly below. More detailed discussions are presented in
 

the country case study sections of this report.
 

Belize's nontraditional exports have grown at an average 5
 

percent per year since 1980. This growth rate could increase modestly
 

to the 5 to 10 percent range as policy improvements boost exports.
 

The strongest prospects are for gains in agricultural exports, 

especially citrus products, but also winter vegetables and cacao. 

Opportunities for eydorts of garments and other labor-intensive 

manufactures are constrained by the small size of the labor force. 

However, exports of apparel to the United States have grown to a level 

of about $14 million in recent years, and have become the largest 

product category in Belizean exports to the United States. 

The outlook for Costa Rican exports of nontraditional goods is
 

usually the best among Central American countries. The nation's
 

economic base is sufficient to support a diversified set of exports,
 

including agricultural and light manufactured goods to the United
 

States, and intermediate and consumer goods to regional markets. Led
 

by apparel and fruit and vegetables, Costa Rican exports to the
 

United States expanded by 32 percent in 1986 over 1985. However, the
 

country's sales to its neighbors in the region have languished. Under
 

appropriate domestic and international conditions, one could
 

reasonably project Costa Rica's nontraditional exports to rise at
 

annual rates of between 15 and 20 percent over the next few years.
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In Guatemala, reversing the dowmward trend in nontraditional
 

exports, which fell from $680 million in 1980 to $386 million in 1985,
 

will be a major challenge for the government of President Marco
 

Vinicio Cerezo. However, recent developments indicate that a return
 

to positive growth is likely. The President's announced macroeconomic
 

targets and exchange rate reform are perhaps the most important steps
 

toward placing nontraditional exports back on a growth trajectory, but
 

a number of additional policy changes are required. The greatest 

near-term opportunities lie in the agribusiness sector, particularly 

winter vegetables, but exports of wearing apparel from Guatemala to 

the United States have also grown steadily in recent years. Assuming
 

a subsidence in the regional political crisis and attainment of the 

desired impact of recent reforms, Guatemalan nontraditional exports 

could reach their 1980 peak within two to three years, and then 

continue to grow at a more moderate rate of 5 and 10 percent 

thereafter. 

Honduran nontraditional exports grew by an average annual rate of
 

10 percent in the 1960s and 20 percent in the 1970s, but following 

their peak in 1980 have decreased. Part of this reduction can be 

traced to price falls for two forestry-related goods, manufacturers 

from wood -- mainly furniture -- and turpentine. Some of the decline
 

may also be due to underinvoicing. Regional political instability has
 

clearly exerted a detrimental impact, However, recent gains have been
 

reported in 1986 exports of nontraditional agricultural products, 

garments, and wood and wood products to the United States, and these 

sales should continue to expand. Under appropriate conditions, 

Honduran nontraditional exports could return to growth rates in the 5 

to 10 percent range. 

Nontraditional exports from Panama expanded from $76 million in 

1979 to $101 million in 1985 and an estimated $133 million in 1986. 

Much of the recent success can be attributed to increases in assembly 

operation (especially apparel) in the Colon Free Zone and in sales of 

fishery products (including shellfish), which have offset declines in 

other areas. The prospects for agricultural and forebtry product 
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exports are also relatively good and increased sales of certain
 

industrial products can also be expected. Collectively, these exports
 

could generate increases in the 10 to 15 percent range over the next
 

five years.
 

The Dominican Republic enjoys the broadest range of
 

nontraditional export opportunities among all countries in the
 

Caribbean Basin region. Following currency devaluation, activity in
 

the nation's free zones has boomed, especially in the categories of
 

textiles and apparel and miscellaneous manufactures. Several large
 

electronics ventures are now producing or preparing to produce
 

components in the country. Nontraditional agricultural exports (e.g.,
 

melons, tropical fruit and winter vegetables) are likely to expand
 

gradually. Overall, Dominican exports could increase 
by 15 to 20
 

percent annually in the years ahead.
 

Jamaica's nontraditional exports fell in most years in the 1980s
 

after recording an average growth rate of 12 percent in the 1970s.
 

Interest in Jamaica as an export "platform" has risen quickly
 

following the country's currency devaluation. Exports of apparel to
 

the United States, for example, grew from $26 million in 1984 to $99
 

million in 1986. Other opportunities cover the range of light
 

assembled products, such as electronics, footwear and leather
 

products, and other manufactures requiring labor-intensive production
 

processes. If the current low level of U.S. dollar-based wage rates
 

remain in place, overall growth rates of 10 to 15 percent for
 

nontraditional exports could be anticipated.
 

These growth projections are not intended to represent precise
 

forecasts, but rather are indicative of rates of expansion which could
 

be anticipated over the next five to ten years if reasonable progress
 

is achieved in the conditions described above. Actual growth rates
 

could exceed those indicated, particularly in individual years as
 

exports pull up from trough levels. Similarly, deteriorating
 

conditions could result in lower or even negative rates.
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C. Common Experiences and Lessons
 

The nontraditional export performance of each of the seven
 

countries included in this study is to a certain extent unique, and
 

will continue -to vary as a result of differences in domestic
 

conditions and policies. Notwithstanding these variations, the
 

project team has identified a number of common factors which are
 

shared by most or all of the countries in the region. Drawn from the
 
interviews and analysis undertaken, these observations are intended to
 

provide an overview of current conditions which are affecting -
positively and negatively -- nontraditional exporting activities in 

the region, as well as the requirements necessary for improving 

performance. 

The analytical framework developed by the project team to assess
 

the major determinants of nontraditional exports focuses on three
 

functional categories of requirements: Markets, capacity, and
 

competitiveness. In short, exporters need access to foreign markets,
 

the capacity to produce the goods involved, and the ability to produce
 

these goods competitively. This section summarizes the common
 

e'periences and their implications under the rubric of these three
 

categories of determinants.
 

Markets
 

1. The historical trade pattern for all seven countries
 

shows that they exported "traditional" commodity
 

products to the United States and other industrial
 

countries, and they sold "nontraditional" goods to
 

markets within the region. Effective demand in these
 

latter markets has fallen sharply in recent years, as
 
have earnings from commodity exports. As a result, the
 

share of nontraditional products in total exports is
 

gradually rising, and the destination of exports has
 

shifted dramatically to the United States. Sales to
 
other industrial countries are very limited, but may
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rise gradually over time. For the time being,
 

nontraditional exporters are concentrating almost solely
 

on the U.S. market.
 

2. 	The majority of new market opportunities have been
 

opened by and are highly dependent upon a series of U.S.
 

policies which provide preferential access to the U.S.
 

market. The U.S. Generalized System of Preferences
 

(GSP), the Caribbean Basin Economic Recovery Act (CBI),
 

and the Section 807 provisions of the U.S. Tariff Code
 

have provided critically important incentives for
 

ventures which might otherwise be unprofitable. New
 

exporters in the region are hence vulnerable to the
 

threat of partial or total policy reversals by the U.S.
 

government.
 

3. 	In all of the countries examined, nontraditional
 

exporters have encountexed problems in accessing U.S.
 

markets in particular product categories. Problems have
 

included rejected shipments (especially for agricultural
 

products), unanticipated labeling requirements, 

documentation difficulties, rulings on contents of 

processed foods, new tariffs and countervailing duties, 

ineligibility of U.S. ventures for OPIC insurance, and 

so forth. These problems have two Causes -- lack of 

familiarity with U.S. policies and procedures, and
 

implicit or explicit forms of trade protectionism
 

initiated by U.S. firms. Unfamiliarity should diminish
 

over time, but protectionism represents a threat, in 

both perceptions and actuality, to exporters in the
 

region.
 

4. 	At iie level of the individual firm, most exporters
 

acknowledged that they lack necessary marketing
 

techniques, experience, and information. Thie in turn 

has led to foregone opportunities, an undesired 
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dependence on buyers, the production of goods with
 

substandard quality, and the establishment of
 

ineffective or even counterproductive joint ventures.
 

Exporters, particularly locally owned firms, are now on
 

a marketing "learning curve" and will overcome many of
 

these problems as they gain experience. However, they
 

constitute a major constraint for the period immediately
 

ahead.
 

5. 	Regional exporters need to establish stable marketing
 

channels and relationships if they hope to achieve
 

appropriate economies of scale and reduce uncertainties
 

and vulnerabilities. Most entrepreneurs expressed a
 

desire to enter into mutually beneficial marketing
 

arrangements or joint ventures with U.S. firms, but
 

noted numerous examples of poor experiences in the
 

recent past.
 

6. 	The project team "reconfirmed" the truism that "success
 

breeds further success" at both the macroeconomic and
 

microeconomic levels. Companies which have achieved
 

shares of U.S. markets due to price, quality, and
 

experience, are obtaining larger orders. The
 

demonstration effects of successes in free zones are
 

taking hold among local business communities, and
 

foreign investors are focusing their attention on
 

countries or sectors with proven records. In addition,
 

successful local exporters are actively considering new
 

ventures which represent vertical or horizontal
 

extensions of their current output.
 

Capacity
 

1. 	Overall, the region's productive capacity for producing
 

nontraditional exports is significantly underutilized.
 

Certain factors of production, especially labor and
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land, are readily available. Other inputs, such as
 

capital and managerial expertise, need to be rechanneled
 

from other uses into the export sector.
 

2. 	The region's primary asset for utilizing and developing
 

a viable export sector is its labor resources, which are
 

described as abundant, trainable, and industrious.
 

Labor markets do vary. In Belize, the labor pool is
 

relatively small. Costa Rica enjoys a better than
 

average mix of higher-intensive industries but is
 

impeded by onerous labor laws. In general, however,
 

nontraditional exporters view their labor forces 
as
 

being ample and highly productive, and most indicated
 

that labor militancy is waning as a result of economic
 

realities.
 

3. 	In addition to labor, the region also has comparative
 

advantages arising from arable land and favorable
 

climate, which support agricultural production, and
 

geographic proximity to the major new market for
 

nontraditional exports, the United States. Both of
 

these assets need to be developed further if they are to
 

be fully exploited. New land pattern uses and
 

production methods need to be employed in the
 

agribusiness sector, and the volume of trade needs to be
 

expanded in order to reduce unit transportation costs.
 

4. 	The primary capacity constraint to expanded exports is 

the unavailability and/or high cost of capital and 

credit. In the more dynamic areas throughout the 

region, factory space of appropriate quality is in short 

supply. On the one hand, exporters are almost unanimous 

in 	 their complaints that interest charges are too high 
(due primarily to tight monetary policies), and that
 

lenders require physical assets such as land or their
 

homes as collateral for loans. On the other hand,
 

-13



lenders argue that businesses often seek to overleverage
 

their ventures, and lenders often have problems in
 

pursuing recourse in the event of loan defaults.
 

Whatever the cause, the dearth of investment and working
 

capital has hindered the ability of nontraditional
 

exports to initiate operations, expand capacity, and
 

cover the financing requirements of larger trade
 

volumes.
 

5. Infrastructure inadequacies have created bottlenecks
 

which range from minor nuisances to considerable
 

constraints to exporters. To a large extent, supporting
 

infrastructure was designed to serve traditional
 

exporters, rather than meet the needs of nontraditional
 

exporters. Problems lie lcss in road and rail networks
 

than in port and air cargo facilities. Producers of
 

agricultural goods require refrigeration and storage
 

facilities and rapid on/off container capacity at ports,
 

which are lacking in many instances. Operators of
 

assembly businesses also need efficient transportation
 

links to provide them with the quick responses required
 

by purchasers. Most exporters also commented that they
 

lack regular, reliable air and sea cargo service.
 

6. Access to necessary utilities is a problem in certain
 

areas. The primary concern is the lack of stable
 

supplies of electricity. Electricity blackouts or
 

brownouts, whether scheduled or not, are highly
 

detrimental to sensitive machinery and often require a
 

complete shutdown of production lines.
 

7. The export capacity of all countries in the region is
 

limited by shortages of foreign exchange, coupled with
 

cumbersome customs procedures that are often designed to
 

ration scarce foreign exchange. Exporters (such as
 

businesses in free zones) eligible for duty free
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treatment on imports of machinery and other inputs have
 

fewer problems ultimately receiving the inputs, but
 
often have trouble obtaining them on tight schedules.
 

8. 	The growth capacity of a large number of export firms is
 
limited by little or no depth at middle management
 

levels. Top executives are often competent,
 

well-educated, and hard working, but they must oversee
 

production line operations, marketing, finance and
 
administration. When they travel abroad they may leave
 

a vacuum of decisionmaking ability, since junior
 
management is unprepared to 
 carry on business
 

transactions. This problem should gradually be overcome
 

as 
firms grow in size, but in the near term firms are
 

constrained by shortages of business management skills.
 

Competitiveness
 

1. 	The principal source of competitiveness for
 

nontraditional exporters in the region is low wage
 
rates, especially for agricultural or production line
 

workers. Although wages vary, they are in general
 
extremely competitive vis a vis the United States and 

Puerto Rico, and in most cases they are well below 
prevailing rates in South America and even the Far East. 

2. 	The prices of a significant range of the region's
 

nontraditional agricultural exports are or have the
 

potential for being competitive particularly in U.S.
 
markets. However, profit margins are squeezed by high
 

transportation, marketing and packaging costs and
 
by small production runs that don't allow producers to
 

take 	advantage of economies of scale.
 

3. 	An appropriately valued foreign exchange rate is
 

critical to the competitiveness of exporters. The
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interest of investors and exporters in Jamaica and the
 

Dominican Republic following these countries' currency
 

adjustments grew dramatically, and can sustain export
 

gains so long as the currencies do not become overvalued
 

as a result of domestic inflation. The key link is that
 

export competitiveness is strongly determined by the
 

U.S. dollar-valued wage rates in the region.
 

4. 	Domestic price distortions caused by price controls
 

and/or import substitution regimes act as a major
 

constraint to exports. In a number of countries, price
 

distortions provide incentives for investment capital to
 

remain in import-substitution activities or other areas
 

in which profitability is assured through official
 

policies rather than by market forces.
 

5. 	From the perspective of exporters, numerous market
 

imperfections reduce competitiveness and/or
 

profitability. Most of these are policy-induced, and
 

include land use restrictions, labor laws, limited
 

access to local capital, and delays in applications for
 

various business transactions. The sum result is
 

limited flexibility to adapt to altered business
 

conditions and an inability to respond quickly to new
 

sales opportunities.
 

6. 	High transportation costs place exporters at a
 

competitive disadvantage. As trade volumes rise over
 

time, container costs should fall, but means to more
 

efficient and less expensive transportation services in
 

the 	near term should be explored.
 

7. 	In most countries, the cost of capital is high in real
 

terms and hence squeezes returns if exporters employ
 

debt rather than retained earnings for financing.
 

Reduced interest rates will occur only in tandem with
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the achievement of overall structural adjustment and
 

financial stability.
 

D. Elements of an Export Promotion Strategy
 

As noted previously in this report, a perceptible change toward
 

an export orientation can be observed in the Central
 

American/Caribbean region. In addition, an objective assessment of
 

economic assets indicates that the potential for increases in regional
 

exports of nontraditional goods is considerable. However, this
 

potential has not been fully tapped.
 

Drawn from the findings of this project, the following discussion
 

points out the possible elements that might represent components of an
 

aggressive comprehensive export promotion strategy -- with a
 

concentration on ncntraditional products -- for individual countries 

in the region. Progress has been achieved in each of these areas to
 

varying extents in specific countries. Specific examples will be
 

noted where appropriate.
 

The pursuit of export promotion is primarily the responsibility
 

of the governments and business communities of each country. However,
 

in all elements described below, donor assistance could enhance the
 

pace and quality of their formulation, adoption, and implementation.
 

1. Attitudinal Change Efforts. Domestic constituencies need to
 

become completely aware that exporting nontraditional products is not
 

only feasible, but also the only viable alternative for restoring
 

economic output and well being in the region. Local markets are
 

simply too small to support import substitution approaches. Programs
 

should seek to target leadership in the government, the business
 

community, the media, and elsewhere. In this area, the work and
 

results of CINDE in Costa Rica have been impressive. In addition, the
 

announcement in Honduras that 1987 is "the year of exports" is a
 

noteworthy approach to direct public attention toward exporting.
 

Long-term education programs also include building domestic
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constituencies for appropriate policy changes as they are developed
 

and put into place. These efforts are especially important to
 

overcome import substitution mentalities which have become ingrained
 

over decades.
 

2. Comparative Advantage Assessment. Each government should
 

undertake an examination of the nation's true export "assets" and 

"liabilities" which form the foundation for profitable exporting. 

This assessment need not be exhaustive in either depth or breadth; 

rather, it should serve as a general guide for the implementation of
 

incentives and promotional activities. A number of countries in the
 

region currently take a "scattershot" approach to nontraditional
 

export development, and considerable efforts and funds have been
 

ill-used on fundamentally inappropriate export candidates. No export
 

opportunity should be ignored, but local business communities and
 

government bodies need an indication of the types of export projects
 

which are essentially viable.
 

3. Export Promotion Policy Strategy. The countries in the
 

region have taken clear strides to encourage new forms of exporting.
 

These efforts could be given direction and impetus through the
 

creation of an overall policy strategy or blueprint. The strategy
 

would encompass fiscal policies, foreign exchange rates Incentives,
 

tariffs, and business procedures and regulations as they affect
 

exports. The strategy would be developed on the basis of an
 

assessment of current policies, a design of "ideal" policies from the
 

viewpoint of exporters, and a detailed implementation plan and
 

schedule indicating how shifts can be made from the existing to the
 

ideal policies. An excellent model for such an undertaking is the
 

National Export Development Plan prepared by the Nontraditional
 

Exporters Guild in Guatemala.
 

4. Marketing Information Database/Service. A legitimate and 

useful role carried out by export-oriented governments is the 

provision of relevant information and data to current and prospective 

exporters. This would cunsist of a readily accessible central 
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repository of information on trade procedures and opportunities, 

staffed by knowledgeable professionals. The service at a minimum 

should offer information on U.S. import rules and regulations. Also, 

marketing data (trade and consumption) on sectoral prospects would be 

useful, as well as lists of purchasing agents. Finally, the service 

could organize seminars and training sessions. The trade development
 

programs of the U.S. Department of Commerce could serve as a model for
 

similar services, albeit smaller in scope, in the region.
 

5. Export Trade Finance Assistance. Governments should consider
 

opening special financing "windows" for nontraditional exports.
 

Needed services in this area include lines of trade credit, letters of
 

credit facilities, and official guarantees. The latter would not
 

incur significant budget outlays. Adequate trade financing is of
 

critical importance to both small firms and exporters seeking to
 

expand the volume of their foreign sales.
 

6. Management Training Programs. The dearth of middle
 

management skills -- accounting, budgeting, [nventory control,
 

receivables management, personnel management, and so forth -- is felt
 

throughout the region. Top-level managers typically receive 
good
 

educations in U.S. universities, often business schools, but middle
 

managers often find a lack of relevant curricula in local
 

institutions. Governments should begin with an "audit" of business
 

skills coirses to prepare a needs assessment. New courses or training
 

programs should take into consideration the fact that employers are
 

not able to release their middle managers for an extended period of
 

time, which suggests that programs should be intensive and short in
 

duration and/or carried out in night sessions.
 

7. Export Promotion Activities. In addition to the important
 

and difficult task of creating a business climate conducive to
 

exporting, national governments can and should also undertake general
 

export promotion. Functional components of promotion programs include
 

the preparation of a marketing brochure with relevant information for
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country, and participation in trade fairs and seminars. Effective
 

programs can be small in scope and budget, and can be combined with
 

the marketing information service described above. Noteworthy work in
 

this area has been undertaken by FIDE and FEPROEXAAH in Honduras, and
 

by the Nontraditional Exporters Guild -- a private organization -- in
 

Guatemala.
 

E. Regional Initiatives
 

In both theory and practice, the vast majority of trade promotion
 

activities are most effectively carried out at the national level.
 

Since the countries in the region are competing with one another for
 

market shares, "cooperative" regional efforts face a built-in lack of
 

support.
 

Logistical ana political problems notwithstanding, the project
 

team has identified a number of areas where the United States, donor
 

agencies, or even regional organizations could support export
 

promotion at the regional level. They are based on problems shared by
 

all countries and on activities in which economies of scale could be
 

enjoyed.
 

I. A "Truce" on U.S. Trade Restrictions. In both perception and
 

reality, U.S. trade policy toward the CBI countries can be
 

characterized as being ambivalent or hypocritical, depending on one's
 

viewpoint. On the one hand, a battery of trade incentives has been
 

put into place. On the other hand, ad hoc restrictions such as
 

product ineligibility for incentives, reduced sugar quotas, new
 

duties, and other devices have proliferated. Regardless of the extent
 

and net impact of incentives and restrictions, nontraditional
 

exporters in thr region are fearful that as soon as they have invested
 

their capital and gained market shares, their access to U.S. markets
 

will be closed. Concerned exporters need a signal from the United
 

States to assure them that their efforts, when they prove successful,
 

will not be "rewardeui" with protectionist devices. A directive from
 

the highest levels of the U.S. government which declares a unilateral
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"nonproliferation" truce on new restrictions (other than legal 
ones
 

involving subsidies, dumping, and countervailing duties) could provide
 

such a signal. Exporters need to be assured that the "rules of the
 

game" will remain the same.
 

2. Policy Reform Support. Through multilateral and bilateral
 

assistance agencies, the U.S. government actively promotes appropriate
 

structural adjustment and policy reform in the region. 
 There are
 

additional opportunities where foreign assistance 
could be allocated
 

directly to help cover the short-term costs of policy reform. For
 

example, general support funds could replace the 
revenues foregone as
 

a result of tariff reductions on machinery and intermediate goods
 

needed by exporting companies.
 

3. U.S. Market Information. In spite of the CBI programs
 

operated ioy USAID and 
the Department of Commerce, nontraditional
 

exporters 
expressed a strongly felt need for additional detailed
 

information on how to do business with the United States. 
 Areas in
 

which knowledge is limited include Department of Agriculture rules and
 

requirements, trade documentation, the precise application of trade
 

incentive statutes, etc. The services currently being provided are
 

considered too general to be of any major use. Therefore, regionwide
 

programs to develop and disseminate this type of information could
 

assist exporters and overcome numerous misunderstandings.
 

4. Transportation Needs Assessment and Plan. The problems of
 

high transportation costs and irregular service are 
 ubiquitous
 

throughout the region. The issues are complex and involve both
 

standard market forces and nonmarket variables, and hence will be
 

difficult to solve until trade volumes rise. 
Nevertheless, efforts to
 

direct public attention to and address these issues would be welcomed.
 

An initial assessment of sea and air transportation needs and
 

difficulties could provide the facts necessary to support strategies
 

to improve regional transportation services, which are now a major
 

constraint to export growth.
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5. Customs Improvement Programs. In every country examined, 

customs procedures and delays are cited as a bottleneck to export 

expansion. To a large degree, customs agencies are charged with the 

unpopular task of rationing scarce foreign exchange through licenses 

or other measures. However, the efficiency of customs houses needs to 

be enhanced in order to break the vicious circle wherein importing 

obstacles limit exports and reduce foreign exchange availability. 

Regional programs or grants could be directed toward training or
 

advanced information systems to streamline customs operations.
 

6. Trade Financing Support. USAID missions have undertaken a
 

range of venture capital and secondary financing projects, and the
 

results have been mixed. Assistance for trade financing (e.g., lines
 

of credit, letter of credit guarantees, etc.) could be developed at
 

either the national or regional levels and alleviate a problem
 

encountered by the more dynamic nontraditional exporters.
 

7. Short-Term Technical Assistance. Numerous examples were 

given to the project team of the high value that exporters place on 

advice from U.S. specialists in particular production methods and 

marketing approaches. This form of very short-term technical
 

assistance is often too expensive for local entrepreneurs, and so a
 

number of such assignments have been financed or subsidized by donor
 

agencies. An expansion of such programs, perhaps on a regional basis,
 

could yield considerable returns.
 

8. Management Training. The need for business skills
 

development in the region was noted previously. While it makes sense
 

to pursue training programs principally at the national level, these
 

efforts could be supported or supplemented through regional
 

activities.
 

F. Country-Specific Recommendations
 

The previous discussion has concentrated on the experiences and
 

alternative initiatives that hold for the Central American/Caribbean
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region as a whole. While common approaches may hold promise in
 

certain areas, the most important efforts to promote expansions of 

nontraditional exports will be undertaken at the individual country 

level, and these will vary by country. The following recommendations 

have been drawn from the country case studies undertaken by the SRI 

team. 

BELIZE
 

1. 	Intensify efforts to diversify the agricultural and 

export base away from sugar. Sugar export volume has 

fallen only slightly during the 1980s, indicating 

marginal movement away from sugar. The long-term 

outlook for sugar is poor. Programs to replant sugar 

lands with substitute export crops should be expanded. 

2. 	Increase the transparency of investment incentive
 

decisions. The current case-by-case granting of
 

investment incentives has led to complaints of
 

favoritism. Criteria used in bestowing incentives
 

should be standardized and made public.
 

3. 	Assist free zone establishment, but limit direct 

government involvement to site preparation -- building 

water, sewer and electrical lines and road -- and not 

owning or managing zones. Past SRI investigations of 

industrial free zones have shown that zones that are run 

privately oi by nonprofit coalitions have higher
 

occupancy rates, are cleaner, and offer more worker
 

amenities, such as lunch rooms and health services, than
 

government-run zones. Rents in private or nonprofit
 

zones tend to be higher, but do not appear to deter
 

business interest; on the contrary, businesses seem
 

willing to pay higher rents to obtain better services
 

such as trash removal and maintainance. The Government
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should offer incentives tc private individuals and
 

groups to build factory space and own and operate zones.
 

4. 	Increase availability of capital, especially venture
 

capital, to exporters. One obvious but difficult way to
 

attack the problem is at its source, by decreasing
 

fiscal deficits and reducing foreign debt, thereby
 

freeing funds for the export sector. Perhaps ESF
 

conditionality could be used to push for these changes,
 

but they are more appropriately the domain of the IMF
 

and cooperating countries. Two other promising
 

alternatives for the short run include offering a
 

seminar to local bank officials on credit to exporters,
 

with the goal of discovering new financial instruments
 

that would be both profitable for the banks and helpful
 

to exporters. One such product could be credit to
 

exporters using equipment or inventory as collateral,
 

in3tead of the currently-required real estate. A second
 

approach could be the establishment of a venture capital
 

pool to offer start-up funds at real rates that reflect
 

risk.
 

5. 	 Provide additional management training to the export 

sector. Some business fundamentals can be taught 

perhaps using the case method. Other knowledge is 

gleaned on-the-job or informally, from peers and 

superiors. Both AID and the Government of Belize should 

assess their formal and informal management training 

programs and look for ways to strengthen and expand them 

to train more managers, especially those now or 

potentially in the export sector. 

6. 	 Provide a consistent, stable political and policy 

environment. The specifics of a given policy (as long 

as it is pro-export) are less important to the business 

community than the longevity and stability of the 
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policy, and the consistency with which it is
 

implemented. Strong local. coalitions need to be forged
 

to support pro-export policies in Belize.
 

COSTA RICA
 

1. Ease credit shortages over time by deregulating the
 

banking sector, lowering real interest rates and
 

loosening monetary policies. The importance of credit
 

availability in Costa Rica was underscored both in
 

in-country interviews and in econometric analysis of the
 

determinants of the country's nontraditionaL Rxports.
 

The extent to which these changes can be implemented
 

depends on the successful attainment of other Costa
 

Rican macroeconomic goals.
 

2. 	 Increase the supply of trained middle-level managers to
 

bolster Costa Rica's eroding competitive advantage in 

this area. The number of management training 

opportunities, both local and abroad, should be 
increased. Courses need not be subsidized; fees should
 

be set to recover costs, and scholarships should be
 

available.
 

3. 	Assess the efficacy of the independent customs agent
 

requirement. Regardless of whatever good intentions
 

spurred its implementation, the law requiring Costa
 

Rican exports to employ an outside customs agent to
 

handle all dealings with Customs may not be performing
 

as well as expected. The Customs shakeup in mid-1986
 

would also seem to obviate the need for independent
 

customs agents.
 

4. 	Review laws and regulations that allow the Central Bank
 

and other government institutions to set prices. Price
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intervention can have devastating effects on export
 

competitiveness. Price controls such as those existing
 

in Costa Rica always cause price distortions, but are
 

especially damaging to an outward-looking,
 

export-oriented economy, and are probably a holdover
 

from the past when import substitution was the
 

overarching goal.
 

GUATEMALA
 

1. 	Release the export sector from selected government
 

regulations. Used very successfully by several of the
 

Newly Industrializing Countries (NICs), this strategy
 

could provide a strong stimulus to export growth, and a
 

first step toward broader economic liberalization.
 

Policies that are presently constricting export growth
 

include bureaucratic customs clearance, taxes, and labor
 

laws.
 

2. 	Increase the flow of market information to exporters.
 

Consumer buying trends and tastes, U.S. agricultural
 

import and licensing requirements, and joint venture
 

opportunities should all be disseminated more widely
 

among Guatemalan exporters, perhaps by the
 

Nontraditional Exporters Guild.
 

3. 	Evaluate the import/export inspection services being
 

provided by the Societe General de Surveillance (SGS).
 

Exporters are alleging that SGS imposes undue delays
 

that are reducing their ability to export successfully.
 

The complaints may indicate that SGS is indeed doing its
 

job properly, and thwarting under and over-invoicing.
 

The validity of exporter claims should be assessed, and
 

if necessary, action should be taken to alter the
 

arrangement.
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4. 	 Evaluate the free zone at Santo Tomas de Castilla, and 

consider promoting free zones in other areas of the 

country. Allegations of poor management and inadequate 

physical infrastructure at the zone should be 

investigated and the zone management should be 

contracted out to private or nonprofit group if the 

evaluation indicates serious difficulties. Given that 

the zone's remote location is a major problem, 

consideration should be given to offering incentives for 

free zones at other sites.
 

5. 	Upgrade exporter management skills. Current management
 

education programs should be examined, and options
 

should be assessed to make the curricula as practical
 

and useful as possible and to reach as many
 

nontraditional exporters as possible.
 

HONDURAS
 

1. 	Devalue the lempira, perhaps by ten percent. The
 

econometric analysis of determinants of Honduran
 

nontraditional exports suggests that devaluation of the
 

lempira would have a significant, positive impact on
 

Honduran nontraditional exports.
 

2. 	Provide additional venture capital. A number of options
 

for increasing credit availability could be pursued. A
 

useful criteria to use to choose among alternate
 

approaches is to determine which market niche AID is 

most likely to be able to fill. Domestic credit in
 

Honduras totalled nearly $1.5 billion in 1985, and in
 

comparison, AID credit programs are modest. Three
 

approaches appear feasible.
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" 	Make risk capital available. Target venture
 

capital to nontraditional exporters who can
 

demonstrate that their investments are likely to
 

make a profit, offer substantial employment,
 

foreign exchange, and perhaps equity effects. The
 

idea of creating or supporting a venture capital 

pool is presently being considered by a number
 

USAID Missions, and a role for AID/Washington 

might be to offer a two to three day seminar at 

which mission personnel hear presentations from
 

successful venture capital firms in the United
 

States, and discuss the pros and cons of alternate
 

risk capital delivery mechanisms.
 

" 	Offer loan guarantees. This option would be
 

costless if credit requests are carefully and
 

accurately screened for risk, and would go a long
 

way toward relieving the credit shortage.
 

" 	 Co-sponsor seminars with local banks and local 

branches of multinational banks on new venture 

financing. One discussion topic could be the pros
 

and cons of the current requirement that only real
 

estate, and not equipment or inventory, can be
 

used as collateral.
 

3. Increase the supply of skilled managers. Fees should be
 

charged for the courses, and they should be as close to
 

cost-recovery as the market will bear. Scholarships
 

should also be available.
 

PANAMA
 

1. Extend export incentives to all sectors. A large
 

quantity of piecemeal legislation has been passed over
 

the past few years, and has had a positive impact on
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nontraditional exports. However, an announcement that
 

export promotion is a high-priority Administration goal,
 

backed by substantive export incentive legislation to 

boost exports across the board, and not in just a few 

preferred sectors, is needed. In particular, CAT (tax
 

credit certificates) benefits should be extended to more
 

exporters in more sectors. Reportedly, nearly half the
 

value of all CATs has been received by six enterprises.
 

Broadening CAT coverage to more businesses in more
 

industries would attract additional domestic producers
 

into exporting, bring more foreign investment to Panama,
 

and help create a climate of fair and equitable
 

government treatment of business.
 

2. 	Adjust the Labor Code to provide additional incentives
 

for high productivity. Under the current code, workers
 

have very few inceatives to improve their work
 

performance, because it is very unlikely that they will
 

be fired or laid off. Employers are reticent about
 

hiring new workers to support an export expansion if
 

they cannot lay them off if demand falls. Worker rights
 

are always a sensitive issue, but nonetheless should be
 

addressed.
 

3. 	Increase credit availability. Projections of the net
 

results of activities such as AID's FIDESA program
 

indicate that significant balance of payments benefits
 

can be achieved.
 

4. 	Advertise export incentives, especially among foreign
 

investors. The SRI team discovered that legislation
 

already on the books is not having the impact it could 

because of a lack of awareness of its existence. Better
 

public dissemination of incentives could eliminate this
 

problem.
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DOMINICAN REPUBLIC
 

1. 	Streamline investor services and promotion policies.
 

The current proliferation of investor assistance
 

agencies and incentive-granting institutions must be 

clirbed, and their efforts, knowledge and resources
 

should be coordinated.
 

2. 	Diversify away from sugar through programs to change 

land use, including the rental or sale of government 

land. Progress has been made in shifting land under 

sugar cultivation to winter vegetables and fruits, but 

in the face of the very pessimistic long-term price 

trend for sugar, such efforts should be augmented.
 

3. 	 Enhance capital availability. Capital market 

development, loan guarantees, and venture capital pools 

all represent possible st2Itegies to increase the amount 

of capital exporters can use to fund expansion. 

4. 	 Increase incentives to invest in factory space or export 

expansion to the level of incentives currently provided 

for investment in tourism. 

5. 	Seek to encourage, or perhaps even mandate, backward 

linkages such as local sourcing. The Dominican Republic 

is currently in the envious position of receiving more 

applications from potential free-zone occupants than can 

be handled with existing capacity. The extent of 

backward linkages with the local economy that each 

applicant offers would be one way of prioritizing access
 

to free zone factory space.
 

6. 	Reform customs procedures. In general, zone occupants 

receive good customs cooperation, but companies outside
 

of the zones point to slow customs clearance as a source
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of long delays and a serious limitation to export
 

expansion.
 

7. 	Strengthen management/marketing training. Local and
 

international management training initiatives should be
 

developed with the goal of increasing the quality and
 

quantity of business related skills.
 

JAMAICA
 

1. 	Maintain pro-export policy stability. Overall Jamaica
 

has developed a good set of export incentives that
 

facilitate and promote nontraditional exports. The
 

major challenge for the future is to maintain the
 

incentives, and extend or adjust them as conditions
 

warrant. Of particular importance is maintaining an
 

appropriately-valued exchange rate, since Jamaica's
 

prime comparative advantage is its skilled, low-cost
 

labor force. This advantage would disappear if the wage
 

rate in dollars rose substantially due to an overvalued
 

currency.
 

2. 	Reduce bureaucratic obstacles to exporting, especially
 

in customs clearance but also in licensing and obtaining
 

tax drawbacks. Jamaica should seek to break the vicious
 

circle in which limited foreign exchange inhibits
 

importing inputs for exports, and low export levels in
 

turn limit foreign exchange earnings.
 

3. 	Increase capital availability. A number of options
 

exist to ease the shortage of capital, including new
 

venture capital pools (such as the Trafalgar Bank),
 

guaranteed loans to nontraditional exporters, and new
 

financing techniques, such as leasing, commercial paper,
 

and share issues.
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4. 	 Simplify local sourcing requirements. Burdensome 

requirements currently discourage firms that export 100 

percent of their output from using local inputs. By 

facilitating local sourcing, officials will increase the 

backward linkages from the export sector to the domestic 

economy.
 

5. 	 Enhance management skills. Both the government of 

Jamaica and the USAID Mission to Jamaica should review
 

their education portfolios, seeking ways to increase
 

both the quality of management education and the number
 

of people who receive training.
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II. THE NATURE OF NONTRADITIONAL EXPORTS
 

Attempting to attach a single, precise definition to the 
term
 

"nontraditional exports" is a difficult and somewhat 
dangerous
 

exercise, for several reasons. 
 For example, what is considered
 

nontraditional in one country may be traditional in another. In
 

addition, in some cases products which have been exported for a decade
 

or more (e.g., apparel from the Dominican Republic, chemicals and
 

manufactured consumer goods from Guatemala and El Salvador to regional
 

markets, etc.) are still classified as nontraditional. Finally, in a
 

number of countries differences emerge among agencies, interest
 

groups, and academic circles on the question of what commodities
 

should or should not be included in the nontraditional category. This
 

is not just an academic question in some cases, since producers of
 

nontraditional products may be eligible for special incentives.
 

For these and related reasons, the SRI project team has adopted a
 

flexible definition of nontraditional exports and is developing
 

different product groupings for each country. They display the
 

following characteristics.
 

" To a certain extent, nontraditional exports consist of 
anything other than what has been explicitly identified
 
as traditional. However, what some countries have
 
classified as nontraditional (e.g., minerals exports from
 
the Dominican Republic), the project team has deemed
 
to be traditional for purposes of this study.
 

" 	In general, nontraditional exports are those which either
 
have not been sold until recently (the past five or ten
 
years) or have only been exported in small quantities.
 

* 	Nontraditional exports typically fall into identifiable
 
product categories. In the agriculture area, for
 
example, the majority of nontradi*tional exports are in
 
winter vegetables, citrus and other tropical fruits other
 
than bananas and coconuts, and processed foods. In
 
manufacturing, they include goods from assembly
 
operations and light industry consumer products such as
 
apparel, leather goods, electronic components, etc.
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0 	 Most nontraditional exports are oriented toward serving 
markets in the industrialized countries, primarily the 
United States, rather than developing countries inside 
and outside the region. 

There are a number of important reasons for focusing on
 

nontraditional exports as a unit of analysis. First and foremost, the
 
nations in the Central American/Caribbean region desperately need to
 

develop new sources of foreign exchange. The long-term prospects for
 
demand and prices of many traditional commodities are limited if not
 

poor. Markets for traditional agricultural commodities normally only
 
expand with population growth, and prices fluctuate only on the basis
 

of worldwide surpluses and shortages. The outlook for many basic
 
minerals has been dimmed by economic stagnation, efforts by consuming
 

countries to reduce import dependencies, and the introduction of new
 
processes and advanced materials (e.g., ceramics, plastics, etc.)
 

which require lower minerals inputs. The worldwide consumption of
 
many basic materials on a per capita basis has shifted from an upward
 

to 	a downward trend.
 

Nontraditional exports are also important because they both cause
 

and result from higher levels of economic development. Recent
 
experience indicates 
that developing countries initially concentrate
 

on the production of basic commodities and rely on imports of more
 
sophisticated products. "Successful" economies break out of that
 

pattern and move gradually into goods requiring increasing amounts of
 
technology and capital. One can follow the progressive steps taken by
 

countries such as the Republic of China, which began with sugar and
 
rice exports and over time added processed foods, light manufactures,
 

and eventually "high technology" exports. As the export sector of
 
such countries evolves, it tends to provide positive "spillover
 

effects" to the economy as a whole, leading ultimately to what
 
development practitioners call "industrial transformation."
 

A third reason for examining nontraditional exports is that, when
 
compared to traditional exports, the former generally constitute 
more
 

stable sources for generating income, employment, and foreign exchange
 

earnings. This is due primarily to the fact that nontraditional
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exports tend to be less susceptible to swings in world demand and
 

price, and in most cases 
are not based on seasonal production
 
patterns. In addition, they represent a diversification of the
 

composition of exports.
 

Another benefit of nontraditional exports is perhaps more subtle
 

but is no less important than those described above. The long-term 
growth of nontraditional exports is contingent upon the establishment
 

of modern business practices and an appropriate political and policy 
environments. These exports cannot expand significantly in a climate
 

marked by overvalued exchange rates, massive government budget 
deficits, price distortions, punitive tax rates, and other 

inappropriate policy structures. Therefore, nontraditional export 
growth tends to be accompanied by policy reforms which are conducive 

to economic stability and private enterprises. These economic
 
"fundamentals" in turn lay the groundwork for increased investment, 

reduced capital flight, and long-term growth.
 

III. INTRA-REGIONAL TRADE
 

The new nontraditional export thrust of the countries examined in
 

this study is directed at gaining market shares in the United States
 
and in other developed countries. In the past, however, the majority
 

of these exports were sold to neighboring countries in the region. 
Trade within the Central American region was based largely on the 

evolution of the Central American Common Market (CACM), whereas the 
Dominican Republic and Jamaica served the Caribbean Common Market 

(CARICOM).
 

The Central American Common Market was established by the General
 

Treaty for Central American Integration, drawn up in 1960 by
 

Guatemala, Honduras, El Salvador, Costa Rica, and Nicaragua. The 

Treaty was ratified in 1963 by Guatemala, Costa Rica and Nicaragua, in 

1964 by Honduras, and in 1965 by El Salvador. 
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The Treaty's fundamental goal was regional economic integration,
 

which it planned to attain by creating large regional markets in which
 
firms could take advantage of economies of scale, and by aligning
 

foreign exchange and monetary policies. Based on the assumption that
 
individual country markets were too small to 
allow manufacturers to
 

obtain low unit costs, CACM members mandated immediate free trade in
 
95 percent of all goods, stipulating that remaining tariff barriers
 

should be removed by June 1966. In addition, the CACM proposed to
 
assign industrial activities to individual countries on a case-by-case
 

basis, thus eliminating small, inefficient operations. Lastly, the
 
CACM countries established a Central American Clearing House to clear
 

multilateral payments in national currencies.
 

The CACM never really attained much industrial specialization, as
 

each country fought to promote and protect its own industries.
 
However, the CACM was fairly successful in creating a free trade zone
 

and in clearing multilateral payments. Intra-CACM exports 
rose
 
steadily from $135.5 million in 1965 to $1.2 billion in 1980. At its
 

zenith, the Central American Clearing House was clearing 95 percent of
 
all regional, multilateral payments in national currencies.
 

The CACM has not functioned well in the 1980s. Intra-CACM
 
exports fell 43 percent from their 198C high to just $779 million in
 

1984. There are basically three reasons for this. First, some
 
countries have benefited more from economic integration than others,
 

and the losers tend to withdraw from the CACM Market when it is in
 
their interest to do. Guatemala and El Salvador, the most
 

industrially advanced countries when the CACM was 
 formed, were
 
initially the largest beneficiaries. Seeing that its position had not
 

substantially improved, Honduras effectively withdrew from the CACM in
 
1970. More recently, Costa Rica has benefited from CACM membership;
 

it ceased running a trade deficit in 1984, in part because of
 
increased exports to El Salvador.
 

Second, real per capita incomes in CACM countries have fallen
 

by approximately 13 percent during the 1980s. Since regional imports
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depend heavily on income, they too have fallen, thus restricting
 

intra-CACM export opportunities.
 

Lastly, the increasing misalignment of local currencies within
 

the region caused certain countries to maintain persistent trade 

deficits. Nicaragua, El Salvador, and Honduras failed to realign 

their currencies against those of Costa Rica and Guatemala, resulting 

in a large appreciation of their real exchange rates. The 

overvaluation of Nicaragua's cordoba, El Salvador's colon, and 

Honduras' lempira encouraged imports and discouraged exports, thus 

stimulating unsustainable regional trade imbalances. The trade 

surplus countries responded by reducing trade credit, thereby
 

restricting their exports and reducing intra-CACM trade.
 

The collapse of the CACM market has had more serious consequences 

for some exporting countries than others. Only three of the countries 

studied were members of the CACM -- Guatemala, Costa Rica, and 

Honduras. Not being members, neither Belize, Dominican Republic, nor 

Jamaica ever exported more than one percent of their total exports to 

CACM member countries. At a high point in 1977, 9.2 percent of 

Panama's total exports were destined for the CACM, but this percentage 

has since fallen almost continuously to 1.5 percent in 1983. 

However, the CACM constitutes a significant market for Guatemala,
 

Costa Rica, and Honduras. During the 1970s and 1980s, CACM countries
 

have bought between one-fifth and one-quarter of Guatemala's total
 

exports. This percentage rose to nearly one-third (29.0 percent) in 

1981. The CACM has also consumed approximately one-fifth of Costa 

Rica's exports over the last 20 years. The CACM has been slightly 
less important as a market for Honduras; members bought 18.0 percent 

of total Horduran exports in 1965, only 3.0 percent in 1972, 13.0 

percent in 1983, and 6.0 percent in 1985.
 

In 1980 as much as 40.0 percent of Jamaica's nontraditional 

exports were sold to members of CARICOM. This share fell to only 29.0 

percent in 1984, and has dropped significantly in subsequent years, 
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largely due to declining oil revenues and demand in Trinidad 
and
 

Tobago, Jamaica's largest regional customer. The Dominican Republic's
 

orientation toward North America has kept its dependence on CARICOM
 

markets to a minimum. In recent years, only about 2.0 to 3.0 percent
 
of total Dominican exports were sold to members of CARICOM, indicating
 

overall stagnation in the region.
 

IV. DETERMINANTS OF NONTRADITIONAL EXPORTS 

Nontraditional export performance is a function of both 
supply
 

and demand In the single most
factors. general, significant
 
determinant of nontraditional export growth is foreign demand, without
 

which all other factors would be irrelevant. Foreign demand, _n turn,
 
is both income-induced and policy-induced. In this case, income can
 

be defined as a combination of the effective purchasing power of
 
ultimate consumers at the microeconomic level (households,
 

corporations, and government entities) and foreign exchange
 
availability at the macroeconomic level.
 

Policy-induced demand can be either expansive or restrictive.
 
Demand for a given country's exports is increased when that nation is
 

provided some form of preferential access through policies of the
 
importing country. Demand is restricted when preferential access is
 

denied or eliminated and when import barriers are erected.
 

All the countries examined in this study face basically the same
 

world market conditions. All export primarily to the United States
 
and to u lesser extent Canada and the European Community, and
 

therefore are deeply affected by the economic performance of these
 
countries. In addition, all of the countries studied are party to and
 

receive the benefits of the Caribbean Basin Economic Recovery Act (the
 

CBI), the 807 
provision of the U.S. Tariff Code, and the Generalized
 

System of Preferences (GSP), and hence benefit from the preferential
 
access provided by those policy initiatives. In short, the countries
 

studied are operating on essentially the same competitive basis with
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respect to market demand factors. However, as will become evident in
 

the individual country reports, the nontraditional export performances
 

of these nations vary significantly.
 

Any country's ability to respond quickly, efficiently, and
 

successfully to export opportunities depends on several supply
 

factors. 
This study has revealed four basic categories of supply-side
 

variables 
that affect export performance. They are macroeconomic
 

factors, microeconomic factors, policy and promotional factors, and
 

other country-specific factors 
such as political stability. A
 
nation's export success is therefore a function of the degree to which
 

it approximates the "ideal" in each of these categories.
 

A. Macroeconomic Determinants
 

The macroeconomic factors that affect export growth 
can be
 

subdivided into four groups. They are 
resource endowments, gzowth
 

factors, stability factors, and other variables.
 

1. Resource Endowments
 

Resource endowments such as a country's stock of labor, capital, 

and raw materials, as well as its agricultural assets and physical 
proximity to export markets, are a first set of determinants of export
 

performance. Countries that have plentiful, inexpensive labor,
 

capital, and raw materials have an obvious advantage over economies
 

thaL lack these production inputs.
 

Taken as a whole, Central America is long on labor, land, and raw
 

materials and short on capital. Labor 
costs vary but compare very
 

favorably with U.S. wage rates, at 
least from an employer's point of
 

view. The climatic conditions and arable land available in the region
 

have been highly conducive to the cultivation and exportation of
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tropical and semi-tropical agricultural commodities. Mineral deposits
 

in the Dominican Republic and Jamaica, and vast forested regions in
 

Belize and Honduras, have provided significant export earnings for
 

these countries.
 

Raw material abundance is the basis of traditional exports, since
 

countries tend to export what 
they have. But the astounding
 

export-led growth of natural resource-poor nations such as Japan and
 

the Republic of China illustrates that raw material abundance is less
 
important for nontraditional exports, for which the important input is
 

low-cost labor to assemble goods. Since Central America has low-cost
 

labor, in some cases lower than in East Asian competitor countries,
 

nontraditional export expansion could be feasible, but only if
 

aaditional factors are also present.
 

In contrast to the availability of low-cost labor, the high cost
 

and lack of availability of working and long-term capital is
 
a region-wide constraint. The relatively-undeveloped Central American
 

capital markets provide only limited financial services. Several
 

financing options open to firms operating in developed countries, such
 

as a public stock issue or bond sale, are prohibited either
 

explicitly, by law, or implicitly, by a lack of secondary markets in
 

which to resell financial assets. In 
some cases, even more mundane
 

financing mechanisms are lacking. One Belizean exporter reported that
 

he lost a large sale because no local bank would honor a letter of
 

credit from his foreign buyer. To give a second example, Central
 

American banks tend to require real estate as collateral for a loan
 
and will not accept machinery or inventory, which exporters are more
 

likely to possess. A small business or a firm that leases 
factory
 

space instead of owning the land outright is often unable to borrow
 

from loca) banks to finance an export expansion.
 

In the context of lack of local financing, joint ventures can
 

turn to their foreign partners for funds for expansion, but wholly
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locally-owned firms must rely on internally-generated revenues. Thus,
 

the capital shortage prevalent in Central America and the Caribbean is
 

a critical obstacle that slows nontraditional export growth.
 

Central America's proximity to the nearly $400 billion U.S.
 

import market confers an important advantage on Central American
 

exporters, and on neighboring Caribbean exporters as well. Cut
 

flowers and fresh vegetables, both of which represent large and
 

growing markets in the United States, can be transported to their
 

final destination well within the time limit of a day or so, after
 

which time they become unsaleable. Garment assembly operations also
 

benefit from being close. The fashion business in the United States
 

operates on a tight schedule of four 13-week seasons each year. Since
 

garments can be flown cost-effectively from Central America, they
 

reach U.S. markets in a matter of hours, while East Asian garments,
 

sent by sea because air transport would be prohibitively expensive,
 

face a four week voyage by sea. Clothes buyers who purchase from
 

Central America have the advantage of waiting an extra month before
 

making crucial decisions on what will sell well in a given season.
 

2. Growth Factors
 

Export growth is aided by high domestic demand and high
 

historical growth in Gross Domestic Product and exports. The Central
 

American economies studied tend to be be weak in all three of these
 

categories, and their export performance has been constrained because
 

of this weakness.
 

Large domestic markets, defined as markets with large populations
 

and high buying power, can act as proving grounds for potential
 

exporters, allowing them to gain mass 
production and distribution
 

experience, and to take advantage of economies of scale.
 

Unfortunately, this proving ground is unavailable for any 
of the
 

Central American nations. The largest country studied was Guatemala
 

with 8 million people; the richest was Panama with GDP per capita of
 

$1,980 (compared with $15,390 in the United States).
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High historical GDP growth rates can be considered a lagging
 

rather than a leading indicator of export growth, in that growth
 
signals that the economy is functioning and that the preconditions
 

necessary for exporting are in the process of being met.
 

Perhaps the most significant "determinant" of export growth in a
 

given year is export growth the previous year. Once exporters
 
overcome problems in their production and distribution 
processes, 

establish relationships with foreign buyers or distributors, and 
fulfill the bureaucratic requirements for importing and exporting, 

they are generally poised for growth. 

3. Stabilii-y Factors 

The inflation rate, the budget deficit or surplus, the balance of
 

payments, and growth in the money supply comprise the third set of
 
factors. Investors, both local and foreign, take economic stability
 

into account when making location and expansion decisions. Foreign
 
buyers, desiring stable suppliers, also look for stability. High and
 

rising inflation, large budget deficits, insufficient and falling
 
international reserves, and galloping money stock growth 
all warn
 

potential investors and buyers of iriibliance and instability. 

4. Other Macroeconomic Factors 

The last of the major macroeconomic factors considered in this 

stuly are 
exchange rates, which directly affect the profitability of
 
exporting. An overvalued exchange rate, a ploy commonly used in the
 

past to make imports of capital and consumer goods artificially cheap,
 
is less common today. Of the five Central American countries visited,
 

only Honduras currently maintains its currency appreciably (more than
 
5 percent) above 
 its market value. The recent take-off of
 

nontraditional exports from Jamaica and the Dominican Republic is
 

directly attributed to currency devaluations.
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B. Microeconomic Determinants 

In addition to the macroeconomic conditions that affect all
 

exporters, companies are subject to firm-specific factors that affect
 
their export performance. Certain of these variables are quantifiable
 

and pertain to operating costs. They include utilities costs (and
 

availability), factory lease expenses, and transportation costs.
 

Other factors in this area are nonquantifiable. Many constraints
 

can be traced directly to the heritage of iwport substitution regimes.
 

One example is quality control. In some firms, quality control is
 

excellent. However, many firms are accustomed to the lax quality
 

standards of domestic and regional markets, and seem unable to improve
 

product quality or perhaps do not uncerstand the need for it. When
 

one firm from a given country exports "shoddy" goods, it sometimes
 

creates a negative image 
of the entire country in foreign markets.
 

Quality control standards in individual firms can generate 

externalities that affect the export opportunities afforded other 

firms. 

In the course of the interviews conducted for this study, two
 

microeconomic factors were consistently mentioned as serious
 

contraints to export growth. 
 The first is poor internal management.
 

Export firms must be managed well if they are to succeed. Yet low
 

educational levels and a dearth 
of management training institutions
 

mean that throughout Central America, with the possible exception of
 

Costa Rica, there is a lack of skilled managers. Foreign firms often
 

compensate for this by doing away with middle management, and
 

maintaining expatriates in-country to 
 manage day-to-day plant
 

operations.
 

A second constraint is a lack of risk-takers. Nontraditional
 

exporting is an inherently risky business, since in many cases it us
 

untested. Both economic and sociological factors in Central America
 

urge risk avoidance behavior.
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Although skilled management and risk-takers are both in short
 

supply, one finds that most Central American countries have formal
 

mechanL.ss to provide exporters with foreign contacts, such as
 

potential buyers, 
joint venture partners, and market information.
 

USAID Missions to the various countries have played a key role in
 

creating and proviiing initial funding for these export promotion and
 

assistance institutions. The relatively small size of the Central
 

American countries and economies has meant that modest AID programs
 

can have significant impact.
 

C. Policy and Promotional Determinants
 

In dramatic contrast to the disincentives placed on exporting 

under the import substitution schemes common in the 1960s and 1970s, 

nations now compete to offer attractive tax holidays and other 

incentives to potential exporters. It is unclear how much these
 

incentives packages sway foreign investors' location decisions.
 

However, it is clear that the historical and expected longevity of the
 

incentives is important to potential investors. Investors are willing
 

to trade off export incentives for a stable political and economic
 

environment, since policy stability is paramount in their minds. On
 

the other hand, the provision of incentives by the U.S. government has
 

been of critical importance to the region's nontraditional export
 

growth. The elimination of these provisions would wreak havoc 
on new
 

export ventures.
 

D. Other Determinants
 

A last, very significant factor that affects export performance 

is political stability, both national and regional. Two on-goinz 

regional disturbances -- the civil war in El Salvador and the 

superpower-backed controversy in Nicaragua, which includes border 

skirmishes with neighboring Honduras -- have resulted in capital 

flight from the region and greatly curtailed foreign investor interest 

in locating new operations there. To give an example of the negative 

effect of the conflicts on export growth, foreign investors have 
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reportedly postponed a $12.5 million investment in shrimp farming in
 

Honduras pending resolution of the region's political difficulties.
 

The quantitative analysis undertaken 
in Part II of this study
 

has estimated the effects of the above-mentioned factors on
 
nontraditional exports. However, one must remember that it is
 

difficult to rank order the determinants, because the absence of any
 
one factor can potentially disqualify would-be exports from world
 

competition. The export chain, 
from production to distribution, is
 
only as strong as 
its weakest link. Firms that produce high-quality
 

goods at low cost but are unable to get them to foreign markets are
 
not successful exporters, and neither are firms 
 that utilize
 

efficient transportation networks to export poor-quality merchandise.
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V. NONTRADITIONAL EXPORT DETERMINANTS: 
 AN ECONOMETRIC ANALYSIS
 

THEORETICAL FOUNDATIONS
 

International trade theory was 
one of the first subject areas to
 

be pursued in modern economic analysis. Trade theories presented by
 
the "classical economists" such as Adam Smith, David Ricardo, and John
 

Stuart Mill focused primarily on the gains from trade to prove that
 
free international trade benefits trading countries. Much of this
 

work was policy oriented since it aimed to provide counterarguments to
 

restrictive trading practices such as the British Corn Laws.
 

Despite the emphasis of the classical economists on the gains
 
from trade, implicit in their writings are the underpinning for
 

theories to explain the structure and determinants of trade. Within
 
this theoretical framework, the driving force behind 
international
 

trade is comparative costs, and gains from trade are achieved through
 

specialization.
 

Tlirning to determining factors, early theories rested largely 
on
 

the "labor theory of value," which holds that all production inputs
 

can be reduced to their labor component. Following developments in
 

neo-classical economics, the Heckscher-Ohlin theory focused on all
 

factor endowments (general labor and capital) which vary among
 

countries in absolute terms but more importantly in relative terms.
 

Simply stated, this latter theory posits that relative costs and hence
 

competitiveness are 
 a direct function of individual countries'
 

relative abundance of labor, capital, and land.
 

Notwithstanding considerable advances in 
 theoretical
 
sophistication and empirical estimation capabilities, almost all trade
 

analyses to this day 
 are based directly or indirectly in the
 
Heckscher-Ohlin formulation. 
 For example, the factor endowment model
 

adequately explains the flow of capital-intensive goods from the
 

industrial countries to developing countries, in return for
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labor-intensive products exported from the latter. 
An UNCTAD study on
 

"dynamic product" in the composition of manufactured exports from
 
developing countries concluded that the following 
categories of
 

exports recorded the most rapid growth in the 1970s: 
 Apparel,
 
transistors, footwear, 
 shaped lumber, radio receivers, and
 

telecommunications equipment. This conclusion is far from startling,
 
but nevertheless reconfirms the economic reality that in the absence
 

of protectionism, the production of goods requiring large inputs 
of
 
lebor inevitably migrates to sites where labor is relatively abundant.
 

While factor endowment models are useful in explaining the
 
commodity composition of trade, they fall short 
in their ability to 

provide answers to two important questions. First, what variables 
determine the volume rather than the composition of trade? Second, 

why do some countries succeed in expanding exports rapidiy (e.g., 
South Korea, the Republic of China, etc.), whereas other countries -

often with very similar endowments of labcr and capital -- fail to 
increase their international sales? The former question can be
 

solved to a certain extent by adding a demand factor to the analysis,
 
since the volume of trade is a function of both supply and demand
 

variables. The answer 
to the second question is that a country's
 
ability to compete internationally depends on many factors beyond
 

simple resource endowments. Growth in exports requires not only
 
economic capacity but also economic efficiency, and some countries
 

have been less successful than others in creating an economic
 
environment that promotes efficiency.
 

