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I. IRTRODUCTION é 2

Historical Background

-Efforts to achieve Central American economic union, which began in the early
1950's, constitute a continuation of a regional unification movement which dates
back to 1821 vhen the area gained is independence from Spain. 1/ As of March 31,
1962, the Central American integration program was being conducted under the
provisions of three separate treaties: (1) the Multilateral Treaty of Central
American Free Trade and ‘Econom:l. Integration, signed in 1958 by all five countries
and ratified by all but Costa Rica; (2) the Treaty of Economic Association, signed
by Guatemals, Ei Salvador, anil Honduras in Februany 1960, and in effect among
those countries since April 27, 1960; and {3) the Generel Treaty of Central
American Economic 'Integration, signed by all the countries except Costa Rica
in December 1960, and in effect since June 3, 1961. The Costa Rican regime which
assumed power in May 1962 has expressed to. the Permanent Secretariat of the
General Treaty its intention to adheze to that treaty. Since 1958, work has ‘been
prigressing on the formulation of & common external tariff for Central America,
and many uwniform rates of duty already are in effect among Guatemsla, El Salvador,
and Nicarsgua. Completion of a uniform import tariff for the participating

countries vas expected to be achieved during 1962,

1/ Panama, whose territory was part of Colombia until November 3, 1903 has not
been closely integrated into the tradition of regional union which has been common
to the other five countries of the Central American isthmus. However, Panama has
been invited to participate in the current egonomie integration program for
Central America, and it has sent observers to the various conferences dealing
with the integration scheme. For other Panamanian participation, see Appendix X.



For almost 300 years before gaining its independence from Bpain (15271-1821),
the ares which now comprises the republics of Guatemals, El Salvador, Honduras,
Nicaragua, and Coste Rica, constituted part of the captaincy-general of Guatemals.
The captain geheral was represented in each of the provinces by a governor. During
this coloniel period, the geographically isolated centers of population und culture
in each province developed intense localist sentiments which often produced
friction between the local authorities and those of the central government. Despite
this friction, it was only after the achievement of independence by Mexico that
8 similar movement was sparked in Central America.

Both liberal and conservative elements took part in a declaration of Central
American independence from Spain in 1821, The conservatives feared a loss of
their prerogatives if the liberals obteined control of the govermment. The con-
servatives, whose influence and privileges in Spain were being Jeopardized by
the adoptlon of a new, liberal constitution, sought to salvage their rosition in
Central America by gaining control of its independence movement, ;/

The struggle between liberals and conservatives for control in Centrael America
produced a conservative revolt which, supported by Mexican trbops and with the
hasty approvel of the municipel councils, brought the filve.Central Americen
provinces into a short-lived union with Mexico (1822n23) under Iturbide's
Plen of Iguala. g/ When the politically ambitiouns Iturbide was driven from power
in February 1823, Central America separated peacefully from Mexico and sought to

establish a federation. Under the intellectusl leadership of Jose Cecilio del

L/ Dana Gardner Munro, The Latin American Republics: A History. New York,
1942, pp. 471-T2.

g/ The Plan of Jguels of Februsry 24, 1821, provided thal Mexico should
become a constitutioral monarchy ruled by a Bourbon prirce selected by the Msxican
"cortes". It also guaventesd the position of the Cotholie Church, the maintensnce
of Mexicen independence; and the esisblishment of racial equality.



Valle and the perlitico-military leadership of Francisco Morazan, Central America
was more or less unified as the United Provinces of Central America during the
period 1824-38. The federal form of govermment that was adopted provided for a
centralized executive, but with relatively autonomous regional governments.
However, factiohal and regilonal dissensions so weakened the federation that
Morazan's attempts to hold it together by force failed. Some 25 unsuccesgful
attempts to achleve Central American union have occurred during the past century
and a quarter. y Certain of these efforts included casual provision for economic
cooperation. However, the i1dea of political union dominated all of these uni-
fication movements; virtually all of them fell short of full area participation;
and in those cases where union actually wes achieved, its duration was very
brief,

A review of Central America's history since 1821 reveals that unionist
sentiments were strongest in the weak republics of the region - El Salvador,
Honduras, and Nicaragua: Guatemals favored unification only under its own hegomony;
and Costa Rica, which by virtue of its geographic remoteness, had been successful
in avoiding involvement in the internecine conflicts of the region, was largely
separatist in its outldok. This attitude of Costa Rica was fortified by the fact
that 1ts population differed ethnically from that of the rest of Central America.
In Costa Rice, the Indians had largely disappeared during the early years of
Spanish rule, and the country's industrious » individualistic Eurcpean population
of small landowners tended to hold separatist feelings with respect to the peoples
of the other Central American countries.

The political instability generated during the federal period unfortunately

becams a regional tradition which has carried over into the contemporary political

1/ Thomas L. Karnes, The Fallure of Union: Central America, 1824-60. Chapel Hill;
Fo. Car., 1961, p. 253.




history of these republics. Personsl affiliations and group political alliances
and enmitles formed during the federal period persisted long after the union
was dissolved; liberals and conservetives in most countries continued to support
thelr associates in the others.

The measures taken to unify Central America after World Waf II have had the
economic Iintegration of the region as their objective; political union has been
in abeyance. ;/ Personal, party, and local rivalries have mllitated against
successful politicael federation since independence. On the other hand, there
appears to be general egreement on the part of Central American leaders that
economic unification is in the common interest and that, with the assistance

of external technicel and finsncial resources, it mey be achleved within a

five-or-ten-year period.

Regionalism and Economic Development

What has been called the "revolution of rising expectations’ has captured
the minds of men in nearly all countries of the free world since World War II,
This revolution has generated a two-fold awareness in the underdeveloped
countries, of (1) their inability to achieve desired economic goals solely by
thelr own efrorts, and (2) the fact that foreign economic aid alone has not been
adequate to overcome such obstacles to their development as inadequate and
maldistributed incomes, small markets, lack of entrepreneurial skill and initiative,
inadequate capital formation, and political instebility. Nevertheless, external

asslstance 1s facilitating the development of improved transportation facilities

}/ Nevertheless, as recently as July 1961, the Guatemalan Minister of
Foreign Relations reportedly recommended that the Organization of Central Ameri-
can States (ODECA) be reorganized for the purpose of establishing a Federal
Union of Central America (Union Federal de Centrcamerica . This recommendation
was made during a meeting at Tegucigalpae of the Ministers of Economy and of Foreign
Relations of Central America and Panama. (Mexico, Banco Naclonal de Comercio Ex-
terior, S.A., Comercio Exterior de Mexico, August 1961, p. 493 (Spanish edition).)
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power installations, and communications, systems in meny regions of the world,
Orderly economic growth is being sought through the establishment by governments
of reglonal associations for economic cooperation. These attempts reflect a
determination to increase employment, productivity, and trade at rates higher than
the rate of population growth.

The current Central American effort to establish a common market represents
& ploneer venture in economic integration among the underdeveloped countries of
the free world. According to the UN Economic Commission for Iatin America |
(ECLA), its purpose is "to overcome the limitations and obstacles to Central
American development arising from the limited resources and market expansion
opportunities which characterize the economy of every Central American State.". y
Such development is to be accomplished by broadening the market, establishing
manufacturing plants capeble of supplying the larger market, providing tariff
protection for Central American industries, improving public works (transporta-

tion, communications, and power), and increasing agricultural productivity.

1/ United Nations, Economic Commission for Iatin America, Central American
Economic Integration and Development (E/CN.12/586), 28 March 19 y Del.




IT. ECONOMIC BACKGROUND OF
CENTRAL AMFRICAN INTEGRATION
This chapter contains basic information respecting the economies of the
five Central American countries (excluding Panama). It also discusses the
scope of the regional economic integration program and how the participating
countries hope to overcome, by Joint action, those conditions which inhibited'

their economle growth.
General Characteristics of the Economy

Area and Population

The five Central American countries have a conbined ares of about 170,000

gquare miles, which i1s scimﬂrbat largexr than thaf of f‘.aliforn.ta. In 1960, their
aggregate population of nearly 11 million approximated that of New England and
@as alightly larger than thdbof Belgium. The rate of population increase during
the decade 1950-60 was gpproximptely 3.4% anpuslly (about the highest rate in
W2 world)s during the next decade it is expected to decline to about 3% a
yeay because aof inereasing urbanjzation, rising family incomes, and opportuni-
tlies for students to remain in school for longer periodse

As shown in Table I, the density of population varied markedly emong . the
five countries, ranging fram 27 persons per square mile in Nicaragus to 319
in El Salvedor; the regional avermge was 65 in 1960. Within these countries
the dtstribution of population has been very uneven. Typically, there are a
few centers of population--usually on the central plateau and at the mejor ports--
and large, relatively uninhabited, areas between. An econamic consequence of
such scattered population cenmters in an ares, of mountsinous terrain has been
high costs of marketing and transportation, even of locally produced goods, and
mpldistribution of available resources emong the various zones of particular

countries. As a corollary, border trade between neighboring areas of certain
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countries has been much more important to those areas than trade with more

distant areas within the respective countries.

TABLE I,

Central America: Population, area and density
of population, 1960 and population growth rate, 1950-60

: Population : : Density ¢ Populetion
Country : 1960 : Ares : of ¢ Growth Rate
: : Population : 1950-60
: :Inhabitants
: : Square : Per Square : Percent
: Thousands : Miles : Mile ¢ Per Year
Costa Ricav-—--mmna- : 1,173 : 19,700 60 : L,0
El Salvador---=-----: 2,613 : 8,200 : 319 : 3.5
Guatemala----mmmemee: 3,759 : ho,oh2 89 : 3.1
Hondurag-==~=ccanaua : 1,950 : 43,200 hs : 3.3
Nicaragug==-eeeeuaa- : 1,530 : 57,000 : 27 : 3.7
Totale--=cmamax ¢ 11,025 :170,142 65 : 3.4

Source: Agency for Internstional Develogment, Economic Data Book for the
Countries of Latin America, (date issued when received).

The Central American market for commercisl products 1s substantially
smaller than a population of 11 million would indicate, since only about one-
third of the people are in the labor force ;/ and, in most of the countries a
slzable proportion of the population lives either outside of or on the margin of
the monetary economy. Only about 8.4 million, or some 77% of the area's popu-

lation, possess effective purchasing power.

Lebor Force

Within the five countries of Central America, there has been a very marked
urbanization trend over the past 15 years. According to an ECIA study of the
relationship of urban population growth to per capita gross national product

in Central America during the period 1945-55, the urbanization rete in Central

1/ Based on 1950 data.



America, as in Latin America as a whole hes borne a high direct correlation to
the per caplta GNP, l/ This interdependence has been partly reflected by the
lerge difference between the average productivity per worker in agriculture
and that in other types of economic activity. (Table II). More important,
however, has been the actual reduction in plantation activities which has forced
agricultural laborers to seek elsewhere for their livelihoods.
TABLE II,
Central America: Indices of productivity of labor

by sectors, in Latin America and in selected countries of
Central America, 1950

(Average gross product per employed person - 100)

¢ Latin : :
Sector : Americeg : Costa Rilcs : Honduras : El Salvador
: : : : |
Agriculture----- : ke 81 : Th : 68
Mininge-esceao-a :  hio - : 12k : 2ok
Manrufacturing---: 126 111 : 112 : 104
Construction-~--: 122 - 8k : L7 : 190
Services and : : ' : :
other----: 175 135 : 234 : 179

Source: UN, ECLA, Economic Bulletin for Letin America, February 1957,
P. 26; and UN Department of Economic and Social Affairs, Analisis y Proyecciones
del Desarrollo Economico: VIII: El1 Desarrollo Economico de El Salvador, 1959,

p. 47.

Inasmuch as the plantation (coffee, banana) workers usually earned sub-
stantially more than other agricultural laborers, they could find--or expected
to find--equal or better standards of living only in the urban centers. g/

The urbanization trend has reflected largely a movement of agricultural labor

into menufacturing and service activities (transportation, disbribution,

1/ "Changes in Employment Structure in Ietin America”, UN, ECLA, Economic
Bulletin for Latin America, Vol. II, No. 1, February 1957, p. 16.

g/ Although remuneration in mining has been relatively high, this industry
employs less than half of one percent of the total Central American lsbor force.



domestic service, ete.), ECLA has forecasted & continuation of the urbanization
trend through 1980 (Table III).

Thus,faf, the average annuel rates of industrialization of the Central
American countries have been less than the rates of growth in population. Govern-
ment development policies not only have failed to relieve unemployment originating
in other sectors of the economy, but they also have been unsuccessful in providing
& sufficient number of jobs to absorb the vegetative growth of the urban labor
supply.«l/ Increasing unskilled population and growing'unemployment have inhibited

the development of factory production and to permit the continuatioin of inefficient
household industries.
TABLE TII.

Central America: Distribution of the urban and rural population
by country, in 1950 and projections through 1980

Item : Guatemala : El Salvador : Honduras : Nicaragua : Costa Rica

[ . [}
. . .

Urban
1950-----: 25  : 3 i 31 i 35 : 33
1960----- : 27 : Lo : 32 : 38 : 35
1970-====: ' 30 : k6 : 36 : ko : ko
1980-====: = 33 : 54 : L1 : 48 : g
Rgrai
195  : 75 6 : 69 i 65 i 67
1960 : 78 : 60 : 68 62 1 65
1970 : 70 3 sh - 64 : 58 : 60
1980 : 67 : L6 : 59 - 52 : 53

—

Source: UN, ECLA, Los Recursos Humenos De Centrodmerica, Panama Y Mexico.
En 1950-1.980...(E/CN. 12/548)"
1/ See UN, Department of Economic and Social Affairs, Analises y ?royeccioqgg del
Desarrollo Economico: VIII: El Desarrqllo-Economico de El Salvador.Mexico,1959, p.58.

) |




Recent ECLA projections ;/ of the Central American population and labor
force through 1980 are shown in Teble IV. The growth of population, at the
intermediate rates for each country 2/ reflects the effects of incressed edu-
cation and urbesnization, with resulting smeller femilies. The lebor force,
especlally the nonagricultural sector, expected to increase more rapidly than

the totel population (see Tables IV and V).

1/ The study was prepared for the ECLA by Louls J. Ducoff of the Economic
Fesearch Service, U.S. Department of Agriculture, Technicel Assistance Program
of the United Natioas.

g/ The annual average growth rates used to project population growth between
1950 and 1980 are as follows:

Intermedlate High Low

Costa Rica=me=emsesccmaaan 2.66 3.16 2.19
El Salvador===m=eemmcene 2.19 2.69 1.73
Guatemplgmmmmmemmmemeua- 2,43 2.95 1.94
Hondurag-==--emeeamcmeax 1.99 2.47 1.54
Hicaragua-===--mceccmnan 2.43 2.94 1.95

10
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TABLE IV,

Central America: Population and laebor force, by country, 1950 and
projections through 19380

Item : Guatemals : Fl Salvador: Honduras: Nicaragua: Costa Rica: Total Central America
Total population: : : : : : :
1950--=eoc e mccmeee : 2,802.4 : 1,855.9 : 1,428.0 : 1,057.0 : 804.8 : T,948.1
L : 3,145.9 : 2.076.3 : 1,566.9 : 1,196.5 : 923.9 : 8,909.5
1960-=--cmmmemmeeme ----+ 3,5h2.2 : 2,321.3 :1,726.8 : 1,354.0 : 1,058.k 10,002.7
1965--==-=mmmmsmee oo : b,00L.5 : 2,509.6 : 1,906.5: 1,529.1 : 1,208.1 : 11,234.8
B (R : b,525.h : 2,877.C : 2,105.T7 : 1,718.9 : 1,373.T7 : 12,600.7
1975 ------------------ H 5,11102 . 3019500 H 2’32801 H 1’930.8 H 1,55807 : lll-,123¢8
1980-=memmmmc e 2 5T759.k @ 3,555.8 : 2,576.6 : 241T2.1 : .1,768.3 : 15,832.2
Labor force: : : : :
1950 mmmmcmccc e m—————— : 919.5 653.7 '+ 508.6 :  3%%.3 : 2TTe5 2,T10.6
1955==~=mmemcmmmccmeeem : 1,047.9 : T2Te3 :  556.7 : 398.5 : 316.8 3,047.2
1960mmmmmmcmm e cacccaa : 1,191,k 810.9 : 620.6 . 451.% . 361.7 3,436.0
1965-==—ammmmmm e e em : 1,35l.1 : 912.5 : T0L.3:  51l.9:  Lik.8 ., 3,891.6
19T0=mv e mccccmc e ———— : 1,53%.5 : 1,039.7 : T792.0 : 588.2 . 47T7.9 L,432,3
1975==m=mmmmmmmcccceaea : 1,747.9 : 1,178.9 : 893.h4 ; 6737 : 549.7 5,043.6
1980-mmmmccccccem e : 1,993.2 : 1,328.8 : 1,006.1 : T6k4.8 : 627.7 : 5,T20.6
Ratio of labor force to : :
total population: : : : : :
1950=mmmemmmmm————ee o e e : 33 35 : 36 33 : 35 34
R s S — : 35 3T ¢ 39 35 s 6 36
Annual rates of growth, : : : : : :
1950-1980: : : : : : :
a) in total populetion~-: 2.4 : 2,2 : 2.0 2.k 2.7 :
b; in labor force~===e=- : 2.6 2.4 : 2.3 : 2.6 : 2.8
(a) Agricultural--=-: 2.1 1.3 1.9 1.9 1.8 :
3.6 3.7 ¢ 3.9 3.8 : 3.7

(b) Nomagricultural-:

Source: UN, ECLA, E/CN, 12/548, 1960, PP. 52-55. Data are for the intermediate projection, i.e. neither the

high nor the low rate was used. The labor force data for Honduras were adjusted to compare with the defini-
tions employed in the other countries.




TABLE V,

Central America: Distribution of the labor force
among sgricultural and nonegricultural emﬁlogﬁente,
by country, 1950 and projections thro .

(In percentages)

Year : Guatemala : El Selvador : Honduras : Nlcarague : Coste Rics

Agricultural employment
63.1 ; 83.1 : 6T.T

1950mmmmmmcan; 68.1 ShoT
1955acmcncuaa; 66.8 61,2 : 83.0 66.2 54,0
1960-mmmmmmcms 65.L : 59.3 : 8L.8 6. T 533
1965mmmmmmmmns 63.8 : 56.4 : 80.2 62,8 50.7
1970mmmnmcmmms 62,1 : 53.4 : T8.5 60.8 48,0
1975 mmmmm e 60,0 ok ¢ 5.8 :  57.8 by 4
1980mmmmmmcmns 5T7.8 Ls.h : T3.0 54T 40.8
Nonagricultural employment
1950mmmmmmeens 31.9 36.9 : 16.9 :  32.3 45.3
1955 """""" 3302 38.8 H 1700 H 33.8 )‘l'600
1960=mmmmmmmn: 3.6 ho,7 : 18.2 35.3 46,7
1965mmmac e 36.2 43,6 : 19.8 37.2 k9.3
1970mmmmcmmmmt 37.9 : Le.6 : 21,5 39.2 52.0
[y T—— 40.0 50,6 @ 2k2 k2,2 55.6
1980=cmmmmmmas ho,2 56.6  : 27.0 k5.3 59.2

Sourcer UN, EOLA, EJ/OR. 127558, 1960, pv 51

12



As a consequence of this situation, substantially expanded opportunities of
large-scale employment are needed. In this connectlion, the integration program
will have to provide for shifting surplus labor from aress of scarce employment
opportunities to those offering better prospects. The size of the task will be
substantial indeed; according to an ECLA-sponsored study, for every male worker
leaving the Oemhral American labor force, three replace him. (Table VI)
According to the population expert, Iouis J. Ducoff, unless the eco-
nomic development of the Central American countries were to be accelerated
during the decads 1960-~1970, the problem of surplus lebor would become even more
acute than it did in the preceding decade; declining death rates and better health
conditions would tend to reduce the number of departures from the labor force.l/
The prospect of an increasing surplus lsbor force iln Central America
has raised serious questions as to the amounts of investment and “ypes of
technologies to be applied if the lebor force were to be efficlently employed.
It remains to be seen whether labor-intensive activities will receive priority
in national and regional development plans, end whether sufficient govermment
funds for education and health programs will be forthcoming to increase the

productivity of the labor force.

m would be only partially checked by increased School registrations and

the anticipated lengthened periods of study for persons in the 10 to ll-year age

group.

13



TABLE VI,
Central Americe: Estimated replecement rate of the male
labor force, aged 15-39, by country, 1950-1960

(In thousends)

: Number ¢ Number : Number
¢ men aged : of additions : leaving : Replecement
Country : 15 to 69 : during the : during the : coefficient ;/
in 1950 : decade : decade :

Guatemalg-we~ecec=- : 783.5 , 345.6 : 130.2 : 2.66
El Salvador-------- : 512.8 233.7 : 72,8 : 3.2
Honduras:==ce-emmwa- : 385.4 ; 166.3 , 68.8 2.h2
Costa RicGmmrmmmneni  213.5 1040 : 2.3 i 3.83
Nicaraguas----=cmmm= : 277.0 42,0 W5 i 3.19

P 2,177.2 991.6 :  343.6 2,89

;/ Additions to the labor force dlvided by the number leaving 1t during the
decade. The result shows the number of laborers entering per worker leaving
through death or retirement.

Source: UN, ECIA, lLos Recursos Humanos De Centroamerice, Panams Y Mexico En
1950-1980, y.sus relaciones con algunos aspectos del desarrollo economico
(E/CN. 12/548), 1960, p. 78.
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National income and its distribution

In 1960, the total value of goods and services produced in Central
America amounted to $2.3 billion. The accompanying level of économic activity
provided an income approximating $200 per person--a level roughly one-tenth of the
avéra.ge in the United States. The distribution of total and Per capita national

product by countries in 1960 was as follows:

Vational product
Zmillion Per capita

Country doliars) product
Costa Ricaee-=cecanacanaa 487 $406
El Salvador-=receccccecmaa- 510 195
Guatemala-==meccacoccaaan 613 163
Hondurag----ececccccccccacw 377 122
Nicaragua-----ceccecmcana- 2 1
Total or average----- . ?—’%g 3-2—0-8

The distribution of the national product compared with that of the
labor force (Table VII) reveals the very low productivity in agriculture
(1ncluding pastoral and forest activities), the major sector of the Central
American economy. Although 69 percent of the labor Porce was employed in
agriculture, they produced only 46 percent of the gross national product (GNP)
in 1950. By contrast, the 1% percent of the labor force engaged chiefly in |
construction and service activities (other than commerce, transportation, and
communications), produced 22 percent of the GNP.

Even among the gainfully employed population, the uneven distribu-
tion of income--which characterizes all the Central American economies--has
restricted the kinds and quantities of commodities that could be sold. Inas-
much as any stgnificant increase in the aggregate income of any of these
countries accrues largely to a minor share of the entire population, and since

this small sector of the population tends to spend its incremental income on

15



imports, the growth of national markets for domestic manufactures is limited,

In El Salvador, for example, where the disparities in income sre probably wider

than elsewhere in Central America, in 1950 less than eight percent of the

families were the recipients of more than-half of the country's gross national

product. 1/

Suggestions for the Development

1/ United Nations, Technical Assistance Mission,
of El Salvador, 1953.
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TABLE VII.

