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elize: Industry and Commerce
 

A. Industry
 

The manufacturing sector accounts for about 15% of GDP. 
 It is based
 
on local agricultural output (e.g., two sugar factories, two citrus
 
processors, rice and corn milling); forestry (small sawmills, woodworking

shops); livestock (a meat packing plant); three garment manufacturers; and
 
a few small import-substitution industries (e.g., cigarettes, concrete
 
blocks, car batteries, fertilizer packing, toilet paper).

Import-substitution industries in Belize don't contribute to the economy

substantially because most of them are the so-called 'wrap and pack' 
or
 
"screwdriver" industries that use Belize at the final stage of a long

production line. Toilet paper manufacturing in Belize, for example,

involves little more than cutting huge rolls made in the U.S. into small
 
rolls. Since the local market is limited, industrial production is
 
basically export oriented, particularly sugar, concentrated citrus and
 
garments. There are products originally destined only for the domestic
 
market but now being expozted, for example, beer.
 

Merchandising is the principal business activity in Belize. Most
 
merchant houses are family-owned and operated, with limited financial
 
capacity and entrepreneurial range, and even the large houses tend to
 

/stick to trade rather than to diversify into agriculture or
 
anufacturing. With one exception, a U.S.-owned drawback garment factory,

manufacturing consists of small operations that produce for the domestic
 
market and are, profitable because of government subsidies and protection

from imports. Agriculture provides most foreign exchange ear-iings 
-- over
 
80% in 1981 -- and offers the best prospect fo.: expansio)n.
 

Sugar accounts for over 50% of total export earnings, 20% of
 
employment, and 20% of GDP. Sugar production amounted to about 100,000

metric tons in 1981. Citrus is next, bringing in about 10% of export

earnings. Citrus productiun was set back by Hurricane Greta in 1978, but
 
since has risen to about 1.5 million boxes of oranges and grapef:uit

annually. Lobster, shrimp and scale fish are exported, and there may be
 
commercial fishing grospects beyond the barrier reef in deep water.
 
Despite large timber reserves, Belize is a net importer of wood products.
 

Belize' workforce totals about 35,000, of which perhaps 7,000 mainly

agricultural workers, belong to six unions. The union movement is not
 
considered powerful. Although the unemployment rate is low tht job market
 
is thin, and underemployment is considered high.
 

Agricultural operations are generally inefficient and high-cost, but

occasional instances show that they are susceptible to modern technologies

and management.
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Sugar yields run 12-14 tons per acre, less than half the world average.
 

Almost a quarter of the citrus crop rots each year because of inadequate
 
processing capacity. Various lumber products can be imported better or
 

The causes behind these results include difficult topography and
cheaper. 

the vagaries of a tropical climate; deficient infrastructure; inadequate
 
or unproductive labor; insufficie-t capital and credit; and perhaps most
 
importantly, the lack of modern managerial and technical expertise.
 

to offer considerable potential, given
Nevertheless several areas appear 

adequate financing and competent management: cattle (for milk and beef),
 

cacao
aquaculture, citrus, rice, bananas, and experimental crops such as 

and kenaf.
 

The economy of Belize is in a recession. The latest blow was the U.S.
 
sugar quota imposition which has really rocked the sugar industry. The
 

general hope is that through the CBI the negative impact of the U.S. sugar
 
quota will be mitigated; the proposed trade concessions will improve the
 

profitability of citrus production; and new investment supported by ESF
 
funding will pull the privatc sector out of its present decline.
 

B. Business and Government
 

Belize is a peaceful, democratic country where the policemen do not carry
 
guns. The People's United Party has been in power for 30 years, even
 

Pthough most businessmen support the opposition. Today relations between 
increasingly collaborative, as the governmentjovernment and business are 


becomes more aware of business realities, and key businessmen devote more
 

effort to understanding the constraints and demands facing the
 
politicians. D-rect government intervention in business consists of the
 

items of basic necessity, a
administration of a set of price controls on 

policy which is being reconsidered and which we expect to see change; and
 
the ownership of several cattle and banana holdings, which government
 
spokesmen say they are trying to sell. Inefficiency and corruption are
 
present in government operations, but neither at a level which would
 
present serious obstacles to the experienced businessman.
 

C. Finance
 

Four commercial banks and fifteen insurance companies operate in Belize.
 
The banks provide short-term credit but little long-term funds, even for
 
mortgages. The involvement of the insurance companies in recycling
 
saving into productive investment is extremely limited.
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Commercial Banks' Distribution of Loans and Advances
 
($ US000)
 

December 31, 1982
 

Government Services 
Public Utilities 

$ 7213 
292 

Agriculture
Commercial Fishing 

1,242 
265 

Forestry 1388 
Manufacturing

(Agricultural processing) 
(Other) 

Tourism 

6619 
(2983) 
(3633) 

721 
Building & Construction 6292 
Real Estate 
Financial Institutions 

692 
159 

Distribution 22182 
Professional Services 387 
Transport 1012 
Entertainment 431 
Mining & Exploration
Personal Loans 

926 
5352 

Sundries 

Total 66172 

D. Foreign Trade and Investment
 

Belize depends on foreign trade. Most economic activity is trade

oriented, and despite an abundance of fertile agricultural land Belize

still imports 20% of its food. Principal trading partners are the U.S.,

U.K., and Mexico. The U.S. is the largest by far, and its share is

increasing. The U.K. is second, offering a preferential market for sugar

and bananas, while until the collapse of the Peso free port operationz

with adjacent Mexican states accounted for nearly 30% of Belize' exports.

Belize is a member of Caricom, but du: to great distances and poor

transportation services takes little advantage of those preferential

trading arrangements.
 

Foreign investment is welcome, and represents a large portion of total
investment in Belize. 
 It dominates banking, tourism, agricultural

processing, and lumber, and is important in light manufacturing and in the
 
production of citrus, rice, and beans.
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The government encourage foreign investment throuch 
various development
 

tax exonerations, duty-free capital imports, land 
leases,


concessions: 

spelled out in a booklet "Investment
as
repatriation of earnings, etc., 


Incentives and Procedures" issued by the Development 
Finance Corporation.
 

A few areas -- shallow-water fishing, sugar cane farming-- are closed to
 

foreigners, and official confusion and delays in the 
process of reviewing
 

applications have in several instances turned away investors.
 

Belize's foreign investment law allows exemption from 
income taxes and
 

long as 15 years. Tne country is trying to attract
 
import duties for as 

more offshore industries which do both the buying of materials 

and the
 

selling of their products entirely outside the country. 
The Williamson
 

Corporation, for example, employs about 500 women workers 
to assemble
 

Dixie Jeans for sale in the U.S.
 

UNITED STATES BUSINESS IN BELIZE
 

Air Florida; air transportation
 
Aqua Lodge
 
Barrier Reef; hotel
 
Barrow Logging; logging and sawmill
 

lizE Beef; cattle
 
lize Cemcol; Caterpillar tractor
 

,elize Estate & Produce
 
Belize International; rock quarry
 
Belize Pharmaceutical
 
Big Falls Ranch; rice production and
 

processing; ADELA equity
 
Brothers, Wm. C; sawmill
 
Carr, John; cattle production
 
Carver Tropical Ranch; cattle
 

production
 
Castle & Cooke
 

Belize Bre-wing; beverage bottling
 
Caterpillar Americas; Caterpillar
 

tractor distribution
 
Caye Chapel; hotel and resort
 
Chase Manhattan
 

Atlantic Bank; banking
 
CoHier, John; cattle
 
production
 

Collins Foods
 
Kentucky Fried Chicken; restaurant
 

El Pescador; hotel
 
Hershey
 

cocoa
Hummingbird Hershey; 

production
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Hide-A-Way Lodge
 
Hurley, Robert; cattle production
 
IM Brokers of Florida; lobster
 

and fish processing
 
Keller Caribbean Sports; fishing
 

lodge
 
Kellogg
 

Belize Citrus; fruit production
 
Belize Feed; feed processing
 
Belize Food; food processing
 
Caribbean Foods; food processing
 
Salada Foods; food processing
 

Mariah Reef Resort
 
Minter Naval Stores; pine resin
 

extraction and sawmill
 
Misener Marine Construction;
 

port construction
 
Paradise House; hotel
 
Placencia Cove; hotel
 
Prosser Fertilizer and Agrotec;
 

fertilizer mixing
 
Pyramid Island; hotel
 
Rebxo, diesel engine sales
 
.Renco Battery Factory; manufacturing
 
obinson Lumber
 

-Seminole Steel Erectors; cactle production
 
Shore Lobster; shrimp and lobster
 
distribution
 

Snell Environmental Group; shrimp
 
production
 

Stone, Cecil Albert; ranch
 
St. George's Lodge
 
Swingle, Dean; ranch
 
Texaco
 

Texaco Belize
 
Tropical Produce; mango production
 
Turnef.1e Island Lodge
 
Victoria rouse; hotel
 
Westmoreland, William; farming
 
Whitney, Harold; farming
 
Williamson Industries; garment
 

manufacturing
 
Wyatt, John; farming
 

http:Turnef.1e


- 6 -


E. Main Issues and Constraints in Industry
 

A serious issue has been price control. The Government controls wholesale
 
and :etail margins on most basic imported items and fixes prices on many
 
locally produced goods. In order to obtain approvals for increases,
 
businesses are required to submit audited accounts and it takes a
 
considerable amount of time for the concerned government agencies to
 
process such applications. Even when incrases are allowed, they are often
 
out of date by the time approvals are granted. Price controls also can
 
discriminate against locally produced goods. When there is competition
 
between imports and domestic production the retailer sometimes makes more
 
profits selling the former because it is free from price controls or has
 
an assured margin, whereas the price of the locally produced good is fixed
 
at a lower level.
 

The processing of applications for development concessions is normally
 
lengthy, requiring the applicant to follow his paper from Ministry to
 
Ministry and officer to officer. Concessions granted under the
 
Development Incentives Ordinance include exemptions on personal and
 
corporate income taxes, import duties on capital goods ,nd, in certain
 
special cases, on raw materials and spare parts for specialized
 
machinery. Exemptions last up to fifteen years, plus a period allowed for
 
'stablishing the project, depending on the activity.
 

.here is a shortage of managers and skilled personnel in Belize. There
 
are no training facilities for managers and skilled labor in the country.
 
Poor infrastructural facilities, particularly housing, electricity and
 
water, prevent many qualified people from settling in Belize, and
 
discourage locals trained outside from returning. The Government is
 
trying to increase the number of skilled personnel by providing student
 
loans and the upgrading of infrastructural facilities in Belize City and
 
the existing liberal work permit regulations are expected to encourage
 
repatriation and/or importation of skilled manpower.
 



COSTA RICA
 

Historic Overview
 

A. Summary
 

Until the early 1960's, Costa Rica's economy had been based on
 
the production and export of several primary agricultural
 
products. For the last two decades, Costa Rica's basic
 
economic strategy has been to expand industrial activity in
 
order to absorb a growing urban labor force and reduce
 
dependence on the export of traditional agricultural products,
 
while simultaneously strengthening its agricultural sector.
 
This has meant pursuing an import substitution/infant industry
 
policy in concert with its Central American neighbors and, more
 

to other international
recently, attempting to expand expor.ts 

markets.
 

Much of this development strategy has revolved around the
 
adopted by the five Central American countries
common measures 


through the Central America. Common Market (CACM) mechanism.
 