With these issues in mind, econometricians have in recent years
 

shifted their inquiries toward variables which explain demand and
 
competitiveness. The export equations developed by 
the OECD and by
 

the Wharton's Project LINK group include such variables as growth in
 
foreign demand (expansions in GNP or imports), changes in market
 

shares, relative prices (wholesale or export prices), and internal
 

conditions (population and employment).
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Mcst standard versions of international trade theory 
are
 

unacceptable as a basis for the quantitative analysis developed in
 
this study. Traditional theories depend on simplifying assumptions -

the neutrality of money, identical production 
functions across
 
countries, domestic conditions 
approaching perfect competition, the
 

international immobilJty of factors, etc. 
-- which do not hold in real
 
world situations. In addition, from 
a practical standpoint, most
 

theorems on the determinants of trade require far more data than are
 
generally available. Finally, formal trade theories 
are generally
 

unable to provide inferences on policy issues, which are a major focus
 
of this study.
 

II. THE SRI MODEL
 

With these considerations in mind, the SRI project team developed
 

its own model to examine the determinants of nontraditional exports
 
from the Central America and Caribbean region. This model is based on
 

the economic logic captured by the following questions which address
 
the necessary conditions for nontraditional export expansion.
 

1. Is there a market for the goods?
 
2. Can the target countries produce the goods?
 

3. Can the 
 target countries compete with alternative
 

sources of supply?
 

These three simple questions cover all the important variables to be
 

tested as determinants. The first condition relates directly to
 
foreign demand. For practical purposes, the market sought by
 

exporters in the region is 
that of the United States, since the
 
largest shares of their nontraditional exports are sold to the United
 
States. Shifts in regional demand in the Central American Common
 
Market (CACM) and the Caribbean Common Market (CARICOM) have also had
 

a material impact on nontraditional exports.
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Given the small sizes 
 of the region's economies and low
 

historical levels of nontraditional exports from the region, one could
 
assume that the U.S. market is virtually unlimited in size. For
 

example, the total exports of the countries examined to the United
 

States in 1985 amounted to about $3.0 billion, of which perhaps four
 

fifths represented traditional exports. By comparison, Taiwan alone
 
exported some $15.5 billion to the United States in the same year, and
 

almost all of these goods would be classified as nontraditional.
 

Despite the substantial potential for increased regional exports
 

to the United States, one cannot assume the 
U.S. market to be
 

unlimited. The regional producers are not operating in a vacuum, but
 

instead vie with both U.S and foreign competitors for sometimes
 

limited markets in specific product categories. In addition, since
 

they are relative newcomers to many product markets, producers in the
 
region are often viewed as marginal sources of supply, and hence are
 

among 
the first to suffer sales losses during cyclical downturns.
 
This type of experience was related by many exporters who specialize
 

in subcontract work such as "807" operations. As a result of these
 
considerations, the SRI team 
decided to use U.S. imports as the
 

indicator for demand.
 

The last two questions posed above address the "supply side" of
 

the equation. They respectively pose the questions of whether the
 

countries have the physical capacity to produce nontraditional exports
 

and whether these exports will be produced at competitive costs and
 
quality levels. That is, one must 
first determine whether or not
 

firms and countries have the supply-side capacity to export, and then
 

assess whether they can do so competitively.
 

To evaluate capacity, exports must answer several questions. Are
 

labor and capital resources available at appropriate price levels? Do
 

firms have access to imports of capital goods, raw materials, and
 

intermediate goods that serve as necessary inputs to production? 
Does 

the country offer sufficient infrastructure -- road, ports, air and 
sea cargo transportation, and utilities -- to support and hopefully to
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facilitate exporting? Each of these "capacity" indicators represents
 

an important ingredient which can serve 
either as an inducement or as
 

a deterrent to exporting.
 

Of the five capacity variables deemed to be important -- labor, 

domestic capital formation, domestic credit, access to imports, and
 
infrastructure -- labor availability is assumed, given high rates of
 

unemployment throughout the region. A 
second variable, infra
structure, is difficult 
to quantify in a meaningful way, and to a
 

certain extent is captured statistically by the capital formation
 
variable. Consequently, the basic regression model contains three
 

capacity variables: 
 Domestic credit, domestic capital formation, and
 

the value of imports.
 

The second important set of supply side determinants relate to
 

competitiveness. 
 Can a country produce goods with sufficiently high
 
quality and at 
low enough prices to compete in world markets? Do
 

managers have sufficient experience and knowledge of foreign consumer
 
preferences and market entry considerations to export successfully?
 

Quality control is impossible to quantify and varies widely
 
across firms and nations, but the other 
 two competitiveness
 

determinants -- price con etitiveness and market knowledge 
-- can be
 
estimated and incorporated into the model. To account for price 

competitiveness, the 
project team has employed the countries' "real"
 
exchange rate, which is a powerful 
factor determining U.S. dollar
 

denominated wage rates. This 
factor also directly affects export
 
profitability by determining the local currency value of export
 

shipments. When available, dollar labor costs were also included.
 

As an indicator of market knowledge, the model employs the
 

var-iable cf nontraditional exports lagged by 
one year. This assumes
 

that the previous year's success in exporting captures the extent to
 

which the country has cumulatively developed marketing expertise and
 

contacts. 
This variable also proxies as a "capacity" indicator, since
 

it indicates that the export capacity, such as infrastructure and
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other qualitative factors, from the previous year is in place for
 

current year exports.
 

During the data collection phase of this project, the SRI team
 

sought to gather figures on variables which would more directly and
 

precisely relate to the region's nontraditional export performance.
 

For example, wage rates are an important determinant, but they should
 

be adjusted to reflect relative rates of productivity. However both
 

wage and productivity figures were in most cases unavailable, and the
 

accuracy of existing statistics are highly suspect. In addition, one
 

would expect the effective rate of import protection to be an
 
important indicator of the degree to which countries have shifted from
 

import substitution to export promotion strategies. In practice,
 

however, there are no time series estimates of either nominal or
 

effective rates of protection. It would also be useful to test data
 

on export prices (generally in index form), but these figures are only
 

collected for a select group of traditional exports, and no data are
 

available on nontraditional export prices.
 

III. THE RESULTS OF THE SRI MODEL
 

SRI Model I
 

The SRI team derived and tested an equation, which we refer to as
 

Model I, that incorporates the capacity, competitiveness, and demand
 

fac'ors discussed above. Nontraditional merchandise exports are
 

expressed as a function of real exchange rate (or real effective
 

exchange rate), U.S. imports, nontraditional exports lagged one year,
 

real domestic credit, and real capital formation and, in certain
 

countries, merchandise imports, time, foreign direct investment, and
 

real wages. Real exchange rate is the nominal exchange rate adjusted
 

for the differential between local and U.S. 
inflation. It is
 

expressed iii local currency per U.S. dollar; thus an increase
 

indicates devaluation. Real effective exchange rate is the
 

trade-weighted exchange rate adjusted for the difference between local
 

inflation and trading partners' inflation.
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The single-equation econometric tests 
of the SRI model affirmed
 

the assertion that capacity, competitiveness, and demand are indeed
 
important determinants of nontraditional export performance. The
 

estimates of the coefficients and the t-statistics are summarized in 
Table 1, appended to this section of the study.
 

Overall, the estimates are significant and carry the expected
 
signs. Two variables, U.S. import demand and own-country merchandises
 

imports, consistently have positive partial correlation coefficients
 
with nontraditional exports. U.S. import demand is positive and
 

significant at the 0.10 level in three countries: 
 Belize, costa Rica,
 
and Guatemala. Own-country merchandise imports are statistically
 

significant and positive in three countries (Costa Rica, Panama, and
 
Jamaica), and significantly negative in one, the Dominican Republic.
 

The importance of own-country merchandise imports as a
 
determinant of nontraditional export performance merits brief
a 


discussion. 
 On the surface, the positive partial correlation
 
indicates that to export successfully, producers need access to
 

imports used as inputs in the production process. However, the value
 
of merchandise imports also serves as a proxy for foreign exchange
 

reserves and for the degree of "openness" of the economy. Thus, the
 
regression results indicate that greater foreign exchange reserves and
 

a more open economy are positively correlated with increased
 

nontraditional exports.
 

Four other variables are significantly and positively associated 

with increased nontraditional exports -- real capital formation, the 
real effective exchange rate (REER), the previous year's 

nontraditional exports, and CACM import demand. Table 2 illustrates 
the number of countries in which each variable yields a significant 

(at the .10 level), positive partial correlation coefficient. The 
positive regression coefficients for real capital formation, the real 

effective exchange rate, and the previous year's nontraditional
 

exports are consistent with the argument that capacity and
 

competitiveness are positive determinants of nontraditional exports.
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Although the SRI model did yield interesting results, the fact
 

that it generated a fairly high number of coefficients with signs
 

opposite of those expected (for example, two of the four significant
 

REER coefficients were negative) and a high number of insignificant
 

coefficients, indicated that high multicollinearity between variables
 

was yielding imprecise results. Specifically, U.S. import demand and
 

own-country merchandise imports explained such a large portion of the
 

variance in nontraditional exports that the true effect 
of the
 

remaining variables could not be detecLed. Judging by the
 

concentration of unexpected signs for coefficients in Costa Rica,
 

Guatemala and the Dominican Republic, the multicollinearity was
 

particularly acute in those countries.
 

SRI Model II
 

To deal with this circumstance, the SRI team opted to utilize a
 

stepwise regression package that identified those variables that made
 

the greatest contribution at the margin to R-squared. From among the
 

independent variables listed above, the econometrics package specified
 

various equations by including variables on the basis of statistical
 

criteria.
 

In a purely academic exercise, the practice of eliminating the
 

overpowering variables from the equaticns would be 
 carefully
 

scrutinized. Perhaps a two-stage least squares procedure would be
 

undertaken as an alternate way of dealing with high multicollinearity.
 

However, for the purpose at hand, the team was not rigorously testing
 

competing theoretical constructs, but rather was searching for answers
 

to the question, "What determines nontraditional export performance?"
 

In addition, the absence of a well-defined theory makes a practical
 

approach to modelling more acceptable.
 

In exploring the determinants of nontraditional exports, the SRI 

team ran from four to thirteen equations per country. The results are 

presented in Table A below, and in Tables 3 and 4 appended to this
 

section of the report.
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The country-specific results are discusied in detail below.
 

However, in general one notes that U.S. imports 
are positively
 
associated with nontraditional 
export growth in four countries,
 

Belize, 
Costa Rica, Dominican Republic, and Jamaica. Four variables
 
-- the previous year's nontraditional exports, domestic credit, gross
 

fixed capital formation and labor costs -- are pcsitively correlated 
with exports in two countries (not necessarily the same two countries
 

for each variable). Another four variables show a po3itive partial 
correlation coefficient in a single country (but all in thenot same 

country) -- own-country merchandise imports, real capital formation, 
time, and a dummy variable for the years 1975-1987.
 

Table A
 

SRI MODEL II EQUATIONS 

Belize
 

NTEXP = 69.55 - 46.90 RER + 0.30 USM
 

(0.12) (0.10) (0.03) 

Costa Rica 

NTEXP = 180.40 + 0.53 USM + 0.27 NTXL 
- 0.04 CR + 0.12 FCF
 
(0.36) (0.03) (0.04) (0.17) (0.28) 

+ 0.16 IMP - 3.04 TIME 
(0.09) (0.31) 

Guatemala 

NTEXP - -2 6 37.19 - 3.04 NTXL + 0.58 CR + 0.27 IMP + 22.99 TIME 
(0.01) (0.00) (0.00) (0.12) (0.04)
 

+ 1077.24 LABOR + 161.08 D1 - 7.66 D2
 

(0.05) (0.13) (0.96) 

Honduras 

NTEXP = 142.93 + 0.21 NTXL + 0.25 FCF + 0.00 IMP 
- 2.14 TIME
 
(0.05) (0.18) (0.00) (0.93) (0.06) 

Significance levels in ( ). 
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Table A (Continued)
 

SRI MODEL II EQUATIONS 

Panama 

NTEXP = -79.51 - 113.90 RER + 0.11 USM + 0.58 NTXL - 0.02 CR
 
(0.26) (0.14) (0.24) (0.02) (0.03)
 

+ 0.03 IMP + 2.49 TIME
 
(0.17) (0.17)
 

Dominican Republic 

NTEXP = 5.74 + 0.37 USM + 0.00 CR + 0.02 IMP + 8.59 D1 - 16.71 D2 
(0.21) (0.01) (0.60) (0.21) (0.33) (0.09) 

NTEXP = -10.53 + 0.37 USM - 0.26 NTXL - 0.00 CH + 0.01 IMP 
(0.34) (0.06) (0.5-I) (0.91) (0.73)
 

+ 60.87 LABOR 
(0.10)
 

NTEXP = 10.54 + 0.04 FCF + 0.02 IMP 0.00 GDPL + 16.76 D1 
(0.02) (0.08) (0.28) (0.76) (0.06)
 

Jamaica 

NTEXP = 418.15 + 0.44 USM + 0.01 CR + 0.06 IMP - 6.00 TIME 

(0.07) (0.02) (0.46) (0.19) (0.10)
 

NTEXP = 286.36 + 0.33 USM + 0.03 CR - 3.69 TIME + 0.51 AID
 
(0.17) (0.10) (0.10) (0.24) (0.66)
 

Aggregated Data 

NTEXP = -16.34 + 12.47 RER + 0.25 USM - 0.08 CR + 0.03 IMP
 
(0.96) (0.00) (0.49) (0.00) (0.62)
 

-0.70 TIME + 0.08 GDPL
 
(0.90) (0.00)
 

NTEXP = 21.42  1.26 RER + 1.10 NTXL + 0.03 CR - 0.10 FCF 
(0.91) (0.54) (0.00) (0.05) (0.03)
 

+ 0.CO IMP - 0.25 TIME + 0.03 GDPL - 18.63 D1 
(0.95) (0.93) (0.03) (0.48)
 

- 44.72 D2 + 27.73 CACM 
(0.06) (0.12)
 

Significance leve-ls in ( ). 
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DEFINITION OF VARIABLES
 

Symbol 

REER 	 Real Effective Exchange Rate is the estimated price in
 
domestic currency of a relevant, export-weighted basket of
 
foreign currencies. The REER is expressed in local
 
currency per basket of foreign currencies. Source: SRI.
 

RER 	 Real Exchange Rate in local currency per U.S.$, is the
 
price of local currency, corrected for the differential in
 
inflation in the United States and the country. Source:
 
Central Banks, SRI calculations.
 

USM 	 U.S. Imports is U.S. merchandise imports f.o.b. in billions
 
of U.S.$. Source: IMF International Financial Statistics.
 

NTXL 	 Nontraditional Exports Lagged 1 Year is nontraditional
 
merchandise exports, f.o.b., in millions of U.S.$, lagged 1
 
year. In any given year, the figure used is the previous
 
year's exports. Source: IMF, Central Banks, SRI
 
calculations.
 

CR 	 Domestic Credit, in millions of U.S.$, represents net
 
claims on government, plus claims on local governments, the
 
private sector, and other fitancial institutions. Source:
 
IMF International Financial Statistics.
 

FCF 	 Fixed Capital Formation in millions of U.S.$ are the IMF
 
statistics on gross fixed capital formation. FCF
 
represents gross investment (depreciation is not
 
subtracted) of the public and private in
sectors 

infrastructure, plant and equipment, but not inventory.
 
Source: IMF International Financial Statistics.
 

IMP 	 Country Merchandise Imports represent each country's
 
merchandise imports, f.o.b., in millions of U.S.$. Source:
 
IMF International Financial Statistics.
 

TIME 	 Time is a dummy variable used to pick up any effects
 
correlated with the passage of time. It equals 0 n the 
first year and increases by 1 in each successive year. In 
the example of Belize, TIME = 0 in 1970, 1 in 1971, and 15 
in 1985. 

GDPL 	 Gross Domestic Product Lagged 1 Year are the IMF GDP
 
statistics for each country, lagged 1 year. Source: IMF
 
International Financial Statistics.
 

LABOR 	 Labor costs, in U.S.$ per month, are the monthly wage
 
earnings for blue collar workers. They are not adjusted
 
for productivity. Source: International Labor
 
Organization Yearbooks.
 

-56



DEFINITION OF VARIABLES (Continued) 

Symbol 

DI 	 Dummy I is used to assess any significant change beginning
 

in 1975. It equals 0 in each year prior to 1975, and I in
 
1975 and each subsequent year.
 

D2 	 Dummy 2 is like Dummy 1 but tests 1980 as a watershed year.
It equals 0 until 1979 and 1 from 1980 on. 

CACM 	 Membership in the Central American Common Market is
 
represented by this dummy variable, which 
is assigned a
 
value of 0 for countries not in the CACM (Belize, Panama,

the Dominican Republic, and Jamaica) and 1 for CACM member
 
countries (Costa Rica, Guatemala, and Honduras).
 

AID 
 Official Unrequited Transfers. Source: IMF International
 

Financial Statistics.
 

As a comparison of Tables 2 and 5 indicates, the signs of the
 

coefficients are more likely to be as expected in Model II than in
 
Model I; in Model II, a higher REER is associated with increased
 

exports, as is own-country merchandise imports and capital formation.
 
The R-squares tend to be lower, which was also expected since the team
 

explicitly removed variables that added greatly to explained variance.
 
The SRI Model II appears to depict the determinants of nontraditional
 

exports more accurately than does Model I.
 

The following sections examine the regression results of the SRI
 

Model II for each country, as well as for regionally aggregated data.
 

Belize
 

The dearth 	of extended time series data on Belize limited the SRI
 

team's ability to develop estimates of many variables. In addition,
 
since the equations have only one 
degree of freedom, the coefficients
 

are not particularly robust. However, the econometrics analysis 
of
 

Belize does indicate that a driving force behind Belizean
 

nontraditional exports is U.S. import demand (from the world, not just
 
from Belize), The coefficient suggesti that an increase in U.S.
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imports of $1 billion would stimulate an additional $300,000 in
 

nontraditional exports, or roughly one-third of 1985
the 

nontraditJciial exports. An elasticity of 1.11 as the
suggested by 


regression results (see Table 4) means that a one percent increase in
 
the value of U.S. imports would be associated with a 1,11 percent
 

increase in nontraditional exports from Belize.
 

The fact that no other variables were significant in the equation
 

does not mean they are not significant in the real world. The limited
 
number of years of data and high correlations between variables
 

diminish the power of the regression wethodology to detect
 
determinants of nontraditional exports growth.
 

Costa Rica
 

An R-squared of .99 for Costa Rica indicates that the six
 

variables regressed on nontraditional exports explain nearly all the
 

variance in the dependent variable. The high R-squared corroborates
 

the completeness of the SRI Model II for Costa Rica.
 

Three variables are significant in the equation; U.S. imports,
 

nontraditional exports lagged one year, and Costa Rican merchandise
 
imports, all are positively associated with increases in
 

nontraditional exports. U.S. imports is a demand variable, lagged
 
exports a competitiveness variable, and merchandise imports a capacity
 

variable. The that variable from each is
fact one classification 


significant further supports the 
validity of the SRI approach. The
 

fact that no more than one variable from each classification is
 
significant does not mean that additional factors are unimportant; it
 

simply means that the 
limited number of observations limits the
 
regression technique's ability to detect additional important factors.
 

Taking each cigniiicant variable in turn, we consider first U.S.
 
imports. The elasticity of nontraditional exports with respect to
 

U.S. imports (0.36) indicates that the Costa Rican exporters are
 
proportionately less affected by changes in the U.S. import market
 

-58



than are Belizean exporters, who face an elasticity of 1.11. A review
 

of export destination statistics supports this conclusion: the United
 

States is the destination of only 42 percent of Costa Rican exports,
 

whereas the United States roceives 51 percent of Belizean exports.
 

A second significant variable is lagged exports, which is
 

consistent with the argument that the previous year's exports affect
 

export performance. This conclusion confirms that contacts made and
 

marketing channels created in a given year will not only increase that
 

year's export but the following year's as well.
 

Lastly, Costa Rican merchandise imports are significantly and
 

positively correlated with nontraditional export growth. The
 

correlation coefficient is consistent with 
the following conclusion:
 

The open economy policies and foreign exchange availability that
 

support imports also promote exports. Every additional dollar's worth
 

of goods imported is translated, on average, into an additional $0.16
 

worth of nontraditional exports. In summary, the regression results
 

are consistent with the conclusion that U.S. demand, lagged exports
 

and merchandise imports are positive determinants of nontraditional
 

exports in Costa Rica.
 

Guatemala 

The SRI Model II test for Guatemala included seven variables -

lagged nontraditional exports domestic credit, Guatemalan merchandise 

imports time, labor costs and two dummies for time, one that attempted 

to determine whether 1975 was a watershed year, and a second that 

tested if significant changes had occurred beginning in 1980. Of the
 

seven variables in the equction, three are significantly positive:
 

domestic credit, time, and labor costs.
 

The regression results support the contention that increased
 

credit availability increases nontraditional exports. In the case of
 

Guatemala, a $1 million increase in domestic credit is associated with
 

a $580,000 increase in nontraditional exports. The estimated domestic
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credit elasticity of nontraditional exports is 1.61, meaning that a 1
 

percent increase in domestic credit is associated with a 1.61 percent
 

increase in nontraditional exports,
 

A second factor that is positively associated with export growth
 

in Guatemala is time. 
Market con~tacts and channels established in the
 

past and export experience combine to increase Guatemalan
 

nontraditional exports by some $23 million each year above the 
level
 

estimated by the other determinants, other factors being equal.
 

Labor costs are also positively correlated with increases in
 

exports. One would expect exports to fall as unit labor costs rise
 

relative to other countries and exporters seek alternate low-cost
 

sites. The econometric results do not dispute this conclusion, for
 

the variable tested was absolute labor costs, not Guatemalan unit
 
labor costs relative to those of other countries. The regression
 

results 
 are consistent with the proposition that productivity
 

increases in Guatemala have probably outpaced 
dollar wage increases;
 

thus unit labor costs are falling. This is very likely, given high
 
unemployment and low labor union activity. Lower unit labor costs
 

will induce higher production and export levels. Thus, rising dollar
 

wages are positively associated with exports, because even 
as dollar
 

wages rise unit labor costs fall.
 

Lagged nontraditional exports is significant and carries an
 

unexpected negative sign. 
 The negative sign can be misleading and is
 
due to a combination of statistical phenomena such as the variable's
 

importance being picked up by other variables, the lack of a 2-stage
 
least squares procedure, and autoregression (the regression of a
 

variable back on itself).
 

Honduras
 

The equation which best explains Honduran nontraditional export
 

behavior contains only four variables since the addition of other
 

factors cause variables already in the equation to become
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insignificant. The four variablc3 are Honduran merchandise imports, 

fixed capital formation, lagged exports, and time. The R-squared of 

this equation is 0.96. 

In the Honduras equation, one variable, fixed capital formation, 

is strongly significant (t = 3.59). Time is negative, and a fourth 

factor, merchandise imports, is not signficant. 

The coefficient of 0.25 on real fixed capital formation indicates
 
that increases in real capital stock are correlated with increases in
 

nontraditional exports. The regrrssion results are consistent with
 
the statement that a $1 million increase in capital stock is
 

associated with an additional $250,000 in nontraditional exports. The
 
positive sign on lagged nontraditional exports lends credence to the
 

SRI Model by indicating that capacity and competitiveness, as captured
 
by previous year exports, are positively correlated with
 

nontraditional exports.
 

Time is significant and negative in the Honduran equation. The
 

econometrics results suggest that each year, nontraditional exports
 
fall by approximately $2 .illion below the level predicted by the
 

combined effects of the other variables, other things being equal.
 
The regression can be interpreted to mean that certain structural
 

conditions 
in the Honduran economy consistently pull nontraditional
 
exports down from where they would be otherwise. The identification
 

of which factors are obstacles to exporting is too fine a task for
 
econometrics to handle. One possible determinant is 
 regional
 

political instability. The country study included in Part I of this
 
study also suggests that the overvalued exchange rate is probably 
a
 

significant force keeping nontraditional exports below the level they
 

would otherwise reach.
 

Panama
 

In addition to reaffirming several behavioral relationships that
 

are contained in the equations of other countries, the results of the
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SRI Model II of Panama provide insight into an additional policy area,
 

that of domestic credit. The sign of the coefficient on domestic
 
credit in the Panamanian equation is negative, the opposite of what
 

normally would be expected. This might be explained by the following
 
argument. Economists are fairly certain that, at least up to a
 

certain point, domestic credit is positively correlated with export
 
performance. The regression results for Guatemala support this view.
 

However, after a certain point, domestic credit ceases to support
 
business efforts and becomes inflationary. High and rising inflation
 

without offsetting devaluation harms exporters by pricing their goods
 
out of world markets. Thus, the negative sign on domestic credit in
 

Panama could be interpreted as indicating that too much credit was
 
pumped into the economy, producing inflation rather than growth. The
 

coefficient of -0.02 indicates 
that every additional $1 million in
 
additional credit reduces Panamanian exports by $20,000. 
 The policy
 

implication of this conclusion is that 
too much credit can damage a
 
country's export drive.
 

Except for domestic credit, the significant variables in the
 

Panama equation show the expected signs. U.S. imports are positively
 
associated with nontraditional export performance; a one percent
 

increase in the the U.S.
size of import market is correlated with a
 
0.35 percent increase in Panamanian nontraditional exports. Exports
 

in a given year are positively associated with higher exports the
 
following year. Panamanian merchandise imports and time are both
 

slightly significant and positive.
 

The slightly significant but negative sign on real exchange rate
 

can be regarded as spurious. The negative sign on REER is similar to
 
the statistical difficulties apparent in the SRI Model 
I, which
 

included both U.S. imports and own-country merchandise imports, as
 
does the equation for Panama.
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Dominican Republic
 

The econometric analysis of the determinants of nontraditional
 

exports from the Dominican Republic yield a number of interesting
 
results. The analysis focuses on seven variables: U.S. imports,
 

domestic credit in dollars, gross fixed capital formation, Dominican
 
merchandise imports, labor costs, and two dummy variables, one
 

measuring any noticeable change beginning in 1975, end the other 
measuring change beginning in 1980. Only two variables -- domestic 

credit and merchandise imports -- are insignificant. Each of the 
other variables yields insights for policymakers. 

As expected, U.S. imports and capital formation are positively
 
associated with nontraditional export growth. The coefficient of 0.37
 

suggests that a $1 billion increase 
in U.S. imports stimulates
 
$370,000 in additional Dominican nontraditional exports. The U.S.
 

import elasticity of Dominican nontraditional exports (0.89) indicates
 
that a one 
p-rcent increase in U.S. imports is correlated with a 0.89
 

percent increase in Dominican nontraditional exports. The coefficient
 
of capital formation is significant but small, 0.04, indicating that 

capital formatio. is associated with export growth. On the margin, 
every additional $1 million in capital formation is associated with a 

$40,000 increase in nontraditional exports.
 

The coefficients of the two dummy variables show that
 

nontraditional exports rose above trend from 1975 to 1979, but since
 
then have fallen each year by some $17 million dollars below expected
 

levels, all other factors being equal. An explanation for the
 
apparent downturn since 1980 may lie in the methodology of the
 

statistics rather than in the Dominican economy. Industrial free zone
 

exports, which have grown rapidly 
since 1980, are not considered
 

exports, but rather reexports, by the Dominican authorities, and hence
 
are not included in official statistics. Resources have been flowing
 

into the free zones, but since rapidly growing zone exports are not
 
accounted for, nontraditional exports appear to fall below the trend
 

line estimated by other variables.
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Labor costs in dollars are significantly, positively correlated
 

with nontraditional exports in a separate simpler regression equation.
 

The econometrics results are consistent with the argument that as the
 

labor force grows costlier it produces higher value added goods, and
 

thereby increases nontraditional export value. A second
 

interpretation of the econometric results 
is that the higher wage
 
rates do not fully compensate for increased productivity, thus unit
 

labor costs, after accounting for productivity increases, are actually
 

falling. Lower unit labor costs 
could yield increased production and
 

export levels. Thus, as in the case of Guatemala, the positive
 

relationship between absolute dollar wage rates and exports may be
 

reflecting the expected, negative relationship between unit labor
 

costs and export value.
 

Jamaica
 

A disturbing time trend is apparent in the regression results
 

from Jadaica. Other variables tested, such as U.S. imports, domestic
 

credit, and Jamaican merchandise imports, yield positive, significant
 

coefficients. The results suggest that a rise of $1 billion in U.S.
 

imports increases Jamaican exports by $440,000. The U.S. import
 

elasticity of nontraditional exports is estimated at 1.12. When
 

domestic credit in dollars rises, so do nontraditional exports, by
 

$30,000 for every additional $1 million in credit. Similarly,
 

Jamaican merchandise imports are positively associated with 

nontraditional exports, although the coefficient is not strongly 

significant (t = 1.36). 

The econometric analysis suggests that Jamaican nontraditional
 

exports fall $6 million short each year from the level estimated by
 

the other determinants, a worrisome trend for policymakers. Given
 

this result, the important task is to determine exactly what policies,
 

regulations, and conditions are keeping Jamaican exports down. One
 

possible 
answer is that the period tested is one of considerable
 

political and pclicy uncertainty in Jamaica.
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Aggregated Data
 

The pooled regression analysis of the data from all countries
 

provides a larger number of observations for the econometric analysis,
 
and thereby increases the degrees of freedom and the power of the
 

analysis. In order to take advantage of the pooled data, the SRI team
 
necessarily had to eliminate Belize from the aggregated study; the
 

limited number of years of data 
cn Belize would have severely limited
 
the power of the analysis ecross countries.
 

The econometric analysis of the six remaining countries, Costa
 
Rica, Guatemala, Honduras, Panama, Dominican Republic, and Jamaica,
 

taken together, generally reconfirms the trends and associations noted
 
in the individual country analyses. Ten independent variables 
are 

included in two equations: the real exchange ..ate, U.S. imports, 
domestic credit in dollars, fixed capital formation, own-country 

merchandise imports, time, own country GDP lagged one year, two
 
dummies (one for 1975 and one for 1980), and membership in the Central
 

American Common Market.
 

Three of the variables are positive, two are negative, and the
 

others are insignificant. The positive variables are real exchange
 
rates, lagged GDP, and CACM 
membership. The coefficients can be
 

interpreted to mean that a one percent increase in the real exchange
 
rate increases nontraditional exports by 0.26 percent, a substantial
 

amount. This estimate could prove to be of assistance to AID
 
policymakers as 
they at+3mpt to calculate the effect of a devaluation
 

on nontraditional exports, and advise cooperating governments as to
 
what size devaluation is appropriate. Lagged GDP is also positive,
 

suggesting that capacity is an important precondition for exporting.
 

The results concerning CACM membership are interesting, although
 

given the significance level of the coefficient of only 0.12, they
 
cannot be taken too far. The positive coefficient indicates that
 

membership in the CACM boosts the exports of member countries, taken
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as a group, by some $28 million over nonmember countries taken 
as a
 

group, all other factors being equal. Thus, the formation of a common
 
market indeed aided member countries to 
increase exports. Even
 

despite the lackluster CACM performance since 1980, in general,
 
membership boosts exports. The regression results 
suggest that
 

creation of a common market, or promotion of an existing one, is a
 
positive, feasible method 
 of improving nontraditional export
 

performance.
 

Two variables had negative coefficients in equations that used
 

data aggregated across countries: a dummy variable for 
change
 
beginning in 1980, 
and fixed capital formation. The coefficient on
 

the dummy is significant 
at the .06 level, and suggests that,
 
beginning in 1980, nontraditional 
exports in the seven countries are
 

$45 million below the level estimated by the other variables. it is
 
difficult to attribute the fall in exports to 
a single cause, because
 

1980 marks not 
only the beginning oC the external debt difficulties,
 
which were a factor in a serious decline in the intraregional CACM
 

trade, but also recession in the United States and other
 
industrialized countries, 
as well as an increase in Central American
 

political instability.
 

Gross fixed capital formation also had negative coefficient,
 

while domestic credit exhibited a positive sign in one equation, and a
 
negative sign in a second, differently-specified one. As is discussed
 

above, the negative 
 signs result when the positive significant
 
correlation between nontraditional 
exports and both fixed capital
 

formation and domestic credit is picked up by other variables in the
 
equation, leaving the incremental impact of capital formation 
and
 

domestic credit to be negatively associated with increased
 

nontraditional exports.
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Table 1 

CICIMC INTDE 

SRI OCl I 

Dominican 

Variable Belize Cost& Rica Guatemala Honduras Panama Republic Jamaica 

Real Effective 
Exchange Rate 

293.80 
(8.56) 

-3.99 
(2.72) 

-1044.06 
(2.81) 

51.74 
(4.32) 

-16.001 
(0.89) 

-1.621 
(0.09) 

U.S. Imports 0.58 
(10.69) 

1.96 
(3.87) 

9.37 
(6.82) 

0.032 
(1.90) 

0.06 
(0.53) 

0.15 
(1.55) 

0.38 
(0.99) 

Nontraditional 
Exports Lagged 

One Year 

0.22 
(1.51) 

0.16 
(0.65) 

-0.17 
(0.45) 

0.13 
(1.48) 

0.72 
(2.49) 

0.05 
(5.71) 

0.35 
(1.48) 

Real Domestic 
Credit 

0.15 
(1.76) 

-2.553 
(0.85) 

-10.663 
(0.37) 

_-53 
(0.75) 

-0.01 
(1.60) 

-0.03 
(6.16) 

-12.053 
(0.99) 

Real Capital 
Formati, 

-0.66 
(1.11) 

-0.01 
(2.49) 

-1.10 
(7.11) 

0.12 
(4.80) 

-0.03 
(1.23) 

0.11 
(4.55) 

0.04 
(0.63) 

Merchandise 
Imports 

0.214 
(3.03) 

0.04 
(2.84) 

-0.05 
(3.66) 

0.11 
(1.76) 

Time -2.594 -19.57 0.85 1.07 -6.43 
(0.79) (1.61) (0.87) (1.74) (1.43) 

Foreign Direct 1.174 
Investent (1.13) 

Real Wage -0.084 

(2.63) 

Deg. of Freedom 
T sig. at .10 

1 
6.31 

14 
1.76 

12 
1.78 

14 
1.76 

14 
1.76 

13 
1.77 

13 
1.77 

R .99 .98 .96 .99 .98 .99 .76 

1 
1 Real Exchange Rate2 

CACM Imports 
Real Interest Rate 
Estimates from separate equation. 

T-atstistics in (). 
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CROSS-COUXTRY COMPARISON 

Table 2 

OF NONTRADITIONAL EIPORT DETERMINANTS 

SRI Model I 

Variable 

Number of Countries in which 
Variable has Positive, 
Significant Regression 

Coffficient 
Which 

Countries 

Number of Countries in which 
Variable has Negative, 
Significant Isgression 

Coefficient 
Which 

Countries 

U.S. Imports 3 Belize 

Costa Rica 
Guatemala 

0 

Own-Country Merchandise 
Imports 3 Costa Rica 

Panama 

Jamaica 

1 Dominican 
Republic 

Real Capital Formation 

Real Effective Exchange Rate 

2 

2 

Honduras 

Dominican Republic 

Belize 

Honduras 

2 

2 

Costa Rica 

Guatemala 

Costa Rica 

Guatemala 

Previous Year's 'ontraditjonal 

Exports 
2 Panama 

Dominican Republic 
0 

CACM Import Demand 1 Honduras 0 

Real Domestic Credit 0 
1 Dominican 

Republic 
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Table 3
 

COEFFICIEIT ESTIMATES
 

SRI Model II 

Varipble Belize Costa Rica Guatemala Honduras Panama DominicanRepublic Jamaica All Countries 

Real Exchange 
Rate in Local 

Currency/$ 

-46.90 
(0.10) -113.90 

(0.14) 
12.47 
(0.00) 

U.S. Imports 

Nontraditional 

Exports Lagged
One Year, in mm$ 

0.30 
(0.03) 

0.53 
(0.03) 

0.27 
(004) 

-3.04 
(.00) 

0.21 
(0.18) 

0.11 
(0.24) 

0.58 
(0.02) 

0.37 
(0.01) 

0.44 
(0.02) 

0.25 
(0.49) 

Domestic Credit 
in mm$ 

Fixed Capital
Formation in 

mm$ 

-0.04 
(0.17) 

0.12 
(0.28) 

0.58 
(0.00) 

0.25 
(0.00) 

-0.02 
(0.03) 

0.00 
(0.60) 

0.041 
(0.08) 

0.031 
(0.10) 

-0.08 
(0.00) 

_0.102 
(0.03) 

Ccuntry 
Merchandise 
Imports, in 
mm$ 

0.16 
(009) 

0.27 
(0.12) 

0.00 
(0.93) 

0.03 
(0.17) 

0.02 
(0.21) 

0.06 
(0.19) 

0.03 
(0.62) 

Time 

Country 
GDP 

in mm$ Lagged 
One Year 

-3.04 
(0.31) 

22.99 
(0.04) 

-2.14 
(0.06) 

2.49 
(0.17) 

-f.00 
(0.10) 

-0.70 
(0.90) 

0.08 
(0.00) 

Labor Costs in $ 

Dummy 1 
(1 from 1975 on) 

1077.24 

(0.05) 

161.08 
(0.13) 

60.871 

(O.1O) 

16.761 
(0.06) 

-18.631 
(0.48) 

Dummy 2 

(1 from 1980 on) 
-7.66 

(0.96) 
-16.71 

(0.09) 

-44.721 

(0.06) 

Member of CACK 

DegreesFreedom of 

Adjusted R2 

2 

.87 

14 

.99 

11 

.95 

17 

.96 

14 

.98 

15 

.97 

17 

.71 

27.731 

(0.12) 

117 

.56 

1 Separate equation. 

Significance levels in (). -69



Table 4 

ELASTICITY ETDfATE 

SRI Model II 

Variable Belize Costa Rica Guatemala Honduras Panama 
Dominican 
Republic Jamaica All CountrieE 

Real Exchange 
Rate 

U.S. Imports 

-0.61 
(0.10) 

1.11 
(0.03) 

0.36 
(0.03) 

-0.18 
(0.14) 

0.35 
(0.24) 

0.89 
(0.01) 

1.12 
(0.02) 

0.26 
(o.oo) 

0.15 
(0.49) 

Nontraditional 
Exports Lagged 

One Year 

0.27 
(0.04) 

-2.06 
(0.00) 

0.21 
(0.18) 

0.57 
(0.02) 

Domestic Credit 
in $ 

Fixed Capital 
Formation in $ 

-0.20 
(0.17) 

0.26 
(0.28) 

1.61 
(0.00) 

1.08 
(0.00) 

-0.57 
(0.03) 

-0.12 
(0.60) 

0.661 
(0.08) 

0.55 
(0.10) 

-0.42 
(0.00) 

-0.251 
(0.03) 

Country 
Merchandise 

Imports in $ 

0.45 
(0.09) 

0.43 
(0.12) 

-0.03 
(0.93) 

0.33 
(0.17) 

0.26 
(0.21) 

0.52 
(0.19) 

0.09 
(0.62) 

Time 

Country GDP in 

Lagged 1 Year 

Labor Costs in $ 

Dummy 1 
(1 from 1975 on) 

Dummy 2 
(1 from 1980 on) 

Member of CACM 

-0.13 

(0.31) 
0.44 
(0.04) 

0.88 

(0.05) 

.26 
(0.13) 

.01 
(0.96) 

-0.29 

(0.06) 
0.47 

(0.17) 

0.361 

(0.10) 

0.10 
(0.33) 

-0.17 
(0.09) 

-0.96 

(0.10) 
-0.03 

(0.90) 

0.87 

(0.00)(0.00) 

_0.061 
(0.48) 

-0.111 
(0.06) 

0.081 

(0.12) 

DegreesFreedom of 

Adjusted R2 

2 

.87 

14 

.99 

11 

.95 

17 

.96 

14 

.98 

15 

.97 

17 

.71 

117 

.56 

1 Separate equation. 

Significance levels in (). 
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Variable 

U.S. Imports 


Own-Country Merchandise 


Imports
 

Real Capital Formation 


Real Exchange Rate 


Previous Year's Nontraditional 

Exports 


Domestic Credit 


Time 


Country GDP Lagged 


1 Year
 

Labor Costs 


Dummy 10
 
(1 from 1975 on) 


(1 from 1975 on)02Doi 


Dummy 2 


(1 from 1980 on) 


Member of CACM 

Table 5 
CO S-wwmlY COMPARISON OF ONTRADITIONAL EXPORT DETERMINAMTS 

SRI Model II 

Number of Countries in which Number of Countries in whichVariable has Positive, 
 Variable has Negative,
Significant Regression 
 Which Significant Regression
Coefficient WhichCountries 
 Coefficient 
 Countries
 

4 Belize 
 0 
Costa Rica
 
Dominican Republic
 
Jamaica
 

1 
 Costa Rica 
 0
 

2 
 Honduras 
 1 Aggregated
 

Dominican Republic 
 data
 

1 
 Aggregated data 
 1 
 Belize
 

2 Costa Rica 
 1 Guatemala 
Panama 

2 
 Guatemala 
 1 
 Panama
 
Jamaica
 

1 
 Guatemala 
 2 
 Honduras
 

Jamaica
 

1 Aggregated data 
 0
 

2 
 Guatemala 
 0
 
Dominican Republic
 

1 Dominican Republic 
 0
 

ca
 

2 
 Dominican
 
Republic
 

Aggregated
 
data
 

1 Aggregated data 
 0
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BELIZE
 

I. INTRODUCTION: TE ECONOMIC CONTEXT
 

Belize's economy is based primarily on agriculture, which
 

currently accounts for about 25 percent of GDP and about 75 percent of
 

exports. Approximately one third of Belize's 165,000 inhabitants are
 

employed in agriculture. Manufacturing and construction account for
 

about 15 percent of GDP. Approximately half of manufacturing output
 

involves processing of agricultural products, primarily sugar and
 

citrus. The service sector, which includes trade, public
 

administration, tourism, and transportion, accounts for about 55
 

percent of GDP and about 45 percent of employment.
 

An important factor in Belize's national income is private
 

remittances. Since 1970, some 50,000 Belizeans have found work
 

outside the country, mostly in the United States. Remittances from
 

these workers, which have averaged approximately U.S.$14 million per
 

year over the past five years, have in some years accounted for as
 

much as 15 percent of total foreign exchange receipts.
 

Belize's economy is highly dependent on foreign trade. Over the
 

1980-1985 period imports represented, on average, about 75 percent of
 

GDP while exports represented about 55 percent of GDP. Despite
 

abundant agricultural land, foodstuffs represent the largest category
 

of imports. Other major import categories include manufactured goods,
 

capital equipment, and oil.
 

The openness of Belize's economy, coupled with its narrow export
 

base, makes the country highly vulnerable to external shocks.
 

Following nearly a decade of strong economic growth, real GDP in
 

Belize fell by nearly 5 percent in 1981-82 due to a decline in world
 

demand for Belize's exports along with worsening terms of trade and a
 

dropoff in re-exports to Mexico. A bumper sugar crop helped spur a
 

modest 1.5 increase in real output during 1983, and in 1984 real
 

growth accelerated to just under 4 percent as construction and
 



manufacturing picked up markedly while the country's terms of trade
 

improved. In 1985, real GDP growth weakened to 1.8 percent due in
 

large part to a decline in agricultural production and exports -- a 

trend which continued in 1986 as Belize faced further cuts in its
 

sugar export quota to the United States.
 

II. TRADE AND PAYMENTS PROFILE
 

The total value of Belize's exports has fluctuated over the past
 

five years, driven by erratic shifts in both the volume and value of
 

sugar exports. Overall, the value of domestic exports (total exports
 

minus re-exports) dropped by nearly 22 percent from 1980 to 1985.
 

Sales to the United States and the United Kingdom account for almost
 

90 percent of domestic exports. Re-exports, destined primarily for
 

Mexico and Guatemala, have also fluctuated. Re-export trade amounted
 

to U.S.$12 million, or 20 percent of total recorded exports in 1975.
 

By 1981, re-exports had increased to over U.S.$44 million. 
 Following
 

a sharp drop-off in 1982-1983 due to deteriorating economic conditions
 

in Mexico, the re-export trade recovered moderately in 1984 and 1985.
 

Table 1
 

FOREIGN TRADE: 1980-1985
 
(Millions of U.S. Dollars)
 

1980 1981 1982 1983 1984 1985
 

Domestic Exports 82.1 74.8 60.7 65.2 72.9 64.4
 
Re-Exports 
 28.8 44.3 31.2 12.6 32.1 25.7
 
Total Exports 110.9 119.1 91.9 77.8 105.0 90.1
 
Total Imports 149.8 162.0 128.0 111.8 130.2 128.2
 
BALANCE 
 -38.9 -42.9 -36.1 -34.0 -25.2 -38.1
 

SOURCE: Central Statistical Office
 

Despite a slight worsening of the trade balance, Belize's overall 

balance of payments shifted into surplus in 1985 for the first time 

since independence. The current account deficit narrowed to less than 

2 percent of GDP, reflecting increases in service receipts and private 
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remittances. There was a marked improvement in the capital account 

due to increased inflows of official capital and U.S.$2.6 million in 

debt relief. This allowed for a clearing of external arrears, which 

had grown to about U.S.$6.3 million, and a replenishment of
 

international reserves.
 

Table 2
 

BALANCE OF PAYMENTS: SUMMARY
 
(Millions of U.S. Dollars)
 

1981 1982 1983 1984 1985
 

Current Account
 

Trade Balance1 -43.0 -46.2 -40.0 -39.3 -41.0
 
Services Balance (net) 14.1 10.5 9.3 4.1 7.6
 
Official Transfers (net) 5.7 7.4 6.9 11.0 11.5
 
Private Transfers (net) 18.5 10.9 11.2 12.5 17.5


-4.7 -74 -12. -7 -3.5
 

Capital Account
 

Public Sector (net) 9.3 8.8 7.2 4.5 15.7
 
Private Sector (net) -6.6 9.3 -7.2 -10.0 -3.1
 

2.7 18.1 0.0 -5.5 12.-

Errors and Omissions --- -1.2 2.9 8.5 0.9 

Overall Balance -2.0 -0.5 -9.7 -8.7 10.0
 

SOURCE: International Monetary Fund
 

1 Excludes re-export trade.
 

Belize's external public debt is relatively modest by regional
 

standards. At the end of 1985, total external public debt outstanding
 

stood at U.S.$88.0 million or 48 percent of GDP, up from U.S.$57
 

million at year end 1981. The ratio of debt service payments to
 

exports of goods and services averaged less than 5 percent from
 

1982-1984, and currently stands at just below 10 percent.
 



III. EXPORT PERFORMANCE
 

Belize's export sector is dominated by sugar and sugar-related
 

products, primaril, molasses. The country's other major
 

traditional export is timber, although production and exports have
 

been declining steadily for a number of years. Major nontraditional
 

exports include citrus, garments, and fish. Bananas, formerly an
 

important export crop, have once again begun to make a significant
 

contribution to export earnings. A number of other nontraditional
 

products, including fresh fruits and vegetables, cacao, and meat, are
 

currently exported in small quantities, with several offering
 

considerable potential for expansion.
 

Another important -- although unrecorded -- nontraditional export
 

is marijuana. U.S. drug enforcement officials report that Belize is
 

currently the fourth largest supplier of marijuana 
to the United
 

States, following Colombia, Mexico, and Jamaica, with exports valued
 

at as high as U.S.$75 million per year. Marijuana exports are
 

estimated to have increased by more than 500 percent since 1982 a
as 


result of income and employment losses in the sugar sector.
 

Table 3
 

MAJOR EXPORTS: 1980-1985
 
(Millions of U.S. Dollars)
 

1980 1981 1982 1983 1984 1985
 

Sugar 
 47.7 42.7 32.9 34.2 32.6 24.5
 
Garments 10.4 11.1 6.4 
 8.3 14.8 15.7
 
Citrus 6.4 6.5 7.1 6.9 9.8 
 12.1
 
Fish 4.1 7.2 6.3 7.2 5.9 7.4
 
Wood 1.1 
 1.2 1.8 1.4 1.1 0.6 
Bananas 3.5 2.2 2.1 2.4 3.1 3.3
 
Molasses 
 2.2 1.2 0.9 0.9 1.2 0.9
 

SOURCE: Central Bank; Central Statistical Office
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A. Traditional Exports 

SUGAR. The sugar industry has been the mainstay of the Belizean
 

economy since the 196 0s. Sugarcane production is carried out by some
 

5,500 farmers under a licensing system specifying the volume that each
 

farmer can deliver for nrocessing. These quotas are established each
 

year by the Belize Sugar Board based on expected developments in
 

Belize's export markets. While quotas themselves are not
 

transferable, farmers whose production exceeds their allowed tonnage
 

may sell their excess cane to growers who are unable to fulfill their
 

quotas.
 

Table 4
 

TRENDS IN SUGAR EXPORTS: 1983-1985
 
(Thousands of Long Tons)
 

Destination 1983 1984 1985
 

United States 27.0 36.2 17.7
 
(of which U.S. quota) (27.0) (28.2) (12.1)
 
E.E.C. 42.4 43.0 42.1
 
Rest of World 39.7 16.4 35.6
 
Total Exports 109.1 95. 95.3
 

(U.S. $MN) Value 34.2 32.6 24.5
 

SOURCE: Central Bank; Central Statistical Office
 

Processing is undertaken by Belize Sugar Industries, Ltd. Total
 

processing capacity has been reduced by about 25 percent following the
 

closure of one of' the country's two processing plants in 1985. Sugar
 

is sold to the United States and the United Kingdom at preferential
 

prices under special quota agreements. The remainder is sold on the
 

free market at much lower prices.
 

While sugar and molasses continue to be Belize's most important
 

exports, their share of total domestic exports has fallen from A peak
 

of 61 percent in 1980 to 39 percent in 1985. The value of sugar
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exports has fallen by more than 50 percent since 1980 as a result of
 

reductions in average prices and limitations in Belize's access to the
 

U.S. market. Since 1983, Belize's quota in the United States has been
 

cut by more than 50 percent. As a result, Belize has been forced to
 

sell an increased share of its production in the free market at a
 

price which is currently about one-third of that commanded in the U.S.
 

market.
 

TIMBE. Forestry was the main economic activity of Belize during
 

the nineteenth century. Indeed, the exploitation of timber resources
 

was one of the primary reasons for the establishment of a British
 

colony in the region.
 

While large tracts of unexploited timber resources remain, the
 

timber industry has declined substantially. Over the period
 

1980-1985, timber production contributed only 2.0 percent of GDP and
 

1.7 percent of domestic exports. Timber exports in 1985 totalled less
 

that U.S.$1 million.
 

B. Nontraditional Exports 

GARMENTS. Garments have become Belize's second most important
 

export, accounting for nearly 25 percent of 1985 domestic exports, up
 

from less than 12 percent in 1982. The vast majority (over 90
 

percent) of garment exports are destined for the United States, with
 

the remainder sold in Europe. Most garment production for export to
 

the U.S. market involves assembly operations whereby garments are cut
 

in the United States and finished in Belize. Under Section 807 of the
 

U.S. Tariff Code, such garments are subject to U.S. import duties only
 

on the value added in Belize. The largest garment manufacturer in the
 

country, Williamson Industries Ltd. (an "offshore" subsidiary of a
 

U.S. apparel manufacturer) is currently devoting 100 percent of its
 

production to 807 assembly operations.
 

Because such a large share of Belize's garment exports is
 

destined for the U.S. market, performance of this sector has tended to
 

reflect demand co'nditions in the United States. Garment exports fell
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by over 40 percent in 1982 but recovered strongly in 1983 and 1984.
 

In 1985, production topped the 2 million piece mark for the first time
 

as exports totaled just under U.S.$16 million, up about 7 percent from
 

the previous year.
 

CITRUS. The citrus industry in Belize is based primarily on the
 

production of orange and grapefruit concentrate. About half of the
 

9,000 acres uider citrus cultivation are owned by the two existing
 

citrus processing -ompanies. Citrus exports of $12.1 million in 1985
 

accounted for about 19 percent of domestic exports, well over double
 

the 1980 share.
 

The main market for citrus exports is the United States, with
 

smaller markets in Trinidad and Tobago and Jamaica. The dramatic
 

increase in the value of citrus exports since 1980 has been largely
 

due to the opening of the U.S. market to citrus concentrates under the
 

Caribbean Basin Initiative. Export volume has increased by an average
 

of 14 percent per year since 1980. There was a temporary drop-off in
 

volume in 1983 because of a labor dispute between growers and
 

processors; however, export value diminished only marginally due to a
 

40 percent increase in price as a result of frost and insect
 

infestation in Florida. Prices continued to rise in 1984 and the
 

early part of 1985, resulting in substantial increases in export
 

value.
 

Table 5
 

TRENDS IN CITRUS EXPORTS: 1981-1986
 

1981 1982 1983 1984 1985 1986*
 

Value (U.S. $MN) 6.5 7.1 6.9 9.8 12.1 10.9
 
Volume (thousands of gallons) 1170 1386 965 1066 1251 1401
 
Unit Value (U.S. $ per gallon) 5.6 5.1 7.1 9.2 9.7 7.8
 
*Preliminary
 

SOURCE: Central Statistical Office
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Citrus earnings declined in 1986, despite increased production,
 

as U.S. prices for frozen concentrate declined from U.S.$1.75 per
 

pound in early 1985 to U.S.$I.00 per pound at the beginning of 1986.
 

In addition, demand fell in Trinidad and Tobago for Belize citrus
 

imports due to a major devaluation of the TT dollar and increased
 

local production.
 

FISH. Fish and shellfish accounted for 11.5 percent of 1985
 

domestic exports. Lobster, conch, shrimp, and fresh and salted fish
 

are currently exported. Processing and marketing are undertaken by
 

four cooperatives.
 

Sharp export increases in 1981 and 1983 were temporarily reversed
 

in 1984 as the lobster catch declined due to adverse aquatic
 

conditions. Exports recovered in 1985, increasing by over 25 percent
 

in value from U.S.$5.9 million in 1984 
to U.S.$7.4 million. Lobster
 

production expanded by 23 percent in 1985 and shrimp exports grew from
 

35,000 lbs. to 115,000 lbs. due to the introduction of new
 

trawl-fishing activity. Shrimp exports are expected to expand further
 

in the future as producers begin shrimp farming.
 

Both shrimp and lobster enjoy virtually guaranteed access to the
 

U.S. markets. One of the two major fishing cooperatives currently
 

sells nearly 100 percent of its lobster catch to the Red Lobster
 

restaurant chain.
 

Demand and prices for Belizean conch have increased due to sharp
 

drop-offs in production in the Bahamas and Turks and Caicos Islands,
 

currently the two largest suppliers to the U.S. market. Despite
 

growing demand in 
the U.S. market, exports of fresh fin fish remain
 

minimal due to the unreliability of air transport.
 

BANANAS. Banana production increased markedly in 1986, after
 

having remained relatively static over the previous 5 years. Exports
 

are destined exclusively to the U.K. market where Belize enjoys
 

preferential access under the European Community (EC) Lome Convention.
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From 1981-1985, the Banana Control Board, a government statutory
 

body, was virtually the sole producer of bananas in Belize. Banana3
 

are exported through Fyffes, a U.K. subsidiary of United Fruit, which
 

is the sole buyer of Belize bananas. Increases in export value dulrng
 

the early-mid 1980s resulted mainly from a renegotiation of the
 

pricing formula used by Fyffes, as export volume remained virtually
 

unchanged. In 1986, banana exports totaled U.S.$4.8 million, up 45
 

percent from 1985. This increase has resulted, in large part, from an
 

expansion in land under banana cultivation, an expansion which has
 

resulted from privatization of the industry.
 

Table 6
 

TRENDS IN BANANA EXPORTS: 1981-1985
 

1981 1982 1983 1984 1985 1986
 

Volume (thousands of boxes) 551 523 531 555 542 735
 

Value (U.S. $MN) 2.2 2.1 2.4 3.1 3.3 4.8
 

Unit Value (U.S.$ per box) 3.90 4.00 4.55 5.65 6.00 6.50
 

SOURCE: Central Bank, SRI Interviews
 

Nevertheless, current production levels still are insufficient to
 

justify direct shipments to the United Kingdom, thus entailing
 

extremely high transportation costs. Export shipments currently are
 

routed via Puerto Cortes, Honduras. The Banana Control Board
 

estimates that production would have to reach I million boxes per year
 

to make direct shipments economically viable.
 

CACAO. While cacao currently accounts for less than 1 percent of 

recorded domestic exports, production has been expanding rapidly, from 

less than 12,000 pounds in 1980 to over 200,000 pounds in 1986. The 

bulk of current production emanates from a 600 acre estate owned by a 

local subsidiary of Hershey Foods Corporation. Hershey provides 
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seeds, technical assistance, and a guaranteed market to a growing
 

network of private outgrowers. Many of these producers work at the
 

Hershey estate and tend their own plots during their free time. The
 

value of cacao exports, which topped U.S.$160,o00 in 1985, is expected
 

to increase markedly in the future as outgrower production increases.
 

MEAT. The livestock sector has long been identified as a source
 

of considerable export potential. However, exports of live cows and
 

horses to Guadeloupe and Martinique, which accounted for about
 

U.S.$500,000 per year in the mid-1980s, have fallen to virtually zero
 

due to a ban on exports of live animals. Exports of frozen and
 

processed meat amounted to less than U.S.$250,000 in 1985,
 

(approximately the saw,? as the 1980 level) despite a major effort by a
 

U.S. investor to rehabilitate the government-owned meat processing
 

facility. Ninety percent of expored meat is currently destinea for
 

the United States, with the remainder sold to Caribbean Common Market
 

(CARICOM) buyers. The company is currently seeking approval to ship
 

to the EC market in an effort to increase exports.
 

C. Export Outlook
 

The future outlook for Belize's exports is mixed. There is 

little doubt that the long-term health of the export sector will be 

dependent upon its ability to diversify away from its current 

dependence on sugar as the main source of export revenue. While sugar 

prices have recovered strongly in recent months, Belize's access 

preferential markets is likely to continue to be constrained. 

Belize's 1986-1987 allocation under the U.S. import quota system again 

has been reduced following earlier cuts of 16 percent in the 1984-1985 

year and 25 percent in the 1985-1986 year. 

The outlook for citrus exports is extremely favorable, assuming
 

that Belize will be able to retain duty-free access to the U.S.
 

market. A number of major new investments, including a U.S.$100
 

million investment by Coca Cola, could increase acreage under
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production more than five-fold by 1990. Coca Cola also plans to
 

establish a citrus processing facility by 1995. However, the economic
 

viability of these investments is largely dependent upon continued
 

duty-free access to the U.S. market. Brazilian exports, which
 

account for more than 80 percent of citrus concentrate imported into
 

the U.S., currently are subject to a 34.5 cent/pound import duty. It
 

is estimated that Coca Cola will save up to U.S.$40 million per year
 

by shifting a portion of its citrus concentrabe imports to Belize.
 

The outlook for garment exports is largely dependent upon U.S. 

demand. If demand in the U.S. market continues to be strong, exports 

are likely to remain at least at current levels. Significant 

increases in garment exports will require either new investment -

current producers are operating at or near maximum capacity -- or a 

shift away from assembly operations toward higher value-added
 

production.
 