Central America: Distribution of the lebor force and the
national income, by countries and economic sectors, 1950 ;Lj

(In percentages)

——

: : H : : ¢ Regional

Activity : Costa Rica : El Salvador : Guetemals : Hondurms: Nlcaragua : total

Agriculture: : H : H : :
Population=---=meememcom oo : 55 : 63 : 67 : 83 : 68 : 69
Tncome=~mcememe oo : Ll s L5 : L6 : 53 : L1 : L6

: H H t : :

Manufecturing: : : H H H H
Populatione-eeecem o cccmmmmee : 11 : 11 : 12 : 6 : 1 : 1
Income=ee==mmmmmme e e : 13 : 15 : 20 : ) 1 1L : 16

: ! H : H H

Commerce; H H : b ] H
Populatione=-ececccmacamacccan S 8 : 6 : L ! 1 : 5 : L
Incomem==mccmm e -t 12 : 18 : 9 ] 9 : 1 : 12

3 H H H H H

Transport and commnications: 1 : H H H 3
Populatione==-ceceeeomcoaaoooa. ———t L ! 2 : 2 : 1 2 t 2
Income~=ea-w- ——————————— e - 5 : 2 : 5 : 6 : ) 3 L

: H H H H H

Other: ! : H H H H
Population=eeem--coemmcocaaaoo R— 22 : 18 1 15 : 9 : 1k : 1L
Incomes===cmmemmco e e t 26 : 20 : 20 : 23 : 30 : 22

: 3 3 g : H

1/ Population data ere taken from the 1950 census,

Source: U,S. Department of Commerce, Investment in Gentral America Washington, D. C., 1956, p. 1k, individual
country data shown in that study; and Republlca de Guatemals, Direccilon Genersl de Estadlstica, Sexto Censo de
Poblacion, Abril 18 de 1960, p. 231




This unequsl disbribution of income has been one of several factors that
have restricted industrial production in the five countries to a few small-
scale operations supplying essentiel consumer goods for the low-income portion
of the population (clothing, and other textiles, shoes, beverages, matches,
tobacco products, and the like) and has inhibited the development of industries
producing manufactured products for export. The high-income groups have preferred
to obtein many of their consumer goods, including moast luxuries, by importation,
because of the superiox quality and wider variety of the imported products or
the "status" indicated by possession of such items. Since "economies of scale"
(L.e. cost advantages of large-scale production anc marketing) are rarely eschieved
under circumstances governing most manufacturing activities in Central America,
and production costs, especlally capital costs, are high, there has been a
tendency for prices of domestically produced items to approximate the high prices
of competitive imports. Competition from imports has often been restricted by
high tariff dutles, as well as by cumbersome customs procedures.

Despite the existence of g captive market in Central America--consisting of
the majority of the population unable to afford iuported goods--the entry of new
firms to supply this market has been very slow. The small populations of the
individual countries, combined with the low average incomes of the people as a
whole, have created a situation wherein one fimm or a few small producers are sble
to supply the limited demand for their products. Competition is usually found
among sellers of imported goods, since profit margins for these items are so high
that some bargaining betiween merchants and consumers 1s possible.

A further limitation on the development of local manufacturers in Central
Americe 1s the wldespread practice of granting duty free import privileges to con-

cessionaires (companies, institutions, or individuals). Although the raw materials

18



bases for certain industries exist in the respective countries, the supply of
duty-free imports entering by virtue of these concemsions is believed to have
effectively prevented the establishment of many such industries. Examples sug-
gested by the Honduran experience are shown in Table VIII. In 1960, duty-free
imports entering Honduras under concessions constituted about one-fifth of the

total c.i.f. 1/ value of imports.

1/ Cost, insurance and freight.
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Honduras: Share of selected imports entered free of duty by special concession,

TABLE VIIT.

1957

: Duties paid
: Value : : Ad Duties
Commodity of ¢ Amount : valorenm ; exempted
: Imports : equiva- : from payment
: : lent
: 1,000 1,000
¢ U.S. : U.S. :
dollars : dollars: Percent :
Cookies of all Kinds-------ooooemeo o ______ : 170 38 23 98
Cottonseed 0ilm-—-emmmmmme : L8 1 : 2 23
Chiclets and other chewing gumS--------ceeo—eeo_. 145 7 35 : 2k 131
Prepared paints------—oo_________ e L L E T T 352 86 : 2k : ™
Prepared cattle and horse hides, n.e.s.--ec—oee- : L6l 1 : 1/ 63
Boxes, chests, crates, barrels and kegs for : :
packing, and similar wooden 'items, assembled : : :
or not, or partially assembled (including : :
match boxes~—-—-—----—---—---——-—---n-—-—----: 37 }/ : 1 : 19
Ropes, cords, and cables of whatever : : :
textile fiber——---—e—o o _______ : 552 9 : 2 : 129
Bags and sacks for packing, new or used, of : :
whatever textile fiber, with or : : :
without printing-------- e e : k70 11 : 2 559
Construction meterials, n.e.s., of asbestos, : :
(including wood shavings and sawdust), : :
cement, gypsum, asphalt, vegetable fibers, : :
mixed with cement, &ypsum, asphalt or other : :
mineral aglutinants; granulated marble mixed : : :
with cement, and other nommetallic materials, : : :
crude including mixed, such as fibrocement in: : :
the form of bricks, paving tiles, roof tiles,: : :
columns, tubes, and other similar con- : : :
struction forms o e oo __. 237 12 : 5 ok

1/ Less than $500.

Source: Based on official Hopduran statictine Pawm 1A
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Although the elimination of duty-free import privileges might result in
somewhat higher production costs in the export activities (the principal bene-
ficlaries) of these countries, a careful investigation would be required in
order to determtine how‘significant the cost increase wmight be compared with the
presumed advantage to be gained from increasing industrialization and stimu-
lating fuller utilization of the region's resources. Wages and employment in
the export sector Of the Central American economies have generally been higher
than those in other sectors, so that moderate price increases in consumer goods
might not seriously affect fhe standard of living of persons engeged in pro-
duction for export. To the extent that efficient local industries were
established as & result of wider market opportunities, the actual increase in
cost to the concessionaries would be slight.

ggpital formation

The rate of gross capital formation in the individual Central American
countries moved within narrow limits during the past decade, but showed a

tendency to decline somewhat since 1956 (Table X).
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TABLE i,

Central America: Relation of gross capital formaticr.
TO gross national product, by country, 1950~359

(In percent of gross nattonal product, at current merket prices)

] H : : 1
Year : Costa Rica : W] Salvador : Guatemals : Hondurses @ Hicaragua

J i H M ¢

: — — e —
1950- === mcmu- 1 18 : 11 : 10 14 : L/
1951 cmceman : 25 : 13 : 11 ;16 : L/
19524--mmmun ) 20 : l2 - 8 Y19 Y
1953w mmmnne : e2 : 13 : 9 SoLT i/
195k accmnae . : 21 : 15 : 9 S I 1/
1955 ccamamny 21 : 16 g 11 1 : 1/
1956~ mmaaac s ' 22 : 20 : 15 15 s 1/
1957 e mmaa : 20 H 17 i i5 : 1k : 1/
1958~ --m e 17 : 15 3 15 13 ~. €
1959m—m v caes 18 : 15 : 1b ¢ 13 : 6

E/ Not available,

Source: UN, ECLA, Economic Bulletin for Lotin america, Vol. v, No, =z,
October 1959, pp. 63-8k; Agency for International Developuent, Economic Tm
Book for the Countries of Latin America; and UN, ECLA, Ara.isis y Froyeceiones
del Desarrollo Economico: VIII: EL Desarrolloo Economico de Ei salvador,

Mexico, D. F., 1959, p. 36, Table 23,

y i
)

In reaqent years, the Central American counﬁrxes heve reccgnized the impera~
tive need for developing an enterprising entraprenawrial group in crisr -o
increase *he rate of domestic capital formation, Tt devaloprwent o sucl = SO
is expected not only to generate increasing irvestment from locsd ~Qurcss, bin
to attract foreign capital as well. Up to row, the entreprencuriani group hes been
small and the bulk of domestic private lnvestment has been nwdie by vea''thy lansi-
holders who have selected the ﬁost promising and lsast risiy siluscicrs ir toelr
Trespective countries usually for small-scale imvestments, while tps bulk of

their liquid funds has heen Invested or depositzd abrosd.


http:entreren~u.rv
http:entr.0rety.ja
http:HGotema.la
http:pr-('.cs

Banking facilities in Central Americe have been grossly inadequate for
financing activities other than agricultural p;oduction for export. Medium-
and long-term credits have been extremely difficult to obtain in the five
countries, and have been granted in the main to a small preferred group whose
tangible assets or political influence has made such loans bankable from the
viewpoint of Central America's credit institutions.

As 1s characteristic of countries in the early stages of economic develop-
ment, there has been in Central America an increasing tendency for the major
share of gross investment to go into bullding construction rather than into the
acquisition of machinery and equipment. Statistics available for Honduras for
theryears 1950-55 show that investment in mechinery and equipment sccounted for
less than 30 percent of total investment during that period, whereas the remain-
der went into éonstruction activities. Moreover, about 40 percent of the afore-
mentioned 70 percent that went into construction went into buildinge~--residential
and nonresidential--while only 30 percent of it went into "other construction
end works." The shortage of risk capital, i.e., capital for investment other
than in real estate, has played an important role in impeding industrialization
in Honduras, and this has been true to a greater or lesser extent in the other
Central American countries as well.

Given their limited capital resources and slow rate of capital formation,
the five countries must meximize the short-run effects of investments on thelr
economic development if they are to generate a higher rate of capital formation
in the long run. The Central American states and the United Netions Economic
Commission for Latin America (FCIA) believe that these goals may be accomplished
best by an integrated regional development progream. According to ECLA, '"Such

a view presupposes that each country has formulated its nationsl development

23



plans as & coordinated whole, that & high degree of coordination in the matter or
economic policy will be graduslly evolved... The coordinetion of plens and pro-
grams will not mean that the tempo of development in the different countries will
be subcrdinated to plans for the area as & whole....but merely that activities in
the various sectors will be concerted so that public and private investments

are made in the right form and (et) the right time, thus affording thelr meximum
possible yield." _/ The development of roeds, highways, airfields, electric
power instellations, communications, and similer facilities, the avoldunce of
competition through spaclalization of production and a balenced distribution of
new industries, provision of adequate and uniform tax incentives, and the
esteblishment of reglonal institutions for financing and granting technical
essistance to projects of a reglonal nature, are part of & projected unified effort
to overcome the problem of inedequate capital formation.

Agricultural, pastoral, forest, and fishing industries

Agriculture, togethef with the pastoral, fishing, and forest products
industries, is the mainstay of the five Central American economies. For the
aree &8s & whole these industries employ more than 60 percent of the labor force
and, although their reletive contribution to the gross netional product declined
in recent vears, in 1960 they still contributed nearly half of the reglon's
total. Central Americe traditionally has depended upon exports of agricultural
products (chiefly colfee and bananas) for the bulk of its forelgn exchange
earnings. As a corollary, the processing of agricultural, pastoral, fishery,
and foreet products has offered & base for Central American industrial develop-
ment; moreover, the best prospects for diversifying its exports lie in the

increased output of such primary products &c meat, lumber, and seafood.
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Within the agricultural sector of the Central American economy, three types
of activity may be delineated; (1) Peasant farming, based on the cultivation of
corn and beans on marginal lands unsuited to coffee growing; (2) smell-frym cul-
tivation of commercial crope (including coffee, cotton, sugarcane, peseme, rice,
c;tronella and lemon grasses, and hard fibers, and the raising of livestock
(especially cattle); and (3) plantation agriculture; principally the cultivation
of bananss, in the tropical coastal areas of Guatemala, Honduras, and Costa
Rica. The plantation type of agriculture is controlled largely by the two U.S.-
owned fruit companies which started thelr operations in Central Americe around
the turn of the twentieth centmry. These companies also grow caceao, African oil
palm, and coconuts in one or more of the countries.

Despite the preponderant importance of agriculture in the economy of each of
the five countries in the area, the industry is characterized by very low
productivity (particularly in the nonexport crops), improper utilization of
land and manpower, and high transportation and marketing costs. In all these
countries except El Salvador, where agricultural lend is at a premimm, relatively
small proportions of their totel area are sultable for agriculture undertthe
exitting state of the arts in the region.

Statistics compiled by the Agency for International Development (AID) show
(Table X) thet the proportions of total land area suitable for agriculture, in
1960, were: El Salvador, 58 percent; Honduras, 25 percent; Guatemale and Coste
Rica, 19 percent each; and Nicaragua, 10 percent. No reliable data on the acreages
actually under cultivation are avallable for recent years. On a per capita.
basis, availeble agricultural land in 1960 amounted to 4 acres per person in

Honduras, 3 acres in Nicaragua, 2 acres i1h both Guatemale and Costa Rica, and
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1 acre in El Salvador. In all five countries a large proportion of the farm
land has been held by a small percent of total farm units, as shown in the fol-

lowing tabulation:

Percent of Percent of

total farm land

Country farm units ~ held
Costa RicAme-memmcmccaaanan 0.2 35
EL Salvador ---------------- .1 20
Guatemala --------------- - .2 l"l
Hondurag==--c-ceccmmcaaaaa. .1 o1
Nicaragug=e==cemeeamccacannn .7 33

Crops.-~-According to studles mede for ECLA, the condition of self-suf-
ficiency in steple foodstuffs (rice, beans, and corn) which characterized the
Central American area through 1953, in subsequent years had changed into a
situation of chronic shortage and declining availabilities per capita. As a
result, Central American imports of food supplies from outside the area had
increased. Although excessive rainfall was primarily responsible for creating
shortages during the years 1954-57, such shortages were also attributable to a
lag in the application of agricultural technology (manual sowing; faulty irri-
gation and crop rotation practices; use of unimproved seed; inadequete appli-
cation of fertilizer and insecticides) resulting partly from the fact that these

-£00d crops generally are grown on small tracts (under 12 acres each). Con-
sequently output per farm has been under 3 tons for any of these crops. The
ECLA technicians recommended that increased output should be sought primarily
in the application of technqlogy and improved methods of cultivation, and

secondarily through increases in the acreage under cultivation. ;/

1/ El Abastecamlento de Granos en Centroamerica y Panama, (E/CN.12/CCE/119),

14 April 1958/
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Central America: Agricultural land in relation +o total area, by

TABLS X0

country, 1960

Country

Aren

{in sguare

miles) L

{thousands
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Agricultural
land
(thousands
of acres)

Percent
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total
area
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per
capita
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products
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Bananas, coffee, cocoa
BUgner, corn, rice
and beans; cattle

Coffee, cotton,
sesame, balsem,
corn, sorghum, beans,
sugarcaps, rice, and
henequen.

Coffee, bananas, corn,
beans, wheat;,; rice,
sugarcane, pote-
toes; dairy products

Coffee, bananas,
abaca, coconuts,
corn, sugarcane,
sorghum, and beans;
tobacco; & livestock

Cotton, coffee, sesame,
sugarcane, rice, corn,
beans, sorghums,
cocoa, yuca, tobacco,
and bananas.

Source: Agency for International Development, Economic

Amerdica

Data Book for the countries of Iatin




According to ECLA findings, increased demﬁnd during the 10-year period
ending in 1966 would be basically a function of population growth; Central Ameri-
can demand for rice, corn, and peans is relatively inelastic with respect to
both price and income changes and there is considerable resistance to accepting
other commodities as substitutes.

ECLA projections for the years 1958-66 forecast a regional surplus by the
end ot that period in all major food crops cultivated in the area (Table X1). l/
By 1966, Costa Rica and Guatemala were expected to have shifted from net importers
to net exporters in these grains. Only El Salvador, with its scarcity of land,
was to remain e net importer but its supplementary requirements for corn and
beans were expected to be supplied easily by imports from its traditional sup-
pliers, Honduras and Nicaragua; these two states are also the traditional
grain exporting countries in the region.

The proposel that Central America's grain (including bean) requirements be
met from regional production appears to be technically and economically feasible.
The major problems are those of (1) increasing the output of commercial agri=
culture, since a large number of small farmers produce only for their own
consumption; (2) getting the available supplies to market, since lack of adequate
trensportation facilities has resulted in-a large loss of output; (3) developing
adequate storage and distribution facilities so that farmers may obtain a
reasonable return for their labor; and (4) achieving greater specialization of
production in those graine which are in short supply. These problems are being
studied by ECLA, which has the objective of transforming Central American agri-

culture into a single produetive unit in the world market and coordinating its

1/ ECLA technicians include beans along with rice and corn in their dis-
cussion of grains; actually beans are legumes and not grains.
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TABLE XT.

Central America and Pahama: Projected output, trade, and requirements l[
fbr corn, beans and rice, (assuming reginnal self-sufficiently in these
commodities) 1966

_ (In thousands of metric tons)

re

Counbry : Corn ; Beans ; Rice
: : Net : Require- : ¢ Net : Require- : : Net : Require-
n : Otput : trade : ments Output : trede : ments : Output : trade : ments
Costa Ricaw--------u : 93.7: -9.9: 83.8 : 19.7: -0.8: 18.9 ¢ 39.7: -3.0: 38.7
Guatemela-=-e--am—wwt  522.2 : -85.0 : 437.2 ¢ 34.0: -1.3: 32.7 u+L: -0.2: 1hk.2
El Salvador-—--e—a: 168.0 : +11.L 179.4 ¢ 32.1 : +8.h : 0.5 ¢ 33.5: -0.h: 33.1
Hondurase——------- ~~3 251.6 : -54.6 : 197.0 : 3l.1 : -7.8: 23.3 15.4 : =04 15.0
Nicaraguga--==----rme; 188.1 : -52.0 : 136.1 : 45,3 : _3,5: 41.8 :  2h.2: -0.7: 23.5
Subtotal-e--c-ccens 1 223.6 : -190.1 :2/1,033.5 : 162.2 : <5.0 : 157.2  : 127.2 = -2.7 12k.5
Pangmas——--eeocnoaee : 9.6 : -19.1 : T2.5 9:3 2 Q4 : 8.9 : T19.7: -h.6: 75.1
Total-=-=c-muu-- *-:1,315.2 =-209 2 __/1 106.0 : 1T1. 5 i -5, u 166.1 ¢ 206.9 i -7.3 : 1399.6

1/ The projected populatlon and per capita avallabllltiea in 1966 are as follows.

f : : . i : 0.0 metric tons
Country ' Population i QuanFlty per ?qpita | 2/ igzlud%ngleieed netric
, Corn g Beans : Rlce: 3/ Includes 250.0 metric tons

: < : kg kg. for animal feed
Guatemslg=--m--mceum: 4,302,551 : 8L.8 :° 7.6 : 3.3
El Salvador---------: 2,757,155 * 52,5 : 1k.7 : 12.0
Hondurgg=sw---w=-veo—u; 2,022,007 : 80,2 : 11.5 T4
Nicaragupe=--------=: 1,643,885 : 62.6 : 25.4 14,3
Costa Ricam---=--ooo : 1,293,374+ : 37.8 : 1k.6 29.9
Total--——----———--: 12,018,972 : 68.5 : 13.0 10.3

Source: E/CN. 12/CCE/119, 14 April 1958, D 27,3h 92 105,111
Note: For net trade, net exports take a minus sign and net imports take a plus sign



trade policy. 1/

Undoubtedly, difficulties will be encountered in attempting to channel
the actlvities of large mmbers of mmall growers ("la Poblécion Minifundista')
into specialized Crop production and to change their methods of cultivation.
As the small farmers generally hgve little access to the banking system, credit
policy probably would not be a very useful tool for this burpose. On the other
hand, lémd distribution could provide an effective lever for changing production
habits, provided such distribution were accompanied by programs of education
and demonstration, and offers of credit contingent upon the grower's compliance
with specified conditions,

Pastoral products.--Cattle reising, although an established part of Central

America's agricultural economy, has suffered from improper utilization of the
avallable grazing lands and inefficient animal husbandry practiceés. Calf
mortality has been high and the animals have suffered not only from inadequste
feeding, especlally during the'dry season, but also from tick and disease in-
festations. With the help of United States and other foreign technicians, in
recent yearé steps have been taken to remedy this situstion. Considerable
progress has been made in the establighment of slaughterhouses and milk plants,
often_with forelgn capital invested by owners interested in thé export market.
'The growth of such investment, combined with the need to provide products
acceptable in foreign markets, and reinforced by possible improvements in the
local diet as incomes rise, may be expected to exert a salutary influence on
the Central American livestock industry.

lumber. --Lumbering is of considerable economic importance to Central

America. With the exception of El Salvador, more then half of the region's

1/ "Central American Feonomis Integration Programme: Evalusilion and Prospects’,
in UN, ECLA, Economic Bulletin for Latin America, Vol. IV, No. 2, Oct. 1959,
p. 41,
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land area is covered by forests, located chiefly on mountains bordering the
Caribbean Sea and 1ln valleys of rivers leading into the Atlantic Ocean.

Although many parts of Central America are covered with tropical rain
farests, the scattered distribution of individual hardwood timbers and their
inaccessibility have inhibited wlde commercial exploitation. Nevertheless,
exports of mehogany and Spanish cedar _J:/ from Honduras and Nicaragua have long
been important to the trade of those countries, and the pine forests of Honduras
may some day provide the raw materials for a sizable pulp and paper industry.

Fishery productse-~In recent Years, interest has been shown in developing

fish-freezing and fish-canning plants in Central America. With its long coast-
lines on the Caribbean Sea and the Pacific Ocean, Central America is afforded
adequate opportunities for exploiting seafood resources. The possibilities
for shrimp fishing and exportation are particularly good, as was evidenced by
the sharp rise in U.S. imports of shrimp from Central America from 43,000
pounds in 1954 to 3 million pounds in 1959.

Mining Industries

Although of major importance in the célonia.l preriod, mining in Central
America hus become relatively unimportant in recent decades. It employs a
emall part of the total labor force and contributes minor amounts to the gross
product of the region. Central America's output of minerals therefore is
small; in general, known deposits are being worked at Iincreasing costs to Pro=-
ducers. The principal mining countries in the areca are Nicaragua and Honduras,
and the principal metals produced are sllver, gold, lead, and zinc. Virtually
all of the output of these metals is exported.

Other metal and mineral deposits are known %o exist ‘in Central America; for

1./ Spanish cedar (Cedrels 5pp.) 16 a decidvons hardwsod end Ts ETTerot Trm
Ehe se‘xeral evergreen softwoods in temperate North America which are termed
cedar’.
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some the location and reserves have heen studieg by U.S. Govermment geologists.l/
These deposits include antimony, chromite, copper; iron ofe, menganese, mica,

and some rgdio quartz. Sizable deposits of raw materials for the construction
indystry, (e.g., gypsum, limestone) aléo have been found in various parts of
Central America, but they have npt been exploited 1o an éappreciable extent. In
general, much still needs to be done in surveying and mapping the area's minersl
deposits. Moreover, substantial improvements in lang transportation facilities
will be required to make their exploitation feasible,

In recent years, explorations for petroleum have been made in Guatemala,
Honduras, gnd Costa Ricas The likely zones are remote ang diff}bult ofiaccess
and by 1962 no major deposits had been discovered, Nevertheless, interest con-
tinued in both petroleum exploration and refining as an import-substitutive
industry.

Manufacturing industries

Menufacturing in Central America cqnsists largely of Processing local
agricultural products, together with imported raw materials, into consumer
goods. Since the local agricultural broducts for the most part are similar in
all five Central American states, their industries tend to be similar to one
another. The small size of the market in each country and a lack of specializa-
tion in their manufactures has resulted either in local establishments operating
at less than capacity, or in construction of plants too small for lowcost
operations. In either case, to assure their survival, a substantisl degree of
assistance has been granted--usually in the form of high import duties, exempt.. .s
from duties on imported materials ang equipment required in the manufacturing

brocess, or other special tax and foreign exchange benefits.