Protective tariffs, tax incentives, tariff exemptions for
 
materials and equipment and a stable exchange rate are examples
 

of the measures employed to attract private investment in
 
industry. Costa Rica's industzialization strategy,
 
complemented by continued if uneven growth in agricultural
 
exports, was successful in fueling rapid economic expansion
 
during the 1960s and 1970s. Real Gross Domestic Product
 
increased an average of 6.1 percent per year between 1960 and
 
1978. Annual growth in the industrial sector averaged 9
 
percent between 1960 and 1968, 7.4 percent between 1968 and
 
1973, and 8.4 percent between 1973 and 1978, indicating a very
 
positive performance in this sector. This growth was based
 
almost entirely on opportunities in the local and regional
 
markets.
 

http:expor.ts
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The positive macroeconomic performance ignores several
 

disquieting aspects of this trend,. including (1) the continued
 
dependence on the export of a few traditional commodities whose­
.prices have deteriorated in recent years; (2) the establishment
 
of a relatively capital-intensive industry because of incentives
 
to capital, and steadily growing payroll levies; (3) the devel­
opment of relatively inefficient industries due to the protec­
tive policy framework; (4) the near exhaustion of import
 
substitution opportunities; (5) the emphasis on industry at the
 
expense, at leasz in part, of agriculture; (6) the heavy reli­
ance on borrowed (often foreign) funds for investment capital
 
as a result of Governrment financial policies; and (7) policies
 
signaling a bias against exports principally through an over­
valued exchange rate.
 

Another distressing .characteristic of the economic picture
 
has been the failure of the nationalized banking system to
 
attract internal savings and provide adequate financial inter­
mediation. While an increasing proportion of credit has been
 
channelled to the public sector, private firms- have suffered
 
from poor service and inadequate financing such that they have
 
increasingly had to look towards external sources of credit.
 

These necative trends have now culminated in a situation 
where a relatively inefficient and highly indebted industrial 
sector is forced to look for new export opportunities in the 
face of diminishing local and regional markets as well as slug­
gish markets in North America and Europe. industrial and over­
all economic growth has virtually come to a halt. Not only is
 
industry not in a position to turn to exports without first
 
going through a pa.inful shakedown period, but the necessary
 
policy and support framework is not in place.
 

The Government realizes that it is faced with a crisis of 
major
 

increase
proportions. Its strategy for recovery is based on 

initiatives and export development,
support for private sector 


while continuing to meet social welfare objectives.
 

From the perspective of the private sector, recovery and
 

future growth will be facilitated by the following positive
 

factors: an existing and underutilized industrial base (albeit
 
somewhat inefficient); significant agricultural and
 

agro-industrial potential; a skilled, competitive, productive
 
labor force and strong management resources (largely the result
 
of social policies in education and health); a favorable geo­
graphic position that provides easy access to U.S. and Latin
 
American markets; and an increased recognition of the need to
 
export.
 

BEST AVAILABLE DOCUMENT
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The principal constraints confronting the private sector
 
include the acute shortage of foreign exchange, compounded by a
 
confusing and unstable multiple exchange rate system; a severe
 
credit squeeze (local and external), aggravated by-a cumbersome
 
and ineffective nationalized banking, system; many industries
 

--that_are,_noncompetitivein world markets; 
the limited technical
 
and production management know-how for streamlining industryi

4he unfamiliarity with marke:ing know-how for penetrating

foreign markets; an inadeaua:e policy and programmatic support

framework for exporting; and the cost of maintaining the social
 
programs and the bloated public sector payroll. Furthermore,
 
te country's extremely heavy debt service burden will seri­
ously constrain economic recovery over the medium term.
 

B. Detailed Description of Costa Rica Industry
 

The Costa Rican economy has, in the last two decades, undergone a fundamental structural
 

cnhange ihere industry has become the largest productive sector in the economy,
 
and :he relative contribution of agricu.zure to outnut has fallen. In 1960,
agricultur'sae eriod s share of CD? as 25%. 
 In.1c77 this had fallen to 19%. Oer the
sanufacturing indusry increased Its share in production from 14%
 

to 22%. Changing shares in output na:urallv reflected different underlying

growh trends: bet=een 1960 and 1977 industrial growth, at an annual real rate
 
of 9.2w% outszripped GD? gro--h of 6.1% per annum, and ccnsiderably outstripped
 
agriculural growth at 4.4% annually. Ynufac:=*ing industry absorbed
 
58,000 new employees between 1963 and 1977, as compared to agriculture) which
 

absorbed 25,000. ks a result, industry's share in total employment increased
 
from 11.7% in 1963 to l5.8% in 1977, whilst agriculture's share declined from
 

50% in !963 to 33% in 1977. Consistent with these trends, productivity
 
(value-added in real terms per person employed) has been gro:ing in both
 
sectors--at an 
equal pace of 3.7% per annum since 1963. Relative producivity

has not changed since 1963; value-added per person employed in manufacturing
 
is still about two and a half times as high as in agriculture and one and a
 

half times the national average.
 

BEST AVAILABLE DOCUMENT
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Not only 	has an economv--ide change in production pattern occurred 

in the last two decades, but the structure of industry has itself changed.
 

Table 1; INDUSTRL STRUCTLRE 1960-1977
 

Shares i Value Added Growh Rates
 
1960 1969 1977 1960-69 1969-77
 

Consumer 	Goods 79.2 63.2 63.8 6.9 8.1
 

intermediate Goods 20.8 31.3 33.1 14.3 9.1
 

Capital Goods 0.0 3.5 3.1 	 - 6.9
 

Total 	 00.0 l00.0 100.0 9.2 8.4
 

3ource: 	 Costa Rica: Trade Incentives and Export Diversification
 
IBRD Report No. 3195 - CR,'November 5, 1980.
 

In 1960 about 80: 6Lf value-added in manufactur ing industry was in the final
 

consu=-tion goods industries of food, beverages, footwear, clothing, printing
 

and consumer chemicais. The subsector experienced a drop of about 15% in its
 

snare of industria1 activizv in the period 1960 to 1969; thereafter its share
 

declined but little. The most visibly affected industries were food and
 
*everages, which between them accounzed for 11 points of this reduced share.
 

Intermediate good production on the other hand experienced strong gains,
 

with textiles, industrial chemicals, plastic and rubber products and metal
 

products registering strong increases in their share of manufacturing activity.
 

Capital goods (mechanical and electrical machinery) of which there was no
 

registered production in 1960, grew to slightly more than 3% of value-added in
 

2977. Desnite :his videzing of the industrial base, the composition of activity
 

is still heavily slanted towards cons=er goods industries. Partly because
 

of the policies of providing high protection for consumer goods industries,
 
Costa Rica has not developed particularly deep or extensive capital or inter­

mediate goods sectors.
 

import Substitution and Sources of Growth
I.. 


The policy of import substitution and the tying of industrial
 

incentives to the cozon schemes of the regional market have exercised a 
most powerful influence on the development of industry in Costa Rica. One 

rough measure of the success of inport substitution policies is provided 
by the degree to which, domestic production has replaced imports in total 
supply (7able 2. . Wthen Costa Rica joined the Ccoon Market in 1963, there 
was little production in many industries. Imports accounted for over 90% 
of total available domestic supply in such industries as basic metals, 
mechanical machinery, electrical machinei . and transport equipment and over 
6,' of total domestic supplv in textiles, chemicals, and rubber products. By 

1977 the percent age of total available domestic supply represented by imports 
of nanufactured goods had fallen from an average of 46% to 40%. In some
 
industries such as food products, beverages, tobaccos, clothing, wood products
 

and furniture (that is, largely consu=er goods industries), imports were at
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Table 2 . iO OF .TOkTS TO TOTAL 

1971, 977-BF?CH, 1963,BY INDUSTF.I-rj 

C!IU :DU'ST'-R- 6 1971 1977 

0.0 5.7 
everages, Tobacco 2/ 12.2

Prducts, BFood 

36.24. _

32 	 Texies, Clothig, Leather ?rodcs 

2. 
9--­33 	 Wood .=- .?roduczs, inc4d3. 

Iri-ting, 50.056.7?ublishi-g
3h 	 Paper and Products, 

Chpe,,cal, ?etrole-, Goal, Rubber and 69.935 Plastic Products 	 67.9 30.8 28.7 
36 - Mineral Products 	 56.8 30.8 28.7 

100.0 8h.736 	 -ther.ITon--eta1 4c 60.9
37 	 Basic Metals. 
90.1 69.2
 

38 Metal ?roducts, Machiner! and E8uimefl 80.8 78.2 6h.
 
39 	 Other !4nufactures, including Re-exports 

TOTAL 

vhere m. are subsectoral
/(. .),
a percentage,
j/ Ex-ressed aos 


c/--	 Zg cs -isgrossa.. -. csc out,-.i s Zad . e 


2/ O.its coffee drying an. roasting, beef .:reparation =an!pack:ing, a:^4 s"gar
 

of their large -eight L"
becauseThese agrind,.usrial processes, 	 in food- refinihg. 	 of irot substitution 
to ovcrwhel- the measure

mroduction, tend 	 See footnote on page 19. -npcr substitution.
and in 	total
:rccessizg, 
large increase. in iport s 

of a 
3/ This imporz ra-io increased from 

1963 because 

For the other categories of the subsector, 
textiles, clothing, 

of foot-wear. ratios 	declined.
 
and leather rbducts, the ipox 


MEC, Coercio Zxtwerior de 
Costa Rica, and Banco Central, 

Cifras de 

Source: 
 -1957-1977.Produccion Industria, 
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There is little scope for further
ost 11% of total domestic supply in 1977. 

Inevitably, further import substi­import substitution in these subsectors. 


tution possibilities exist in the metal mechanical sectors and more generally
 

In view, however, cf the very small size
in in:ermediate product categories. 

of the domestic.and regional markets, of the inefficiencies entailed in
 

to ccns"-ers, further
additional prcection, and of certain higher costs 


import substitution incentives in these sectors should 
be avoided.
 

com-
The import substitution rocess was strongest in the early years of the 


mon market and weakened considerably after the El Savador/Eonduran confict in
 

of growth for Costa P.ican industry have been distinguished
1969. Four sources 

America, (2) Export expansion to
in Table 3: (1) Export expansion to Central 


the rest of the world, (3).Import substitution (seen as the reduction in the
 

total domestic supply), and (4) The expansion of domestic
ratio of imports to 

In 1971-77 domestic i-port: substitution
demand (measured as a residual).. 


contributed only 3% to industria.'growth in contrast to the period 1963-1971,
 

of the expansion bf industry could be attriButed to the process of
when 11% 

replacing imports by local production (excluding major food products exported
 

outside the region)- l_/The export expansion to Central America can to a degree
 

1/ For technical and substantive reasons it is useful to exc±uce a iarge part
 

of the food products sector in analyzing the process of import substitu­

the food product sector so dcminates
tion. e technical reason is :I.at 

food subsector easily over­manufacturing production than changes in the 


a whole, thus giving a partial
whelm the averages for manufacturing as 

rest of the manufac­view of the evolution of import substitution in the 


turing sector. The substantive reason is that the food product sector is
 

in turn dominated by the export-oriented enterprises (coffee roasting,
 

beef preparation and sugar refining), only a small proportion of w'hose
 

output is destined for the local market. Thus, the food product averages
 

a whole are heavily influenced by primary­and that of manufacturing as 

inclusion of these enterprises again
based export-oriented enterprises. 


(In 1977, the food product
confuse the analysis of import-substitution. 


sector constituted a4% of total manufacturing output; fully one-half of
 

the coffee roasting, meat processing and sugar
this was the "output" of 

About 70% of the combined output of these products
refining enterprises. 


is exported, and more than 95% of these exports are destined outside the 

region.) Table 3 thus reports calculations in the foods products sector 

both with and without these export-oriented agricultural processing 
and
 

concerns and the manufacturing totals again present calculations 
with 

without the coffee roasting, beef preparation and sugar refining enter­

prises.
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OF IJEHAHD O10THi (AS % OF TOTAL GRO(fl/1 IN OtVl'UT) FOR COSTA RICA" INuT11IIES 1963-7I, AND 1971-77 
Table. 3a SOtRCES 

EXPOIT EXPANSIOI EXPOT EKIPA11iION IMPUIIT SU113TITtrrloN 
MOfl ITO FIEST OF '5ARL. lV5-'---F7?UITIIIN----COSTA 7-"[77:T! T |95'TO CITRAL-1------ A1FJ-.lI / 1 tICA DIW:STIC"1-951-71 I.'AND197r7-C! it!I -II .,:- TO"/I -11 


a1, ,iI; I ... i th.. L;i. lu I:ll ,
pr. *:lJ hu.,,Lki a jGI~aL 

0.0 13.0 5.9 3.11 05.2 79.3l'1 . .. : .. , I :i.,.u" Ilui ii 0.0 4.3 
0.0 6.1 -5.9 93.0 ly;. ai| I |l, ,.,., 0.1 0.3 0.0 

0.0 0.5 8.8 -2.0 1.2 132.3 90.0 
ill, r..t.", .,i H.. I.:. ts,..& 0.0 

).1 ).1 1.1 )9.9 .0 91. 
I I,.. 4.lul',l;1 * .t a1"I IACIO 12.9 IIa..lIh 1 a .. 15.) 