Increased exports of marine products will require diversification
 

to additional species. Local fishermen report that the lobster catch
 

is currently at or near maximum sustainable yield, while conch
 

production has been falling steadily due to overfishing. On the other
 

hand, largely untapped potential is said to exist for offshore shrimp
 

and fin fish production. However, exploitation of these resources
 

will require investment in more modern fishing techniques. One of the
 

major fishing cooperatives has already entered into a joint venture
 

for trawl-fishing for shrimp, while another cooper,ive is looking to
 

follow suil. Investors remain optimistic about the potential of
 

shrimp farming operations, although the technical and financial
 

viability of shrimp farming in Belize rc. ,ins unproven.
 

Investors hope that the recent privatization of banana production
 

will lead to the rehabilitation of the industry and to production
 

increases sufficient to justify direct export shipments. However,
 

Belizean producers are likely to face strong competition in the market
 

from other Central American producers, particularly Nicaragua, which
 

has been seeking new sources of hard currency due to a U.S. trade
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embargo. There is also strong pressure from African and Asian 

producers to gain preferential access to the U.K. market. If they 

succeed 
in gaining access, that could mean that U.K. imports of
 

Belizean bananas would diminish.
 

The Beli7ean authorities are looking to new products, such as 

winter fruits and vegetables, tc make up for some of the losses in 

sugar export receipts. While substantial new investnent has been
 

undertaken in winter vegetable production, exports have, thus far,
 

been minimal. In 1985, 
exports of fresh produce tctalled less then
 

U.S.$100,000. While exact figures are not yet available for 1986, it
 

is estimated that winter vegetable exports may have reached as high as
 

U.S.$500,000. Prorlucers are reportedly forecasting exports in exness
 

of U.S.$3 million for 1987. However, Belize is likely to face strong
 

competition from other regional producers, many of whom enjoy lower 

labor costs and superior transportation links with the U.S. market.
 

In addition, U.S. demand for imported winter vegetables is subject to
 

the 
vagaries of weather conditions in the southern and southwestern
 

portions of the United States.
 

17. DETERMINANTS OF EXPORT PERFORNANCE
 

In an earlier section of this 
 report, determinants of 

nontraditional wereexports from Central America and the Caribbean 

discussed in some detail. This section of the report examines these
 

determinants in the context of Belize, focusing on those factors -

both positive and negative -- which have the greatest impact on
 

Belize's traditional and nontraditional export performance.
 

A. Macroeconomic Determinants
 

INTERNATIONAL DEIMAND. 
 Perhaps the single most important element
 

affecting the export performance of any country is the level of
 

effective demand for its products. In the case of Belize, given the
 

heavy concentration of exports destined for the United States and the
 

United iingdom, export performance tends to reflect economic
 

performance in those countries.
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Belize currently enjoys preferential treatment in both the U.S.
 

and U.K. markets, under CBI and the Lome Convention, respectively.
 

While this treatment opens these markets up to many Belizean products
 

on favorable terms, policy-induced market access carries the risk of
 

being extremely vulnerable to protectionist shifts in buyer countries.
 

EXCHANGE RATE DEVELOPKAMTS. The Belize dollar has been pegged to
 

the U.S. dollar at a rate of 2:1 since 1976. The IMF has estimated
 

that the real effective value of the Belize dollar (the trade-weighted
 

exchange rate adjusted for relative consumer price indices) rose by 23
 

percent fror 1980 to 1985, reflecting the general increase in the
 

external value of the U.S. dollar. There is little doubt that the 

deterioration of Belize's trade position over this period can be 

attributed, in large part, to the strong dollar. In particular, 

Belize'c trade deficit with the U.K. has been strongly affected by the 

value of the U.S. dollar relative to the pound sterling. All of 

Belize's sugar and banana export contracts with the U.K. are 

denominated in sterling. While the relative value of the BZ$ has 

little to do with the volume of sugar and banana exports to the U.K., 

since both products are sold under guaranteed quantity purchase 

arrangements, BZ$ appreciation strongly affects export value. The 

Central Bank of Belize estimated in 1985 that the cumulative loss in
 

sugar export revenue between 1980 and 1985 due to BZ$ appreciation
 

exceeded BZ$60 million.
 

Dollar appreciation also has had a detrimental effect on Belize's
 

exports of nontraditional products. Two garment manufacturers
 

interviewed by SRI reported that they had lost their share of the EC
 

market in 1983-1984, and have thus far been unable to resume exports
 

to Europe despite a 15 percent decline in the real effective value of
 

the BZ$ since 1985.
 

CREDIT. Working capital and long-term financing are essential
 

elements of successful export growth. The lack of availability of
 

local long-term financing, due in part to a relatively undeveloped
 

capital market, is widey recognized as a major constraint to
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investment in export-oriented ventures in Belize. The four commercial
 

banks currently operating in Belize (three are branches of foreign
 

banks) are oriented primarily toward low-risk, short-term credit
 

operations. Investors and exporters report that it is virtually 

impossible to obtain financing for terms longer than 6-12 months, and 

banks require collateral -- in the form of real estate or deposits -

of up to 300 percent of the value of the loan. These requirements are 

a particularly strong deterrent to investments in manufacturing 

operations, since banks will not accept inventory or machinery as 

collateral. 

In addition to difficulties in obtaining long-term credit,
 

exporters are also constrained by the poorly-developed state of
 

financial services. One exporter interviewed by SRI reported that he
 

was unable to find a local bank that would honor a letter of credit
 

from his U.S. buyer.
 

Central Bank statistics on domestic credit operations of the
 

local banking sector confirm this picture. In 1985, commercial loans
 

and advances to the private sector contracted by BZ$9.4 million or 7.2
 

percent. Lending to the agricultural and transport sectors was
 

hardest hit, with respective declines of 11.2 percent and 30.8 percent
 

in credit outstanding.
 

LABOR RESOURCES. Belize's population, and hence the size of its
 

labor force, is quite small relative to the size of the country.
 

Despite a major influx of refugees in recent years, the labor force
 

currently stands at less than 50,000. Wage rates, while low by U.S.
 

standards, are higher than those found in competitor countries in
 

Central American and the Caribbean. Skilled labor is in particularly
 

short supply. Furthermore, despite significant unemployment (17
 

percent in 1985), there is a seasonal shortage of agricultural labor
 

with 1,500 imported workers from neighboring countries required each
 

year to harvest the citrus and sugar crops. In order to ease this
 

shortage, the government has encouraged the immigration of experienced
 

agricultural workers from neighboring countries.
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In addition to a shortage of workers in a number of skill
 

categories, managers complain of low worker productivity and high
 

turnover. For example, one major employer in the manufacturing sector
 

reported that turnover among trainees is currently about 65 percent.
 

On the positive side, Belizean workers are English-speaking and
 

tend to be relatively well educated. Many are bilingual in English
 

and Spanish.
 

B. Nicroeconomic Determinants
 

TRANSPORTATION INFRASTRUCTURE. Most of Belize's exports are
 

currently transported iy road or by ship, with limited quantities sent
 

by air. The high cost and limited capacity of existing transportation
 

facilities reduces the competitiveness of Belize's exports and makes
 

export of certain types of products all but impossible.
 

Road shipment is currently the most reliable form of transport.
 

Driving time from Belize City to the Southwestern United States is
 

approximately 18 hours. A number of export companies own and operate
 

their own trucks. A potential problem facing foreign companies that
 

wish to follow this example is a provision of the Belize Investment
 

Code which limits ownership of internal transport operations to
 

Belizean companies.
 

While the port at Belize City is able to handle roll on-roll off
 

container traffic, it is not deep enough to accommodate bulk transport
 

vessels or large ocean-going ships. As a result, the majority of
 

agricultural exports must be transshipped, thereby increasing
 

transportation time and costs. Sugar is currently barged from
 

Commerce Bight to Belize City where it is offloaded onto ships moored
 

in deep water off B21ize Harbor. Bananas are barged to Puerto Cortes,
 

Honduras for shipment to the United Kingdom, while citrus is barged
 

from Dangriga to Belize Harbor for transhipment.
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The international airport 10 miles south of Belize City is served 

by TAN-SASHA (Honduras), TACA (El Salvador), and Challenge (United 

States). While all of these airlines operate regularly scheduled
 

service, no flights originate in Belize or have Belize as their final 

destination. As a rvsult, capacity for shipment of exports by air 

freight is limited and unreliable. This constraint makes it virtually
 

impossible for producers to consider exporting highly perishable
 

products such as fresh fish or cut flowers. Exporters are hoping that
 

the recent introduction of freight and passenger service by Toucan
 

Air, a newly-established, Belize-based airline, will help to improve
 

air freight capacity.
 

Transport limitations also create difficulties in obtaining spare
 

parts and other imported production inputs. Producers must be 

virtually self-sufficient since it can take as long as six months to 

get spare parts or new equipment.
 

MANUFACTURING INFRASTRUCTURE. An important requirement for
 

successful export-oriented manufacturing is access to readily
 

available, low-cost factory, storage, and office space as well as 

reliable sources of power and other utilities. There is currently 

very little factory or storage space available to accommodate 

manufacturing or processing operations in Belize. Potentl exporters 

must count on building their own facilities -- a process which is 

complicated by the high cost and slow pace of local construction. 

A related constraint is the high cost of electrical power. 

Consumers of electricity currently pay U.S.$0.21 per kilowatt hour, a 

rate which is three to four times higher than that paid by industrial
 

consumers in competitor countries.
 

The government hopes to address these constraints through 

establishment of a free zone in the northern part of the country, near
 

the Mexican border. Manufacturers would be giver. access to factory 

shells and lower-cost electricity (to be purchased from Mexico). 
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Labor would include migrants from Mexico as well as Belizeans
 

unemployed by the closing of the Libertad sugar factory.
 

MANAGEMENT SKILLS. Like any other business, the success of 

nontraditional export operations requires sound management. As with a 

number of other skill categories, the number of experienced managers 

available in Belize is limited. Foreign investors interested in 

establishing export-oriented ventures have generally found that 

absentee management does not work, since it is difficult to locate 
local managers or entrepreneurs to whom day-to-day operations can be 

entrusted. To a certain extent, this shortage is a function of J'Ick 

of export-oriented experience rather than a shortage of general 
management skills. Most local managers have traditionally been 

involved in domestic commerce, rather than in export-oriented 

production activities. As a result, many are not accustomed to doing 

business in a market where efficiency, timeliness, and quality control
 

are of primary importance. 

C. Policy/Promotional Determinants 

POLITICAL STABILITY. Political stability is r major determinant 

of export growth. Buyers of export products are generally unwilling 

to enter into Icng-term purchase contracts if they are afraid that 

changing political conditions could interrupt supply. By the same 

token, investors, both local and foreign, are unlikely to invest in 

new ventures in a politically unstable environment. 

For the most part, investors and exporters rate political 

stability as one of the strong points of Belize's business climate, 

particularly relative to other countries in the region. However, a 

number of foreign investors have expressed concern over the failure of 

the current government to honor fully the provisions of development 

concessions granted by the previous government. Consistency and 

stability of government policies are a', important to investors as the 

content of these policies. In order to feel secure in investing in 

long-term ventures, investors must feel confident that the "rules of 

the game" will remain the same over the life of their investments. 
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POLICY/PULATORY EIVIRONMENT FOR PRIVATE ENTEPRISE. Belizean 

exporters report few of the "nuisance" constraints generally
 

identified by exporters in other countries. Customs procedures are
 

relatively efficient, although some exporters reported occasional
 

delays in clearing imports of production inputs.
 

Licenses are required for export of most products, although
 

export licensing is essentially a registration procedure, with
 

licenses granted promptly and routinely in most cases. Export taxes
 

of 2 to 5 percent are currently levied on several agricultural
 

exports. Given the preferential market access and price Belize enjoys
 

for most affected products, these taxes probably have little impact on
 

export volume. However, they do lower the return to producers.
 

.ocal and foreign investors in both export and non-export
 

oriented ventures are eligible for a number of types of investment
 

incentives. These incentives, which are granted for periods of up to
 

fifteen years, include tax holidays, relief from import duties on
 

machinery, equipment and raw materials, and guaranteed repatriation of
 

capital (including profits and capital gains). In addition, investors
 

may oe granted permission to carry forward net losses incurred during
 

the tax holiday period for set-off against profits for up to five
 

years following expiration of the tax holiday.
 

To be eligible for these incentives, investors must be granted a
 

development concessioi by the Office of Economic Development, the
 

Belize Government's investment approval agency. The Office of
 

Economic Development reports that its review of applications for
 

development concessions generally takes about six months. However, a
 

number of investors reported that the process often takes much longer.
 

One disturbing aspect of the current investment incentive/
 

approval system is the discretionary nature of available incentives.
 

'he term and provisions of the concessions granted to specific
 

investments are determined on a case by case basis. In some cases,
 

certain investors have reportedly been granted special concessions not
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provided to other investments in the same sector. A related problem,
 

noted earlier, has been the failure of the current government to honor
 

certain provisions of development concessions granted by the previous
 

government.
 

PROMOTIONAL STRUCTURE. Promotion of Belizean exports is 

undertaken mainly by the Belize Export and Investment Promotion Unit
 

(BEIPU), a division of the Belize Chamber of Commerce and Industry.
 

BEIPU is a relatively new organization and has not as yet undertaken
 

an) active promotion efforts. With financial and technical support
 

from the U.S. Agency for International Development (AID), BEIPU is
 

currently providing information and assistance to current and
 

potential exporters and is seeking to identify new export
 

opportunities.
 

POLICY DEVELOPMENTS IN BUYER COUNTRIES. Like other countries 

that depend on a relatively narrow export base, Belize's export
 

performance Jis highly dependent upon continued access to key markets.
 

This is especially true in the case of those products for which Belize
 

enjoys preferential prices.
 

The impact of cuts in the U.S. sugar import quota on Belize's 

overall export performance has already been discussed, as has the spur
 

provided to citrus exports by the granting of duty-free access to the
 

U.S. market under CBI. Indeed, it can be strongly argued that policy
 

developments in the United States which affect Belize's market access
 

are the single most important set of factors governing the country's
 

export performance.
 

A potential cloud on the horizon is the increased pressure being
 

put on the U.S. government by domestic producers to limit the market
 

access of Belize and other CBI countries. Florida citrus growers have
 

already succeeded in persuading OPIC not to insure overseas
 

investments in citrus ventures oriented toward production for export
 

to the U.S. narket. A recent AID administrative directive, adopted in
 

response to Congressional pressure, instructs AID field missions to
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refrain from supporting activities which may compete with U.S.
 

producers or exporters. The result in Belize has been a "hands-off"
 

attitude on the part of AID toward the citrus 
sector, despite the
 

strong potential of citrus to replace sugar as the country's most
 

important export.
 

V. NONTRADITIONAL EXPORT OPPORTUNITIES
 

Belize's greatest comparative advantage for increased
 

nontraditional exports seems to be concentrated in the agribusiness
 

sector where producers can take advantage of the country's favorable
 

climate and abundant arable land. Within this sector, citrus clearly
 

offers the greatest opportunities for increased exports, subject to 

the caveat already discussed; namely, continued duty-free access to 

the U.S. market. 

The export of winter vegetables destined for the U.S. market 

clearly offers potential for expansion. However, expectations for 

this sector should not be overblown. Exporters of winter vegetables 

from other countries in the region have learned -- in many cases from 

painful experience -- that the produce business can be very risky. 

Yields have often been below expectations, and a crop that ripens two 

weeks early or two weeks late can mean that an exporter misses a 

window of opportunity in the U.S. market. Furthermore, exporters have 

found that the cost of marketing winter vegetables can be as much as 

one and half times the cost of production, thereby reducing profit 

margins substantially. Profit margins are also being reduced &as 

growing number of Central American and Caribbean producers compete 

with each other in exporting to the United States, thereby driving 

down prices. As a result, projects which are highly tcuted one year 

-- such as an Israeli-Jamaican joint venture which was expected to
 

generate as much as $50 million per year in exports -- may go bankrupt
 

the next.
 

Exports of cacao seem to offer legitimate potential for stable
 

growth, at least in volume terms. There also appears to be
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considerable opportunity for increased exports from the fisheries
 

sector through expansion into new species and use of more modern
 

fishing techniques. Improvements in the capacity and reliability of
 

air freight transport would also open up opportunities for export of
 

fresh fin fish -- albeit on a limited volume basis.
 

Opportunities for expansion of garment production or introduction
 

of other labor-intersive assembly operations are limited by the small
 

size of the labor force. A careful analysis of Belize's long-term
 

comparative advantage in this sector should be undertaken before
 

resources are committed to the establishment of the proposed free zone
 

discussed earlier. In the short term, however, it would take only the
 

addition of one or two medium- to large-sized firms to generate a
 

isubstantial percentage increase in production and exports, given the
 

high concuntration of current production.
 

VI. ACTION RECOMMENDATIONS 

While the primary objective of this chapter has been Lc report on
 

and analyze the performance and prospects of Belize's nontraditional
 

eynort sector, SRI has developEd a number of action recommendations,
 

which, if implemented, could improve substantially the prospects for
 

nontraditional export growth. These recommendations, directed both to
 

AID and the Government of Belize, are based on SRI's necessarily bripf
 

field visit to Belize as well as our experience -- in some two dozen 

other countries -- witl the design, evaluation, and implementation of 

export and investment promotion programs. 

A. Increase Capital Availability
 

By far the biggest operating constraint facing 'xisting and
 

potential exporters is the lack of working capital and long-term
 

financing at reasonabl. terms. USAID/Belize could address this
 

problem both by making credit available to exporters, either directly
 

or through a new or existing financial institution, as well as through
 

support of the development of new capital market institutions and 

instruments. 
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B. Standardize Investment Incentives
 

Under the current investment code, the term and specific benefits
 

granted to recipients of development concessions is not automatic.
 

Rather, concessions are granted on a case case basis with
by the
 

length and scope of individual concessions based on the extent of
 

local value-added, as well as expected profitability, foreign exchange
 

earnings, and employment creation.
 

The discretionary nature of the process creates perceptions -

whether or not justified -- of favoritism or discriminatory treatment.
 

SRI's experience has been that automaticity and equal treatment are 

key elements of successful investment codes. If differential
 

incentives are provided, they should be utilized 
to target investments
 

toward priority industries or sectors, and the criteria for
 

eligibility should be clearly set out in the investment code. Within
 

a particular sector, all investments should be treated equally. The
 

preference of investors for this type of system has been confirmed by
 

a number of major surveys of internation 1 companies.
 

C. Enhance Managerial Skills
 

AID should continue to support programs such as the Belize 

Management Institute which are aimed at increaing the pool of local 

managerial talent. In particular, training should be directed at 

imparting an understanding and appreciation of the requirements of
 

managing export operations. Thus, training programs should focus on
 

such topics as export marketing techniques and requirements, customs
 

procedures, foreign exchange procedures, and quality control.
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BELIZE
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSANOS OF U.S. DOLLARS
 
1978 - 1980
 

SITC
 

CODE DESCRIPTION 
 1978 1973 1980
 

Total exports 104,947 91,937 111,291 

0 
01 
02 
03 
04 
05 
06 
07 
09 

Food and live animals 
Meat and preoarations 
Da-ry products and birds' eggs
Fish and preparations 
Cereals and preparations 
Fruit and vegetables 
Sugar, honey and preps. 
Coffee, tea, cocoa, spices 
Misc. food prepara-ions 

59,503 
1,409 

11,514 
4,215 
1,182 
4,600 

35,344 
703 
504 

53,223 
597 

4,733 
4,979 

597 
8,232 

33,723 
273 
83 

70,647 
648 

3,849 
4,466 

369 
10,778 
50,199 

207 
126 

1 
11 

Beverages and tobacco 
Beverages 

1,435 
1,278 

727 
653 

794 
777 

2 
23 
24 
29 

Crude matls. excl. fuels 
Rubber, crude, syn., natl. 
Wood, lumber anz' cork 
Crude animal vieg. mat. nes. 

2,040 
784 

1,046 
83 

3,442 
602 

2,485 
130 

2,743 
228 

2,162 
84 

3 
33 

Mineral fuels etc. 
Petroleum and products 

3,377 
3,377 

2,455 
2,452 

3,154 
3,154 

4 
42 

Rnimal, vegetabl? oil, 
Fixed animal oil, fat 

fat 318 
318 

128 
128 

377 
377 

5 
54 
55 
59 

Chemicals 
Medicinal, etc., products
Perfume, cleaning, etc. prds. 
Chemicals nes. 

2,324 
364 
807 

1,152 

2,260 
364 

1,307 
562 

2,120 
360 

1,072 
700 



-----------------------------------------------------------------------------------

----------------------------------------------------------------------------

1980 

BELIZE continued
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSRNDS OF U.S. DOLLARS
 
1978 - 1980
 

SITC
 
CODE DESCRIPTION 1978 1979 


6 
65 
66 

Basic manufactur-s 
Textile yarn, fabric, etc. 
Nonmetal mineral mfs. nes. 

1,797 
250 
244 

3,673 
1,036 
244 

1,815 
222 
58 

67 Iron and steel 57 47 5 
69 Metal manufactures nes. 1,196 2,174 1,454 

7 
71 

Machines, transport equipment 
Machinery, nonelectric 

14,280 
12,376 

5,884 
4,341 

4)547 
2,652 

72 Electrical machinery 2,001 1,200 837 
73 Transport equipment 348 343 1,059 

8 Misc. manufactured goods 19,561 191477 24,611 
84 
86 
89 

Clothing 
Instruments, watches, clocks 
Misc. manufactured goods nes 

9,509 
7,899 
1,869 

11,036 
6,471 
1,627 

14,454 
81594 
1,269 



Quantifiable Determinants of Non-traditional Export
 
BELIZE
 
1970-1986
 

1970 1971 1972 1973
 
TRADE STATISTICS
 

Domestic Exports 23.2 24.7 31.8 
 42.2
 
Traditional
 
Nontraditional
 
Re-e.ports 
 B.1 7.0 9.1 10.5
 

Total Exports 31.3 31.7 40.9 52.7
 
imports 55.6 58.6 69.3 
 72.3
 
r-are Eialance (24.3) (26.9) (28.4) (19.6)
 
CALM Exports 0.1 0.2 0.0 0.0 
CAC1M Exports, X oi Dom. Exp. 0.4 0.8 0.0 0.0 

GROSS DOE ESTIC PRODUCT 
GD; 74.3 79.3 90.0 110.3 
GDF (198,', prices) 217.9 225.5 239.7 248.9 

C. FIIAL FF.RI',AT1 ON 

Comme,'ci i Lelanq Rate 
Gross Fixed 7apital Formation 27.0 
Foreiqn Direct Investment * 

Dor. Credit 
Commercial lendin 

to Frivate Sector
 
Aqriculture

Manruiactur1 ng 

Co, er ce 

EXCHA'4OE F4TE 
O f4icial Rate (BzS/US$) 1.7 1.6 1.6 1.6 
REER Inde;: (1980=1.00) ** 

FOREIGN DEET 
Extern&l Debt Outstanding 0.7
 
Debt Service 
 0.1
 
DeDt 	Service Ratio
 

(% of Exports)
 

OTHER
 
MI
 
Budoet Deficit 
GDF De4lator i1960 = 10(s) 34.1 35.2 37.5 44.3 

All figures in Belize dollars unless otherwise specified. 
4 Millions of U.S. Dollars 

**Real Effective Exchange Rate Index 
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BELIZE contd.
 

1974 1975 1976 1977
 
TRADE STATISTICS
 

Domestic Exports 65.6 95.9 68.2 89.0
 
Traditional
 
Nontraditiona]
 
Re-e ports 14.3 24.5 25.9 
 35.2
 

Total E,ports 79.9 120.4 94.1 124.2
 
Imports 109.2 161.5
159.2 180.2
 
Trade Palence (29.3) (38.8) (67.4) (56.0)

Carl Eq.crts 0.0 0.0 0.5 0.5
 
C-,Cr E;Porzs, . of Doam. E;p. 0.0 0.0 0.7 0.6
 

GFC SS ,ONr ES I C F'RObJCT 
G;,. 154,2 168.8 183.2 211.6
 
GDF (1960 prices) 272.1 273.9 272.1 283.4
 

CAFATAL FO;MATION
 
Comaerciaj Lending Rate 
 11.5 11.3
 
Gross F1iE-J Capital Formation 3B.6 53.0 58.0 62.9
 
Foreor L2 rect Investnent *
 
Dor. £rEOft 
 64.4 64.5
 
CGmeriEai lerdirq 

tC Fr \ate Sector
 
Aqr icu] tire
 
Ma-. L,i e t;,r 1r.n
 
Ccm er e 

EACHA',3G2 ;iiE 
34ic~al Rate (B::iUS ) 1.7 1.8 2.2 2.0 
REER Index (ii80=l.00' * 

F09EIG;N D
 
E> terri Debt Outstanding 2.0 3.9 6.8 15.9 
Lett Service 0.0 0.1 0.1 0.1 
Deot Service Patio 0.1 0.1 0.2 0.2
 

( of Exoorts)
 

CITHEr
 
M., 
 21.3 24.7
 
Bud.et Deicit
 
GD:' Deflator (1580 = 100) 56.7 68.9 67.3 
 74.7
 

All figures in Belizean dollars unless otherwise specified.
 
* Millions of U.S. Dollars
 

**Real Effective Exchange Rate Index
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BELIZE contd.
 

1978 1979 1980 1981
 
TRADE STATISTICS
 

Domestic Exports 109.8 164.1
113.1 149.5
 
Traditional 
 97.5 87.7
 
Nontraditional 
 66.6 61.8
 
Re-exports 49.8 60.3 57.6 
 88.5
 

Total Exports 159.6 173.4 221.7 238.0
 
Imports 213.0 299.5
263.7 323.9
 
Trade Ealance (53.4) (90.3) (77.8) (85.9)
 
CACM Exports 0.7 1.0 1.4
 
CACM Exports, % of Dom. Exp. 0.6 0.9 0.9
 

GROSE DOMEST;C PRODUCT 
GDF 241.7 282.4 342.4 361.7
 
GDF W&: prices) 305.8 323.7 340.2 345.5
 

CAFITAL FOWMTION
 
Com merLia] Lenoing Rat? 11.3 11.6 16.5 19.3
 
Gross Fixed Capital Formation 69.1 81.0 88.1 98.1
 
Foreign Darect Investment
 
Dom. Credit 71.7 90.8 103.9 126.6
 
Commercial lending
 

to Private Sector 
 91.9 108.7
 
Agriculture 24.1 
 24.1
 
Manufacturinq 12.5 11.9
 
Commerce 
 25.2 36.3
 

EXCHArGE RAiE 
Official Rate (Bzt/USS) 2.0 2.0 2.0 2.0 
REER Inde, (1980=1.00) ** 0.96 0.89 1.00 0.87 

FDREIGN DEQT
 
External Debt Outstanding 26.7 33.5 41.5 48.2
 
Debt Service 0.8 0.9 1.2 2.3
 
Debt Service Ratio 1.0 1.0 1.1 1.9
 

(. of Exports)
 

0THE0 
: 36.0 36.9 41.7 39.6 

Budqet Deficit 12.1 2.6 5.0 5.9 
GDF Deflator (1980 = 100) 79.0 87.2 100.0 104.7 

All figures in Belizean dollars unless otherwise specified.
 
* Millions of U.S. Dollars
 

**Real Effective Exchange Rate Index
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BELIZE contd,
 

1982 1983 198V 1985
 
TRADE STATISTICS
 

Domestic Exports 121.4 130.3 145.7 126.B
 
Traditional 69.3 71.0 67.3 50.2
 
Nontraditional 52.1 
 59.3 78.4 78.6
 
Re-exports 62.4 25.2 46.2 
 51.4
 

Total Exports 183.8 155.5 191.? 
 180.2
 
Imports 256.0 260.4
223.6 256.3
 
Trace Balance (72.2) (68.1) (68.5) (76.1)
 
CACM Exports
 
CAC0 E?,Fort , X of Dom. Exp.
 

GROSS Dhr ESTIC PRODIUCT
 
G,- 330.9 347.8 364.7 30Z,I
 
GDP (196;) prices) 325.C 332.4 334.8 350.1
 

CAFPITAL FOAM ,ll~r 

Commercial Lercinq Rate 18.8 16.4 14.8 16.1 
Gross Fixed CR;jtal Formation 72.7 65.6 69.1 68.7 
Forei.n Direct Investment (3.7)( 3.7 
D:m. Credw t 161.2 205.2187.5 207.1
 
Corr(rerci l lendirg 

to FPrlvate Sector 132.3 141.4 151.9 141.5
 
Agricu)ture 22.7 16.7
17.2 14.3
 
Mani4 actirinq 1B.1 18.6 11.9 21.1
 
Comme,-ce 41.3 
 42.7 44.0 45.9
 

E'.CHAN E RATE 
O441cial Rate (B:/USs) 2.0 2.0 2.0 2.0 
REER Index (1 50:1.00 ** 0.79 0.77 0.69 0.75 

FOREIGN DEFT
 
E:ternal Dett Ou'tstanding 51.5 55.7 67.3 86.0
 
Dett Sevice 
 5.8 8.0 10.1 13.5
 
Debt Service R~tio 6.3 10.3 10.5 15.0
 

(7.of Eports,
 

DTHEF
 
M, 39.4 42.4 50.0 58.6
 
Budget Deficit
 
GDF Deflator )96(O = 100) 101.6 104.6 108.9
 

All figures in Be~izear dollars unless otherwise specified.
 
* Millions of U.S. Dollars
 

**Real Effective Exchange Rate Index
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(DSTA FICA
 

I. INTRODUCTION: Ti . ECONONIC COVE'IXT 

The average annual. real rate of growth of the Costa Rican economy 

was in excess of 5.5 ]p.ercent from 1960 through 1978. The 1976-78 

coffee boom on top of the extended period of sustained growth, 

however, lifted expectations and borrowings to unrealistic levels. 

The coming of the world recession, high international interest rates, 

the collapse of he Central American market, as well as the gradual 

exhaustion of import substitution growth possibilities brought severe 

economic difficulties to Costa Rica by 1980. Falling export (mainly
 

coffee) prices, a rapidly rising debt, and a sharp rise in debt
 

service payments led to the suspension of such payments in mid-1981. 

(Partial debt service payments were resumed in July of 1982.) Ensuing 

fiscal and monetary austerity policies led to a severe recession 

during 1981 and 1982 with real GDP falling 2.3 percent and 7.3 percent 

respectively in those years. There has been a slow and somewhat 

erratic recovery since 1982, but in 1986 per capita GDP was still 9 

percent below its 1977 level.
 

With her external debt approaching $4.5 billion, Costa Rica has 

the second highest per capita foreign debt in the world. Despite 

macropolicy restraint in the 1980s and export promotion efforts, Costa
 

Rica's trade balance has been in deficit throughout this decade.
 

However, when nonfactor services are added to the trade balance
 

(basically the current account without debt service payments), the
 

balanc;e was positive in 1982 and is projected to be so again in 1986.
 

Before rescheduling, Costa Rica's debt service payments were estimated
 

to be 58.7 percent of exports of goods and nonfactor services in 1984
 

and 60.5 percent in 1985; after rescheduling, actual service payments
 

came to 35.2 percent and 38.4 percent, respectively.
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II. TRADE AND PAYlENTS PROFILE 

A. 1raditional Export Performance 

A closer look at Costa Rica's post-1980 export performance, 
however, reveals many positive and promising signs. Of its four
 

traditional export products (coffee, bananas, beef, and sugar in order
 

of importance), only sugar experienced an appreciable decline in
 
value. This decline is explained by the sharp drop in the U.S. sugar
 

import quota, which has fallen from 52.4 to 17.6 thousand tons in the
 

last three years alone. Sugar's declining contribution, however, has
 

been more than offset by an increase in coffee exports, leading to a
 

modest growth in traditional exports from $534.7 million in 1982 to
 

$590.5 million in 1985. Based on the assumption of coffee prices
 

being $2.00 a pound (fob), traditional exports for 1986 were projected
 

to reach $758.1 million. Coffee prices averaged considerably below
 

$2.00, however, with output recovering in Brazil. Current prices are
 

near $1.25.
 

B. Nontraditional Export Performance
 

Nontraditional exports grew from $334.3 million in 1981 to a
 

(conservatively) projected $405.0 million in 1986. 
This growth is all
 

the more impressive since the principal market for manufacturing
 

exports had been Central America through 1983 and sales to this market
 

first stagnated and then fell precipitiously from $193.0 million in
 

1984 to $130.2 million in 1985. This collapse is explained by the
 

growing indebtedness (to over $300 million) of the other CACM
 

countries to Costa Rica, and the Central Bank's mid-1985 decision to
 

curtail all non--cash purchases through the CACM Clearinghouse. Since
 

Costa Rica's CACM exports have an estimated 50 percent average import
 

component, credit sales to 
other Central America countries were
 

contributing to Costa Rica's growing foreign debt. But as its
 

nontraditional exports to the CACM declined, those to the rest of the
 

world increased rapidly from $167.1 million in 1982 to 
a projected
 

$265.0 million in 1986. Value added from drawback exports is included
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in this latter figure and is estimated to be $30.0 million. As we
 

shall see below, the prospects for continued growth in the
 

nontraditional sector are very good, provided international conditions
 

remain supportive and certain domestic improvements are forthcoming.
 

III. DETERMINANTS OF EXPORT PERFORMANCE
 

A. Macroeconomic Determinants
 

The mild domestic economic recovery since 1983, the expanding 

U.S. economy, periodic mini-devaluations of the colon, ongoing
 

political stability and relative labor peace, government export
 

promotion efforts, a comparatively good supply of skilled labor along
 

with other propitious conditions have all contributed to a healthy
 

expansion of nontraditional exports in recent years. Nontraditional
 

exports now comprise approximately 40 percent of Costa Rica's exports.
 

This share must continue to grow if Costa Rica is to achieve both
 

financial stability and stable economic growth. Nontraditional export
 

growth, in turn, will be a function inter alia of international
 

conditions, the rate of new domestic investment, and the removal of
 

remaining infrastructural impediments.
 

CAPITAL FRMATION/AVAILABILITY. One such impediment lies in 

Costa Rica's banking structure. There is a small but growing private 

banking sector currently providing around 12 percent of all credit to 

the private sector. Private bank lending, however, still seems to be
 

confined to greater San Jose. Credit allocations and interest rates
 

are closely controlled by the Central Bank, although the system of
 

credit allocation ("topes") has been gradually deregulated since 1984.
 
Central Bank President, Eduardo Lizano, has stated that "topes" would
 

be ended in 1987. Interest rates, albeit somewhat deregulated, are
 

still largely controlled by the Central Bank. Tight monetary policy
 

occasioned by Costa Rica's debt along with a large public sector
 

deficit, Central Bank financial losses, and the need to retard capital
 

flight have combined to produce nominal interest rates in the 27-30
 

percent range (as of late December 1986). This means that real rates
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range from approximately 13 to 16 percent. Given the inherent
 

riskiness of new export investments, these real rates approach
 

prohibitiveness. The complaint of exhorbitant real rates was
 

universal and seemed to impose a very serious obstacle 
to short run
 

export financing and long-term capital expansion projects. Moreover,
 

the small savings base and the historic regulation of the banking
 

system, often result in loans being unavailable at any price to a
 

large share of nontraditional exporters.
 

TRANSPORTATION INFRASTRUCTURE. Although the situation is
 

improving and 
the problem is not grave, Costa Rica's infrastructure
 

for international sea and air transport still leaves considerable room
 

for improvement. Maritime shipping costs for most products are high,
 

above the rates for larger ports in the region. The problem here,
 

however, is largely one of volume and uneven demand. Competition from
 

non-Conference shippers and increasing volume are driving rates down,
 

in some cases appreciably, e.g., one company reported that container
 

costs have dropped from $3,600 to $2,200 per container to Miami over
 

the past year.
 

The situation with air freight is more problematic. First,
 

airport installations in San Jose are inadequate. There is 
no
 

protected area for palletizing or storing cargo. There are no
 

chilling facilities. There have been many reported incidents of
 

perishable products spoiling due to the absence of such facilities or
 

due to improper, careless handling of the cargo by airport personnel..
 

improved packaging of perishable products would help to alleviate this
 

problem. Second, air service is inadequate and irregular. Some
 

perishable product producers claim that they are not allowed 
to make
 

reservations and that they are sometimes notified a few hours before a
 

flight that space will be available. Inadequate capacity promises to
 

get worse in 1987 according to export projections and the cargo flight
 

schedules of LACSA and Challenge. It seems that the Costa Rican
 

Aviation Board has restricted cargo carrying by foreign airlines.
 

According to one informant, LAN Chile was denied permission to make a
 

cargo stopover. Lastly, many exporters complained that rates are too
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high. Part of the problem is unbalanced cargo. The development of
 

new perishable exports and import cutbacks have resulted in air
 

shipments from San Jose to Miami weighing 150 percent of return
 

shipments.
 

CUSTOMS. Costa Rican exporters are required by law to employ an 

outside customs agent to handle all dealings with Costa Rican Customs.
 

One company reported that its agent, in league with customs officials,
 

embezzled 3.2 million colones in early 1986. Even after detection of
 

the incident, the company had to negotiate a settlement which cost it
 

$55,000. Reportedly, this "penalty" was levied because the firm is 

responsible for its agent's behavior even though the agent is not a 

company employee. There was a shake-up in Customs in May 1986. 

Presumably, the reorganization will improve honesty and efficiency, 

but the customs agent law seems inappropriate. The company is 

lobbying for its repeal. 

OTHER. There is another law which inhibits competitive pricing.
 

Although the stipulations of the law were not available, according to
 

the manager of the pineapple operation of Pindeco (Del Monte), Pindeco
 

is required to purchase its insecticide from a distribution agency who
 

has sole control over its marketing within Costa Rica. As a result,
 

many agrochemicals are priced up to 50 percent above their world
 

market price.
 

Finally, there are statutes that permit the Central Bank to
 

oversee and, in some cases, set prices. The President of a seafood
 

exporter reported that the Central Bank imposed a 75 cent pe- pound
 

price for "minuta" exports (fish used to butterfly for sandwiches)
 

when the domestic price is 20 cents and the export market would accept
 

up to 40 cents. Through this policy, then, the Central Bank made
 

minuta exports impossible, costing the country up to $40,000 per month
 

in foreign exchange earnings.
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B. Hicroeconomic Determinants
 

Input prices in Costa Rica are generally very competitive.
 

Abundant hydroelectric power supplies practically all of the country's
 

electricity at prices that are low for the region. There is a modern
 

and reasonably priced telecommunications network. There are a
 

relatively large number of machine tool shops, providing a substantial
 

and timely supply of parts (both metal and plastic) to local industry.
 

LABOR FORCE. Probably Costa Rica's greatest asset, however, is
 

its labor force. Literacy is 93.1 percent, the highest in Central
 

America. Longevity and health conditions are the highest among the
 
beneficiaries of CBI. Higher education has provided an extremely
 

skilled and technically able population. Traditional trade unions
 

represent a small (the figure is unknown) and diminishing share of the
 

work force. There is a growing movement of "solidarity associations,"
 

which emphasize a cooperative, as opposed to conflictive, approach to
 
management. These associations represent approximately 15 percent of
 

the economically active population. The labor force is hard working,
 

stable, and certainly for the region, relatively peaceful.
 

Wage costs for production workers are approximately the same as
 

elsewhere in Central America. Base wages appear to be slightly below
 

average, but payroll taxes and benefits (roughly 40 to 50 percent of
 

the base wage) are above the norm. According to a 1986 study by the
 

Bobbin Consulting Group, the average hourly wage (without fringes) for
 

textile operators (converted into dollars at the prevailing exchange
 

rate) was $0.78 in Costa Rica, $0.83 in Honduras, $0.89 in Guatemala,
 

$1.09 in Jamfica, $1.58 in Panama, and $4.28 in Puerto Rico. The
 

ample supply of domestic skilled labor for technical and
 

administrative positions in middle management, however, is Costa
 

Rica's strongest drawing card. Companies generally do not have to
 

import their skilled labor at higher foreign salary rates to the same
 

extent as elsewhere in the region. This important advantage of the
 

Costa Rican environment, however, is being threatened by the rapid
 

growth of foreign investment and new exports which raise the demand
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for such labor. Skilled personnel are in increasingly short supply
 

and companies are finding their top engineers, technicians,
 

accountants, and others being bid away by other companies in Costa
 

Pica. Salaries for skilled labor, thus, are rising.
 

MARKETING INFORMATION AND CONTACTS. Local exporters of new
 

products generally lack marketing information and contacts. This
 

condition can lead to either the failure to identify available
 

marketing outlets or the sale to such markets at unfavorable terms.
 

The latter include consignment contracts, broken contracts without
 

effective recourse, indiscriminately rejected shipments, high 

commissions, low prices, delayed payment, etc. One exporter, a new 

strawberry cooperative, has suffered virtually all of these 

difficulties in its dealings with a Miami broker. After losing its
 

first shipment of strawberries in 1984 due to failure to meet quality
 

specifications, the cooperative rushed into a contract, giving this
 

Miami broker exclusive distribution rights until 1989. The broker
 

charges a 13 percent commission on top of a 35.4 percent price
 

mark-up. Other brokers have approached the cooperative and offered
 

better deals with broader markets, but it is locked into its present
 

contract for three more years.
 

A contrary experience at a furniture factory speaks to the same
 

point. The president of this company, thanks to a U.S. college
 

education and personal contacts, spent two years identifying and
 

cultivating possible distribution agents and markets. Once developed,
 

exports were begun. There have been no distribution problems. Such a
 

protracted process, of course, requires financing beyond the means of
 

most new ventures. The furniture company, as a longstanding
 

successful producer for the domestic market, was able to use internal
 

funds.
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C. Policy and Promotional Efforts
 

EXPORT POLICY SHIFT. Until recently, Costa Rica followed the
 

protectionist policies of the CACM which provided 
a tariff structure
 

favoring import substitution industries at the expense of export
 

activities. Tariff reform 
took effect in 1986 with effective rates
 

dropping from the 50 to 1600 percent range to the 50 to 150 percent
 

range. 
Further, the post-1980 policy of exchange rate unification and
 

periodic mini-devaluations of the colon have contributed 
to export
 

growth. In addition, a number of explicit subsidy programs for
 

exports have been implemented. Thus, the period of an anti--export 

biased economic policy has come to an end. Nonetheless, some maintain
 

that the current incentive package merely puts nontraditional exports
 

at a par with import substitution and further measures should be
 

taken. Specific export promotion programs undertaken to date include
 

the following.
 

In 1973, Costa Rica introduced export tax credits or CATs. CATs 

are negotiable and are granted to exports with a minimum of 35 percent 

local value added. They are equal to 15 percent of the FOB value of
 

exports. In November 1984, the government put into effect two new
 

pieces of legislation: The Export Contract and the Temporary
 

Admission System (Drawback) bylaws. The former provides a series of
 

tax exemptions (import, export, sales, income) through 1996, 100 

percent profit repatriation through 1996 as well as repatriation of 

accumulated depre'ciation after four years, special port rates and 

other benefits negotiated with each company for exports outside of the
 

CACM. Drawback offers similar tax benefits (without CATs) and
 

streamlined paperwork and regulations for exports to the United States
 

under the provisions TSUS 806.3/807 and super 807. Another piece of
 

1984 legislation established export processing or free zones, intended
 

primarily for distribution and light industry assembly operations.
 

Finally, a number of export financing and assistance programs, such as
 

FOPEX, FODEIN, BCR/OFIPLAN, CINDE, PIC, and Banco Interfin, have been
 

created with AID support. Despite these loan programs, the superb
 

promotion work of 
CINDE, and the new accelerated depreciation
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allowances, export financing is still woefully insufficient and
 

extremely expensive.
 

D. Other Determinants
 

International circumstances have been difficult. Increasing
 

protectionism affects all of Costa Rica's markets to one degree or
 

another. Trade within the CACM has been curtailed by unpaid debts and
 

lack of foreign exchange. Other Latin American partners, also
 

affected by foreign exchange shortages, are imposing new restrictions;
 

and, the United States, with record trade deficits, is sending
 

contradictory and protectionist signals. The drastically reduced U.S.
 

sugar quota, as detailed above, and the Lmposition of a 46.5 percent
 

flower duty by the International Trade Commission of the U.S.
 

Department of Commerce in November 1986 have been antithetical to the
 

spirit of the CBI. (The flower duty was reduced to 27 percent in
 

December in exchange for the exporters' agreement to forego the
 

subsidies provided by the Export Contract.) This ITC action not only
 

points to the unreliability of CBI preferences but to the
 

capriciousness of the process. Among other things, the ITC finding
 

reportedly was based on informution from only one of ten firms
 

mentioned in the California flower growers complaint. The finding,
 

which "suspected" the other nine firms to be similar to American 

Flowers S.A., overlooks the fact, according to the president of Flores 

del Cerro S.A., that a bunch of flowers as defined in Miami weighs 

10-12 ounces while in Costa Rica the term refers to 16 ounces. The 

flower duty case is seen as symbolic of what happens to successful 

exporters under the CBI. It is a powerful deterrent to new export 

investments. 

IV. NONTRADITIONAL EXPORT OPPORTUNITIES
 

Nontraditional exports already constitute a dynamic sector of 

mi,'
Costa Rica's economy. T12 cC successful products in this sector
 

is long, diverse, and growing: fresh fish, shrimp, lobster,
 

plantains, pineapple, cassava, chayote, chocolate paste, macadcmia 
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nuts, berries, petunia seeds, electrical switchos, clothing, footwear,
 

canned meat, canned sardines, crackers, canned fruit juice and paste,
 

paint, pharmaceutical and medical products, cosmetics, plastics,
 

insecticides, leather, tires, plywood, paper products, synthetic
 

fibers, glass products, cement, galvanized sheets, metal containers
 

and caps, batteries, light bulbs, radio and TV sets, electrical cord
 

and cables, records and tapes, refrigeration equipment, batteries, and
 

wood furniture, among others. Some of these exports have suffered
 

with the contraction of the CACM, but most continue or have the
 

potential to grow.
 

Costa Rica's attributes make it one of the most attractive
 

countries in the world for foreign investment. These same attributes,
 

should financing and effective support programs become available, give
 

Costa Rica a tremendous potential in nontraditional exports. The
 

potential not only lies in labor-intensive activities, but, due to the
 

ample supply of skilled labor and network of parts producers, also
 

lies in goods of intermediate capital intensity. Moreover, Costa
 

Rica's abundant hydroelectric resources mean cheap energy which is
 

complementary to capital, implying a natural comparative advantage in
 

more capital-intensive projects. From a long run perspective, it is
 

important to develop some capital-intensive projects, not only for
 

their potential to spawn indigenous technological development but
 

because they involve greater labor productivity and, other things
 

equal, the potential for higher standards of living. Many have
 

referred to this approach, one followed by Japan, South Korea, and
 

Taiwan, as being consistent with a dynamic comparative advantage
 

perspective. That is, resource endowments to some degree are given,
 

but they are also made by economic policy choices. Costa Rica is in
 

an unusually good position, for the reasons outlined above, to promote
 

a balance of labor and capital-intensive projects. As we shall detail
 

in the next section, there are many viable projects which have already
 

been identified by individuals in Costa Rica's private sector.
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V. ACTION RECOMCENDATIONS
 

Despite concern with political instability posed by the situation
 

in Nicaragua, El Salvador, and Honduras, foreign investors have become
 

increasingly attracted to Costa Rica in recent years. Through
 

effective government incentives, superlative promotion efforts of
 

CINDE, concern over the future of Hong Kong, new restrictions placed
 

on Asian exports by the United States, and the CBI system of
 

preferences, new investments in garments, electronic assembly,
 

cosmetics, auto parts, pharmaceuticals, among others have been made by
 

Asian, European, and American capital. Whereas this development will
 

certainly contribute to loosening Costa Rica's short-term foreign
 

exchange constraint, the facts that much of this investment is (a)
 

drawback, (b) has a low local value added component, (c) benefits from
 

tax holidays and unrestricted capital repatriation, and (d) offers few
 

backward or forward linkages raise questions about its contribution to
 

long term economic development. These questions become more pressing
 

in light of the prohibitive cost of and lack of access to financing
 

for domestic investors. Unless some balance between local and foreign
 

investment is maintained, not only will this impact upon the country's
 

development potential but it will likely engender eventual political
 

difficulties.
 

A. Expand Capital Availability
 

This circumstance argues for (a) the loosening of domestic
 

monetary policy and perhaps further deregulation of the banking system
 

and (b) extension of AID loan subsidy and loan guarantee programs for
 

exporters. It is important that interest rate subsidies bring the
 

real rate to reasonable levels, not currently the case. It is also
 

important that recipients of AID program loans receive support during
 

the gestation period of their project. That is, new exporters should
 

receive extended loan grace periods as well as sustained technical
 

support and marketing assistance. The promising strawberry
 

cooperative project mentioned earlier is foundering. It has received
 

support in some areas but not others. In December 1986, it had
 

-11



resolved many of its technical production and packaging problems, but
 

ongoing difficulties with transportation and marketing left it in a
 

financial bind. Loans were unavailable to the cooperative from any
 

source. Meetings with the Minister of Economics, AID officials, and
 

others brought sympathy but no finance. The economics of the project
 

are sound. The investment of capital in the project is large. The
 

experience and knowledge gained in production, management, and
 

marketing is enormous. Yet the cooperative is on the threshold of
 

failure. Almost half 
of the members had already left it as of
 

December 1986. Projects of this nature, no matter 
how sound they
 

might be in theory, are ofton fragile. In order to avoid the loss of
 

finance and human capital and the disillusionment associated with
 

failed ventures, such projects should receive an ongoing, consistent,
 

package of assistance. Such a commitment from AID and other agencies
 

might imply fewer projects in the short run. But a greater success
 

rate will mean more profitable projects in the long run.
 

B. Eicourage Joint Ventures
 

With a few exceptions, there have been few joint ventures between
 

foreign and local capital. The President of the Costa Rican Chamber
 

of Apparel Producers sees the potential for a perfect match (one side
 

contributing experience with domestic conditions, the other
 

contributing financing for expansion and knowledge of external
 

markets) but laments that none 
of the new investors in drawback or
 

export contract production have expressed an interest in joint
 

ventures. Whereas it would be inadvisable to force joint projects,
 

incentive programs might be initiated to promote them.
 

Two particular projects worthy of further study have been
 

proposed by the Executive Vice President of a successful Costa Rican
 

trading company. The trading company has experience in trading
 

several dozen commodities, specializing in building materials and
 

foodstuffs. It has identified over thirty specific products with a
 

strong export potential. Projects in three areas (fruits and
 

vegetables, flowers and plants, and cashews) require packaging plants.
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Projects in the areas of wooden furniture contracting, metal mechanic
 

contracting, and fish require working capital. Capital is also needed
 

to set up an office in the United States. The trading company
 

projects that, with an initial investment of $300,000, over one
 

million dollars worth of exports could be generated after one year.
 

Material on the trading company is appended to this report.
 

Mahogany furniture is a second example of an export opportunity.
 

A successful exporter of mahogany furniture has a U.S. market for his
 

product that is much larger than he can fill. He has recently
 

undertaken a major investment in a new kiln. As President of the
 

Costa Rican Furniture Chamber, he is aware of some 480 woodworking
 

shops in the country with the necessary, basic equipment to do cutting
 

and sub-assembly. He proposes to set up a network of subcontractors
 

to expand capacity. The establishment of such a network requires (a)
 

a public relations, information dissemination effort, (b) 

administrative personnel and an office, and (c) a laboratory for 

quality control. The exporter lacks the financing to launch the 

project. 

C. Assess Problems in Shellfish Yields
 

The President of the Fishermen's Chamber of Puntarenas reports a
 

devastating drop in the shellfish catch since the Spring of 1986.
 

Some companies are laying off over half their workforce; some are
 

going under. In the past, there has been a shellfish cycle of good to
 

bad conditicns lasting approximately seven years. The last bad
 

period, however, was two years earlier. The Chamber is at a loss to
 

explain the problem, as is the Ministry of Agriculture. Theories have
 

been proposed, ranging from overfishing, to currents, rain, use of
 

pesticide, and marshland destruction. The Chamber President requested
 

AID funding for a careful study of the problem. He asked that should
 

such a study be forthcoming it be organized through the Fishermen's
 

Chamber and not the Ministry of Agriculture.
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D. Improve Transportation Networks
 

The issue of irregularity and insufficient capacity of air cargo
 

also merits attention. Costa Rican Aviation should consider opening
 

up air cargo transport to additional foreign airlines. One
 

entrepreneur has suggested that exporters come together to charter
 

their own cargo planes. Separately, the imbalance of air cargo to and
 

from Miami might be redressed by price incentives to encourage
 

maritime traffic from Miami to switch to air transport.
 

E. Assess the Value of the Colon
 

Finally, the persistence of current account deficits suggests
 

that the colon might still be overvalued. The post-1980 policy of
 

periodic mini-devaluations has helped, but many observers believe a
 

real devaluation of some 5 percent annually would be desirable for the
 

near future. Although such a policy might indeed be appropriate,
 

three caveats should be issued. First, there is a danger in a small,
 

open economy like Costa Rica's that excessive currency depreciation
 

will be passed through in the form of excessive inflation, undermining
 

the intention of devaluation. Second, due to the low domestic value
 

added of most manufacturing exports, devaluation does not have the
 

same, straightforward salutary effect on all exports. The larger the
 

share of imported components, the larger will be the increase in input
 

costs occasioned by any devaluation. The ultimate impact on
 

profitability and sales will then depend on the elasticity of demand
 

for the product. Third, devaluation raises the real value of debt (in
 

domestic currency) to those companics holding forcign loans. In some
 

cases, the magnitude of this effect can be rather large.
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LIST OF INTERVIEWS
 

Robert Nahrgang, President
 
Flores del Cerro S.A.
 

Luis Escalante, Minister of Economics
 
Government of Costa Rica
 

Minor Sagot, Program Economist
 
USAID/Costa Rica
 

Leonardo Gamier, Director
 
Master's Program in Economics, Universidad Nacional
 

Victor Hugo Cespedes, Economist
 
Academia de Centroamerica
 

Rodrigo Barzuna, President
 
Industrias Barzuna S.A.
 

Aurora Vidaurre, President
 
Copefresa S.A.
 

Valentin Quiros, Vice President
 
Pindeco S.A.
 

Rodrigo Ortiz
 

CINDE
 

Robert Burgess, President, GTE Sylvania S.A.
 

Augustin Penon, Executive Vice President
 
Muebleria Urgelles y Penon S.A.
 

Jamie Ligator, President
 
General Hybrid S.A.
 

Jerry Tem Brink, President
 
Talmana S.A.
 

Robert Woodbridge, Executive Vice President
 
Intersec S.A.
 

Jose Montero Sojo, Agronomist
 
Plantas Tropicales S.A.
 

Michelle Coffey
 
CINDE
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AGENTES DE COMPRA DE 
Montgomery Ward 

mtertecs.a.
 

INTERTEC TRADING CO. 

OBJECTIVE:
 

INTERTEC is a private Costa Rican registered organization that trades with products

and/or services from and to the Central American and the Caribbean markets, the
 
United States and Canada as well as Europe.
 

PRODUCTS TRADED:
 

BUILDING MATERIALS FOODSTUFFS OTHERS 

- Lumber (E) - Fresh Products (E) - Wooden Matches (E)
 
- Cement (E) - Fruits and Vegetables (E)- Wooden Furniture (E)
 
- Concrete Products (E) - Canned Goods (E) - Polyethylene Products (E)
 
- Ceramic Tiles (E) -'Coffee (E) - Leather Products E)
 
- PVC Pipes and Fittings (E) - Cocoa (E) - Shoes and Bags (E)
 
- Wooden Doors and Moulding (E) - Salt (E) - Wooden Toys and Baby
 
- Fiber/Crnent Products (E) - Meat and Fish (E) Dolls (E)
 
- Sanitary Ware (E) - Basic Grains (I) - Apparel (E)
 
- Galvanized Metal Corrugated (E)- Candies and Cookies (E) 
- Raw materials for
 
- Roofing Sheets (E) 
 Apparel Industry (I)
 
- Galvanized Nail and Wire (E) - Ne'sprint (I)
 
- Galvanized Metal Pipes (E) 
 - Kraft Paper in Rolls (1)
 
- Re-Inforeed Bars (E) 
 - Sanitary Paper (E) 
- Prefabricated Houses (E) 
- White Cement (I) 

ORGANIZATION:
 

Board of Directors
 

Mr. Edmond Woodbridge M. - President
 
Mr. Rodrigo Madrigal Faith - Vicepresident 
Mrs. Marianela Ortuilo Pinto - Director 
Mr. Jack S. Harris - Director 
Mr. Paul Woodbridge - Director
 

Management
 

Mr. Robert E. Woodbridge A. - Executive Vicepresident 
Mr. Rolando Romero S - Administrative Manager 

E) = EXPORTS 
(I) = 11PORTS 

INTERTEC S. A. (Tra i, Co.) Tels:(506) 21.7831 / 33-3039 P. O. Box 20.1150 San Joeb Th. 3142 REWA.CR San Jos6, Costa Rica 
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AGENTES DE COMPRA DE 

Montgomery Ward 

INTERTEC, S. A.
 

PAGE 2
 

TRADE REFERENCES 

- CHICAGO ASSOCIATION OF COMMERCE AND INDUSTRY 
(Caribean Basin Promotion Center) 
 ( U. S. A. ) 

- INDUSTRIA NACIONAL DE CEMENTO S. A. 
 ( Costa Rica )
- PRODUCTOS DE CONCRETO S.A. ( Costa Rica )
- RICALIT S. A. ( Costa Rica )
- KATIVO S. A. 
 ( Costr Ricr )

- WOODWARD & DICKERSON INC. 
 ( U. S. A. )
- EUROCAN ( Canada ) 
- GEEST INDUSTRIES 
 ( England )- LARSSON & SUNDQVIST PAPER ( Sweden )
- FPG WHOLESALE INC. ( U. S.A. )
- COX LUMBER INC. ( U. S. A. )
- KIRKCONNELL BROTHERS LTD. ( G. Cayman )
- A. STURMS & SONS INC. ( U. S. A. ) 
- CEMCO UNITED ( U. S. A. ) 

- COCA COLA TRADING ( U. S. A. ) 
- MONTGOMERY WARD ( U. S.A. ) 

BANK REFERENCES
 

- BANCO DE COSTA RICA ( Costa Rica )- BANCO NACIONAL DE COSTA RICA 
 ( Costa Rica )

- THE FIRST NATIONAL BANK OF BOSTON 
 ( Panama )

- CITIZENS & SOUTHERN INTERNATIONAL BANK ( U. S. A. )
 
- BANCO BCT S. A. 
 (Costa Rica)

- COFISA ( Costa Rica )
-. BANCO INTERFIN S.A. ( Costa Rica ) 
OTHER REFERENCES : 

COSTA RICAN / AMERICAN CHAMBER OF COMMERCE 
COSTA RICAN / CHAMBER OF REPRESENTATIVES OF FOREIGN FIRMS 
COSTA RICAN CHAMBER OF EXPORTS
 
MEMBERS OF UNITED FRESH FRUIT AND VEGETABLE ASSOCIATION (United States)
 
REPRESENTATIONS
 

Intertec, S. A. has formally been contracted by the following firms to act as 
their
 
Agent in Costa Rica and Central America.
 