1/ Ralph J. Roberts and Farl M, Irving, Mineral Deposits of Central America,
Geological Survey Bulletin 103%, 1957,
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Manufactures which are typical of the entire reglon include beer and
aguardiente (criide rum); bakery products; dairy products (including ice cream);
soft drinks; cigarettes and other tobacco products; leather footwear and other
tannery products; refined sugar; matches; soap and candles; vegetable fiber
products; sawmill products; wheat, corn, and rice flour; cement and cement
products; clay bricks; and graphic arts products. In addition to the foregoing,
a certain amount of specialized production is found in the area. For example,
there is a tire factory in Guatemala; e peper~bag and a plywood factory in
Honduras; a pressed-wood plant in Nicaragua; and there are one or more soluble
coffee plants in El Salvador.

Industries in Centrel America are concentrated about the capital citles
and a few other areas where transportation and electrio power facllitlies make

thelr location feasible. The principal industrial centers are as follows:

Countgx Industrial Centers
Guatemala Guatemala
Quezaltenango
El Salvador San Salvador
Santa Ans
San Miguel
Honduras Tegucigelpa
San Pedro Sula
Nicaragua Menagua
Leon
Granada
Costa Rica San Jose
Provinces of Alajuela, Cartago,
Heredia
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Despite Jmportent gains made since World War I, by 1950 the manufacturing
sector of the Central American economy employed only some 1l percent of the labor
force and generated about 16 percent of the gross product of the area (Table VII).
Partial data available for the Years since 1950, show thet in El Salvador (the
most industrialized country in Central America) the value of manufactured products
rose in real terms from 12 percent of the gross domestic product in 1950 to
14 percent in 1957 and remained at about that level through 1959, the latest
year for which such data are available. In Honduras, which is about the least
industrialized of the five republics, the proportion rose from 9 percent in 1950
%o 12 percent in 1958 and declined to 11 percent by 1960. 1/

The principal factors which have inhibited the growth of industry in Central
America have been (1) the small size of the individual markets of the respective
countries; (2) inadequate transportation, communication, and electric power faci-
lities, resulting in the high cost and uncertainty of their services; (3) in-
adequate availability of trained manpower and local entrepreneurs; (%) a polil-
tical climate making Central America more risky than other areas for foreign
investment; and (5) sharp fluctuations in the region’s capacity to import raw
materials, intermediate products, and machinery required in the manufacturing
process. The extent of these import requirements is shown by the fact that
Honduran industry in 1958 was dependent upon imports for 5k percent (in terms of
the value) of the raw materials it consumed. While the degree of reliance upon
imports varied sharply between industries, those utilizing imports for the supply
of 50 percent or more of their raw materials accounted for approximately 60 -

percent of the value added by Honduran manufactures to the net domestic product.2/

l/ The comparisons for both countries are in terms of constant prices.
g/ Secretaria de Fconomia ¥y Haclenda, Direccion General de Estadistica y
Censos, Investigacion Industrial-1058, Teguclgalpa, December 1960.
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Services

Services include principally wholesale and rete’l commerce; banking; trans=
port and communications; and providing gas, electricity, end water. According
to ECLA studies, the service activities in 1950 employed somewhat more than
1T percent of the Central American labor force. The comperable ratio for Latin
Americe as & whole was 25 percent and for the United States, over 50 percent.
Date avallable for El Salvador and Hondures suggest thet the services sector
contriﬁuted between 30 and 40 percent to the gross domestic product during the
years 1950-60, making this sector second in importence only to agriculture in
the regilon's economy.

The large outlays for services reported in the natlonal accounts of the
Central American countries reflect principally elther the unaveilability or the
limited supply of alternative ltems of domestic consumption. The demand for
services in these countries has expanded with the growth of their national
incomes, and thereby has stimulated the urbanization process. However, the
service and existing manufacturing industries together have thus far been
incapable of providing employment for the swelling urban labor force. Con-
sequently, social and political problems have been aggravated in most, if not
all, countries in the Central American ares.

At the ovtset of the Central American integration movement in the early
1950's, transportation facilities in the five countries were inadequate to
provide for effective distribution of goods and services ih thelr national
territories. Existing systems were designed primarily to link the ports with
production and consumption centers within each country. Power facilities also
were grossly inadequate; and their expansion was at a much slower rate than the
growth in demand for their services, even with high prices per kilowatt-hour

and actual rationing of power consumption in some countries.
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Consequently, not only were the exieting transport and bower facilities
unsuited to the requirements of national markets, but they also impeded the
development of regional marketg &nd restricted the possivbilities of intraregionsl
competition. In view of the need to essure a free flow of raw materisls and
finished goods, as well as of cepital, labor, and technology throughout the
area 1f regilonal economic unification were to become a reality, those responsible
for the integration brogram, ar early as 1953, contemplated a coordinated plan
for transportation and electric power development. In June 1958, two special
subcommittees were formed: The Central American Electric Power Subcommittee, and
the Central American Transport Subcommittee--to deal with these subjects on a

systematic and permanent basis.
Since 1952, when the Economic Cooperation Cormittee of‘the Central American

Isthmus (CCE) was created, studies of the merchant marine, port, air, angd
overland transport systems have been made by the ECLA Secretariat and the UN
Bureau of Technical Assistance Operations; their findings were reported at a
seminar held in San Jose, Costa Rica, in June 1953. 1/ 1In addition, two
treaties, one on unification of road signs and signals and one on road traffic
were signed in Tegucigalpa in June 1958.

In October 1958, Plans were approved for the experimental application of
| standardized specifications for road and bridge construction. g/ Also the legal
and economic aspects.-of establishing regional overland transport services were

being studied, and standard maritime leglslation for Central Americs was being

drafted. 3/

1/ Transport in Central America, (E/CN.12/356-ST7TAA/Ser.C]8). A later study was

entitled, Situacion del Transporte in Centroamerica, (E/CN.12/CCE/120-1958).
2/ Especificaciones Generales gara la_construccion de carreteras y puentes in
Centroamerica y Panama (TAA LAT/19); and Normas para el diseno de puentes en

Centroasmerica y Panama, (sc.3/1/p1/h). .

3/ TCentral American Economic Integration Programme: Evaluation and Prospects"
op. cit., pp. Lao-L3,
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Roads.-=-Although significent increases in roed mileage have been made in
Central America since the inceptichh of the economic integration movement, there
is still a need to expand existing natioEFl systems and to link them into a re-
glonal network, The increase in Central American highway mileage between 1953

and 1960 is shown below: L/

Percent
1953 1960 increase
(miles) (miles)

Guatemals, h,057 4,185 3
El Salvador 4,785 5,561 16
Honduras 1,075 2,006 87
Nicaragus 1,624 3,160 95
Costa Rica 1,55k 6, 200 ggg
Total 13,095 21,112 1

As lete as 1960, paved roads comprised ordy sbcut 11 percent of the total
road mileage in Central America. At the same time, more than helf of the
2,417 miles of paved road was located in the two westermmost countries, Guate-
male and El Selvador. Some 28 percent of the total road mileage in the region
consisted of "gravel or crushed stone or stabilized soil," and the remaeining
61 percent consisted of earth, (graded and drained) and unimproved roads. 2/

Whereas Centrel American highway mileage increased more than 60 percent
between ;953 and 1960, the number of vehicles in use increased epproximately
145 percent. Nevertheless, with the large growth in population, the ratio of
persons per vehicle declined from 158 to 77.

After completion of the UN studies, the Central American governments

decided that the primary objective of their transportation policy should be to

;/ Including, in order of importence in terms of roed mileage, unimproved
roads, some of which were graded or drained; highwaeys surfaced with gravel
or orushed stone; and paved highways.

g% International Road Federation, Highway Expenditures, Road and Motor
Vehicle Statistics for 1960, Washington, D. C., June 1, 1961.
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cdmp‘lete the main arteries of a regional road network. The longer range
objectives of the integrated program include: the adaptai_:ion of the road net-
work to the requﬁements of increasing cammercial traffic by improving trunk
rvads; the construction of secundary roads; and expansion and modernization of
haroor installations in the region. 1/

Ports.-=Between 80 znd 90 percent of the forelgn trade of the Central Ameri-
can countries is water-borme, The quality of ite port facilities therefore is
of special importance to Central America. The UN experts found the region's
port facilities inadequate to handle the growing volume of Central American
commerce; they were characterized as antiquated, poorly managed, and incapable
of handling the present volume of traffic efficiently. _2/ Moreover, the port
charges, which varied considerably from country to country, were often
- capricious and bore no relation to the actual costs of services provided. The
UN techniciens therefore recommended the establishment of national programs to
improve and moderniuc port facilities, and the achievement of joint action in
the improvement of wort administration, revision of port charges, and simplifi.
catlon of customs procedures. The UN experts warned agalnst duplication of
effcrts in these programs and recormended coorddngtion of the port activities of
the five countries, 3/ To improve port administration they recommended that
scholarships be established for training personnel of the five countries
at the Advanced School of Publi¢ Administration (ESAPAC) at San Jose, Costa

Rica;

1/ UN, ECIA, Central American Economic Integration and Development (E/CN.12/586),
28 March 1961, p.%. T S _
2/ UN, TAA, E1 Iransporte en el Istmo Centroamericano: EL Transporte Maritimo,

TAA/IAT/5, 1 October 1955, up. 5, 90.
3/ Ibid, pp. 498-499.
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Merchant marine.--Another aspect of maritime transportation in the area is

the prospect for the creation of a Central American merchant fleet. Since the
vast majority of the area's seaborne commerce is carried in foreign-owned vessels--
chiefly those of the U.S, frult companies who also control major port facilities
on the Caribbean coast through long-term concessions--the aspiration for a
regional fleet feflects, to a certain extent, the nationalistic reaction to
foreign control over the external trade of the five countries. On the other
hand, because the bulk of intraregional trade is land-borne, and maritime trade
within the region is small and sporadic, international stcemship lines have not
been interested in promoting this trade in the area. The UN mission decided
that a small Central Americen merchant fleet, if it were to serve any useful
purpose, would be that of acting as an auxiliary service to promote coastwise

intraregional and international trade. }/

Civil Aviation.--With respect to civil aviation in Central America, the

UN experts recommended (1) more, and more regular intraregional flights; (2) re-
placement of antiquated aircraft with more recent models; and (3) the carriage
of all mail by air within the region. Other recommendations dealt. with
simplification of procedures for tourist travel by ailr and the development of
plans for handling growing frelght and passenger traffic by air within and
between the five countries.

Other recommendations dealt with the formulation of a regional plan to unify
and improve eir traffic control procedures in intraregional and intermational
operations; the coordination of meteorological data; and the adoption of improved,
uniform practices involving contracts with aviation companies, alr safety require-

ments, and aircraft maintenance.

;/ Tbid., p. 490, Coastwlse trade is relatively important in Honduras,
Nicaragus, and especially in Costa Rica.
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Electric Power

The principal problems affecting electric power development in Central
America are the need (1) to supply power in adequate amounts at reasonable prices;
(2) to esvablish adequately staffed agencies for planning and administering
electric power development; and (3) to obtain the requicite financing for future
power requirements. If g shortage of power is not to be a deterrent to the
development of the integration brogram, the Central American countries will have
TG take steps to assure adequate supplies to potential industries, at rates which
will encourage manufacturing within each of the five countries.

Experts sponsored by the United Nations have made two studies of Central
America's power requirements, l/ but both fail to provide estimstes of total
demand, by country, compared with estimated total supply (including hydro and
thermal power). The reports deal primarily with public hydroelectric power, and
neglect projections of either private hydroelectric bower or public and private
thermal power, Yet nearly half of the installed capacity in Central Americsa
in 1960 consisted of thermal power, and prior to that time, thermal power capacity
exceeded hydro capacity (Table XII).

The UN technicians reported that within a decade or two it is technically
vossible to develop supplies of electric energy in the Central American countries
to keep pace with the growth of regional demand. Moreover, the costs of the
required installations would be well within the borrowing capabilities of these
countries given the characteristically long amortization period for power loans.
Since only Nicaragua and Honduras had serious bovwer shortages in 1956, g/ and
inasmuch as national power development programs contemplated or in progress would
correct these shortages, the technicians concluded that, with certain exceptions,
1/ Informe Preliminar sobre Electrificacion en America Central (ST/TAA/J/Central
fmerica/R.1-1954) and EL Desarrollo Electrico en Centroamerica, (TAA/IAT/9-1957).

2/ TA&/TAT/9, op. cit., p. 59, This report, published in 1957, discusses the
power situation as it existed in 1956.
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International ‘pover. programs were not necessary at this time. ;/

TABLE XII,

Central America: Fstimated installed capacity
and electric energy production, 1960

Country : Installed Capacity Energy Production : Output
: : R : : : per
Hydro : Thermal : Total: Hydro : Thermal : Total : Capita
: : : Million: Million : Million:

: 1,000 : 1,000 : 1,000: kilo- : kilo- : kilo- : Kilo-

¢ kilo- : kilo- : kilo-: watt : wvatt ¢ watt : watt

¢ watts : watts : watts: hours : hours : hours : hours
Guatemalg—====w=- : 31 : 30 : 61: 185 : 18 : 370 99
El Salvador----- : T3 : b3 . 116 : 250 50 : 300 : 115
Honduras-------- : 5 25 : 30: 20 85 : 105 : 54
Nicarsgua------- : 10 70 : 80: hs o : 185 : 125
Costa Rica-=----- 96 : 36 : 1]26: 360 : 50 : _ho : 349

Total or : T : : : "

aveTuge-----: 209 : 204 : K13 : 860 : 510 : 1,370 : 123

~ Source: Federal Power Commission, Bureau of Power, World Power Data-1960:

...........

Capacity of Flectric Generating Plants and Production of Electric Energy.
Washington, D. C., August, 1961, p. 12.

In 1957 El Salvador and Guatemala concluded an agreement regulating the
use of the waters of Leke Guija. El Salvador undertook to provide electric
pover to Guatemala, at the going market rates of the Salvadoran producer, up to
& potential of 5,000 ki'owatts. It was planned that when the first unit of the
plant had been built, a transmission line would be constructed to the frontier

to connect with the Guatemala power system. g/

1/ Thecexceptions were (1) the intercormection of the projected (Lake Yojoa-
Rio Lindo) Honduran generating plants with grid in El Salvador; (2) the joint
development by Panama and Costa Rica of the resources available in some of their
border areas; and (3) the integration of thermal and hydroelectric plents in
Guatemala and Fl Salvador. Completion of these piojects would result in low-
cost power in the respective areas.
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Other possibilities of integration in the field of electric power include
the standardization of voltages and frequencies throughout the area; unificdtion
of technicel standards for electrical materials, equipment and instruments; and
negotiation of loans for power development.

Forelgn Trade

orts
Central American countries have traditionally relied on g few primary agri-
cultural products, chiefly coffee and bananas, for their foreign exchange.
Over the past quarter-century, however, there has been s shift in the relative
lmportance of these commodities within the region's export trade, as shown in
the following tebulation: L/

Percent of total value of exports from Central Americe accounted for by:

Year Coffee Bananas Cotton All Other
1938m-c el Lo L6 - 1k
1948 el 39 Lo 1 20
1953 mmmcmcamaeem 55 26 . b 15
1958mnmcm e 55 17 10 18
1960--mamomc s 52 16 7 25

Between 1938 and 1960, the share that exports of coffee contributed to the
total value of Central American exports increased from 4O percent to 52 per-
cent, whereas the share of bansna exports in the total declined from 46 per-
cent to 16 percent. Since World War II, raw cotton has becbme fairly important
in the region's export trade. Iess important exports have included gold, silver,
lumber, abaca, and cacao.

The Unlted States and Western Europe traditionally have been the major
markets for Central American exports (Teble XTII). After the end of World War

II, however, two new developments occurred in the pattern of Central America's

1/ Date are from the United Nations, Yearbook of International Statistics
and Direction of International Trade.
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export trade. The first was a decline in the relative importence of traditional
markets es new ones were developed in Central America, Jepen, enc elsewhere in
Latin Americe (notebly in Cube, Peru, Paname, Mexico, end Venezuela). The other
development was the changing relationship of the traditional markets themselves.
While the U.S. share of Central American eXpbrts declined from ebout 85 percent
during the early postwar years (1946-51) to L6 percent in 1959, the share of
Western Europe increased from about 10 percent to 33 percent. The major
European buyers of Central Americen products have been the Federal Republic of
Germeny, the UniteA Kingdom, end the Benelux countries. The European markets
heve purchesed chiefly coffee, cotton, and bansnas. Sales to Jepan have con-
slsted primarily of raw cotton. Central American exports to major merkets
during the years 1955-59 are shown in Table XIV.

Over the past'quarter century, intra-regional trade in Central Americe
hes grown both in absolute value and in proportion to the region's total
trade (Table XV). Moreover, the relative importance of the respective countries
in such trade has changed. During the pre-war years (1934-48) only Nicaragua
wes a net exporter to the other Central American countries; during the years
immediately after the war (1946-51), Nicaragua, Honduras, and Costa Rica were;
and in the recent period (1955-59), Honduras and Nicaragua were net exporters
(Table XVI). The disparities in intraregional trade have become much more
pronounced since World War II, especially during the years 1955-59, as the

value of this trade has increased.
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TABLE XIII,

Central America: ggports: by principal areas of
destination, averages 193 ~30 and 1946451, annual 1952-59

(In percentege of totel f.0.b. values)

: : : : Other :
¢! United : Western : Central : Latin : Other
Period ¢ States : Europe : Americs : American countries
: : : i countries
Average: ; ; ; ; ;
1934-38-m=un: 5T ;37 ;3 oL : 3
1946-51mmenn : 85 ¢+ 10 ¢ 2 : I/ : 3
Annuel: ‘ : : : ;
1952mmccaana; 76 : 13 : 3 : 3 : 5
1953 mccacaan; 69 : 1 : 3 : 3 : 10
195k ecccmnaa; 6l : 23 : 3 : 2 : 8
1955=mmmcman; 59 : 27 ¢ 3 : 2 : 9
1956=mccaua; 54 : 30 : 3 : 2 : 11
195T~=mmmmmn; 52 33 : &4 : 3 : 8
1958 mamcunn: 50 32 : 5 : 2 11
1959 cccaan; L6 32 : 7 : 3 12

1/ Not separately reported.

Source: United Nations,
and Direction of Internstio
December 1960,
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TABLE XIV.

Central America: Exports by countries and by principal

(In millions of U.S. dollars, f.0.b.)

destinations. 1955-59

Year and : Exports to
Exporting ¢ United : Western :Yther : Other Latin: Other
Country ¢ Btated : Europe :ﬁﬁ&?fﬁ&n : + Countries : Total
1955: : : :
Costa Rica----- ¢ W43 27.9: .8 1.3 6.6 80.9
El Salvedor----: 68.6 : 27.0 :+ L.1 o2 7.0 106.9
Guatemala---~-=:  T3.1 : 20.0 : 1.7 4 11.2 106.4
Hondurag=------- : 33.2: 5.8 : k.7 3.0 2.2 48.9
Nicaragug---=--=- i 2k.9:  30.6: 1.2 2.6 12.6 71.9
Totale=w==-- ¢ 244,10 111.3 : 12.5 7.5 39.6 k15.0
1956: : : :
Costa Rica-----t 34,1 : 26.0 : .7 1.7 5.0 67.5
El Selvador----: 50.2 :  43,5: 5.2 1/ 13.8 112.7
Guatemalg~-----: 83.2 : 27.8 : 1.5 o7 8,9 122,1
Hondurag-------; k1.9 7.8 : 6.5 2.8 7.9 72.9
Nicaragua------; 20.3 26,5 : .7 1.3 8.9 5T.T
Total--mmmum; 235.7 131.6 : 14.6 6.5 L5 132.9
1957: : . : :
Costa Ricg----- : k2.9: 2r.2 : 1l.2 3.2 8.9 83.4
El Salvador----: 53.3 : 60.2 6.3 .2 8.5 138.5
Guatemgla~-=-=--} 72.5 30.1 2.6 1.k 7.6 11k.2
Hondurag=-wm==-: hi,7 6.8 6.0 k.9 5.k 64.8
Nicaragup------- s 23.4 32.1 1.2 2.3 5.3 6k4.3
Totale~ermam; 243.8 156.4 : 17.3 12.0 35.7 465.2
1958: :
Costa Ricg-m=-=: k5.7 32.4 : 1.6 8.8 : 9l1.9
El Salvador----: k6.1 hr.7 : 8.2 13.9 : 116.0
Guatemalg--~--- 66.3 27.5 :+ 3.0 8.8 : 107.0
Hondurgg-=cw-== k3,1 8.8 : 6.6 7.5 : 69,5
Nicaragug-=---w: 21.1 28.5 : 1.4 11.0 : 68'8
Total--=w-- ¢ 222.3 1L, 9 2 20.8 50.0 ¢ 4hB,2

1/ Less than $50,000
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TABLE XIV, (cont'd)

(In millions of U.S. dollars, f.o.b.

Year and : Exports to

Exporting ¢ United : Western : Ugg%ral : Other Latin :  Other :
Country : States : Europe : Rmer{can : _America :_countries : Total
1959: : :
Costa Rica~==--- ¢ 37.5 29.4 1.8 2.6 : S« 1 6T.7
El Salvador-----: L40.3 : k2.9 : 10.5 .3 : 19.1 : 113.1
Guatemala-==--= : 64,6 30.4 L2 T : 3.3 : 103.2
Hondurag-=-~-e-=: 37,3 : 12.4 : 8.0 5.3 5.8 : 68.8
Nicaraguge=«-==-: 16,6 : 27.7 : b2 2.4 : 18.3 : T2.2
Total=-w----=: 199,3 : 142.8: 28.7 : 11.3 51.9 : 4340

Source: United Nations Yearbook of International Trade Statistics-19 y
Volume )., and Direction of International Trade, November-December 1955.

Note.-~Guatemalan exports exclude adjustment for undervaluation of bananas.
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Central America: Total merchandise trade amon

TABLE XV,

g the five countries averages

1934-38, 1946.51, and 1955-59

Exporting€ cCountry

(Values in thousands of U. S. dollars f.0.b.)