... ,,. ..... 19. :-.. .. 0 .12 5 . 0 5. 9 56 . 1. 11 ]
I; 'I : l ,, s , , , u,: . I, I. L C lt l th ll G i 'o Lwtolsr 7 1 . 0 16-6 - 0 . 5 25 . 4t 

a ,.. ?,,J.9 6.6 0.0 0.2 -153.0 -5.2 229.0 90.1i 
99.9 07.8 

I iit. .I ,,AI iid,..L.i - Jilig COrk 9.1 6. -1.1 2.) -7.6 J.2 
2. 0.4 3.A -9.1 3.6 106.5 90.6 

. J-4, s, Forglim.s Us.-I AccusnoriUB. 3, 
0.0 19.6 1;.5 75.2 02.1 

0i I'u,,'* lI'mw:tier, nal .l .Ltod 'rluducLs 5.1 3.3 -0.2 
6.7 62.11 10.611.3 13.2 1.9 1.4 22.1Jl, t -J:;.! l:hUl, ..

65.1 5.3 21.11 0j.8& 
9.2 11.9 3.3 -2.1355 IHubbur ,ro Iaci., 

-0.9 5.1 91.A 

J56 I':lLic Pi:lud L3 11.5 1 1• 0.0 1.2 i.O 

0.0 0.1 ii.3 3.9 61i.9 93.1IIHS Ni-*uLallic Hineral P'udt,.":Lz,,iwI 0.7 2.6 
0.0 14.U 0.0 0.2 100.0 2.1 0.0 02.6 

31 Uasic MuL.Is 
0.2 0.14 VA.1. 7. 11.2 77.9

Jal H.uLuJ lruducLs I.3 11.2 
17.0 -61.4 21.) 151.71.5 9.5 0.1 0.2 

3U3 EhecLIeaIc Hac1lmlIory 0.9 11.4 3.0 5.5 91.3 16.1 4..e 67.03U2 Huch.,,c1al Iaclalnory 

0.0 o.5 60.0 -13.3 19.2 112.6 
3011 TrinsporL EqiuipmeiL 0.3 0.1 

31.6 103. 3 6.8IU.1 111.9 l.U 70.5 29.
39 Othur IMlnurmcLurtes 

10.6 3.3 79.2 83.69.3 8.0 0.9 1.6Tubal 

Food ProducLa SucLor, Inclutlfls 80.3 W4.2 
19 2.6 14.1 12.4 0.5 0.0 

Cor'lee, HtMl, Sugar 


o. 81.9 , 12.97.4 19.h 1.7
ToLut, to ludtin: uatl, Corfo, Sugar 9.0 7.3 

Sourcez Iluk utar, calculations. For mlathodulOgy. aeo Anlax 1. 
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be regarded as part of a regional icr- V.*__:,tu:;:r.- Again exclud­process. 

ing those food products which Are cve i : r:ed outside the region,
 
the region provided 9,% of the demand i--TulsE :C7 zrow:h between 1963 and
 
1971 and 8% between 1971 and 1977. ­:-:-lase of high import substi­
:'icm within Ccsta Rica, intermedia:e :al gocds industries were most
 
rapidl establishing domestic bazes. The ::nur noods industres of food,
 
-i..z footear and wooden furni:ure i :frs: nr
phase, gained
 
sign--fica.tly from the extezsioz c: :r:e.:.:: :rcz ::ie national to the
 
regional market, as export expansion :c Oe::tel Amrua (,.e.regional import
 
substitution) provided a more .os:.. stim:uus tc zrowth than domestic import
substitution. In the second p-ric , 1971 -. 19"7, domestic interediate and
 
capital good import substitutioz gave way e:zz e- to Centralzc axpasion 
Aerica as the chief source of development; oteral, this latter period
 
regional import substitution as a source of gzcwch dro=ped in most consumer
 
good categories. In both periods the most powerfiu stimulus for expansion
 

.came from the growth of. domestic demanz, --ich £n Costa Rice is, to'a
 
large extent, the'result of buoyancy In tradlzional and non-traditional exports
 
to third countries outside'the CAC2.
 

Even though' thel.mulse for industrial growth coming from regional
 
import substitution has faded, much of :he Costa Rican industr­

continues to be depezdent on the regional market. in 1963 for instance 2%
 
of manufacturing output was exported to market countries. In 1977, 13% of
 
manufacturing cu:u: was scld tc =arket countrias.. 
 (Both
 
these figures exclude the do-4inarimg i-fluence of Frccessed food exports to
 
third markets frc: the food sector.) indu:zries which eport a high proporti=

of their output to Central _merica included in 1977: basic metals (93%),
 
mechanical machinery (4V7%), electrical =achinery (315%), chemicals (30%),
 
e,:::ies( ), -), rubber products
meal products (2 plastic nroduc:s (21%), 

(19%), and leather products (18%). These later industries contribute almost
 
25% of value-added in industry and comprise some 22% of the total 'alue of
 
sales. Onlv the food and beverages, tobacco, fur- 4:ure, petrcl.eu , and
 
noz-mezallic mineral subsectors, in fact, sold less than 5% of their output
 
to the CACM. Thus, a considerable interdependence exists between the regional
 
economy and. Costa Rica's manufacturing industry. The industries with
 
high export ratios to the market and which have grown most rapidly behind the
 
prctective walls of the market are likely to be particularly sensitive to
 
changes in CACY.arrangements.
 

Export expansion to markets outside Central America has provided a
 
minor stimulus to manufacturing sect6r growth--in 1963-1971, 0.9% and in
 
1971-77, 1.6% of industrial growth can be attributed to this source. Over­
seas markets have been important, however, for particular industries. For
 
the food products sector export expansion to third markets provide 1% of
 
the demand stimulus in 1963-1971 and 13% in the later period 1971-1977.
 
Several industries are now, however, fast increasing their exports outside
 
the region. The wood and furniture products industries are am example; in
 
1963 these industries together exported 3% of their output to the rest of the
 
world and 2% to Central America. With the formation of the CAC.I the industries 
were granted one of the highest protection rates available..'
 
By 1967, exports to the CACM were 7% of output, and extra-regional exports had
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dwindled to virtually zero. With the saturation of the regional market,
 
In 1977
 

however, the industry has had to look abroad again for markets. 


regional exports had fallen to 4% of total output, and extra-regional exports
 

, i.e., 3% of output. in general,
 
were back a: the position they enjoyed in.

1963
 

can be expected, those industries firh a high domestic 
resource content
 

and as 

have been most successful in exporting outside the 

region.
 

2. Industria. Concentration
 

Costa Rica's industrial structure is highly concentrated with 
a few
 

establishments generating the major share of employment, 
output, and manufac­

or
 
tured exports. in 1975, for instance, those companies which employed 200 


more persons (less than 2% of all manufacturing establishments) employed
 

about a third of the manufacturing labor force and generated 
about 44% of the
 

At the-other end of the scale enterprises which employed
sector's value-added. 

less then 20 persons comprired over 80% of all establishments, 

employed 20% of
 
A rAcent
 

the labor forc .and produced only 10% of manufacturing value-added. 


incisively on this problem of concentration. The
 
study has focused more 

study reports that those industrial subs-ctors which generate the largest
 

shares of value-added anc employment, are in fact dominated by the activities
 

1= 1975, for imstamce, 70% of manufacturing value-added
 of one or two firms. 

firms a: most accounted for more than
 was generated in subsectors where two 


same subsectors employed 56% of the

50% of the subsector s output; these 


a sizeable proportion of manufacturing
=anufacturing labor force. Thus, 

two firms dominate production.
activity occurs in subsectors where one or 


IM 1975, 40 out of 50 of the largest establishments (200 employees or more)
 

in Costa Rica, which together accounted for 41% of value-added in manufactur­

ing, were to be found in these highly concentrated subsectors.
 

At the sane time the evidence is much less clear that large fi-s
 
Large firms do on the
exercise the same predominance in the export effort. 


one hand contribute by far a=? away the greater proportion 
of total manufvc­

tured exports; firms which employ 150 or more employees (about 3% of all
 

establishments) for instance produce about 54% of the total manufactured
 

exports of the country. On the other hand, the proportion of output exported
 

is much more evenly spread across firms of different sizes.
 

to 29 persons, for instance, export 26% of
 Firms which emplo'y ten 

their total output--:he highest proportion reported among firms 

of different
 
by ntmbers of
 sizes. If firms are classified by value of output rather than 

Firms with value of sales greater than
employees the same ?awern emerges. 


030 million contributed 53% of all Manufactured exports, exporting about 22%
 

of their output. Sal- tT =ediu-sized firms however, ranging in production
 

levels from 010 million to Z29 =i_____, have, on average, export ratios of 31%.
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There is a sm&ll but significam: d=faren:,=he destination of
export sales amongst firms of different sizes. 
 firms tend to

sell a greater proportion of their expcrtr 
 .- to :he rest of the
orld; conveselv, larger firms exnort 

-!ir 


=ocnc:n-.
zore :c the CAC-4. Fi--msfrom 30 to 100 employees send,
4f on the aver:a. E - _ more than half of:heir exports to codntries outside the c-on 7i:*e:.
:trms which enploy morethan 10C e=ployees, on the other hand, sezz "-7r '--E a third of their
ex:ports to countries outside the CACM. 
 7 ex.lanation, as
it might be expected that larger fLr-s are 
-F 

per-1-p: bette: aced to exploiteconomies of scale, and have greater resources :: de.'o:e : =arketing effortsabroad. One possible explanatic= is that the 
 l se- ases of thedomestic and regional markets, with which large 
 l_-€ are so clearly identified,
allow them to dominate regional trade and allow :.he= 
:: ne.lect third-market
exports which mediur- to small-scale firms cannot afford. in this sense,
large firms do not feel compelled, nor does tl:e 
 system encourage

production to third mrkets.
 

The picture which emerges is thus 
one of a few large firms dominating
manufacturing activity and export activity, operating in highly concentrated
market strata, but with a promising participation of mediu--sized firms in
foreign trade, and especially in.the proporticm of output destined from these
 
firms to third markets.
 

3. Uor: Imrensitr 

Paradoxicallv, at 
the same ti=e that industrial strategy has been
:o re; lace imports by domestic production, manufacturing activity has become
 more, rather than less, import intensive. .Rawmaterial i=ports for industry
averaged 11% 
of industial output In 1960-1962, and this ratio had climbed
175.in eveal
=o 0% 7. haacteristics o' iudustria! development help
to 20Z in 1975~-±77. Several characeitc oJ. dsra evlpethl

explain this develupment. First, the successive replacing of imports by
domestic production has largely been at the finished end of consumer goods

production. As 
industry has expanded, and as 
domestic intermediate and raw
materials have either been unavailable or in short supply, the structure

of industrial production has veered into import intensity. 
The process
has been aided and abetted by ver-y generous exemptions from the payment
of all tariffs for interzediate and raw material imports. 
 in fact, as thee:change rate has been consistently overvalued, the imports of raw materials
and intermediate inputs for industry have contained an 
important subsidy
 
component. 
A second reason for the high overall import intensity of productionis that certain industries which have grown very rapidly are particularly
dependent on imports. The che-icals (especially pha--aceuticais, fertilizers,
tires) and metal/nechanical industries fall into category..this Tablesu--arizes aector import intensities from a samle of firms which obtain import

exonerations. 
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The phenomenon of increased f.mort intensity in manufacturing has
 

had important consequences for the country's external trade position. In
 

1960-1962 i=dustrial raw =aterials were 22Z of the country's total imports;
 

in 1974-1977 the ratio had climbed to 27%. in fact the manufacturing sector
 

has consistently run trade deficits; in 1974-1976, for instance raw material
 
imports for industry exceeded manufactured exports by 25% excluding the
 

food, beverages and tobacco sector (CIUU 31) the excess of raw materials imports
 

over exDorts of the manufacturing sector was about 70%. The growing
 

proportion of imports thaT are inputs to manufacturing activity in the country
 
igidity in balance of External defilcits become
creates an unwelcome .- payments. 


much more difficult to manage as compressing imports entails depressing,
 

perhaps severely, the level of-domestic activity.
 