- MONTGOMERY WARD ( Chicago, Illinois - 'U.S.A. )
- WYOODWARD & DICKERSON INC. ( Bryn Mawr, Pensylvania - U.S.A. ) 
- RYAN INSTRUMENTS ( Kirkland, California,: U.S.A.) 

INTERTEC S. A. (Trading Co.) Tels:(506) 21.7831 / 33-3039 P. 0. Box 0.1150 San Jos6 Th. 3142 REWA-CR San Jos6, Costa Rica 
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- 71!AT TEPRI OR .TY PR ".E'3S CAN T..r.RTA UW f1Y I'rTE. , S. A. 

1. 	 Frtitts and vegetables
 
Pneking Plrnt 
 $'50.000.O0 

. Flower, foliage nnd live plants
 
Packing plant 
 $1000,00.)0
 

3. Marketing office in the United Stntes
 
Working capital per year 
 $10.000.00
 

4. Fish exports
 
Working capitl 
 $ 50.000.00
 

5. Wooden furniture contracting
 
Working capitml 
 $ 75.000.00 

6. Metal mechnic contracting
 
Wnrking cipitil 
 $ 75.000.00 

7. Cashew nut
 
Packing plant 
 $650.000.00
 

ST.,C!F!C PR" -.CTS 

1. Fruits and vegetables 
- Strawberries and other berries (Fresh and frozen) 
- Citrus (Fresh) 
- Chayote squash 
- Ginger 
- Mango
 
- Pinenpples
 
- Gourmet vegetables (Aspnrrngus, artichokes, bell peppers, 

etc.) 
- Papaya 

- Melons 

". Flowers 
 Plants
 
- Carnations - CaflA India (Drncppna - Wqrneki


Red Ginger 	 Mnssnngennn Cane B/C) 
- Pompoms - Yucca Cane
 
- Roses 
 - Tips Yucca 

- Silver Queen
Folinge 
 - Tropic Snow
 
- Leather leaf 	 - Janet Craig 
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Besides exporting the traditionnl flower is bunches.
 
The plant will start packing bouquets.
 

3. 	To import only, all products exported by Intertoc in 
the United States. 

4. 	 Products 

- Grouper
 
- Snnpper
 
- Co- "I n
 
- Dolphin
 
- Lobster tails
 
- Shrimp
 

- Shirk meit
 
- Squid
 
- Octupus
 

5. 	 Products 

- Doors. frim
 
- Wooden furniture parts
 
-
 Other high quality general solid wooden furniture
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-----------------------------------------------------------------------------------------------

----------------------------------------------------------------------------------------------

COSTR RICA
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSANOS OF U.S. OOLLARS
 
1978 - 1982
 

SITC
 

CODE DESCRIPTION 
 1978 1979 
 1980 1981 1982
 

Total Exports 
 919,396 934,314 1,031,524 1,010,527 876,826
 

0 Food and live animals 631,772 687,901 654,870 664,014 
 604,470
01 Meat and Preparations 62,659 84,729 75,498 
 79,623 56,259
03 Fish and Preparations 7,257 
 11,322 9,246 
 7,466 6,731
04 Cereals and Preparations 11,668 17,436 19,018 
 27,766 9,086
05 Fruit and Vegetables 173,282 206,287 229,782 241,753 257,478
06 Sugar, Honey and Preps. 17,227 16,898 42,700 
 43,814 14,587
07 Coffee, Tea, Cocoa, Spices 
 340,177 338,651 265,602 251,573 249,730
09 Misc. food preparations 6,783 
 7,789 10,220 7 498 
 7,159
oD 
I Beverages and Tobacco 
 3,503 1,058 
 1,069 1,504
 

2 Crude matls. excl. fuels 20,390 13,036 14,786 
 10,203 11,992

26 Textile fibers 

29 Crude animal veg. mat. nes. 

9618
 
8,021 9,117 10,702 9,299 10,495
 

3 Mineral fuels etc. 
 819 6,189 12,536
33 Petroleum and products 8,0i3

819 6,169 12536 5,537
 

5 Chemicals 
 57,149 58,231 70,471 
 80,923 62,824
53 Dyes, tanning, color prod. 
 2,337 33534 
 3,018 1,953
54 Medicinal, etc., products 15,855 
 19,474 26,050
55 29,363 27,482
Perfume, cleaning, etc. prd 7,761 
 8,368 10,681 13,127 12,005
56 Fertilizers manufacture 
 10,994 9,327 10,058 
 15,631 7,864
58 Plastic materials, etc. 4,754 4,719 6,597 
 7,026 5,624
59 Chemicals nes. 
 15,769 13,632 12,852 
 12,286 7,516
 



----------------------------------------------------------------------------------------------

----------------------------------------------------------------------------------------------

COSTA RICA
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSANDS OF U.S. DOLLARS
 
1978 - 1982
 

SITC
 

CODE DESCRIPTION 
 1978 1979 1980 1981 1982
 

6 Basic manufactures 
 64,820 77,559 117,263 116,897 81,951
61 Leather, dressed fur, etc. 
 4,405 7,557 9,704 
 7,836 4,419
62 Rubber manufactures nes. 
 6,676 6,686 10,961 11,451 11 443
63 Wood, cork manufactures nes 5,984 5,983 
 8,834 10,420 7 895
64 Paper, paper,,ard and nfr. 
 5,572 7,605 16,096 13,592 13,131
65 Textile yarn, fabric, etc. 
 17,298 20,613 33,203 
 26,176 18,465
66 Nonmetal mineral mfs. nes. 
 2,915 
 8,469 6,992 22,057 9,828
67 Iron and steel 10,203 10,891 17,152 12,426 
 5,827
69 Metal manufactures nes. 11,098 8,974 
 11,710 12,076 
 9 149
 

7 
 Machines, transport equip. 30,196 33,962 43,778 43,00q 
 37,177
71 Machinery, nonelectric 3,923 3,672 3,682 3,56c 
 3,166
72 Electrical machinery 25,456 29,684 36,098 37,122 
 33,294
73 Transport equipment 
 605 3,998 2,299 718
 

8 Misc. manufactured goods 34,345 
 36,808 61,189 51,006 
 39,184
82 Furniture 
 3,519 3,178 3,874 3,857 2,208
84 Clothing 
 10,517 11,283 19,542 13,978 9,051
85 Footwear 
 2,373 2,783 27,179 23,768 16,863
89 Misc. manuf. goods nes. 15,441 
 17,209 27,179 23,768 
 16,883
 

9 Goods not classified 77,306 22,479 61,830 30,670 28,543
93 Special transactions 77,303 22,477 61,826 
 30,670 28,543
 



Quantifiable Determinants of Nontraoitional Exports
 
COSTA RICA
 
1963 - 1986 

1963 1964 1965 1966 1967
 
TRADE STATISTICS (US$ mm)
 

Merchandise Exports (fob) 94.9 114.4 111.7 135.7 143.3
 
Traditiona, Exoorts 81.2 87.4 82.8 
 96.0 103.2
 
Noi;-traditional Exports 13.7 28.9
27.0 39.7 40.1 

Merciarclse Imocrts (fob; 112.7 125.8 160.9 173.7162.1 

Trade Balance (17.8) (11.4) (49.2) (26.4) (30.4)
 
Currert Account Balance 
 (25.2) (23.1) (67.8) (44.0) (50.2) 
CACM Exports (fob, 26.9
 
CACr E.po-ts as % of Exports 18.8
 

G%$55 DEMEnTIC FRODUCT
 
GD (Eolcr,e- mm) 
 3,404.0 3,608.0 3,929.0 4,288.0 4,634.0 
GDF Grow-% (Nc rnal) 6.0 8.9 9.1 @.1 
G1:F 19 I p:'Ices) 14,916.0 15,535.0 17,062.0 18.404.0 19,444.0 
GDP Growtr 'Real) 4.1 9.8 7.9 5.7
 

CAPTAL F~h-lON 
Nom-nai Lend:nj Rate
 
D1Eccort Rite 5.0 5.0 
 4.0 5.0 5.0
 
Finec Capital Forratior 621.0 591.0 730.0 736.0 
 834.0
 
Foreon Direct investment *
 
D.- *eEic_
.
 Credit B25.0 946.0 1,056.0 1,139.0 1,32.0
 

EXCHAtlGE Rt-TE
 
Exchanoe Rate 
 6.6 6.6 6.6 6.6 6.6 
REE; lnoe; , (197 = 1.000) ** 1.837 1.964 1.796 

F0;1E: DE7:I ,bS t .m) 
Fu i:c Externa, Debt
 
Dett SCrICe
 
Debt Se ,-- e Faatio
 

;X c- E:.ports-)
 

OTHER 

M. 535.0 568.0 598.0 622.0 832.0
 
W&Ges (/no., in 1975 colones)
 
Budget De4icit () or Surplus
 
GDF Deflator (1980=100) 22.8 23.2 23.0 23.3 23.B
 

All iqures in milions of Colones unless otherwise specified. 
* Million SDRs
 

4* Real Effective Exchange Rate Index
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COSTA RICA, contd.
 

1968 1969 1970 1971 1972 
TRADE STATISTICS CUSS mm) 

Merchandise Exports (fob) 170.0 189.6 231.0 225.3 278.8 
Traditional Exports 118.7 132.8 168.0 156.7 204.0 
Non-traditional Exports 5.3 56.8 63.0 68.6 74.8 

Merchandise Imports (fob) 193.7 221.5 286.8 317.2 337.1 
Irade Balance (23.7) (31.9) (55.8) (91.9) (5B.3) 
Current Account Balance (42.9) (50.3) (74.1) (114.4) (100.0) 
CACM Exports (fob) 36.2 37.7 46.1 47.1 51.4 
CACM Exports as % of Exports 21.3 19.9 20.0 20.9 18.4 

GROSS DOESTi: FRODUCI
 
GDF (Colones mn) 
 5,127.0 5,655.0 6,525.0 7,137.0 8,216.0 
GDP Growth (Kominafl 10.6 10.3 15.4 9.4 15.1
 
GDF klq ,jprices) 21,092.0 22,250.0 23,920.0 25,541.0 27,630.0
 
GIF Growth (Real; 
 8.5 5.5 7.5 6.8 8.2
 

CAFITAL FORATION 
Norinkl Lending Rate 
DlscGL-t Rate 5.0 5.0 5.0 5.0 5.0 
F:xed Capital Formation 882.0 1,024.0 1,270.0 1,579.0 1,800.0 
Foreigr Direct Investment *
 

Domestic Credit 1,260.0 1,284.0 1420.0 
1,910.0 2,223.0
 

EXCHANGE RATE
 
Excharge Rate 6.6 6.6 6.6
6.6 6.6 

REER Inde', (197S = 1.000) *i 1.751 1.830 1.928 1.757 1.605
 

FOREIGN DEBT (KS$ mm) 
Public External Debt 

Deot Service 
Debt Service Ratio 

(Q &f Exports)
 

OTHERP 
K 849.0 959.0 1,006.0 1,317.0 1,501.0
 
Wages (/mo., in 1975 colones)
 
Budqet Deficit () or SL,rplus (66.1) (284.8) (756.0)
 
GDF Deflator (1980=100i 24.3 25.4 27.3 27.9 29.7
 

All fioures in millions of Colones unless otherwise specified.
 
• Million SDRs
 

• Real Effective Excfange Rate Index
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COSTA RICA, contd.
 

1973 1974 1975 1976 1977
 
TRADE STATISTICS (US$ mm)
 

Merchandise Exports (fob) 
 344.8 440.2 493.1 592.4 827.8
 
Traditional Exports 
 238.2 281.8 315.9 362.0 502.8
 
Non-traditional Exports 
 106.6 158.4 177.2 230.4 325.0
 

Merchandise Impcrts 
(fob) 412.1 648.9 627.2 695.4 925.1 
Trade Balance (67.3) (208.7) (134.1) (103.0) (97.3) 
Current Account Balance (112.2) (266.1) (217.7) (201.5) (225.6) 
CAC!< Exports (fob) 70.5 104.3 107.2 132.7 176.6
 
CA-.M Exports as . of Exports 20.4 23.7 21.7 22.4 
 21.3
 

GbRLSS DOMESTIC FRODUCT
 
GDF (Zoiones rmn) 10,162.0 13,216.1' 16,805.0 20,676.0 26,331.0
 
GDF Growt h (Nominal) 23.7 27.2 27.4
30.1 23.0 

SDF (17') prices) 29,760.0 31,410.0 32,069.0 33,839.0 36,852.0
GDP Growt, (R?.l) 7.7 5.5 2.1 5.5 8.9
 

CA iAL F ,rAT1N
 

N:.tin&i Leroing Rate
 
Cisc.iunt Rate 5.0 7.0 8.0
7.0 8.0 

Fixed Capital Formaticn 
 2,252.0 3,175.0 3,965.0 4,84o.0 5,885.o 
Forelqr, Direct Irvestment * 53.5 
Domestic Credit 
 2,439.0 3,645.0 5,291.0 6,244.0 8,175.0
 

EXCH.4N3E FATE 
Excherqe Rate 
 6.6 7.9 8.6 8.6 8.6 
FEEF Inev, (1978 = 1.000) ** 1.626 1.790 1.601 1.312 1.182 

FOkE'GI D;E (uS $ r) 
FLti.c E'ternal Debt 
 30 .2 422.6 542.0 746.4
 
Debt Service 
 51.5 67.E
 
Deo-, Service Ratio 11.7 
 11.4
 

(".oi E, ports) 

OTHER 
MI 1,874.0 2,146.0 2,771.0 3,408.0 4,504.0 
Waaes '/mo., in 1975 colones) 1,061.0 1,219.0 
Budget L-eficit () or Surplus (380.2) (88.9) (370.5) (703.7) (818.3)
GDF Deflator (1980=100) 34.1 42.1 52.4 61.1 71.5 

All iures in millions of Colones unless otherwise specified.
 
* Million SDRs 

* Real Effective Exchange Rate Index 
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COSTA RICA, contd.
 

1978 1979 1980 1981 1982 
TRADE STATISTICS (US$ mm) 
Merchandise Exports (fob) 863.9 942.1 1,000.9 1,002.6 669.0 

Traditional Exports 527.5 587.7 559.0 604.7 534.7 
Non-traditional Exports 336.4 354.4 441.9 397.9 334.3 

Merchandise Imports (fob) 1,049.4 1,257.2 1,375.2 1,090.6 804.9 
Trade Balance (185.5) (315.1) (374.3) (88.0) 64.1 
Currert Account Balance (363.2) (558.2) (663.9) (409.1) (271.1) 
CACM Exports (fob) 182.4 175.4 275 238.1 167.4 
CACM Exports as % of Exports 21.1 18.6 27.5 23.7 19.3 

GROSS DCMESTIC PRODULT 
GDP (Colones mm) 30,194.0 34,5S4.0 41,406.0 57,103.0 97,505,0 
GEP Growth (Nominal) 14.7 14.5 19.7 37.9 70.8 
GDF (1980 prices) 39,162.0 41,097.0 41,406.0 40,470.0 7,522.0 
GD- Growth (Real) 6.3 4.9 ().8 (2.3) (7.3) 

CAPITAL FORhATION 
No. rial Lending Rate 25.0 
Discount Rate 15.4 14.8 23.5 23.5 30.0
 
Fixeo CaeitEl Formation 6,952.0 9,050.0 9,895.0 13,738.0 19,809.0
 
Foreign Direct Investment * 37.5 32.8 37.0 56.1 24.0 
Domestic Credit 125137.0 17,531.0 22,304.0 24,952.0 31,180.(, 

EXChANGE ROTE 
Exchanae Rate 8.6 8.6 8.6 21.8 37.4 
REER Index, (1978 = 1.000) ** 1.000 0.908 0.886 1.854 2.56 

FOREIGN DEBT (US $ mm)
 
Putiic External Debt 950.8 1,304.7 1,700.9 2,251.9 2,469.3
 
Debt Service 238.5 255.4 204.9 196.6 137.6
 
Debt Service Ratio 27.6 27.1 20.5 19.6 
 15.8
 

(Q of Exports)
 

OTHER
 
Mi 5,625.0 6,226.0 7,271.0 10,832.0 18,448.0
 
Wages (/mo., in 1975 colones) 1,294.0 1,386.0 1,330.0 1,126.0 800.0
 
Budget reficit () or Surplus (1,506.5)(2,341.4)(3,062.1)(1,639.7) (863.8)
 
GLF Deflator (1980=100) 77.1 84.2 100.0 141.1 259.9
 

All figures in millions of Colones unless otherwise specified.
 
• Million SDRs 

1* Real Effective Exchange Rate Index 
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COSTA RICA, contd.
 

1983 1984 1985 1986
 
TRADE STATISTICS (US$ cm)
 

Merchandise Exports (fob) 852.5 955.9
 
Traditional Exports 526.3 574.5 579.7
 
Non-traditional Exports 326.2 381.4
 

Merchandise Imports (fob) 897.8 995.3
 
Trade Baiance (45.3) (39.4)
 
Current Account Balance (316.5) (256.1) (327.4)

CACM Eyports Wfob)
 

CACMI E;ports as % of Exports
 

GFOSS DOMESTIC PRODUCT
 
GDP (Colones mm) 126,337.0 158,674.0 183,556.0
 
GDF Growth (Nominal) 29.6 25.6 15.7
 
GF 1580 prices) 38,595.0 41,479.0 41,904.0
 
GDP Growth (Real) 2.9 7.5 1.0
 

CAFIIAL FORMAIION 
Nominal Lending Rate 23.3 18.0 20.9 
Discount Rate 30.0 28.0 28.0 
Fixeo Capital Formation 23,057.0 33,595.0 39,420.0 
Foreign irect Investment * 51.7 52.6 65.7 
Domestic Credit 56,421.0 65,944.0 70,977.0
 

EXChANGE RATE
 
Exchange Rate 41.1 44.5 50.5
 
REE. Indev, (1970 = 1.000) ** 1.734 1.972
 

FOREIGN DEBT (WS$ mm)
 
Public External Debt 3,314.6
 
Debt Service 595.3
 
Debt Service Ratio
 

(Q o E;ports)
 

0THEF'
 
MI 25,619.0 30,132.0 32,439.0
 
Waoes (,mo., in 1975 colones) 1,036.0 1,166.0 1,240.0
 
Budget Deiclt ;) or Surplus (2,950.7)
 
GD; Deiiator (1980=100) 327.3 382.5 438.0
 

All figures in millions of Colones unless otherwise specified.
 
* Million SDRs 

* Real Effective Exchange Rate Index 
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GUATEMALA
 

I. INTRODUCTION: THE ECONOMIC CONTEXT 

Despite the stimulus to industrial growth provided by the
 

creation of the Central American Common Market (CACM), agriculture
 

remains the mainstay of the Guatemalan economy, accounting for about
 

one-quarter of GDP, two-thirds of export value, eind 60 percent of
 

employment. Commerce and manufacturing contribute, respectively, 25
 

percent and 16 percent of GDP. The importance of the mining sector
 

has grown considerably since the discovery of petroleum. However,
 

mining still accounts for less than 3 percent of GDP.
 

While the GDP shares of agriculture, manufacturing, and commerce
 

have remained relatively stable, the diversification and deepening of
 

each of these sectors has increased the range of products suitable for
 

export. Until recently, the manufacturing sector in particular
 

enjoyed significant export growth, largely within the framework of the
 

CACM.
 

Following relatively stable economic growth on the order of 6-7
 

percent per year throughout the 1960s and 1970s, Guatemala's economy
 

has been buffeted by a series of external shocks since 1979. After 

recording near-zero growth in 1980 and 1981, the economy was plunged 

into a recession during 1982-1983 as regional political instability, 

deteriorating terms of trade, and weakened international demand
 

combined forces to reduce production and trade. The economy recovered
 

moderately in 1984, but again recorded negative growth in 1985 and 

zero growth in 1986 due to declining consumption and investment in the
 

face of rising inflation and growing unemployment.
 



Table 1
 

KEY OUTPUT AND PRICE INDICATORS: 1981-1986
 
(Percentage Change)
 

1981 1982 1983 1984 1985 1986
 

Real GDP 0.6 -3. -2 .j 0.6 -1.1 0.0
 
Consumer Prices 11.4 5.0 
 6.4 3.6 18.7 23.0
 

SOURCE: IMF, Ccntral Bank
 

A new government, headed by democratically-elected President
 

Marco Vinicio Cerezo, which came into office in early 1986, has
 

initiated an adjustment effort aimed at setting the economy on a path
 

toward stabilization and recovery. The program is centered around
 

exchange rate reform coupled with measures of fiscal 
and monetary
 

restraint.
 

II. TRADE AND PAYMENTS PROFILE
 

Guatemala's balance of payments structure is typical of that of 

many developing countries, with chronic trade and current account
 

deficits financed by inflows of 
private and official capital.
 

Guatemala has posted a surplus in its trade balance only once since
 

1970.
 

Five major commodities -- coffee, cotton, sugar, bananas, and 

cardamom -- account for nearly 60 percent of Guatemala's export
 

receipts, with coffee alone accounting for about 30 percent. The
 

United States buys about one-third of Guatemala's exports, followed by
 

the rest of Central America with a share of about one-fourth. Central
 

America's share of total exports has declined sharply in recent years,
 

from about 35 percent in 1980 to just over 20 percent in 1985.
 

Industrial inputs and consumer goods are the largest category of
 

imports, followed by capital equipment and construction materials.
 

The United States has historically been the largest supplier of
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imports to Guatemala, accounting for about one-third of 1985 imports.
 

As is the case with exports, imports from the rest of Central America
 

have declined steadily since 1981, currently accounting for about 8
 

percent of the total. Mexico's and Venezuela's shares of Guatemala's
 

imports have risen in recent years, mainly due to an increase in oil
 

imports under a special financing agreement.
 

Table 2
 

BALANCE OF PAYMENTS SUMMARY: 1981-1985
 
(Millions of U.S. Dollars)
 

1981 1982 1983 1984 1985
 

Current Account
 

Exports (f.o.b.) 1,291 1,170 1,092 1,132 1,112
 
Imports (c.i.f.) 1,674 1,388 1,135 1,279 1,175
 
Trade Balance -383 -218 -43 -146 -63
 
Net Factor Payments -85 -115 -138 -210 -221
 
Services and Transfers (net) -105 -72 -95 -30 45
 

-573 -705 -277 -386 -239
 

Capital Account*
 

Public Sector (net) 109 108 124 21 24
 
Private Sector (net) -9 -219 23 48 108
 
Financial Sector (net) 124 200 161 130 -1
 

224 89 308 199 131
 

Overall Balance -349 -316 31 -187 -108
 

*Includes net errors and omissions
 

SOURCE: IMF
 

While the size of Guatemala's trade deficit has narrowed in
 

recent years, the improvement has stemmed primarily from
 

austerity-induced import compression, as declining commodity prices
 

have kept exports relatively flat. These improvements in the trade
 

balance have been offset by declining private foreign investment and
 

increased capital flight, both in response to political and economic
 

uncertainties in the region.
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Despite a rapid buildup in foreign debt since 1980, Guatemala's
 

debt burden remains well below that of most of its regional neighbors.
 

Guatemala's current total outstanding external public debt of
 

approximately U.S. $1.8 billion (year-end 1986) represents about U.S.
 

$225 per capita, as compared to a per capita debt figure of U.S.
 

$1,400 for Costa Rica. The ratio of debt service to exports of goods
 

and services, which averaged under 8 percent from 1980-1983, has risen
 

to about 25 percent.
 

III. EXPORT PERFORMANCE
 

As noted previously, Guatemala's export sector is dominated by
 

coffee, cotton, sugar, bananas, and cardamom, with coffee far
 

outpacing any of the others. Other exports denominated as
 

"traditional" by the government are meat and petroleum.
 

Nontraditional exports include a wide range of agricultural and
 

manufactured products, a large percentage of which are destined for
 

the Central American Common Market. Chemical and processed food
 

products account for about one-third of nontraditional exports to CACM
 

buyers, while fresh and frozen fruits and vegetables along with light
 

manufactures assembled under "807" and other drawback schemes
 

represent the largest categories of nontraditional exports to buyers
 

outside of the region.
 

Table 3
 

TRENDS IN EXPORT PERFORMANCE: 1980-1985
 
(Millions of U.S. Dollars)
 

1980 1981 1982 1983 1984 1985
 

TOTAL EXPORTS 1,499 1,291 1,170 1,092 1,132 1,112
 
Traditional 819 727 698 660 706 726
 
Nontraditional 680 564 472 432 426 386
 

Agricultural Products 101 86 86 67 76 76
 
Industrial Products 488 408 344 324 311 280
 
Other 91 70 42 41 39 30
 

SOURCE: Central Bank
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Following strong growth during the late 1970s, the value of
 

traditional exports has remained relatively stagnant over the past
 

five years. The value of nontraditional exports has declined
 

steadily, after peaking at U.S. $680 million in 1980. This decline
 

stems in large part from a 50 percent drop in exports to other Central
 

American countries. However, nontraditional exports to countries
 

outside the CACM have also fallen, due in part to a loss in
 

competitiveness arising from the overvaluation of the quetzal.
 

A. Traditional Exports
 

COFFEE. Coffee is Guatemala's most important export crop,
 

typically providing about one-third of export earnings. Coffee's
 

percentage share of total exports jumped to 40 percent in 1985 as 

export value increased by 25 percent over the previou3 year to a 

record U.S. $452 million. This increase resulted largely from a major
 

drawdown of stocks prompted by a change in exchange rate regulations
 

allowing exporters to exchange at the parallel rate 100 percent of
 

proceeds from coffee sales to nonquota markets. Based on preliminary
 

data, 1986 appears to have been another record year for coffee
 

exports, with value exceeding U.S. $600 million.
 

Table 4
 

TRENDS IN COFFEE EXPORTS: 1981-1985
 

1981 1982 1983 1984 1985 1986
 

Volume (thousands of quintals ) 2,731 3,325 2,584 2,842 4,041 4,075
 
Value (millions of U.S. $) 325.3 374.6 308.8 360.6 451.5 502.3
 
Unit Value (U.S. $/quintal) 119.1 112.7 119.5 126.9 111.7 110.8
 

One quintal = 101.5 pounds.
 

SOURCE: Central Bank
 

COTTON. Cotton remains Guatemala's second largest export, but
 

cotton's share of total exports has fallen from 13 percent (1981) to
 

about 7 percent. This decline reflects lower production, due in large
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part to security problems in cotton-growing areas, coupled with
 

depressed international prices and the high dollar-cost of pesticides.
 

Table 5
 

TRENDS IN COTTON EXPORTS: 1981-1985
 

1981 1982 1983 1984 1985
 

Volume (thousands of quintals) 2,679 1,731 1,210 1,154 1,258
 
Value (millions of U.S. $) 173.4 95.1 67.4 72.3 73.8
 
Unit Value (U.S. $/quintal) 64.7 54.9 55.7 62.6 58.7
 

SOURCE: Central Bank
 

1985 cotton export value of U.S.$74 million was up slightly from
 

1984, reflecting an increase in area under cotton cultivation due, in
 

part, to a change in foreign exchange surrender requirements.
 

Nevertheless, total acreage under cotton cultivation has declined
 

since 1980 from about 129,000 hectares to less than 40,000 hectares.
 

BANANAS. Banana exports recovered strongly in 1985 to U.S. $71
 

million following two years of depressed production resulting from
 

hurricane damage. Exports also benefited from a strengthening of
 

international prices. About 70 percent of banana exports are destined
 

for the United States, where Guatemala faces growing competition from
 

other regional producers.
 

Table 6
 

TRENDS IN BANANA EXPORTS: 1981-1985
 

1981 1982 1983 1984 1985 

Volume (thousands of quintals) 7,798 8,022 5,429 5,790 7,063 
Value (millions of U.S. $) 57.1 74.0 53.5 54.9 70.9 
Unit Value (U.S. $/quintal) 7.3 9.2 9.9 9.5 10.0 

SOURCE: Central Bank
 

-6



SUGAR. Like other producers in the region, Guatemala has been
 

seriously affected by reductions in U.S. sugar import quotas. Once
 

the country's third most important export, sugar has dropped to fifth
 

place, accounting for only 4 percent of total export value. Despite a
 

42 percent increase in volume since 1981, export receipts have
 

declined by 45 percent, from U.S.$85 million to U.S.$47 million, as
 

larger shipments are sold in the free market at prices about one-third
 

those commanded in the United States.
 

Table 7
 

TRENDS IN SUGAR EXPORTS: 1981-1985
 

Volume (thousands of quintals) 

Value (millions of U.S. $) 

Unit Value (U.S. $/quintal) 


SOURCE: Central Bank
 

1981 1982 1983 1984 1985 

4,338 4,218 8,541 6,091 6,158 
85.2 47.1 95.3 71.3 46.5 
19.6 11.2 11.2 11.7 7.6 

Sugar receipts declined by 35 percent in 1985, despite an
 

increase in export volume, as Guatemala's U.S. import quota was 

reduced by 30 percent while the free market price of sugar fell by 

nearly one-half. 

CARDAMOM. Guatemala is the world's second largest exporter of
 

cardamom, a food additive widely used in the Middle East and
 

Scandinavia. Cardamom exports have experienced strong growth since
 

1980, and currently constitute Guatemala's fourth largest export. In
 

1984, Cardamom exports nearly doubled, to U.S.$100 million due to an
 

80 percent price increase resulting from a fall in production in
 

India, the world's largest producer. Exports fell back in 1985 and
 

1986, as production recovered in India, but remained at a level nearly
 

double that of 1981.
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Table 8 

TRENDS IN CARDAMOM EXPORTS: 1981-1985 

1981 1982 1983 1984 1985 

Volume (thousands of quirLtals) 96 131 170 160 144 
Value (Millions of U.S. $) 34.3 44.2 59.4 100.3 61.3
 
Unit Value (U.S. $/quintal) 358.2 337.5 348.6 625.8 424.8
 

SOURCE: Central Bank
 

MEAT. Meat exports have declined steadily since 1981, from
 

U.S.$29 million to less than U.S.$10 million. The decline reflects 

both a deterioration in Guatemala's competitive position, due to the 

poor quality of meat, as well as a loss in potential export earnings 

because of unregistered shipments of live animals to neighboring 

countries where sales are more profitable. Already declining meat
 

exports are likely to be reduced even further by a ban, imposed in
 

April 1986, on exports of live animals. The largest impact will be on
 

sales to Mexico, which buys over 65 percent of Guatemala's meat
 

exports.
 

PETROLEUM. Oil was discovered in Guatemala in the mid-1970s, and
 

exports were initiated in 1980. Proven reserves are cstiqated at 14
 

million barrels. Exports peaked at U.S.$60 million in 1983, as
 

production reached a level of 6,984 barrels per day. However,
 

production and exports declined sharply in 1984 and 1985, due in part
 

to legal disputes between the government and the two major foreign oil
 

companies. Production capacity was increased by over 1,000 barrels
 

per day in late 1985, as the result of new drilling in the Peten
 

Region. However, the outlook for future oil exports is clouded by the
 

sharp drop in international petroleum prices since 1986.
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B. Nontraditional Exports
 

As noted previously, Guatemala's nontraditional exports have 

declined steadily since peaking at U.S.$680 million in 1980. This 

decline stems primarily from a 53 percent decrease ir sales to CACM 

buyers. However, nontraditional exports to other buyers, principally 

the United States and Europe, have also declined. 

Table 9 illustrates the distribution and destination of 

nontraditional exports since 1981. Over two-thirds of nontraditional
 

exports continue to be destined for CACM buyers despite the sharp
 

dropoff in overall sales within the region. CACM buyers are the main
 

markets for industrial products and consumer durables, whereas the
 

largest share of nontraditional agricultural exports are destined for
 

buyers outside of CACM.
 

Table 9
 

DISTRIBUTION AND DESTINATION OF
 
NONTRADITIONAL EXPORTS: 1981-1985
 

(Millions of U.S. Dollars)
 

1981 1982 1983 1984 1985
 

Total 564.6 472.5 431.7 426.1 386.8
 
CACM 378.9 337.3 322.7 291.5 256.9
 
Rest of World 185.7 135.2 109.0 134.6 129.9
 

Agricultural Products 86.2 86.4 67.5 76.1 76.9
 
CACM 26.8 35.0 19.8 14.6 22.8
 
Rest of World 59.4 51.4 47.7 61.5 54.1
 

Industrial Products 
 408.2 344.3 323.6 310.9 280.2
 
CACM 325.8 285.3 272.4 246.9 -. 7
 

Rest of World 82.4 59.0 51.2 64.0 63.5
 

Other Products 70.2 41.8 40.6 39.1 29.7
 
CACM 
 2.3 17.0 30.5 30.0 17.4
 
Rest of World 43.9 24.8 10.1 9.1 12.3
 

SOURCE: Central Bank, IMF
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Guatemala exports several hundred products which fall into the
 

"nontraditional" category. The largest group in terms of export value
 

is chemical products. This category has experienced one of the
 

largest declines in recent years, from total sales of 114 million
 

quetzals in 1980 to 1985 sales of 76 million quetzals, primarily due
 

to a 45 percent drop in sales within the region. As is the case with
 

a number of other industrial products, most of the exporters of
 

chemical products drew their initial success during the 1970s from
 

their protected access to a relatively larg= regional market. And
 

like most import substitution industries, they have found it difficult
 

if not impossible to break out of this protected market and compete
 

with other international producers.
 

There have, however, been some exceptions. A Guatemalan
 

agrochemical company, originally established by a foreign investor to
 

produce for the CACM market, but now Guatemalan-owned, has enjoyed
 

some success 
over the past two and a half years in exporting to the
 

United States. By exploiting an opportunity created by unusual supply
 

conditions in the United States, the company has been able to export
 

U.S.$2 million/year of a particular herbicide used in cotton
 

production.
 

In general, however, industrial producers are likely to face
 

declining exports, both inside and outside the region. This will
 

result both from continued weak demand and an increase in the local
 

currency cost of imported inputs due to the devaluation of the
 

quetzal.
 

While exports of fresh and frozen fruits and vegetables still
 

represent a relatively small share of nontraditional exports, this has
 

been one of the more dynamic sectors in terms of extra-regional
 

exports. Fresh and frozen produce exports, destined primarily for
 

the United States, totalled in excess of 10 million quetzals in 1985,
 

nearly double the level of 1980. Guatemala has been among the most
 

successful countries in the CBI region in taking advantage of
 

opportunities for export of winter vegetables to the United States.
 

It has also become a major supplier of frozen vegetables.
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Another relatively successful nontraditional export sector is 

fisheries, where exports - primarily shrimp -- have recovered from a
 

major fall-off in 1980 and averaged in excess of 10 million quetzals
 

over the past five years.
 

Other products that have performed relatively well in the face of
 

overall decline within the nontraditional export category are flowers
 

and ornamental plants, sesame seeds, and furniture. It is difficult
 

to track the export performance of labor intensive assembly
 

operations, since most of these goods are produced and exported under
 

"drawback" schemes, and hence are classified as reexports under
 

Guatemalan customs statistics. However, judging from import data
 

collected by the U.S. Department of Commerce, exports of garments and
 

other "807" products have grown rapidly, exceeding U.S. $10 million in
 

1985. 

III. DETERMINANTS OF EXPORT PERFORMANCE 

The export performance of any country is the result of a range of
 

mE.roeconomic, microeconomic, and policy-related variable. The
 

relative importance of particular determinants varies from country to
 

country, and over time within a particular country. The following
 

discussion reviews those factors which are considered to exert the 

strongest impact on Guitemala's nontraditional export performance.
 

A. Macroeconomic Determinants
 

INTERNATIONAL DEMAND. Probably the single 
 most important
 

element determining the export performance of any country is the level
 

of effective demand for its products. Clearly the primary reason for
 

the recent decline in Guatemala's nontraditional exports has been the
 

sharp fall off in demand within the CACM market due to deteriorating 

economic and political conditions.
 

A related factor of considerable importance is access to
 

international markets. U.S. sugar import quota cuts have cost
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Guatemala nearly U.S. $40 million over the past three years. On the
 

other hand, expanded duty-free access to the U.S. market under the CBI
 

program has created opportunities for a number of nontraditional
 

exports.
 

EXCHANGE RATE DEVELOPMDITS. Overvaluation of the quetzal almost
 

certainly contributed significantly to Guatemala's declining export
 

performance during the early 1980s. With the value of the quetzal
 

fixed at parity with the U.S. dollar, Guatemala's competitiveness was
 

eroded by the sharp appreciation of the dollar during 1983 and 1984.
 

The magnitude of the lc al currency's overvaluation was confirmed
 

by the 62 percent nominal and 35 percent real depreciation of the
 

quetzal during the 12 months following abandonment of dollar parity in
 

November 1984. Unfortunately, the potential benefits of this action
 

-- in terms of improved competitiveness -- were mitigated by the 

complexity and disorderly operation of the three-tier exchange market 

that was introduced in place of fixed dollar parity. 

The system has since been simplified, with export transactions 

now handled through either the banking market or the regulated market. 

Rates in the former float within a range of 2.70 - 3.00 quetzals to 

the U.S. dollar while rates in the latter market are currently fixed
 

at 2.50 quetzals to the U.S. dollar.
 

CREDIT AND CAPITAL FORMATION. Working capital and long-term
 

financing are essential elements of successful export growth as are
 

investments in increased production capacity. While credit
 

availability was not identified as a major constraint by any of the
 

Guatemalan exporters interviewed by SRI, Central Bank statistics show
 

that the rate of credit expansion to the private sector has
 

decelerated sharply by over the 10 percent per year from 1980 to 1984.
 

In some sectors, most notably agriculture, the volume of credit
 

outstanding has actually decreased in recent years. These figures
 

confirm statements made by a number of exporters that there is little
 

new investment being undertaken by Guatemalan businessmen.
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LABOR RESOURCES. With a work force of about 2.2 million, about 

40 percent of whom are unemployed, Guatemala has no shortage of labor.
 

Furthermore, labor is of relatively low cost, with minimum wages
 

averaging about 160 quetzals per month. Minimum wages have not been
 

adjusted since 1980, and while no comprehensive data are available on
 

wage trends, available information suggests that real wages have been
 

declining in recent years.
 

On the other hand, many of the exporters interviewed indicated
 

that labor shortages exist in many skill categories. Others
 

complained of low productivity and even sabotage. One foreign garment
 

manufacturer with broad regional experience reported that despite
 

relatively low wage rates, the labor-related cost of production in
 

Guatemala in much higher than in neighboring countries. His
 

explanation for this apparent discrepancy is low productivity and
 

frequent labor difficulties.
 

B. Microeconomic Determinants
 

TRANSPORTATION INFRASTRUCTURE AND COSTS. Guatemala has an
 

extensive road transport network, centered around the Inter-American 

highway. However, much of the road network, particularly the 300 Km
 

road from the capital to the Atlantic, has fallen into disrepair in
 

recent years. There are four major ports -- Puerto Barrios and Santo 

Tomas de Castilla on the Gulf of Mexico and Puerto Queztal and 

Champerico on the Pacific. The ports are connected with Guatemala 

city by rail. Aerolineas de Guatemala has a monopoly on scheduled
 

domestic air transport, while the country is served by half a dozen
 

international passenger carriers.
 

While transport costs are high, they are not out of line with 

those in other parts of the region. A more serious problem is 

capacity, particularly in the case of air freight. Several exporters 

interviewed by SRI reported that they are reluctant to export highly 

perishable products due to the unreliability of air freight capacity. 

This problem is exacerbated by a shortage of cold storage facilities. 
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11ANUFACTURING INFRASTRUCTURE. An essential requirement for
 

successful export-oriented manufacturing is ready access to suitable
 

factory and storage space as well as utilities. The Guatemalan
 

government has established a free zone at Santo Tomas de Castilla
 

which is intended to provide facilities for labor-intensive assembly
 

operations. However, all of the exporters interviewed by SRI reported
 

that the physical infrastructure is inadequate, as is the local labor
 

supply. Several also complained of the remote location and poor
 

management of the zone. As of November 1986, only three export

oriented manufacturing companies had established operations within the
 

zone.
 

MARKET INFORMATION. Success or lack of success in exporting
 

nontraditional products is highly dependent on up-to-date knowledge
 

and understanding of conditions and requirements in key export
 

markets. Many of the exporters interviewed indicated that they rely
 

on foreign agents or distributors to keep them abreast of
 

international market conditions.
 

Exporters selling fruits and vegetables to the U.S. market
 

stressed the importance of understanding U.S.D.A. inspection and
 

labeling requirements. The agrochemical exporter discussed earlier
 

indicated that his company's key hurdle was getting EPA approval for
 

shipments of pesticides and herbicides to the United States.
 

MANAGEMnT AND ENTREPRENEURSHIP. Perhaps more than most other
 

businesses, the production and sales functions of nontraditional
 

export requires strong business management skills. For managers and
 

entrepreneurs accustomed to producing for a protected local or 

regional market, exposure to international competition can be 

extremely sobering, given the real risks involved. 

SRI found that in Guatemala, as in other countries in the region,
 

nontraditional exporters tend to be young, well educated, and willing
 

to invest their own capital. On the other hand, many have little if
 

any previous management experience.
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C. Policy/Promotional Determinants 

EXCHANGE CONTROLS. Government policies regarding access to and
 

disposition of foreign exchange have been the single most important 

policy-related variable affecting export performance. In 1984, when 

the government temporarily allowed coffee exporters to exchange 50 

percent of the proceeds of sales to nonquota markets at the banking 

rate rather than at the official rate, exports to nonquota markets 

jumped fivefold, despite a 5 percent decrease in coffee production 

that year. 

The government gradually has been increasing the share of export 

receipts that can be exchanged at market rates. Since the middle of 

1986, exporters of nontraditional products can exchange 100 percent of 

foreign exc.hange proceeds in the regulated market at Q2.50 per U.S. 

dollar. Previously, 50 percent of export proceeds had to be exchanged 

at the official rate of Q1.00 per U.S. dollar. Exporters view this 

new measure as a major incentive for nontraditional exports. 

REGULATORY ENVIRONMENT. The regulatory environment faced by 

Guatemalan exporters is one which is still geared toward an 

import-substitution economy. There are a host of price controls, 

tariff barriers and licensing requirements that make exporting
 

difficult and reduce the competitiveness of local producers. A
 

flowchart prepared by the Guatemalan Nontraditional Exporters Guild 

lists over 25 steps and approvals that may be required to consummate 

an export transaction. 

Exporters are presently up in arms over the government's decision
 

to contract with the Swiss firm, Societe General de Surveillance (SGS)
 

to manage import/export inspection. The justification for retention 

of SGS is the need to bring the widespread practice of under/ 

over-invoicing under control. Under/over-invoicing is clearly a 

problem in Guatemala. A comparison of Guatemalan export statistics 

based on customs declarations with those based on foreign exchange 

receipts processed by the Central Bank shows major discrepancies. The 
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Central Bank estimates that since 1930, over U.S.$2 billion has been 

taken out of the country through faulty invoicing. Clearly, it is in 

the government's interest to control this practice. 

On the other hand, overzealous inspection by SGS serves to 

discourage exports, and the country could suffer a net loss. 
A number
 

of exporters of perishable goods have already suffered losses due to 

SGS- imposed delays. In other instances, SGS has refused to accept 

the validity of exporters' long-term f.o.b. contracts. 

INCENTIVES. The only real incentive currently available to
 

nontraditional exporters is eligibility for "drawback" of import 

duties on inputs used for production of export goods. A tax credit 

(CAT) scheme which was to be made available to nontraditional 

exporters in 1984 was never implemented. Some exporters view their 

eligibility to exchange 100 of foreign exchange proceeds at Q2.50/$ as
 

an incentive.
 

POLITICAL STABILITY. Political stability is an important 

determinant of export performance. Overseas buyers are reluctant to 

enter into long-term purchase contracts in an environment where 

changing political conditions might interrupt supply. Similarly, both
 

local and foreign investors are generally unwilling to invest in new 

ventures in a politically unstable environment.
 

Regional political instability has had a strong negative impact 

on Guatemala's nontraditional export performance. Much of the falloff 

in exports to Honduras, El Salvador, and Nicaragua stems from 

deteriorating political conditions in those countries. Political 

instability has also been a key factor behind declining private 

investment.
 

Aside from regional instability, investors are taking a "wait and 

see" attitude regarding the new administration in Guatemala. 

Exporters complain of mixed signals from the government; they are 

encouraged by exchange rate liberalization, but are angered by what 
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they see as increased government intervention in day-to-day business
 

affairs.
 

PROMOTIONAL STRUCTURE. One of the brighter aspects of 

Guatemala's nontraditional export sector is the promotional efforts of
 

the Nontraditional Exporters Guild. The Guild is one of the most
 

effective private-sector promotion agencies encountered by SRI in work
 

on investment promotion in over two dozen countries worldwide. A
 

trade committee legally assigned to the Chamber of Industry of
 

Guatemala, the Guild was founded in 1982 by Guatemalan businessmen for
 

the purpose of representing the interests of exporters of
 

nontraditional products to the government and overseas buyers. The
 

Guild currently has over 150 members, exporting a wide variety of
 

products. It acts both as an interest/lobbying group before the
 

government and as a technical and marketing support service for its
 

members. The Guild is currently receiving financial and technical
 

support from USAID/Guatemala, and will receive additional assistance
 

under a ROCAP agribusiness promotion project.
 

IV. NONTRADITIONAL EXPORT OPPORTUNITIES
 

The greatest short-term opportunities for expansion of
 

Guatemala's nontraditional exports lie in the agribusiness sector.
 

The volume of exports of winter vegetables to the United States is 

likely to continue to expand, although profit margins may be reduced 

as producers face growing regional competition. Furthermore, many
 

exporters have found that the notion of a "winter" vegetable market is
 

something of a misnomer. Two vegetable exporters interviewed by SRI
 

indicated that in order to be successful, it is necessary to export
 

year-round, even if prices are favorable only during a few months of
 

the year. They indicated that if they were to stop supplying during
 

part of the year, their U.S. buyers would turn to other producers.
 

The recent depreciation of the quetzal should make it easier for
 

Guatemalan exporters to be competitive in exporting processed
 

agricultural products, which generally involve higher value-added than
 

perishable foodstuffs.
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A number of policy and infrastructural improvements will be
 

required before Guatemala will be competitive in the area of
 

labor-intensive manufacturing. However, over the medium to long-term,
 

this sector clearly is one where Guatemala should enjoy a strong
 

comparative advantage, given the size and low cost of the labor force.
 

There may also be some potential for restructuring some
 

regionally-oriented industrial activities toward extra-regional
 

markets, although this will require considerable improvements in
 

quality and efficiency.
 

V. ACTION RECOMMIDATIONS
 

Guatemala lags behind many of its regional neighbors in gaining 
market shares in the United States and other industrialized countries 

for nontraditional exports. The proposed recommendations are oriented 

toward improving Guatemala's performance in this area. 

A. Streamline Government Regulations
 

The government's approach of "micro-managing" business activities
 

may have been necessary and even appropriate during the era of import
 

substitution, but it severely constrains the growth of nontraditional 

exports. A basic overhaul of government regulations should be a 
long-term objective. In the near-term, however, a program for 

exemptions or exoneration from specific regulations, provided
 

exclusively for exporters, should be considered as an initial 
step.
 

This strategy of creating "exceptions to the rules" has been
 

successfully adopted in many East Asian countries as well 
as in
 

nations in the region.
 

B. Accelerate Customs Clearance
 

The need to enforce tariff policies more effectively is present 

throughout the region, due to the governments' requirements to raise
 

government revenues and manage scarce foreign exchange. 
 Once again,
 

however, the ultimate solution lies in expanding export revenues,
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which in Guatemala are hindered by delays in clearing needed inputs 

through customs. The adoption of some form of "fast track" clearance 

service for nontraditional exporters would greatly reduce the impact 

of this constraint.
 

C. Establish Management Training Programs 

As elsewhere in the region, middle-level managers are a scarce 

commodity in Guatemala. The country's long-term export potential 

would be enhanced significantly if programs were developed to provide 

management training and skills upgrading to young Guatemalan 

entrepreneurs. 

D. Provide Marketing Information 

Given the country's historical orientation toward exporting to 

the CACM region, nontraditional exporters lack information and 

practical experience on ways to penetrate the U.S. market. This in 

turn has led to examples of unequal marketing arrangements with U.S. 

"partners," unaccepted shipments, 
and other distribution "horror
 

stories." While much of this knowledge must come from experience,
 

programs to provide information on U.S. market preferences, possibe 

joint venture partners, and U.S. government rules and regulations 

would well serve the nontraditional exporters of Guatemala, 

particularly those in the agricultural sector. 
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GUATEMRLR
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSRNDS OF U.S. DOLLARS
 
1978 - 1981
 

SITC
 
CODE DESCRIPTION 
 1978 1979 1980 1981
 

Total exports 1,111,602 1,195,174 1,486,136 1,114,942
 

0 Food and live animals 653,256 576,959 764,921 569,525

01 Meat and preparations 37,636 12,661 46,842 
 51,041

03 Fish and preparations 6,074 6,175 6,854 7,294

04 Cereals and preparations 7,080 7,961 11,752 7,386
05 Fruit and vegetables 42,245 26,602 100,851 
 93,955

06 Sugar, honey and preps. 
 56,100 66,051 95,199 107,029

07 Coffee, tea, cocoa, spices 487,151 
 442,671 483,471 274,491

08 Rnimal feeding stuff 5,461 4,199 4,762 3,257

09 Misc. food preparations 7,641 7,885 9,186 
 8,210
 

I Beverages and tobacco 
 13,959 14,985 17,911 17,256

12 Tobacco and mfrs. 13,356 14,474 17,407 16,870
 

2 Crude matls. excl. fuels 205,493 280,920 259,803 179,935

22 Oil seeds, nuts, kernels 10,046 12,984 11,134 
 15,431

23 Rubber, crude, syn., natl. 5,584 6,921 9,000 
 10,600

24 Wood, lumber and cork 4,025 
 9,229 291 2,887

26 Textile fibres 
 141,743 187,624 172,544 111,472

29 Crude animal veg. mat. nes. 40,803 67,482 61,291 36,593
 

3 Mineral fuels etc. 
 322 371 15,628 21,822

33 Petroleum and products 
 320 370 15,594 21,817
 

5 Chemicals 
 79,134 89,607 128,961 124,151
54 Medicinal, etc. products 32,914 37,605 51,516 
 45,895

55 Perfume, cleaning, etc. prd 19,255 23,656 32,764 
 28,757

56 Fertilizers manufacture 
 72 153 4,873 5,174

59 Chemicals nes. 
 21,190 19,399 30,147 34,468
 



------------------------------------------------------------

------------------------------------------------------------

GUATEMALA, continued 
EXPORTS FOB BY 2-DIGIT SITC CODE 
IN THOUSANDS OF U.S. DOLLARS 
1978 - 1981 

SITC
 

CODE DESCRIPTION 
 1978 1979 
 1980 1981
 

6 
62 
64 
65 
66 

67 
68 

Basic manufactures 
Rubber manufactures nes 
Paper, paperboard and mFr. 
Textile yarn, fabric, etc. 
Nonetal mineral mfs. nes 
Iron and steel 
Non-ferrous metals 

104,413 
10,168 
11128 
35,467 
24,145 
b148 
7,105 

136,471 
11,275 
13,971 
49,543 
20,471 
8540 
19,584 

216,894 
18,610 
"90,957 
63,780 
22,243 
10,835
68,487 

138,433 
18,949 
19,192 
49,807 
21,869 
13825 
13465 

69 Metal manufactures nes 7,631 7)899 9,980 9,749 

7 
72 
73 

Machines, transport equip. 
Electrical machinery
Transport equipment 

15,629 
12,703 
2,296 

18,079 
i5,194 
2,037 

22,177 
17,917 
2,202 

20,059 
15,399 
3,825 

8 
84 
85 
89 

Misc. manufactured goods
Clothing 
Footwear 
Misc. manuf. goods nes 

37,404 
15,713 
6,213 

13)363 

43,318 
16,971 
62606 
16,444 

59,525 
21,903 
10,125 
23,005 

43,377 
11,494 
9,379 
199309 



Quantifiable Determinants of Nontraditional Exports
 
GUATEMALA 

1963 - 1986 

1963 1964 1965 1966 1967 
TRADE STATISTICS (US$ mm) 
Merchandise Exports (FOB) 153.4 174.3 192.1 231.9 203.9 

Traditional Exports 124.8 126.0 138.4 163.2 122.5 
Nontraditional Exports 28.6 48.3 53.7 68.7 81.4 

Merchandise Imports (FOB) 150.4 180.5 206.1 201.8 226.5 
Trade Balance 3.0 (6.2) (14.0) 30.1 (22.6) 
Current Account Balance (17.3) (37.9) (34.6) (12.2) (62.0) 
CALM Evports 57.9 
CAVrs Exports as % of Exports 28.4 

6ROS! [DOMESTIC PFODUCI 
6JF 1,263.0 1,294.0 1,331.0 1,391.0 1,454.0 
GDF Growth (Nominal) 2.5 2.9 4.5 4.5 
GF (19 prices) 3,148.0 3.293.0 3,437.0 3,626.0 3,775.0 
GDF Growth (Real) 4.6 4.4 5.5 4.1 

CA0f7At FOSM-4 101, 

Noai-al Lenoi n Rate 8.0 8.0 8.0 8.0 8.0 
Dis:ount Rate 4.0 4.0 4.0 4.0 4.0 
Fiveo Capital Formation 125.0 155.0 175.0 167.0 192.0 
Fan. Cresit by Sector 94.9 104.8 103.8 104.6 116.0 

AQr!cultLre 39.4 41.5 39.8 3o.6 38.4 
Fishing 1.6 1.0 1.3 0.9 2.2 
Industry 16.4 17.7 17.9 19.4 28.2 
Te;:tiles 2.1 2.2 3.0 2.6 3.5 
Garmerts 0.7 0.7 0.7 0.8 1.5 
Commerce 3.2 2.4 4.4 4.7 

Foreir Dire:t Investment * 

Dor esmic Creait 149.0 170.8 187.3 220.1 241.4 

EXCHANGE RATE 
Exchange hate 1.0 1.0 1.0 1.0 1.0 
REER ** 1.161 1.151 1.096 

FOREIGN DEBT (US$ mm) 
Externa! beot 
Dett Se-vice 
Deb: Service Ratio 

Q/ o Exports) 

OTHER 
Budget Deficit (11.7) (9.8) (5.9) (16.3) (23.4) 
GDP Deflator (1980=100) 40.1 39.3 38.7 38.3 38.5 
Wholesale Frice Index 33.9 35.0 34.3 34.2 34.3 

All figures in millions of Quetzales unless otherwise specified.
 
• Million SDs
 

4* Real Effective Exchange Rate Index
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GUATEMALA contd.
 

TRADE STATISTICS (US$ mm) 
1968 1969 1970 1971 1972 

Merchandise E~ports (FOB) 233.5 262.5 297.1 286.9 335.9 
Traditional Exports 143.5 156.8 172.8 172.6 209.9 
Nontraditional Exports 90.0 105.7 124.3 114.3 126.0 

Merchandise Imports (FOB) 237.6 240.9 266.6 290.0 294.8 
Trace Balance 
Current Account Balance 
CACM Eports 

(4.1) 
(50.7) 
70.8 

21.6 
(19.0) 
83.7 

30.5 
(7.9) 

102.3 

(3.1) 
(49.2) 
92,1 

41.1 
(11.5) 
98.7 

CA[C EF.,prts s X of Exports 30.3 31.9 34.4 32.1 29.4 

GDE.S DMESTIS FRODUCT
 
GDC 1,611.0 1,715.0 1,904.0 1,9B5.0 2,102.0
 
GDF Growsth (Norinel) 6.5
10.8 11.0 4.3 5.9
 
G[ 'L7 oriceF) 4,106.0 4,546.0
]96: 
 4,301.0 4,80(.0 5,152.0

GDP Growth (Reel 8.8 
 4.7 5.7 5.6 7.3
 

CAFITAL FORr.TiCtN
 
No7.irel Ler.d-n Rete 8.0 8.0
8.0 8.0 6.0 
Dis:c nt Rate 4.0 4.0 4.04.0 4.0 
Fi;ed Capital Formetion 221.0 231.0 239.0 264.0 273.0 
Bant. Credit bi Sector 138.1 164.8 168.4 19.1 192.1
 
AqrjcujtLre 40.6 44.5
44.5 36.4 42.1 
Fisb rc 1.6 0.7 0.6 0.5 0.2 
inditr- 40.0 44.6 52.344.6 52.0 
TE;: t i es 5.0 4.3 7.3 7.6 8.7 
Ge r me t 1.6 2.8 3.0 3.9 3.4 
Cotmerce B.6 11.4 14.5 18.6 15.2 

Foreion Direct Investment * 
Docmestic Credit 251.4 271.3 316.6
275.9 371.7
 

EXCHA1GE R-TE 
Excnaroe Rate 1.0 1.0 1.0 1.0 1.0 
REE; 1.125 1.133 1.151 1.170 1.160 

FOF.E DN DEB:E U. $ m7r 
External Dept 
Debt Service 
Debt Service Ratio
 

(% of Exp-ts'
 

OTHER 
Budget Deficit (8.0) 15.3 (13.1) (30.1) (45.2)
GDP Deflator (1980=100) 39.9
39.2 41.9 41.3 40.8 
Wholesale Frice Index 35.7 37.8 38.336.9 38.6 


All fiqures in millions of Quetzales unless otherwise specified.
 
• Million SDRs 

* Real Efiective Exchange Rate Index 
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6UATEMALA contd.
 

1973 1974 1975 1976 1977 
TRADE STATISTICS (US$ mm) 
Merchandise Exoorts (FOB) 442.0 582.3 640.9 760.4 1,160.2 

Traditional Exports 268.7 348.8 408.8 496.6 637.1 
Nontraditional Exports 173.3 233.5 232.1 263.8 323.1 

Merchandise Imports (FOB) 391.4 631.5 672.4 950.7 1,087.0 
Trade Balance 50.6 (49.2) (31.5) (190.3) 73.2 
Current Account Balance 7.7 (103.1) (65,7) (77.5) (35.3) 
CACM Exports 130.0 163.2 169.0 189.0 222.5 
CACM Exports as % of Exports 29.4 28.0 26.4 24.9 19.2 

GROSS DOMESTIC PRODUCT 
GDF 2,569.0 3,162.0 3,646.0 4,365.0 5,481.0 
GDP Growtn (Nominal) 22.2 23.1 15.3 19.7 25.6 
G[F (158. prices) 5,502.u 5,853.0 5,967.0 6,407.0 6,908.0 
GDF Grow:h (Real) 6.8 6.4 1.9 7.4 7.8 

CAFTAL FORMATION 
Nomiral Lendirg Rate 8.0 11.0 11.0 11.0 11.0 
Discount Rate 4.0 5.0 5.0 5.0 7.0 
F:xed Capital Formation 357.0 468.0 571.0 900.0 1,039.0 
Bant Credit by Sector 218.9 349.9 380.4 434.4 507.0 

Agriculttre 51.2 92.4 90.5 85,5 84.6 
Fis inq 0.2 0.5 0.4 0.8 0.4 
industry 64.1 122.6 122.9 129.3 145.0 
Textiles 9.3 19.5 19.8 24.1 29.9 
Germents 4.5 5.3 5.3 5.9 8.0 
Commerce 15.0 17.8 9.0 10.1 12.1 

Foreign Lirect Investment 83.4 
Domestic Credit 408.1 526.7 597.1 668.8 755.7 

EXCHANGE RATE 
Exchange Fete 1.0 1.0 1.0 1.0 1.0 
REER ** 1.142 1.138 1.089 1.003 0.972 

FCREIGN DEBI (USY rm) 
External De t 206.2 267.7 635.2 
Debt Servicu 19.8 14.1 17.1 
Deot Service Ratio 

(K of Exports) 4.5 2.2 1.5 

OTHER 
budget Deficit (38.0) (45.6) (30.6) (111.2) (51.2) 
GDP Deflator (1980=100) 46.7 54.0 61.1 68.1 79.3 
Wholesale Price Index 43.8 53.8 60.4 66.8 75.5 

Ail 

** 

figures in millions of Quetzales unless otherwise specified. 
Million SDRs 
Real Effective Exchange Rate Index 
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6UATEMALA cont'd.
 