Importing countries

Coota Rica:El Salvador;Guatemala: Honduras: Nicaragua:

:Total exports:
: to the ares :

Percenf of
total exports

Value to the areg
: Average 1934-38 :
Ccsta Ricam=----cmccmmmcmanao. : - 3.6 T-9 : 1.3 : 27.5 "40.1 ¢ )
El Salvador-----------cacao-o : 13.1 - ¢ 78,1 3 184.7 © 6.9 ¢ 282.8 . 31
Guatemala~----~~m—ceooean . : L.3 k1.9 - 2 8.9 : 3.6 : 6h.T T
Honduras-==-=--cccmmmmaaaao; T - : 238.9 22.5 @ - 3 20.3 : 281.7 31
Nicaragua---=-==ceeooecoco__ : 23.6 : 15.9 : 51,0 : 119.2 -3 249, 7 27
Total imports from the area: 1.0 300.1 + 159.5 ¢ 314.1 56.3 @ 919.0 : 100.0
Percent of total imports ’ : H : : s
‘of the areg-------=-cecea—e : 8.8 _33.3 ¢ 17k : 3h.2 6.3 : - : 100.0
: Average 1946-51
Costa Rica-mleg=m-mee- ——e—at - 57.6 ¢+ 5h40.1 "¢t 28T : 21k.k ¢ I1,030.F ¢ 12
El Salvador=------eeccaammanua : 220.2 - i, 343.3 1}66Lk.2 : 92.2 : 3,319 9 37
Guatemala---=-=mmecaceaaomno_; 25.3 ¢ -199.9 - ! 51.7 L6 = 1.5 3
Honduras=e=se—cecmcmccccaama- : 136.9 : 2,473.6 : 193.8 - sk.5 : 2,858 8 : 32
Nicaragua--=--=--meceeceomaaaa; L4241 @ T12.2 185 ! 95,4 = l,ht.0 16
Total imports from the area: 806.5° : 3,4L43.5 ~2, t2029 L 365.7T ¢+ 8,907.b6 ¢ 100.0
Percent of total imports _ ol : : s -
of the arege—=c-—eccce-ua- =t 9.0 38.7 : 25.4 ; 22.8 . 4,1 . - :+ 100.0
: Average 1955-59 ]
Costa RicAmmme—camccacmanaoa. : - ¢ hgo,0 - :158.0 : 2,570.0 ¢+ 3,220.0 : 6
El Salvador=cee-e-- memec-eemea: L480.0 ¥ - .:2,632,0 2g632.0 : 1,128.0 : 6,872.0 36
Guatempla-ceocemcccmcan e .o : 2,476,0 - : 62.0 : -: 2,582.0 14
Honduras-n-=e--ccccccaccccnaa; 152.0 : 5,358,0 T797.0 - - - 33
Nicaragua--=eeccmcccccaocaaaa :_T795.0 : 1,069.0 : '13.0 : 126.0 : - : 2,003.0 : 11
Total imports from the area:T ,471.0 9,935.0 :3,442.0 22978.0 :1,6T77.0 : 18,963.0 : 100.0
Percent of total imports : : : H : H
of the arege-----ee—coceo-; 5.0 ~ L4s5,0 17.0 : 15.0 18.0 - :  100.0
Source: Statistical Office of the United Nations, UN, ECILA, Anglysis and Prospects of Inter-Central

1960

~American Trade (E/CN.12/367), 20 July 1956; Yemrbuok of International Trade Statistics-1959, vol.l; and
Direction of International Trade, Nov.-Dec-



TABLE XVI

Central America: Net flow of intraregional trade
by countries, averages 103438, 1946-51, and 1955-59 1/

(In thousands of U.S. dollars)

¢ Average : Averege Average

Country | : 1934-38 : 1946-51 :  1955-59
Costa ﬁlC«B.----------------; -40.9 : +223.9 -307.0
El Salvador--eeeeeecmna- --: -23.3 ~123.6 -2,523.0
Guatemala-mmmmeccmmcce——— - -94,8 -1,981.0 -860.0
Hondurggeeeeecamamcemcon. - ~32.4 +829. 4 +3,364.0
Nicamgua-----------------: +191. k4 +1,051.3 +326.0

1/ Plus sign signifies export eurplus; minus sign an import suTplus,

Source: UN, ECLA, Analysis and Prospects of Inter-Central American Trade
(E/CN.12/367) 20 July 1955, and Table XV.
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Much of the growth in Central America‘s intraregional trade has occurred
within a framework of bilateral limited-free-trade treaties which were pre-
cursors of the broader regional economic integration program (Table XV[I).

The treaties usually contained the Central American "exception clause" which
permits the respective countries to grant special benefits on domestic commodi-
ties traded within the region. The more important of these agreements speci-
fied items on which the two countries agreed to exchange duty-free treatment
as well as products which were to receive preferential tariff treatment. The
preeminence of El Salvador in the internal trade of Central America undoubted-
ly has been aided by its network of bilateral trade treaties with the other
four countries.

At least one of these treaties, that with Honduras, dates back to 1918,
Although comparable data for the other Central Ameripén countries are not
available, the information published by Honduras shows that in 1960 nearly
90 percent of its exports to the other countries in the area and about
85 percent of its imports from those countries were made under preferential

provisions of bilateral trade treaties.

49



TABLE XVII,

Central America: Bilateral preferential trade treaties in force
among the respective countries as of September 1962

Costa Rica : El Salvador : Guatemals ! Honduras Nicaragua
withe- : with-= H withe==- : Withe= : with-=
El Salvador : Costa Rica : El Salvador: Nicaragua : Hondures g/
1/ : 1y 3/ 2/
¢ Guatemsals : Hondui?s : Guatemasla : El Salvador §/

: : ! : :
: Honduras 6/ : : El Sa%j7dor:
: : : 6 :
: Nicaragua 5/ : : :

e ———

1/ Signed Oct. 5, 1953, and effective Feb. 19, 1954. Speclal enabling regula-
tions passed by Costa Rica on March 17, 195k,
2/ Commercial modus vivendi. Notes exchanged on May 27 and June 24, 1946;
effective Feb. 18, 1947.
3/ Signed April 15, 1959 and effective Sept. T, 1959.
L/ signed Aug. 22, 1956, and effective Oct. 26, 1956,

Signed Mar. 9, 1951, and effective Aug. 21, 1951,
_/ Signed Jan. 9, 1960, and effective Mar. 11, 1960, replacing a bilateral
agreement of 1956 which in turn had superseded an agreement in effect since 1918,
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;ggorts
In terms of constant prices, the shares of Central American imports, by

economic groups, l/ have not changed appreclably in the postwar years (Table 18).
Between 1948 and 1958 the region's share of imports accounted for by consumer
goods increased very slightly, from 4O percent of the total value to 41 percent;
the share accounted for by raw materials rose from nearly 25 percent to

27 percent; and that of capltal goods increased only from 25 percent to 26
percent. These three groups accounted for about 90 percent of the total value
of imports in 1948 and for 94 percent in 1958.

The United States has long been the major single source of Central Ameri-
can imports (Table 19). During World War II, because nearly all other suppliers
were cut off from the Central American market, thé United States fillled
virtually all of Central America's import requirements. Since the war, however,
the share of the United States in Central America's import trade has been
declining, while the shares accounted for by Western European countries, Japan,
and countries within the Central American area, have been lncreasing. The
value of Central American imports during the period 1955-59, by importing

country and from principal supplying areas, 1s shown in Table 20.

;/‘These groups are consumer goods; raw materials and intermediate products;

and capital goods,
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TABLE XVIII,

Central America: Composition of imports, by category and by

country, 1948, 1953 and 1950

(Million U.S., Dollars)

Values at 1955
Prices l/

f Percent of total value

1948 : 1953 : 1058

Consumer goods

10K8 : 1953 : 1958

Nondurable: : : : :
Costa RicB=merm—vcmcccmn: 11,6 : 21kt 246 : 5.4 : 6,3 5.2
Fl Salvador--cecccaca. i 12,5 t2hh: 34,0 ¢ 5,9 ¢ 7.1 7.1
Guatemala-memoccmmamex : 16,9 :27r.6: 38.8 : 8.0 : 8.1 8.1
HOnQUTaSmm - mmm e cemm : 12,8 1 17.3: 28,6 : 6.0 : 5.1 6.0
Nicaragus, --—-- memmemwmr 6ok 1001 f 15.2 i 3,0 i 2.9 3.2
Subtotalemmeccmeeun :—60.2 :100.8 : k1.2 : 28,3 : 20.5 29.6
Durable: . : :
Costa RicAmmmemmccccan: 3.6 ¢ T.T: 8.7 1.7 2.2 1.8
El Salvadoreee=-ee« .- 1 6.0 : 8,1 : 11.0 2.8 2.k 2.3
Guatemalammmmmmccmeean: 7.9 ¢ 8.6 : 23.1 3.7 2.5 4.9
Hondurag=--camecaccann: 3.9 ¢ 5,0: T.1 1.9 1.5 1.5
Nicaragugee=—cemewecaan: L,3 : 5,7: 5.8 2,0 1.7 1.2
Subtotale-mecccman.: 25.7 * 35.1 : 55,7 12.1 10.3 11l.7
Raw Materials & Inter- :
mediate Products :
Metallic: : :
Costa RicAawm--mmmmeccuc: 1.k 2.5 : 2,0 .6 o7 o4
El 58lvador=--e-mecaau: 0.8 1l.5: 2,1 L A 5
Guatemnla-cemeccmaae - 2.1 2.2 : 3.8 1.0 T ¢ .8
Hondurag=mmememe e eas 0.8 1.0 : 1.6 A «3 3
Nicaragua==~=--emaae—o.: 1.3 2.1 : 2.k .6 6 o5
Subtotale--=cemmnao-: 6.4 : 9,3 : 11.9 3.0 2.7 : 2.5
Nonmetailic: : : : A
Costa RicAmmeceecmacme s 11l.1 : 16.6 : 26.1 5.2. 4.9 5.5
El Salvador-----eecoa-: To5 :15.8 : 24,6 3.5 L6 : 5.2
Guatemala—-—-mmcccmmmn: 17.1 : 18.3 : 30.3 8.0 5.3 6.b
Hondurag=eeeecaamca ... 59 ¢ 9.8 : 17.2 2.8 2.5 3.6
Nicaragua--=e-mecocao.; 4.1 :10.4 : 18,3 2.0 3.0 : 3.8
Subtotal-mcemccmmns; 45,7 _: 70.9 : 116.5 21.5 : 20,7 : 2L.5

2/ C.i.f. values
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TABLE XVITI. (Cont'd)

;Values at 1955 Prices 1/

Percent of total value

: 1948 + 1953 1958 1948 " ;0 1953 . ; .71953
Capital gcods: : : : : :
Construction materials : : : : g
Costa Rica~-=smmwewmwesy 3,0 : 8,8 : 9,6 : 1.4 ; 2,6 2.0
El Salvador---e--ewee-: 1,2 : 5,1 : 8,4 .6 1.5 ¢ 1,7
Guatemalamemmmeecamon : 2,3 @ 3.8 ¢ 8.9 : 1.1 l.2 ¢ 1.9
Honduragwe==ecacnmua : 5.2 : 53 ¢ b7 o« 2.4 : 1.6 @ 1.0
Hlcaragua=-==~~==mm- weet 1,0 3 4,9 1 3,8 o5 1.k .8
Subtotalw=~==an wemmt 12,7 3 27.9 : 354 6,0 : 8,2 :  T.h
Agricultural equipment : : : H : S
and machinery : : s : : :
Costa Ricawmmeceuanw “wy 1.0 ¢ 3.0 : 3.0 o5 ¢ .8 .6
El Salvador-e-=c-cea-- ¢ 0.8 : 1.8 : 1.9 : Ao .5 3 A
Guatemalammmmoe—cmmanx : 1.7 : 2.0 : L8 : 8 8 ¢ 1,0
Hondurag--wm-wcecmamen: 1,2 ¢ 2,2 1 3,0 3 5 b 6
Nicaragug-wewemmmemawas 1.4 ¢ 4,0 { 2.2 : 6 ot 1,1 s 5
Subtotalee-mamwwnn- ¢+ 6.1 : 13,0 : 1%.9 : 2.8 3.8 3.1
Industrial equipment : : : : :
and machinery : : : e : : :
Costa Ricammemmmemewauns : okl r 7.7 ¢ 9.9+ 1.9 : 2.3 5 2,1
El Saivadores=-ee-« === 5.3 ¢ 5.9 : 8,9 : 2,5 : 1.7 ¢ 1.9
Guatemala--mmmmmccmmnn ' Te5 ¢ T2 1 15,8 : 3.5 : 2.1 : 3.3
Hondurasesemeccemcacna : 5.3 : 59 : 87 : 2.5 :+ 1.7 : 1.8
Nicaraguge==ceeaw-u emm=t 15 : 6.0 : 9.5 o7 ¢ 1.8 :+ 2,0
Subtiotalemmmmeeacuns 2307 1 32,7 2 50.8 ¢ dl.1_: 9,6 : 11l.1
Transport equipment : 2 : : : :
and machinery ' : : : : :
Costa Ricam=asmeecammwa: 1.4 & 41 . 1.9 : .7 : 1.2 : .k
El Salvador---e-ceceea $ 2.9 ¢ 3.5 ¢ kb9 ¢ 1,k : 1.0 :+ 1.0
Guatemala-meemacocmea t 5.0 s 2.7 :+ 6.4 3 2,3 8 ¢ 1.3
Honduras===mmmamammmun : 1.3 . 2.8 : 3.6 B 8 .8
Nicaragua==--=-=mcamn- : 0.l ¢ 1.2 ;2,1 ¢ 2/ ¢ b4 o .5
SUbLOtaL e mmmm m e ceen e TO,T 3 a3 3 18.0 : 5.0 = .2 : L.0
Total imports: 3/ : : : 3 2 :
Costa Ricaw=-mmmuanan- t b05 2 77.0 f 82.6 2 19.0 f pos ¢4
El Salvador-----=-v--- Poh0l 71,0 :103.7 ¢ 138 : §§§ : ;:l(%
Gu&tenlﬂ..l.& ---------- caemes] 6602 . 7900 L. l)«l-e.s : 31.1 : 2301 : 30°O
H?nduras “““““““““ e=t 43,3 : 66,1 81,0 ¢ 20,3 ¢ 19,3 ° 17'0
NicaTagua —=mwmommmmmee; 22,9 : 49.0 : 665 108 yL3 ¢y
Totalmeammmcccmamas 513.0 BN o D o - : 13,0
3.0 342,01 vh716.3 0 1100.0 100,000

2/ Less than .05 percent.

the table wmw=-
No. 2, October 1959, pp.

3/ Totals include miscellaneous L
Source: UN, ECLA, Economic Bulletin for Latin America, vol 1V,

imports not shown 1n

86, 90.
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TABLE XIX.
Central America: Sources,of imports, b rincipal supplyin
areas, averages 193H-38, and l9ﬂée51, annual 1952-59

(In percentages of total c¢.,i.f, values)

: : : Other : -
Period : United : Western : Central : Iatin : Other
States :° Burope : America : American : Countries
o : : Countries :
Average: : : : :
1934-1938---mnmm: k9 1 37 2 ¢k = 8
1946-1951 ~mmmm e 730 ¢ 10 b : 7 : 6
Annua’; : : : : : :
1952 mmmmcmmeems 66 : 18 3 : 2 : 8
1953 cmmmc e 61 : 18 b : 3 : 1k
1950 mm e m e mccmes 5 @ 20 b 4 13
1955wmcmc e e : 61 : 20 p) 3 1l
1956 mm e et 57 ¢ 21 3 2 h
L CR—— 55 @ 23 3 4 1
1958 mcmmcmemae : 52 ok 4 : > 15
1959mc mccmmem e . 51 : 26 : 6 5 12

Source: United Nations, Yearbook of International Trede Statistics-1959
and Direction of International Trade, annual issue.. and November-December 19600
issue.
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- Central America:

TABLE XX,

Imports by countrles and by principal

supplying areas, 1955-59

(In millions of U.S. dollars c.i.f,)

Imports from

Year and : : : Qther : Other
importing :United . ¢ Western : Central : Latin : Other
countries :States : Furope : American : American : Countries : Total
: : : Countries : Countries : :
1955: : : :
Costa Rica~---w= : 52,1 1 22.7 o7 : 3.3 8.6 8.4
El Salvador---«-: 52,4 1 23.5 6,9 s 4.3 4.8 : 91.9
Guatemala---=-==: 69.8 : 18.k 6.8 ¢+ 1.5 10.1 : 106.6
Honduras=====m==: 35.9 «+ 7.6 2.2 : 1.8 14.8 62.3
Nicaragua=--=--=-: L5k : 11,8 1.5 s 3.h Te5 i 69.6
Totale=m=me; 255.6 1 84,0 : 18.1 s 1.3 5.8 : 17,8
. 4 .
1956: : : T :
Costa Ricame=-=- : 49,7 : 25.9 1.0 ;. 5.2 9.4 : 9l.2
31 Salvador-----: 55.2 3 28,4 8.1 : 5ok T.8 + 10k4.7
Guatemalaw---==-: 82,4 : 22,0 1.5 ¢ 6.1 25,7 s 132.7
Honduragem===c=ee; 39.6 8.0 1.k : 1.8 23.7 . 66.5
Nicaraguge==--—---~ : 43,2 ¢+ 13.0 1.5 : 3.6 Te5. 3 68.8 .
Total----== : 270.1 97.3 13.5 : 22.1 a1 : L568.9
1957:, : : : : , :
Costa Ric@me-mn- : 56.8 : 28,9 : .9 : 3.9 12.3 : 102,8
El Salvador==--- : 594 1 33.5 8.7 v b7 8.7 + 115.0
Guatemalg=--vewe: T9.8 : 30.7 1.7 Tk 27.8 ¢ 7.k
Hondurase=---=~—-: LUh,0 8.9 2.4 s L.k 22,0 s T8.7
Nicaragua--—e==m=; h7.1 : 18.0 2.8 s 3.7 9.3 : 80.9
Total-m==uw: 287.1 : 120.0 16.5 : 21.1 80a1 : 524.8
1958: : : : : :
Costa Ricamemm—=; 52.5 : 29.0 1.1 H 5¢1 13.2 . 100.9
El Salvadore--=-: 52,6 : 32.7 : 10,5 : 4.8 7.0 : 107.6
Guatemala~mww=—mew; 79.9 : 32,9 2.2 i 6.5 28.9° ; 150.k4
Hondurag==—=e=c=: Lbo.1 : 10,6 ho1 s 2.b 19.4 : T6.6
Nicaraguae==--~m==: ho,8 : 16.6 2.7 : 4,9 10.9 : T7.9
Totalemm=nag 267.9 : 121.8 : 20.6 : 237 9.k s 5L3.F
1959: : ¢ : : :
Costa Ricam=-=-- : 51,3 : 29,5 3.9 P 5.7 13.5 : 103.9
El Salvadore---- : hh.s 29,7 : 12,5 5.3 8.0 : 100.0
Guatemala---w- - 3.7 35.8 3.1 : 5.9 15.5 : 134,0
Honduras=ws==m=~- : 33.0 10,8 : 4,6 : 2.7 10.8 : 61.9
Nicaragug=sme—m==e : 348 . 13.6 h,o . : k4,6 9,8 1 66,8
Totalmmemmanu: 237,3 1 119.4 28,1 24,2 576 : i66.6

Source: UN, Yearbook of Internat'l Trade Statistics-1959, & Direction of Inter-

national Trade, annual issues and NovembersDecember 1960 lssue
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Contribution to the gross domestic product .

The heavy reliance of the Central American countries on foreign commerce
is illustrated by the high ratios of their exports and imports to éross domestic
product (GDP). 1/ During the years 1950-59, exports and imports each were equi-
valent to nearly a fourth of total outlays on gross domestic product in each of
the four countries (Costa Rica, El Salvedor, Guatemala, and Honduras) for which
~ data are available (Table 21). In each of these countries imports of goods
and services lncreased at a greater rate during 1950-5T7 than did the gross
domestic product but declined in 1958 and 1959, whereas exports of goods and
services have tended to decline in.relation to the gross domestic product-after
195k. This decline in the export ratio resulted from worsening terms of trade g/
(Table 22) insufficiently offset by an increase in either traditional exports
Oor new ones. The extent to which an increase in exportable production can be
maintained is of crucial importance to Central America, since the predicted
trend of prices for its major foreign-exchange~earning exports is downward, or
at hest stable. The movement of brices of coffee end banenas during the period

1950-60 is shown in Table 23.

1/ Expenditures on gross domestic product comprise private and govermmental.
consunption « spenditures, gross capital formation, and exports of goods and
services mi. :» imports of goods and services, ,

;g/ The terms of trade, as used in this report, refers to the changing relation-
?hips ofhgentral.America's export prices compared with those of its imports
Table 24),
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TABLE XXT,

Central America: Ratios of exports and imports of goods and services to tokal expenditures
on Gross Domestic Product, by countries, 1950-59

{In percentages of gross domestic product)

Costa Rica

. 5 : El Salvador : Guatemals : Hondures
ear : . : . ; . :
Exports Impor‘bs; Exports Tmports Exports | Imports . Exports ' Imports

1950=mnmaca-" --; 26 : 27 ; 21 ; 17 ; 20 ; 19 ; 28 ; 18
195]~memmcma - 27 : 2T 26 s 23 : 21 : 21 : 29 : 22
1952 cacanaa; 30 : 29 : 25 : 23 : 23 : 19 : 27 : 25
1953 =cmcmuan --: 29 : 29 : 26 -1 : 23 : 19 : 25 : 22
1954 acnana m~———: 29 : 29 ¢ 26 : 24 : 22 : 21 : 21 : 22
1955@=cnmn-x — 26 ; 28 ; 26 ; 25 ; 21 s o1 : 18 : 21
1956me=caax -——: 23 : 29 : o7 : 26 s 22 ¢ 24 : 24 : 22
1957~=wmm= =-==: 26 : 30 : 27 : 26 : 19 : 24 : 24 : 23
1958mcccmcccaan : 21 : 22 ;23 : 22 : 16 s 22 : 19 : 21
1950 cmmcenaan : 16 : 21 ¢ 22 : 20 16 : 20 : 18 : 19

Source: Based on data in UN, ECLA, Economic Bulletin for Ietin America, Vol. IV, No. 2, Oct. 1959,
Pp. 63-64, and UN, Department of Economic and Social Affairs, Analisis y Proyecciones @el Desarrollo
Economico: VIII: EIl  Desarrollo Economico de EL Salvador, Mexico, D. F., 1959, pp. [ and 26; and
Agency for International Development, Economic Date Book for the countries of Latin America.

Note.==Comparable data are not available for Nicaragusa



TABLE XX1I,

Central America: Terms-of-trade indexes, by countries,

1950-60
{1953=100)

Year ; Costa Rica ; El Salvedor ; Guatemals ; Honduras ; Nicarague
1950mmmmmmmem- ;98 & -+ 9%k i 99 i g
1951-maecma S 97 : - : 98 : 92 : 110
1952mmccc s ol : 101 : 100 : 103 : 100
1953 amacnmcnnaa; 100 : 100 : 100 ¢ 100 : 100
195hammaaaaaas : 115 : 128 ¢ 120 : 108 : 128
1955mmnmnmcnn ;106 ¢ w2 ;11 i 108 | 108
1956mcmncncnan : 112 : 109 : 121 : 107 : 109
1957 ~mm=mnm- --: 102 : 107 : 107 : « ok
1958emcaca-s - 86 9 ¢ 8 i g9 : g
1959mmnnnx —— 79 : 7 : 68 : 81 : 71
1960mmsmcccann : 78 : 80 : 76 7T 71

Source: Internaticnal Monetary Pund, Internationsl Financiai“§tatistics,
various issues. The terms~of=trade indexes are derived by dividing the export
price indexes by the import price indexes.
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TABLE XXTIT,

Prices of coffee and bansnas in the United States

1950-60

(In dollars per 100 pounds)

z _
Year : Coffee 1/ : Bananas 2/
1950mmmmnm S ———————— oo 52,4 : 15.40
1951-mmmmmmm e cm e e e e ———— 1 5h.5 15.60
1950mm mm e ———————— ————— 5k : 15.22
1953- ----------------------- hadadete 5507 : 15030
195k mm i e e e -t 1.9 15.30
1955mmmmmmmmm e mmmm e e} 58.8 15.50
1956 mmmmmm e cc e a—— e e 68.4 15,60
195Tmammmmmmm————————————————— 62.1 16.20
1958 e e e e e 49.8 15.90
1950 == e e cccccccmn e ——————————— L1.6 15.70
1960mmmmm i ————————— S k2.2 14,80

1/ Prices for Guatemalen green coffee, f.C.b. porte
2/ Retail price in New York.

Source: International Monetary Fund, Intermationasl Financilal Statistics,
June 1961, p. 30; and Banco De Guaetemals, Boletin Estadistico, varied months.
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A comparison of the volume‘of exports with total domestic output during
the decade ended in 1959 for the same four Central Améfican countries suggests
that those that had experienced a relatively high rate of expansion of exports
(Teble 24) also had a relatively large increase in their output, although not
proportionately so. As demand elasticities of Central American exports,
particularly coffee, are relatively low, and inesmuch as investments in the
banana industry are unlikely to increase substantially in this region, the
expansion of coffee and banana production in Central America probably will not
be very great in the foreseeable future. If the area's exports are to be
increased significantly, alternative export lines must be expanded or established
in the near future.