BecauSe industry earns much less foreign exchange than It demands 

(for inter'd-iate and raw material Imports), the economy has to rely on 

agricultural activities to redress the foreign exchauge imbalance. Both the 

cyclical variation in export revenues earned by the latter as well as' the fact
 

that foreign exchange demand by industry far exceeds the growth of exchange
 

supply by agriculture set the stage for chronic and ever-deepening balance
 

of payments difficulties. This is why one of the conventional wisdoms about
 

Costa Rica should be changed. It is no si--mply export price swings any
 

longer, which lea-' the country into periodic exchange crises. The other edge
 

of the scissors, as it were, is the rapid growth in demand by industry for 
foreign exchange. The t-in effects lead ta move pronounced crises than would 

the foreign e:change feeds into protected,otherwise be the case. Moreover as 

inefficient industries ser:nig a small market, the _ountry inevitably finds
 

itself on a declining growt:h path, ?unctuated by peziodic and ever worsening
 

exchange crises. As is well known, developing countries do discover secularly
 

increasing demands for foreign exchange as their economies, grow. The elevated
 

levels and peculiarly intractable composition of this demand in Costa Rica is,
 

however, directly attributable to the policies of import substitution followed
 

by the country I= the las: two decades.
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Table- Ii: IMPORT INTENSITY, EXPORT CONTRIBUTION, AND TRADE DEFICITS OF 

MANUFACTURING ENTERPRISES; 1975-1976 

Imported Inputs as %of Output Export as %of Output 
Rest TRADE DEFICIT-Rest 

of AS % OF O1i'PUiTCent.
cent. of 

TOTAL EXPOrms-TMPOlTSAmvr. World TOTAL Amer. World 

7.9 - 15.2 23.1 -2.7

1i.i 21.1 25.8


31 Food, Beverages and Tobacco. 
 5.1 25.6 -1.3

10.8 16.1 26.9 20.2


32 Textiles, Apparel and Leather 

33 Wood Products and Furniture 2.1 ].3.0 15.1 111.2 8.8 23.0 7.9 
10.9 1.6 .12.5 -22.53.2 31.8 35.0
311 Paper Products and Printing 8.3 3"1. 6 -.11.7

" 6.5 12.0 119.3 29.3
35 Chemicals O.0.0 2.11
]0.11 2.11 
36 Non-Metallic Mineral Products 2.11 8.0 

6.6 0.0 11.61.6 79.1 80.1
37 Basic Metals ".9 11:1. -. 
38 Metal. Products and Machinery 1.6 16.0 I37.6 37i.5 

U,. -- ',
1.5 36. h 37.9 30.3 .0 

39 Miscellaneous Manufacturing 

20.2 11.11 :4t.,5.1 31.3 36.1hTotal 

MEIC, ABank Staff ComputntioneSource: 

to file with MEIC. Total 
because they recCeive industri-l incentives, have 

A sample of 1133 firms which, 
110% of national manufacturing output.'

output of these firms is about 
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4. CapacitY Utilization
 

A further consequence of the incentive schemes chat have been
 

encourage entrepreneurs to install excess
 
applied in Costa Rica has been to 


Over time, low interest rates subsidizing the purchase of capital

capaci:y. 

goods, duty exe=npions for the inport of machiner-y and equipment and tax
 

reinvested

provisions which allow full deductions fro= the tax base 

of 


profits at the time of capital goo5purchase, followed by generous depreciation
 

allowances, have each acted to lower the price of capital below its social
 

Relative factor prices have been further distorted by high
opportunity cost. 

comprise about one-fifth of average gross
payroll charges (payroll taxes 


compensation) which have effectively served to reduce :he 
demand for labor.
 

Excess capacity manifests itself in the low nunber of shifts worked, 
in the
 

.. ... "- . - I.. ..... . .. . -umo F - - ...largearen-ic number- of... days-.when!_activities_ shut. down (weekends, holidays, etc.),
 

-1~6-w15 iensity of utilizatiop during the york eai. Aecent stud n
 

by ROCAP-estimates es~ess caDacity-at_4l-in- l981-&. 

C. Credit and the Financial System
 

The financial sector in Cost Rica has one singular characteristic that sets it apart
 

from most other "free market" countries in Latin America, that is, the "official"
 

(State-owned, Government-controlled) nature of its banking system with its
 

absolute monopoly on demand and savings deposits. While other financial institutions
 

operate in the country,(including seven small private banks and a number of
 

finance companies) their resources have either originated abroad
financieras ­
(through loans and other forms of intermediation) or have been raised locally in the
 

form of equity or the sale of bonds, savings certificates, and similar obligations,
 

The nationalized banking system (SBN) is constituted by the Banco Nacional de Costa
 

Rica, Banco de Costa Rica, Banco Anglo Costerricense, and Banco Credito Agricola
 
While formally there is no functional or geographical specialization,
de Cartago. 


there are informal areas of concentration, as for example agricultural credit with
 

Banco Nacional and industrial credit with Banco de Costa Rica.
 

has been characterized as
The, SEN 

slow, excessively conservative, and incapable of significantly
 

contributing to the economic development of the country because
 

of its implicit lending policies-* as well as its in­

ability to mobilize internal savings to any significant degree.
 

Interviews with private sector companies indicate that even
 

applications for small loans take months to process while other
 

banking services are very poor. The average loan s-ize is very
 

small, which when combined with the large number of*people
 

involved in processing the paperwork, results in a highly
 

inefficient system. The absence of a profit motive and real
 
is largely to blame for this
competition in the banking sector 


situation.
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As early as 1963, the USAID Mission in Costa Rica recog­

nized this problem and assisted in the creation of 
a private 

finance institution, COFISA, in order to create an alternative 

for the private sector and stimulate Costa Rica's industrial
 

development and its palticipation in the Central American
 
Commcn Market (CACM). 1/ -

While COFISA can generally be characterized as a success
 
story, it has not been totally immune to the problems arising

from the structure, policies, and practices of the SBN, or from
 
the more dramatic consequences of the Government's financial
 
and monetary policies. As low-priced, long-term AID funds were
 
used up, COFISA increasingly departed from its developmental
 
(pioneering, risk-taking) role in favor of more commercial
 
terms similar to those of the SBN, albe..t processed with far
 
greater agility and enormously superior results. Already in
 
1969f COFISA's shorC-term loan portfolio equalled its long-term

portfolio and the average size of the loans made was only

U.S.$24,600. By 1981, when the average size of the loans out­
standing had increased to approximately U.S.$60,000 in current
 
dollars, this represented a negligible increase in real terms,
 
and almost the entire portfolio had terms of under three years

and interest rates 1 to 3 points higher than LIBOR.
 

Barred from capturing internal Costa Rican savings by the
 
effective monopoly of the SBN, favored by the Government's
 
monetary policies supportive of an overvalued colon, and hdving

created a network of clients, COFISA undertook to borrow from
 
abroad for relending in Costa Rica. Through 1981 COFISA had
 
M Iltiplied by 25 times the $10 million that AID had provided

with its two loans in the early sixties, becoming the country's

single largest source of credit to the private sector.
 

1/ in 1968 a law was passed that allowed the creation of other
 
private financieras, which are not permitted to accept demand
 
deposits. Thus, by the nature of their funding, they are con­
centrated in very "high price" consumer financing and personal

loans, and have had in the aggregate a very small impact on the
 
deveIcIpent of industrial or agrict- t
 

a czdi-u*--O ... producti-on, Or on the
v.ua .l
total volume of credit. Other mechanisms created later, such
 
as t.he Bolsa de Valores (stock Market), have also had little
 
!=pact to date.
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Lack of adequate credit is a major constraint to the continued 

activity of Costa Rica's private sector. USAID studies aod surveys 

support the private sector claim that Costa Rican business i. having 

serious trouble securing adequate and timely credit to meet its 

requirements. While these surveys differ a's to their estimates of the 

magnitude of the credit gap, a concensus does exist that the Costa Rican 

Central Bank' s (BCCR) 1982 credit program has not adequately taken into 

account the combined effect of 1981' s 100% plus wholesale price index 

increase, and the massive devaluation of the country's currency, and as 

such is inadequate to meet effective credit demand. In the past, when
 

n'ternal financing dried up, the private sector resorted to external
 

borrowing; under present circumstances such external financing is no 

longer available. Add to this the serious erosion of most Costa Rican 

firms' ecuity bases caused by the combined effect of the local currency 

devaluation and losses from failing markets which together render them 

unworthy of credit by traditional lending criteria. 

During 1980 and 1981, more than 60% of all new domestic credit 

was destined for the Government and Costa Rican public institutions, at 

the expense of the private sector. Credit outstanding to the private 

sector dropped by some 21% in real termsduring 1981 as compared with 

1980. During the first half of 1981, manufacturing industry received only 

one-third of the real flow of new credit that had been made available 

during the same period in 1978. 
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Critically needed foreign exchange has become increasingly 

difficult and costly for the private sector to accuire; the lack of
 

foreign exchange is perhaps the single most important constraint that the 

private sector faces. The Government' s own dollar requirements have 

resulted in the severe rationing of foreign exchange. Stringent measures, 

which in effect heavily tax Costa Rican exporters, require that dollars 

earned from exports be converted to local currency at a highly overvalued 

official/interbank hybrid rate. At the same time dollars required for raw 

material supplies are often unavailable at the same rate through the 

SBN, forcing producers to purchase the foreign currency they need at the
 
higher free market rate.
 

D. Labor Force/Employment
 

The single most important factor endowment of Costa Rica is its strong human
 
-resources base. 
 Costa Rica's private sector is a beneficiary of the country's

longstanding commitment to universal education. 
That policy, although costly,
has resulted in a highly literate, relatively well-educated labor force that
 
adapted readily to changing technologies. There have been shortages of certain
 
types of skilled workers from time to time, but these have apparently not
 
been frequent or persistent.
 

Labor relations have not posed 
a problem, especially for
the industrial sector where unions have not been strong. 
 Un­ions are most prominent in the banana industry and public sec­t6r. Government regulations set minimum standards for wages
and benefits. The most common laboir-related complaint concerns
the high Social payroll charges imposed by Government rather
than wage rates per se, or labor availabii kills or
behavior. 
 availability,
 

Management-level talent is considered ade­quat for-the needs of the private sector. This positive

situation is attributed to the large numbers of university
graduates in general and business administration graduates in
particular, the steady supply of 10 
to 15 Central American
Business Administration Institute 
(INCAE) graduates per year,
and masters-level graduates from foreign universities. 
 The
good living conditions in Costa Rica also encourage Costa
Ricans and foreign managerial talent to live and work in the
country. Skills are 
said to meet the needs of the business
community, with the exception of specialized knowledge of
export procedures, markets, and financing.
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As part of its overall public education
 

strategy, the Government has given 
high priority to providing
 

vocational-skills training geared 
to the country's productive
 

practical alternatives for youths who do not
 as
reauiremients 	 The Ministry of Education oper­
pursue more academic courses. 


an extensive network of colegios 
agropecuarios (agricul­

ates 

ture high schools) and coleqios vocacionales (vocational high
 

schools) in which specific technical skills 
are taught in addi-


It is felt that these
 
a basic high school curriculum.
tion to 	 of supply of skilled
 

schools have been an important 	
source 

the industrial and agriqultural


labor and middle management for 


sectors during the period.
 

scale, the National Vocational
 At the lower end of the 


Training Institute (INA), sponsored by the Ministry of Labor,
 

1n a wide range of
 
tains approximately 220 

youths per year 


skills recuired by the 
agricultural, industrial, and construc­

eceives very strong 
support from the Gov-


INA
tion sectors. 	 a 1percent payroll 
tax on
 

ernment, receiving the 
proceeds of 


al' salaries in the country.
 