1978 1979 1980 1981 
 1982
 
TRADE STATISTICS (US$ mm)
 

Merchandise Exports (FOB) 1,092.4 1,221.4 1,519.8 
 1,291.3 1,170.4
 
Traditional E'ports 740.6 812.1
768.3 620.3 575.7
 
Nontraditional Exports 351.8 453.1 671.0
707.7 594.7
 

Merchandise Imports 
(FOB) 1,283.8 1,401.7 1,472.6 1,540.0 1,284.3
 
Trade Balance (191.4) (180'.3) 47.2 (248.7) (113.9)
 
Current Account Balance (270.5) (205.6) (163.3) (572.7) (399.1)
 
CACM Eports 255.0 311.0 404.6 356.8
 
CACM Epcrts as % of Exports 23.3 25.5 26.6 27.6
 

GROE D3MES'11 PRODUCT
 
GD;' 
 6,071.0 6,903.0 7,879.0 8,608.0 8,728.0
 
GDP Growth (Nominal) 10.8 13.7 14.1 9.3 1.4
 
G[F (IRE? prices) 7,253.0 7,595.0 7,879.0 7,932.0 7,652.0
 
GDT Growtn (Rcai) 5.0 4.7 
 3.7 0.7 (3.5)
 

CAPITAL FOFMATION
 
Nomiral Lendin Pate 11.0 11.0 11.0 15.0 
 12.0
 
Discount Rate 
 5.0 9.0 8.0 12.0 9.0
 
Fixed Capital Formation 
 1,218.0 1.286.0 1,295.0 1,44S.0 1,314.0
 
Ban[ Credit by Sector 
 579.5 663.5 777.2 810.7 828.7
 

Agriculture 
 92.6 88.4 150.5 161.5 153.4
 
Fishing 2.7 1.7 
 2.4 2.5 4.1
 
Industry 149.5 195.0 247.8 242.2 251.9
 
Textiles 16.8 22.0 23.1 
 30.0 24.0
 
Garments 7.7 8.1 8.0 7.1 7.6
 
Commerce 
 20.7 26.2 24.9 225.0 33.0 

Fcreicn Direct Investment * 101.8 90.6 106.285.1 69.1
 
Doxestic Crecit 
 919.5 1,130.4 1,608.8 2,259.8 2,636.2
 

EXCrNGE RATE 
Excfaren e Rate 1.0 1.0 1.0 1.0 1.0
 
REER ** 0.997 1.058 1.133 1.045 
 0.956
 

FOEIGN DEET itO( am',
 
Exterial Debt 
 744.6 820.4 1,050.4 1,383.6 1,510.4
 
Deot Service 26.1 37.3 44.8 60.3 8".9
 
Debt 	Service Ratio
 

(Q 4 Exports) 2.4 3.1 4.7
2.9 	 7.5
 

OTHER
 
Budget Deficit (71.2) (149.1) (307.3) (535,) (416.9)
 
GDP Deflator (1980=100) 
 83.7 90.9 100.0 108.5 114.1
 
Wholesale Price Index 
 78.2 86.2 100.0 111.7 105.3
 

All figures in millions of Quetzales unless otherwise specified.
 
* 	 Million SDs 
• Real Effective Exchange Rate Index
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GUATEMALA contd.
 

1983 1984 1985 1986 
TRADE STATISTICS (US$ mm) 

Merchandise Exports (FOB) 1,091.7 1,132.2 1,059.7 
Traditional Exports 600.0 580.8 
Nontraditional Exports 491.7 551.4 

Merchandise Imports (FOB) 1,056.0 1,182.2 1,076.7 
Trade Balance 35.7 (50.0) (17.0) 
Current Account Balance (223.9) (377.4) (246.3) 
CACM Exports 
CACM Exports as % of Exports 

GROSE DOMESTIC PRODUCT 
GDP 9,035.0 9,397.0 
GDF Growth (Nominali 3.5 
GDP (198? prices) 7,446.0 
GDP Growth (Real) (2.7) 

CAFITAL FORMATION 
Nominal Lending Rate 12.0 12.0 14.0 14.0 
Discount Rate 9.0 9.0 9.0 
Fixed Capital Formation 954.0 920.0 
Bank Credit by Sector 977.4 1,197.7 

Aqriculture 179.6 187.6 
Fishinq 2.9 5.9 
Inoustrv 276.4 342.7 
Textiles 31.3 31.2 
Garments 9.0 12.7 
Commerce 46.8 68.0 

Foreigr Direct Investment * 42.0 37.1 60.3 
Domestic Credit 3,010.3 3,519.5 3,829.3 

EXCHANGE RATE 
Exchange Rate 1.0 1.0 1.0 
REER ** 0.957 1.036 

FOREiGN DEBT (US$ mm) 
External Debt 
Debt Service 
Debt Service Ratio 

(Q of Exports) 

OTHER 
Budget Deficit (31B.0) 
GDP Deflator (1980=100) 121.3 
Wholesale Price Index 106.2 112.2 13B.3 

All figures in millions of Quetzales unless otherwise specified.
 
• Million SDRs
 
•* Real Effective Exchange Rate Index
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HONDURAS
 

I. INTRODUCTION: TFhE ECONOMIC CONTEXT
 

The Honduran economy is driven by agriculture. The agricultural
 

sector generated 31.4 percent of gross domestic product (GDP) in 1985,
 

while manufacturing generated 14.1 percent; commerce, 12.4 percent;
 

and services, 10.7 percent. An estimated 51.0 percent of the Honduran
 

labor force of 1.1 million people is employed in agriculture,
 

forestry, hunting, and fishing.
 

Honduran real GDP rose by 2.9 percent per year from 1984 to 1986,
 

indicating recovery from the 1981-1983 recession, during which GDP
 

fell by 2.2 percent. The recent real GDP increases have kept pace
 

with the 2.9 percent annual population growth, resulting in a GDP per
 

capita of $832 per year that has remained fairly steady over the past
 

3 years.
 

In contrast to the high inflation experienced by many Caribbean
 

and Latin American nations, Honduran inflation has remained below 5
 

percent for the past several years; it was estimated at 4.5 percent in
 

1984, 3.6 percent in 1985, and 4.4 percent in 1986.
 

The Honduran lempira is slightly overvalued but stable.
 

Officially worth $0.50, the lempira was being traded on the illegal
 

but tolerated parallel market for approximately $0.43 in December
 

1986. Although the Agency for International Development Mission
 

(USAID) to Honduras has conditioned Economic Support Fund (ESF)
 

availability on devaluation, to date its efforts have not resulted in
 

a broad movement of the official exchange rate.
 

Soon after his inauguration in early 1986, Honduran President
 

Jose Azcona outlined an economic program to stimulate Honduran
 

economic growth and development by setting and meeting fiscal and
 

monetary targets and by implementing several structural reforms,
 

including:
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1. 	Promoting the private sector by encouraging investment
 

with tsm" loss 
 carry forward provisions and other
 

incentives, and reducing bureaucratic obstacles;
 

2. 	Increasing exports by providing incentives, such as
 

export processing zones;
 

3. 	Rationalizing public sector operations, by improving tax
 

administration to increase revenues without raising tax
 

rates and by privatizing certain companies to reduce the
 

budget deficit without cutting out essential services;
 

and
 

4. 	Restoring internal and external 
 confidence in the
 

Honduran economy by refinancing the external debt,
 

and establishing a career judicial system to reduce the
 

probability of arbitrary, unfair decisions 
on business
 

disputes and other matters.
 

It 	remains to be 
seen whether Azcona can successfully implement
 

his policies and maintain them 
long enough to convince the local and
 

world business commuity that Honduras 
is a profitable place to do
 

business. 
 A 1921 World Bank study of the Colombian textile industry
 

indicates that entrepreneurs do not react immediately 
to policy
 

initiatives, but rather wait two to three 
years to assess the
 
longevity of the policy reform. 
 Usually only after this lag, 
once
 

they are convinced that 
the changes are lasting, will entrepreneurs
 

make investments.
 

II. 	TRADE AND PAYMEWTS PROFILE
 

In 	1985, Honduras experienced the largest trade deficit 
in its
 

history, $365 million. The vast majority, 76.0 percent, of Honduran
 

imports in 1985 were capital goods and 
raw materials; only 24.0 

percent of imports was consumer goods. Two uommodities -- bananas and 

coffee -- comprised 58.8 percent of Honduran exports. 
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Traditionally dependent on imports, Honduras ran a trade surplus
 

only once in the last 25 years -- in 1965. More alarming than the 

existence of a trade deficit is its growing size. From 1983 to 1985,
 

imports rose by an average of 17.6 percent annually, while exports
 

only increased by 7.7 percent per year. Honduran exports actually
 

fell frow 1980 to 1982, and then rose by 1985 to 95.0 percent of their
 

1980 value. Resurgence has been confined to traditional exports,
 

however; 1985 nontraditional exports had reached only three-quarters
 

of their 1980 value.
 

Foreign exchange reserves reached a low of $98 million in mid

1983, enough for 6 weeks of imports, increased to $132 million in May
 

1986 and fell to $107 million in August 1986. In addition to covering
 

the mounting trade deficit, these hard currency reserves are needed to
 

repay the foreign debt. The sum of annual amortization and interest
 

charges on the foreign debt increased by 17.1 percent over the 5 years
 

from 1980 to 1985, from 23.5 percent to 29.0 percent of annual export
 

revenue.
 

The destination of Honduran exports has shifted slightly toward
 

Japan and the European Economic Community since 1980, and away from
 

the United States, Central America, and the Caribbean. One reason for
 

the change is government encouragement to ship to countries that pay
 

in hard currency, in order to ease the foreign exchange shortage.
 

Exports to the United States declined from $460 million in 1984 (64
 

percent of total Honduran exports) to $438 in 1985 (56 percent of
 

total exports). Nonetheless, the United States continues to be
 

Honduras' most important trading partner.
 

The 1983 Export Promotion law classifies exports as traditional
 

or nontraditional as a function of their value and/or the number of
 

years they have been exported. Based on this definition, the Honduran
 

government considers 16 products to be traditional exports. In
 

descending order of export value in 1985, they are bananas, coffee,
 

zinc, lobster, wood, unrefined sugar, refrigerated meat, silver,
 

shrimp, tobacco, lead, cotton, petroleum derivatives, furs and skins,
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metal products, and standing cattle. These traditional exports
 

represent 84.4 percent of total export earnings, a percentage that has
 

increased slowly but steadily over the last six years, up from 82.0
 

percent in 1980.
 

The 15 products mentioned can be classified into three tiers
 

based on export earnings. The top tier, consisting of bananas and
 

coffee, represents two-thirds of all traditional exports, and
 

three-fifths of all exports. A one percent increase in banana exports
 

alone brings in $5 million in additional foreign exchange.
 

A second tier of traditional exports includes zinc, lobster, and
 

wood. Each of the other 10 categories generated less than $25 million
 

in export revenue in 1985 and can be considered in the third tier.
 

Exports classified as nontraditional by the Honduran government
 

totaled $122 million in 1985 or 16 percent of total exports. Of the
 

hundreds of products considered to be nontraditional, pineapples, palm
 

oil, fruit jellies, and wood products head the list, each generating
 

$5-10 million in export earnings in 1985.
 

A. Traditional Export Performance
 

The value of Honduran traditional exports fell slightly, by 0.2 

percent, from 1980 to 1985. Over that five year period, of the tier I 

and tier : exports, the value of banana, zinc, and lobster exports 

increased, while the value of coffee and wood exports diminished. 

Honduran banana exports rose by an average of 4.2 percent per
 

year from 1980 to 1985. This increase appeared to be due in part to
 

an upswing in the price paid for the fru_;, which increased from $4.81
 

per 40 lb. box to $5.87 over the five year period.
 

The average growth rate hides the rapid expansion that occurred
 

in 1983 and 1984, when the value of exports rose by 13.7 and 18.4
 

percent, respectively. More recently, however, a 15.7 percent price
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dron from April 1985 to April 1986 contributed to a 19.2 percent
 

reduction in the volume of bananas exported, and a 31.9 percent
 

decrease in export value over this period.
 

Rising prices and increasing export volume resulted in a 34.4
 

percent annual growth in the value of zinc exports from 1980 to 1985,
 

but a downturn is expected in 1986. Volume exported tripled from
 

32,000 pounds in 1980 to 104,000 pounds in 1984, and prices received
 

rose from $0.30 per pound to $0.45. However, a price decrease since
 

1984 has reduced producers' interest in exporting and hence has
 

resulted in a slight cutback in volume exported. Only 24,000 pounds
 

were exported from January to April of 1986, down from the 
26,000
 

pounds exported during the same period in 1985. The April, 1986 zinc
 

price was back down to $0.31 per pound, nearly as low as the 1980
 

price.
 

The rapid rise in the value of zinc exports from 1980 "co 1985 was
 

nearly equalled by the 33.1 percent yearly growth rate in lobster
 

exports. Export volume doubled from 1980 to 1984 
and then doubled
 

again during 1985. Increasing export volume was offset by price
 

decreases, with the result that the value of lobster exports increased
 

by 38.4 perccnt in 1985, to U.S.$35.5 million. The valke of lobster
 

exports is expected to taper off somewhat in 1986 as export volume
 

diminishes in response to the falling price.
 

The value of Honduran coffee exports fell by 25.0 percent from
 

1980 to 1983, then recovered slightly in 1985, stimulated by increases
 

in prices received and export volume, to only 9.2 percent below the
 

1980 level. Coffee prices fell and then 
rose over the period,
 

beginning at $215 per 60 kilo sack, slipping to $122 
in 1983, and then
 

increasing to $253 in April 1986. Given coffee's position as the
 

nation's second most important export, the higher coffee price could
 

significvntly boost the value of total Honduran exports for 1986.
 

According to the Honduran Forestry Development Corporation,
 

COHDEFOR, five million hectares, 45.0 percent of the total area of
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Honduras, is covered by producing forestq. This vast natural resource
 

has provided Honduras with her fifth most important export, wood.
 

The value of wood exports rose steadily from 1980 to 1982, from
 

$36.2 million to $44.6 million, then fell to $34.1 million in 1985.
 

The variation in export value stemmed primarily from changes in export
 

volume, since prices have remained fairly constant since 1981.
 

B. Nontraditional Export Performance
 

Honduras' most important nontraditional exports are, in order,
 

pineapple, palm oil, fruit conserves, and manufactured wood products.
 

Together these four goods comprise 26.7 percent of nontraditional
 

exports and 4.2 percent of total exports.
 

The performance of nontraditional exports has been mixed. Of the
 

four most important nontraditional exports, palm oil has exhibited
 

stunning growth, pineapple and conseives have increased more slowly,
 

and manufactured wooden goods have experienced a dramatic decrease.
 

The value of palm oil exports has soared over the past 4 years.
 

As late as 1982, Honduras did not export any palm oil, but in 1985
 

exported $10 million. Because of Congressional concern about
 

potential injury to U.S. producers, USAID is prohibited from directly
 

or indirectly assisting palm oil exporters, as well exporters of
as 


sugar and citrus, as stated in USAID Policy Determination 71. Both
 

palm oil and citrus are considered to have very high export potential,
 

but PD71 prohibits USAID involvement in their promotion. Given that
 

the value of palm oil exports exceeded the value of every
 

nontraditional export product except pineapples, and brought in 
more
 

foreign exchange in 1985 than did 7 of the 16 traditional export
 

products, the PD71 restriction on gid to palm oil producers can be
 

considered a serious restriction on AID's ability to promote exports.
 

A second obstacle to increased palm oil exports is low price; the
 

price in world markets is reported to have collaped in 1986, and is
 

expected to remain low in 1987.
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Price increases spurred pineapple production and pushed the value
 

of pineapple exports to $14 million in 1984, nearly double its 1980
 

value. From its 1984 high of $0.42 per kilo, the price fell to $0.37
 

in April of 1986, resulting in an 18.7 percent decrease in export
 

value during 1985, to $11.5 million. Nineteen eighty six export
 

value is expected to fall 22 percent from 1985 export value.
 

The value of fruit conserve exports has also risen over the last
 

5 years, although not as much as the value of pineapple exports. Jam
 

and jelly exports rose from their 1980 level of $4.5 million to $5.8 

million in 1985. The value of 1986 exports is expected to top the 

1985 value by 35 percent. A steadily ri-ing conserves price, from 

$0.31 per kilo in 1982 
to $0.55 per kilo in April of 1986, is expected
 

to encourage exporters to boost the amount they export.
 

In contrast to the other three important nontraditional exports,
 

the %,blue of manufactured wooden products exports declined steadily
 

from 1980 to 1985, to $5.7 million, one-third of their 1980 value.
 

The volume of wooden goods exported slumped by nearly half over the 5
 

year period. A knowledgeable observer attributed part of the decrease
 

to poor domestic economic conditions and a high level of government
 

regulation of the wood products industry, but went on 
to suggest that
 

part of the fall may be illusory, due solely to under-invoicing. It
 

is interesting to note that the Honduran government is the only
 

licensed exporter of unprocessed wood, but the private sector is free
 

to export processed wooden products. This situation has reportedly
 

led to the export of low-value items such as broom handles made from
 

high-value types of wood.
 

In addition to the four important nontraditional exports,
 

Honduras exports hundreds of other items in small quantities. Nine of
 

these nontraditional exports are discussed below, in order of value of
 

1985 exports. They are cigars, cacao, citrus, melons, plantains, gum
 

rosin, textiles, ornamentals, and cardamom. These nine were chosen
 

because they represent both successes and failures among
 

nontraditional exports, and therefore may be able to indicate the
 

determinants of nontraditional export growth.
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Honduras exported cigars worth $4.5 million in 1985, up 32.4
 

percent from their 1980 value but down 30.8 percent from their 1984
 

high of $6.5 million. The rise and fall in part resulted from upturns
 

and downturns in the market price for the product; the price climbed
 

until 1982 and in general has declined since then.
 

The value of cacao exports more than tripled from 1980 to 1985,
 

to $3.2 million. Part of this spectacular growth was due to an
 

AID-sponsored cacao research and extension project that is educating
 

farmers in how to ferment their cacao, and the importance of doing so,
 

since the resulting product commands a higher price that boosts both
 

Honduran foreign exchange earnings and farm income.
 

Honduran grapefruit exports varied from 1980 to 1985, reaching a
 

high of $3.6 million in 1983, then contracting to $2.6 million in
 

1985. The government does not collect statistics on 
orange exports,
 

but the nation's only concentrated citrus juice plant estimated 1986
 

exports at $1.25 million, 80 percent from orange juice.
 

Melon exports expa:nded from $0.8 million in 1980 to $1.8 million
 

in 1985. Export volume continued to increase in 1986; the volume of 

melon exports from January throu'gh April 1986 was 81.4 percent higher 

than during the same period th previous year. Increases in volume 

will be slightly offset by price decreases, but melon export value is
 

expected to rise in 1986 to 39.4 percent above its 1985 value.
 

The value of plantain exports to countries outside Central
 

America jumped from $0.2 million to $1.5 million from 1984 to 1985,
 

and is expected to double in 1986. The upswing resulted from
 

increasing export volume, which grew eight-fold during 1985 
and is
 

estimated to double in 1986.
 

In contrast to most of the other nontraditional exports, gum
 

rosin exports have dropped. From $6.7 million in 1981, the value of
 

gum rosin exports slumped steadily to $1.5 million in 1985. Exports
 

in 1986 are expected to increase by 12.5 percent over their 1985
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value, but will remain far below the value exported in the early
 

1980s. One reason cited by a Honduran gum rosin exporter for the
 

reduction is increased production from other countries, primarily the
 

People's Republic of China, that has flooded the world market and
 

brought the price down from $650 to $300 per metric ton. 
 Lower
 

revenues 
forced his firm to cancel its advertisements in foreign
 

magazines; in December 1986, his firm was operating at 40 percent of
 

capacity.
 

Garment assembly is experiencing a boom in Honduras as local and
 

joint venture manufacturers take advantage of 807 legislation under
 

which goods assembled abroad pay duty only on value added when they
 

re-enter the United States. Although the Honduran Central Bank does
 

not collect export statistics on this particular category, one shirt
 

assembly firm reported 40 percent annual growth in export value 
over
 

the last several years. In contrast, corset and brassiere assembly
 

has shown a marked fall, from $2.6 million in 1980 to $0.7 million in
 

1985, and no turnaround is expected. The volume of corset and
 

brassiere exports from Januar, until April 1986 
was half the volume
 

during the same four-month period in 1985. The downturn appears to be
 

the result of internal management difficulties. One large lingerie 

exporter interviewed reported increasing inventories and difficulties
 

locating buyers.
 

Ornamental plants is another category which the Central Bank does
 

not yet disaggregate from its export statistics, but if growth
 

continues, it might have to in the future. One exporter of 45
 

varieties, including dracinia and palms, estimated a 50 percent
 

increase in export value during 1986, to $900,000, and a 12 percent
 

increase during 1987. The nursery, which now employs approximately
 

100 people, nearly went banknpt in the early 1980s as increasing fuel
 

costs pushed up the prices of petroleum based inputs such as
 

fertilizer and plastic bags, but was saved by sound strategic
 

decisions and diversification.
 

Cardamom, a last nontraditional export to be discussed, is not
 

widely used in the United States, but is an ingredient in ice creams
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and breads in Scandinavia, and is used as a spice and in rituals in
 

India and throughout the Middle Eastern and Arabian countries. Using
 

working capital and storage space provided by FEPROEXAAH, 35 cardamom
 
producers formed a Cardamom Exporting Association in Honduras, and
 
released their first shipment of 10,000 kilos destined for Jordan in
 

early December 1986. Although the value of the first shipment is
 

negligible, cardamom exports could reach $10 million in 1990,
 

according to AID. Since cardamom producers also tend to be small
 

coffee farmers, a cardamom export takeoff could have very positive
 

income generation and equity effects.
 

III. DETERMINANTS OF EXPORT PERFORMANCE
 

A host of determinants of nontraditional exports have been
 

identified in an earlier section of this report. 
 In this section, we
 

examine each determinant in the 
Honduran context, and indictte the
 

degree to which the condition is present in Honduras, and the extent
 

to which it has contributed to nontraditional export growth.
 

A. Macroeconomic Determinants
 

Low Honduran wages are attractive to labor-intensive industries,
 

but two difficu'ties, an overvalued currency and high-cost credit,
 

constrain Honduran exports.
 

WAGE RATE. Low Honduran wage rates are very attractive for labor
 

intensive industries. The Honduran minimum wage varies from $2.30 
to 

$3.55 per day, depending on activity ind location within the country. 

The base wage for employees in light manufacturing in the larger 

Honduran cities is $3.30 per day. 

EXCHANGE RATE. The Honduran government maintains the local
 

currency, the lempira, at an overvalued rate. The offical rate, 2.00
 

Lempiras to U.S.$1.00, was set by decree in 1918 and never modified.
 

An illegal but tolerated parallel market has sprung up, on which the
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dollar is worth 2.30 Lempiras. The premium in the parallel market was
 

as high as 30 percent in 1984 and 1985, but it has since fallen.
 

CREDIT AVAILABILITY AND COST. Both working capital and long-term
 

credit at affordable rates are necessary to allow exporters to
 

function and expand. Although inflation is low in Honduras (presently
 

it is 4.4 percent), interest rates have remained high as a result of
 

tight monetary policy. The business community finds the present 17
 

percent lending rate too high, and funds expansion with
 

internally-generated funds whenever possible. As one exporter
 

explained, "Given the high market rates, I'll use my own funds and
 

expand more slowly. What I could do in 1 or 2 years if I could borrow
 

at a lower rate, i'll do in 10 years with my own money." The pace of
 

export expansion could be increased by targeting low-interest funds to
 

the sector. However, with AID's interest in increased dependence on
 

market forces, this strategy has fallen into disfavor.
 

B. Microeconomic Determinants
 

In addition to macroeconomic determinants, several firm-specific,
 

or microeconomic. factors also affect export performance. In general,
 

Honduran firis have good foreign market contacts and information, and
 

a high level of quality control. However, poor internal management
 

and risk-avoiding behavior both constrain export growth.
 

CONTACTS. A first step in exporting is contact between a
 

Honduran businessman and a potential investor or buyer. This is
 

fairly easy for an exporter of a traditional good, for the product is
 

a proven one, and the Honduran producer and foreign buyer are probably
 

reasonably familiar with its production and transport.
 

Because of a lack of information on both sides, initial contact
 

with new markets is more difficult for nontraditional exporters. In
 

Honduras, the AID-financed, non-profit Federation of Honduran
 

Agricultural and Agroindustrial Producers and Exporters, FEPROEXAAH,
 

and the Foundation for Entrepreneurial Research and Development, FIDE,
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assist Hondurans to make contacts by coordinating visits by potential
 

investors. 
 One such visit, by Mr. Harry Brandt of the Citrus
 

Development Corporation, resulted in the construction of a
 

multi-million dollar orange juice concentration plant that created 133
 

jobs and will export an estimated $1.25 million in 1936.
 

The 11SAID Mission to Honduras estimated that through the
 

initiative of FEPROEXAAH, U.S. affiliates and the private agribusiness
 

sector, from 1984-1986, 12 ventures were undertaken or expanded,
 

resulting in $8 million in investment, $3 million in export earnings
 

from nontraditional commodities, and 1,400 jobs in agriculture 
and
 

agribusiness.
 

MARKET INFORMATION. To export successfully, the Honduran
 

business commur,', must know the regulations concerning market entry.
 

Not knowing can oe costly. The value of Honduran exports denied entry
 

into the U.S. markets due to poor condition, a high pesticide level,
 

or improper labelling totaled $1,189,504 in 1983, $563,322 in 1984, 

and $561,650 in 1985, according to FIDE.
 

Contacts, mentioned above, are one of the best sources of this 

information, but FIDE has also successfully used indirect methods to
 

inform Honduran exporters. In 1986, FIDE participated in conferences
 

on textile and food imports to the United States with the goal 
of
 

familiarizing its staff on import regulations in order to inform the
 

Honduran exporters.
 

QUALITY CONTROL. Quality control does not appear to be a problem
 

for Honduran exporters. High quality is achieved through thorough
 

knowledge of market standards, and careful checks of the products.
 

FIDE offers quality assurance technical assistance to exporters.
 

INTERNAL MANAGEMENT. As in any business activity, the success of
 

nontraditional exporting depends on the 
quality of its management.
 

The generally low educational level in Honduras, combined with the
 

lack of an in-country post-graduate business management program, means
 

that many managers will be unprepared for their tasks.
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Several nontraditional export firms interviewed had experienced
 

serious setbacks as a result of poor management. For example, to fill
 

an order for Spain, a tobacco firm redirected all its output there,
 

thus alienating its other customers, and began an expensive expansion,
 

only to have Spain buy nothing the following year. The annoyed
 

"traditional" customers were unwilling to accept the following year's
 

production, and the tobacco company has not yet recovered. A second
 

example of an export company suffering from poor management is an
 

apparel firm that has found itself with a large and growing inventory,
 

but seems unable to locate new customers.
 

To prepare managers in the technical aspects of business, as well 

as to make strategic business decisions, training programs could be 

targeted directly at nontraditional export firms. Some training is 

now offered: FIDE provided scholarships to three Honduran businessmen 

to attend a 2-week course on Marketing Strategies at the World Trade 

Center in New York. 

RISK TAKING. Nontraditional exporters are taking on an 

inherently risky operation -- one that is untried. Several observers 

of the Honduran economy commented that Honduras has a notable lack of 

risk takers. 

There are several reasons for the Honduran business community's
 

risk-avoi.dance behavior. From an economic perspective, lower income
 

units are less likely to take risks, because a negative outcome w:uld
 

place them in a bad, even untenable, position. From a sociological
 

perspective, the Honduran culture discourages risk-taking. Especially
 

in rural areaa, the Honduran society is still essentially a peasant
 

society that ostracizes deviants. Foreigners, such as the Palestinian
 

immigrants who arrived at the turn of the 20th century, have become
 

very successful entrepreneurs, but Hondurans typically have not.
 

AID is trying to overcome this cultural barrier by supporting the
 

entrepreneurs that come to its attention with invitational travel and
 

in-country seminars. This seems to be an effective method for slowly
 

wearing down the cultural constraints on risk-taking.
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C. Policy and Promotional Determinants
 

Honduran exporters benefit from professional, efficient export
 

promotion efforts of two previously mentioned organizations, FIDE and
 

FEPROEXAAH. 
 In addition, exporters gain some measure of benefit from
 

the several laws Honduras has on the books to promote exports,
 

specifically nontraditional exports. However, the effectiveness of
 

incentives is diminished by the manner in which 
the government
 

bureaucracy implements the regulations.
 

PROMOTIONAL ASSISTANCE. 
 Both FIDE and FEPROEXAAH promote
 

Honduran exports. One of the organizations' main purposes is to 

create a network of business contacts for Honduran producers and 

exporters. 

Both organizations send and receive information on 
investment and
 

export opportunities through four specialized networks in 
the United
 

States. These networks are the International Resource Center, IRC,
 

which deals with agroindustries in the western United States; the
 

International Planning and Analysis Center, IPAC, which specializes in
 

wood; the Chicago Association of Commerce and Industry, CACI, for
 

apparel and textile inquiries; and the Inter-America's Gronp, IAC,
 

which also handles agroindustrial suppliers, buyers and investors.
 

Each issue of FIDE's monthly newsletter, published in both English and
 

Spanish, describes export opportunities that FIDE learned of through
 

the networks 
and other informal contacts, and provides interested
 

businessmen with the name, address and phone numoer 
of the person to
 

contact.
 

Using specialized marketing intermediaries seems to have brought
 

a certain degree of success. At least two contracts were signed. in
 

1986 between parties initially brought together by the specialized
 

networks, one for $1.0 million of wooden table legs, and one for
 

12,100 dozen T-shirts and turtleneck shirts. In addition, by using
 

the networks to locate additional marketing channels for Honduran
 

plantains, FEPROEXAAH was able to break the monopoly the intermediary
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had maintained and greatly enhance the producers' profitablility. The
 

new marketing strategy is one reason that plantain exports have
 

increased from $0.2 million in 1980 to $2.0 million in 1985.
 

FIDE also represents Honduran industries in trade shows. During
 

the summer of 1986, FIDE and AID assisted Honduran businesses to
 

exhibit at trade shows for sporting goods, cigars, and furniture.
 

Each event served to increase visibility of Honduran products in world
 

markets, and introduce Honduran businessmen to potential buyers.
 

However, one businessman who did not attend the trade fair expressed
 

the concern that the FIDE representative did not sufficiently know the
 

product, cigars in this case, to answer potential buyers' questions
 

adequately.
 

In addition to coordinating trade visits, FEPROEXAAH also sends
 

out trial containers to assess market response. The Federation has
 

successfully used this strategy with potatoes and pineapples.
 

EXPORT INCENTIVES. Three decrees offer incentives to Honduran 

exporters. The Puerto Cortes Industrial Free Zone, created by Decree 

No. 356 in 1976, offers exporters duty-free importation of machines 

and raw materials, no federal, state, or local income or corporate 

taxes, unrestricted repatriation of profits and capital, and exemption 

from export controls and duties. Decree No. 220-83, the 1983 Export 

Promotion Law, creates fiscal, financial and promotion mechanisms for 

nontraditional exports, rebating (using Export Certificates, CEFEX) 

the indirect taxes such as customs duties or sales taxes that 

exporters incur. Decree No. 87 of 1984, the Temporary Import Regime, 

suspends import taxes on raw materials and equipment and eliminates
 

the income tax for 10 years for producers who export outside Central
 

America.
 

GOVERNMNTAL REGULATIONS. An impediment to exporting in Honduras
 

is the government workers who process export and import licenses and 
forms. Exporters unilaterally complained about their attitude, their
 

slowness, and the painstaking detail they demand. Undoubtably, some 
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of the delays in processing are due to the foreign exchange shortage
 

discussed above. But even given structural problems that cause
 

delays, the attitude of the civil servants remains a problem 
that
 

perhaps a training program or incentives could correct.
 

D. Other Determinants
 

Several other factors affect Honduran exporters, some positively, 

some negatively. On the positive ride, exporters have fairly good
 

access to decisionmakers on political and economic matters that affect
 

them. They can benefit from research on new agricultural products and
 

techniques and from an excellent transportation infrastructure, and 

they can receive assistance in locating and adapting modern production 

techniques. However, an overriding issue, regional political 

instability, constrains Honduran exports. 

POLITICAL VOICE. Exporters toneed lobby effectively in their
 

home country and to a lesser extent in the countries to which they
 

export, in order to promote their interests. Investment laws, tax
 

laws, and 
quotas directly affect them, and they must be organized to
 

protect themselves.
 

Effective 
coalitions of exporters have been established in
 

Honduras, in large part by AID, and have benefitted their members.
 

FIDE was invited to participate in the Super 807 negotiations
 

regarding textile imports into the 
United States. FEPROEXAAH
 

organized cacao producers into a coalition that applied for and
 

received more than $1 million from AID for 
cacao research and
 

extension. Establishing and initially maintaining the organizations
 

that can give voice to exporters' needs and acquire resources from
 

host country private 
and public sectors is perhaps one of the most
 

beneficial uses of AID's scarce resources. In creating such
 

organizations, AID leverages its resources 
to bring about short-term
 

improvements in conditions for exporters and 
at the same time create
 

lasting channels through which exporters can continue to have an
 

impact on public piicy over the long term.
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AGRICULTURAL RESEARCH AND EXTENSION. Just as industry needs
 

technical assistance to improve upon its products and production
 

techniques, so does agriculture. The technical assistance need not
 

come from the government, since private seed and machinery companies
 

often impart new product ideas or technologies. But those groups not
 

well served by the private sector, mainly smaller farmers and
 

producers of crops grown in smaller quantities, tend to depend on the
 

government for assistance.
 

Honduras responded to the challenge of keeping its farmers up to
 

date in 1984, when the Government of Honduras and AID opened the
 

Honduran Agricultural Research Foundation, FHIA, in facilities donated
 

by United Brands Company in La Lima, Honduras. FHIA's mandate is to 

conduct laboratory and on-farm research on priority problems and 

opportunities in four nontraditional areas: Cacao, citrus, plantains, 

and vegetables. The Institute is currently screening over 200 

nontraditional crops to identify the most promising alternatives. It
 

is too early to assess FHIA's impact on Honduran agricultural exports,
 

although -here have been several instances, one involving cucumbers,
 

where FHIA studies revealed and solved the problems causing
 

low-quality, nonexportable fruits and vegetables.
 

TRANSPORTATION INFRASTRUCTURE. Honduras boasts an excellent
 

transportation infrastructure, but air cargo service is unpredictable,
 

and maritime container service is expensive. There are three
 

international airports in Honduras: Tegucigalpa, San Pedro Sula, and
 

La Ceiba. They are serviced by TAN-SAHSA (Honduras), TACA (El
 

Salvador), LACSA (Costa Rica), Iberia, Pan-Am, Japan iirlines, KLM,
 

Lufthansa, Eastern, British Airways, Varig, Air France, Alitalia, and
 

Challenge, but only TAN-SAHSA can carry cargo into and out of
 

Honduras. Cargo service is unpredictable, with delays sometimes
 

resulting when certain cargo is given preference over others.
 

Several international shipping companies service Honduras, and
 

dock in the main ports of Puerto Cortes, La Ceiba, Tela and Puerto
 

Castilla on the Caribbean Sea, and Henecan on the Pacific Ocean.
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Shipping rates from Honduras are high; the per pound, per mile rate is
 

reportedly one of the highest in the world, and is due in large part
 

to low volume.
 

Overland transportation is not a constraint to 
exporting.
 

Throughout the country, there are 16,351 kilometers of highways and
 

roads linking the major cities and production centers. In addition,
 

there is a railroad system serving the north coast, mainly for the
 

transportation of export-bound bananas.
 

TECHNOLOGY TRANSFER OF MODERN PRODUCTION TECHNIQUES. Nearly 

always, foreign buyers and investors introduce new, efficient
 

production techniques. Thus, contacts with foreign markets and
 

investors are doubly important, for they not only increase sales, they
 
can also increase profitability per unit produced.
 

FIDE encourages technology transfer both indirectly, by
 
increasing Honduran with foreign markets,
contacts and directly, by
 

contracting for technical assistance for Honduran enterprises. As an
 

example of the latter, FIDE contracted with a U.S. textile industry
 

consulting firm to train Honduran employees to sew and to operate 
a
 

computerized financial control system. FIDE lent the
 

Honduran-American joint venture training funds at 
 a slightly
 

subsidized rate.
 

POLITICAL STABILITY. A fundamental constraint on Honduran
 

exports is the political instability Central American is experiencing.
 

Presently, few investors are interested in the area; private
 

investment fell by 69 percent over the 1981-1984 period and increased
 

by only 2 percent in 1985. Capital flight is estimated at $100
 

million a year.
 

Shrimp provides an example of the dampening effect regional
 

instability has on Honduran exports. Shrimp is
export potential 


estimated at $100 million annually, but the most appropriate shrimp
 

farming sites are located on Honduras' short southern coast between El
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Salvador and Nicaragua, a potentially unstable, vulnerable region.
 

Although a Honduran-U.S. consortium did make a $4 million investment 
in shrimp production in 1986, the consortium has reportedly postponed
 

two investments worth a total of $12.5 million pending resolution of
 

the region's political difficulties. Thus, significant export growth
 

is stymied by the uncertain political situation in the region.
 

IV. NONTRADITIONAL EXPORT OPPORTUNITIES 

This study identified three sources of nontraditional export 

opportunities. One area in which growth opportunities exist is 

additional investment in exports that have begun to "take off." The 

preceeding discussion illustrated that a number of products fall into 

this category, among them fruit conserves, palm oil, cacao, citrus 

fruits, melons, and plantains. The following table contains AID 

Mission estimates of export growth of these commodities. 

Table 1
 

TOTAL EARNINGS FROM NONTRADITIONAL EXPORTS STIMULATED
 
BY THE CBI AND/OR MISSION EXPORT DEVELOPMENT PROGRAM
 

FOR 1987-1990
 

1987 1988 1989 1990 Total
 

Vegetables1 .8 1.5 2.5 3.0 7.8 

Ornamentals 2.0 2.5 3.0 3.0 10.5
 

Spices2 .7 1.0 1.5 2.0 5.2
 

Cacao3 1.0 2.0 3.0 4.0 10.0
 

Sesame4 
 1.0 1.5 2.0 3.0 7.5 

Pineapples .5 1.0 1.5 2.0 5.0 

Plantains 2.5 3.0 3.5 4.0 13.0 

Shrimps .5 1.0 2.0 3.0 .8 

Fruit Concentrates5 1.0 2.0 2.0 3.0 8.0 

Others6 1.0 1.0 1.0 1.0 4.0
 

Agroindustrial Exports 
 --- .5 1.0 2.0 2.5
 

Total 11.0 17.0 23.0 29.0 80.0
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Table 1 (Continued)
 

TOTAL EARNINGS FROM NONTRADITIONAL EXPORTS STIMULATED
 
BY TKE CBI AND/OR MISSION EXPORT DEVELOPMENT PROGRAM
 

FOR '987-1990
 

1 As of 1986, the following vegetables are targeted for the 

winter market: melon (cantaloupes, honeydews, mayan sweet, others);
 
cucumbers; zucchini; summer squash; okra; and snow peas.
 

2 Cardamom will contribute approximately 90 percent of this
 

line. Processed chile cayenne and other "hot" chiles make up the
 
difference.
 

3 Assumes that long term financing will be available for tree
 
crops.
 

4 Based on identified production and market potential, exporters 
are estimating potential exports for 1990 at $8 million, but
 
independent observers believe that such be
a figure may overly
 
optimistic.
 

5 Frozen concentrate orange juice (FCOJ) will be the 
most
 
important export. Although AID does not support citrus, the CB1
 
provides extremely good incentives. AID policy dialogue, however,
 
will benefit producers and exporters of citrus products.
 

6 On-going studies are analyzing potential for expansion in
 

cashew, honey, allspice, and ethanol exports. This line also includes
 
citrus exports (i.e., Persian limes, grapefruit) which will only
 
benefit from policy dialogue and Mission support to facilitate
 
investments in agriculture. Although U.S. investors have demonstrated
 
interest in citrus production, no Development Assistance funds will
 
support this highly promising export due to regulations imposed by
 
Policy Determination 71.
 

A second source of opportunities is new products or spin-offs
 

from present exporters. These new products can be claisified as
 

horizontal spin-offs, which are new but related products, vertical
 

spin-offs, which are inputs into the present production processes, and
 

unrelated spin-offs.
 

Horizontal spin-offs often result once an entrepreneur makes
 

contacts and exports successfully, and receives orders for additional
 

products, or spots opportunities on his own initiative. For example,
 

a nursery owner interviewed in conjunction with this study showed 
a
 

great deal of enthusiasm and interest in beginning to export new
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products in addition to the plants he already sold. He identified
 

viable markets for leather leaf (a fern often used in flower
 

arrangements), tropical flowers such as bird of paradise, dried
 

flowers, and herbs. The banana industry's move into exporting banana
 

paste is a second example of a horizontal spin-off. Possible
 

horizontal spin-offs are numerous and include banana 
 chips and
 

additional winter vegetables and spices.
 

An example of a vertical spin-off comes from the textile
 

industry. Several years ago, when the Honduran government was
 

considering taxing elastic imports in order to appease the local
 

elastic industry, a joint venture lingerie firm began to produce its
 

own elastic. In addition to meeting its own elastic needs, the firm
 

now exports elastic.
 

Another vertical spin-off is packaging materials, such as
 

cartons, used in exporting. The volume of Honduran box exports more
 

than quadrupled in the first four months of 1986, compared with the
 

first four months of 1985. One factor that may slow carton exports is
 

the protection the carton industry has received from the Honduran
 

government, which has resulted is low-quality, high-priced
 

locally-produced cartons. Presently, Honduran manufacturers need the
 

permission of the local box manufacturer before they can import
 

cartons. A representative of the local carton firm said that the firm
 

routinely approves such requests if the firm is unable to produce the
 

product specified.
 

Additional potential vertical spin-offs include plastic pots for
 

plants, chemicals, and garment pieces cut in-country rather than
 

imported. An example of ai unrelated spin-off is provided by a
 

Honduran family that has very successfully exported shirts, and
 

recently began manufacturing and exporting plastic items such as pens
 

and drinking straws. The family's new venture illustrates that
 

nontraditional export growth is facilitated by the presence of
 

individuals already knowledgable about risk-taking, manufacturing, and
 

exporting, who already have contacts in foreign markets and start-up
 

and working capita].
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A third source of nontraditional export opportunities is the
 

export promotion institutions that elicit and disseminate market
 

information. As of December 1986, Honduran 
export promotion
 

institutions had received inquiries from potential buyers 
and joint
 

venture partners in the following areas: Baked goods, ceramic
 

toilets, wooden products, chemicals, electronic circuit assembly,
 

brushes, wire products, shellfish, fruits and vegetables, artesanry,
 

textiles, and sesame oil.
 

V. ACTION RECOMMENDATIONS
 

Based on interviews held in-country in late November, there are a
 

series of actions that, if implemented, could improve the prospects
 

for nontraditional export growth. In general, Honduran firms and
 

organizations have been successful in making contacts with foreign
 

markets, disseminating information on foreign markets, assuring
 

quality control, instructing in efficient, modern production
 

techniques, creating the channels that give the Honduran exporters an
 

effective voice in domestic politics and international decisionmaking
 

on issues that directly affect them, and developing improved
 

agricultural practices and varieties and making them available to
 

farmers.
 

Less has been accomplished toward fulfilling other requirements.
 

The lack of the following conditions is constraining Honduran
 

nontraditional exports: A good public-sector environment, a
 

correctly-valued exchange rate, access to foreign exchange, regional
 

political stability, the presence of risk-takers, minimal export
 

red-tape, good internal firm management, competitive transport costs,
 

and affordable credit.
 

Of this list of areas for action, two policy areas stand out
 

clearly as the most important: Devalueing the lempira and improving
 

the functioning of the Honduran capital markets to offer new financing
 

mechanisms to those sectors of the business community that 
are unable
 

to provide real estate as collateral.
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A. Devalue the Lempira
 

The overvalued Lempira harms exporters in two ways. Most
 

important, overvaluation creates artificially high unit costs for
 

exports and thus reduces price competitiveness. In oddition, the
 

overvalued rate creatos a shortage of foreign exchange at the Central
 

Bank. The Bank responds by slcwing down issuance of import permits to
 

delay foreign exchange disbursements. In the words of one exporter,
 

"Exporting is easy. I can get an -xport permit in one day. But I
 

have waited up to 3 months for an import permit. They (the Central
 

Bank) just don't understand that a delay like that is crippling."
 

President Jose Azcona has declared 1987 the "Year of the Export."
 

However, until the lempira is devalued by approximately 10 percent, it
 

is unlikely that Honduras will expurience any sizeable increase in
 

exports.
 

B. Improve Capital Markets
 

One of the most frequent complaints voiced by the exporters was
 

the unavailability and high cost of credit. The Cardamom Association
 

alleged that the Central Bank guarantee of 60 percent of loans
 

received through a program set up by FEPROEXAAH is not sufficient; the
 

commercial banks required a real asset, that the group was unable to
 

provide, as collateral on the remaining 40 percent. And several
 

manufacturers noted that they were unwilling to pay the going rate of
 

16-17 percent to finance expansion.
 

A review of Honduran capital markets would indicate a dearth of
 

financial instruments and financing mechanisms that would facilitate
 

business borrowing. For larger, more-established firms, issuance of
 

commercial paper might lower their borrowing costs. For smaller,
 

newer firms and agricultural associations, perhaps the solidarity
 

group concept of pooling micro-enterprises to reduce risks could be
 

expended upon to include groups thaL are larger than the
 

micro-enterprises but too risky to fulfill bank lending requirements.
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Risk or venture capital could be made more available. Equity markets
 

could be strengthened by increasing minority stockholder rights.
 

In addition to or perhaps as an alternative to the creation of
 

new financial instruments and institutions, one possibility would be
 

to establish a training and strategic planning program with the banks
 

operating in Honduras, to begin to identify the benefits and risks
 

associated with accepting additional assets, such as 
inventory or
 

letters of credit, in place of real assets as collateral.
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Appendix A
 

LIST OF INTERVIEgS 

Mr. Jerry Lapittus, Mission Economist,
 
USAID, Tegucigalpa
 

Mr. Randy Peterson, EcGnomic Officer,
 
USAID
 

Mr. Joseph Kwiatkowski, Deputy for Agribusiness,
 
USAID
 

Mr. Felipe Manteiga, Agricultural Officer,
 
USAID
 

Mr. James Grossman, Director,
 
USAID
 

Ms. Mary Likor, Deputy Director,
 
USAID
 

Mr. Carlos R. Cerrato C., Information and Communication Officer,
 
Foundation for Business Research and Development (FIDE),
 
Tegucigalpa
 

Mr. Luis Felipe Molina, Institutional Support Manager, FIDE
 

Ing. Ismael Rapalo R., Vice President,
 
Honduran Federation of Honduran Agricultural and Agroindustrial
 
Producers and Exporters (FEPROEXAAH), San Pedro Sula
 

Sr. Arnod Jueso, Coordinator,
 
Center for Agricultural Productivity, FEPROEXAAH
 

Sr. Jorge Castellano, Director,
 
Department of Economic Studies, Central Bank
 

Sra. Elena Callejas Euceda, Economist,
 
Department of Economic Studies, Central Bank
 

Lic. Orlando Vasquez Tejeda, Economist,
 
Department of Commercial Policy, Ministry of Economy
 

Sra. Blanca de Guzman, Director of Personnel,
 
Fundacion Hondurena de Investigaciones Agricolas
 

Sr. Nestor Fugon, General Manager,
 
Tabacalera Nacional (cigars), Tegucigalpa
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Srp Suyapa de Gomez, President,
 
Asociacion de Prroductores de Cardamomo (cardamom), San Pedro Sula
 

Juan Rosales, Treasurer, Asociacion de Productores de Cardamomo
 
(cardamom)
 

Mr. Andy Cole Valle, General Manager,
 
Viveros Tropicales (ornamental plants), San Pedro Sula
 

Sra. Kathy de Sosa, Asociacion de Productores de Cacao (cacao), San
 
Pedro Sula
 

Mr. Dennis A. Dube, General Manager,
 
Citrus Development Corporation (concentrated orange juice), San Pedro
 
Sula
 

Sr. Jacabo Gabriel Kattan, General Manager,
 
Manufacturas Industriales S.A. (shirts), San Pedro Sula
 

Sr. Canajuate, General Manager,
 
Lovable, S.A. (lingerie), San Pedro Sula
 

Mr. Joel A. Heyer, Sales Director,
 
Cartonera Nacional (corrugated cartons), San Pedro Sula
 

Mr. Roger Osorto, Administrative Manager,
 
Derivativos de Madera, S.A. (furniture), Tegucigalpa
 

Sr. Jose Marillo, Assistent to the Manager,
 
Quimica Interamericana (turpentine, gum rosin, gum styrax),
 
Tegucigalpa
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------ ---------------------------- ------------------------------------------------

HONDURAS
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSANDS OF U.S. DOLLARS
 
1978 - 1982
 

SITC
 
CODE DESCRIPTION 1978 1979 1980 1981 1982 
------ -------------------------------------------------------------------------- --

Total exports 601,877 720,890 813,444 712,529 655,682 

0 Food and live animals 432,199 515,651 585,853 521,403 497,772

01 Meat and preparations 38,861 61,129 60,924 46,641 
 34,242
03 Fish and preparations 15,886 24,984 23,703 26,441 
 28,227
04 Cereals and preparations 1,459 3,697 4,289 3,752 
 4,938
05 Fruit and vegetables 156,595 209,172 254,534 
 225,800 245,478

06 Sugar, honey and preps. 
 7,847 17,679 34,083 44,743 28,260

07 Coffee, tea, cocoa, spices 209,713 196,590 208,678 
 171,916 155,391
 

I Beverages and tobacco 10,577 14,833 18,873 
 20,704 17,702

12 Tobacco and mfrs. 10,577 14,830 18,861 20,652 17,701
 

2 Crude matls. excl. fuels 97,213 108,932 99,753 84,057 
 81,341
21 Hides, skins, furs, undrssd 3,255 1,682 1,420 1,626

72 Oil seeds, nuts, kernels 2,127 3,103 2,814 1,360 767
24 Wood, lumber and cork 42,291 41,226 24,482 26,879 42,572
26 Textile fibres 15,745 11,569 13,775 
 12,578 6,630
28 Metalliferous ores, scrap 31,120 
 44,842 51,916 36,735 
 25,613
29 Crude animal veg. mat. nes. 4,208 4,057 3,542 3,425 
 3,053
 

3 Mineral fuels etc. 
 292 3,846 2,394 582
33 Petroleum and products 
 291 3,846 2,394 582
 

5 Chemicals 21,345 25,969 
 35,471 29,202 20,655
51 Chemical elements, compds. 1,162 1,572 2,987 
 3,390 2,073
55 Perfume, cleaning, etc. prd 14,801 18,536 22,539 14,689 
 11,354

59 Chemicals nes. 
 3,625 4,450 7,878 9,074 
 5,621
 



------- 
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HONDURAS, continued
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSANDS OF U.S. DOLLARS
 
1978 - 1982
 

SITC ----------------------------------------------------------------------------

CODE DESCRIPTION 
 1978 1979 1980 
 1981 1982
 

6 Basic manufactures 
 30,259 43,768 50,313 38,321 26,144
61 Leather, dressed Fur, etc. 
 2,751 2,032 1,591 428
63 Wood, cork manufactures nes 13,905 21,746 20,045 
 15,217 11,880
64 Paper, paperboard and mfr. 2,333 2,495 4,349 
 3,766 2,967
65 Textile yarn, fabric, etc. 
 5,328 9,065 13,508 10,763 6,342
66 Nonmetal mineral mfs. nes. 
 280 

69 

16 784 2,587 896
Metal manufactures nes. 4,782 5,066 
 6,726 3,968 2,657
 

8 Misc. manufactured goods 
 8,342 10,321 15,718 14,609 9,593
82 Furniture 3,472 4,099 5,059 5,290 
 2,876
84 Clothiny 
 1,940 2,960 6,158 5,969 4,342
89 Misc. manuf. goods nes. 2,175 2,591 
 3,440 2,739 2,092
 



---------------------------------------------------- --------------------------------------------
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HONDURAS 
EXPORTS FOB, BY CATEGOPY
 
IN MILLIONS OF LEMPIPR
 
January, 1982 - April, 1986
 

Jan.- Jan.-

April April
Description 1982 1983 1984 1985 
 1986 1986
 

Total exports 
 1,319.2 1,343.6 1,450.7 1,560.1 541.2 544.7
 

Traditional exports, total 1,088.5 1,107.1 1,215.5 
 1,316.7 469.2 485.3

Banana 
 436.6 406.3 462.0 547.0 1,191.0 130.0

Coffee 
 306.2 302.4 338.2 370.4 153.8 263.0
 
Wood 
 89.3 80.8 69.7 68.2 20.6 14.4

Refrigerated meat 67.8 
 62.7 42.4 36.3 13.9 13.8
 
Silver 
 1G.6 35.1 31.0 32.0 8.5 3.6
 
Lead 
 8.5 9.3 12.G 14.4 4.0 2.4

Zinc 
 23.9 40.4 63.5 79.4 20.0 15.1
 
Shrimp 30.5 40.0 48.5 31.7
 
Lobster 25.4 32.0 51.1 70.7
 
Cotton 
 13.3 8.4 15.4 13.6 5.5 9.2
 
Unrefined sugar 43.2 55.7 42.8
51.4 12.3 8.9
 
Tobacco 21.5 21.6 16.7 17.3 
 7.8 3.1

Standing cattle 
 0.9 0.4 0.2 0.0
 
Skins and furs 2.7 4.5 2.6 0.7 
 0.2 0.2
 
Metal parts 
 0.2 0.5 0.1 0.0
 
Petroleum derivatives 1.2 
 7.9 12.5 15.7 6.9 0.7
 

Nontraditional exports 220.7 
 236.5 235.2 243.4 72.0 59.4

Bananas to Central America 1.4 1.3 
 0.9 0.2 0.1 0.1
 
Soap 19.5 
 22.1 12.0 2.4
4.7 0.9
Fruit conserves 
 9.4 7.8 10.1 11.6 3.3 4.5
 
Organic compounds 3.1 5.7 2.6
 
Beans 
 3.4 3.1 3.3 0.8 0.8 0.0
Corn 
 2.8 1.3 2.8 7.9 7.8 0.0

Gum rosin 8.5 3.1 2.9 0.9
3.3 0.8 

Wooden manufactured goods 
 19.6 19.7 17.2 11.4 4.3 3.5
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HONDURAS, continued
 
EXPORTS FOB, BY CRTEGORY
 
IN MILLIONS OF LEMPIRA
 
January, 1982 - April, 1986
 

-
 -

Jan.- Jan.-
April 
 April
Description 
 1982 1983 
 1984 1965 
 1985 1985
 
Barbed wire 
 1.4 1.9
---------------------------------------- 1.2 0.6 0.2
-------- 0.3
-------- --------- 6-----------2------ .-
Cigars 
 11.4 12.5 
 13.0 9.0
Pineapples 2.9 2.6
17.5 24.5 28.3 
 23.0 12.2 10.0
Honey 
 1.9 1.2 1.0 
 0.6 0.2 0.1
Cooked or toasted grains 
 2.0 1.6
Grapefruit 
 5.2 7.2 
 6.3 5.2
Plantains outside C.A. 1.4 2.1
0.3 0.3 0.4 
 3.0 0.5
Treated plantains 1.1


4.1 2.4 1.1 
 1.0 0.3 0.2
Melons 
 1.4 2.8 2.6 
 3.7 3.3
Coconuts 4.6
1.1 1.1 
 1.1 0.8
o 0.2 0.2
Fruit extracts 
 1.6 1.4 2.9
Corn products 4.7 1.4 1.0
4.5 4.9 
 5.1 2.5
Nonedible molassas 1.7 0.7
5.5 5.1 6.2 
 6.3 2.4 1.5
Cacao 
 3.6 3.7 
 6.2 6.3
Processed tobacco 1.7 1.9
2.4 4.8 2.2 
 0.9 0.6 0.1
Palm almonds 
 0.4 1.3 1.3 
 0.9 0.9 0.1
Sesame seeds 
 1.2 1.0 1.8 2.8
Paper, used and waste 1.3 
0.8 0.8


1.2 1.9 
 1.4 0.4 0.2
Seeds, bulbs, roots 
 5.6 4.2 
 4.6 4.5 
 1.5
Palm oil 1.2

8.4 20.2 18.9 
 6.0 6.1
Medicines 


1.7 2.1
Liquidambar oil 1.5 0.5

0.8 1.1 
 1.1 1.5
Plywood 0.7 0.4
1.5 1.4 2.6 
 2.9 1.1 0.5
Doors, windows 
 2.4 2.5 1.8 1.0 
 0.4 0.6
Paper bags 
 1.1 2.2 
 1.1 0.7
Cardboard boxes 
 3.8 3.1 1.6
Bottle caps 1.1 0.2 0.2
0.8 1.2 1.4 0.9 0.4 
 0.2
Nonelectric domestic utensils 
 0.9 1.0 
 1.3 1.0
Wooden furniture 
 3.3 2.2 2.4 2.6 0.6 
 0.3
Bamboo furniture 
 2.5 3.2 5.0 4.4 1.4 
 1.3
Corsets, bras 
 4.9 4.9 2.9
Cellophane bags 1.4 0.3 0.4
1.8 1.6 1.1 0.8 0.3
Other 0.1
116.8 119.6 
 107.0 116.2 
 6.6 10.1
 



Quantifiable Determinants of Nontraditional Exports
 
HONDURAS 
1963-1986 

1963 1964 1965 1966 1967 
TRADE STATISTICS (US$ mm) 
Merchandise Exports (FB) 83.3 93.8 126.6 142.9 158.1 

Traditional Exports 58.3 63.3 88.5 104.0 112.7 
Nontraditional Exports 25.0 30.5 38.1 38.8 45.4 

Merchandise Imoorts 95.1 101.7 122.0 148.1 164.8 
Traoe Balance (11.8) (7.9) 4.6 (5.2) (6.7) 
Current Account Balance (13.8) (11.2) (7.0) (19.2) (28.6) 
CACM Exports 14.6 19.1 23.5 22.2 23.4 

GRCSS DEMESTI: FRDDuCT 
GDP (Nominal ) 820.0 914.0 1,017.0 1,100.0 1,196.0 
GDF Growth (Nominal) 11.5 11.3 8.2 8.7 8.6 
GDF (1960 prices) 2,142.0 2,270.0 2,504.0 2,651.0 2,774.0 
GDP Growth (Real) 6.0 10.3 5.9 4.6 7.3 

CAP]TA FORMA71ON 

Borror q rate 9.0 9.0 9.0 9.0 9.0 
Fixed Capital Formation 122.0 123.0 132.0 159.0 213.0 
Frivate 90.0 98.0 108.0 132.0 173.0 
Pub liZ Z2.0 24.0 24.0 27.0 40.0 

Foreiqn Direct Investment * 
Domestic Credit 127.1 140.6 161.5 173.6 152.6 
Investrent by Sector 
Agr:cuiture 19.0 26.1 36.2 38.1 35.6 
Catlle 6.3 6.3 7.7 10.2 14.2 
lndustry 11.4 16.4 24.6 31.1 47.3 
Cormer:e 30.5 37.8 45.1 54.4 73.8 
Services 5.8 8.0 13.0 15.7 17.3 
Housing 8.0 10.2 13.9 17.1 26.4 

EXCHANGE ;ATE 
Erchange Rate, Official 2.0 2.0 2.0 2.0 2.0 
Exchange Rate, Parallel 
Real E+fec. Excn. hate Index 1.408 1.367 1.337 

FOREIGN DEBT 
Public External Debt (US$ mm) 
Amortization 2.0 3.0 3.0 3.0 4.0 
Debt Service 
Debt Service Ratio 

OTHER 
M1 79.1 B9.8 104.6 106.9 114.3 
Minimum Wage (L/day) ** 
Budget Deficit (5.7) (6.7) 0.6 (5.0) (4.1) 
Consumer Price Index 53.3 54.0 55.5 56.8 57.9 

All figures in millions of Lempiras unless otherwise speciiied.
 