Central American production attains worldwide significance only in the
case of bananas and coffee. Within Iatin America, however, Central American
output is significant for a broad range of commodities (Table 25). The
integration progrem therefore might serve to increase the Central American
area's competitive position in world markefs served by Iatin America. In
addition, the economic integration program might make important contributions
toward alleviating the balance of payments difficulties of Central America by
(l) reducing the region's dependence on imports of many consumer goods;

(2) creating new export industries; and (3) through cooperative action, ins=

fluencing the prices obtained‘for certain of the area's exports.
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Central America: Indexes of the volume of exports,

TABLE XXIV,

by countries, 1350-60

(1953=100)

Year . Costa Rica : EL Salvador : Guatemala : Honduras : Nicaragua
1950=mmmnnmne- : 80 1/ 96 93 70
1951-cmcmmun- : 82 1/ 85 101 ("
1952mmmnccanaa : 97 98 95 ok 96
1953 --mmmccmun: 100 100 100 100 100
1954 ccmmcmaeee : ok 93 92 75 113
1955=mmmmemem=: 98 110 98 5 158
1956mmmmancman; 73 115 102 98 122
195T=cmcceemna : 96 142 101 93 140
1958--cccccana : 123 143 12 105 : 156
oS T —— : 109 16T 133 106 : 192
1960m=ccmccnnn : 122 176 139 99 : 130

L1/ Not available,

Source:

International Monetary Fund, International Financial Statistics.
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TABLE XXV,

Central America: Importance in the free world production of selected commodities,
: crop year 1959-60

: : : : : : : Rice
: Coffee : Bananas : Raw Cotton :Raw sugar : Corn : Meat : (rough)
Free world production --- 1,000 : H : : : : :
metric tongse—----ieaemooo_____. k,700 : 1/ 3,817 6, 750 : 40,500 :171,500 34,500 :140,000
Iatin American Production-=do—-ee-: 3,766 : 2,748 : 1,113 : 14,361 : 21,251 6,721 : 6,340
a) Central American production---;: : : : : : :
QO o ¢ 292 871 T2 : 271 : 1,069 : 150 : 141
(1) Percent of world total--—-. 6.2 22,8 : 1.0 : 0.6 : 0.6 : Oub ¢ 0.1
(2) Percent of Iatin American-: : : : : : :
Total-=-w-: 7.8 31.7 : 6.4 : 1.8 : 5.0 : 2.2 : 2.2
y rts Ld - L] L * L] L]

Source: Agency for International Development, Statistics and Reports Division,
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National economic policies

Fiscal policy

Customs receipts constitute by far the largest source of govermment revenues
in the Central American republics. More developed countries » even small ones
such as Belgium and Netherlends, have relied primarily on direct taxes 3 they
have had no levies on exports, and import tariffs generally have been for
protective rather than for revenmue purposes, Although there has been a
tendency in recent years for Central America's customs receipts to decline in
proportion to total revenues (except in EL Salvador), in 1959, they still
accounted for well over 50 percent of the total (Table 26). The decline in
receipts from import taxes often has been accompanied by an offsetting rise in
collections of export taxes, Other major trends since 1938 in the Central
American tex structire have been (1) the growing importance of direct taxes
(such as those on income and property), and (2) the fluctuating role of
"other" taxes, chiefly production, sales, and consumption taxes.

The considerable degree of fiscal dependeénce by the Central American
countries upon imports, a highly vulnerable sec;tor of the economy, makes
national budgeting a difficult operation and creates considerable uncertainty
in economic planning. Although these difficulties msy be expected to continue
for some time following the full realization of a regional common market,
tax gains accrulng from rising national incomes and increasing intra.regionall
economic activities may in the long run facilitate the development of a tax
system less dependent on consumption taxes. To achieve such a-goal; the
existing tax structure of each participating tountry will need 4o be revised
to take account of the new opportunities for direct taxation created by a more

dlversified economy.
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TABLE XXVI,

Central America: Importance of customs receipts to total tax revenues,

by countries, in selected periods, 1938-59

Period and type

(In percent of total national tax revenues )

:Regnl

of taxes :Costa Rica:EL Salvador:Guatemala:anduras:Nicaragua:Average
Prewar (1938-40): : :
Import taxes--m=-wa==: 66,7 52.8 ¢ k4,7 64.0 68.7 59.4
Export taxes~e----m== : 6.2 _: 8,7 _1T.3 3.6 3.2 7.8
Subtotalee=cemmmn=: 72,9 61,5 : _ 62.0 67.6 _:___T71.9 67.2
Income, profits, and - : : :
property taxes-==-- : 4.6 10.1 6.1 Tt 1.2 k.5
Other taxes 1/-~mmm=w=:_ 22,5 28,h  :__ 31.9 3L, T 26,9 28.3
Totalemcc-mmcamma: 100.0 100.0 _:_100.0 100.0 :_100,0 : 100,0
Postwar (1946-47): : :
Import taxes-—----emm- ¢ 64,3 48.7 : 36.6 59.7 ¢ 59.k4 53.7
Export taxes=--------: 1.5 1,3t 9.1 2.4 3.1 6,1
Subtotal-=--==-m- :__ 65.8 63.0 _:_ Ls.7 62.1 : 62,5 59.8
Income, profits, and : : :
property taxes--—-- : 8.7 9.k : 13,0 2.2 3.9 T4
Other texes 1/--=m-nm :__25.5 27.6 _:_ 41.3 35.7 33,6 32,8
Total-weammuwm-: 100.0 100.0 ¢ 100.0 :_100.9 : 100.0 100.0
Recent (1955-57): : : :
Tmport taxes—-----==e : 59.9 36.2 36,2 50.0 : 51,5 46.8
Export taxes-----=ee- : 4.6 31.9 22,2 2,8 : 15.8 15,5
Subtotale--===cmm +__ 6h,5 68.1 . 58.L4 52.8 :  67.3 62,3
Income, profits and : :
property taxes--—-w=- :  16.9 11.1 =« 8.5 21.9 : 9.9 13:6
Other taxes l/--==m-w:_ 18.6 20.8 33.1 25.3 :__ 02,8 2,1
Totalememcmmmaaa: 100.0 100.0 100,0 : 100.0 : 100,0 : 100.0
Latest (1959): :
Import taxes-—---m=-w- :  54.0 2/ b1k k8.9 : 3/60.0 51.1
Export taxes-----—m==: .9 2/ 13.9 5. 1.5 6.9
Subtotal--=c-maam :__54.9 55.3 54,3 67.5 58.0
Income, profits, and :
property taxes-----: 15.2 2/ 11.4 17.5 10.2 : 13.6
Other taxes 1/=m=mwem T 29.9 2/ 33.3 28.2 22,3 :__28.4
Totalemmmwomnamean: 100,0 . 100.0 : 100.0 100.0 : 100.0

1/ Chiefly texes on production, sales, and consumption in the Central American

countries. 2/ Not available.

Source:

3/ Budget estimate

UN, ECLA, Repercusiones Fiscales de la Equiparacion de Impuestos a la

Importacion y del Libre Comercio en Centroamerica

1959, p. 13; and country data.

64

(E/CN.12/CCE/110), 20 March



All five countries in Central America utilize & variety of fiscal measures
to stimulate industrial development. g./ In general, they grant to qualified
entervrises (1) at least temporary exemption from the payment of income, pro-
duction, sales, and profits taxes; (2) the privilege of importing specified
materials and equipment for plant construction or expansion without payment of
import duties and charges; and (3) exemption from payment of export taxes on
designated export commodities, Most of these benefits generally are extended
for & specified period only, the nmumber of years varying with the deemed importance
of the activity to the national economy. Producers also are granted tariff
protection on selected items of domestic manufacture.

As provided by the General Treaty of Central American Economic Integration,
e uriform industrial Incentive law for the member countries was drafted in
late 1961, When ratified, this law presumably will replace existing national
legislation on this subject (see Ch. III).

Tarliffs and other restrictions on trade

The Central American import tariffs have been employed primarily to raise
revenue; nevertheless, the individual tariff schedules contain protective duties
for selected domestic industries. When work was begun, about 1956, to formulate
& schedule of uniform tariff rates for Central America, a Trade Subcommittee of
the Economic Cooperation Committee encountered a multitude of problems. Tariff
classification systems differed among the five republics. Only three countries
(Coste Rica, Honduras, and Nicaragua) were using the new NAUCA nomenclature

drawn up in 1953-54 by a group of trade and tariff exports designated by the

1/ See Joseph Pincus, The Industrial Development Iaws of Central America.
Internationsl Cooperation Administration, Office of Industrial Resources, Technical
Aids Branch, March 1961.
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Central American governments and ECLA, }/, while El Salvador and Guatemals were
employing & variation of the 1913 Brussels Statistical Nomenclature. By 1959,
however, the two countries had revised their import tariffs to conform with the
NAUCA classification.

Another problem concerned the vypes of duty to be adopted--whether specifiec,
ad valcrem, or compound. g/ Initially, three countries (Guatemala, El Salvador,
and Honduras) used principally specific duties; the Honduran tariff included a
few ad valorem rates, and the schedules of the other two (Nicaragua and Costa
Rica) used a considerable number of compound rates of duty. After the tariffs
of Guatemala (1958) and Zl Salvador (1959) were revised, all countries except
Hondufas made preponderant use of compound rates. Before recomuending the type
of duty upon which principal relienc: would be put, the subcommittee took into
account the fiscal and protective effects of each, as well as the relative
inexperience of the member countries in the administration of customs matters.
Inasmuch as all five countries, in effect, were employing compound duties-~
even those having primary recourse to specific rates in their tariffs proper were
also levying ad valorem consular charges or exchange taxes on imports--and since
in the opinion of the Committee compound rates were best suited to both fiscal
and protective burposes, it recommended their use as widely as possible~-=~not-
withstanding +that; a strictly ad walorem rate structure would have been easiér to
adapt to a uniform tariff, Nevertheless, the way was left open to apply the type

of duty considered to be mcst suitable to any particular product.

1/ Standard Central American Tarlff Nomenclature (Nomenclatura Arancelaria
Uniforme Centro Americans - NAUCA), The subcommittee had approved the NAUCA
classification system during its first two meetings. Since 1956, it has been
engaged in the preparation of a uniform customs code, as well.

g/ Compound (mixed) raies have specific and ad valorem componeuts.
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The Committee agreed that when compound rates were applied, the components
ultimately should be identical in the member countries, and that the specific-
rate-of-duty component be adjusted uniformly and simultaneously when.changes in
prices reduce appreciably the protection afforded by the duty. To aid inter-
national comparisons of the burden of import duties on individual items in the
projected new tariff, calculations of both import values and ad valorem equi-
valents of such duties were to be expressed in national currencles, at fixed
parities with the U, S, dollar.

The basis of valuation adopted for the purpose of developing a uniform
tariff was the transaction value c.i.f., defined as "the value at which the
merchandise was acquired by the importer plus the cost of transportation and
insurance to the port of destination in the importing country". 1/ It was
felt that the c.i.f. valuation would provide more customs revenue (since the
duty would be levied on the freéeight and insurance as well as on the value of
the commodity). Moreover, since prices quoted by domestic producers could be
close to the landed cost of similar or equal imported products, greater profit
incentive would be provided to the development of new national industries. g/

It was recognized that the c.i.f. valuation base created certain diffi-
culties in applying different ad valorem rates to a group of products included
in the same import declaration; since freight and insurance normally are
quoted for the total shipment rather than by item. However, it was felt that

these costs could be prorated either by value or be weight emong the respective

commodities,

1/ UN, ECLA, CCE, Informe de la Cuarta Reunion del Subcomite de Comercio
Centroamericano, (E/CN.12/CCE/106) 27 September 1957, pp. 21-22.

g/ Sec UN, ECLA, Subcomite de Comercio Centroamericano, Nota de la Secretaria,
Bases Uniformes de Applicacion de los Derechos Arancelarios a la Importacion en
Centroamerica, E/CN.12/CCE/SC.1/33, Rev. 1) 31 May, 1957, p. 9.
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All five countries had imposed import texes in eddition to those contelned
in the tariff schedule. The subcommittee had to decide, therefore, what taxes
should be considered for purposes of international comparison of the import tex
burden. The recommendations of the ECIA Secretariat were adopted in this matter,

namely, that total import charges (gravamenes totales) be included in the calcu-

letion including tariff duties, consular fees and any other charges or surcharges
on lmports which resembie tariff duties. ;/ Where particular imported products
were subject to speclal import texes, these, too, were included in the calcula-
tions, (e.g., certain items not produced in the country bore consumption texes
which were collected at the customs posts, and these taxes were included in
calculating the total ad valorem equivelent for these items). The dutles and

charges included in the calculations made for the respective countries are as

follows:
(1) Costa Rica--tariff duties only.

(2) El salvador--the import duties, the 2-percent charge on the liquidation
of customs duties, and the 6-percent consular fee on the
Colof. value of imports.

(3) Guatemala~-the import duties, the 6-percent consular fee on.the c.i.f.
value of imports; the 6-percent surcharge on the f.o.b.
value of imports ("assigned revenues" or "rentas con-
signades" 2/), and the 6-percent charge on the liquidated
import value,

(4) Honduras-~the import duties and the 8-percent consular fee on the f.0.b.
value of imported goods.

;/'UN; ECLA, Subcomite de Comercio Centroamericano, Manual para Calcuwlar en
Forma Comparativa los Impuestos a la Importacion en Los Paises Centro-Americanos,
E/CN.12/CCE/SC.1/31 rev. 3) 1 November 1957, p. 4.

2/ The"assigned revenues' represent the difference between 6 percent ad valorem
on the f.o.b. value of imports and the percent ad velorem represented by the
tariff duties. It is calculated as follows: if the ad valorem equivalent of the
tariff duties represent 6 percent or more of the f.o0.b. value of the imports,
this tax is not collected. If however, this ad valorem equivalent falls below
the 6 percent f.o.b. valuation, the "assigned revenues" tax is collected only on
the amount of the difference.
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(5) Nicaragua=--the import duties and the 5-percent consular fee on the f.0.b.
value of imported goods.

By 1960 these countries had consolidated some of their import charges into
the tariff structure. After 1959, the additlonal charges listed above for EL
Selvedor and Guatemala haed been thus consclidated. On the other hand, the
consular fee in Nicaregua was increased from 5 percent to T percent. Since many
of the import charges outside the national tariff schedules were proposed to
raise additional revenue, and since such rates will in effect be bound by the
projected teriff equalization, ;/ the particlpating govermments will need to
develop alternative ways of Ilncreasing thelr incomes.

Non~-tariff restrictions on trade are imposed from time to time by various
Central American countries. In several of these countries (e.g., Guatemals,

El Salvador, and Nicaragua) autonomous government agencies regulate trade in
basic food products for the purpose of stabiliLing supplies and prices to domestic
consumers. In some cases, these agencles also regulate the major export products
in any gffort to maintain prices paid to producers. During World War II and
again in recent years, the coffee-producing countries participated in inter- .
national production and marketing agreements designed to stabilize coffee prices
in the major consuming countries. Thus far these attempts have met with limited
success.,

Exchange controls

Neither Guatemals nor Honduras impose exchange controls (September 1962),
although their respective central banks are empowered to institute such controls
to protect the external value of the national currency. El Salvador imposed
nominal controls in April 1961, consisting chiefly of scrutiny of international

transactions.

;/ Rate changes will require international action by the member states.
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In Coste Rica, the multiple-exchange-rate system that has been in effect
since 1952 was greatly simplified on September 3, 1961, with the introduction
of & new par value for the colon (6,625 colones per U, S. dollar), Official
buying end selling rates which had previously been applied to most exports, as well
es the selling retes applicable to 50 percent of imports, were eliminsted.

After September 25, 1958, virtuslly all of Nicaragua's trade transactions
were conducted at the official buying and selling rates. Certain nontrade
transactions, chiefly tourist transactions, ware made at e fluctuating free rate.

Paternalism

A paternaslistic relaetionship between the central government end the people
wes introduced into Centrsl America by the Spanish rﬁlers during the colonial
period. Such a relationship still persists in the five republics. This great
dependence upon central authority for social and economic development, together
with a fairly rigid system of social stratification, has served to retard eco-
nomic development in the area, Govermments did not produce balanced social and
economic plans for the advancement of the people in these countries. Other
conditions within the area have resulted in a widely~held pessim’<m concerning
(a) govermment stability; (b) governmental apility to formulate and efficiently
execute long-range plans for economic and social development; and (c) the
abllity or willinguness of govermments to collect taxes from all those lisble
under the laws, and the subsequent utilization of the revenues collected for
sound purposes., In some instances this pessimism has been reinforced by rather
extreme legislation designed to correct, all at once, inequities in the social
system which have existed for centuries.

This combination of govermment Paternalism and entrepreneurial pessimism has

served to stifle private initiative and to generate & general unwillingness on
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part of local investors to collaborate with governmments when they do endeavor
to improve the respective national economles., As a result of the many factors
involved, national resources have remained largely unsurveyed and unexploited,
imports have been substituted for possikle domestic production, government
finances have been restricted by a narrow tax base, national income has been
unstable because of price fluctuations in Central America’s few and vulnerable
export products, and social unrest has required increasing attention from the
central authoritiesa.

The Central American economic integration program, according to ECLA and
the participating countries, is intended to encOurageAgreater participation by
the private sector on which the success of the scheme depends. It is the
general intention that barriers to private ilnvestment be removed to the extent
possible, and it is recognized that a campuign to develop investment opportunities
to create a capital market, and to inspire greater reliance on private enterprise
for promoting economic develdpment iﬁ the Central American arca is required.
This point is discussed in Chapter IV.

Public adminigtration

The lack of skilled or experienced public administrators in the Centrul
American countries has been partlv recponsible for the financial difficulties of
both the central and local governments, as well as fof the inndequacy of govern-
ment programs for economic development. The shortage of trained managerial
personnel has affected ad&ersely the operetion of the so=-called autonomous and
semlautonomous govermment agencies, such as development institutionr and public
utilities,

The Central Amerlcan economic integration program, almost from its beginning,

took cognizance c the urgent need for improving the quality of administration as
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well as the supply of administrators. In early 1954 an advanced school of Public
Administration in Central America (Bscuela Superior de Administracion Publica
America Centrel--ESAPAC) was esteblished at San Jose, Costa Rica, It is financed
by the five Central American govermments and receives technical assistance from
the United Nations. Its purpose is to train public officials, study administra-
tive problems, and improve public administration throughout the area. 1In
addition, individual Central American countries have received technical assistance
from both the U.S. Govermment and the United Nations in the fields of taxation,
banking, customs,administr&tion,'pﬁbiic safety, personnel administration, census

and statistics, and labor-management relations,
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III. OBJETIVES OF THE CENTRAL AMERICAN INTEGRATION PROGRAM
Thus far the integration movement in Central America has had three phases:
(1) the formative period, lasting from June 1950 through June 1958; (2) the
organizational period, fromJune 1958 through December 1960; and (3) the imple-

mentation period which began in 1961 and was to continue until a common market
could be achieved.

During the formative period, the Economic Cooperation Committee of the Central
American Isthmus (CCE) was organized (1952). Numerous studies were undertaken
and treaties were drafted providing for the eventual esteblishment of & reglonal
common market. The CCE, with the technical advice of the UN Economic Commission
for Iatin America (ECIA), adopted a policy of gradual and progressive economic
integration envisaglng reciprocal benefits for the participating countries. This
policy was incorporated into the economic integration treeties signed in June
1958. g/ Two regional institutions were established: the Advanced School of
Public Administration (ESAPAC), in January 195k, 2/ and a Central American
Institute for Industrial Research and Technology (Instituto Centro Americano de
Investigacidn y Technologia Industrial--ICAITI), at Guatemala City, in January
1956.

During the organization period, extending from June 1958 through December
1960, a succession of multilateral economic integration treeties were initiated;
not all of them, however, became effective. The status of eight treaties

initieted during this period is shown in the frontispiece. __y Among them, the

_];/ The Multilateral Treaty of Central American Free Trade and Economic Integration,
and the Convention on the System of Central American Integrated Industries.

_2/ With UN technical aid and funds provided by the five Central American Governments.
_3/ All five countries (Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua)
slgned a series of four treaties in 1958 and 1959, only three of which were ratified
by a sufficient number of countries to permit them to enter into force. TFour
additional treaties, negotiated in 1960, became effective on an area-wide basis.

The four 1959 treaties sought to accelerate the integration program. They contem-
plated establishment, during a five-year period, of both a common external tariff
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General Treaty of Central American Econocmic Integration, signed at Manague,
Nicaragua, on December 13, 1960, ultimately became the key instrument for
effecting economic integration among the participating states.

The General Treaty

The General Treaty of Central American Economic Integration became effectiv
on June 3, 1961, for the first three countries that hed ratified 1t-- Guatemals,
El Selvador, end Nicarsgua. On May T, 1962, the Honduran Congress approved the
treaty, and on April 27, 1962, Hondures deposited its instrument of ratification
Costa Rica signed the treaty on July 23, 1962, but had not deposited 1ts instru-
ment of ratification as of September 1, 1962.

For the ratifying states, the provisions of the General Treaty were to
take precedence over all earlier Central Americaen economic integration agree-
ments, whether bilateral or multilateral, except for provisions in the earlier
agreements not covered in the General Treaty. l/ However, any Central American
countries that did not ratify the General Treaty, or those that might later
denounce it, were still to be governed by the earlier integration treaties they
had ratified. g/ Inaemuch as the English texts of the several integration
treatles are appended to this report, the remainder of this chapter relates

primarily to the provisions of the General Treaty, and to those provisions of

and intra-regional free trade for most import items, as well as a full common
market over a ten-year period. The 1960 treaties provided for further accelera-
tion of the program; they shortened to five years the period of achieving the
full common market, and provided that duty-free treatment be accorded immediately
to all but a few specified products originating within the boundaries of the
signatory countries.

}/ Similar exceptions are found in the Multilateral Treaty of Free Trade and
Economic Integration, effective June 2, 1959, among all the Central American
countries except Coste Rica, and in the Treaty of Economic Association, effective
April 28, 1961, among El Selvador, Guatemals, and Honduras.

g/ These treaties are: Multilateral Treaty of Central American Free Trade and
Economic Integration; Central American Convention on the Equalization of Import
Duties and Charges and its Protocol on Central Americen Customs Preference;
bilateral treaties of free trade and economic integration signed by Central
American govermments; and the Treaty of Economic Association between Guatemals,

El Salvador and Honduras. 7
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earlizr treaties that remain operative. Nevertheless, attention 1s given not
only to tke provisions of the Conveation on the System of Central American
Integrated Industries, but also the Convention Establishing the Centrel American
Bank fcr Economic Integretion (CABEI), both of which were designed to promote
industrial development within the region.

Common market,--The contraciting parties to the General Treaty agreed to

=stablish among themsclves a common market, which was to be brought into full
cperation within five years from tke effective date of the treaty. In order to
acoleve a common market, they agreed to establish freedom of trade among the
member states in the products originating in their respective nationasl terri-
tories, and to provide a common external tariff for the participating countries.
In underteking a Central American economic integration pfogram, the con-
tracting states have agreed to go beyond the creation of a customs union, as
suck, and intend to e¢stablisk a common market. }/ In addition to abolishing

restrictions on the movement of goods, labor, and capital among themselves,

1/ Certain key verms, such as "free-trede area", "customs union", ' common
market", and "economic union" ave been uscd with varying precision in the
several Central American treaties and in the related literature. Hence, such
terms will b= cmployed in this report omly in context as defined below. The
d-finitions tkat follow accord with the usage generally employed in the
tecknical literaturc:

8. Free-trad> arca: A free-trade area compris=s twd or more customs
territories which eliminaete import duticvs and other trade restrictions on
substantially all trade between themselves in products originating within the
territories. FEach participant, Lowever, retains its own tariff on imports
origineting in nonparticipating territories.

t. Customs union: A customs union comprises two or more customs
territories whick (1) eliminate import duties and other trade rastrictions
on substantially all trad= betwecn themselves in products originating in the
terrivories, and (2) apply a common external tariff on imports from non-parti-
clpating territories,

c. CCmmon market: A common markst incorporates the attributes of a
customs union., In addition, it provides for the elimination of restrictions
on the movement cf labor and capital between the participating customs terri-
tories and for some harmonization of national :conomic policies and institutions
(¢.8., ccmmon labor laws, common agricultural policies, common banking practices,
etc.) through action of the member governments. .