46or the develomenr
Strong Governmenz su==zo: 

oA .a..e srills is manifested by t7e policy of highly sub­

sidized university education for all who aualify academically.
 
a great expansion
This longstanding tradition has resulted in 


a
of university enrollment during the past 20 years, albeit at 


great cost to the national treasury. Evening classes in busi­
are very popular as a great many employed
ness and economics 


persons pursue university degrees in those subjects to upgrade
 

their skills and earning potential. Graduate-level business
 
are not available in the country but
administration courses 


INCAE appears to meet the need 	together with returning gradu-

Costa Rica has been a strong
ates of foreign universities. 


supporter and beneficiary of INCAE since its inception.
 

During the 20-year period (1960-1980) 	sustained but uneven 
growth, open un-


The current
 
employment remained quite low, ranging from 4 percent to 6 

percent. 


labor force of approximately 725,000 persons is small, even though 
women have
 

entered it at a rapid rate.., Employment grew faster than the labor force during
 

Until 1980 the expanding public industrial and
 the latter part of the 1970s. 


commercial sectors were able to absorb labor that left 
the lower-paying agricul­

tural sector, where underemployment had always been significant.
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Today unemployment is acceleratirq sharply and will continue being one of 

Costa Rica's most critical problem areas for the decade. Whether or not Costa
 

Ricans are able to bear the extremely lean years ahead will depend, in large 

the escalating numbers of
part, on what is done to mitigate the hardship for 


unemployed.
 

Preliminary data from the July 1961 employ-ment survey showed the 

1980 and 4.9% in Julyunemployment rate went up to 8.7%, up from 5.9% in July 

1979. In absolute numbers, the unemployed rose from 36,250 in 1979 to 45,560 

- November 1981, the number of unemployed
in 1980 to 69,600 in 198l.y By 


persons went up to 77,000, in spite of the fact that unem-oloyment historically 

1/Scurce: July 1979, 1980 and 1981 employment surveys conducted by the GOCR
 

Office cf Statistics and Census.
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drops in November due to the co.fee harvest.
1 /
 

1980,constant at 7.6% in 1979 and
Underemployment, which had remained 

Put in a more down-to-earth context, the
increased to 9.0% in July 1981. 


n-,ber of hours not worked by these underemployed persons in 1981 was the
 

times the number of new full-timeeqivalent of 46,000 fu!l-time jobs, seven 

jobs created during the July 1980-1961 period. 2 / 

Projections made by the Academia de Centroamerica in 1980 show that 

the labor force will grow from 770,000 in 1980 to 886,000 in 1985. This 

an annual rate of increase of 2.86%, -a reflection of both pastrepresents 

in the labor -orce participationpopulation growth and a projected increase 

rate from 34.8% to 35.7%.
 

. Projecting employment and open unemployment to 1986 can be done on 

the basis of historical relationships between GDP and employment in past 

years. Between 1973 an.7 1978 eployrment grew at an annual rate of 4.2%, or 

nearly as rap-dly as GDP (4.8%), demonstrating an unusually high elasticity of 

3- / partemployment with respect to MP (0.88). Two factors were in large 

(1) a rapid growth in public sector employment alongsideresponsible for this: 

employent growth in the productive se.tors and (2) a slow growth in 

industrial productivity, i.e., the introduction of new labor-saving 

the 1980's.be assumed to prevail during
technologies. These trends cannot 


Public sector employment will have tc be constrained by the GO:R's austerity 

on its poor performanceprogram. Industrial productivity will have to improve 

the last in order to be more competitive in new markets.of 

!/Source: November 1981 employment survey by the Office of Statistics and
 

Census.
 

the GOCR.2/Source: July 1979, 1980 and 1981 employment surveys conducted by 


Office of Statistics and Census.
 

ratio between the rate of growth of employment and2 /Defined as the 
the rate of growth of GDP. 

JV I., -NUM 



Table 5 

Ltat:r Force, flmpioyment. amId Un1.emauoyeit projections. 1900-1906 

Force Pgojected pirojecti:d3Labor Unemployment 
Labor Participation GDP GrowLh MApl. Glowth 

Employment Uncmiloyment Rate I 
Iate Iare

Ppjulation Force fRate I 

5,9
724.708 45.564 

04.73
1900 hctual 2.217.761 770.2"2 


(8.7)
- 1131.158) (69,614)
(35,14)
19U Actual (2,270,6101 (797,0011 

- 0.9 -0.5 721.004 71.216 9.0
 
1901 Projected 2.269,000 
 792.300 34.9Il 


13.6
-2.4 703.170 111.102
-4.0
35.00
1902 * 2,232,220 014,960 

707,297 130,9"3 15.6 	 i
 
0.8 0.5 


i103 " 2,377.015 030,270 35.26 


2.1 1.' 716,492 145,753 16.9 
35.43
1904 - 2,433.695 U62.245 

18.2
725.090 161,815
2.0 1.2
35.61
1905 - 2.490,005 006.905 

735.241 177,029 19.4

2.1 1.4 


1906 - 2.549,396 912.270 35.76 

GOC l's office of Census 
Surce:s Artual 1900 avid 1981 population and labor torce data trcm the 

Asmaricas
 
avid SLatirticL zx)(.ulatIOI and labor 
qtouth rate assumptions tor 1980-1906 t(oma Academia do Centro 

between output and emiloyment, as explained In his report 
C. 	 "uvekas' us1timt I ists recqardinq the relationship 


Condltiona, with Ptojectionts to 1905.'
ReuvLeu of acroeconisaio"*CotL Itica: A 
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UP until now the Costa Ricans, a people with rising 

material aspirations fueled by thirty years d qenerally improving ecoiomic 

situation, have shown admirable restraint. Thouqh feeling the consequences of
 

the deteriorating conditions, in terms of accelerating unemployment, 

retrenchment of social services, and rampant inflation, organized labor and 

other segments of society have made only moderate demands for wage increases. 

The incidence of strikes and worker support for them has been limited. On the 

other hand, violent leftist terrorist groups have emerqed on the scene. This 

phenomenon came as a shock to most Costa Ricans. While there was some panic 

and capital flight as a result, so far terrorism's impact on the precarious 

economic and social situation has not been comparable to the effect of
 

violence in neiqhborinq countries. Still, Costa Rican traditions of libe.al 

democracy, social, dialogue, and lack of political violence are. being severely
 

tested. 

Export Expansion and Investment Promotion 

Faced with a limited domestic market, regional political 

instability, and growing protectionism and payments problems within the 

Central American Co=on Market, it is wicely understood that Costa Rica 

has reached the limits of its industrial import substitution policies. 

The country must now seek extra-regional export markets for its production 

if growth is to continue. Many key ingredients necessary to the major 

economic transformation which this implies are already available in Costa 

Rica; others are lacking and will have to be put in place.
 

Costa Rica' s general environment and physical infrastructure 

(water, electricity, roads, etc.), as well as its talented, educated and 

flexible workforce, are obvious advantages which the country has at its
 

disposal. A generally positive disposition towards foreign investment 

also favors the development and expansion of exporting efforts by
 

foreigners.. 
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Perhaps the most severe impediment to expanded export production 

3.s the dearth of credit described above. The significant amounts of 

capita.l required for a reorientation of the economy towards export are Do 

more available for export activitie s than for any 
 other. The
 

nonbankability of many existing producers coupounds the problem. While 

professional managerial talent anis obvious asset in Costa Rica, 

specialized knowledge in the areas of export procedures, markets and 

financing is noticeably lacking.
 

A number of financial incentives heve been enacted over the past 

decade 
 which give export producers 
 tax credits for nontraditional
 

production or for increases in export production, and which permit duty 

free importation of intermediate goods ultimately exported. 
 These
 

incentives have 
 had some success in stimulating export 'activity.
 

Nonetheless, the cumbersome 
 procedures and regulations associated with 

these measures, and their generally perceived inadequacy, have limited 

their positive impact. Moreover, the benefits of the icentives appear to 

be overshadowed by disincentives such as export taxes and the high degree 

of uncertainty and implicit export tax associated with the current
 

exchange rate regime. These areas must be addressed if any meaningful 

advances are to be made in expanding Costa Rican exports. 

rE2T AVAILABLE DOCUMENT
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The Costa Rican Export/Investment Promotion Center (CENPRO) was 

created in 1969 to assist businessmen to market their products overseas, 

and to assist foreign investors in establishing enterprises in Costa 

Rica. The concensus of local business on CENPRO is that it has been 

ineffective both in serving business needs (assisting in the export 

marketing of local goods) and in acting as a spokesman for private 

exporters so as to influence official policy. Moreover, examples of 

foreign investment directly stimulated by CENTRO are very few, if any.' 

In Costa Rica there exists a widely held acceptance of the need 

for, and a receptiveness towards, foreign investment. It is well 

understood that trade is key to the rehabilitation of the national economy
 

and, its future continued growth. Gi-;en this favorable disposition, it is 

unfortunate that relatively few Legal and injtitutional mechanisms exist 

for the promotion of investment and export activities. 

BEST AVAILABLE DOCUMENT
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EL SALVADOR
 

Industry and Commerce
 

BEST AVAILABLE DOCUPMN'Overview 


The 1981 Salvadoran GDP, the value of all goods nd services produce,
 

in the nation, was approximately $3.4 billion measured in current dollars
 

(See Table II-i). In real terms, 1981 production was almost 20 percent
 

below that of 1978, with predictable implications for private consumption
 

employment, worker/management/ government relations, and political
 

stability.
 

The causes for this decline lie both within and outside of El
 

Salvador. Within El Salvador, political instability culminating in a
 

military coup in October 1979 led to the ascendancy of a strongly populist,
 

reform-minded government, with little or no base of support among the
 

economic leadership of the nation. This government was successful in
 

stabilizing and reversing a trend toward growing populaz unrest, but
 

only at the price of massive reforms of key sectors of the economy,
 

which confirmed and hardened conservative opposition against it and
 

severely taxed the economic structure of the nation. At the same time,
 

sharply falling prices in El Salvador's traditional export commodities,
 

weakness in the Central American Common Market to which El Salvador
 

customarily sells its industrial production, rising petroleum prices,
 

high commercial interest rates for those loans which El Salvador could
 

obtain, and a worldwide recession sharply reduced the financial resources
 

available to the government and the private sector to deal with the
 

nation's Droblems.
 