• Miillions of US$
 

* Honduras instituted a minimum wage in 1980. 
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HONDURAS cont'd.
 

1968 1969 1970 1971 1972
 
TRADE STATISTICS (US$ mm)
 
Merchandise Exports (FOB) 179.0 171.2 181.4 194.2 209.5
 

Traditional Exports 119.5 116.9 127.1 150.5 160.6
 
Nontraditional Exports 59.5 54.3 54.3 43.7 48.9
 

Merchandise Imports 184.7 184.3 220.7 193.4 193.3
 
Trade Balance (5.8) (13.1) (39.3) 0.8 16.2
 
Current Account Balance (24.7) (30.6) (63.8) (22.7) (12.7)
 
CAM Exports 30.3 22.1 18.0 5.4 5.8
 

GROSS DOMESTIC PRODUCT
 
GDF Nomina]) 1,299.0 1,348.0 1,446.0 1,551.0 1,683.0
 
GDF Growth (Nominal) 3.8 7.3 7.3 8.5 12.6
 
GDP (48? prices) 2,976.0 2,986.0 3,125.0 3,294.0 3,427.0
 
GDP Growth (Real) 0.3 4.7 5.4 4.0 5.6
 

CAPITAL FGRMATION
 
Borrowino rate 9.0 9.0 9.0 9.0 9.0
 
Fived Capital Formation 226.0 244.0 268.0 253.0 245.0
 

Private 178.0 159.0 174.0 182.0 186.0
 
Public 48.0 85.0 94.0 71.0 57.0
 

Foreign Direct Investment *
 
Domestic Credit 177.0 237.2 304.6 369.3 406.5
 
Investment by Sector
 
Agriculture 35.9 50.1 64.0 61.9 i1.0
 
Cattle 18.3 24.8 40.0 47.3 68.6
 
Industry 51.9 75.3 104.0 103.9 102.4
 
Commerce 61.9 72.2 85.0 71.0 109.0
 
Servi:es 20.9 28.0 26.9 34.9 27.8
 
Housing 31.8 41.0 56.9 60.3 65.2
 

EXCHANGE RATE
 
Excharge Rate, Official 2.0 2.0 2.0 2.0 2.0
 
Eychange Rate, Parallel 2.0 2.2 2.4
 
Real Ef ec. Exch. Rate Index 1.306 1.167 1.124 1.114 1.102
 

FOREIGrN DEBT
 
Fublic External Debt (US$ mm)
 
Amortization 4.0 4.0 7.0 7.0 10.0
 
Debt Service 21,7 26.8 33.8
 
Debt Service Ratio 12.0 13.8 16.1
 

OTHER
 
Ml 127.4 148.1 15B.9 169.4 192.9
 
Minimum Wage (L/day) **
 
Budget Deficit (5.4) (27.8) (39.4) (44.6) (45.4)
 
Consumer Price Index 58.9 59.6 61.9 63.2 65.2
 

All figures in millions of Lempiras unless otherwise specified.
 
• Millions of US$
 

• Honduras instituted a minimum wage in 1980.
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HONDURAS cont'd.
 

1973 1974 1975 1976 1977
 
TRADE STATISTICS (US$ mm)
 
Merchandise Exports (FOB) 261.4 294.3 303.2 
 397.2 518.6
 

Traditional Exports 199.7 179.7 182.0 275.6 371.0
 
Nontraditional Exports 61.7 114.6 121.2 
 121.7 147.7
 

Merchandise Imports 262.3 380.1 404.3 
 453.1 579.4
 
Trade Balance (0.9) (85.9) (101.1) (55.9) (60.8)
 
Current Account Balance (34.6) (104.0) (112.1) (104.8) (128.7)
 
CACM Exports 10.0 23.7 
 26.6 35.7 43.4
 

GROSS DOMESTIC PRODUCT
 
GDF (Nominal) 1895.0 2,114.0 2,241.0 2,626.0 3,321.0
 
GDF Growtm (Nominaki 11.6 6.0 17.2 26.5 14.8
 
GDF (150; prices) 3,619.0 3,615.0 3,506.0 3,788.0 
 4,222.6
 
GDP Growth (Real) (0.1) (3.0) S.0 11.5 7.4
 

CAPITAL F3FMATION 
Bcrrcwing rate 9.0 11.0 11.0 11.0 11.0 
Fixec; Ca~itai Formation 325.0 433.0 476.0 550.0 711.0 

Private 237.0 311.0 314.0 360.0 445.0 
Puoiic 88.0 122.0 162.0 100.0 266.0 

Foreign Direct Investment * 7.0 5.3 8.9 
Dcmestic Credit 495.0 554.1 670.7 615.8 951.9 
Investment by Sector 
AgricL'lture 71.5 74.1 105.0 137.6 308.0 
Cattle 0.7 34.9 24.2 33,8 
Industry 137.3 128.7 147.0 172.9 256.0 
Commerce 147.0 170.0 203.9 271.3 323.6 
Services 31.5 65.3 86.6 81.2 121.7 
Housino 70.7 71.0 84.7 70.0 112.2 

EXCHANGE RATE
 
Exchange Rate, O4icial 2.0 2.0 2.0 2.0 2.0
 
Exchange Rate, Parallel 2.4 2.4 2.3 2.3 2.5
 
Real E4fec. Excn. Fate Index 1.096 1.088 1.091 1.022 
 0.996
 

FOREiGN DEBT
 
Public External Debt (USS mm) 171.2 
 344.0
 
Amortizetion 18.0 19.0 30.0 
 45.0 63.0
 
Debt Service 54.7 
 63.8 96.8 151.0 209.5
 
Deot Service Ratio 20.9 21.7 31.9 38.0 40.4
 

OTHER
 
MI 238.4 242.4 262.7 361.0 411.3
 
Minimum Wage (L/day) **
 
Budget Deficit 116.0 (5.6) (48.0) (31.2) 2.7
 
Consumer Price Index 68.2 76.9 83.1 67.3 94.6
 

All ioures in mi]lions of Lempiras unless otherwise specified.
 
•Millions of US$
 

4* Honduras instituted a minimum wage in 1980.
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HONDURAS cont'd.
 

1978 1979 1980 1981 1982
 
TRADE STATISTICS (US$ mm)
 
Merchandise Exports (FGB) 612.8 733.6 850.3 782.8 676.5
 

Traditional Exports 439.8 508.4 558.4 522.3 471.6
 
Nontraditional Exports 173.0 225.3 291.9 260.5 204.9
 

Merchandise Imports 699.2 825.8 1,019.3 960.0 700.5
 
Trade Balance (86.5) (92.2) (169.0) (177.2) (24.0)
 
Currert Account Balance (157.2) (192.1) (316.8) (302.7) (228.3)
 
CACM Exports 49.2 60.0 83.9 65.9 51.9
 

GROSS DOMESTIC PRODUCT
 
GDP (Nominail 3,814.0 4,378.0 4,576.0 5,293.0 5,582.0
 
GDF Growth (Nominal) 14.8 13.7 6.4 5.5 5.5
 
G[P (100 prices) 4,535.0 4,843.0 4,976.0 5,034.0 4,945.0
 
GDF Growtn (eal) 6.8 2.7 1.2 (1.8) (0.5)
 

CAFiTAL FDRMA1IEN
 
Borrowinn ritE 14.0 16.0 16.0 16.0 16.5
 
Fiwec Cae ita1 Formation 941.0 1,004.0 1,235.0 1,051.0 968.0
 

Private 586.0 634.0 758.0 557.0 437.0
 
Public 355.0 370.0 477.0 405.0 531.0
 

Foreign Direct Investment * 13.2 9.9 5.8 (3.6) 13.8
 
Domestic Credit 1,103.5 1,243.1 1,421.9 1,650.2 1,943.0
 
Investment by Sector
 
Agricuiture 265.0 283.6 209.8 191.0 229.4
 
Cattle 38.7 61.4 51.8 80.3 93.5
 
Industry 271.2 294.0 262.8 287.6 411.4
 
Commerce A73.0 439.8 376.4 401.0 400.2
 
Services 131.2 203.5 224.7 157.5 162.9
 
Housino 112.6 137.8 123.0 142.5 137.3
 

EXCHANGE RATE
 
Eycranae Rate, Official 2.0 2.0 2.0 2.0 2.0
 
Exchange Rate, Parallel 2.6 2.6 2.4 2.2 2.1
 
Real Efte:. Exch. Rate Index 1 1.045 1.106 1.073 0.969
 

FOREIGN DEBT
 
Public External Debt (US$ mm) 594.6 759.S 985.3 1,227.7 1,379.9
 
Amortization 
 80.0 137.0 113.0 133.0 105.0
 
Debt Service 272.5 394.8 366.7 454.8 461.1
 
Debt Service Ratio 44.5 53.J 45.5 58.1 68.2
 

OTHER
 
MI 480.4 545.6 610.3 637.4 716.9
 
Minimum Wage (L/day) ** 5.7 5.7 6.6 
Budget Deficit (29.7) (79.2) (140.2) (144.5) (379.6) 
Consumer Price Indp) 100.0 112.1 132.4 144.8 157.8 

All figures in millions of Lempiras unless otherwise specified.
 
• Millions of US$
 
•* Honduras instituted a minimum wage in 1980.
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HONDURAS cont'd.
 

1983 1984 1985 1986
 
TRADE STATISTICS (US$ mm)
 
Merchandise Exports (FOB) 698.7 
 745.7 780.1
 

Traditional Exports 453.9 483.1
 
Nontraditional Exports 244.8 262.6
 

Merchandise Imports 822.7 
 953.7 1,144.5
 
Trade Balance (124.0) (208.0) (364.4)
 
Current Account Balance (219.2) (301.9) (262.8)
 
CACM Exports 85.0 70.0 45.0
 

GROSS DOESTIC PRODUET
 
GDF Nominal) 5,891.0 6,297.0 6,71 .0
 
GDP Growth (Nominal) 6.9 6.7
 
GDF (198E prices) 4,921.0 5,058.0 5,210.0
 
GDF Growth (Realo 	 2.8 3.0
 

CAPITAL FO'RATIGN
 
Borro ing rate 
 17.0 17.0 17.0 17.0
 
Fixeo 	Capital Formation 1,060.0 1,193.0 1,177.0
 

Private 
 45C'.0 463.0 502.0
 
Public 
 610.0 730.0 662.0
 

Foreiqn Direct Investment * 21.0 20.5 27.5
 
Domestic Oredit 2,346.5 2,653.3 2,883.7
 
Investaent 	by Sector
 
Agriculture 286.9 
 9.6 357.9 216.4 Jan-July

Cattle 	 117.0 135.5 159.1 
 102.6 "
 
Industry 466.8 465.7 579.1 348.4 6'
 
Commerce 413.6 604.4 748.9 628.6 
 U 

Services 
 225.0 195.9 206.8 
 119.8 "
 
Housing 158.1 150.8 148.8 83.6 U
 

EXCHANGE RATE
 
Exchange Fate, O iicial 
 2.0 2.0 2.0 
 2.0
 
Eychanoe Rate, Parallel 2.1 2.0 2.3
 
Real Efec. Eych. Rate Index 0.854 0.836
 

FOREIGN DEBT
 
Public Externa! Debt (US$ mm) 1,570.3
 
Amortization 
 112.0 174.0
 
Debt Service 454.2 410.8 452.8
 
Debt Service Ratio 
 65.0 55.1 58.0
 

OTHER
 
MI 
 814.9 846.0 B55.6
 
Minimum Wage (L/day) ** 6.6 6.6 
 6.6 6.6
 
Budget Deficit (370.4) (279.8) (386.6)
 
Consumer Price Index 
 170.9 178.9 184.9
 

All 
* 

• 

figures in millions of Lempiras unless otherwise specified. 
Millions of US$ 
Honcuras instituted a minimum wage in 1960. 
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PANAMA
 

I. BACKGROUND: THE ECONOMIC CONTEXT
 

After growing at an average annual rate of 8.0 percent during the
 
196 0s and 4.5 percent during the 1970s, real GDP in Panama has slowed
 

to a growth rate of approximately 3.0 percent in this decade. Given
 

the absence of a Central Bank and independent monetary policy, all
 

public debt must be financed by dollar-denominated borrowing. As the
 

economy slowed, the government deficit grew, as did foreign borrowing.
 

The government deficit reached 10.8 percent of GDP in 1982.
 

To rectify this 
imbalance, in 1983 and 1984 the authorities
 
implemented a severe austerity program, supported by 
an IMF Standby
 

Agreement. Together with the gradual closing of the Central American
 
market and the inauspicious international economic conditions, real
 

GDP in 1983 stagnated for the first time in over twenty years. Growth
 
has been modest since then, but it has occurred primarily in services
 

(i.e., the transoceanic pipeli.ne and the Colon Free Zone) and not
 
in goods production. As a result of the economic downturn,
 

unemployment has growth to record levels (the official rate, regarded
 
widely as an underestimate, is around 12 percent) as labor force
 

participation has declined.
 

II. EXPOrY PROFILE 

Panama has traditionally run a sizeable merchandise trade
 
deficit. Over the past five years, this 
deficit has averaged $920
 

million yearly (f.o.b.) or 19.3 percent of Panama's GDP in 1985. This
 

merchandise deficit has been substantially offset by large surpluses
 

in current account services (excluding factor payments). However,
 

with slow growth in Panama Canal transit revenue and growing debt
 

service payments, Panama's overall current account has been in serious
 
deficit in recent years, averaging $244 million over the 1982-86
 

quinquennium. Panama's external debt exceeded $3 billion at the end
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of 1984, amounting to some 73 percent of GDP. This ratio is larger 

than that of either Brazil or Mexico.
 

A. Traditional Export Performance
 

Panama's traditional merchandise exports (bananas, shrimp, sugar, 

coffee, and refined petroleum) fell from a value of $353.4 million in 

1980 to $301.2 million in 1985. Of these five products, only shrimp 

offers the potential for substantial growth in the near future. 

Panama's coffee exports have not reached the quota assigned by the 

International Coffee Agreement since the mid-seventies. Panama's 

sugar exports have been decimated by drastic cuts in the U.S. sugar 

quota as well as very low world prices. The drop in world sugar 

prices is in part attributable to the European Community's subsidy 

program which converted the EC frum a net sugar importer of 1.1 

million tons in 1974 to a net exporter of 3.4 million tons in 1983. 

Banana exports, subject to fluctuating world market prices, have 

stabilized while petroleum exports have fallen to practically zero in 

the context of the world oil glut. Given these conditions, tha 

development of new, nrontraditional export products is an urgent 

necessity if Panama is to service her e.ternal debt and restore the 

economy to a trajectory of steady growth. 

B. Nontraditional Export Performance
 

In fact, nontraditional expr-"ts, starting from a miniscule base,
 

have experienced a marked expansion since the early seventies, growing
 

from $7.3 million in 1971, to $76.0 million in 1979, to $101.0 million
 

in 1985 and $66.4 million during the first six months of 1986.
 

Panama's leading nontraditional exports have been in the following 

categories: in agriculture, melons, watermelons, okra and scallops; 

and, in industry, textiles, food processing, paper products, chemicals 

(partiuularly pharmaceuticals) ard non-ferrous metals. There is 

significant potential for further expansior! in these categories if a 

variety of serious obstacles can be overcome.
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III. DETERMINANTS OF EXPORT PERFORMANCE 

ECONOMIC CONDITIONS. Apart from drawback-type operations and 

primary product exports, the typical life cycle for new exports
 

involves an initial period of production for the domestic market;
 

however, with the domestic market stagnating, conditions in Panama are
 
not propitious for new product development. Furthermore, rising
 

unemployment and cutbacks in public expenditures, most recently in
 

social security, have engendered a less stable political environment.
 

Together with widespread cynicism and distrust for the government, the
 
macroeconomic situation is not encouraging for new investments.
 

PUBLIC SECTOR ENVIRONMENT. The government has introduced 
a
 

number of e::port promotion laws since the mid-1970s. These efforts
 

have been helpful but they are generally perceived by the private
 

sector to lack coherence and consistency. Given the historical
 

lassitude engendered by protectionism and import substitution,
 

piecemeal government policies are unlikely to provide the requisite
 

"big push" needed to launch a major program of nontraditiona' exports.
 

Below we shall detail what aspects of the economic environment must be
 

addressed by government policy before Panama can enter a period of
 

export-led growth. First it is important 
to review the individual
 

legislative attempts at export promotion.
 

In December of 1974, effective 1975, the government created a tax
 

credit certificate (CAT) for all non-traditional exports. The amount
 
of the CAT is equal to 20 percent of local value added and is granted
 

to products wi+h a minimum of 20 percent local content. Since 1977,
 

the CAT hes bcen transferable. Despite its success, CAT's impact has
 

been weakened by unpredictable and often lengthy adr'inistrative delays
 

as well as by their concentration in certain product groups and
 

enterprises. Nearly half the 
value of all CATs has been received by
 

six enterprises.
 

The second attempt to encourage new exports was a January 1979 
decree granting duty-free import of machinery, raw materials and 
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intermediate products, and exemption from sales, export and corporate
 

income tax to companies that export their entire output of finished
 

products. They are also granted a three-month exemption from the
 

restrictive provisions of Panama's Labor Code (to be discussed below).
 

As of January 1984, only seven firms employing a total of 700 workers
 

were functioning under this program. Among other problems, the
 

program was inadequately advertised, especially to foreign investors.
 

In 1982, the Investment Promotion Council (CNI) was established.
 

Its function was to advertise investment possibilities in Panama and
 

to facilitate foreign investors' application procedures by unifying a
 

maze of bureaucratic steps. It appears that the CNI has carried out
 

this second function more successfully than the first.
 

It should be noted that the Government has taken a number of
 

measures in recent years at the urging of the Int iitional Monetary
 

Fund (IMF), the World Bank, and the U.S. Agency for International
 

Development (AID) to dismantle policies supporting the development
 

strategies of import substitution and food self-sufficiency. By
 

eliminating quantitative import quotas, reducing tariff barriers and
 

rer-riing food price supports, the intention was to generate a
 

reallocation of resources toward those sector. in which Panama has an
 

international comparative advantage. Nor:-competitive items would
 

cease to be produced, freeing resources for new export production.
 

Although some success from these new policies appears to be
 

forthcoming, it must be stressed that removing price controls in a
 

small economy like Panama's does not always lead to competitive 

prices. New price distortions often emerge because of the market 

power of producers, distributors or other interested parties. 

In March of 1986, the government passed several new pieces of 

legislation with a bearing on impnrts. The new Industrial Law 

establishes a five-year process for the further reduction of import 

tariffs. This law also reduces tax exonerations for companies
 

producing for the domestic market and it extends the 1979 decree to
 

cover that share of company output which is exported, Amendments to
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the Labor Code were also passed that, while i.,troducing some new
 

flexibility, are unlikely to affect employment practices or labor
 

costs significantly. Finally, with AID support, the government has
 

appreciably simplified the red tape necessary for exporting most
 

products. We shall return to this point in discussing AID's programs
 

below.
 

INFRASTRUCTURAL IMPEDIKMTS. Panama's infrastructure corresponds 

to that of a service, not of a goods, exporting economy. Bureaucratic
 

practices and managerial mentality, although changing, still reflect
 

the vestiges of a noncompetitive, protected, import substituting and
 

services-oriented economy. As international exigencies and domestic
 

economic policy choices lead to a new orientation, Panama's
 

infrastructure lags behind. In a sense, as a country Panama is at the
 
beginning of an expoit life cycle. Major infrastructural investments
 

are certainly called for, as are interim subsidies to exporters in
 

order to bring costs to competitive levels and permit rational export
 

development.
 

Transportation -- land, air, and sea -- stands out as the 

overriding infrastructural impediment. Costs are high, service is 

irregular, practices are inefficient, and installations are
 

inadequate. The problem is sufficiently important to merit a detailed
 

discussion.
 

International maritime shipping primarily occurs through 
two
 

ports: Balboa, at the Pacific end of the Canal, and Cristobal, at the
 

Atlantic end. Both ports are poorly equipped with inefficient
 

lay-outs, suffer from serious rigidities in their labor organization
 

and are encumbered by Panama's central government control. The result
 

is excessively high port charges and unreasonable, very costly delays.
 

In the early seventies, many other regional ports invested in
 

container equipment and handling space. Balboa and Cristobal, then
 

run by the U.S. Canal Zone Administration, did not invest in
 

modernization. Only at the end of the decade did two private shipping
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lines set up their own container gantries in Palboa. With World Bank
 

support, the Cristobal port has invested in a container area and is
 

scheduled to purchase two gantries. Until now, it has relied on the
 

service of smaller container carriers, either of the roll-on/roll-off
 

variety or vessels equipped with their own gear.
 

The crane of U.S. Lines at Balboa has a picking capacity of 24
 

containers per hour, but Balboa's poor layout and facilities reduce
 

maximum picking to 15. One major problem is the absence of adequate
 

container storage facilities at the port. Unloaded containers must be
 

driven by "hustlers" several kilometers through often heavy traffic
 

and stoplights to a stcrage area. At the storage area, the hustler
 

relies upon a forklift to empty the container. The hustler must then
 

travel an additional several kilometers on roads frequently in
 

disrepair to pick up a new container to return to port, again
 

depending upon the operation of a forklift for loading. A second
 

problem is inadequate equipment maintenance machinery at the port.
 

The hustlers, toplifbers, forklifts, and other machinery all require
 

maintenance. These services, however, are woefully deficient. The
 

head of U.S. Lines, Pon Holloman, reported that his toplifters
 

experienced a 60 percent downtime.
 

A third problem is that vehicle operators often report tc work 

inebriated or are absent without warning. The Panamanian Labor Code, 

to be discussed below, makes it impossible or impractical to dismiss 

such workers. Among other obstacles, Holloman reported that workers 

routinely purchase Doctor's excuses for a small fee. Thus, not only 

is there insufficient equipment but, that which is available is often 

idle due to absenteeism or shirking. The labor system is rigid in 

other ways. For instance, stevedores must be hired in groups of 16 

for periods of 8 hours, whether this number of labor hours is needed 

for a particular vessel or not. 

A fourth problem pointed out by Holloman is that ships are often
 

damaged in port. Althougi ships pay a separate $3,000 docking fee at
 

Balboa, the standard dock buffers to protect the ship's side have worn
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down and not been replaced. These and other problems raise port
 

charges and unduly extend the ships' stay in port. Extra fuel costs
 

alone from an extra day in port are estimated to total $15,000.
 

When Panama concentrated on import substitution and was under
 

little competitive pressure, higher transportation costs were simply
 

passed along in the form of higher prices with minimal complaints. As
 

an aspiring goods exporting country, these inefficiencies can no
 

longer go ignored.
 

A universal complaint 
of Panamanian exporters was exhorbitant
 

shipping costs. Exporter after exporter showed me receipts comparing
 

shipping costs per container with similar contents from Panama to
 

Miami with shipping costs from Venezuela (or another neighboring
 

country) to Miami, the latter being invariably cheaper by a good
 

margin. An exporter of tiles and building materials, for example,
 

claimed that he 
paid $1 ,560 per container while his Venezuelan
 

competitors paid only $600 per cortainer to Miami. 
This shipping cost
 

differential amounted to 10 percent of the output price. The
 

President of the Panamanian Association of Exporters told me that his
 

friend imported a car fron Miami through the Costa Rican Atlantic port
 

of Puntaronas and then drove the car overland to Panama City. 
 This
 

circuitous route saved him several hundred dollars.
 

Part of the explanation of Panama's transportation difficulties
 

certainly lies in excessive port-related costs. Part, however, lies
 

in the low and asymmetric volume Panamanian shipping trade as well as
 

in the low value per container of the products shipped. These
 

characteristics make it less profitable for shipping lines to stop in
 

Panama's ports and when they do stop, to charge higher prices. 
 U.S.
 

Lines and Sealand, the two largest Conference shippers, have recently
 

discontinued northbound service from Balboa. 
One seafood exporter who
 

had experienced an impressive growth 
in scallop exports expressed
 

concern that he would be unable to contract with any timely shipper in
 

the near future. Such interruptions in service not only denote the 

loss of r particular shipment and likely cash flow problems, but often
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entail as well loss of land transportation, distribution, and
 

marketing arrangements.
 

Given these circumstances, it is perhaps not surprising that the
 

shipping Conference and exporters organizations have been at
 

loggerheads. Twice in the last six months of 1986, the Conference
 

attempted to raise its rates but was forced to rescind the increase.
 

Now service is being curtailed.
 

Conferences do function as a cartel. When reliable non

conference shippers are unavailable, they set monopoly prices. 

Panamanian exporters claim exploitation. It is beyond the scope of 

this report to evaluate the contrasting allegations, but the pricing
 

problem can be seen neutrally to be a function of the early phase of
 

the export cycle. While export volume is low and asymmetrical, unit
 

shipping costs are high. As volume grows over time, particularly with
 

improved port efficiency, these costs decrease. From this
 

perspective, an interim shipping subsidy might be justified.
 

Air shipping for perishables has similar problems. Some
 

exporters claimed rates were twice as high from Panama as from
 

neighboring countries. Others reported that perishable output was
 

lost by air shipping foul-ups.
 

Land transportation is also very costly. Trucking companies
 

operate in cartel-like fashion to enforce restrictive practices.
 

Foreign truckers are prohibited from hauling cargo of Panamanian
 

origin in Panama, meaning that foreign trucks must return home empty.
 

Between provinces within Panama, similar regulations operate. Some
 

interviewees alleged a link between the truck companies and the
 

military. One said the truck companies maintained their control over
 

land transportation with violence, citing a recent incident when the
 

roads to Colon were blocked for days by truckers and the government
 

took no action to clear them.
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Other infrastructural deficiencies 
are related to financing,
 

utilities, and telecommunications. They will be treated in the next
 

section on microeconomic determinants.
 

MICROECONOMIC DETERMINANTS. Just as it is a sad irony that
 

Panama with its world famous canal should have shipping difficulties,
 

it is ironic that with over 150 international banks located in Panama
 

City there should be financing problems for domestic nontraditional
 

exporters. Financing problems come in all shapes and sizes, both for
 

industrial as well as agricultural producers. In the case of the
 

latter, however, the difficulties appear universal. Unavailability of
 

short-term export financing as well as medium and long-term loans were
 

frequent complaints. AID's small business loan program is well
 

conceived and appears to be making at least a small dent in the
 

problem for industrial producers. Agricultural loans, though, seem to
 

have dried up several years ago when Chase and. Bank of America pulled
 

out of rural areas. New loan guarantee programs have been established
 

and it is possible this problem will be alleviated in the future. The
 

AID-sponsored Development Finance Corporation 
 (FIDESA) holds
 

particular promise, but it was just 
initiated in September 1986 and
 

results are not yet visible.
 

Price distortions have also retarded export development. There
 

is some dispute as to whether government control over agricultural
 

prices through the Agricultural Marketing Institute (IMA) until
 

October 1985 actually encouraged food self-sufficiency at the expense
 

of export production. These controls were almost entirely removed in
 

October 1985, however, and no longer constitute an impediment if they
 

ever were. A more likely impediment is the existence of
 

market-determined monopoly prices for several 
goods. The experience
 

of a baking company is illustrative in this regard. The firm pays 30
 

cents a pound for unrefined sugar (the current world price is
 

approximately 6 cents). They argue that 
this price is set in
 

collusion between government-owned and private sugar mills. Further,
 

the company pays $18 
a bag for flour and the world price, according to
 

them, is $11. 
 They attribute this to the fact that flour distribution
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in Panama is controlled by two companies. A similar problem exists
 

for lard. These prices, the firm claims, makes them uncompetitive
 

internationally. With competitive input prices, the company estimates
 

that they would export 40 percent, in contrast to the present I
 

percent, of their output.
 

Another microeconomic problem is the rigidities imposed by the
 

Labor Code issued under Torrijos in 1972. The largest single 

complaint from exporters was that the Code makes it very difficult and 

expensive to dismiss a worker for almost any reason. If a worker is 

laid-off due to demand problems, severence pay requirements are high. 

Since most exporters seem to feel that their export contracts can be 

broken at any time (and many have experienced this), it is rather 

risky to hire workers for an export expansion drive. Exporters need 

more flexibility, either through amendments to the Labor Code or 

through the institution of uuiemployment insurance to replace 

burdensome severence pay requirements or both. The impracticality of 

dismissal, of course, also weakens workers' incentive to perform at
 

their capacity and this lowers productivity.
 

There appear to be no experimental programs underway at present 

to increase worker productivity. Given problems of worker morale, 

occasional restiveness and union militance (e.g., the general strike 

of May 1986), the absence of quality control circles, human resource 

development or other management programs is surprising. A
 

productivity commission was recently formed and it has expressed some
 

interest in such efforts.
 

Panama is reputed to have both a relatively skilled and expenive
 

labor force for the region. While this is true on the average, it
 

obscures the reality of many enterprises. White collar skills and
 

wages are high due to the influence of the former Canal Zone and
 

Panama's foreign banking sector. Yet many production enterprises pay
 

workers close to the minimum wage of 69 cents an hour. All labor
 

payments are subject to an approximately 40 percent social benefits
 

tax. The Panamanian government does not record wage and salary data
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systematically, making it difficult to decipher the 
true labor costs
 

in th!L dual labor market. According to data presented by the
 

International Labor Organization, average monthly earnings in 1982 
in
 

Panamanian manufacturing were more than double those in Costa Rica, 16
 

percent greater than those in Honduras and 28 percent greater than in
 

Guatemala. It appears that 
these data apply to all employees, not
 

just production workers.
 

Electricity costs in Panama in 1980 were more 
than double those
 

in Jamaica, El Salvador, and Honduras, 50 percent above those in Costa
 

Rica, but 50 percent below those in Guatemala. According to World
 

Bank estimates, international telephone rates in Panama were 20
 

percent above those in Costa Rica, slightly above the rates in
 

Guatemala and El Salvador, but below the rates 
in several other
 

Caribbean Basin Initiative countries.
 

Knowledge of marketing channels and opportunities is being
 

developed t-rid did not appear to 
be an operative bottleneck to export
 

expansion in most cases. Marketing knowledge is being gathered and
 

disseminated very effectively by the AID-supported Export Promotion
 

Institute, IPCE. 
 IPCE has also made great strides in simplifying and
 

expediting administrative procedures for exporting. IPCE's head, Paul
 

Leignadier, is a dynamic, impressive figure who seems to have
 

generated some momentum and esprit de corps among 
Panamanian
 

exporters.
 

OTHER CONSIDERATIONS. 
Above we argued that the Panamanian
 

government has not implemented a consistent package of measures 
to
 

promote export development. Further, with changing and 
fragile
 

political regimes, policy direction has often shifted. 
 Contraband is
 

still prevalent and most believe the military is actively involved.
 

Whatever his deficiencies, Torrijos was able to impart a clear policy
 

orientation and relatively stable institutional framework. Today, it
 

appears that political parties work at cross purposes to each other
 

from their ministerial posts and that the military continues to pull
 

many economic strings. Businessmen complain it is unclear who is
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making policy and who is responsible for its implementation. New
 

export product promotion is inherently risky, even in a stable
 

institutional context. Appreciable success in nontraditional exports
 

will require changes in Panamanian politics.
 

It is equally imperative that United States' policy toward
 

Caribbean Basin Initiative (CBI) exports be made consistent. While
 

the United States says it is promoting Caribbean Basin exports and CBI
 

treatment eliminated the .625 cents per pound tariff on imported
 

sugar, the United States reduced sugar imports from Latin America by
 

over 70 percent between 1981 and 1985, with further substantial
 

reductions in 1986 and 1987. Part of the explanation for this import
 

reduction lies in the growing substitution of high fructose corn syrup
 

for sugar by U.S. soft drink producers (itself a function of
 

government price supports), but another part lies in the fact that
 

U.S. cane producers have been allowed to expand their output in recent
 

years as domestic demand has fallen. It is difficult for Latin
 

exporters to understand the rationale of this policy in the context of
 

CBI exhortations for improved export performance. Similarly, many
 

Panamanians question the continuation of U.S. protection of textiles,
 

apparel, and tuna -- products for which a considerable export
 

potential out of the Caribbean Basin exists.
 

The largest problem in this regard has been created by the
 

November 1986 decision of the U.S. International Trade Commission
 

(ITC) to put a 46.5 percent duty on Costa Rican flowers. Not only
 

were the ITC's domestic cost determination methods dubious, but the
 

finding that export-related tax credits were countervailable has
 

thrown a monkey-wrench into the whole conception of policy measures
 

for export promotion. Further, although the duty is on Costa Rican
 

flowers, Panamanian exporters see it as a direct threat to themselves.
 

Since any damaged U.S. producer can bring a suit before the ITC
 

without regard to U.S. government intentions or the CBI preferences,
 

Panamanian exporters treat the case of Costa Rican flowers as symbolic
 

of what happens whenever the CBI effort bears fruit arid export success
 

is achieved. Given the natural hurdles to effective export promotion
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and the inherent riskiness of new ventures, this ambiguity in U.S.
 

policy has a devastating effect on export developtient efforts.
 

IV. NONTRADITIONAL EXPORT OPPORTUNITIES
 

The aforementioned constraints notwithstanding, there are many
 

bright prospects on Panama's export horizon. "Maquila" or drawback

type assembly in the Colon Free Zone, with low value added and linkage
 

contributions, has been expanding rapidly. Scallop fishing and
 

exporting has skyrocketed to over $20 million annually and has
 

significant potential for continued growth.
 

There exists considerable promise for the development of small

scale, labor-intensive selected vegetable and fruit crops for export,
 

particularly near the rivers of the central provinces. An asparagus
 

marketing cooperative, supported by AID's Agriculture Cooperative
 

Marketing Project, is about to export its first 
crop. The further
 

expansion of melon and beef exports 
is also feasible. Agroexport
 

development will depend upon the availability and conditions of
 

long-term financing. Gestation periods for new projects in this area
 

are typically two to four years; loans with grace periods of this
 

length are necessary. AID-supported feasibility studies as well as
 

marketing assistance and technical aid are indispensable.
 

An enormous potential exists in the development of Panamanian
 

forestry products, especially for tropical hardwoods from the forests
 

of Darien. There is, however, a danger of unregulated exploitation of
 

forestry resources unless the Government's National Renewable
 

Resources Institute is strengthened.
 

Given its human resources and geographical location, Panama has
 

considerable potential in the area of industrial exports 
as well.
 

This applies both to the expansion of existing export products (e.g.,
 

designer clothes, building materials, cosmetics, radiators, food
 

processing, assembly 
of electronics, and medical and pharmaceutical
 

products) and to the development of new, "high technology" projects.
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As always, most export products offer the opportunities for either
 

forward or backward linkages. These should be pursued on a case-by

case basis with greatest priority given to those products with higher
 

domestic value added components and potential spread effects. Many 

export projects would benefit from the expansion of the domestic parts
 

industry (e.g., through the development of a network of small machine
 

shops).
 

V. ACTION RECOMMENDATIONS
 

Given the nature of this investigation, any recommendations must
 

be seen as preliminary and should be subjected to further study. Most
 

recommendations flow directly out of the deficiencies and obstacles
 

described above.
 

A. Improve Infrastructure
 

Major infrastructural investments are needed. This observation 

applies most forcefully to Panama's ports where management and labor 

reforms are also needed. It has been suggested that port services be 

contracted out to private bidders; this suggestion merits further 

consideration. In addition, as argued above, interim subsidy programs 

for shippers and exporters seem desirable until competitive service
 

prices become available.
 

B. Reduce Restrictive Practices on Inputs
 

Labor reforms might include (a) the introduction of a national
 

unemployment insurance program to replace the current severance pay 

system and (u) greater clarity, consistency and flexibility in the 

mechanisms of the employment contract as detailed in the Labor Code. 

Other needed reforms include the end of restrictive practices in
 

trucking and more competitive pricing for certain goods, eog., sugar,
 

flour, fertilizers, insecticides, etc. Such price reform might be
 

facilitated by more open trade with Central America.
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C. Expand Capital and Credit Availability
 

Credit availability is a ubiquitous issue for new exporters.
 

Current financing opportunities are inadequate, but a variety of AID
 
programs offer substantial promise to attenuate this constraint.
 

Projections of AID's FIDESA program anticipate 
a large positive net
 

balance of payments effect, reaching an annual sum of $70.4 million by
 
1996. It seems that the AID financing effort for agroexporters could
 

be expanded. The Export Promotion Institute (IPCE) warrants AID's
 

ongoing support. Marketing and technical aid are also imperative and
 
must be provided along with credit on a consistent basis during the
 

entire gestation period of selected projects.
 

D. Promote Exports Based on True Comparative Advantage
 

Finally, there is a danger that emphasizing labor intensive
 
projects, based upon a presumed comparative advantage in cheap labor,
 

will lock Panama into low productivity industries. This circumstance,
 

coupled with strong competition from other CBI countries and the
 

rapidly expanding "maquiladoras" or northern Mexico, will impede
 

income growth and standard of living improvements for the majority of
 

Panamanians. This prospective dilemma can b.- confronted by
 

emphasizing integrative projects and specialization through regional
 

CBI planning and by the search for projects of intermediate capital
 

inte,.sity with a significant technological component. An AID-funded
 

CBI scientific research and development institute might facilitate the
 

identification and promotion of such projects.
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PANAMA
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSANDS OF U.S. DOLLARS
 
1978 - 1983
 

SITC
 
CODE DESCRIPTION 
 1978 1979 


Total exports 244,252 291,476 

0 
01 
02 
03 
04 
05 
06 
07 

Food and live animals 
Meat and preparations 
Dairy products and birds' eggs
Fish and preparations 
Cereals and preparations 
Fruit and vegetables 
Sugar, honey and preps. 
Coffee, tea, cocoa, spices 

156,284 
490 

3,007 
33,076 
4,460 
76,099 
20,382 
12,104 

179,3!55 
1,564 
4,051 
47,652 
3,463 
70,613 
27,028 
13,902 

08 
09 

Animal feeding stuff 
Misc. food preparations 

4,203 
2,194 

8,062 
2,686 

1 
11 
12 

Beverages and tobrcco 
Beverages 
Tobacco and mfrs. 

2,659 
1,438 
1,221 

3,999 
2,324 
1,675 

2 
21 

Crude matls. excl. fuels 
Hides, skins, furs, undrssd 

903 1,972 

28 Metalliferous ores and scrap 326 973 

3 
33 

Mineral fuels etc. 
Petroleum and products 

60,141
60,115 

72,397
72,397 

4 
41 

Animal, vegetable oil, 
Rnimal oils and fats 

fat 1,675 
1,529 

1,391 
1,378 

5 
53 

Chemicals 
Dyes, tanning, color prod. 

2,074 3,625 

54 Medicinal, etc., products 
55 
59 

Perfume, cleaning, etc. prds. 
Chemicals nes. 

863 
608 

1,552 
1,153 

1980 


353,377 


226,387 

3,181 

7,865 

51,240 


144 

65,858 

69,752 

13,015 

10,700 

3,279 


5,290 

3,887 

1,403 


1,798 

396 

917 


81,839

81,839 


4,685 

4,685 


4,566 

398 


1,426 

1,875 

798 


1961 


319,420 


219,102 

5,098 

7,591 


52,271 

233 


75,324 

55,034 

15,380 

4,446 

1,917 


5,448 

3,264 

2,184 


2,402 

432 

1601 


58,434

58,434 


1,296 

1,296 


6,745 

293 


1,602 

1,560 


175 


1982 1983
 

310,211 302,625
 

192,590 225,518
 
9,401 4,110
 
3,943 3,586
 
60,186 60,903
 
1,349 1,735
 

70,637 80,422
 
25,589 42,776
 
15,104 18,964
 
1,764 5,596
 
1,730 2,340
 

5,029 5,331
 
2,755 3,214
 
2,274 2,117
 

2,326 3,081
 
914 919
 
941 1454
 

70,279 36,503

70,279 36,503
 

290 884
 
290 884
 

4,185 6,007
 
206 1,321
 

2,198 1,549
 
1,467 1,956
 

142 935
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1983 

PANAMA, continued
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSANUS OF U.S. DOLLARS
 
1978 - 1983
 

SITC
 
CODE DESCPIPTION 1978 1979 
 1980 1961 1982 


6 
61 
62 
64 
65 
66 
68 
69 

Basic manufactures 
Leather, dressed fur, etc. 
Rubber manufactures nes. 
Paper, paperboard and mfr. 
Textilz. yarn, fabric, etc. 
Nonmetal mineral mfs. nes. 
Non-ferrous metals 
Metal manufactures nes. 

9,531 
2,217 

21410 
586 
696 

1,469 
1,400 

16,082 
5,365 

3,377 
806 

3,007 
2,076 

969 

13,500 
2,402 

26 
5,687 

134 
1,337 
1,939 

11,858 
2,560 

924 
3,369 

1,573 
1,349 
1,029 

13,821 
5,224 
1236 

4,038 

926 
948 
759 

14,300 
4,463 
1749 

3,363 

1,141 
1,996 

834 

7 Machines, transport equipment 22 206 
71 Machinery, nonelectric 6 2 

8 
84 
85 
89 

Misc. manufactured goods 
Clothing 
Footwear 
Misc. manufactured goods nes 

10,923 
8,614 
347 

1,737 

12,469 
9,574 
1,444 
2,212 

14,785 
10,442 
1,217 
2,833 

16,695 
13,978 

760 
1,731 

21,214 
17,289 
1,718 
2,122 

10,348 
7,611 
1,308 
984 



Quantifiable Determinants of Nontraditional Exports
 
IANAMA
 

1963 - 1986
 

1963 1964 1965 1966 1967 
TRADE STATISTICS (US$ mm) 
Merchandise Exports (FOB) 47.8 60.1 68.9 78.8 85.2 

Traditional Exports 45.4 56.1 64.3 71.5 78.9 
Nontraditional Exports 2.4 4.0 4.6 7.3 6.3 

Merchandise Imports (FOB) 162.8 181.4 189.6 234.8 250.7 
Trade BElance (115.0) (121.3) (120.7) (156.0) (165.5) 
Current Accojnt Balance (25.0) (21.0) (30.0) (4C.0) (26.0) 
CALM E)!ports 2.1 1.8 

CAlM E,pcrts as % of Exports 2.7 2.1 

GROSS DOMLSTIC PRODUCT 
GDF' 559.5 600.8 659.9 719.0 800.7 
GDF Growtrn (N minal) 7.4 9.8 9.0 11.4 
GD ',i 6 prices) 1,295.3 1,352.7 1,476.6 1,588.5 1,724.4 
GDF Growqth (Real) 4.4 9.2 7.6 8.6 

CAF]TA. ForMaTIOrN 
Ncminal Lendinq Rate 
Fixec Capital Formation 96.6 87.8 100.1 142.1 152.7 

Fri vate 

Foreion Direct investment i 
Domestic Credit 114.5 126.9 160.1 184.2 221.5 

EXChAN3E RATE 
Excha-qe ratE 1.0 1.0 1.0 1.0 1.0 

FOREIG' DEBT (US mm)
 
Fu.b]ic E:ternai Debt
 
De;t Service
 
Debt Service Ratio
 

(. of Exports) 

0THER
 
M1 59.7 50.8 55.5 61.9 70.2
 
White Collar Salary (B/mo.) 130.6 134.0 135.6 146.8 154.0
 
Budget Deficit (16.3) (2.3) (3.4) (6.8) (12.9)
 
GDP Deflator (1980=160) 43.2 44.4 44.7 45.3 46.4
 
Wholesale Price Index 30.9 31.2
 

All figures in millions of Balboas unless otherwise specified.
 
* Million SDRs 
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PANAMA contd.
 

1968 1969 1970 1971 1972
 
TRADE STATISTICS (US$ mm)
 
Merchandise Exports (FCB) 
 93.8 108.8 106.3 114.9 121.4
 

Traditional Exports 86.4 101.1 98.6 107.6 109.1
 
Nontraditional Exports 7.4 7.7 7.7 7.3 12.3
 

Merchanoise Imports (FOF) 266.3 326.3 401.1
305.4 359.0 

Trade Balance (172.5) (196.6) (220.0) (244.1) (275.7)

Current Account Balance 
 (15.0) (29.0) (64.0) (73.0) (98.0)
CAM Exports 2.8 2.8 3.0 4.0 5. 
CAEM Exports as %ol Exports 3.0 2.6 2.8 3.5 4.5 

GROSS DGMESTIC FRDDUCT 
GDY 861.4 945.4 1,021.2 1,151.9 1,264.9 
GDF Growth (Nominal) 7.6 9.8 8.0 12.8 9.8 
GDF (19 0 prices) 1,844.7 2,000.4 2,081.7 2,281.9 2,386.5
 
GDP Grcth (Real) 7.0 8.4 4.1 
 9.6 4.6
 

CAFITgL FLJMATiON
 
Nominal Lending Rate
 
Fireo Cip:tal Formation 173.5 200.7 261.9 306.3 372.2
 

Pr; vate 
Public 

Foreior Direct Investment * 
Domestic Crecit 253.2 393.2 685.1307.3 516.0 


EXCHANGE RATE
 
Exchanoe rate 1.0 1.0 1.0 1.0 
 1.0
 

FOREIGN DEV (US$ mm)
 
Public External Debt
 
Deot Service
 
Debt Service Ratio
 

(% of Exports)
 

CTHE;
 
M' 80.9 84.8 100.5 105.4 153.6
 
White Collar Salary (B/mo.) 162.2 168.2 177.3 181.4 179.5
 
Budqet Deficit (8.3) (62.1) 
 (49.1) (32.3) (105.7)

GDP Defiator (1980=100) 46.7 47.3 49.1 50.5 53.1
 
Wholesale Price Index 31.8 
 32.3 33.3 35.1 38.0
 

All figures in millions of Balboas unless otherwise specified. 
4 Million SDRs 

-21



PANAMA contd.
 

1973 1974 1975 1976 1977 
TRADE STATISTICS (US$ om) 
Merchandise Exports (FOB) 135.3 204.3 280.0 228.1 244.6 

Traditional Exports 115.8 180.6 248.5 191.2 192.1 
Nontraditionel Exports 19.5 23.7 31.5 36.9 52.5 

Merchanile imports (FOBV 454.0 755.7 815.6 779.7 775.9 
Trade Balance - (318.7) (551.4) (535.6) (551.6) (531.3) 
Current Account Balance (111.0) (224.0) (169.0) (176.0) (155.0) 
CALM EW orts 9.i 14.3 14.8 16.7 26.7 
CAEN Exports as % of Exports 6.7 7.0 5.3 7.3 10.9 

GROSS DOMESTIC PRODUCT
 
GDF 1,446.6 1,654.1 1,840.8 1,956.3 2,069.8
 
GDF Growto (Nominal) 14.4 14.3 11.3 6.3 5.8
 
GDF (190 prikes) 2,514.5 2,576.0 2,620.9 2,664.5 2,693.7
 
GDP Growth (Real) 5.4 2.4 1.7 1.7 1.1
 

CAPITAL FORMATIGN
 
Nominal Lending Rate
 
Fixed Capital Formation 434.8 465.1 535.5 608.6 445.9
 

Private
/ 

Forelqn Direct investment 9.3
 
Domestic Credit 871.1 1,235.7 1,425.7 1,532.3 1,591.2
 

EXCHANGE RATE 
Exchange rate 1.0 1.0 1.0 1.0 1.0 

FOREIGN DEBT (US$ mm)
 
Public External Debt 457.5 770.7 1,333.5
 
Deft Service 87.0 72.4 161.4
 
Debt Service Patio
 

K. of Merch. Exports) 64.3 25.9 66.0
 

OTHER
 
Ml 161.1 196.3 173.1 190.0 213.2 
White Collar Salary (B/mo.) 188.4 229,6 241.3 262.8 280.6 
Budoei Deficit (144.7) (195.2) (148.0) (164.2) (90.3) 
GDF Deflator (1980=100) 57.5 64.2 70.2 73.4 76.8 
Wholesale Price Index 42.0 54.8 62.4 67.3 72.2 

All figures in millions of Balboas unless otherwise specified.
 
* Million SDRs 
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PANAMA contd.
 

1978 1979 1980 1981 1982
 
TRADE STATISTICS (US$ mm)
 
Merchandise Exports (FOB) 246.8 294.7 353.4 319.4 
 310.2
 

Traditional Exports 191.5 218.7 263.1 236.5 
 224.8
 
Nontraditional Exports 55.3 76.0 90.3 82.9 85.4
 

Merchandise Imports (FOB) 844.8 1,062.9 1,288.9 1,372.5 1,407.4
 
Trade Balance (598.0) (768.2) (935.5)(1,053.1)(1,097.2)
 
Current Account Balance (208.0) (311.0) (311.0) 
 56.0 (51.0)
 
CACM Exports 26.6 29.6 46.5 32.9 
 27.6
 
CACM Exports as % of Exports 10.8 10.0 13.2 10.3 8.9
 

GROSS DOMESTIC PRODUCT
 
GD; 
GDP Growth (Nominal) 

2,452.5 
18.5 

2.500.2 
14.2 

3,558.8 
27.1 

3,878.0 
9.0 

4,278.9 
10.3 

GDP (1Q60 prices) 2,957.4 3,091.1 3,558.8 3,707.6 3,911.1 
EDP Growth (Real) 9.8 4.5 15.1 4.2 5.5 

CAFITAL FORMATION
 
Nominal L.ending Rate 11.5 13.8 13.7 
 21.2 16.1
 
Fixed Capital Formation 
 606.3 661.2 866.4 1,079.6 1,185.4
 

Pri vate 
Public
 

Foreir, Direct Investment , (2.0) 36.5 (35.8) 4.8 
 0.4
 
Domes:ic CVedit 	 1,599.1 1,979.9 2,346.1 2,868.5 3,057.1 

E0HANGE RATE 
Excrn nqe rate 1.0 1.0 1.0 1.0 1.0
 

FOREIGN DEFT (US$ mm)
 
Public Eyternal Dent 1,B0.5 2,078.4 2,265.9 2,379.0 2,820.9
 
Debt Service 565.2 386.5 465.3 
 493.3 613.9
 
Debt 	 Service ;atio 

(K of Merch. Exports) 177.0 131.2 131.7 154.4 197.9
 

OTHER
 
MI 
 246.0 301.3 335.3 359.7 379.3
 
White Collar Salary (B/mo.) 287.7 306.5 336.7 356.4 374.7
 
Budget Leiicit (98.2) (275.2) (190.8) (232.4) (340.1)
 
GD: Deflator (1980=100) 82.9 90.6 100.0 104.6 109.4
 
Wholesale Price Inoex 76.0 
 86.7 100.0 110.0 119.1
 

All 	figures in millions of Balboas unless otherwise specified.
 
Million SDRs
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PANAMA contd.
 

1983 1984 1985 1986
 
TRADE STATISTICS (US$ mm)
 
Merchandise Exports (FOB) 303.5 258.2 301.2 163.2 (Jan-June)
 

Traditional Exports 220.7 179.1 200.2 96.8
 
Nontraditional Exports 82.8 79.1 101.0 66.4 (Jan-June)
 

tlercandise Imports (FOB) 1,231.7 1,167.9 1,205.1 1,220.9
 
Trade Balance (928.2) (909.7) (903.9)
 
CLrrept Account Balance 247 (70.0) 21.0
 
CACM Exports 24.9
 
CA2r. Excorts as % of Erports 8.2
 

CRScS D:- EST C PrODUCT 
4,373.7 4,540.5 

GLIP Grc-wt (Nomainal) 2.2 3.8 
GDF (1;80 prices) 3,925.5 3,90B.4 4,036.6
 
GDF Growvth (Real) 0.4 (0.4) 3.3
 

CP;IIAL FORMATION
 
Nominal Lendina Rate 13.1 14.0 12.5
 
Fixed Capital Formation 917.8 811.2
 

Fri vate
 
Pub Iic
 

Foreiqn Direct Investment* 46.0
 
Domestic Credit 3,194.5 3,421.7 3,514.1
 

EXChAN&E RITE 
Exchar-Qe rate 1.0 1.0 1.0 1.0 

FOREIGN DEBT (US$ mm)
 
L'DIlic Eterr.al Debt 2,986.2
 

Debt Service 471.5
 
Debt Service Ratio
 

(Q of rerch. Exports) 155.4
 

0IHER
 
MI 372.6 381.0 409.5
 
White Coliar Saiary (B/mo.) 377.9
 
BudQet Deficit (51.0) (52.0)
 
GDF Deflator (180=I00) 111.4 116.2
 
Wholesale Price Index 122.0 123.1 127.9
 

All figures in millions of Balboas unless otherwise specified.
 
* Million SDRs 
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DOMINICAN RIPUBLIC
 

I. INTRODUCTION: THE ECONOMIC CONTEXT 

The agricultural sector and its associated processing industries
 

have historically provided the principal contributions to the
 

Dominican Republic's economy, in the form of income, employment, and
 

export earnings. After having expanded at the relatively high annual
 

average rate of 6.0 percent in the 1960s and early 1970s, however, the
 

agricultural sector has stagnated over the past decade. Among the
 
factors behind this lack of growth performance are declines in demand
 

(or quotas) for agricultural exports, limits on arable land, and a
 

general absence of economic incentives as compared to those offered in
 

other sectors.
 

Agriculture's share of the country's domestic output fell from
 

26 percent in 1965 to 15 
percent in 1984. The share of industry
 

(including mining) has risen commensurately, from 20 percent to 31
 

percent over the period. 
 The share of the service sector, the most
 
important components of which are tourism and commmerce, has remained
 

constant at 53 percent of total gross domestic product.
 

In the aggregate, the Dominican economy posted very high growth
 

rates (8.5 percent on average) between 1965 and 1973. In the "oil
 
crisis period" of 1973-1984, however, the nation's GDP growth faltered
 

to an average annual rate of only 3.3 percent, or just slightly above
 

the population growth rate of about 2.4 percent. The economy has been
 

subjected to a series of adverse trends and events, such as hurricanes
 

(1979) and other poor weather conditions, high energy import costs,
 

declining sugar prices and weakened international demand for bauxite
 

and ferronickel.
 

The combination of externally-imposed problems beyond the control
 

of the government with policy-induced budget expenditures and deficits
 

led to a severe foreign exchange crisis in the early 1980s. The
 

government was forced to enter into a three-year, $390 million
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Extended Fund Facility agreement with the International Monetary Fund 

(IMF). This agreement was suspended in the fall of 1983, however, due
 

primarily to the government's failure to reduce the growth of public
 

expenditures. A new agreement was reached in April 1984, and price
 

rises caused by a reduction in subsidies led to serious riots.
 

In early 1985, after a continuing series of negotiations with the
 

Dominican Republic's creditors, the government implemented a harsh
 

stabilization program, involving currency devaluation, tight monetary
 

policies, tax increases, and controls on public sector expenditures.
 

The government subsequently rescheduled a large portion of the
 

country's external debt. The austerity program imposed led to a sharp
 

recession, including the first reduction in real output (officially
 

1.2 percent) since 1965. Preliminary estimates indicate that a modest
 

recovery of Dominican output took place in 1986, with a growth rate in
 

the range of 1.0-2.0 percent.
 

The basic policy stance of the Dominican government, headed by
 

President Joaquin Balaguer (elected in mid-1986), is to maintain the
 

austerity strategy of tight monetary and fiscal policies, in hopes
 

that rises in tourism, nontraditional exports, and other economic
 

diversification activities will over time improve the country's
 

economic performance and reduce the currently high rate of
 

unemployment.
 

II. TRADE AND PAYMENTS PROFILE
 

Despite considerable expansions of import substitution activities
 

undertaken over the past two decades, the Dominican economy is heavily
 

dependent on increasing exports to finance needed imports and service
 

the debt. The country's import bill of about $1.2 billion in recent
 

years amounts to about one quarter of the nation's total output. The
 

share of fuel costs in total imports has risen from 10.0 percent in
 

1965 to 36.0 percent in 1983, bringing the shares of food, machinery,
 

transportation and other manufactured imports down.
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The Dominican Republic's composition of exports has historically
 

been dominated by a small number of agricultural (sugar, coffee,
 

cocoa, and tobacco) aad mineral (bauxite, ferronickel, and gold)
 

products. Dominican authorities deem mineral exports to be
 

nontraditional, but they are considered traditional for purposes of
 

this study because they have been exported for a considerable number
 

of years and they fall into a category which is generally viewed as
 

traditional. The calculation of even reasonable estimates of the
 

shares of nontraditional manufactured good exports is hindered by the
 

fact that official statistics on the exports of the free zones are not
 

published, 
and hence export totals do not include these figures.
 

Historically, according to official statistics, the 
export share of
 

the seven traditional commodities noted above remained at around 90.0
 

percent of total Dominican exports. This share fell to only about
 

82.3 percent in 1985 and is expected to continue to decline in the
 

future.
 

The Dominican Republic's merchandise trade balance fluctuated
 

between surpluses and deficits until 1976, after which a struct'ral
 

deficit appeared and grew to an average annual level of about $500
 

million in the 1980s. These deficits are offset to a certain extent
 

in the current account by new inflows in two categories -- remittances
 

of funds from Dominicans living abroad, and receipts from tourism.
 