G. Economic union: An economic union has the basic characteristics of a
common market, but Incorporates some cession of executive power by the member
governments 1< a central authority.
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the contracting parties have undertaken through national action, to harmonize their
policles with respect to such matters es: tax incentives to investors; the appli-
cation of excise taxes; production and trade in certein commodities; and statis-
tical reporting. Moreover, as previously mentioned, certein Central American
institutions were to be established.

Except for special treatment temporarily accorded certain demoestically
produced commodities (Annex A), the contracting parties agreed to accord ope
another unrestricted trade in all natural and manufactured items originating
within their respective territories. More specifically, such items were
exempted from import and export duties, consular fees, and other taxes and
surcharges, whether such imports were national, municipal, or other. However,
customary handling and storage charges, as well as the then existing exchange
rate differentials, continued to apply. Goods originating in the territories
of the member countries were to enjoy no less favorable treatment (national
treatment) in the territory of any varticipating states, with respect to their
distribution, marketing, and tax liability, thaun that accorded similar
domestically produced commodities or those imported from third countries.

The temporary exceptions to the duty-free treatment mentioned earlier
were to apply to specified.products, whose importation, if accorded immediately
such treatment, would either caase injury to existing producers or disturb
official price support programs. With few cxceptions, the products so identi-
fied were to be incorporated into the intraregional free-trade system by the
end of the fifth year when the treaty became effective (i.e., by June 3, 1966).
Meanwhile, bilateral schedules providing for progressive duty reductions and,
in the case of certain items, for progressive reductions in quantitative restric-

tlons, were to be applied to the individual products recelving such special
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treatment. 1/

Under the terms of the Convention, the uniform Central America tariff wes
to follow the NAUCA impcrt commodity clessification eand customs nomenclature,
A system of compound rates was to be employ=d, having beth sp=cific and ad
valorem components applicable to most tariff items; for the most part, tke
specific rates were t¢ e levied on the tasis of gross kilogrems, and the ad

velcrem rates on the c.i.f. value of imports., 2/

I/ (UN, ECLA, Note by the Secretariat on the Comm:on Market, E/CN.12/587,
Marck 29, 1961, p. 5): The domestically produced items identified in Annex A
consisted largely of the following categories:

a., Consumer goods for which thz producers in tke perticipating countries
raquired time to adjust to the new competitive situaticns arising out of the
creation of a customs union (e.g., textile prcducts, olls and fats, beer, paint,
and soap). For such commodities the Ceneral Tr-aty provided that fixed or
progressively decreasing rates of duty were to be applied within the area of the
customs union for a term not to exceed five years.

b. Staple commodities prcduced in mest or all >f the member states (e.g.,
rics, corn, and wkeat flour). Theez items were to rsmain subject tu quantita-
tive controls until regional comncdity agreements could b= negotiated, estab-
lishing common trade and supply policies in the area.

c. Products currently manufactured in the member ccuntries, the output of
wkich was to be expanded tc fill regional requirements (c.g., glass containers,
tires, and paper). Pending the establishment of "integrated" operations,
existing customs duties were to be continued in force for intraregional imports.

d. Domestic manufactur<s whose component raw materials had to be imported
from third countriss and for whick rew materials th- members desired to establish
common external tariff rates to equalize costs of production within the common
market (e.g., tobeccc prcducts; certain fibers; knitted goods; and textile pro-
ducts), Existing duties were to bte continued in force until the ccmmon external
tariff rates could be applied to imports of botk the competitive manufactured
products and the component raw matsrials,

e. Products subject to rzgulation under int-rnational agreement or govern-
ment monopoly (e.g., coffee and coffee extracts, cane sugar, and cotton), In
the case of such products, «xisting rat~s of duty or quantitative trade controls
were to be maintained indsfiaitely.

g/ In order to unify cust-ms and transit treatment of it.ms to be exckanged
witkin the custcms unisn and 1o simplify the applicatica of th= NAUCA, the
participating states alsc agreed to adopt a standard Central American customs
code, as well as uniform transpcrtation regulaticns, within one yecar from the
effective date of the Ceneral Treaty, i.c., by June 3, 1962, ThLese matters
were still pending at the end of Augrst 1962,
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The Convention established the following procedures for determining the

uniform rates of duty in the regiomal tariff:

a&. The headings in the NAUCA nomenclature were allocated
to 32 groups of related products. Within each groups, the items
were classified according to their state of advancement--ray
materials, semifinished products, and goods for fina]l consumption,
Both maximum and minimum retes were established for each groups, and
within such range the rates of duty for individual items were
negotiated. 1In general, low import duties, ranging from an
equivalent of zero to 15 percent ad valorem, were fixed for raw
materials and capital goods. For agricultural and industrial
machinery, the maximum rates were not to exceed five percent ad
valorem. For luxury products, and for consumption goods whose
early production in Central America was deemed desirable, the
duties were set in a range between 100 and 150 percent ad valorem,
On the other hand, for those imported consumption items whose
production by regional manufactures was not possible, the limits
vere set at 25 to 50 percent ad valorem, 1/

b. The items in the NAUCA classification were divided
into two lists of commodities: IList A identified the items on
which duties were to become lmmediately uniform in a1l countries
ratifying the treaty, and List B, the items on which duties were
to be brought into uniformity over a 5-year period. g/ The
latter list identified the import !tems wr~se immediate "duty
equalization" in the common externil taritf was deemed to be
inexpedient by virtue of "economic, fiscal, or other considera-
tions". The modifications of duties on items in IList B were to
be made in equal installments during an individual transition
period for each item; when the designated uniform rate was
reached for all member countries, the items were to be trans-
ferred to List A.

¢. The Convention provided that new items could be added
to either List and that items could be transferred from List B
to List A in accordance with the following schedule of priority:

1. Products which had been included in free-trade
arrangemeuts by virtue of bilateral trade treaties
already in force among the contracting parties;

1/ For each tariff item, the point of reference in negotiating the uniform
charge in each country was the total agd valorem equivalent of all charges on
imports (except port, handling, and storage charges, but including comsular
fees), calculated in accordance with a Central American unit value stated in
U.S. dollars. The member states agreed to peg their currency units to the
dollar at the rates effective at the time of signing the Convention. They
also agreed that any change in the relationship of the monetary unit to the
dollar, by any member country, would be offset by an appropriate alteration

of its tariff duties, ’

g/ Articles I and IV of the Convention specified a period of five years for
this purpose. The exlsting rates of duty in each country were to remain in
force during the first year, and the initial modifications were to begin in
the second year. Subsequent modifications were to occur at 12-month ipntervals,
80 that the uniform rate would generall*EPe achieved by the end of the Pifth year.



2. Products manufactured in Central Amerieca;

3. Products of a type that could be produced in Central America
within a short time;

Lk, Raw materials, intermediate products, and containers; the
relative priority assigned to these items was to accord with
thelr essentlality }:o the production and marketing of items
under 1, 2, and 3, above,
By the end of 1961, uniform rates of duty had been negotiated on more than
98 percent of the NAUCA items, y but the uniform rates on only about 50 per-
cent of them had been put into effect by the states that had ratified the General
Treaty (Guatemala, E1 Salvador, and Nicaragua). Honduras, which ratified the
1959 and 1960 treaties and protocols in early 1962, put the uniform tariff rates
into effect in June of that year.
Urnder the Convention on the Equalization of Import Duties and Charges,
the participating countries were obliged to renegotiate any trade agreements
thet they might have had in force with third countries that contained rates of
duty lower than the rates established in the common tariff. g/ Moreover, the
varticipating countries agreed not to negotiate new agreements with nommembers
that were contrary to the spirit and objectives of the Convention. _3_/
It was agreed that whenever the new uniform rate of duty for a gilven import
was higher than the rate applied by any member country, and the product was not

freely interchanged in the area of the customs union, the lower rate of duty was

to apply throughout the entire area unless otherwise decided by the Executive

1/ By virtue of negotiations conducted under the Multilaterel Treaty (1958),
the Convention on the Equalization of Import Duties and Charges (1959), and the
1960 Protocol thereto.

y Such renegotiations were to have been completed within one year from the
date on which the ratifyling states had deposited their respective instruments
of ratification of the @onvention.

y The Equalizetion Convention also permitted renegotiation of particular rates
of duty or tariff classifications through the Executive Council, at the request
of any contracting party. These renegotiations were to be limited to the items
submitted for consideration. Decisions were to be taken by unanimous vote of
those countries for which the Convention was in force, and any changes were to
be applied uniformly among them.,
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Councll. Preferences granted within the region were not to be extevdeq to third
countries; this proviso, known as the "Central American Exception Clausc", has
been a traditional provision of agreemerts between Central American countriqs.l/

National treatment.--The General Treaty contained no provision for grancing

equality of treatment (national treatment) to persons and capital moving from
the territory oI one contracting party to that of another. Presumably, the
provisions of the 1958 Multilateral Treaty and the 1960 Treaty of Economic
Association bearing on this subject were continued in effect. If such was the
case, each contracting party agreed to extend to the others equality of treat-
ment with respect to: persons; property; capital investments; and the right to
organize, administer, and operate manufacturing, commercial, or financial
enterprises. A unique provision of the Treaty assured national trestment to
local firms engaged in the construction of highways, bridges, dams, irrigation
systems, electric power plants, housing, and other developmental projects in
the territory of any member country.

The General Treaty also provided for national treatment of the products
of one member state in the territories of the others. More specifically, the
signatories agreed that domestic taxes on national products would apply
equally to like products entering from other signatory countries and at least
would be no higher than comparsble taxes on like products from third countries.
In addition, the contracting parties agreed not to discriminate in the dis-
tribution of products imported either from one another or from third countries.
Special provision was made respecting consum.tion taxes, which could be levied

bv any contracting party only in conformity with the following conditions:

l/ Although this clause was not contained in the General Treaty, it apparently
was to be carried over from the Multilateral Free Trade Treaty of 1958. 1In
any event, preferences granted by participants in a customs union to each other
are, by definition, refused to third countries.
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a. Such a tex on a product produced in the region only in the
levying country or not at all could be imposed in any amount deemed

necessary.
b. A nomproducing country wishing to impose a tax on an article

not produced in the levying country but produced elsewhere in the

common market was required to obtain prior approval for such action

from the Executive Council.

c. If a contracting state should impose a consumption tax on

an item not produced within the common market, and if this item

should later be produced in another member country (but st:ill not in

the levying country), the producing country could request the Executive

Council to determine whether the tax was in keeping with the principles

of the integration program. The member states agreed to abolish such

taxes when notified by the Council of their unsuitability.

Existing state monopolies were to remain subject primarily to the laws
of the respective countries. The establishment of new monopolies or changes
in the status of existing ones, however, were to require prior consultation
among the contracting parties for the purpose of placing the regional trade
in these articles under special controls.

The contracting states agreed not to grant exemption from or reductions
of customs duties on goods imported from outside the common market when
comparable goods were produced within the area under satisfactory conditions
of price, quality, and supply.

They also agreed to abstain from unfair business practices in their trad
relations with one another. The Executive Council was designated as the
arbiter of disputes arising in such matters, with instructions to advise the
contracting parties concerning the countermeasures they could take. Export
subsidies and export dumping were to be prohibited with respect to products o
the contracting states entering intraregional trade. However, exemptions
from internal taxes (e.g., from production, sales, or consumption taxes) whicl
& signatory state might grant for the purpose of encouraging production and
exportation were not to be deemed export subsidies under this treaty. Also,

exchange premiums resulting from the sale of national currencies on the free

market at an exchange rate higher than the official rate, were not ordinarily
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to be deemed export Subsidies. In case of doubt on the part of any contracting
state with respect to these matters, however, the question was to be submittcd

to the Executive Council,

Incentives to industry.--The Member states agreed that incentives to

industrial development contained in their respective industrial development

laws and regulations, and other pertinent legislation, were to be made as

uniform as possible. To that end, representatives of the participating states,
in late 1961, drafted a regional industrial incentive law, setting forth a
uniform industrial classification and edministrative provisions that were to

be applied tQ beneficiaries in these countries. This draft was to be submitted
for the consideration of the respective member governments and when ratified, the
agreement, was to become a responsibility of the Executive Council.

"Integrated” industrial operations.--To attain the benefits offered by the

Central American common market, the integration program envisioned an accelersted
industrialization of the participating countries. Such industrialization wus
expected to (a) provide more and better-paying jobs to an expanding labor foice;
() contribute to efficient utilization of the area's natural resources; and

(¢) reduce the area's reliance upon imports. To carry put this aspect of the
integration program, a Convention was signed in Tegucipalpa, Honduras, on

June 10, 1958. l/ The contracting states agreed therein to encourage und promte
the establishment of new industrial operations and the development ot existing
ones within the framework of the integration program.

Article IT of the Integrated Industries Convention defined "integrated

industries" as "those industries which, in the judgement of the Cental

1/ When drafted in 1956, the Convention on the System of Cenkhral Americen
Integrated Industries was a detailed document containing 40 articles; in its _
final form there were only 13. The condensed version resulted from substantial
disagreement over the interpretation of many of the articles; it was [felf thal
the lengthier version created too many rigidities. As a result, the Convention -
signed in 1958 was confined largely to broad statements of prinelples and lef't
the details to be determined in the separate protocols required for ihe estub-
lishment of successive "integrated industries."
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American Industrial Integration Commission, comprise one or more plants which
require access to the Central American market in order to operate under reason-
ably economic ana competitive conditions even at minimum capacity." Thus, the
term "integrated", es defined in the Convention, refers to industrial operations
having at least the capacity to satisfy the demand of the common merket ares.
Inasmuch as "one or more plants" producing a line of products as & group could
be designated an "integrated industry", the Convention appeared to contemplate
horizontel combinations, i.e., competing units of production (in the same or
different countries) could combine under a common manegement to facilitate
product specialization and enhance their capacity to meet the minimum require-
ments of "integrated industries". Moreover, inasmuch as the integration program
was designed to increase the flow of goods within the common market and as
mobility of capital was explicitly provided for in the integration agreement,
vertical combinations (or integration) of industrial plants also appeared to
De within the purview of the program. Units that would otherwise be selling
to and buying from one another, would be operated as a unit; thereby facilitating
coordination at the various siages of production. According to tune UN Economic
Commission for Iatin America (ECIA), the establishment of "integrated industries"
would avoid duplication of investment and would create more efficient production
units. Increased efficiency was expected to result from large scale manu-
facturing operations made possible Dy en expanding regional market, as well as
from greater specialization in the items produced.

. To become effective, the Convention required unanimecus ratification; at
the time of writing, such ratification has not been achieved. In December 1960,
however, the provisions of the Integrated Industries Coavention were adopted,

by reference, in the General Treaty of Central American Economic Integration,



thereby inaugurating the program. 1/

As a result of initial negotiations, at Managus during November 28-
December 10, 1961, the following "integrated" plants were recommended to the
rarticipating governments:

El Salvador -- A copper wire and cable factory with an annual
capacity of 2,000 metric tons of wire and cable
end a capital equivalent to $1,200,000. ‘

Guatemals-- An existing tire and tube plant was recommended
for "integrated" status. Its capacity was to
be not less than 120,000 tires and 96,000 tubes
& year, and its capitalization was to be equivalent
to $2,500,000.

Hondures -- A plant for producing raw materisls for detergents
and shoe polish with an annusl capacity of 1,800
metric tons of alkyl sulfonic acids, alkyl sodium
sulfonates, and other salts of alkyl sulfonic acids,
and 360 tons of shoe polish. Tts capital was to
be equivalent to $500,000.

Honduras was also recormended as the site for an
integrated plant to menufacture glass containers,

Nicarsgua -- A plant to produce caustic soda, chlorine, and

chlorated insecticides, The Proposed plant was

to have an annual capacity of 8,300 metric tons of
caustic soda, 3,000 tons of DDT, and 2,700 tons of
chlorinated camplime and g capital approximating
$2,500,000.

It was contemplated that each of the above mentioned enterprises would be
constitute” .« .5h at least 51 rercent of its capital of Central American owner-
ship.,

Ti.e word "industry" has been used imprecisely in the Integrated Industries
Convention and in other ECLA literature bearing on the "integrated industry"

program. The term has been used variously to mean an industry per se, a firm

or enterprise, and a plant or factory. Actuaily, and especilally in the case

1/ Article XVII. The contracting parties also agreed to conclude additional
protocols within six months of the effective date of' the General Treaty, speci-
fying the procedures to be followed in establishing the "integrated industries".
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of new lines of production (new "industries"), an industry could consist of only
one plant; in other cases, it could comprise & single firm having more than one
plant; and sometimes it could comprise numerous firms end numerous plents, Not=-
withstending the lack of precision in which the term "industry" has been used in
connection with the solcalled "integrated industry" project in Central Americe
an endeavor has been made in this report to identify which of the various
meanings was intended in the particular context of the Convention. Where the
terms of the Convention were applicable to all the foregoing, the word
"operation" has been used.

Under the system of gradual integration envisaged by the 1958 treatieé,
"integrated" operations would be granted a preferred position by belng assured
immediate free and unrestricted trade of their output within the common market
area, whereas similar items produced in "nonintegrated” operations were to be
completely freed of import duties and charges levied within the area only aftex
10 years. In addition, priority was to be given in standardizing rates of
duty on imports from outside the common market competitive with the products of
"integrated" operations and on raw materials and containers required by such
operations. The Convention envisaged that the "integrated" operations would
also enjoy the benefits of the industrial development laws of the respective
countries in which they were located. The General Treaty, which provided for
the elimination of import duties within the common market on all but some 55
items, apparently nullified most of the tariff advantages accruing from the
Integrated Industries Convention. It remained to be seen whether the Central
American Bank for Econcmic Integration (discussed later) would accord prefér-
ence in financing plants designated as "integrated industries" over plants
which met other requirements but had not obtained this designation.

The Integrated Industries Convention called for equitavle treatment in the

allocation of "integrated industries" among the participating countries. To
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enforce this policy in the initial stage of the progrem, the Convention stipulated
that no participating country was to receive a second integrated plant until each
other country had one. Such direct intervention in the distribution of "inte=
grated" operations went beyond what hed been contemplated wither by the ECIA
working group considering a ILatin America common market, or by the Treaty of
Montevideo creating the Latin American Free-Trade Association (IAFTA). This
aspect of the Central American program has provoked consid.rable controversy
because of the l!mitation on the free operation of market forces. l/ The less
developed countries in the fegion indlcated clearly that they were unwilling

to run the risk of having the "integrated" plants concentrated in countries which
were farthest advanced.

Each protocol establishing an "integrated" operation was to stipulate details
as to capacity, locstion, quality standards, composition and- participation of
capitel, tax liabllity, and other details such as one might find in a charter of
incorporation. Each such protocol and smendments thereto required legislative
action by all member ccuntries. An Executive Council, established under the
General Treaty, was to determine which operations would be eligible for "inte-
grated" status. g/ Rules and criteria for carrying out these functions were bteing
formilated at the close of 1961. The Economic Cooperation Committee identified
11 fields of "interest" for the development of regional industries, including the

production of: refined petroleum, fertilizers, insecticides, and fungicides;

1/ UN, Economic Commission for Africa, The Significance of Recent Common Market
Developments in Iatin America (E/CN.12/6%), 2 Decembsr 1960, p. 61.

2/ The Executive Council ook over the functions assigned to the Central
American Trade Commission and to the Central American Integrated Industries
Commission under the 1958 agreements, as well as the powers and duties of the -
Joint commissions set up pursuant to the bilateral treaties in force between the
contracting parties. A discussion of the functions of the Trade and Integrated
Industries Commissions is contained in a publication by Joseph Pincus, The Five
Cential American Economic Integration Agreements. International Cooperation
Admlnistration, Public Administration Division, Technicval Resources Branch

(PAD Prints and Reprints No. 31, March L, 1960).
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veterinary, blologicel, and pharmeceutical products; tires and tubes; paints,
varnishes and dyes: ceramic products, glass plastic and metal containers;
fishery products; soldered tubing; absorbent cotton; and timber, pulp and paper.
The prospects for intraregional specialization in textile products were also
explored and found to be encouraging.

Financing economic integration.--The General Treaty provided for the

establishment of a Central American Bank for Economic Integration (CABEI) to
promote and finance the balanced growth of the members' economies. The CABEI
is discussed below, in the section on "The Convention Establishing the Central

American Bank".

Currency convertibility.--The General Treaty reiterated the responsibility

of the central banks in maintaining currency convertibility and avoiding specu-
lation in foreign exchange. It provided that in the event that the payments
relationships between the member states should be seriously affected by balance-
of-payments difficulties, the Executive Council, in cooperation with the central
banks, should consider the matter immediately and recommend measures for main-
taining the unrestricted multilateral movemert of merchandise and services
within the area of the common market. If restrictions on international monetary
transfers should become necessary in one of the member countries, these measures
were to be applied in & nondiscriminatory manner to the other member states.

Administration of the economic integration program.--The General Treaty

established three administrative organs for carrying out the policies of the
CCE and applying the provisions of the General Treaty.

Central American Economic Council.--Prior to 1960, the policy-making

organ of the Central American integration program was the Economic Cooperation
Committee of the Central American Isthmus (CCE), constituted as an organ of ECLA.

The formulation and direction of economic integration policy under the General
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Treaty was assigned to a Central American Economic Council, which, like the CCE
that 1t superseded, was composed of the Ministers of Economy of the member govern-
ments. The Council was to meet as necessary, or at the request of any contract-
ing perty. The Economic Council also was to review the work of the Executive
Council and make whatever decisions it deemed aeppropriate.

Executive Council.--An Executive Council, consisting of one principal

delegate and an alternate from each of the contracting parties, was created

to administer the General Treaty, to initiate measures to achieve Central
American economic union, and to resolve problems arising from the application
of the treaty. Accordingly, the Council couldsuggest the negotiation of
additional multilateral agreements to integrate the economies of the member
countries. The Council was to meet as necessary, either at the request of a
contracting party or upon call of the Permanent Secretary. To become effective,
its resolutions required a majority vote of its members. In the event of a

tie vote, the matter was to be referred to the Economic Council, }/

Permanent Secretariat.--The General Treaty esteblished a Permanent

Secretariat to serve both the Economic Council and the Executive Council. The
Secretariat, with headquarters at Guatemala City, was established on October 12,
1961. Tt is directed by a Secretary General appointed for a three-year term

by the Economic Council. The Secretarist was authorized to establish the
departments and offices necessary for the performance of ifs duties. 1In

November 1961, it began issuing a monthly bulletin (Carta Informativa) respecting

the progress of the integration program,
The Permanent Secretariat was charged with the supervision of all

Central American integrations (including Bilaterals), present and future. An

1/ Before voting on such a matter, the Economic Council was %o determine by
unanimous vote whether the issue should be decided by an absolute majority or
by a simple majority of all its members.
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additional responsibility was the administration of resolutions by the Central

American Economic Council and the Executive Council. Both the Executive Council

and the Economic Counzil could assign projects and studies to the Secretariat.

Its internal rules and regulations had to be approved by the Economic Council.
Although the budget of the Secretariat had to be approved annually by

the Economic Council, each of the contracting parties agreed to contribute in

local currency not less than the equivalent of US$50,000 to its support. Its

personnel were to enjoy diplomatic immunity, but other diplomatic privileges

were granted only to the Secretary Gemeral and to actual members of the Secretariat

Arbitration procedures.--The General Treaty provided that differences

among the contracting parties over the interpretation or application of the
treaty were to be settled in a friendly manner, insofar as possible through the
Executive Council or the Economic Council. Failing such agreement, the dispute
was to be submitted to arbitration.