BEST AVAILABLE DOCUMENT
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TABLE 1 

GDP 

U.S.$ Million
 

1978Y 1979 1980 1981
 

Consumption 2.553.0 2.800.2 3,057.3 3.257.6
 
Private 2.165.4 2.357.8 2.552.4 2.745.6
 
Public 387.6 442.4 504.9 512.0
 

Fixed Capital Formation 714.4 624.5 467.8 406.2
 
Private Fixed Capital 501.1 391.7 230.4 209.1
 
Public Fixed Capital 213.3 232.8 237.4 197.1
 
Inventory Changes 73.0 -81.0 -68.0 -16.0
 

Exports of Goods and
 
Services 978.3 1.364.9 1.078.6 933.3
 

Imports of Goods and
 
Services -1.217.3 -1.261.2 -1.148.2 -1.195.6
 

G D P 3.076.9 3.447.4 3.387.5 3.385.5
 

Agriculture 843.9 1.035.7 899.9 873.8
 

Comimerce 733.2 800.1 805.9 793.6
 

Manufacturing 481.9 524.4 518.0 492.1
 

Public Administration 278.9 304.6 353.3 379.9
 

Personal Services 195.8 209.2 224.3 220.2
 

Transport, Storage and
 
Comunications 116.4 116.7 125.1 118.6
 

Finance 103.8 114.5 120.8 132.3
 

Private Construction 73.2 79.3 86.8 90.8
 

Other Value Added 170.0 195.6 228.2 257.1
 

1/ Figures do not add because of statistical diicrepancy
 

SOURCE: Central Reserve Bank of El Salvador
 



COMPONEM S OF REAL GDP
 

GDP was almost 20 percent lower in 1981 than in 1978, in real 

terms. Since 1978, overall private consumption in El Salvador has 

declined by 24 percent (See Table 2). Although population data is 

scanty because of the nation's unstable social environment, thc probable 

askumption that population has continued to grow during these years 
would indicate an even sharper decline in per capita consumption. From
 

1970 to 1977, private fixed capital formation made up 13-22 percent of 

GDP; in 1981, it had fallen to only 6.2 percent of GDP. In comparison 

with 1978, exports of goods and services were a real 13 percent lower in 

1981 and, most important for an import-dependent economy, imports of 
goods and services were down by 47 percent. The hardest hit sectors of 

the economy were construction (down 48 percent since 1978), merchandising 
(down 37 percent), manufacturing, which depends on imports of raw mater­

ials and capital goods (down 32 percent), and agriculture, the mainstay 
of the economy (down 9 percent). 
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TABEE 2
 

PERCENT CHANGE IN COMPONENTS OF REAL GOP
 

78/79 79/80 80/81 78/81
 

Consumption -4.1 -5.8 -7.6 -20.6
 
-5.5 -7.3 -8.2 -24.4
Private 

5.1 2.9 -4.7 3.0
Public 


Fixed Capital Formation -22.2 -33.13 -25.4 -55.6
 
Private Fixed Capital -31.8 -47.7 -22.9 -69.3
 
Public Fixed Capital -1.6 -11.0 -27.6 -27.5
 

Exports of Goods & Servcs. 29.0 -6.1 -25.1 -12.6
 
Imports of Goods & Servcs. -11.6 -22.9 -11.3 -47.2
 

G D P -1.5 -9.6 -9.5 -19.4
 

Agriculture 1.5 -5.9 -4.3 -8.7
 

-36.8
Commerce -2.6 -13.9 -14.4 


ManuFacturing -2.9 -15.5 -17.4 -32.1
 

Public Administration 3.8 3.5 2.4 10.0
 

Personal Services -4.7 -8.4 -14.4 -25.3
 

-8.6 -23.5
Public Construction -11.3 -5.6 


Private Construction -17.7 -67.7 -6.0 -75.0
 

Transport,. Storage & Com. -6.5 -6.7 -17.4 -27.8
 

Finance 2.1 -8.1 -3.6 -9.6
 

Other Value Added 1.6 -5.3 -9.8 -15.9
 

SOURCE: Central Reserve Bank of El Salvador
 



BALANCE OF PAYMENTS 
The Salvadoran economy is dependent on international trade to


provide markets for its industrial and agricultural production and, in 
return, supply it with imports basic to production and consumption, such
 
as raw materials, capital goods, replacement parts, petroleum, fertilizers,
wheat, and medicines. Every major As asector depends on imports. 

result, there is a high correlation between the level of real imports

(especially production goods), national production levels and employment,
although less so. Moreover, although in the past El Salvador has financed
 
most of its own development, it will have to depend more on foreign

private investment, in order to absorb the pressures of an already dense 
and rapidly growing population in the future. 
Thus, the proposed Caribbean
 
Basin Initiative, in both its trade and investment aspects, meets Salvado­
ran needs during its immediate economic crisis and, in the longer term, 
for development. 

El Salvador's basic exports are coffee, cotton, sugar and, growing
rapidly, shrimp, and also manufactured products sold to the Central
 
American market. 
 In 1979, exports reached a 
high point of $1.1 billion.
 
In 1982 exports are projected to decline to $775 million, a decline of
 
more than 30 percent in nominal terms. 
 (See Table3).
 

Imports reached their high point in 1978 at slightly over $1.0
 
billion. However, imports fell a low of '972 million in 1980, but in
 
real terms the decline continued through 1981.
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TABLE 3
 

BALANCE OF PAYMENTS 

-- in US$ millions--

Proposed 

1980 1981 1982
1978 1979 


Exports 801.6385.6 
1,129.4

675.2 
1,072.1

615.2 
793.1 
452.6 

775.9 
198:0 

Cotton 98.4 84.6 82.8 52.6 58.1 
Sugar 18.9 26.8 13.2 14.0 10.0 
Shr 10.6 12.3 13.4 18.7 24.5 
Shrimp 

Imports 
288.1 

b,029.U 
330.5 

1,024.5 
347.5 
971.8 

255.2 
980.8 

285.3 
1,043.4 

Consumer 266.4 275.9 306.7 297.2 304.0 
Petroleum 76.4 114.3 151.3 149.0 161.0 
Non-Pet. Production 421.0 418.3 401.8 424.8 469.2 
Capt 
Capital 

Tret Services 

265.2 
-227.4 
-109.7 

216.0 
104.9 

-121.5 

112.0 
infl.3 

-131.6 

109.8 
-187.7 
-127.6 

109.2 
-267.5 
-129.4 

Net Transfers 51.4 l .4 48.9 28.2 40.0 
Cirrent Balane -?85.7 P 17.6 -287.1 -356.7 

e Bank/OffiCial Cap128.6
Net Pr ia Capital 
Net Private Capital 
Cnital Balance 

185.8 
314.4 

103.3-246.2 
-142.9 

186.C-400.4 
-?1 R 

253.0- 45.0 
208.0 

464.9- 68.2 
396.7 

Balance of PaymentsClosing intl. Reserves 
Change in Arrearages 

28.7 
234.4 
-0-

-108.1 
126.3 
-0-

-196.2 
- 69.9 

41.0 

- 79.1 
-149.0 

45.6 

40.0 
-139.0 
-30.0 

'Closing Int. Res. 
(with arrearages) 

234.4 
-0. 

126.3 
-0-

-110.9 
41.0 

-235.6 
86.6 

-205.6 
56.6 

Level of Arrearages 

1982 balance of payments conforms to 
IMF requirements for reduction
 

Note: It assumes passage of the
 
of arrearages and buildup of reserves. Since this
Salvador.

proposed CB, ESF loan of S128.million to El 


late in 1982, the projected
 
may be reduced, tranched, or delayed until 
Any of the less favorable
 
1982 BOP should be viewed as optimistic. 

scenarios would result in reduced imports, production and employment.
 

See text for discussion.
 

June 1982
 

BEST AVAILABLE DOCUMENT
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Salvadoran foreign debt has climbed sharply in recent years, especi­
ally non-private foreign debt. 
At the close of 1979, total national
 
indebtedness stood at $955 million; on March 31, 
1982, this debt had
 
increased to more than $1.5 billion, an increase of 63 percent. 
 During
 

the same period, Central Bank and public sector debt more than doubled
 
from $608 million to $1.3 billion. (See Table II-A). Predictably, there
 
has been been an overall decline in the share of private sector foreign
 
debt from 36 percent to 13 percent, and within private sector debt there
 
has been a sharp reduction in short-term debt as lines of credit reach
 
maturity and are not renewed.
 

The balance sheet of the Salvadoran banking system continues to
 
show a disproportionate share of credit directed to the public sector.
 
Nevertheless, the situation is improving. 
Credit and investments to the
 
private sector rose from $856 million in March 1981 to $973 million in
 
March 1982, an increase of 14 percent. (See Table 5). For the
 
remainder of 1982 and into 1983, private sector credit demand can be
 
expected to outstrip the financing available, which will act as a brake
 
on economic stabilization and recovery.
 

Money supply (Ml) has shown a 26 percent increase over December
 
1978 levels. 
The primary source of this increase derived from an overall
 
increase in cash in circulation.
 

Money Supply
 

(Millions of U.S. Dollars)
 
12/78 12/79 12/80 12/81 3/82
 

M1 
 476 570 624 
 627 599
 
Index 
 100 120 
 131 132 
 126
 
Source: Banco Central de Reserva
 



Private Sector 

Short Term 

Med and Long Term 


Central Bank 

Short Term 

Med and Long Term 


Public Sector 

Central Government 

Official Instits. 

Total Debt 


Total Non-Private Debt 


June 1982
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TABLE 4
 

FOREIGN DEBT LEVEL
 

--in US$ million-­

12/1979 12/1980 

347.7 252.2 

178.6 91.6 

169.1 160.6 


192.6 486.0 

-0- 185.5 


192.6 300.5 


414.9 475.1 

260.6 338.2 

154.3 136.9 


955.2 1,213.3 


607.5 961.1 


12/1981 


215.1 

67.7 


147.4 


601.2 

235.3 

365.9 


649.3 

499.1 

150.2 


1,465.6 


1,250.5 


3/1982
 

205.2
 
64.8
 

140.4
 

640.9
 
221.8
 
419.1
 

708.1
 
552.2
 
155.9
 

1,554.2
 

1,349.0
 

37 



TABLE 5 

IIAL.AI:r[. sIIrET Of SAI.VADIAII CAIIN:IiG SYSUM 

III rILIIODiS OF US DOLLARS 

-12/71 12/79 12/130 12/81 3/01 3/82 

AsseLs 1,3111.9 1,519.0 1,654.1 1,908.3 1,749.1 1,9916.6 
Po're(in Sector 76.8 - 75.3 - 359.0 - 517.0 - 356.0 - 5!J.8 

plio lIlterational Res. 
Otlher InLt. Liabilities -

234.4 
157.6 -

121.4 
196.7 

- 69.9 
- 239.9 

- 149.0 
- 361.8 

- 31.4 
- 325.4 

- 125.4 
- 425.4 

CriLdit & Ilivesliwaelts 1,066;.3 1,313.7 1,614.1 1,997.1 1,702.9 2,044.9 
To Pri'.jte S.uLo," O1mi.2 G;I31.6 170.6 974.4 1155.9 972.9 
I(1 i) fiti l i L t. 159.2 371.3 564.9 518.9 574.6 514.,4 
a C ni,.,I G..V.. 1.9 6:1.6 2211.6 503.11 272.4 527.6 

0 E I 2 :8. 8 211:0.6 3,19.8 429.0 403.0 492.5 

1II i Ii ; 1,381.9 1,519.0 1,6',-1.1 1,903.3 1,749.1 1 .9!(6.6 
r!t,i.*y $ulll (: 1| '17F.1 570.2 623.5 627.4 514.2 591.7 

l:J h il C J,r,;l .it I(tn 
Privat,,: u.. l'el,IsIts
0ill1i . 5i-.11 .h l l o..i,,' s 

2 1. " 
23,I.6

4 1 A' 

296.1 
231.2 

42.?.7 

2!17. 5 
278.7 

S7 .3 

2111.3 
11r,0.2
65.9 

251.1 
211.4 

61 .l 111..8 

2 C2,. 0 
212.9 

O lhelr Prt, it.: t),,:.t*. i iS 4 61 . 0 4.19.9 453.9 5513.f 503.7 6G6.2 
!,a. iit-, :,.lid ii .' 4t6l .5 4'I9.3 453.5 &16.0 502.3 601.3 
rLrL i. i, - 1 i. i" t 1.3 0.6 0.4 2.0 1.! 4.9 

r,h11.I I I.. /. ip.ots i1- 55. 3 '15.3 61.2 836.11 65.0 80.5 
(il,:r I.i, iI iLt I:. 267.9 305.6 3.15.5 461.5 418.1 511.7 
C 1.1.1i ,,I " 117. G 1,12,.0 170.0 1.5 178. 1 1 2.5 

IL B1 AiA B DI UME' 

BEST AVAILABLE DOCUMENT 
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EMPLOYMLNT AND THE LABOR FORCE 

Emplovment
 

A ROCAP study I/ undertaken in early 1981, estimated unemployment 

in 1980 to average 225,000-245,000 persons, or 16-17% of a labor force
 

estimated at 1.5 million (Table 6). This figure includes the openly
 

unemployed and the unemployment equivalent of persons involuntarily
 

working less than full time. The sectors most affected have been agri­

culture and construction (Table 7 ). Besides the 1981 GDP decrease of
 

9.5% a major contributor to this level of unemployment was an annual
 

increment in the labor force of 50,000 workers.
 