Private remittances have grown steadily in recent years, to annual
 

rates averaging about $200 million.
 

Tourism has become a major growth industry, particularly as a
 

relatively low-cost destination following devaluation of the peso.
 

Four large, new tourist hotels on the north coast "tourist zone" were
 

completed in 1985, as well as several smaller hotels throughout the
 

country. The country's net revenues on travel have expanded from $371
 

million in 1984 to a projected $470 million in 1986, thereby far
 

surpassing sugar as the nation's largest earner of foreign exchange.
 

The Dominican Republic's current account deficits have been
 

financed by capital inflows. Foreign direct investment has recorded
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net inflows into the economy in all recent years but 1982. The major
 

burden of balance of payments financing, however, has fallen on
 

official borrowings from foreign governments and banks. These 

borrowings have over time led to a considerable buildup of external 

indebtedness, and to the consequent debt servicing crisis of 1983 

through 1985. 

In 1985, the government successfully rescheduled $290 million of
 

its official bilateral debt with the Urited States and other Paris
 

Club members. Private commercial banks agreed to a multi-year debt
 

rescheduling of some $800 million, permitting the country to spread
 

its payments over a 13-year period. These reschedulings have greatly
 

reduced the pent-up pressures on the nation's current payments
 

structure, which had been mired in the need to meet ballooning
 

interest and amortization repayment requirements. Despite the
 

spreadout of payments and the government's austere policy stance, the
 

Dominican Republic is reportedly slipping back into arrearages,
 

estimated at about $150 million at the end of September 1986.
 

A. Traditional Export Performance
 

As noted above, the composition of Dominican exports has been
 

dominated by sales of about seven agricultural and mineral
 

commodities. Among these, the leading role has been played by sugar.
 

Sugar cane is grown principally on the country's southern coastal
 

plain. Except for plantations in the Barahona area, which benefits
 

from major irrigation infrastructure, cane operations are dependent on
 

water from natural rainfall, and are therefore vulnerable to adverse
 

climatic conditions.
 

The Dominican Republic has for decades been one of the world's 

largest sugar producers. With the United States as its primary 

market, the Dominican Republic benefited in the 1960s from the closing 

of U.S. economic relations with Cuba, a significant export competitor. 

From 1950 to the mid-1970s, sugar exports constituted about one half 

of total Dominican exports, growing from $44 million in 1950 to a 
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historical peak of $577 million in 1975, due to unprecedented rises in
 

international sugar prices. Dominican sugar earnings have since that
 

year ebbed and flowed as a direct consequence of swings in world
 

demand and prices. In recent years, however, the country's exports of
 

sugar have declined considerably, to only $207 million in 1985 and an
 

estimated $177 million in 1986, as a result of cuts in the U.S. sugar
 
quota and lower sugar prices. The Dominican Republic is the largest
 

foreign supplier of sugar to the United States. From exports of
 
447,000 tons in 1982, the country's sugar quota was reduced
 

continously to 278,000 tons in 1986. Due to 
quota reductions and
 

long-term shifts in consumer tastes away from sugar, most Dominican
 

executives indicate privately that sugar is something of a lost cause
 

over the long run. As a result, both the government and the private
 

sector have long sought to diversify the agricultural sector away from
 

sugar production.
 

A second tier of traditional agricultural -xports, in terms of
 

relative foreign exchange earnings, consists of coffee and cacao.
 

Coffee is grown primarily on smallholdings, whose owners rely on
 

migrant workers during harvest seasons. With exports of about $12.7
 

million in 1950 and accounting for about 15 percent of the nation's
 

total exports in that year, coffee sales stagnated in real terms until
 

the massive commodity price fluctuations of the mid-1970s. Earnings
 

grew 
to as high as $185 million in 1977, and have fluctuated in a
 

descending pattern since that time. 
 An export rise from $90 million
 

in 1985 to an estimated $160 million in 1986 has occurred as a result
 

of rises in the value but not the volume of coffee exports.
 

Cocoa is cultivated chiefly in the northern province of Duarte.
 

Foreign exchange earnings from sales of cocoa beans and products have
 

historically fallen below those of coffee, and have been somewhat less
 

susceptible to cyclical swings. Cocoa exports have varied around 
an
 

average of $60 million from 1980 to 1985, and are expected to have
 

grown modestly in 1986.
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The Dominican Republic's last traditional agricultural product,
 

tobacco, has never had a material impact on the country's overall
 

export earnings. Internationel sales expanded gradually to a peak of
 

$66 million in 1981 (accounting for 5.5 percent of total exports), but
 

fell off to annual averages of approximately $20 mil]ion in subsequent
 

years. However, the domestic tobacco industry has provided the raw
 

material for the large and growing nontraditional export sector
 

producing cigars and processed tobacco.
 

The Dominican Republic's traditional mineral exports consist of
 

bauxite, ferronickel and gold. Bauxite was the first ore export,
 

exploited beginning in 1959 from commercial reserves found in the
 

country's southwest peninsula, very close to the border with Haiti.
 

Bauxite exports expanded at a modest rate, reaching a high point of
 

$23.1 million in 1978, and declining rapidly thereafter. No bauxite
 

has been exported since 1983.
 

The production and exportation of ferronickel, used in metal
 

alloys, was initiated in 1972 and grew rapidly to become one of the
 

nation's major foreign 
exchange earners. Until 1982, ferronickel
 

sales accounted for between ten and fifteen percent of tctal exports.
 

However, in 1982, the second oil-induced global recession forced
 

exports down drastically to only $24 million (from a 1979 peak of $123
 

million). In recent years, export levels have recovered, to $120
 

million in 1985.
 

Exports of gold or, more precisely, dore (a gold/silver mixture)
 

have been of considerable importance in recent years. Once could
 

legitimately question whether gold represents a traditional export,
 

since international sales did not begin until 1975. These exports
 

grew very rapidly until 1980, when sales of nearly $260 million
 

represented as much as 27.1 percent of total Dominican exports. These
 

exports have declined consistently in recent years, because the mine's
 

once rich reserves have dwindled. An estimated $400 million
 

investment in a new mining/refining process is required to revitalize
 

the industry, and the World Bank has been approached for a loan. The
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country's 1985 sales of dore amounted to $114 million and are
 

estimated to have grown slightly in 1986.
 

B. Nontraditional Export Performance
 

Unlike most countries in the Caribbean region, the Dominican
 

Republic's expanding nontraditional export sector is diversified in
 

both agricultural and manufacturing categories. Agribusiness concerns
 

have for several years actively sought to expand their product lines,
 

and light manufacturing compenies have been established to take
 

advantage of the country's low wage structure.
 

Analysis of the Dominican Republic's nontraditional exports is
 

complicated by major data deficiencieL. For example, the government
 

does not regularly collect and publish data on the exports generated
 

in the free zones, on the grounds that sales from the zones do not
 

represent ti'ue exports, since they only "re-export" imported
 

components which are processed or assembled in the zones. As 
a
 

result, official figures for exports only include transactions
 

conducted outside the zones. In addition, official figures are
 

subject to a serious degree of under-reporting, given the commonplace 

practice of invoicing at below true value levels in order to retain 

foreign exchange abroad. 

Notwithstanding these and other statistical problems, there is
 

sufficient evidence to indicate that the production and sale of
 

nontraditional exports have indeed "taken off" in the Dominican
 

Republic, and represent the only significant prospect for growth in
 

the future. The expansion of these exports require time, however, and
 

hence earnings from nontraditional exports have not yet increased to
 

the point of compensating for reductions in the country's traditional
 

exports.
 

According to statistics collected by CEDOPEX, the government
 

export promotion agency, nontraditional exports accounted for 17.3
 

percent of total exports in 1985. These figures do not, however,
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include exports from the free zones. Including zone exports, the
 

share of nontraditional exports doubles to 35.2 perccnt. U.S. trade 

data indicate that 53.7 percent of Dominican exports to the United 

States are in "nontraditional" categories. 

By any standard, apparel heads the list of the Dominican
 

Republic's nontraditional exports. Almost all of these garments are
 

sold to the United States under "807" trade provisions allowing duties
 

to be applied only to the locally-added value of products. Pre-cut
 

clothing pieces are brought in from the United States, are assembled
 

in Dominican factories, and are shipped back to the United States.
 

Apparel exports to the United States have grown at a high rate, from
 

$138 million in 1983 to $175 million in 1984 and $217 million in 1985.
 

Sales in 1986 are estimated at over $300 million. The Dominican
 

Republic is the largest Caribbean Basin apparel exporter to the United
 

States.
 

The garment industry employs the greatest number of workers in
 

the export free zones, and produces the vast majority of zone exports.
 

Nationwide, the apparel industry is estimated to employ somewhere
 

between 100,000 to 150,000 workers, producing clothing for local and
 

export markets.
 

So long as local wage rates do not rise significantly in U.S.
 

dollar terms, the only practical limit on Dominican apparel exports is
 

the U.S. quota under the multifiber arrangement. In fact, the
 

Dominican Republic has become the site for a number of factories
 

opened by East Asian firms, since their home factories have reached
 

their quota limits. Dominican companies have filled their quotas in
 

several clothing categories, but can diversify into other items.
 

Other major export goods produced in the free zones include
 

processed tobacco and cigars, paper medical gowns, computer parts,
 

electrical switching gear, shoe parts and other leather products, and
 

gold chains. Total exports in each of these categories exceeded $10
 

million in 1985. Values of sales in all of these product areas have
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fluctuated in recent years, but the overall trend is favorable.
 

According to CEDOPEX statistics, exports from the free zones have
 

risen from $175 million in "983 to $194 million in 1984 and $205
 

million in 1985. About ninety percent of Lhe output of the free zones
 

is exported to the United States.
 

Nontraditional manufactured goods produced outside the Dominican
 

Republic's free zones include a wide va-iety of products. Processed
 

foods include beef, cream of coconut, canned peas, and cocoa butter.
 

Among nonfood export items are wearing apparel, leather purses,
 

chemical fertilizer, wood furniture, dry batteries, and cement.
 

Exports of industrial goods are destined primarily for neighboring
 

markets in the Caribbean Common Market (CARICOM) region, wnereas most
 

consumer good items are sold to the United States and other industrial.
 

countries.
 

Exports of nontraditional agricultural products have increased
 

steadily in recent years, at average annual rates of about 13.0
 

percent. Declines in incomes derived from traditional cash crops,
 

especially sugar, have forced farmers and agribusiness firms to
 

experiment with alternative crops. Certain products such as yautia
 

root, sweet potatoes, yuca, and pidgeon peas, are exported to 

countries in the region. Other crops, including frozen mixed 

vegetables, dried coconuts, sweet peppers, melons, pineapples, and 

oranges are shipped primarily to the United States. In each of the
 

product categories listed above, Dominican exports exceeded $1 million
 

in 1985. CEDOPEX statistics indicate that nontraditional agricultural
 

exports totalled $40 million in 1985, a figure which is probably
 

understated. The Dominican Republic's nontraditional exports of
 

melons, tropical fruit, avocadoes, winter vegetables and other crops
 

filled an estimated 50-60,000 forty-foot shipping containers in 1986.
 

A number of agricultural export ventures have failed and almost
 

all have encountered serious startup difficulties, such as rejected
 

shipments, transportation problems, or poor marketing or joint venture
 

arrangements. However, agribusiness companies appear to be firmly
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committed tc expand their nontraditional "cash crop" sales, and
 

progress achieved to date suggests that these exports will continue to
 

expand.
 

III. DETERMINANTS OF NONTRADITIONAL EXPORTS
 

A. Macroeconomic Determinants
 

LABOR RESOURCES. Abundant and inexpensive labor has been the 

driving force behind the Dominican Republic's ability to produce and
 

successfully market nontraditional exports. The 1986 national minimum
 

wage of 250 pesos per month translates into an hourly wage rate of
 

about $.44 at an exchange rate of three pesos per U.S. dollar, since
 

the normal work week is 44 hours. The minimum wage rose from a
 
monthly rate of 125 pesos in 1983, to 154 pesos in 1984, and 211 pesos
 

in 1935. Taking domestic inflation into account, wages have recently
 

remained flat in real peso terms, but have fallen significantly in
 

U.S. dollar terms. The change in the pesos's exchange rate with the
 

dollar, from 1:1 to 3:1, effectively cut wage rates by two-thirds in
 

dollar terms.
 

The Dominican labor force is considered by all officials and
 

exporters interviewed to be the nation's principal economic asset.
 

With prevailing unemployment levels of about 900,000 people, the
 

country's pool of available labor is abundant. Workers are
 

characterized as highly trainable, dexterous, and capable of utilizing
 

new technologies. Employee turnover is not viewed as a problem,
 

although apparel exporters noted a tendency for some operators to
 

leave for higher paying jobs after they have been fully trained.
 

Trade unions are permitted by law, but there have been no unions in
 

the free zones since 1968. Overall, the quantity and quality of
 

productive labor is seen as providing a highly positive contribution
 

to the country's international competitiveness.
 

INVEST[AENT AND WORKING CAPITAL. At the opposite end of the
 

spectrum from labor, which represents a positive determinant of
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nontraditional exports, the availability of financial capital is
 

ccnsidered the primary constraint to export growth. Prior to currency
 

unification and devaluation, the country's capital pool had diminished
 

due to capital flight. In addition, large portions of available funds
 

were absorbed by the government in efforts to finance budget deficits.
 

While the problems of capital flight and excessive government
 

spending have been largely overcome, the continuing foreign exchange
 

shortages caused by trade deficits and the high interest rates
 

resulting from tight monetary policies have reduced the availability
 

of investment and working capital to exporters. Exporters interviewed
 

unanimously complained about the cost of borrowing. Commercial bank
 

lending rates in the formal sector have fallen from the 20.0 to 25.0
 

percent range in late 1985 to the 16.0 to 20.0 percent range in the
 

late 1986. However, access to these funds is highly limited.
 

Interest charges for short-term financing in the informal financial
 

market are typically as high as 30.0 to 36.0 percent annually, and
 

often require a front-end fee of 6.0 percent of the principal amount.
 

According to several exporters interviewed, +he basic constraint
 

to export growth is not market limitations, but rather is the dearth
 

of investments funds in the Dominican Republic. In addition, the
 

current policy structure provides greater incentives for entrepreneurs
 

to invest capital in tourism ventures than for agricultural or light
 

manufacturing activities.
 

FOREIGN EXCHANGE RATE. The expansion of Dominican nontraditional 

exports could not have occurred were it not for the unification/ 

devaluation of the peso in early 1985. As in Jamaica, the adoption of 

a realistic exchange rate in the Dominican Republic has produced 

dollar-equivalent wage rates that are competitive not only in the 

region but world-wide when transportation costs and other factors are 

taken into consideration. The prevailing exchange rate of about 3:1 

is slightly above the calculated "shadow rate" of 3.4:1, and the 

parallel "black market" rate of 3.1:1. Exporters state that for all 

practical purposes the olack market has disappeared, since numerous 
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new, "storefront" banks can now legally deal in 
foreign exchange.
 

Should domestic inflation and government unwillingness to allow
 
depreciation in the peso's value cause overvaluation, however, the
 

prospects of nontraditional exporters would be diminished.
 

B. Microeconcmics Determinants 

INDUSTRIAL FREE ZONERS (IFZs). The Dominican Republic's 
industrial free zones have played critically important catalytica 

role in the development of nontraditional exports. The first zone, La
 

Romana, was established in 1969. According to USAID Mission
 

estimates, some 44,000 workers 
were employed in the country's four
 

operational zones in mid-1986, up from 
some 32,000 one and a half
 
years earlier. The Dominican government places the total employment
 

figure at around 50,000. Two additional zones are currently in
 

startup phases.
 

Initial zone activity was heavily concentrated in textiles and
 
apparel, but has gradually become more diversified by adding
 

electronics, footwear, gold chain, cigar, and other 
labor-intensive
 

industries. However, garments 
still comprise between two-thirds and
 

three-fourths of the zones' total output.
 

Established on the basis of a series of laws and decrees dating
 
back to 1955 and culminating with the Free Zone Law (Law 145) of 1983,
 

the free zones offer producers a number of important fiscal
 
incentives, the most important of which exoneration from
are income
 
taxes 
and import duties on machinery and components. Companies are
 
required to pay for local expenses (wages, plant leases, and local
 

supplies) in U.S. dollars at prevailing market rates of exchange.
 
These 
foreign exchange expenses grew from $44.5 million in 1980 to
 

$56.8 million in 1984, 
before falling off to an estimated $30.0
 
million in 1985. 
 This latter figure did not represent a reduction in
 

zone activity, but rather was caused by the peso devaluation, which
 
lowered operating 
costs in the From 1970 1985,zones. to the free 

zones contributed approximately $300 million in foreign exchange to 

the Dominican economy. 
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Over the long run, the commercial activities carried out in the
 

free zones have not only been important in their own right, by
 

generating employment and foreign exchange, but equally importantly
 

have created a highly positive "demonstration effect" for the economy
 

as a whole. There is apparently a lengthy waiting list of companies
 

seeking to enter the zones, with an overall backlog of factory space
 

estimated at 700,000 square feet (for factory shells averaging some
 

11-12,000 square feet each). Exporters interviewed expressed a
 

general consensus view that the shortage of factory space represents a
 

serious constraint, although several disputed this assertion.
 

The point that the free zones have served as a positive catalyst
 

for export businesses in new product categories is reinforced by the
 

growth of nontraditional exporting outside the zones, which now also
 

benefit from export incentives. According to one account that might
 

border on hyperbole, it is believed that there are now more than 500
 

firms located outside the zones that are exporting 1,000 separate
 

products. Regardless of the veracity of this assertion, there is a
 

clear and widespread consensvs in the business community that
 

nontraditional exporting represents the only feasible engine of growth
 

for the Dominican economy in the future.
 

ELECTRICITY 
 COSiS. According to most business executives
 

interviewed, the future of nontraditional exports will depend heavily
 

on trends in the cost of electricity. Electricity rates remained
 

relatively flat in the early 1980s, since government-imported oil war
 

sold at subsidized prices. These prices were raised dramatically in
 

early 1985 in concert with the structural adjustment program
 

implemented at that time. Rates are now 
tied to oil prices, and some
 

exporters complained that the full benefits of oil-price reductions
 

have not been passed on to industrial consumers.
 

WORKING CAPITAL AND FOREIGN EXCHANGE. While discussed above
 

under the rubric of macroeconomic determinants, the problem of
 

shortages of capital and hard currency funds affects many exporters at
 

the daily operational level. Many of these firms face a "Catch-22" 
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situation. Due to their recent performance in producing high quality,
 

low cost goods, firms face the "luxury" of rapidly growing orders.
 

However, they are unable to obtain funds for plant expansion or
 

working capital to cover trade financing for larger shipments. As a
 

result, they are often placed in a precarious liquidity position, with
 

uncertain cash flow capabilities to meet ongoing operating costs.
 

Similarly, uany small companies feel they are "forced" into
 

under-invoicing their shipments in order to retain foreign exchange
 

needed to cover foreign currency obligations.
 

TRANSPORTATION COSTS. Most business executives interviewed
 

complained that high transportation costs by both sea and air have
 

strongly squeezed their profit margins. This problem is considered
 

particularly acute for producers of relatively low value, bulk
 

commodities such as unprocessed agricultural products. Similar
 

concerns were raised with respect to packaging materials and services,
 

which are felt to be expensive and not of good quality.
 

JOINT VENTURE PARTNERS. Most Dominican exporters of both
 

agricultural and manufactured products expressed a critical need for a
 

strong marketing or joint venture relationship with a U.S. partner.
 

This is particularly important during startup phases of the business,
 

since Dominican firms with new product lines often have very limited 

knowledge cf U.S. markets and policies. Several exporters related 

experiences in which recent joint venture relationships proved wholly 

unsatisfautory. In one manufacturing industry example, the U.S. 

partner did not fulfill its marketing obligations. In a case in 

agribusiness, the American partner imposed expensive and inappropriate 

cultivation techniques, resulting in disappointing crop yields. 

Dominican nontraditional exporters need and are seeking mutually 

beneficial relationships with U.S. firms, but have had mixed results 

in this area thus far. 
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C. Policy Determinants 

EXPORT/INVESTMENT INCENIVES. The export incentive structure
 

governing free zone acti',ities has been developed on the basis of
 

numerous laws and Presidential Decrees, which in combination provide
 

duty end income tax exoneration and procedures for retaining foreign
 

exchange earnings and remitting profits and investment capital. Free
 

zone operators feel that the overall incentive structure is adequate
 

and in fact has been essential to the viability of their firms.
 

Exporting companies operating outside the free zones may qualify
 

for fiscal incentives under Law 299 on "Industrial Incentives and
 

Protection." This 1968 law is highly complex inasmuch as it covers
 

both exporting and import-substituting industries. More important,
 

however, is law 69, the Export Incentive Law enacted in 1979 to
 

promote nontraditional exports. This legislation allows duty-free
 

entry of imported inputs if they are exported within 12 months after
 

having been assembled or otherwise transformed. These incentives are
 

administered by CEDOPEX, which rules on applications for benefits, and
 

by the Central Bank. Law 69 incentives have been used by a wide range
 

of nontraditional export industries, including apparel, cement,
 

pineapples, cigars, and furniture.
 

The number of beneficiaries of Law 69 has grown from 659
 

companies in 1982 to 756 firms in 1984, according to CEDOPEX. In
 

1984, 275 new products were introduced under this law, and
 

approximately $421 million in imports entered duty-free under the
 

system. Export tax credits under the so-called "CAT" system totaled
 

4.8 million pesos in 1985.
 

The fiscal incentive structure provided by the government is
 

clcarly important to nontraditional exporters, who expend considerable
 

energies assuring that their firms obtain benefits. However, the
 

complexities and ambiguities emerging from the numerous incentives
 

laws and provisions (only briefly summarized herein) are the source of
 

ongoing criticism and charges of discretionary treatment.
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U.S. INCENTIVES PROGRAMS. The provisions of Section 807 of the
 

U.S. Tariff Code, the Generalized System of Preferences (GSP), and the
 

Caribbean Basin Economic Recovery Act (CBI) are equally if not more
 

important than Dominican incentives to the viability of nontraditional
 

export activities. Some exporters, particularly in agribusiness,
 

voiced some complaints regarding arbitrary rulings and constantly
 

changing "rules of the game" on the part of U.S. agencies. However,
 

these expressions do not appear as strong as those observed in other
 

countries examined in this ztudy. Dre:umabv 2ince the Dominican
 

Republic has a longer history and greater amount of experience in
 

exporting diverse goods to the United States.
 

CUSTOMS PROCEDURES AND ADMINISTRATION. Ubiquitous throughout the
 

region, complicated customs practices and delays in clearing imported
 

inputs are considered a principal constraint to Dominican export
 

growth. Most nontraditional exporters operate on tight delivery
 

schedules that require prompt receipt of raw materials and components.
 

Customs clearance delays have resulted in lost contracts. Problems in
 

customs administration are prevalent in most developing countries,
 

particularly those experiencing chronic foreign exchange and
 

government revenue shortages. On a more positive note, however,
 

Dominican exporters feel that if the government customs system worked
 

well, the entire country could eventually become an "export zone."
 

D. Other Determinants
 

POLITICAL AND POLICY STABILITY. Unlike most exporters from
 

Central America, exporters from the Dominican Republic do not speak of
 

political instability as a threat to their businesses. Quite the
 

contrary, several manufacturers located in free zones stated the
 

nation's record of political stability, with over 20 years of
 

relatively peaceful elections and changes of administrations, was one
 

of its strongest drawing cards.
 

In addition to political stability, the Dominican Republic has
 

offered policy stability to the business community. The prevailing
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government stance has followed a relatively stable, 
pro-business,
 

pro-export approach and 
 has not varied between widely-diverging
 

development policies as has been the case in Jamaica, for example.
 

IV. NONTRADITIONAL EXPORT OPPORTUNITIES
 

The Dominican Republic faces the broadest range of nontraditional
 

export opportunities of all countries in the Caribbean Basin region.
 

The majority of these prospects fall into the categories of
 

agricultural products and light manufactured goods.
 

The Dominican Republic has already established a strong foothold
 

in a number of agricultural exports, based on the country's
 

agricultural capacity and experience in 
selling to U.S. and regional
 

markets. Sales of winter vegetables (table tomatoes, sweet peppers,
 

beans, etc.), melons, tropical fruit, avocados, and staples (potatoes,
 

yams, etc.) can be expected to grow over time, particularly after
 

marketing networks 
are fully developed and firms gain experience in
 

dealing with U.S. policies and procedures for food imports. The newly
 

established and USAID assisted in-country inspection system could
 

provide an invaluable service to local agribusiness firms.
 

The outlook for processed goods such as canned beans, tomato
 

paste, and other bulk commodities are considered relatively limited
 

compared to those for fresh fruit and vegetables. Overall, the
 

agricultural export sector involving new products is likely to absorb
 

increasing amounts of idle rural labor and to generate rising foreign
 

exchange earnings but rates of growth will 
 be only moderate.
 

Therefore, agricultural exports should be viewed a long-term
as 


development prospect rather than as a means 
to meet the country's
 

near-term foreign exchange requirements.
 

Horticulture has been named by some observers as a strong export
 

opportunity. Local producers claim, however, that they face strong
 

price competition in particular flower categories, particularly from
 

Colombia. In addition, exporters are constrained by infrastructure
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problems (e.g., lack of refrigeration facilities at airports) and
 

difficulties transporting their products to domestic airports.
 

Overall, therefore, the expansion of horticulture exports will
 

probably be more modest than is generally assumed.
 

The real opportunities for nontraditional exports in the near
 

future lie in the fields of assembly operations and light
 

manufacturing, where the Dominican Republic has established a clear
 

lead over its Caribbean competitors. Apparel firms will continue to
 

increase their output until they reach their quota limits, and can be
 

anticipated to pursue higher value added items and non-quota products.
 

Exports of labor-intensive manufactures can be expected to
 

burgeon in the years immediately ahead. It is likely that electronics
 

will head the list. Current exporting companies TII Industries and
 

R.E. Phelon, among other smaller firms, have recently been joined by
 

Westinghouse, which estimates that its Dominican work force producing
 

elecromechanical devices and printed circuit boards will eventually
 

expand to 1,000 workers. General Electric and GTE Corporation plan
 

similar operations. The Dominican economy, unlike many others in the
 

region, is sufficiently large to support operations of major scale
 

without their becoming "politically visible" due to their size.
 

Other manufacturing possibilities in the near term include
 

footwear (especially shoe parts which are finished in Puerto Rico),
 

medical supplies, pharmaceuticals, leather products (e.g., gloves,
 

handbags, and other accessories), and jewelry.
 

In recent years, a considerable amount of attention has been
 

drawn to the so-called twin plant concept. Under this scheme,
 

companies currently operating in Puerto Rico under the 936 tax
 

provision can set up a complementary plant in the Dominican Republic
 

to take advantage of low wage rates while still maintaining their 936
 
tax advantages. The Dominican Republic has led the field in enticing
 

twin plant operations, of which 20 have been or are in the process of
 

being established. Most of these firms are producing apparel,
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footwear, and electronics, but other goods include medical supplies,
 

food processing, recycled plastics, and candy. Opportunities in twin
 
plant activities should continue to be pursued but with a degree of
 

caution. First, the long-term outlook for the 936 provision is
 
questionable, given U.S. attempts to eliminate this tax benefit.
 

Second, the Dominican Republic's eligibility for twin plant treatment
 

may be threatened by U.S.-imposed financial reporting requirements,
 

which the government is currently unable to meet.
 

Dominican exporters of nontraditional manufactures are for the
 
most part currently limited to subcontracting. This was, in fact, the
 

first step taken by many successful exporters such as the newly
 

industrializing countries. Over the long run, one expect
can 


Dominican producers to move into finished products (e.g., consumer
 

electronics) and to begin direct marketing. In fact, as is the case
 

with Jamaica, Dominican exporters should examine new opportunities in
 
product categories currently dominated by East Asian countries and by
 

U.S.-Mexican "maquiladora" operations. Asian exporters are
 

experiencing declines in competitiveness due to rising wage rates and
 
grad ation from GSP benefits. Potential product lines would include
 

consumer electronics, Christmas lights and ornaments, toys, sporting
 

goods, bicycles, fabricated metals and plastics, kitchenware and
 

flatware, and many other export items. The manufacturing processes
 

required for these commodities offer, over time, increasing
 

opportunities for "backward linkages" and local sourcing of inputs.
 

In conclusion, the outlook for nontraditional exports produced in
 

the Dominican Republic will remain bright so long as domestic economic
 
conditions (primarily wages and exchange rates) support price
 

competitiveness, and so long as U.S. markets remain open to Dominican
 

goods. The export sector has taken hold, and has gradually captured
 

the imagination of both the government and the business community.
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V. ACTION RECOMMENDATIONS 

A. Streamline Inveatment/Export Policies
 

The levnl of fiscal incentives provided to investors and
 
exporters is sufficient and competitive by regional and world
 

standarcu. In fact, in some cases (e.g., perpetual tax holidays) the
 

incentives might even be excessive from national
a interest
 

perspective. Nonetheless, the policy structure is based on a complex
 

web of laws and decrees and is administered by a host of government
 

and quasi-government agencies. To facilitate business decisionmaking
 

and ongoing management, the government should consider a legal/
 

institutional policy reform that streamlines the 
 structure and
 

administration of investment and export promotion policies. One
 
method for achieving this goal would be the creation of a high level
 

locus of decisionmaking for reviewing current regulations and
 

designing a comprehensive new system. This investment/export
 

commission; council, or agency would be vested with responsibility to
 

direct the country's shift toward a complete export orientation.
 

B. Reform Customs Procedures and Administration
 

While ackncwledging the constraints placed on a country suffering
 

from chronic foreign exchange shortages, the government should over 
time seek to improve the customs process, which currently deters 
nontraditional export growth. To a certain extent this will require
 

an educational/training program to sensitize customs officials on the
 

needs of exporters. However, effective reform will depend on the
 

achievement of the more difficult objectives of reducing discretionary
 

treatment and corruption, and expanding the government's ability to
 

enforce existing regulations.
 

C. Enhance Capital Availability
 

The country's financial market faces a basic dilemma in that
 
borrowers complain 
 of high interest charges and collateral
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requirements, whereas lenders claim that pursuing a loan default claim
 

is extremely difficult. Expanding and deepening capital markets is a
 
long-term proposition which requires good macroeconomic and company

specific performance and increasing trust on the part of all market
 

participants. Long-term capital is needed in the Dominican Republic
 

in order to finance additional factory space and equipment, and
 

short-term funds are required 
to cover working capital for larger
 

export transactions. Efforts by the government, the private sector or
 

the donor community to extend ndditional capital to legitimate firms
 

with proven performance would generate considerable dividends for the
 

economy as a whole.
 

D. Initiate Management/Marketing Training Programs
 

As in many countries in the region, Dominican exporting companies
 
can be characterized aG having relatively thin management and
 

marketing capabilities. Top-level executives are often responsible
 

for all facets of their firm's operations, including production,
 

administration, and marketing. Programs 
to train middle-level
 

managers would yield positive long-term results. Loca2 agricultural
 

and manufacturing companies have also benefited significantly from
 

on-the-job training and consulting provided by expatriates on a short

term basis, but these services are often prohibitively expensive.
 

Finally, the U.S. government could assist Dominican exporters by
 

establishing an unchanging set of "rules of the game" for 
import
 

policies and procedures and by disseminating this information in a
 

clear and comprehensive fashion.
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----- ----------------------------------------------------------------------------------------------

DOMINICRN REPUBLIC
 
EXPORTS FOB BY 2-DiGIT SITC CODE
 
IN THOUSRNDS OF U.S. DOLLARS
 
1978 - 1983
 

SITC
 
CODE DESCRIPTION 1978 1979 1980 1981 1982 1983 
----- ----------------------------------------------------------------------------------------------

Total exports 603,733 748,486 706,906 991,088 627,726 648,306 

0 Food and live animals 398,665 472,737 479,891 
 716,044 490,427 462,936
01 Meat and preparations 2,363 3,504 2,886 
 8,500 6,846 6,720
04 Cereals and preparations 2,400 
 628 890
05 Fruit and vegetables 22,152 19,841 25,623 
 30,235 29,128 31,688
06 Sugar, honey and preps. 
 181,433 206,603 307,539 
 538,084 283,600 275,734
07 Coffee, tea, cocoa, spices 184,862 235,347 134,476 126,403 
 156,834 137,236
09 Misc. food preparations 4,066 4,655 5,682 8,118 8,520 
 7,483
 

I Beverages and tobacco 46,681 53,976 34,376 67,753 
 24,571 25,690
12 Tobacco and mfrs. 46,290 53,873 34,101 67,387 
 24,378 24,140
 

2 Crude matls. excl. fuels 26,993 24,757 22,865 20,399 
 9,447 4,013
27 Fertilizers 
 2,308 2,301 2,621 
 2,660 2,307 1,661
29 Metalliferous ores, scrap 23,568 21,352 18,969 
 16,017 5,466 46
 

4 Rnimal, vegetable oil, fat 4,052 3,345 
 695
 
42 Fixed vegetable oil, fat 3,296 
 2,559
 

5 Chemicals 
 34,884 39,823 41,656 
 43,264 34,801 26,001
51 Chemical elements, compounds 30,590 27,954 20,873 26,478 25,507 22,550
56 Fertilizers manufacture 
 3,531 10,891 19,636 15,706 7,469 1,790
 



---------------------------------------------------------------------------------------------------

--------------------------------------------------------------------------------------------------------------

DOMINICAN REPUBLIC, continued
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSANDS OF U.S. DOLLARS
 
1978 - 1983
 

SITC
 
CODE DESCRIPTION 1978 1979 
 1980 1981 1982 1983
 

6 
66 
67 
69 

Basic manufactures 
Nonmetal mineral mfs. nes. 
Iron and steel 
Metal manufactures nes. 

79,500 
794 

74,056 
31454 

129,140 
2,026 

123,486 
2,372 

110,143 
4,936 

102,105 
2,071 

123,956 
6,055 

110,544 
3,282 

35,067 
6,580 

24,211 
3,232 

914,410 
2,335 
83,468 
2,762 

7 
71 
72 

Machines, transport equipment 
Machinery, nonelectric 
Electrical machinery 

3,668 
2,269 
1,048 

14,463 
5,236 
7,280 

4,591 
2,836 
1,259 

8,631 
6,665 
11281 

21,848 
15,115 
3,914 

28,908 
20,551 
3,484 

uL 
B 
83 

Misc. manufactured goods
Travel goods, handbags 

9,259 
6,809 

10,150 
6,126 

9,680 
6,235 

10,146 
61040 

10,817 
6,281 

9,736 
5,507 



Quantifiable Determinants of Non-traditional Exports
 
DOMINICAN REPUBLIC
 

1963-1986
 

1963 1964 1965 1966 1967
 
TRADE STATISTICS (US$ mm'
 
Merchandise E::ports (FOB) 174.3 179.4 136.7
125.5 156.2
 

Traditional Exports 152.2 162.5 110.2 125.9 
 142.4 
Noi,-trac itiona Exports 22.1 16.9 15.3 10.8 13.8 

Merchandise Imports (FOB) 164.6 202.4 120.7 166.9 174.7
 
lrade balance 9.7 (23.0) 4.8 (30.2) (18.5)

Current Account balance (19.4) (61.8) 42.9 (74.9) (66.2)
 

;S S D :rEST:Z FRODUCI
 

1,009.1 1,123.3 954.4 1,074.3 1,121.6

Gb; Gro.th (Nominal) 11.7 (15. ) 12.6 4.4 
G£'F (',19> prces 2,555.3 2,659.8 2,370.5 2,681.3 2,772.3 
GDF G,-otth (Real) 4.1 (19.9) 13.1 3.4
 

CAFi AL FE 1MAcT1Ot 

Fixec Carta. Formation 139.2 187.9 86.8 156.1 160.7
 
Fore:an Direct Investment
 
DcTestic Crejit IS3.8 
 214.4 216.9 223.6 255.3
 

EXCHANGE RATE
 

Exchanoe Rate 
 1.0 1.0 1.0 1.0 1.0
 

FOREIGN DEBT **
 
Externa! De-nt
 

Den Service
 

Debt Service as % of Exports
 

OThEP 
MI 130.2 116.6 135.0 116.1 120.2 
Buao 
GDF 

et Deficit 
DeflEtcr (1986=106) 

(uC.n) (27.1. 
39.5 42.2 

(31.6) 
40.3 

(32.5) 
40.1 

(27.9) 
46.5 

Aii izoures in millions of Dominican pesos unless otherwise specified. 
M i1lior,s of SRs 

** M'i1Iions o{ US$ 
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DOMINICAN REPUBLIC
 
continued
 

1968 1969 1970 1971 1972 
TRADE STATISTICS (US$ mm) 
Merchandise Exports (FOB) 163.5 183.4 214.0 240.7 347.6 

Traditional Exports 145.3 162.9 18E.4 211.9 306.5 
Ncn-traditional Exports 18.2 20.5 25.6 28.8 41.1 

Merchandise Imports (FOB) 196.8 217.2 278.0 309.7 337.7 
Trade Be1ance (33.3) (33.8) (64.0) (69.O) 9.9 
Current Account Balance (75.2) (84.7) (101.9) (129.4) (47.1) 

GD SE DGMESIC FFOuCT
 
C""!; 1,149.4 1,344.5 1,485.5 1,666.5 1,987.4
 
GEF Growth (Ncmlndl) 2.5 17.0 10.5 12.2 19.3
 
CDF (1E' prices) 2,785.8 3,125.9 3,39-.1 3,760.7 4,151.6
 
* P 	Grcwth IReCl- 0.5 12.2 8.5 10.9 10.4 

[EFiTAL FiFIIATION 
Fixed Capital Formaetion 165.9 220.1 245.9 293.7 426.7 
FO-elQr Direct Investment * 
Domestic Credit 	 314.3 363.7 407.4 479.7 572.2 

E A NE F.ATE 
E charce Fi te 1.0 1.0 1.0 1.0 1.0 

FCFEI3rN DEET 4* 

E>-ternal Debt 
Deot Service 
Dert Service as % of Exports 

OTHE9
 

Mi 139.1 149.3 171.7 188.1 222.5
 
Bud-e- De'icit (13.3) (16.1) (10.1) (19.7) (3.2)
 
GD De4la'or f180=100) 41.3 43.0 43.8 44.3 47.9
 

All 	figures irn miliions of Dominican pesos unless otherwise specified. 

Millons cf c,'R, 
h illions US$rs of 


-27



DOMINICAN REPUBLIC
 
continued
 

1973 1974 1975 1976 1977
 
TRADE STATISTICS (US$ mm;
 
Merchandise Eports (FOE) 442.1 636.8 716.4
893.8 780.5
 

Traoitional Exports 396.7 583.8 829.9 635.4 706.8 
Nor-traditional Exports 45.4 53.0 63.9 81.0 73.7 
e~crancise imports (FIB) 421.9 673.0 76 .6772.7 849.3
 

Trade Balance 
 20.2 (36.2) 121.1 (47.2) (68.8) 
CL.rrent A:COLnt Balance (96.6) (240.9) (72.8) (129.2) (128.6) 

GJF 2,344.7 2,931.2 3.599.1 3,95 .5 4,587.1
 
0: &rn r fN.nm1e1 18.0 25.0 
 22.8 9.8 16.1 
L F v pr1es)c1E-, 4,687.1 4,968.4 5,226.4 5,578.1 5,855.7 
G"F FE2) 12.9 6.0 5.2 6.7 5.0 

CAPITAL FoJAHCN 
V~ea E it&! Formation 497.8 643.6 802.7 78C.3A 93.2 
Fore r iect Inv etTet * 52.0 61.2
 
bD0ret:c [recit 
 702.7 986.1 1,090.2 1,178.1 1,312.2
 

EXrH . E 4TE 
E:chere Rxte 1.0 1.0 1.01.0 1.0
 

FDIElSf, DET * 

Exte-reZ Dett 428.5 575.7 637.1 748.4 918.4 
Service 28.9 34.7 48.9 58.3 68.9 

L-Lt Ser.mce as % o4 Exports 6.5 5.4 5.5 8.1 8.8 

0'r; EP. 
I 260.1 364.2 379.7 390.4 4K..0 
Bud~e c Deficiz (20.b) (41.8) 56.3 (10. ) (0.1) 
GDl [,.4 1ator 1Iq60=100i 50. u 59.0 68.9 70.6 78.3 

Ail ii;Jures Ir mi'iions o4 Dominican pesos unless otherwise speci~led. 
M SD sM'liirs 
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DOMINICAN REPUBLIC
 
continued
 

1978 1979 1980 1981 1982
 
TRADE STATISTICS (USs mm)
 

Merchandise Exports (FOB) 675.5 866.6 961.9 1,188.0 767.7
 
Traditiona. Exports 577.8 764.1 856.6 1,059.6 656.0
 
Non-tacirioral Expcrts 97.7 104.5 105.3 128.4 111.7
 

r'- c-,inc;se Imports (FOB; 862.4 1,137.E 1,519.7 1,451.7 1,257.3 
Trade. i.Ear ce (186.9) (268.9) (557.8) (263.7) (46;.6) 
Current ccount Balance (311.9) (331.3) (669.8) (405.9) '441.9) 

6 6 S5 ['ME TE[ R'3DUCT 
4,734.4 5,498.8 6,630.7 7,266., 7,961.3 

G2, Lrc.ti c:7., a1, 3.2 16.1 20.6 5.E 
r. 	 ; ";6' rrIces) 5,981.3. 6,252.1 6,630.7 6, 1C'.1 7,012.7 

S ,&es.. 2.1 4.5 6.1 4.1 1.7 

'.E-	 1 i.I Pr ;.t i or 1,C.3 E. 1,.7 34 .7 1,566.8 1 , 6 0. 1,54".; 

r:re::;. L ivestCEr.t * 50.8 13.2 7.,2 67.6 11.3" 
Lr : _ rec-t, 1,41-.6 1.635.4 1,563.9 2,;,7.1E.6 2,773.3 

W4,' E 	 7,E 

; 1.0 1.0 1.0 1.0Fete 	 1.0 

L: -e, . E t 1,073.6 1,198.3 1,478.2 1,63&. 0 1,913,3 
Lezt .rv:re9o..7 249.3 156.7 233,.6 260.3 
Ieot Ferice R . oi Exports 13.4 2E.7 16.3 I£.7 3.9 

0 	 E 
; 	 458.0 598.4 57q.6 676.9 715.4 -ee 

ei , (1,59660= 10C) 79.2 88.0 100.0 1 '5.7 113.8 

Ai, {io'-ei n mi lions of Dominican pesos unless otherwise specified.
 

B.i "1 C I t 	 (70.4) 315. 1 (17 2. ) (',8It. 4) (246.6.) 

,I c.= oi 5LX,2S 
** I*iA 1or E o4 US$ 
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DOMINICAN
 
continued
 

TRADE STATISTICS (US$ mm)
 
Merchandise E Pcrts (FOB) 


Traditional Eports 

Non-traditional Exports 


Mer:han-ise Imports (FOB 

Trade BEa arce 

C.rre-: Acccjnt Belance 


G -. -:- L ,' ES -1C F D,jL 

G:,: 

GL GrN.th (rN.inai 

GL,- I prices) 

G2 G'r:wt :ea> 


A~LFL1 -T I rr1 
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JAMAICA
 

I. IMODUCTIOI: THE ECONOMIC CONTEXT
 

In the 1950s and 196 0s, Jamaica's economic strategy centered
 

around developing the 
nation's large bauxite reserves discovered in
 

the 1950s, expanding the tourist industry, and encouraging domestic
 

industry through an import-substitution based industrialization
 

policy. Successful efforts in these areas, combined with a rich
 

agricultural base, enabled Jamaica to obtain annual GNP growth rates
 

averaging 4.4 percent in the 1960s.
 

The oil price rise of 1973, however, was the first in a series of
 

unfavorable internal and external developments which led Jamaica to
 

experience negative growth rates in every year from 
1973 to 1980.
 

Deterioration of the investment climate, unfavorable publicity for the
 

tourist industry, and inappropriate fiscal and monetary policies
 

caused GNP to decline between 1973 and 1980 by 18.3 percent overall
 

and by as much as 25 percent per capita. By 1980, unemployment had
 

grown to over 30 percent of the labor force, and inflation reached
 

nearly 30 percent per year.
 

Several domestic factors help explain Jamaica's poor economic
 

performance in the 1970s. The Manley administration was elected in
 

1972 on a platform of "democra'i. socialism" aimed at diversifying the
 

economy, reducing urban unemployaent, and redistributing income. The
 

People's National Party (PNP) increased government spending without
 

correiponding increases in revenue, which eventually contributed to a
 

25 percent average annual inflation rate over the 1976 to 1980 period.
 

The PNP government increased foreign borrowing and drew down 
its
 

foreign exchange reserves to 
the point where, by the mid-1970s,
 

shortages of foreign exchange caused cutbacks and closings of dozens
 

of factories for lack of imported raw materials, equipment, and spare
 

parts. The PNP government's nationalistic policy toward the bauxite
 

mining companies also contributed to the economic decline.
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In 1980, the government which had presided over the decline, the
 

People's National Party led by Michael Manley, was voted out of office
 

in favor of the Jamaica Labour Party. The new Prime Minister, Edward
 

Seaga, has sought to increase investment and exports in order to
 

revitalize the Jamaican economy. Jamaica's investment and export
 

incentive laws have been reformed, and investment promotion offices 

have been established locally and overseas. The government also 

strengthened Jamaica's political and economic ties with the United 

States, Jamaica's main trading partner. These efforts resulted in 

initial successes. For example, GNP grew by 2.0 percent in 1981 and 

by an estimated 3 percent in 1902, which represent significant 

achievements given the depressed condition of the world economy over 

the period. Since 1983, however, this forward momentum was halted due 

to a number of factors, primarily shortages of foreign exchange. In 

addition, many of the reforms promised by the Seaga government were 

not implemented, which dampened investor confidence. Driven largely 

by reduced production from the mining sector, Jamaica's real output 

stagnated in 1984 and fell by 3.7 percent in 1985. 

II. TRADE AND PAYMENTS PROFILE
 

The composition of Jamaica's external trade falls into a pattern
 

prevalent in many small developing countries -- heavy dependence on a
 

wide range of imported goods to meet production and consumption needs,
 

and an equally heavy dependence on a select number of commodity
 

exports to earn needed foreign exchange. Most raw materials,
 

machinery, and parts used by Jamaica's industry are imported, and a
 

large portion of consumption goods are also of foreign origin. In
 

1985, Jamaica's imports of goods and services amounted to as much as
 

two-thirds (66.5 percent) of the nation's gross domestic product, a
 

share that has risen from about one-third in the late-1960s to about
 

one-half in the early 1980s, and now to its current level. The
 

implication of this import dependence is that if for whatever reason
 

foreign purchases of food, raw materials, capital goods and consumer
 

goods cannot be maintained at appropriate levels, then the entire
 

economy will experience commensurate, almost immediate consequences.
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To finance the imports required to sustain the nation's economy,
 

Jamaica has relied on export earnings generated from a highly
 

concentrated set of minerals and agricultural commodities. More
 

specifically, sales of bauxite and alumina (the raw material and
 

intermediate material, respectively, used in producing aluminum), and
 

sugar have traditionally made up the lion's share of Jamaica's total
 

exports. These three commodities accounted for 78.0 percent of total
 

Jamaican merchandise exports in 1970 and as much as 84.0 percent in
 

1980, before declining to 74.0 percent and 63.0 percent, respectively,
 

in 1984 and 1985.
 

The diverse commodity requirements on the import side of the
 

equation and concentrated commodity dependence on the export side
 

necessarily create an extremel) high degree of vulnerability. That
 

is, the performance and prospects of the Jamaican economy as a whole
 

are strongly vulnerable to shifts in supply/demand conditions and
 

policies in the aluminum and sugar markets.
 

Jamaica's balance of payments structure is also typical of that
 

of many developing countries. Recurrent trade and current account
 

deficits are offset by inflows of official and private capital. Since
 

1961, Jamaica's merchandise trade balance has recorded deficits in
 

every year except 1977 and 1978. Trade in services has also resulted
 

in net deficits, despite significant earnings in tourism. Tourist
 

expenditures have risen steadily from an average U.S.$70 million per
 

year in the late 1960s to a level of U.S.$400 million in 1984 and
 

1985. While tourism is clearly an important generator of employment,
 

the foreign exchange contributions of the tourism sector are negated
 

to a certain extent by the large import bills incurred to support the
 

industry. The financing of current account shortfalls has been
 

accomplished through capital inflows, largely in the form of official
 

government borrowings.
 

Cyclical trends in Jamaica's merchandise trade balance reflect
 

changes in international prices of oil, bauxite and sugar. Import
 

levels peaked in 1975 and again in 1981 due to the escalation of oil
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prices, and declined thereafter. Export performance followed a
 

similar pat'arn, with peaks occurring in the mid-1970s and early
 

1980s.
 

Long-term trends in Jamaica's trade balance are more ominous.
 

Exports kept pace with imports in the 1960s, with the former growing
 

at an average annual rate of 9.4 percent and the latter by 10.6
 

percent. In the decade of the 1970s, export expansion of 12.1 percent
 

annually actually exceeded the 9.1 percent rate recorded for Jamaican
 

imports. 
 In the first half of the 1980s, however, the situation was
 

reversed. While imports fell modestly (0.1 percent on average) in the
 

1980-1985 period, exports dropped precipitously, by an average annual
 

rate of 11.0 percent, from U.S.$963 million in 1980 
to only U.S.$570
 

million in 1985. 
 When this latter figure is netted against Jamaica's
 

1985 import bill 
of U.S.$999 million, the result is a merchandise
 

trade deficit of U.S.$429 million.
 

To finance Jamaica's external financial shortfall, the government
 

has not drawn down the nation's foreign exchange reserves, which at
 

U.S.$175 million as of the end of June 1986 are sufficient to cover
 

only about two months of imports. Instead, deficits have been funded
 

by a combination of foreign assistance (unrequited transfers) and
 

foreign borrowing, most of which consists of official borrowing from
 

bilateral and multilateral lending institutions. As a consequence,
 

Jamaica's external debt has 6rown steadily over the past decade, from
 

U.S.$529 million in 1974 to nearly U.S.$2.0 billion at the end of
 

1983. Over three-quarters of the latter figure represents
 

indebtedness to foreign official creditors.
 

This brief external sector profile provides convincing evidence
 

that Jamaica faces a major challenge to develop existing and new
 

sources of foreign exchange earnings. Tourism may expand in the years
 

ahead, but the consensus among experts is that such gains will be only
 

marginal. Therefore, the principal responsibility for generating the
 

additional 
 foreign exchange will fall on traditional and
 

nontraditional exports, which are examined in greater detail below.
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A. Traditional Export Performance
 

Jamaica's "initial" traditional export was sugar, with the
 

British operating the island as a plantation colony. The discovery of
 

large bauxite reserves in the mid-1 )50s led to the development of a
 

major bauxite/alumina complex, which by the following decade became 

the dominant factor in Jamaica's exports and overall economic 

development. 

Aluminum is the most recently discovered of the common metals
 

used industrially in large quantities. In less than a century,
 

commercial use of aluminum has by any measure surpassed all other
 

metals except iron and steel. Aluminum's properties of light weight,
 

high electrical and thermal conductivity, corrosion resistance, and
 

casting capabilities have led to the use of the metal in a wide range
 

of industrial, construction, and consumer good areas.
 

The production of aluminum from bauxite is a two-step process:
 

Bauxite is first refined to obtain its oxidized form, alumina, which
 

in turn is smelted into aluminum. The smelting process requires large
 

quantities of electricity.
 

With reserves in excess of 500 million tons, Jamaica has since
 

the late 196 0s ranked as one of the largest bauxite/alumina producers
 

in the world. Over time, Jamaican bauxite was mined by most of the
 

largest aluminum companies, including the following ventures: Alcan
 

Jamaica, Alumina Partners of Jamaica, the Kaiser Bauxite Company,
 

Reynolds Jamaica Mines, and Alcoa Minerals of Jamaica. Jamaica' s
 

exports of bauxite and alumina expanded throughout the 1960s and early
 

1970s. In the late 1970s, Jamaica's production accounted for
 

approximately 20 percent of world output.
 

However, the long-term growth potential of the industry was
 

dampened by increases in energy prices, which lifted production costs,
 

and by the imnosition in Jamaica of a production levy in 1974.
 

Foreign exchange earnings from bauxite peaked in 1978 at U.S.$234
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million, and declined continuously thereafter to U.S.$77 million in
 

1985. Alumina sales grew rapidly throughout the latter 1970s,
 

reaching a 'eak of U.S.$589 million figure in 1981. The 
severe
 

recession sparked by the second round of oil price rises reversed that
 

trend, resulting in an ultimate 65 percent fall in alumina earnings,
 

to U.S.$212 million in 1985.
 

The precipitous decline in energy 
prices in 1986 may contribute
 

to a global economic "recovery" and to a reduction in electricity
 

costs, thereby stimulating demand for aluminum in the near term. 
 Over
 

the longer term, however, the prognosis for basic materials such as
 

aluminum is not particularly good. The increasing use of new
 

technologies and advanced materials has diminished long-term demand
 

for basic minerals, in what is increasingly being called the end of
 

the "era of materials."
 

Jamaica's performance in bauxite and 
alumina was adversely
 

affected 
 in recent years by the closures of several companies
 

(Reynolds, Alpart, and Alcoa) and by the completion of shipments 
to
 

supply the U.S. strategic stockpile. According to most forecasts, the
 

outlook for Jamaican bauxite sales is for very modest growth to
 

perhaps U.S.$90 million per year over the next five years. 
Exports of
 

alumina are generally expected to rise more rapidly, by perhaps
 

7.0-8.0 percent annually, over this period. Even under the most
 
optimistic of scenarios, however, the bauxite/alumina industry cannot
 

be expected to fill more than a 
small portion of the current and
 

anticipated gap in Jamaica's foreign exchange requirements.
 

Jamaica's second major traditional export is sugar. Over the
 

past fifteen years, sugar has exhibited lackluster export performance,
 

with annual earnings averaging about U.S.$50 million. The only
 

exceptions occurred in 1974 and 1975, when quantum rises 
in world
 

sugar prices resulted in Jamaican sugar exports of U.S.$82 million and
 

U.S.$154 million, respectively. Over the next five years, the annual
 

volume of sugar 
sales is expected to remain relatively constant,
 

leading to annual earnings of approximately U.S.$50 million.
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A number of other agricultural, mining, and manufactured products
 

are classified as traditional exports by the government. 
The combined
 

earnings of these exports totalled U.S.$42 million in 1985, or about
 

11 percent of total traditional exports.
 

Traditional agricultural exports consist of bananas, citrus
 

fruit, coffee, cacao, and pimentos. Sales of bananas have fluctuated
 

over the past fifteen years from highs of U.S.$18 million to a low of
 

under U.S.$2 million, and have leveLed off to an 
annual average of
 

about U.S.$5 million in recent years. Citrus exports have remained
 

stagnant at about U.S.$1 million annually. Foreign sales of coffee,
 

cacao, and pimentos have also fluctuated, and when combined contribute
 

about U.S.$10-20 
million per year. While some gains in traditional
 

agriculture exports are possible over time, they are not expected 
to
 

be significant.
 

Other than bauxite and alumina, Jamaica's only traditional mining
 

export is gypsum, which is used in making plaster and plasterboard.
 

Annual exports have remained relatively constant at around U.S.$1
 

million.
 

Jamaica's traditional exports of manufactures are essentially
 

processed agricultural products. These 
include rum and processed
 

forms of citrus fruits, coffee, and cacao. Sales of rum have
 

stabilized in the range of U.S.$8-10 million per year. 
 The remaining
 

three traditional "manufacturing" categories o' citrus, coffee, and
 

cocoa 
products contribute a combined total of approximately U.S.$7
 

million annually.
 

In general, ignoring cyclical fluctuations, Jamaica's traditional
 

export sales grew by an average rate of 10 percent per year from 1970
 

to 1961, from U.S.$289 million to U.S.$842 million. This healthy
 

growth was largely responsible for sustaining the domestic economy and
 

financing imports. 
 Since 1981, however, total traditional exports
 

have steadily declined, at an average annual rate of 22 percent
 

through 1985. Total traditional exports of U.S.$381 million in 1985
 

are 
less than one half of the sales recorded in the peak year of 1981.
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The future prospects of Jamaica's traditional export sector can
 

be characterized as at best only moderately good. Sales of bauxite
 

and alumina could recover to a certain extent, but will depend on the
 

combination of world economic recovery and a continuation of
 

relatively low energy prices. Any expansions of other traditional
 

exports are likely to be modest. Therefore, the Jamaican economy will
 

have to rely on growth in nontraditional exports to meet its foreign
 

exchange requirements.
 

B. Nontraditional Export Performance
 

Jamaican exports of nontraditional goods have grown steadily over
 

the past 15 years, at an average annual rate of 8.3 percent, but this 

expansion has been insufficient to take up the slack of declining
 

traditional exports. The nontraditional product share of total
 

exports has more than doubled, from 13.9 percent in 1970 to 28.8
 

percent in 1985.
 

Jamaican nontraditional exports can be classified as foodstuffs,
 

beverages and tobacco, crude materials, apparel, or other. Each of
 

these product groups faces a different set of circumstances,
 

constraints, and opportunities.
 

Jamaican sales of foodstuffs consist of winter vegetables (sweet
 

peppers, tomatoes, onions, okra, pumpkins, and other vegetables),
 

staples (cassava, sweet potatoes, and yams), avocadoes, and various
 

food preper~t2,ns. Taken together, these exports rose from U.S.$8
 

million in 1970 to U.S.$t29 million in 1985.
 

Winter vegetalles destined for U.S. markets have for a number of
 

years been considered to hold great promise, but these high
 

expectations have not been fulfilled. Two private winter vegetable
 

projects have failed, and the Spring Plain project operated by 
an
 

Israeli group went bankrupt in mid-1986. Several reasons were given
 

for these failures. The crop yields were not as high as had been
 

hoped. The domestic infrastructure and transportation system are not
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sufficient to handle this highly time-sensitive industry, which
 

requires that vegetables reach their ultimate markets in approximately
 

one day. In addition, external freight costs are high and follow
 

irregular schedules. Finally, the costs of marketing winter
 

vegetables, estimated at around 1.6 
 times the cost of actual
 

production, pare back the margins of the fartming operation. 
In spite
 

of these difficulties, an additional experiment is currently being
 

considered.
 

Exports of food staples, particularly ynms, have grown steadily
 

in recent years, but their market potential is limited. The
 

production of avocadoes has also expanded, but from a very low base.
 

The final category of "other food exports" includes a wide range
 

of prepared food items, such as jams and jellie., sauces, bulk
 

processed food, and ethnic food preparations. A number of new
 

products have been developed in recent years and are currently being
 

actively marketed. 
 The prospects for processed foods are viewed as
 

reasonably good but limited. Successful marketing of processed foods
 

is critically dependent on attractive packaging i.nd sophisticated
 

product presentation. Jamaican producers have historically paid
 

little attention to packaging since they enjoyed a captive local
 

market. As a result, 
 canning and packaging capabilities are
 

considered pcor by international standards, and would have to be
 

improved to capture foreign market shares. Additional problems
 

include high unit prices lue to small scale operations, outdated
 

machinery, and high-cost inputs other than the food itself. 
If these
 

constraints are effectively add.essed, the long-term outlook for such
 

products as juices, concentrates, snack foods, preserves, sauces and
 

ethnic foods is for gradual increases in sales, but not in volumes
 

that will have any material impact on total exports.
 