Preliminary to the formation of a court of arbitration, each of the con-
tracting parties to the General Treaty was to submit to the General Secretariat
of the Organization of Central American States (Organizacion de Estados Centro
Americanos--ODECA) the names of three judges of its Supreme Court. The Secre-
tary General of ODECA and its governmental representatives were instructed to
choose by lot, from the nominees, one arbitrator from each contracting party.
Decisions of the court of arbitration required the concurrence of at least three
Judges and were to be binding for all the contrarting parties.

Effects on third-country interests.--The parties to the General Treaty

agreed not to conclude new bilateral agreements with countries outside the
common market that would interfere with the objectives of Central American
economic integration. Moreover, the members agreed to consult the Executlve

Council even before concluding agreements among themselves, so thst the Council
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could evaluate their effect on the program. A party adversely affected by any
new trede agreement could obtain approval by the Council of measures to safe-
_gvard its interests. As Previously noted, the Central American contracting
parties agreed to maintain the "Central American Exception Clause" in most-
favored-nation treaties negotiated with third countries.

In other matters affecting third-country interests, but not covered
specifically in the General Treaty, reference was to be made to earlier agree=-
ment%. Unde: the Multilaveral Treaty of Central American Free Trade and
Economic Integration (1958), the contracting parties agreed to renegotiate, or
if this was not possible, to denounce any commercial agreements with third
countries that violate the "Central American Exception Clause"”. And under the
Convention on the Equalization of Import Duties and Charges (1959) the contract-
ing parties agreed to renegotiate, within one year of depositing their respec-
tive instruments of ratification any bilateral or multilateral agreement with
third countries which contained lower rates of duty than those negotiated under

the Convention.,

Application of the General Treaty.--The General Treaty became effective

among the first three ratifying states cn June 3, 1961, eight days aftér the
third instrument of ratification had been depostted, and it became effective
for the fourth state (Honduras) on April 27, 1962, the date of deposit of its
instrument of ratification. 1/ Costa Rica signed the Treaty on July 23, 1962,
but had not deposited its instrument of ratification by September 1, 1962.

Duration, renewal, and denunciation.--The General Treaty was to remain

in force for 20 years from the initial date of its entry into force (on June 3

1/ The instruments of retification were deposited with the Generml Secretariat
of the Organization of Central American States (or=ca).
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1961) and cculd be extended indefinitzly. Denunciation by any contracting party
could be made only after the 20-year period had elapsed and was to take effect .
five years after such notice had been given. The treaty was to remain in force
emong 1ts adherents as long as two states continued to apply it.

The Convention Establishing the Central American Bank

As early as its First Meeting in 1952, the Economic Cooperetion Committee
recognized the need of establishing a financial institution to assist the
economic integration of Central America, Because of the slow progress of the
program, however, nothing was done to prepare such a project until 1959. 1In
that year, the ECLA Secretariat, in consultation with national and intefnatioﬁal
organizations, began work in this field. 1In view of the accelerated integration
program instituted by the tripartite treaty of February 1960, the committee
members at the Second Extraordinary Meeting of the CCE in April of that year
stipulated (as part of Resolution 101) that the statute for such a financial
insticution should be signed prior to January 1, 1961. The ensuing Convention
Establishing the Central American Bank for Economic Integration (CABEI) was one
of the three agreements signed at Managua on December 13, 1960, by Guatemala,
Honduras, El1 Salvador and Nicaragua. Its terms provided that Costa Rica could
adhere to the Convention at any time. The Bank was formally insugurated at its
headquarters in Tegucigalpa, Honduras, on May 30, 1961. It was accepted by the
contracting parties as a substitute for a Development and Assistance Fund which
was to have been created under provisions of the Treaty of Economic Association.}/'

Objectives.--The primary responsibility of the Bank, as its name implies,
wvas to promote the economic integration of the member countries. Accordingly,

under Article II of the Establishing Convention and Article XVIII of the General

1/ Article L2 of the Convention Establishing the Central Americen Bank for
Economic Integration.
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‘Treaty, the Bank had a mandate to promote balanced economic development (desarrollo
econdmico equilibrado) among the participating countries. When feasible, pre-
ference was to be given to projects in the less developed member countries. The
Bank established a policy limiting its loans for public works projects so that
funds would be made available for developmental activities in the private sector.
Investments in essentially local public works and manufacturing activities were
specifically forbidden by the Bank's Establishing Gonvention.

Capitalization.--The initial authorized capitel of CABEI was equivalent,

in pational currencies, to US$16 million; this amount was contributed in equal
shares by the four member countries. ;/ Of these shares, 25 percent had to be
subscribed thin the first 60 days after the Convention became effective

(May 8, 1961), and another 25 percent within 1% months from that date. The
remaining 50 percent was subject to call by the Governing Board. The vote of
at least one Governor from each member country was required for this purpose.
However, any increases in the Bank's capital require a unanimous decisiorn of the
Board.

The capital contributions of the member states were to be guaranteed free
convertibility at official rates of exchange. To achieve this end, each paid-in
local currency subscription had to be backed fully by U.S. doliasr reserves in
the contributing country. Any alteration in a member country's official
exchange rate vis-a-vis the dollar would require its subscription in local
currency to be adjusted accordingly.

The member states of CABEI received shares of capital stock of the Bank
conferring equal rights and obligations upon thelr holders. These shares were

to earn no interest and pay no dividends; the Bank's net operating profits were

l/ This capital was expected to be maised to the equivalent of US$20 million
when Costa Rica made its contribution to CABEI.
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to be paild into 8 capital reserve. The liability of'each member was limited to
the amount of its capital subscription.

A total of $10 million of loans and grants had been programmed for assis-
tance to CABEI by the United States Government. On June 21, 1961, the Inter-
national Cooperation Admini .tration ;/ granted $2 million to CABEI. On July 13th
of that year the Development Loan Fund approved & long-term loan of $5 million
to 1t g/ for financing medium- and long-term subloans for private projects related
to the economic integration program; this credit was expected to become available
in 1962. An additional grant of $1 million was made by the Agency for Inter-
national Development (AID) in July 1962. The Inter-American Development Bank
had granted CABEI $100,000 for the purpose of securing technical personnel and
wae prepared to consider worthwhile loans to that institution. In accordance
with 1ts authority to borrow in domestic and foreign capital markets, CABEI
obtained a $1 million line-of-credit from the Bank of Mexico and & similar
one from the Bank of America.

CABEI's anticipated availability of ready capital in calendar years 1961 and

1962 was to have been as follows (in millions of dollars):

Source of Funds 1961 1962 Total
Member government paid in capitel subscriptions..... 7.0 ;/ 3.0 10.0
Loans: Bank of MexlcO....ciceeeesecsssesccssessosns 1.0 - 1.0
Bank of AmericlB.cicecsesceccsososssosssnnass 1.0 - 1.0
Agency for International Developmentee.eeesee - 5.0 5.0
Inter-American Development BanK.eoessossoose - 10.0 10,0
Special Assistance Grants:
Inter-American Development BanK..eeosvesseoeose 0.1 - 0.1
Agency for International Development 2.0 1.0 3.0
Total 11.1 19.0 30.1

1/ The International Cooperation Administration and the Development Loan Fund were
merged in the new Agency for International Development (AID), effective November k4,
1961. The AID is under the Department of State.

g/ This loan was to be for 15 years at an interest rate of 4 percent per year. The
Agreement was signed on August 16, 1962.

3/ Of which $1 million was from El Salvador and $2 million from Coste Rica; the
latter signed the Establishing Convention on July 23, 1962.
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Functions,--For the mmt part, the Bank was to make investments in the
following types of activities:

&. Public works projects to complete existing regional transportation,

communication, and power systems or to remove disparities among the

contracting parties in the basic sectors of production that had impeded
thelr balanced development;

b. Medium- and long-term investment projects, especielly in manu-

facturing operations capable of supplying the common market or

others capable of increasing intraregionel trade and exports to

third countries;

¢. Coordinated projects for encouraging specialization in farm and

livestock production, with a view to increasing output to a level

adequate to supply regional demand;

d. Projects for financing enterprises wiich need either to expand

operations, modernize production methods, or change the structure

of their production to improve their competitive position;

e. Other useful projects that would promote economic complementarity

among the member countries and increase trade.

In extending credits, CABEI generally required guarantees from the
respective governments up to 150 percent of the value of a loan; it could
require other collateral as well. However, 1t did not require government
guarantees for loans to the private sector. The Bank's first loan, approved
on December 29, 1961, was to a Guatemalan firm newly established to manufacture
pressed wood for use in home construction and furniture. The funds were used
to purchase imported machinery and equipment. In accordance with the Bank's
criteria, the annual interest rate was set at 7% percent, repayable in
increasing quarterly installments over a >-year period, after a 2-year grace

period. On February 12, i962, CABEI approved a $100,000 (equivalent) loan to
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& Honduran meet packing plant (Empacadore de Carnes de Choluteca, S.A. de C.V.).
A third loan of $68,000 (equivalent) was made to & pencil factory in E1 Salvador.
All of these loans were made to enterprises which did not have formal "integrated"
status.

In order to facilitate the accomplishment of its goals, the Bank was
eauthorized to study and promote investment opportunities created by the economic
integration program, and to schedule such investments on a priority basis. In
addition to making its own loans, the Bank could participate with other investors
in medium- and long-term lending activities. It could also assist, and act as
intermedlator for, member govermments and private borrowers in negotiating loens
from other financial institutions, and could assist its clients in the prepare-
tion of projects, either through its own tecbnical staff cr through technicians
obtained elsewhere.

The Establishing Conventilon stipulated that "only projects that are
economically sound and technically feasible" should receive CABEI financing.

The Bank was not to make loans or assume 1iability for the payment or refinancing
of earlier obligations incurred by prospective borrowers. Article 34 of the
Establishing Convention repeated a proviso in the General Treaty to the effect
Ltuat no project in any of the member countries could obtain guarantees or loans
from CABEI until the respective member countries had ratified the following
economic integration agreements: the General Treaty of Central American Economic
Integration, signed December 13, 1960; the Multilateral Treaty of Central
American Free Trade and Economic Integration, signed June 10, 1958; the Conven-
tion on the System of Central Americen Integrated Industries, signed June 10,
1958; the Central American Convention on the Equalization of Import Duties and
Charges, signed Sertember 1, 1959, and the Second Protocol thereto signed

December 13, 1960.
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In December 1961, in a pamphlet entitled "Basic Information for Parties

Interested in Obtaining Loans" ("Informacion bésica para los Interesados en

Obtener Préstamos"), CABEI detailed the procedures for obtaining financial
assistance. The Bank set $25,000, or its equivalent, as the minimum amount that
it would lend; no meximum limit was established. It indicated a willingness to
finance up to 60 percent of any suitable investment in a private enterprise
(with greater participation in exceptional circumstances). It would even
finance working capital requirements in certain projects, when such capital
constituted part of the total required financing. Loeans could be made in any
currency held by the Bank.

Amortization periods were to vary according to the needs of the individual
projects, and grace periods not exceeding two years were wrovided. A schedule
of annual interest rates was established for the respective type of currency

loaned, as shown below:

Currency Interest rate
U.SB Dol].arSaanroauonuouaooooco 6%%

Other foreign currencies....... T = 7%%
Local CurrenciesS..ccoosoooasoqan 7%%

Organization and administration,--The organs of the Bank were to be its

Governing Board (Asambles de Governadores) and e Board of Directors (Directorio).
It was also to have a president and such other officials and employees as were
necessary to its operations.

All the powers of the Bank were vested with its Board of Governors. This
body could delegate all but the following reservzd powers to the Board of Direc-
tors: (a) calls on capital; (b) increases in authorized capital; (c¢) determina-
tion of the capital reserves proposed by the Board of Directors; (d) election of
the Bank’s president and determination of his salary; (e) ~vtablishing the
remuneration of the Directers; (f) resolving appeals concerning the Director's

interpretation of the Convention; (g) authorizing cooperative agreements with
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other organizations; (h) designating external auditors of the Bank's finaencial
position; (1) approving the audited belence sheet and the profit-and-loss state=-
ment; and (J) deciding on the distribution of the Bank's net assets in the event
that its operations were terminated.

The Convention provided that the Board of Governors would be composed of
the Ministers of Economy (or their representatives), and the presidents of the
central banks (or their representatives) of the member countries. Each Governor
was given one vote and could function with complete independence. One of the
Governors was to be elected by the Board to serve as its president; his temrm
was to extend from one regular sesslon of the Governing Board to the next, a
period of one year. The president was to preside et meetings of the Board of
Directors and conduct the normal operations of the Bank. In the case of a tie,
he could cast two votes. Extraordinary sessions could be held at the call of
the Board of Governors or the Board of Directors. A quorum of the Board con-
sisted of one-half plus one (five) of the total number of Governors. All
decisions, except those mentioned previously, required the concurrent vote of
one-half plus one of the total number of Governors. This formula assured the
concurrence of at least three participating countries in the policy decilsions
of the Bank.

The Board of Directors was to be a permanent organ of the Bank and its
members were to devote full time to the Bank's day-to-day operations. The Board
was to determine the basic organization of the Bank at the operating level, i.e.,
the departments and personnel required to carry out its functions and perform
such functions as were assigned to them by the Bank's president. In addition,
it was to approve the Bank's budget and recommend the appropriate level of

reserves t o the Board of Governors. Decisions required a majority vote of all

the Directors.
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The Convention provided that the Directors were to be elected by the Board
of Governors, with one Director for each member country. Theilr term of office
was set at five years, but they could be reelected. Moreover, the Directors
were to continue in thelr positions until their successors took office. Interim
appointments could be made by the Board of Governcrs. The Directors were to be
cltizens of the countries they represented and were to be persons of recognized
capacity and wide experlence in economic, financial, and banking matters.

Below the Board of Governors, all officials and employees of the Bank were
designated as international civil servants. The basic consideration in their
employment, according to the Convention, was to be that of obtaining the highest
level of efficlency, competency, and integrity. Due consideration was to be
given to ensure adequate geographic representation among the respective countries
The Establishing Convention prohibited all officials and employees--except the
Governors in their respective countries--from taking an active part in political
matters. 1/

The Establishing Convention had an indefinite duration and could not be
denounced for 20 years from the date on which 1t became effective. Thereafter,
any denunciation was not to become effective until five years from its date of
presentation. The Convention was to continue in force as long as there were
two adhering parties.

The Convention Establishing the Clearing House

Representatives of the Central banks of the five Central American countries
concluded a Convention Establishing & Central American Clearing House on June 28,

1961. g/ The Clearing House was situated within the Central American Bank for

1/ Other provisions of the Bank's Establishing Convention dealth with matters
of interpretation and arbitration, and privileges, immunities, and exemptions.

(See Appendix IX).
g/ The internal by-laws of the Clearing House were adopted in September 1961
and operations were begun October 1, 1961.
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Economic Integration, as required by its Convention, and CABEI was represented on
the Board of Directors of the Clearing House. Under the by-laws, the Executive
Director of the Clearing House must be CABEI's representative on the Board of
Directors.

The obJective of the Clearing House was to increase trade among the member
countries by facilitating the use of national currencies in intraregional trans-
actions. The Clearing House as of june 30, 1962, had a working capital equiva-
lent to US1,200,000 subscribed in equal amounts by the four participating
central banks. The capital was to be increased to the gquivalent of US$l,500,000
when the Costa Rican central bank made its contribution. Subscriptions were to
be made in local currencies (75 percent) and in U.S. dollars (25 percent). The
local currency contributions were to be used as backing for a "Central American
Peso"--the unit for settling accounts between the member countries. l/ This
Central Americen Peso would be at par:with the U.S. dollar.

Under the cleering house arrangement, a limited amount of credit, not
exceeding the equivalent of US$225,000, could be made available to any partici-
pating country whose debit balance in the Clearing House exceeded its local
currency contribution.

The Clearing House would also compile, analyze, and disseminate among its
members: Iinformation on monetary, banking, and financial policies practiced in
the common market; the foreign exchange and credit positions of the participating
states; and other surveys leading to the adoption of uniform policies and

procedures by the central banks in the region,

1/ The dollar exchange rate for the respective local currencies was fixed on the
respective dates of ratification of the Convention. Any modifications in the
exchange rate of a member's local currency required a proportionate adjustment in
the country's contribution so that the working cepital of the Clearing House would
remain unchanged. -
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IV. Problems Confronting the Central American
Common Market

The primary problem confronting the Central American economic inte-
gration program was that of overcoming the inherited impediments to
satisfying the growing wants of the people in that region: the area's limited
resources, its largely unskilled and illiterate labor force, its critical
shortage of management personnel, its insufficient and inadequately trained
public administrators, its shortage of investment capital, and the unfavorable
prospects of some of the region's major export crops., ECLA had aptly charac-
terized the countries in this area as having a 'common denominator of general
under-development", 1/ The project fér establishing a customs union, and
eventually a common market, in Central America accordingly envisaged ultimately
substantially greater integration of national resources (including manpower),
economic policies, institutions, laws, and customs into an area-wide pattern
of economic development.

Integration of agricultural policies.—Among the problems coafronting

the Central American integration program were those of increasing the arsals
per capital consumption, achieving regional self-sufficiency in staple food-
stuffs, and increasing the domestic supply of various raw materials for
industry. The architects of the integration program hoped to solve these
problems by coordinating production and trade policies of the participating
countries in a manner which would ensure equitable and stable prices for pro-
ducers.

In order to develop a regional agricultural program, an Agricultural

Development Subcommittee of the CCE was created in September 1959, to study

1/ UN, ECLA, Central American Economic Integration and Development
(E/CN.12/586) 28 Mar. 1961, p.3.

100



agricultural problems susceptible of solution at a regional level. This sub-
comittes was composed of high-ranking government officials responsible for
important aspacts of agricultural policy in the respective countries,

Inasmuch as some tims would be required to study the problems relating
to particular commodities and to arrive at sati: “actory solutions, all the
staple commodities of Central America (corn, peans, rice, wheat, flour, and
sugarcane) were accorded special treatment in the General Treaty (Annex A).
For virtually all of these commodities, existing unilateral import and export
controls were retained for the full permissible 5-year period, Within three
years cf the effective date of the General Treaty, however, special protocols
were to be signed "to regulate trade, coordinate supply policies, and ensure
complete freedom of trade" for these products.

Other important objectives of the agricultural integration program included:
(a) construction of a regional network of facilities for the processing,
storage, and distribution of commodities; (b) introduction of standard commodity
grading and inspection systems; (c¢) coordination of national price-support
policies; (d) establishment of adequate low-cost credit facilities for growers
and vendors of agricultural products; (e) establishment of a reliable crop
reporting system; (f) reformation of landholding systems to permit economies
of scale; (g) develomment of agricultural research programs; and (h) provision for
pools of agricultural equipmment at selected locations to serve the nseds of
particular localities, _]_./ By the close of 1961, some of these projects were
under study by the ECLA secretariat; others remained to be investigated,

From the viewpoint of the Central American integration program, the

1/ "Central American Economic Integration Programme: Evaluation and
Prospects, "UN, ECLA, Economic Bulletin for Latin America, Octe. 1959, pp. 41~42.
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problems of agriculture could well prove to be more difficult than those of
industry. 1/ The bulk of the region's population depends directly on agri-
culture for a livelihood and many industrial workers fall back on agricultural
activities during slack seasons or plant shutdowns. The objective of bringing
both literacy and technology, to the agricultural sector is a tremendous
undertaking even for larger countries with more and better-trained adminis-
trators. Yet it wa= generally recognized that if the objective of increased
industrialization were to be achieved in any reasonable period of time s the
purchasing power of the farm population would have to be raised substantially
to provide a market for manufactures,

Achievemant of "balenced develomment".-— "Balanced develomment!" was an

avowed objective of the Central American economic integration program, How-
ever, ECLA; the Central American states, and CABEI differed materially con-
cerning the meaning of this term. ECLA interpreted balanced develomment as
signifying equal rates of economic growth of the participating countries, Its
interpretation was reflected in ECLA's insistence on the establishment of
"integrated industries" and their equal allocation among the members of the
Central American common market. Moreover, in advocating the elimination of
capital waste and of duplication of investment » ECLA appeared to favor the
establishment 6f monopolies in Central America, especially in manufacturing
operations. On the other hand, most of these member states, as well as the
Central American Bank for Economic Integration:. interpreted balanced develob—

ment to mean that the less~developed countries would receive temporary special

1/ This discussion relates primarily to agricultural production or internal
consumption, The export sector is entirely different in organization and
structure and is not especially a subject for econcmic integration.
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consideration with respect to financial and technical assistance made avallable
to the region, but without violating the principle of comparative advantage.

At Managua, in late 1961, a draft protocol to the Integrated Industries
Convention was negotiated by the contracting parties, designating certain
"integrated industries" for each of them, 1/ While this allocation procedure
was not necessarily to apply to the location of subsequent "log-rolling" ap-
proach that would interfere with the location of such enterprises at the most
suitable sites. Since strictiy industrial considerations might cause new
facilities to be located in regions that could provide the best combination of
suitable transportation, low-cost power, adequately—ﬁrained labor forece, and an
ample supply and variety of raw materials and intermediate products, those
countries in a less favored position might insist upon simultaneous negotiations
in establishing new regional manufacturing activities. It appeared likely that
political restirictions might thus interfere with the operation of the principle
of comparative advantage while the less advanced countries endeavored to catch
up with their more developed neighbors. Unless considerations relating to
industrial efficiency predominate in the allocation of "integrated" operations,
industrial development in the Central American common market as a whole could
be retarded rather than accelerated,

The emphasis of the integration program on "integrated" operatiens could’
impede the establishment of amall-scale factories adequately suited to supply-
ing purely national or local markets, This interference would occur if: (a)
investors feared actual or potential competition from regional enterprises; (b)

capitalists expected higher returns from investments in large-scale operations;

—!.7 This protocol was submitted to the respective governments for consideration,
and was to be submitted for signature at the extraordinary meeting of the
Ministers of Economy scheduled for July 1962
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(c) CABEI developed a regional capital market and publicized the opportunities
for investments in regional activities; and (d) regional enterprises offered
greater inducements to skilled labor than those which could be afforded by
small-scale establishments. In the event that the latter occurred, the small-
scale plants would probably suffer a decline in the quality of their output and
would be at a greater competitive disadvantage with similar regional activities,

In keeping with the stated policy of taking maximum advantage of the
principle of comparative advantage throughout the common market, the partici-
pating states drafted a uniform industrial incentives law which, when ratified,
would replace national legislation on this subject, The integration program
also comtemplated the harmonization of social legislation and monetary amd
fiscal policies among the participating countries,

Existing plants in certain participating countries already have begun to
prepare themselves for the anticipated increased competition-—-and increased
opportunity——that might result from the developing Central American common
morket. This preparation has resulted in the expansion of capacity, the instal-
lation of modern equipment, amd utilization of technical assistance in imprvo-
ing production techniques and quality of output. An important motivation for
these activities has been the desire by individual concerns to preempt all or a
substantial part of the Central American market, either by obtaining formal
"integrated" status, or by virtue of superior competitive ability.