Of particular concern is the number of business closings since
 

1979, as shown in the table below:
 

BUSINESS CLOSURES
 

1979 1980 1981 1982 Reopened Net Closures 

No. Firms 29 108 86 13 45 191 

No. Employees 6,981 10,004 5,829 1,782 1,992 22,604 

SOURCE: Ministry of Labor, through March 1982.
 

Employment and unemployment, it should be pointed out, are subject
 

to considerable seasonal variation. Seasonal unemployment is especially
 

high 	from March through May, following the end of the principal harvest 

season for the country's major crops. Underemployment is also a problem,
 

both in terms of fewer than desired hours of work and incomes too low to
 

meet basic needs requirements.
 

Wages
 

The 	GOES has established minimum wage levels for various occupations
 

and wage differentials between the Metropolitan San Salvador area and 

the rest of the country. For non-agricultural workers, the last minimum 

wage law was enacted on April 29, 1980. The law'made effective a minimum 

wage 	which increased daily salaries for workers in San Salvador and in
 

1/ 	 "El Salvador: Economic Assessment and Policy Issues", Clark Joel (AID-

ROCAP) and Clarence Zuvekas (LAC/DP). 
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the rest of the country to 11.00 colones ($4.40) and to 10.00 colones
 
($4.00), respectively. As an emergency measure, the Law of Economic
 
Stabilization (Decree 544) promulgated on December 22, 1980, effectively
 

froze all salaries intil March 31, 1983, with the exception of a one­
time 10, salary increase permitted after February 15, 1982. Public
 
workers in fact will not be permitted the 10% increase.
 

Price Controls
 

Specific price controls on basic food grains, medicines, medical
 
services, education, and rent remain in effect. No increases are pre­
sently expected for these goods and services, nor for petroleum products,
 
which are also regulated. Prices on consumer non durables continue to
 
raise. While the official consumer price index as of October 1981 was
 
14 percent, some goods--particularly in the import sector, registered
 

price increases in 1981 exceeding 100%.
 

Union Activity
 

The current Labor Code permits employers and employees to form
 
industrial unions, company unions, and traded unions. 
 It is the employer'
 
option, however, to hire union or non-union workers. In 1980, registered
 
unions totalled 124 with total membership of slightly over 71,000.
 

While the manufacturing industrial sector accounts for over half the
 
total number of unions (69), the construction sector accounts for the
 
greatest portion of membership (31,140 members, 43.8% of total union
 
members). Total union membership peaked in 1977, with over 76,000
 
registered members; while in 1978, total membership declined to 55,200.
 
Membership climbed in 1979 to nearly 65,600 and continued to grow in 

over1980 to 71,000. Sectors currently showing membership greater than 
previous years are: agriculture and fishing; commerce (including restaur­
ants and hotels); transport and communication; finance and insurance;
 
and services. Construction, utilities, and manufacturing industries
 
show memberships below their 1977 levels.
 

In 1979, the number of collective labor disputes (103) almost
 
quadrupled the number registered in 1978 (29), with the vast majority
 
(86) occurring in the manufacturing industry sector. In 1980, as the 

number of business closings increased from 29 (in 1979) to 137, the 
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number of labor disputes declined abruplty to 42. The total number of
 

workers affected by the disputes in 1980 was 13,904, resulting in 47,511
 

man-days of labor lost. The causes of the 42 disputes were: desired
 

salary increased (27); laying off of workers (5); solidarity with other
 

strikers (5); and other causes (5). While statistics for labor disputes
 

in 1981 are not yet available, it is likely to have declined further as
 

a result of an additional 86 business closures and the enactment of the
 

aforementioned Law of Economic Stabilization. The Law not only effectiv­

ely froze all salaries but also prohibited all organized labor activity
 

with potential economic repercussions.
 

Labor Force
 

From 1970-1980, the labor force grew at an annual rate of 2.8
 

percent. From 1980-2000, the growth rate can be expected to climb to
 

3.5 percent annually, creating a major employment generation problem. A
 

breakdown of the 50,000 new labor force entrants each year shows that
 

about 4% are executive, professional, and technical. Another 28% possess
 

middle-level skills, while the remaining 68% are unskilled laborers for 

whom productive employment is not readily available. It is estimated 

that for every new job created, there are four workers available to fill 

it. Due to the high growth rate and young age structure of the popula­

tion, the primary education system absorbs only 75% of the 7 to 15 year­

old age group. As a result, about 40% of the total labor force and 56%
 

of the rural labor force are illiterate. Only 15% of agricultural
 

workers have more than a third grade education, compared to 82% of all
 

industrial workers. The low level of educational attainment in rural
 

areas constitutes a barrier to the introduction of modern techniques in
 

agricultural and livestock production. Although the modern sectors have
 

grown (from 1960 to 1979 the percentage of the labor force in industry
 

shifted from 17 percent to 22 percent; in services the shift was from 21
 

to 27 percent), employment opportunities in these sectors were insuffi­

cient to absorb the excess labor force in the agricultural sector.
 

BEST AVAILABLE DOCUMENT lI
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TABLE 6
 

CONJECTURAL 	 EMPLOYMENT AND UNEMPLOY.MENT DATA, 1971-1981 
(%:housands of persons) 

(1) 
Labor 

(2) 
Employ-

(3) 
Adjust-

(14) 
EmpIoy-

(s) 
Unecrplcy-

(6) 
Unemploy-

(7) 
GOP 

Force •mcnt ed Employ- rnent Growth m.ent ment Rate Growth 
ment Rate Ratc 

1971 1,116 1,028.9 1,029 87 7.8 4.6 
1972 1,153 1,076.8 1,077 4.7 76 6.6 5.7 
1973 1,191 1,124.6 1,125 4.6 66 5.5 5.1 

1974 1,230 1,172.4 1,172 4.2 58 4.7 6.4 

1175 1,270 1,220.3 1,220 4.1 50 3.9 5.6 
1976 1,313 1,263.2 -1,263 3.5 50 3.8 3.9 
Vu77 1,3157 1,307.7 .1,308 3..E 49 3.6 5.2 
1978 1,403 1,234.5 1,352 3.4 51 3.6 4.h 
1979 1,451 1,222.2 1,340 -0.9 111 7.6 -1.2 
1980 .1,500 1,256 -6.3 244 16.3 -8.7 
1981 1,550 .1,25_6 0.0. 294 19.0 0.0 

-Sources: (1) iDO, Economic and Social Progress in Latin Aerica. 
1977-.e:or:, Chapter 5.' 

(2)'El Salvador, Ministerio de Planificac'6n y Coordinaci6n 
de Desarrollo Econ=5mico y Social, E! Salvador: Informe Eccn6mico v Social 
1979 (San Salvador, August 1980). 

(3) 1.71-77 . ol-n.(2) figures, rounded; 1976-81: Based on 

t,; elasticity of employmenL with respect to GDP frorm 1971 -to 1977. 

(4) Colum (3). 

(5) Column (1) minus Column (3). 

(6) Colum.n (4) divided by Column ( ). 

(7) 1971-79: Same as (2)'; 1980: Central Bank estiff tC; 
12!1: Bast-case assu.:pt ion. 

BEST AVAILABLE DOCUMENT
 



TABLE 7 

OVE74 LIr ,M PATES. BY s' nn, JANUAMI-%U7i, 1900 

(rrcentamos) 

Fconomfca llv 
Active Unemloyment RatesBconrnctC Sector Population January FeIl-uarv March Auril May June 

ALL SFr'roRS 1,625,000 7.5 15.8 23.3 22.0 15.4 14.2 

Atiriculture 711,000 11.0 25.6 43.348.3 22.5 18.6
ILinlhcj 1,000 - ­ - - - -
t bnufacturinq 244,000 2.0 6.2 5.6 12.9 8.3 10.5

Utilities 14,000 4.1 9.2 
 - 7.0. 10.7 -
Constition 70,000 
 14.7 12.6 10.0 13.7 11.0 
 24.0
 
C,-wrce 250,000 .1.2 3.1 1.7 3.3 5.3 4.0
WTan':rxwt 57,000 4.7 7.3 6.4 11.3 9.0 0.8
Bi:kiryi ad Finance 25,000 5.4 13.24.9 15.2 6.5 -
Services 234,000 3.0 7.6 7.5 4-.7 5.0 5.7 
Ouier 7,000 - - ­ - - -

Soiirce: Provecto Inclicadores de Proqreso Social, unpublished preliminary data,
Februarv 27, 1901. 

Note: Seo text for the definition oC unewlovment used in these surveys. 

BEST AVAILABLE DOCUMENT 
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INDUSTRY
 

DESCRIPTION
 

After agriculture and commerce, manufacturing makes the largest contribu­

tion to El Salvador's Gross Domestic Product. 
 In real terms, the contributions
 

of this sector were 18.9%, 18.7% and 
17.5% in 1978, 1979 and 1980 respectively.
 

The importance of manufacturing is further highlighted by the fact that it 
ac­

counts for approximately 30 percent of the total value of the country's exports
 

and provides employment for nearly 15 percent of the labor force.
 

The last census of manufacturing in El Salvador in 1978 identified 10,065
 

establishments, of which 1,319 were plants employing five people or more. 
 In
 

that year, these establishments employed 96,844 people, of which 80,055 worked
 

for those plants employing more than four people.
 

Payments to workers and employees in 1978 reached US$155.5 million of which
 

84% were salries and the remainder other labor costs. Raw material costs were
 

about $920 million, of which some 29% was imported.
 

The gross production of the manufacturing sector in 1978 was $1,845
 

million, of which $684.2 million was value added. 
This production was heavily
 

concentrated in food products (including coffee beneficiating and sugar refining)
 

and textiles which generated 54% of the gross production and 44% of the value
 

added.
 

Included in the manufacturing sector mentioned above are those agricultural
 

beneficiating plants comprising the preparation of crude coffee and cotton, and
 

the sugar mills. While these plants generate a substantial 37% of total industrial
 

gross production, and 22% of its employment, their capacity as economic generators
 

is relatively less than that of the other manufacturing sub-sectors-­

I/These include the following: Food products, beverages and tobacco; textiles
 

and leather; wood and wood products; paper, paper products and printing;
 

chemical products; non-metallic mineral products; basic metals; metal products;
 

and others.
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Principal Problems and Constraints
 

Salvadoran industry has suffered from severe negative pressures from 1978 

to the present, resulting from terrorism, labor unrest, political uncertainties, 

loss of markets, lack of foreign exchange and financial problems. Of 1,128 

manufacturing firms with over 4 employees which were operating in 1978, 68 firms 

had shut-down by 1981 and factory employment declined by over 31%. During the 

same period new private investment in industrial fixed assets, which was $137.4 

million, experienced a 60% drop. Industrial production declined at an acceler­

ating rate of 69% of 1978 levels, in real terms. 

a) Financial Problems
 

After over three years of unfavorable environment, many local industrial
 

firms have suffered losses, decimation of their inventories, physical plant
 

deterioration, and are overburdened with short-term debt.
 

These conditions have created the following problems:
 

(1)Technical insolvency. Because of the deterioration of their current
 

ratios these firms cannot qualify for new working capital loans until they work
 

out a revised capital structure.
 

Because these firms are legitimately
(2) Deterioration of bank licuidity. 


unable to repay their loans, banks are renewing such loans as a temporary measure.
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To the extent that this continues, credit for industry will dry up, and bank
 

liquidity will be progressively more impaired.
 

(3) Lack of Investment Credit. There is no adequate supply of medium and
 

long-term investment credit to finance reconditioning and expansion of existing
 

plants, and in the longer-term to finance new projects. Such financing came
 

traditionally from external sources which are now cut off due to the high
 

political risks of lending to El Salvador, and from the government development
 

bank, INSAFI, which is now bankrupt and in reorganization.
 