Jamaican tobacco, cigars, and beverages (primarily non-rum
 

alcoholic beverages) have been sold internationally for decades, but
 

are considered to be "nontraditional" by the government. These
 

exports have been relatively stagnant in the U.S.$20 million range for
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the past decade. Efforts are currently under way to expand sales of
 

cigars, liqu.urs, and beer, but these products face stiff competition
 

and restrictive trade barriers.
 

Jamaican exports of crude materials consist of horticulture
 

products (cut flowers), foliage, and an assortment of other animal and
 

vegetable materials. Sales of cut flowers have never exceeded U.S.$1
 

million in value, but are considered by local entrepreneurs to have
 

some potential for growth. The export receipts obtained by sales of
 

other crude materials have declined in recent years.
 

The most vibrant sector of nontraditional export sectors by far
 

is that of textiles and other forms of light manufacturing. Jamaica's
 

exports of wearing apparel have an extensive history, reaching back
 

decades, but until the recent past, the majority of clothing sold was
 

of relatively low cost and quality and intended to serve the Caribbean 

Common Market (Caricom). As a result, exports of apparel stagnated at 

annual levels of U.S.$4-8 million from 1970 to 1981. Since that time, 

new investments have been made, especially in the Kingston Free Zone, 

to assemble garments for U.S. markets under 807 provisions. Exports 

of apparel have grown from U.S.$7 million in 1981 to as much as 

U.S.$36 million in 1985, at a compound annual rise of 50 percent. In 

fact, this latter figure may even be understated, since U.S.
 

statistics show wearing apparel and accessories imports from Jamaica
 

at over U.S.$54 million.
 

The apparel industry accounts for three-quarters of the factory
 

space and 85 percent of the Kingston Free Zone's labor force of 7,000.
 

Nine of the Free Zone's current list of tenants are apparel companies,
 

including the Asian-owned East Ocean Textiles Limited, which enoloys
 

4,000 people. Jamaica's clothing producers have in the period of
 

several years developed sufficient experience and marketing contacts
 

to obtain larger, longer-term contracts and increasingly stable
 

relationships with their North American buyers. In addition, the
 

demonstration effect has worked to attract new investments in apparel
 

production, primarily from entrepreneurs from the Far East who face
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quota limits in their home countries. From a purely economic
 

standpoint, the prospects of the apparel industry in Jamaica are
 

excellent. The only major factors that could. contain the growth of
 

clothing exports in the long run are a significant rise in U.S.
 

dollar-equivalent wage rates (resulting from either rising local
 

currency wage rates or overvaluation of the Jamaican dollar), or trade
 

restrictions (through quotas or elimination of 807 provisions) in the
 

United States.
 

The final category of Jamaica's nontraditional exports is known
 

as "other" and consists of a wide range of miscellaneous manufactured
 

products such as furniture, metal fabrication, machinery, electronic
 

switchgear, etc. This amalgam of goods recorded exports of U.S.$24
 

million in 1970, rose to a peak of U.S.$105 million in 1975,
 

fluctuated widely over the past decade, and totaled U.S.$65 million in
 

1985.
 

Jamaica's miscellaneous manufactures, which have exhibited strong
 

growth and are expected to continue to rise, are increasingly targeted
 

at the U.S. market. For the period preceding the 1980s, these various
 

products were oriented toward serving the Caricom market, which is
 

limited in size and volatile in nature. There was little market

driven inducement to increase the quality of products, and economies
 

of scale were not possible to achieve. Over the past few years, sales
 

of these manufactures to members of Caricom (primarily Trinidad and
 

Tobago) have rapidly declined. Consequently, Jamaican producers have
 

shifted their emphasis and product mix toward the United States
 

market, involving labor intensive production techniques and high
 

volume output. The products included in this new orientation are
 

discussed later in this report, but initial indications show that a
 

rapid takeoff of these nontraditional exports is clearly possible.
 

In conclusion, Jamaica's historical trade strategy was aimed at
 

selling traditional commodities (bauxite, alumina, sugar, and bananas)
 

to industrial countries, and exporting the majority of nontraditional
 

products to other developing countries, primarily its neighbors in the
 

-11



Caribbean region. By one measure, in 
as late as 1980, 40 percent of
 

Jamaica's nontraditional exports was shipped to Caricom countries.
 

This share fell to only 29 percent in 1985. In the same years, the
 

U.S. share of Jamaica's total nontraditional exports grew from less
 

than 18 percent to 34 percent. This shift reflects not only economic
 

realities prevalent in the region, but also new opportunities opened
 

by various incentives offered under the rubric of the Caribbean Basin
 

Initiative and through other preference provisions.
 

III. DETERMINANTS OF EXPORT PERFORMANCE
 

The export performance of any country is the result of a host of 

macroeconomic, microeconomic, and policy variables. A number of basic
 

determinants -- resource endowments, comparative costs, product
 

quality, marketing expertise, etc. -- hold true across the board for 

all competitors in international markets. Other variables relate to
 

the specific experience of an individual nation. The following
 

discussion reviews those factors, determined through independent
 

analysis and raised in interviews with Jamaican exporters, which are
 

considered to 
exert the strongest impact on Jamaica's nontraditional
 

export performance.
 

A. Macroeconomic Determinants
 

FOREIGN DEMAID. As with all other exporting countries, the most
 

critical determinant of export performance is levels of effective
 

demand for, Jamaican products. International demand for aluminum
 

clearly swamped all other variables affecting Jamaica's sales of
 

alumina and bauxite, and the same holds true for sugar and other
 

traditional exports. For nontraditional exports, declining incomes
 

and demand in Caricom has in the recent past adversely affected
 

Jamaica's regional sales.
 

On the positive side, the large U.S. market and the opportunities
 

opened by the CBI program and other provisions have opened a vast
 

market for Jamaican producers of the "new" variety of nontraditional
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exports (e.g., apparel, leather goods, electronics, etc.). However,
 

this demand is in large part policy-determined, and is highly
 

vulnerable to protectionist shifts in U.S. policies.
 

FOREIGN EXCHANGE RATE. Jamaica's nontraditional exports would
 

without question not be internationally competitive if the government
 

had not abandoned the fixed exchange rate regime which in the late
 

1970s and early 1980s led to significant overvaluation. In 1983, the
 

government adopted a managed floating rate system based on weekly
 

auctions conducted by thp Bank of Jamaica. The exchange rate has
 

declined from J$1.78 per U.S. dollar in 1982 
to rates in the range of
 

J$6.3-6.6 per U.S. dollar at the end of 1986. Current 
rates are
 

generally considered to be reflective of the true value of the
 

Jamaican dollar 
-- the current official exchange rate is now roughly 

the same as the "black market" rate -- although some slippage toward 

overvaluation (due to domestic inflation of about 25 percent) has
 

occurred. Overall, 
however, the current exchange rate has attracted
 

foreign and local investors interested in producing labor-intensive
 

products, since Jamaica's U.S. dollar equivalent wage rate is
 

considered competitive.
 

LABOR RESOURCES AND (OSTS. Jamaica's labor force is abundant, 

relatively well educated and skilled, and inexpensive. SRI 

interviewed executives in a wide range of nontraditional export 

industries, including apparel, leather goods, electronics, foodstuffs, 

furniture, and others. These executives unanimously gave high marks 

to the Jamaican workforce for trainability, low turnover, and 

productivity. Workers respond well to production (quality and
 

quantity) incentives offered by a number of exporters interviewed.
 

Wages are relatively low, starting at about J$75 (U.S.$11.50) per
 

week for unskilled workers and moving up to about $300 (U.S. $46.15)
 

per week for laborers with higher skills and more experience.
 

Jamaica's reputation for labor union militancy is not borne out by the
 

recent experience of export industries, according to executives in
 

those firms. While the labor movement remains strong, and
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continuously attacks employers (especially those in the Kingston Free
 

Zone) for "exploitative" wage rates, executives ascribe these protests
 

to the unions' attempts to retain their membership rolls, which have
 

been declining due to Jamaica's economic stagnation. Overall, from
 

the perspective of nontraditional exporters, Jamaica's labor force
 

constitutes a highly positive factor contributing to their ability to
 

expand sales.
 

DOMESTIC ECONOMIC ACTIVITY. From 1971 to 1985, the aggregate 

output of Jamaica's productive sectors (agriculture, mining, 

manufacturing, and construction) declined by a total of 42 percent as 

expressed in constant prices. This trend has had detrimental effects 

on Jamaica's population, which has suffered from falling standards of 

living. To a limited extent, this slack has been taken up by
 

increases in the size of the services sector, especially government,
 

but the latter growth has resulted in higher government budget
 

deficits and external indebtedness.
 

From the standpoint of nontraditional export prospects, Jamaica's
 

economic decline has ironically laid the groundwork for what might
 

prove to be long-term export growth. The weakening or stagnation of
 

Jamaica's traditional "basic" industries (mining, sugar production, 

and tourism) has forced both the government and the business community 

to pursue an alternative source of income -- nontraditional exports. 

Shifts from an import substitution strategy to export promotion 

policies have begun, although they are far from complete. 

Entrepreneurs are considering and developing products based on 

Jamaica's true comparative advantages favoring labor-intensive 

production. Finally, the labor force has adjusted its attitudes and 

demands downward to reflect current economic realities. In short, the 

falling rents generated by Jamaica's natural resource (bauxite) 

abundance have created a situation similar to that initially faced by 

the East Asian NICs, which were forced to rely on their labor forces 

to create exports and income.
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CAPITAL FORMATION/AVATTABILITY. High fiscal deficits and
 

external indebtedness, as well as governmental intervention in
 

financial markets have led to a general shortage of capital at
 

appropriate rates 
 and maturities for productive enterprises.
 

Historically, Jamaica's bauxite/alumina operations contributed 
not
 

only income and foreign exchange, but also inflows of foreign capital.
 

A large portion of these funds 
have flowed out of Jamalca over the
 

past decade as foreign producers closed their operations.
 

In recent years, economic decline has dampened profits and
 

savings. In addition, growing government budget deficits have placed
 

increasing pressure on available financial resources. Finally, while
 

the government's monetary policy is appropriate for seeking price
 

stability and international financial objectives, the resulting
 

interest rates (currently about 25 percent for commercial borrowing)
 

are onerous for entrepreneurs attempting to secure either long-term
 

capital or short-term working capital. The general dearth of
 

financial capital is a fact of life in most developing countries; it
 

has in Jamaica acted as a deterrent to nontraditional export ventures.
 

B. Microeconomic Determinants
 

ROLE OF KINGSTON FREE ZONE. Inaugurated in 1976, the Kingston
 

Free Zone has been in operation for slightly over one decade. Levels
 

of activity in the zone were initially low, but have expanded rapidly
 

in recent years, 
to the point where the zone's 20 resident companies
 

now employ 7,000 people. The zone generates about J$19 million
 

(U.S.$3.0 million) per month in exports, and approximately one-half of
 

Jamaica's total exports of apparel. 
 The zone offers a 100 percent tax
 

holiday and duty free entry of raw materials e-nd machinery. The
 

importance of the zone has been its "demonstration effect," indicating
 

to other Jamaican comrinies that a nontraditional export orientation
 

can indeed prove profitable.
 

FACTORY SPACE. The lack 
of adequate factory space represents a
 

major constraint to Jamaican exporters. The Kingston Free Zone is
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fully subscribed, and a long list of applicants for 807-type
 

operations awaits factory space. A second fr .r zone has been
 

established in Montego Bay, but construction is progressing slowly.
 

INFRASTRUCTURE. In addition to the dearth of suitable factory
 

shells, local exporters complain of general infrastructure problems.
 

The poor quality of the domestic transportation system and the lack of
 

adequate utilities services are considered to place Jamaican producers
 

at a competitive disadvantage.
 

TRANSPORTATION COSTS. Exporters uniformly complained of high
 

costs for shipping and air transportation. Executives claim that the
 

shipping costs from Jamaica to New York a:-e 
in the area of U.S.$1,600 
for a 40 foot container, compared to only U.S.$800-1,100 per container
 

from Taiwan. SRI contacted shipping companies to obtain rates,
 

however, and found that while the $1,600 figure for Jamaica holds, the
 
cost of shipping a container from Taiwan is $4,470. Although there
 

appears to be a misperception of comparative costs, the issue of high
 

freight charges and uncertain schedules has been raised as a basic
 

constraint throughout the Caribbean region.
 

ELECTRICITY COSTS. Electricity charges are considered onerous to
 
nontraditional exporters, who claim that the pricing structure
 

subsidizes consumers at the expense of manufacturers. In addition,
 

current rates are based on an oil price of $30 per barrel, with the
 

government absorbing the benefits created by lower oil prices.
 

SOURCING LOCAL INPUTS. The majority of Jamaica's nontraditional
 

exporters import virtually all of their raw materials, components, and
 

machinery. As a result, the only added value associated with their
 

operations is the labor input, thereby limiting the economic benefits
 

to Jamaica. All executives interviewed, however, expressed an
 

interest in sourcing locally, but have encountered two sets of
 

problems. First, because their 100 percent export operations benefit
 

from a preferred status, the documentation required for local sourcing
 

is as complex as that for importing inputs. Firms operating in the
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free zone indicate that the paperwork associated with commercial
 

transactions with companies outside the zone precludes local sourcing.
 

The second problem facing exporters relates to prices and quality.
 

Exporters would prefer to purchase inputs (e.g., buttons, elastic,
 

packaging materials, etc.) from local producers, but find eithev that
 

these goods are prohibitively expensive or are not of sufficient
 

quality for U.S. consumers.
 

MIDDLE MANAGEENT SKILLS. All exporters interviewed reported
 

that they have no problem recruiting and training production line
 

workers. However, most encounter considerable problems filling middle
 

management positions, particularly those requiring business skills
 

such as accounting, inventory management, quality control, and process
 

flow management. In fact, the majority of successful nontraditional
 

export firms consist of a very small group of senior managers and
 

production line workers, with no middle management layer whatsoever.
 

As a result, if senior executives are travelling or are otherwise
 

occupied, business decisionmaking is brought to a halt.
 

NARKETING CAPABILITIES. Most nontraditional exporters are fully
 

familiar with the Caricom market, but have a very limited knowledge of
 

the U.S. market and trade policy structure. Many exporters can
 

therefore relate pe:sonal "horror stories" connected with 
rejected
 

shipments, unwarranced delays in U.S. customs clearance, problems with
 

the U.S. Department of Agriculture or Food and Drug Administration,
 

etc. 
 Most of these problems can be ascribed to limited experience and
 

the fact that nontraditional exporters are still on the "learning
 

curve" with respect to dealing with the U.S. market. In order to
 

succeed, most exporters tend to enter into formal or informal
 

marketing relationships with their U.S. customers.
 

C. Policy Determinants
 

EXPORT POLICY SHIFT. Over the past five years, the Jamaican 

government has inaugurated a basic shift from an import substitution 

strategy to an export promotion approach. While the change in
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attitudes and policies is not yet complete, the fundamental policy
 

structure favoring nontraditional exporters is now in place. Free
 

zone firms benefit from permanent income tax holidays and duty-free
 

entry of raw materials and machinery. Exporters to the Caricom region
 

obtain tax holidays (up to nine years) and duty-free entry as
 

designated by the Industrial Incentives Act. The Export Industry
 

Encouragement Act, for manufacturers producing goods for export
 

outside the local and Caricom regions, provides ten-year tax holidays
 

and exemption from import duties. The Export Credit Fund and the
 

Export Development Fund provide subsidized financing to bona fide
 

exporters. In combination, these policy structures have established
 

the necessary foundation for long-term growth in nontraditional
 

exports.
 

IPORT POLICY RPIME. By far the largest number of complaints 

expressed by exporters relates to Jamaica's customs policies and 
procedures. The government has contracted with a Swiss company, SGS, 

to administer import regulations, and most exporters accused the
 

company of causing unwarranted delays and imposing a high degree of
 

discretionary treatment. One exporter noted that it takes up to three
 

weeks to clear a container. Others stated that they are subject to a
 

container stripping station fee, for which their containers are
 

empq.]ed to search for contraband. Firms producing goods for both
 

local markets and export are theoretically allowed a tariff rebate for
 

the export portion of their output, but several executives interviewed
 

have never even applied for the rebate, since they must deal with as
 

many as seven different agencies and have never heard of examples
 

where companies actually received the rebate. Executives in these
 

firms claim that they must pay 100 percent or higher tariffs on new
 

equipment imports. In short, the export industry is in essence 
an
 
"enclave" sector. Firms 
which export all of their production are
 

basically protected from onerous import duties, but companies serving
 

both locai and foreign markets are placed at a clear disadvantage.
 

REGULATORY ENVIROWNT. Most exporters interviewed expressed a 

general complaint about government bureaucracy and red tape. For 
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example, despite the efforts of Jamaica's investment promotion agency
 

(Jamaica National Inestment Promotion Limited -- JNIP), new investors
 

must deal with a large number of government ministries. Delays and
 

documentation requirements are viewed as a large constraint. However,
 

most successful exporters noted that they have through concerted 

efforts been able to break through bureaucratic impasses.
 

INVESTMENT AND WORKING 
CAPITAL. Executives of Jamaican-owned 

exporting firms have great difficulty in raising funds to finance 
either expansions or ongoing operations. They must pay what they feel 

to be exorbitant interest iL-ates for borrowings, and typically must
 

offer even their personal property as collateral on loans. Lending
 

institutions not only do not assume risks, but in addition often
 

obtain an equity position in firms they finance. As a result,
 

exporters often limit the scale of their operations rather than expand
 

to meet market demand.
 

U.S. POLICIES. Most of Jamaica's recent growth of nontraditional
 

exports can be attributed to Section 807 of the U.S. Tariff Code,
 

which provides duty free treatment for products with a minimum of 35
 

percent value added in eligible countries. Additional incentives are
 

provided by the U.S. Generalized System of Preferences (GSP) and
 

various provisions of the Caribbean Basin Economic Recovery Act. All
 

executives interviewed claimed that Jamaica's nascent nontraditional
 

export industry would be eliminated in the event that U.S. incentives
 

are withdrawn. In addition, several exporters question the overall
 

economic value of 807 provisions, which provide little room for middle
 

management, local entrepr;?neurs, and backward linkages, since
 

exporting firms only represent assembly operations. However, the
 

experience of such countries as South Korea, the Republic of China,
 

and Hong Kong, which began exporting in a similar fashion, suggests
 

that assembly exports can lead toward long-term increases in added
 

value. 
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IV. NONTRADITIONAL EXPORT OPPORTUNITIES
 

The greatest potential for increases in Jamaica's nontraditional
 

exports lies in the area of manufactures requiring labor-intensive
 

production techniques. Labor costs and availability are Jamaica's
 

only significant comparative advantage, and will remain so as long as
 

the Jamaican dollar's value reflects the true cost of labor.
 

Exports of garments will continue to increase until Jamaica
 

reaches quota levels in specific clothing categories. Jamaica's first
 

quota was negotiated in mid-1986. Sales of electronics components,
 

which have only recently begun, also hold relatively high potential.
 

While the Jamaican furniture industry has been beset by a wide range
 

of problems, the long-term prospects for sales of furniture and other
 

processed wood products (such as parquet flooring) would also appear
 

to be good, particularly as manufacturers gain experience.
 

If Jamaica's wage rate and foreign exchange rate remain
 

competitive, one could over time expect additional products to be
 

added to the country's currently concentrated line of exports.
 

Possible candidates include consumer electronics, footwear and other
 

leather goods, toys, sporting equipment, Christmas lights and
 

ornaments, and other labor-intensive goods. In fact, entrepreneurs
 

could find market niches in the entire array of exnorts that initially
 

drove the performance of the East Asian NICs, whei" rises in wages are
 

now reducing these nation's competitiveness.
 

A number of product categories which are viewed as generally
 

promising will probably not live up to their expectations. These 

include data entry, winter vegetables, horticulture, and processed 

fcods. Data entry is in reality a service rather thaii a good. Eight 

data entry companies are now in operation. The average firm size is 

15 to 30 work stations, which if run in three shifts would employ 

45-90 workers. Most firms operate on a batch basis, in which data are 

flown in from the United States, processed, and flown back to the
 

United States. Problems facing the Jamaican industry in-clude
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short-response delivery dates, demands for 98 percent accuracy at low
 

costs, and a dearth of marketing skills. Plans for the construction
 
rof a teleport are considered "an oxciting idea in theory" by tie 
indusu..y, but the necessary government involvement in the project 
gives rise to private sector skepticism. Data entry activities can be
 

expected to expand in the future, but not to the point where they have
 

a material impact on Jamaica's foreign exchange earnings.
 

The outlook for winter vegetables and horticulture products is
 

constrained by both economic and political factors. These sectors
 

require strong infrastructure and transportation facilities, are
 

highly competitive, involve major risks, and are susceptible to covert
 

and overt forms of protectionism. Finally, expansions of processed
 

foods will only take place after major investments are made to upgrade
 
machinery and packaging facilities. In addition, the markets for the
 

tyl .,t products envisioned are relatively limited in size.
 

V. ACTION RECOMMENDATIONS
 

A. Maintain Policy Stability
 

Jamaica's nontraditional export sector has only recently been
 

established, and is based on a combination of favorable wage/foreign
 

exchange rates and the adoption of export incentives. The most
 

important overall recommendation is for the government to maintain 

policy stability and give the export industry tine to expand. Until 

the last few years, the private sector has been loathe to invest in 

new ventures out of fear that the government and/or its policy stance 

would change radically. Jamaica;s nontraditional exporters have to 
deal with sufficient commercial risks that they should not have 
to
 

worry about domestic political risks.
 

B. Improve Customs Procedures
 

Customs problems represent the greatest policy constraint
 

expressed by exporters. Tight enforcement of tariff policies can be
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anticipated to continue so long as Jamaica experiences foreign
 

exchange prollems. Howevcr, the administration of customs procedures
 

can and should be improved, especially for fQreign exchange earning
 

sectors such as nontraditional export industries. These firms should
 

be provided preferential and streamlined treatment.
 

C. Increase Capital Availability
 

The largest economic constraint facing exporters is the dearth of
 

venture and working capital at reasonable terms. AID-assisted
 

activities such as the newly-established Trafalgar Development Bank
 

have begun to address this problem, but larger national efforts are
 

required to expand the country's stock of financial capital. Capital
 

is needed to overcome the critical shortage of suitable factory space,
 

purchase Equipment, and expand export operations to achieve
 

appropriate economies of scale.
 

D. Enhance Marketing Skills
 

For the most part, Jamaica's nontraditional exporters consider
 

themselves to be novices at marketing products in the United States.
 

Programs should be developed to provide seminars and consulting on not
 

only sales techniques and strategies, but also methods for dealing
 

with U.S. government agencies and requirements.
 

E. Educate/Train Middle Managers
 

The size of many of Jamaica's export firm- is constrained to a
 

certain extent by the absence of effective middle management. The
 

entrepreneurs themselves are generally well educated, but often the
 

capabilities of their immediate subordinates to conduct ongoing
 

business transactions are minimal. Formal or informal training
 

programs on specific business skills would provide considerable
 

benefit,- to existing and new firms.
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JAMI CA
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSANDS OF U.S. OOLLRPS
 
1978 - 1982
 

SITC
 
CODE DESCRIPTION 1978 1979 1960 1981 


Total exports 736,643 817,330 964,573 985,360 739,186 

0 
04 
05 
06 
07 
09 

Food and live animals 
Cereals and preparations 
Fruit and vegetables 
Sugar, honey and preps. 
Coffee, tea, cocoa, spices 
Misc. food preparations 

113,922 
2,945 

27,021 
66,152 
14,946 
1,445 

109,586 
3,453 

27,698 
59,267 
16 056 
1,706 

99,626 
1,940 

23,109 
55,545 
16,278 
2,150 

92,744 
3,608 

149,827 
46,517 
18,258 
2,600 

100,268 
3,050 

24,716 
48,012 
19,448 
2,690 

1 
11 
12 

Beverages and tobacco 
Beverages 
Tobacco and manufactures 

21,205 
14,575 
6,630 

26,663 
17,289 
9,374 

29,565 
19,442 
10,123 

33,093 
22,728 
10,365 

32,892 
22,928 
9,964 

2 
28 
29 

Crude matls. excl. fuels 
Metalliferous ores, scrap 
Crude animal veg. mat. nes. 

149,665 
146,139 
2,210 

585,050 
581,569 
2,406 

740,401 
736,469 
2,304 

764,986 
760,882 

2,270 

482,958 
478,550 
2,440 

3 
33 

Mineral fuels etc. 
Petroleum and products 

18,790 
18,790 

33,933 
33,932 

19,177 
19,174 

27,824 
27,821 

26,478 
26,420 

5 
51 
52 
53 
54 
55 
59 

Chemicals 
Chemical elements, compounds
Inorganic chemicals 
Dye, tan, and color material 
Medicinal, etc., products 
Perfume, cleaning, etc. prds. 
Chemicals nes. 

403,066 
391,277 * 

1,778 
3,019 
51570 

16,763 

2,407 
271354 
31204 
6,5339 
1,770 

15,052 

2,163 
988 

2,245 
6,747 

14,739 

19,033 

1,746 
2,323 
1,787 
7,458 
2,000 

22,421 

3,114 
2,262 
27632 
11,252 
2,601 

• After 1978, aluminum oxide was apparently reclassi
fied from SITC code 51365 to 28732.
 

1982 
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JAMAICA, continued
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN THOUSANDS OF U.S. DOLLARS
 
1978 - 1982
 

SITC
 
CODE DESCRIPTION 
 1978 1979 


6 Basic manufactures 12,580 15,984 

64 Paper, paperboard and mfr. 2,414

65 Textile yarn, Fabric, etc. 
 2,771 

66 Nonmetal mineral mfs. nes. 
 567
 
67 Iron and steel 3,984 5,404

69 Metal manufactures nes. 3,074 3,122 


7 Machines, transport equipment 
 4,740 11,749 

72 Electrical machinery 3,376 892 

77 Electric machinery nes. etc. 
 4,415 

79 Other transport equipment 4,415 


8 Misc. manufactured goods 12,504 17,161 

82 Furniture, part thereof 2,287 2,372

64 Clothing 
 3,741 5,152 

89 Misc. manufactured goods nes 5,686 7,695 


1980 


14,813 


1,626 


5$490 

3,817 


25,196 

930 


4,437 

17,697 


20,021 

3,157 

7,060 

8,029 


1981 


14,938 


1,952 


4,046 

4,039 


13,175 

1,654 

4,896 

4,715 


22,478 

2,989 

7,444 

10,054 


1982
 

13,593
 

518
 

4,658
 
4,348
 

26,113
 
3,519
 
5,473
 
14,482
 

34,394
 
5,263
 
18,358
 
8,965
 



Quantifiable Determinants of Nontraditional Exports
 
JAMAICA
 

1963 -. 1986
 

1963 1964 1965 1966 1967 
TRADE STATISTICS (US$ mm) 
Merchandise E.ports (FOB) 201.9 216.3 214.3 228.1 222.8 

Traditional Exports 146.7 95.5 142.3 202.6 204.6 
Ncn-traditional Expo-ts 55.2 120.8 72.0 25.5 18.2 

Imports (CIF 225.5 289.4 289.1 327.2 346.9 
Trade Balance 
C-rrent Account Ba 
CA['P EP pc-rts 

ance 
(23.6) 
9.8 

(73.1) 
(43.7) 

(74.8) 
(30.5) 

(99.1) 
(42.1) 

(126.1) 
(81.4) 

0.6 
[ACt Es:-crts as % of Exports 0.0 

6 CSS .- ,E T FRC:DT 
G .; 558.5 588.6 635.7 690.8 744.9 
G-F Grot- 1 ,ir.-l) 5.4 8.0 8.7 7.8 
GI. ! 8',.p Ice,s) 3,347.9 3,759.5 3,969.7 4,059.6 4,245.0
LDF Gro t E 1 12.3 5.6 2.3 4.7
 

A	7I TA L F :,A T 01, 

Co.riTse: 1 en di-.c Rate 
D:s:c,-t Rate 	 4.0 5.0 5.0 5.5 6.0 
F: 	,e,, Ce itaj Formati o 
 91.6 111.8 124.2 146.0 176.0
 
For-i r Direct Investment
 
Dopet~c Credit 97.7 130.7 146.2
143.4 	 165.4
 
Co.et-:i 	 a2 Lerdlr 0 

tc Fr,.ate Sector 

A, 	 c - I t u r e 
mar--:4&cturinq
M,1 	c

EXCHANGE RATE 
E chanqe? Fate (1 ,'US$) 0.7 0.7 0,7 0.7 0.7 

FOREiGN EET (USt m'; 
Pu-lic E;.terrai DeDt 
Debt Service 
Debt Service Fzitic 

(/ of E.:p:rts)
 

OTHEr
 
M1 58.7 63.8 63.7 71.3 75.7
 
Bjdqet Deficit (11.7) (15.1) (15.5) (18.6) 
 (23.3)
 
6DP Deflator (1960=100) .16.7 15.7 16.0 
 17.0 17.5
 

All 	figures in mrillions of Jamaican dollars unless otherwise specified.
 
Millions of S[,Rs
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JAMAICA contd.
 

1968 1969 1970 1971 1972
 
TRADE STATISTICS (USt mm)
 
Merchandise E oorts (FOE) 215.4 246.2 335.2 330.2 380.0
 

Traditior- l Exports 177.5 210.1 288.5 260.1 322.1
 
Nor-tr ditioral Exports 37.9 36.1 46.7 40.2 57.9
 

I :rT.s (; 387.3 442.3 525.4 553.0 636.0 
Trade balance (171.9) (196.1) (190.2) (222.8) (256.0) 
CLrre:rt Pcc.nt (91.9) (123.6) (152.9) (172.2) (196.7)Balance 


CALI E':. crts 1. 1 1.0 1.0 0.4 0.9 
- E oc t: a '/. of E)ports 0.5 0.4 0.3 0.1 0.2 

820.0 9K.6 1,170.6 1282. 1,439.1 

G -Gro-r Mo r. I. l, 1 21.0 17.9 9.6 12.2 
KF I C&=F 4,45 .2 4,596.6 5,143.5 5,304.B 5,795.31 
GF r.-, (e. 4.8 3.2 11.9 3.1 9.2 

CAF ]T A- O - [ 

Coame-:Ial Le-dinq Rzte 
D1scELnt Rate 5.0 6.0 6.0 5.0 6.0 
Fixeo ;te± Formation 221.4 315.3 367.1 356., 366.8 
Fcre i r r rect Ir.estrert *
 
Dcre- : Crec:t 2. 6 264.8 318.2 384.9 527.9
 

tr, -1', Z'e SeztZ'r 

t; r. .n 

E t E ,S',/US 1 0.8 0.8 0.8 0.8 O.B 

FOFEiEP. 1EiT US$ ,m) 
Fu:i:c External eb 1 

Dent Ser.Ice 
bebt 5e-v1ce Ratio
 

(C of E;po-ts
 

M1 
 94.9 111.1 126.7 I160.0 172.6
 
budoet Deficit (30. 1 (20.5) (31.7) (47.8) (59.4) 
GDF Deflator (198':100) 16.4 21.6 22.8 24.2 24.8 

All figures in millions of Jamaican dollars unless otherwise specified. 
I Millions of SDRs 
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JAMAICA contd.
 

1973 1974 1975 1976 1977
 
TRADE STATISTICS (US$ mm)
 

Merchandise Exports (FOB) 382.8 718.4 837.0 
 617.0 711.2
 
Tradi*iona: Exports 635.7 527.0
Z2U.B 693.0 629.9
 
Non-traditional Exports 82.7 89.9
59.0 114.0 81.3
 

Impocrts (jiF. 
 676.6 935.5 1,123.6 912.8 746.8
 
Trade balance (293.8) (217.1) (286.6) (295.6) (35.6)
 
Current A :court Balance (247.6) (91.9) 
 (282.8) (3042.6) (42.1)

CA72 E-ports 2.7 2.3 2.9 2.7 4.6 
CAlM Ei:ports as *,of Excorts 0.7 0.3 0.3 0.4 0.6
 

Gf<E; [,Kr.EST' FDLL'LCT 
1,719.9 2,159.2 2,600.o 2,696.4 2,954.3

GI.; Gro.i (r,.or inalI 19.5 25.5 20.4 3.7 5.6
 
GL ,; pr:cES 5,878.6 5,606.7 5,589.6 5,228.7 5,1C'4.3 
L; G-c-t ! (Reai) I.4 (4.6) (0.3) (6.5) (2.4) 

DI ECU rt ka-e 7.0 9.0 6.0 9.0 9.0 
Fi-,ea ia a F rmatior' 448.2 478.2 6(19.6 45t,.8 349.5 
Foreic- Urect !rvestment * (8.3)
 
Do, est,c ,-ec t 613.3 666.9 949.6 1,204.0 1,347.9
,.cffme."ci. L!,er~t r'q 

to lri 2te Sector 696.4 702.2 658.7
 
Ar 1:u t.rE 71.1 82.4 90.5
 
M : r ro 5.8 6.5 6.2 

- L,iacTuri no 117.7 123.1 118.9
 
Tcur 15 12. 1 13.0 10.7 

E C,-rE ;4'E
 
E::crnencz Rate 0.9 0.9l5 :bS$i) 0.9 0.O 

F[,E l 0' DEBT (L S$ mm', 

F'u:lic Exterr.i Lett 527.5 528.6 686.4 885.9 920.3 
Det.t Service 37.9 64.8 80.7 111.9 152.0 
Debt Service F&tio 9.9 9.1 18.19.6 21.4
 

1* o4 Exportsi
 

Oi E
 

Mi 
 218.3 256.1 312.8 343.0 510.2
 
BL,dOet De;icit (90.51 (167.9) (206.0) (418.3) (428.2)
 
GDP Deflator (1580=106) 29.3 38.5 46.5 51.6 
 57.9
 

Ali figures in miilions of Jamaican dollars unless otherwise specified.
 
* Millions of SD~s 
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JAMAICA contd.
 

1978 1979 1980 1981 1982
 
TRADE STATISTICS (USs mw)
 
Merchandise Exports (FOEL) 772.2 806.3 935.5 966.3 746.6
 

Traditional Exports 68,C.2 675.3 829.C. 842.4 603.3
 
Non-traditional Exports 90.0 131.1 10ob.5 123.8 143.3 

;(r:orts (CIF) 864.7 1,002.8 1,173.8 1,467.1 1,375.9 
Trace balarce (91.5) (196.5) (238.3) (500.8) (629.3) 
Currert 41court balance (50.1) (138.9) (166.1) (336.8) (403.4) 

,UA:r E: pcrt.E 4.0 1.4 0. 0.2 14
 
C4" E; o.>-ti aQ- '/. of Exports 0.5 0.2 0.0 0.0 0.2
 

L, 	 D :r["-S ;ROD L, 


3,737.4 4,274.6 4,750.1 5,267.2 5.841.9 
GL Gro i,' tNor nna 26.5 14.4 11.1 10.9 10.9 
GL; (1'. c'I.r 5,132.1 5,043.0 4,750.1 4,868.5 4.,15.8 
G ,; G.'-c tn (gra. 0.5 (1.7) (5.8) 2.5 1.0 

Co,rer : I? I LercIq Rate I5.515.5 15.7 
I S C . rt r;:te 9.0 9. 0 11.0 11.0 11.0 

F;-e z-a~it a For.; tior 4"68,9 748.1 69-'.1 953.8 1,167.6 
PCrEi. n [ire:t Investme-t * (21.2; (20.4) 21.3 (9.8) 14.3 
DoaE s -i_ Crec t 1,735.2 5,)6.7 2,649.4 3,797.0 4,65.5 
COMrErr'%1a LE7,iFnc 

to F'r'vEte Eectcr 767.b 9C'C0.9 1,0CE.1 1,494.8 153.0 
e al1uitL,81.9 93.1 117.8 230.8 265.3 

5.7 5.8 6.3 7. 6 12.0 
" 

L' I 5, 25. 8 35.6 60.3 76.2 96.8 

32 t 164.1 213.9 31_7.3 396.7
 

cr aro ate kJ$,USI) 	 1.4 1.6 1.8 1.8 1.8 

F0 FE' , DE ; 1;,Si I .T) 

Fuc' c Exterrai Debt 1,050 3 1,176.8 1,396.4 1,537.1 1,64E.5 
De-t Ser i :F 1,7.7 199.7 200.9 397.2 258.9 
Dent Service ;atio 25.6 24.8 21.5 41.1 34.7
 

of E. p rts)
 

Ml 494.7 541.1 647.4 687.1 729.2 
Budget Deficit (625.0) (655.8) (986.0) (874.9) (896.2) 
GDP Deflator (1B0=10C) 72.6 84.8 100.0 108.2 118.8 

All 	figures in millions of Jamaican dollars unless otherwise specified. 
Millions of S[,s 
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JAMAICA contd.
 

1963 1984 1985 1986 
TRADE STATISTICS (US$ mml 
Merchandise E~p:rts (FOB) 673.1 o87.9 535.1 

Traditionai L,:ports 521.0 547.8 381.0 
Non-trad1tional E;portr 152.1 140.0 154.1 

lmports (CIF) 1,280.9 1,18-.2 1,143.6 
Irade beA ante (607.8) (495.3) (608.5) 
Current Account balance 
C4CM E' torts 

(354.9) (308.9/ (21.5) 

C4,r E~co-ts as 7 cf Exports 

6F.E£ [CEE7;I F3DUCT
 

K.: 6,P97.1) 9,367.8
G': G,o : r ,, -a 16. 1 35. 6 

C_1 t y r ce E 5 015. 2 4,995.53 iF ,rcv r lRealJ 2 0 (0.4) 

Ccnrercial LenpIriq Rate 16.4 16.2 24.5 
Dsco.nt R&-,e 11. 0 16.0 'LI.0 

F ,e: -& ta Fornaticn 2,417.4 1,96.5 
Fcreior :'irect investment * (17.5? 
Dorest:c Lreot 6,011.6 6,735.6 6,481.9 
Lomna,'C a: Le-.d~nQ 

t c Friate Se:tr 2,447.4 2,745.8 3,('4E.2 
t - C 265.3 40 .0 296.9
 

M I I oa 11.6 10. 0 6.4 
MenLzcturi.Q fJ:.4 661 . 0 726.1 
Tour 107.7 125.4 184.9
 

E m'N E ; TE
 
E:cna-ce Fate (JSIUE.I) 1.5 3.9 5.6 6.5
 

F3F Ei& , DE T (US m)
 
Fu:Iic External Dept 1,949.9
 
Debt Sevice ** 205.0 357.2 336.E 330.6
 
Dent Serwce Ratio 30.5 51.9 62.9
 

(% oi Eyportc)
 

OTHEF
 

M 884.3 ,012.4 1,410.4
 
budget Deficit (941.2)(1,287.1) (379.4)
 
GDF Deflator 198(=1006) 17.5 187.5
 

All figures in millions of Jamaican dollars unless otherwise specified.
 
* Millions of SDFs 

4 Estimated, 1954 - 1986 
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Appendix A: Central American Regional Exports
 

2-DIGlT 51C CODE DEFINITIONS
 

SITC 

CODE DESCRIPTION 


0 Food and live animals 

01 Meat and preparations 

03 Fish and preparations 

04 Cereals and preparations 

05 Fruit and vegetables 

fb Sugar, honey and preps. 

07 CofPee, tea. cocoa, spices 

08 Animal feedinQ stuff 

09 Misc. tood preparations 


I BeveraQes and Tobacco 
11 Beveraqes 
12 Tobacco and mfrs. 

2 Crude matls. excl. fuels 

21 Hides, shins, furs, undrssd.
 
2 Oil seeds, nuts, kernals 

23 Rubber, crude, syn., natural 

24 Wood, lumber, cork 

26 Textile fibers 

27 Fertilizers 

28 Metalliferous ores, scrap 

29 Crude animal veg. mat. nes.
 

3 Mineral fuels etc. 

33 P trolua, ano products
 

4 Animal , veqetable oil, fat
 
41 Animal oils and fats
 
42 Fixed animal oil, fat
 

5 Chemicals
 
51 Chemical elements, compounds
 
53 Dyes, tanning, color prod.
 
54 Medicinal, etc., products
 
55 Perfume, cleaning, etc. prds.
 
56 Fertilizers manufacture
 
58 Plastic materials, etc.
 
59 Chemicals nes.
 

SITC
 
CODE DESCRIPTION
 

6 basic manufactures 
61 Leather, dressed fur, etc. 
62 Rubber manufactures nes. 
63 Wood, cork manufactures nes. 
64 Paper, paperboard and mfr. 
65 Textile yarn, fabric, etc. 
b6 Normetai oineral m+s. nei. 
67 iron and steel 
68 Non-ferrous metals 
69 Metal manufactures nes. 

1 Machines, transport equip.
 
71 Machinery, nonelectric
 
72 Electrical machinery
 
73 Transport equipment
 

8 Misc. manufactired qoods
 
82 Furniture
 
84 Clothiro
 
85 Footwear
 
86 Instruments, watches, clocks
 
89 Misc. manuf. goods nes.
 

9 Goods not classified
 
93 Special transactions
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------------------------------------------------- -----------

Appendix A Continmed
 

CENIRL 4ThF!CPN EXFOFIS 
EXFOSTS FOB bY 2-DIGIT SITC CODE 
IN MILLIj6S OF U.S. DOLLARS 
197d - 1%.: 

SITC
 

CODE 1978 1979 1980 1981 1982
 
............------------------------------------------------------


Total 2,982.! 3,233.8 3,795.8 3,157.4 2,962.8
 

0 1,0 3.. 2,013.1 2,302.7 1,974.1 2,08-. 1 
01 A1 1 160.7 187.1 182.4 115.2 
02 14.5 8.8 11.7 7.6 5.6 
03 68.5 95.1 97.5 93.5 103.6
 
04 58 33.2 35.6 39.2 15.4
 
05 452.8 5Z.9 636.8
661.8 687.2
 
06 1:6.9 163.4 291.9 25(f.7 212.6
 
0. 1,049. 6 992.1 971 . 713.4 
 852.2
 
08 9.7 12.3 15.5 7.7 1.8
 
09 17.1 18.4 2 .8 17.6 68.5
 

1 28.6 38.0 43.9 44.5 43.8
 
11 2.7 3.0 4.7 3.3 2.8
 
12 25.2 31.0 37.7 39.7 39.6
 

2 326.0 408.3 378.9 276.6 201.0
 
21 0.0 3.3 2.1 1.9 3.7
 
22 12.2 16.1 13.9 16.8 15.5
 
23 6.4 7.5 9.2 10.6 6.9
 
24 47.4 52.9 29.8
26.9 46.6
 
26 167.1 199.2 186.3 124.1 123.6
 
27 2.3 2.3 2.6 2.7 2.3
 
28 31.4 45.8 38.3
52.8 27.6
 
29 53.1 80.8 49.3
75.6 23.5
 

3 63.8 76.3 110.7 95.2 125.0
 
33 63.8 76.3 95.2
110.6 122.5
 

4 2.0 1.5 5.1 1.3 0.3
 
41 1.5 1.4 4.7 1.3 0.3
 
42 0.3 0.1 0.4 0.0 0.0
 

5 162.0 179.7 241.6 241.0 191.4
 
51 1.2 1.6 3.0 3.4 2.1
 
53 0.0 2.3 3.9 3.3 2.2
 
54 49.1 57.6 79.4 76.9 29.7
 
55 43.5 53.4 68.9 58.1 24.8
 
56 11.1 9.5 14.9 20.8 7.9
 
58 4.8 4.7 6.6 7.0 5.6
 
59 42.3 39.2 52.4 56.0 117.0
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---------------------------------------------------------------

Appendix A Continued
 

CENTRAL AMERICAN EXPORTS *
 
EXPORTS FOB BY 2-DIGIT S1TC CODE
 
IN MILLIONS OF U.S. DOLLARS
 
1978 - 1982
 

SITC
 
CODE 1978 1979 1981
1980 	 1982
 

........---------------------------------------------------------

6 210.8 277.6 399.8 306.1 140. 2 
61 6.6 15.7 14.1 12.0 10.1
 
62 16.8 18.0 31.3
29.6 12.7
 
63 19.9 27.7 4".
28.9 19.8
 
64 21.4 27.4 46.0 35.9 34.5
 
65 58.9 81.1 110.7 86.7 24.8
 
66 28.3 32.7 32.2 48.1 11.7
 
67 15.4 19.5 28.0 26.3 5.8
 
68 8.6 21.7 70.3 2.8 0.9 
69 26.1 25. I 26.631.8 	 12.b
 

7 60.1 58.1 70.5 63.1 41.1 
71 16.3 8.0 3.66.3 	 7.1 
72 40.2 46.1 54.9 52.5 33.3 
73 2.6 3.0 7.3 6.1 0.7 

8 110.6 122.4 175.8 125.7 180.8 
82 7.0 7.3 8.9 9.1 5.1
 
84 46.3 50.8 72.5 45.4 83.0
 
85 8.9 10.8 38.5 33.', 18.6 
86 7.9 6.5 8.6 0. 0 0.0 
89 34.6 40.1 57.7 47.5 79.6 

9 77.3 22.5 61.8 30.7 48.5 
93 77.3 22.5 61.8 30.7 28.5
 

* 	 Exports from Belize, Costa Rica, Guatemala, Honduras and
 
Panama.
 

-3



Appendix B
 

ANNUAL GROWTH RATE IN CENTRAL AMERICAN EXPORT5
 
BY 2-DIGIT SITC CODE 
1979 - 1982 

. . . . . . . . . . ..------------------------------------------------------

SITC 
CODE 1979 198) 1981 1982 

AVERAGE, 
1979-1982 

...................... ...................... .....................-

Total 8.44 17.38 (16.82) (6.16) 0.71 

4.14 14.39 (14.27) 5.37 2.41 
0] 13.91 16.44 (2.51) (36.84) (2.25) 
02 
03 

(39.51) 
38.83 

33.36 
2.52 

(35.20) 
(4.13) 

(25.66) 
10.77 

(16.75) 
12.00 

04 28.26 7.29 10.08 (60.74) (3.78) 
05 15.04 27.05 (3.77) 7.91 11.56 
06 19.34 78.66 (14.14) (15.20) 17.17 
07 
08 

(5.50) 
26.37 

(2.13) 
26.11 

(26.53) 
(50.18) 

19.47 
(77.10) 

3.67) 
(18.58) 

09 7.72 23.68 (22.73) 288.59 74.31 

i 32.89 15.45 1.25 (1.45) 12.04 
11 9.61 56.67 (30.02) (15.59) 5.17 
12 23.16 21.60 5.40 (0.33) 12.46 

2 
21 

25.23 (7.21) 
(36.16) 

(27.00) 
(10.88) 

(27.35) 
101.94 

(9.08) 
13.73 

22 32.15 (13.30) 20.38 (7.77) 7.87 
23 18.14 22.66 14.87 (34.91) 5.19 
24 11.78 (49.12) 10.51 56.46 7.41 
26 19.20 (6.46) (33.42) (0.34) (5.26) 
27 0.00 13.04 3.85 (14.81) 0.52 
28 45.69 15.32 (27.44) (28.13) 1.36 
29 52.10 (6.40) (34.78) (52.25) (10.33) 

3 19.57 44.96 (13.98) 31.29 20.46 
33 19.62 44.93 (13.96) 28.70 19.82 

4 
41 

(23.78) 
(9.88) 

233.25 
239.99 

(74.40) 
(72.34) 

(77.62) 
(77.62) 

14.36 
20.04 

42 (59.75) 194.53 (100.00) 

5 10.90 34.45 (0.24) (20.60) 6.13 
51 35.28 90.01 13.49 (36.85) 24.98 
53 68.25 (15.79) (34.79) 4.42 
54 
55 

17.32 
22.84 

37.66 
29.03 

(3.14) 
(15.66) 

(61.38) 
(57.29) 

(2.39) 
(5.27) 

56 
58 

(14.33) 
(0.74) 

57.50 
39.80 

39.34 
6.50 

(62.20) 
(19.95) 

5.08 
6.40 

59 (7.43) 33.62 6.97 108.81 35.49 
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--------------------------------------------------------------

Ap~endix B Continued
 
ANNUAL GROWTH RATE IN CENTRAL AMERICAN EXPORTS
 
BY 2-DIGIT SITC CODE
 
1979 - 1982
 

SITC AVERAGE,
 
CODE 1979 
 19B0 1981 1982 1979-1532
 

6 31.66 44.03 (23.43) (54.19) (0.48)
 
61 136.68 (9.79) (15.29) (15.91) 23.92
 
62 6.0 64.90 5.76 (59.52) 4.44
 
63 39.42 4.15 (11.23) (22.87) 2.37
 
64 28.00 67.59 (13.22) (13.48) 17.22
 
65 37.56 36.58 (21.65) (71.40) (4.73)
 
66 13.89 0.01 49.28 (75.77) (3.15)
 
67 26.41 43.71 (6.22) (77.80) (3.47)
 
68 152.62 224.67 (96.00) (66.31) 53.75
 
69 (3.93) 26.82 (15.68) (53.15) (11.48)
 

7 (3.32) 21.26 (10.54) (34.87) (6.86)

71 (50.84) (20.97) (43.35) 96.93 (4.56)
 
72 14.74 19.04 (4.25) (36.61) (1.77)
 
73 12.90 143.18 (15.64) (88.28) 13.04
 

8 10.69 43.66 (28.51) 43.84 17.42
 
82 4.09 22.76 2.40 (44.42) (3.79)
 
84 9.79 42.65 (37.34) 82.67 24.44
 
85 21.34 255.39 (11.96) (45.15) 54.90
 
86 (18.08) 32.81 (100.00) (21.32)
 
89 15.90 44.04 (17.64) 67.41 27.42
 

9 (70.92) 175.06 (50.40) 58.28 28.00
 
93 (70.92) 175.06 (50.39) (6.94) 11.70
 

* Exports from Belize, Costa Rica, 6uatemala, Honduras and
 
Panama.
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Appendix C
 
TOTAL EXPORTS FROM COUNTRIES STUDIED
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN MILLIONS OF U.S. DOLLARS
 
1978 - 1982
 

SITC
 
CODE 1978 197 c 
 1980 1981 1982
 

. . . . . . . . . . . . ..--------------------------------------------------

Total 4,322.5 4,799.6 5,467.3 5,205.9 4,63.3
 

0 2,445.6 2,595.4 2,8C2.2 2,842.6 2,712.5
 
01 143.4 164.2 190.0 190.9 124.0
 
02 14.5 8.8 11.7 7.6 
 5.6
 
03 68.5 95.1 
 97.5 100.7 109.8
 
04 31.2 37.2 38.4 42.8 
 19.0
 
05 502.0 568.4 710.5 825.6 875.3
 
06 384.5 429.2 655.0 879.1 576.5
 
07 1,249.7 1,243.5 1,121.7 858.0 1,027.3
 
08 9.7 12.3 15.5 7.7 1.8
 
09 22.7 24.8 30.6 
 28.3 79.6
 

1 96.5 118.7 107.9 145.3 101.5
 
11 17.3 20.3 24.1 26.0 25.5
 
12 78.1 94.2 81.9 117.5 74.3
 

2 502.7 1,018.1 1,142.1 1,063.2 977.2
 
21 0.0 3.3 2.1 1.9 
 3.8
 
22 12.2 16.1 13.9 16.8 0.8
 
23 6.4 7.5 9.2 10.6 6.9
 
24 47.4 52.9 26.9 31.0 48.4
 
26 167.1 199.2 186.3 124.1 88.8
 
27 2.3 2.3 2.7
2.6 2.3
 
28 177.6 627.4 789.3 799.2 788.5
 
29 78.9 104.5 96.9 67.6 31.3
 

3 82.6 110.3 129.8 123.0 152.8
 
33 82.6 110.3 129.8 123.0 
 150.3
 

4 6.0 4.9 5.8 1.3 
 0.3
 
41 1.5 1.4 4.7 1.3 
 0.3
 
42 3.6 2.7 0.4 0.0 0.0
 

5 600.0 236.3 298.3 303.3 245.2
 
51 423.0 29.5 23.9 29.9 
 27.6
 
53 1.8 5.1 4.8 5.6 4.5
 
54 52.2 60.8 81.6 78.4 31.5
 
55 49.1 59.8 75.7 65.6 32.3
 
56 i4.6 20.4 34.6 36.5 15.3
 
58 4.8 4.7 6.6 7.0 5.6
 
59 42.3 41.0 67.1 
 58.0 103.7
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Appendix C Continued
 
TOTAL EXPORTS FROM COUNTRIES S7UDIED ,
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
IN MILLIONS OF U.S. DOLLARS
 
1978 - 1982
 

...........---------------------------------------------------------


SITC 
CODE 1978 1979 
 1980 1981 1982
 

...........--------------------------------------------------------

6 302. V 422.7 524.7 445.0 190.2 
61 6.6 15.7 14.1 12.0 10.1 
62 16.8 18.0 29.6 31.3 12.7 
63 19.9 27.7 28.9 25.6 19.8 
64 23.9 27.4 46.0 39.9 14.4 
65 58.9 83.8 112.3 88.7 30.7 
66 29.6 34.2 37.1 54.1 18.2 
67 93.4 148.4 135.6 140.8 34.1 
68 8.6 21.7 70.3 2.8 0.9 
69 32.6 30.6 37.7 34.1 19.8 

7 68.5 84.3 100.3 84.9 76.1
 
71 18.6 13.3 
 9.2 10.3 22.2
 
72 44.6 54.3 57.0 55.5 38.9
 
73 2.6 3.0 7.3 6.1 0.7 

8 132.3 149.7 205.5 
 169.4 220.5
 
82 9.3 9.6 12.1 12.1 8.1 
84 50.0 56.0 79.6 56.5 96.8 
85 8.9 10.8 38.5 33.9 
 18.6
 
86 7.9 6.5 8.6 0.0 0.0
 
89 40.3 47.8 65.8 57.6 89.7
 

9 77.3 22.5 61.8 30.7 
 48.5
 
93 77.3 22.5 61.8 30.7 28.5
 

* Exports from Belize, Costa Rica, Dominican Republic, Guatemala,
 
Honduras, Jamaica and Panama.
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Appendix D
 

ANNUAL GROWTH IN EXPORTS FROM COUNTRIES STUDIED * 
EXPORTS FOB BY 2-DIGIT SITC CODE 
1979 - 1982 

...........................------------------------------------------------


SITC AVERAGE, 
CODE 1979 1980 1981 1982 1979-f982 

.............-................-----------------------------------.. 

Total 11.04 13.91 (4.78) (11.00) 2.29 

0 6.13 11.05 (1.37) (4.58) 2.81 
01 
02 

14.48 
(39.51) 

15.71 
33.36 

0,49 
(35.20) 

(35.02) 
(25.66) 

(1.09) 
(16.75) 

03 38.83 2.52 3.25 9.11 13.43 
O1 
05 

19.37 
13.24 

3.13 
25.00 

11.36 
16.19 

(55.62) 
6.03 

(5.44) 
15.11 

06 11.64 52.60 34.21 (34.43) 16.01 
07 
08 
09 

(0.49) 
26.87 
9.50 

(9.79) 
26.11 
23.54 

(23.51) 
(50.18) 
(7.51) 

19.73 
(77.10) 
180.88 

(3.52) 
(18.58) 
51.60 

1 22.97 (9.12) 34.72 (30.16) 4.61 
11 
12 

17.21 
20.69 

18.95 
(13.09) 

7.82 
43.43 

(1.96) 
(36.73) 

10.50 
3.57 

2 102.53 12.18 (6.91) (8.09) 24.93 
21 (36.16) (10.88) 107.34 15.08 
22 32.15 (13.30) 20.38 (95.71) (14.02) 
23 18.14 22.66 14.87 (34.91) 5.19 
24 11.78 (49.12) 14.97 56.21 8.46 
26 19.20 (6.46) (33.42) (28.39) (12.27) 
27 (0.30) 13.91 1.49 (13.27) 0.46 
28 253.29 25.81 1 26 (1.34) 69.75 
29 32.51 (7.32) (30.23, (53.72) (14.69) 

3 33.45 17.74 (5.26) 24.22 17.54 
33 33.48 17.72 (5.23) 22.21 17.04 

4 
41 

(19.54) 
(9.88) 

18.36 
239.99 

(77.49) 
(72.34) 

(77.62) 
(77.62) 

(39.07) 
20.04 

42 (25.65) (85.97) (100.00) (52.90) 

5 (60.62) 26.25 1.68 (19.16) (12.96) 
51 
53 

(93.02) 
186.84 

(19.19) 
(5.49) 

25.18 
16.89 

(Y.66) 
(20.45) 

(23.67) 
44.45 

54 
55 
56 

16.67 
21.81 
39.56 

34.10 
26.63 
69.70 

(3.62) 
(13.33) 
5.62 

(59.99) 
(50.78) 
(58.00) 

(3.21) 
(3.92) 
14.22 

58 (0.74) 39.80 6.50 (19.9b) 6.40 
59 (3.25) 63.83 (13.55) 78.72 31.44 
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Appendix D Continued
 

ANNUAL GROWTH IN EXPORTS FROM COUNTRIES STUDIED ,
 
EXPORTS FOB BY 2-DIGIT SITC CODE
 
1979 - 1982
 

SITC 
 AVERAGE,
 
CODE 1979 
 1980 1981 
 1982 1979-1982
 

.---------------------------------------------------------
6 39.55 24.14 (15.20) (57.25) (2.19)

61 136.68 (9.79) (15.29) (15.91) 23.92
 
62 6.63 64.90 5.76 (59.52) 4.44
 
63 39.42 4.15 (11.23) (22.87) 2.37
 
64 15.05 67.59 (13.22) (63.93) 1.37
 
65 42.26 34.00 (21.04) (65.43) (2.55)

66 15.49 8.51 45.75 (66.33) 0.86
 
67 58.77 (8.61) 3.88 (75.80) (5.44)

68 J52.62 224.67 (96.00) (66.31) 53.75
 
69 (6.31) 23.29 (9.43) (41.90) (8.59)
 

7 23.07 18.91 (15.37) (10.34) 4.07
 
71 (28.66) (30.80) 11.81 116.34 17.17
 
72 21.68 5.14 (2.78) (29.92) (1.47)

73 12.90 143.18 (15.64) (88.28) 13.04
 

8 13.12 37.29 (17.57) 30.15 15.75
 
82 4.00 25.30 0.38 (33.48) (0.95)

84 11.88 42.13 (28.98) 71.37 24.10
 
85 21.34 255.39 (11.96) (45.15) 54.90
 
86 (18.08) 32.81 (100.00) (21.32)

89 18.64 37.64 (12.41) 55.64 24.88
 

9 (70.92) 175.06 (50.40) 58.28 
 28.00
 
93 (70.92) 175.06 (50.39) (6.94) 
 11.70
 

* 
Exports from Belize, Costa Rica, Dominican Republic, Guatemala,
 
Honduras, Jamaica and Panama.
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