While the integration program was designed to improve existing facilities
for production and to establish new plants, there was nevertheless a danger that
a struggle among either new or existing producers for regional predominance
might result in a wasting of resources., Realization of the meximum benefits of
specialized industrial production and the conservation of capital would require

not oniy the highest degree of cooperation among the participating governments,
but théir deliberatec rejection of investments vhich they deemed better suited
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to other countries in the common market.,

Many Central American businessmen have had considerable misgivings concern-
ing the benefits which misht accrue from the integration program. Some feared
the competition that might result from the free movement of goods under the
common market. Others, while supporting the idea of regional integration, would
have preferred the more gradual approach provided for in the 1958 treaties to
the accelerated program inaururated by the 1960 treaties. The Chamber of Com-
merce and Industries of Cortes, representative of Hondwras! industrial interests,
stated that it did not oppose gradual regional economic integration, but did
object to its rapid implementation. It feared that the accelerated program would
jeopardize Honduras! incipient industrialization and would cause serious injury
to numerous small factories that could not compete with concerns in more indus-
trialized neighboring countries. 1/

One of the missing elements in planning the integration program has been an
analysis of the sectors of potential injury, the alternatives available to the
injured concerns, and the financial resources that would be required for dealing
with such cases. Apparently, the Central American goverrments expected that
most of the establishments adversely affeciled by the program would either turn
to production of other items or adapt their facilities to different lines of
production. In either case, the injured enterprises would be eligible for tech-
nical and financial assistance through the Central American Bank for Economic

Integration.

Protection of consumer interests.——The probable effects of a common market

on intra-area competition have been widely debated, and there is substantial

1/ Camara de Comercio e Industrias de Cortes, Carta Semanal, vol, XII, No, 587,
Apr. 29, 1961, p. 1; vol. XII, No. 591, May 27, 1961, p. 2.
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disagreement on this point., .1/ For Central America, the competitive impact
would depend in large part on the resolution of the monopoly controversy dis-
cussed above. The likelihood that new monopolies may be created in this region
may be substantial because of the provision in the Central American integration
program for the establishment of "integrated industries", Such operations
might be accorded a favored position in the area over competing activities not
accorded "integrated! status,

ECLA had argued that the increased efficiency accruing from "Integrated"
operations, through economies of scale and specialization of output, would
benefit the consumer. Implicit in this position were assumptions that economies
of scale could be achieved in many lines of production in Central America, and
that the common market would attract the necessary capital, entrepreneurship,
labor, and teckmology—that is, that it would ensure the typé of investment
climate required for the establishment of efficient production units, Numer-
ous ECLA-sponsored studies on Central American economic integration, however,
presented little evidence to support these assumptions. At the time of this
writing, moreover, apparently no studies had been made to ascertain if and
how the benefits of any possible economies of scale would in fact be passed
on to consumers,

The manufactures which the Economic Cooperation Committee deemed to be
suitable for "integrated treatment" (i.e., enterprises in selected lines of
production that might be designated as "integrated" and thereby be accorded

the aforementioned special status) include: refined petroleum; fertilizers,

1/ See Bela Belassa, The Theory of Economiﬁntegation. Homewood, T1l.,
1961, espacially chapter 8.
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insecticides, and fungicides; veterinary, biological, anmd pharmaceutical
products; tires and tubes; paints, varnishes, and dyes; ceramics; glass,
plastic, and metal containers; fisheries products; welded tubing; absorbent
cotton; timber; and pulp and paper. Perhaps no one would suggest that any
of these lines required only a single plant even in Central America, for the
achievement of economies of scale. Indeed, ECLA concluded that in the manu-
facture of tires and tubes, insecticides, and probably glass containers, at
least two plants could operate economically in supplying the regional market.

As previously noted, the establishment of monopolies has been of serious
concern to both the Central American sovernments amd to private investors., A
discussion of some possible effects of such monopolies on consumer prices in
the participating countries follows.

a, If demand for the product were relatively inelastic with respect to
price, the monopoly price that the "integrated" operation might choose 'to set
could remain in the neighborhood of the price of its impori.d counterpart;
under such circumstances the benefit of any economies of scale to the consumer
would be marginal., Conceivably, some benefits might accrue to the local econo-
mies from this situation by virtue of increased payments to labor ard increased
tax revenues. On the other hand, if luxury imports were to be increased by
virtue of the large profits accruing to the monopolist, as would seem likely
in Central America, and export earnings did not increase, these circumstances
could aggravate the balance-of-payments problem in the country where the
enterprise was located,

Were the establishment of a monopoly deemed to be necessary to encourage
entry into certain lines of production in Central America, the member govern-
ments could deem it desirable to impose price controls to ensure that some of

the benefits deriving from economies of scale be passed on to the consumer, The
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Convention on a System of Central American Integrated Industries provided

that protocols establishing "integrated” operations could stipulate quality
norms to be followed by the producer "and other standards.,..for the protsction
of the consumer" (Article XXI, b). This clause could be interpreted as per-
mitting the imposition of price controls over suppliers thus accorded monopoly
privileges. 1/

The difficulty of imposing price controls in Central America, however,
would be considerable, both with respect to determining the approprié.‘:.e prices
and to their administration. Moreover, de facto "integrated" operations (i.e.,
enterprises having capacity adequate to supply the entire Central American
market but which had not been accorded "integrated" status) were not covered
by the Integrated Industries Convention and their operations therefore would
be governed by the price policies of the respective countries in which they
were located, rather than by the regional Executive Council,

Another limitation on the utilization of price controls is the fact that
the resultant prices have to be high enough to permit a sufficient profit--
by Central American standards--to attract entrants into comparable fields of
investuwent. The resvlting prices s therefore, might not be appreciably lower than
those that would be established by a pure monopolist in the absence of controls.,
Thus, economies of scale in themselves would not be sufficient to maximize the
social benafits to the consumer.

Mobility of labor.--The movement of persons (except political exiles)

across Central American borders has been confined almost entirely to agricultural

_ZL/ Under the General Treaty (Article VIII), existing state monopolies remain
subject to internal legislation of the contracting parties and in certain in-
stances, to the provisions of Annex A of the treaty, If new monopolies are
created or the status of existing ones altered, are to be held between the sig-
natories for the purpose of placing the intraregional trade in monopolistically
produced items under a special trading system.
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workers secking seasonal employment, or to families seeking land on which to
support themselves, In some cases migration has occurred without knowledge
of the loceiion of political boundaries.

Some Central American countries actually discouraged immigration from
within the region, although for different reasons. For example, Costa Rica
desired to maintain the European character of its people, while in Honduras ’
the government sought to preserve avajlable agricultural 1snd for the growing
local population. Another motive, in certain of these countries, was to confine
professed econamic opportunities to domestic entrepreneurs. Few, if any,
Central Americans have migrated within the area solely to obtain employment
in manufacturing or service industries. Intra-regional mobility of labor there-
fore, probably has been limited as regards both the number of persons irnvolved
and the economic importance of such mobility to the respective countries.

Provisions for freedom of movement and national treatment of persons ’
property, and capital of the Central American states in each other!s terri-
tories are found in both the Multilateral Treaty (1958) and the three-nation
Treaty of Economic Association (1960). Inasmuch as these provisions do not
conflict with the General Treaty of Central American Economic Integration, they
presumably remain in force among the ratifying states. Nevertheless, the re-
luctance of individuals to leave their own coufitries, combined with the atti-
tudes of the respective Central American goverrments towards intreregional
migration, probably will not produce any substantial increase in the mebility of
labor within the common market area. However, some movemeht of skilled labor
may take place according to the comparabive rewards offered for its services by
enterprises in the member countries,

Mobility of capital.—The flow of investments across national frontiers has
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been a major objective of the Central American economic integration scheme ,
This objective was directly related to the policy of establishing operations
which would benefit from the so-called "economies of scale" as well as from
the specialization of production. National treatment of Central American
capital was provided for not only in the economic integration agreements but
in the respective national industrial develomment laws as well, 1/

Little information is available on the flow of private capital between
the five Central American countries » but a certain amount of such investment is
known to have taken place. For example, a Honduran watch manufacturer had in-
vestments in watch factories in Guatemala and Costa Rica; the largest candy-
producing firm in Honduras had financial interests in a similar one in Guatemala;
and several Salvadorans owned properties in Hornduras for the purpose of growing
cotton and coffee. Nevertheless, the ratio of intraregional private investment
to total foreign investment in the area probably is quite small, largely because
of the following factors: a general shortage of risk capital in these countries ’
inajequate knowledge of investment opportunities in neighboring countries s and
the absence of a capital market in Central America,

The establishment of a common market, together with a regional develoment
bank for financing enterprises of importance to the area, could be expected to
increase the flow of investments across the borders of the yarticipating
countires. So also would the anticipated establishment of area~wide marketing
systems by regionally oriented enterprises. Profit-minded Central Americans,
aided by such organizations as the Central American Bank for Economic Integra-

tion, the U.S. Agency for International Developmsnt (AID), and ICAIII, pre-

1/ Joseph Pincus, The Iniustrial Develomment Laws oFf Central America. Inter=

national Cooperation Administration, Office of Industrial Resources s Technical
Alds Branch, March 1961

110



sumably would survey the regional markets for investment opportunities. To
foster such enterprise, various national associations of commerce and industry
in Central America had been affiliated by means of a regional federation to
disseminate information respecting investment oppertunities throughout the
common-market area, 1/

A change in the traditional means of capital formation also was required
to increase the mobility of capital. There was an overwhelming preponderance
of individually-owned enterprises in Central America, and even corporations for
the most part were closely-neld family undertakings., Central American investors
needed to be educated in the modern forms of business organization, where
equities usually are widely held, rather than closely held by families,

At the government level, Joint participation in public works proJjects was
to be expscted. Such projects might undertake the develomment of electric
power and highway facilities, as well as the improvement of navigatiou and
irrigation facilities of waterways serving more than one country. These activi-
ties probably would be accorded technical and financial assistance by the Central
American Bank for Economic Integration and other international lending agencies,

The intraregional movement of capital was expected to be facilitated by
the recently established Central American Clearing House, which began opsrations
in October 1961, The institution!s principal objective was to promote the use
of Central American currencies as a means of facilitating intraregional trade
and investment,

Promoting the economic integration program.,—If a high degree of intra-

regional capital flow is to be attained, private investors, both within Central

America and abroad, need to be informed of the economic advantages of regional

1/ The Federation of Central American Industrial Chambers and Associations
(Federacién de Camaras y Asociaciones Industriales Centroamericanas-FECAICA)
was organized in September 1960, both to promote and defend Central American

industry.
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integration. Although the need for promotional activities was recognized by
the countries concerned, little provision had been made for such activities ’
except as contained “.n the Convention Establishing the Central American Bank
for Economic Integration. Artlicle 2 of the Convention charged the Bank with
promoting the balanced economic development of the member countries » and Article
7 (a) authorized CABEI to promote investment opportunities created by the inte-
gration program and to establish priority schedules for financing suitable
projects.

The success of CABEI's promotional activities depends not only on the
vision and energy of its management, but also on the policies adupted by the
Central American states to govern regional economic development. The management
of CABEI, in cooperation with the Permanent Secretariat of the Gensral Treaty,
hoped to work closely with the respective Central Americar governments in planning
and coordinating national policies within a regional framework,

It appeared likely that the individual countries would develop their own
promotional activities to attract investors, For example, Costa Rica's Law for
the Protection and Development of Industry l/ provided that the proceeds of a
one-percent tax on net profits of industries benefiting under this law be used
to promote salas of nationally produced articles. 2/ To assist the respectivs
governments in discovering and promoting industrial opportunities, the former
U.S. International Cooperation Administration sent technicians to each of the
Central American countries during 1961 to study their industrial potentials.

In August 1961, a special meeting of the Inter-American Economic and Social

Council was held at Pumta del Este, Uruguay, to discuss measures for implementing

1/ Ley de Proteccion y Desarrollo Imlustrial (article 39)

2/ Joseph Pincus, The Industrial Develomment Laws of Central America. Inter—
national Cooperation Administration, Office of Industrial Resources s Technical
Aids Branch, March 1961
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the U. S. Goverrment-proposed "Alliance far Progress". One topic on the agenda
dealt with Latin American economic integration; & report on that subject,
prepared by a group of experts, 1/ made the following recommendation respecting
the promotional aspects of integration program:

"In order that maximum advantage be taken of the opportunities
for expansion of the Latin American markets, it is important that a
vigorous and imaginative promotion of mrojects in the public and
private sectars be undertaken. Although there are existing agencies
serving promotional functions, the search for investment opportuni-
ties gemerated by the integration of the area has not yet attained a
satisfactory scale. This activity should be carried out on a multi-
national level., Its implementation should further the objectives of
the two existing economic association, and be chanmslled through the
organs of LAFTA and the Central American General Treaty, without re-
Judice to any other promotion activities undertsken by one or more
of the Latin American countries which do not belong to either of
these groups.

"Promotion should be carried out through an organization

created for this purpose, or through existing Latin American organ-

igations. In the latter case, the institutional apparatus utilized

should have full administrative and functional autonomy."

Commercial treaty relations with third countries and with the GATT .=
Having only a limited mmber of important trading partners, the Central American
countriss had concluded few trade agreements with countries outside the region
when the integration program became effective, Nevertheless, they had negoti-
ated a substantial number of so-called "treaties of establishment®, 2/

The United States had negotiated bilateral trade agreements with all five
Central Amserican countries prior to World War II. During the period 1951-62,
however, all of these trade agreements, except those with Honduras, and

Bl Salvador were terminated, each at the request of the Central Amsrican sig-

%/&A/s“. H/X.1, 30 June 1961
2/ See Appendix Table 1,
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natory. 1/ The tariff concessions in the agreement with Nicara.gu’a'.‘ were
terminated in 1938; the remaining provisions of the agreement were terminated
when that country became a signatory to the General Agreement on Tariffs and
Trade (GATT) in 1950. Protracted economic difficulties in Costa Rica made it
impossible for its government to apply the terms of the trade agreement, The
Guatemalans claimed that their antiquated customs laws and tariffs, which re-
quired revision (and were revised in 1958), made compliance with the agree-
ment increasingly difficult.,

Various reasons were cited to support the Honduran request for termin-
ating its trade agreement with the United States s including the observation
that with the passage of time the agreement no longer served its original
purpose. Officials contended that the agreement impeded implement ation of the
Honduran Government's policies: (1) by prohibiting increased taxation of
certain imported luxury items, such as automobiles; (2) by preventing the ex-
tension of increased protection to certain domestic industries ; and (3) by
preventing revisions of duties on scheduled items for fiscal purposes. The
Government of Honduras also indicated that its participation in the Jentral
American common market obligated it to take the steps necessary, including
demunciation of agreements with third countries, to bring its tariff rates to

the level of the common external Certral American tariff., 2/ The Goyerrment of

y In the case of the 1935 trade agreement with Honduras and the 19337_trade
agreement with El Salvador, the tariff concessions and those articles of the
agreements relating to such concessions terminated. However, the general mo-
visions of the agreements providing for most-favored-nation treatment in customs
matters, national treatment in the application of internal taxes, and equitable
treatment in the administration of import policy in general, remained in effect.
(Federal Register, Vol. 26, Jan. 20, 1961, p. 507; and vol. 27, July 3, 1962,
p. 6253.

2/ U.S. Department of Commerce, Foreign Commerce Weekly, Jan. 9, 1961 s

Ppe 8 and 12,
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El Salvador requegsted the termination of the tariff concessions in its
bilateral agreeme:it with the United States in order to make possible its full
participation in the Central American common market, particularly with re-
spect to the common external tariff. 1/

On January 1, 1962, the United States had in force the following trade
agreements or commercial treaties with members of the new Central American
common market: (1) a trade agreement with El Salvador (1937); (2) treaties
of friendship, commerce, and navigation with Costa Rica (1851), Honduras
(1927), and Nicaragua (1956); (3) an agreement respocting double taxation with
Honduras (1956); and (4) investment guaranty agreements with all five coun—
tries. 2/

Nicaragua was the only Central American country to become a contracting
party to the General Agreement on Tariffs and Trade (GATT). Its accession
became effective May 28, 1950, 3/ On that date, Nic iagua's 1936 trade agree-
ment with the United States was terminated. In March 1951, Nicaragua obtained
approval from the Contracting Parties to the GATT for the establishment of a
limited free~trade area with El Salvador under a bilateral treaty signed

March 9, 1951 (effective Aug. 21, 1951) I/ Under the terms of this treaty,

1/ U.S. Department of Commerce, International Commerce, July 16, 1962, pe 4l.
2/ Department of State, Office of the Legal Advisor, Treaty Affairs Staff.
Treaties in Forcs on Jan. 1, 1962. (Department of State Publication 7327.) Dates
shown in parentheses are those when the agreements were signed,

2/ On Dec. 29, 1952, Nicaragua denounced the General Agreement, effective Feb,
27, 1953, but rescinded its denunciation on Jan. 17, 1953, and requested an ex-
tension of time to sign the Torquay Protocol. The Contracting Parties extended
to June 30, 1953, the time limit for that date. (U.S. Tariff Commission, Qper-
ation of the Trade Agreements Program, Sixth Report, July 1952-June 1953,
TReport No. 193, Second Series), pp. 25-26.

4/ GATT, Basic Instruments and Selected Documents. Volume II, Geneva, May 1952,

Pe 30.
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each country agraed to accord reciprocal duty-free treatment to specified
products originating in the other country. The waiver accorded by the GATT
freed Nicaragua frow its most-favored-nation obligations respecting the moducts
specified in its treaty with E1 Salvador. 1/

When the draft of the Central American Multilateral Treaty of Free Trade
and Feonomic Integration was completed in March 1956, Nicaragua requested and
obtained from the contracting parties to the GATT a waiver authorizing that
countries on the commodities listed in the Multilateral Treaty., Nicaragua agreed
to seek axtension of the coverage of the treaty to meet GATT requirements within
a specified time (10 years) ani to submit periodic progress reports to the GATT,
The Multilateral Treaty was signed in June 1958 and became effective a year
later. Nicaragua submitted its first report to the GATT at its 17th Session
late in 1960, citing the fact that the treaty had only been in operation during
one year and indicating that the resultant lack of statistical data made it
impossible to show the development of trade under this treaty, Such data were
promised from mid-1961, whereupon the contracting parties agreed to postpone
examination of trade developments until that year. On December 13, 1960, however,
Nicaragua signed the General Treaty of Centrel American Economic Integration
which, it will be recalled, superseded the 1958 Multilateral Treaty. At the
19th Session of the GATT in November 1961, Wicaragua obtained permission to ad-
Just its tariff duties to the levels of the Central American common external
tariff. However, the Contracting Parties required Nicaragua to renegotiate with
any GATT members concerned those concessions affected by this adjustment, Re-

negotiation was to take place within three years from November 1961,

1/ U.S. Tariff Commission, Operation of the Trade A ements Program, Tenth
Report, July 1956-~Jdune 1957. EBepOrt No. 202, Secord Series), p. 29,
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V. THE U, S, INTEREST IN THE CENTRAL. AMERICAN COMMON MARKET

The Unlted States has been keenly interested in the political stability
and economic development of Central Americe since those countries obtained theilr
independence from Spein in 1921, The U, S. Govermment was the first non-latin
Americaen country to recognize the Federal Republic of Central America, in 1825,
and 1n the followlng year, a treaty of commerce and friendship wes concluded
between the two governments. Since thet time, the U. S. Govermment frequently
has glven 1ts advice and moral support to the Central Americen states in thelr
numerous ettempts at unification, both directly and at internmational conferences
of ECLA and the inter-American Economic and Social Council (IA-ECOSOC).

Recent expressions of officlal U.S. policy towerd Central American inte=-
gration have included the following: (a) On November 18, 1958, a statement by
the U. S. delegation to the Committee of 21, 1/ said, in part, "We have also
supported & free-trade area in Central America. We have also made it clear that
we are prepared, through the Export-Import Benk, to consider doller financing
required by regional industries in Latin America'". (bz On DéCember 27, 1958,

Dr. Milton Eisenhower's report to President Eisenhower recommended that the

United States.......''participete with the five republics of Central America, and
Panama, 1f possible, in a regional conference, elther at the Ministerial or
technical level, to stimulate public and private enterprise, and private industrial
enterprises, to take a positive approach in helping Central America and Panems to

end that new industries, guaranteed free access to the entire market of the'

1/ The "Act of Bogota" is the name popularly given the resolution establishing
a broad new social development program for Latin American countries, that was
signed on September 12, 1960, by the Organization of American States Speclal
Committee to Study the Formulatlion of New Measures for Economic Cooperation
(Committee of 21).
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participating countries, would be established." (c) At the close of the State
visit of the President of El Salvador on March 13, 1959, President Lgmus and
President Eisenhower issued a Joint statement reporting their agreement that a
Central American cammon market ". . . could make a significant contribution to
the stimulation of capital investment in those nations and to the steady improve-
ment, of the welfare of the people. This subject will receive continued study
by the two Govermnments with a view to taking appropriate action to carry on those
sound plans already contemplated". During the latter part of 1959, the United
States provided certain technical assistance to Guatemala, El Salvador, and
Hondurae, leading to the conclusion of the Treaty of Economic Association in
February 1960. (d) on March 13, 1961, President Kennedy told Latin American
diplomats and U.S. Members of Gongress that "we must support all economic inte-
gration which is a genuine step toward-larger markets and greater competitive
opportunity. The fragmentation of Latin American economies is a serious

barrier to industrial growth. Projects such as the Central American common
market and free trade areas in South Amerita:.can help to remove these obstacles."
;/ It was in this address that President Kennedy proposed the "Alliance for

Progress" (Alianza para el Progreso) to accelerate the development of the

economies of the Western Hemisphere countries during the decade of the 1960s.
(e) On June 21, 1961, less than two months after the inauguration of the Central
Americen Bank for Econoﬁic Integration, the United States Govermment announced
the signing of an agreement for a-grant of $2 million by the International
Cooperation Administration to that institution. This was followed by an authori-
zation on July 13, 1961, of a Development Loan Fund credit of $5 million to
CABEI to private borrowers. The proceeds were to be relent by CABEI to private
vorrowers. The grant &nd the loan were to contribute portions of the $10

1/ Address of The President at a White House Reception for Latin American Diplo-
mets, Members of Congress and Thelr Wives, March 130 190L, o orieel DIpLO-
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million in loans gnd grants prograxmed for assistance to CABEI by the U. S.
~Government in November 1960. L/ (f) In March 1961, the U, S. Govermment
appointed a Regional Economic Advisor for Central America, with headquarters
at Guetemala City, to serve a s lialson with the Permasnent Secretariat of the
integration program and to keep this govermment informed of its progress.

In July 1962, a regional mission of the Agency @6r International Development
was established near the Permanent Secretariat of the General Treaty in
Guatemals City, to coordinate U.S. assistance with +the integration program.

U. S. Govermment policy toward the Central American economic integration
movement, as well as toward the Latin American Free-Trade Area (LAFTA), may
be sﬁmmarized as that of favoring the formation of these regional economic
unions so long as they meet the following criteria: (1) They are to be eco-
nomically sound; (2) they are to expand trade and advence the welfare of the
peoples (3) they are to be consistent with the provisions of the General
Agreement on Tariffs and Trade (GATT).

Measured against the long and unsuccessful history of Central American
integretion, accomplishments of the Present program are substantisl. As
mentioned in Chepter I, thisvdegree of progress has been due mainly to a shift
in concept of regional unification from the political to the economic.

The principal factor ‘favaring the successful economic integration of five
countries of Central Americs appears to be the Central American Bank for Economic
Integration, with its facilities for promoting and financing economic develop-
ment, including its services as an intermediarfr with foreign and international
lending institutions. The United States, in providing financial, technical,

and political support to the Central American economic integration program,

1/ Department of State Press Release No. 627, of November 3, 1960
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and especially to CABEL, has created a new environment for advancing and en-
couraging the economic unification of the countries of Central America. The
financial and technical elements of this support had been missing from the
earlier Central Americen integration efforts.,

U. S. Trade with Central Americs

The United States océupieé & predominant position in Central America's
international transactions (Table 27). Thié situation applies not only to the
area as a whole but to the individual countries as well (Table 28).

The traditional imporf surplus in U.S. trade with Central America which
brevailed prior to Wo