Traditionally, the commercial banking system has limited its industrial
 

credit to short-term working capital loans, and the banks have not developed
 

any substantial capacity in investment credit evaluation.
 

b) Lack of Foreign Exchange
 

Because of the deterioration of the country's balance of payments, industry
 

has suffered from an insufficient supply of foreign exchange to finance the
 

import of raw materials and for maintaining the physical plants.
 

According to estimates prepared in December, 1981, industry will require
 

$341 million to finance imported raw materials, and $239 million for plant re­

conditioning in the next 12 months in order to reach an industrial recovery 

equivalent to 80% of 1978 production. This total of $580 million required is
 

$195 million in excess of anticipated foreign exchange availabilities in El 

Salvador for these purposes during the period in question.
 

c) Political Risks 

The country has suffered from severe problems of guerilla warfare, urban 

terrorism, negative balance of payments, and lois bf internal business confidence,
 

which have seriously restrained the movement of external credit and investment
 

to El Salvador, and impaired the ability of the country to engage in the export 

of its manufactured goods because of the doubts of' the foreign buyers of the
 

ability of Salvadoran manufacturers to perform contracts reliably, due to the
 

aforementioned problems.
 



- 18 -

These problems have resulted in:
 

(1) Shutting down of assembly plants in the San Bartolo Free Zone, which
 

depend primarily on the import of semi-processed goods for further processing
 

or completion.
 

(2) The suspension of major export contracts because of the questionable
 

ability of the manufacturer to obtain sufficient foreign exchange for raw
 

material supplies to assure performance.
 

(3) The suspension of supplier credit and short-term bank lines to the
 

country.
 

(4) A net negative foreign investment to the country (capital flight).
 

d) Lack of Export Know-Bow 

Salvadoran industry has historically produced about 70% of its output for
 

internal consumption, and a large part of its exports of manufactured goods wer
 

sold in the Central American Common Market. The country's industrial exporters
 

do have limited experience in third country markets, sucb as the United States. 

However, trade connections, knowledge of the markets requirements in terms of 

price, quality, packing, etc. could be vastly improved. 

Furthermore, over 90% of the manufacturing firms are small to medlum-size
 

companies with extremely limited or no export experience whatsoever. 

For a more in-depth discussion of the industrial sub-subsector, the readex 

is referred to Maintaining El Salvador's Private Sector: Industrial Recovery, 

Checchi and Company, Washington, D.C., December 1981.
 

4-1
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COMMERCE
 

1. 	 Background
 

Commerce is the second largest contributor to El Salvador's
 

gross domestic product, following the agriculture sector. Percent­

age contribution for the GDP in 1978 was 23.8%; 23.2 in 1979 and
 

23.7 	in 1980.
 

According to the latest census for the year 1978, there
 

were 1,349 commercial establishments employing five people or
 

more. These firms employed 29,025 people and paid them a total
 

of $79.5 million in remunerations. Gross sales were $1,360 million
 

and value added was $382.4 million.
 

The commerce sector has suffered equally with other sectors
 

of the economy from the negative pressures of the past three
 

years: since June 1979 some 167 commercial firms have gone out of
 

business.
 

2. 	 Constraints
 

It is important to note that, historically, the principal
 

exporting activities of the private commercial sector were in the
 

sale of the country's agricultural commodities, coffee and sugar.
 

(Cotton was, and, continues to be, exported by a growers coopera­

tive). Exports of manufactured goods were mainly handled by the
 

producing factories, and not by exporting firms. The remaining
 

private commerce of the country has been largely concentrated in
 

importing-distributing firms, and retail merchants.
 

With the nationalization of the exports of coffee and sugar,
 

the activities of the commercial sector are mainly directed to
 

importing and internal commerce.
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BANKING
 

The Banking sector is comprised of the Central Reserve Bank (BCR),
 

and the following various financial institutions:
 

10 commercial banks, and 1 finance company 

1 mortgage bank 

8 savings and loan institutions 

1 national home loan bank 

1 agricultural development bank 

2 savings unions, and 

4 foreign commercial banks 

INSAFI, the national industrial development bank was recently
 

dissolved due to deep financial problems; it is very doubtful whether
 

its newly created successor institutions, Banco Nacional de Fomento
 

Industrial (BANAFI) and Corporaci6n Salvadorefa de Inversiones (CORSAIN)
 

will 	ever function. 

General Outlook 

As can be seen in the table below, the commercial banks have tradi­

tionally had the majority of deposits and loans outstanding: 

Table 8.
 

GLOBAL DEPOSITS AND CREDIT LEVELS, YEAR-END
 

($millions)
 

Deposits 1979 1980 7/1981 

*A. Commercial Banks $ 695 $ 757 $ 770 

B. Rest of Financial 

Sector 240 291 N/A 

Total Deposits L935 1 48LA 

Loans Outstanding
 

A. 	 Commercial Banks $ 932 $ 788 $ 461
 

B. 	 Rest of Financial
 

Sector $ 706 $ 782 N/A
 

Total Credit $1.638 $1.570 N/A
 

41 
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For the three-year period 1977 through 1979, the nation's commercial
 

banks-including the Banco Hipotecario--kept their loan levels fairly
 

constant at around $950 million with only a slight decline over time. 

This slow decline in loans outstanding at year-end turned more sharply 

downward in 1980 when loan levels fell to $788 million, down from $976
 

million in 1977, for a 23.8 percent drop.
 

This constant decline in outstanding credit reflects the weakening 

of El Salvador's economy, i.e., the fact that real GDP has fallen by a 

real 20% since 1978. 

By December 1981, loan levels had not increased significantly;
 

loans outstanding amounted to $950 million. However, considering that
 

the inflation levels for the four-year period exceeds 50 percent, the
 

volume of loans outstanding is significantly lower in real terms.
 

As can be seen in the following table, refinancing increased sharply
 

from $107 million in 1977 to an unwieldy $150 million in 1980, caused
 

primarily by the banks' seriously weakened cotton and coffee portfolios.
 

TABLE 9 

Bank Loans Outstanding at Year End
 

($millions)
 

1977 1978 1979 1980 % Change 

Agriculture $262 $234 $225 $202 (29.7) 

Industry 128 129.6 118 78.8 (38.4) 

Construction 54.4 69.1 57.2 30.7 (77 ) 
Commerce 400 394 400 314 (27 ) 
Refinancing 106 116 94 150 +42 

Other Loans 25.6 20.1 37.4 12.7 (101) 

Total Loans =976 962.8 931.6 S788.2 S23.§2 
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The greatest reduction in credit was felt by the construction and
 

industry sectors, whose financial needs were sactificed to provide
 

refinancing of unpaid loans. By September 1981, refinancing require­

ments had reached an extraordinary high $244 million.
 

External Financing
 

Over the last .few years, El Salvador has seen its external bank
 

financing and trade credit decrease alarmingly. It is estimated that the
 

commercial banks lost approximately $500 million in short-term, trade­

related credit facilities from foreign banks since 1979, contributing
 

significantly to the drop in foreign exchange reserves. Official net
 

international reserves were $266 million in 1978, dropping to a minus
 

$197 million by year-end 1981.
 

Concurxently, trade credit levels have also been reduced substan­

tially. For example, commercial banks are now obliged to deposit dollars,
 

as collateral on an average of 90 days prior to the shipment of goods
 

just to have their clients' letters of credit confirmed. This excessive
 

demand for scarce foreign exchange reduces the economy's ability to
 

import vital raw materials to keep production up.
 

The severe lack of foreign exchange has been the major constraint
 

to industrial reactivation, greater even than constraints of terrorism
 

and security problems.
 

The drop in exports and production between 1977 and 1981 caused a dramatic
 

increase in public external debt, from $280 to $649 million. While
 

precise data is not readily available, it is obvious that the term
 

structure of El Salvador's external debt is exceedingly too short, not
 

providing sufficient time to bridge finance the country's economic
 

problems.
 

But the term structure problem is not limited to the commercial
 

banks' foreign exchange funding. The preponderance of 1981 bank loans
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was funded by $800 million in deposits of the public in local currency;
 

35 percent of those deposits were on a demand basis, 28% on time, and
 

only 37% of those deposits were in passbook savings, which provide
 

longer term funds to the banks.
 

The only other significant longer term funds came from special BCR
 

lines which reached $200 million at year-end 1981. But subtracting the
 

$77 million in bonds and treasury bills outstanding (which the banks
 
must invest in) left slightly more than $100 million in longer term
 

funds outstanding to finance industrial and other long-term projects
 
presented to the banks. While precise data is difficult to obtain, the
 

Checchi study estimates that the average loans term in bank portfolios
 

is about six months. But whatever the true average life, it is obvious
 

that the banking sector,does not have the necessary long term funds
 

internally oi externally to fund development needs, let alone to jolt
 

the economy out of its stagnant state.
 

Lending Policies
 

Before nationalization, control and management of the commercial
 

banks were heavily interlocked with owners of large and medium agricul­

tural, commercial and industrial enterprises. Production and working
 

capital loans were made largely on the basis of personal knowledge and
 

long-standing client relationships. Principal reliance for funds was on
 

the bank's own resources with minor use of BCR rediscount facilities.
 

Few loans were over one year; intermediate capital came largely from
 

external financing and from direct local investment. Under these
 

circumstances the banks did not need or develop any substantial capacity
 

in credit analysis and assistance to clients.
 

In this sense, it is essential for the Mission to implement an on­

going credit analyst training program to support the human resources
 

needed to prevent the bank reform from deteriorating.
 

Commercial banks recognize their deficiencies in credit analysis
 

capability; some of them are trying to alleviate it by employing addi­
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tional staff. Progress is slow, owing to government austerity programs
 

against increasing personnel in nationalized institutions; pay scales
 

are frozen at low levels, and there is limited availability of people
 

possessing the necessary skills.
 

Bank Nationalization
 

On March 7, 1980, El Salvador's financial system was nationalized,
 

pursuant to Decree 158. Nationalization involved three basic activities:
 

(1) taking over management and control of the affected institutions; (2)
 

carrying out financial audit to determine net worth of former owners;
 

and (3) issuance and payment of bonds for compensation.
 

Management and control: This step was achieved by progressive steps
 

culminating in a control of the bank boards by the Central Reserve Bank.
 

Valuation
 

As of this date, the Commission has completed the financial audit
 

of each institution, thus evaluating the net worth accounts of the
 

previous owners. As part of the valuation process, doubtful assets
 

(mostly loans) have been turned over to the deposed owners so that they
 

may attempt to recover their cash from shaky borrowers.
 

Approximately $61 million in compensation was made in the form of 
five-year bonds bearing nine percent interest (which is taxable). These 

interest payments to date have been made on time. 

Many complaints relating to the bank reform have to do with the 
fact that the GOES did not consider any intangible "goodwill" in the
 

valuation of the assets of each institution. The critics argue--with
 

some validity-that the organizations nationalized were really worth
 
more than their book value. They point out, for instance, that years of
 

image building, development of branch locations, and managerial experience
 

etc., were assets which did not appear on the balance sheet but did have
 

economic value.
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TOURISM SECTOR 

1. Resources
 

At first glance, this sector would appear to be relatively insignificant:
 

its 12 major hotels have only 1,200 rooms, and its private sector direct employ­

ment in hotels, food, travel agents and tour operators totalled only 4,782 at
 

its peak in 1979.
 

Yet its importance in export earnings is revealed in the Table below: tourism
 

was the third largest foreign exchange earner in 1977 and 1978, exceeding sugar
 

and shrimp; and it was the fourth largest foreign exchange earner in 1979. In 

addition, the multiplier factor of this sector is well-recognized, and will be
 

especially so in a count., as high industrialized as El. Salvador.
 

RELAT;VE RANKING OF TOURISM TO OTHER PORT ACTIVITIES
 
1976-1979
 

(Millions of US$) 
Tourism 

Year Coffee Cotton Sugar Shrip Tourism Rank 

1976 375.8 64.0 40.5 11.8 21.0 4th. 
1977 596.4 80.9 26.4 10.5 31.8 3rd. 

1978P 432.8 10p.5 18.9 10.7 36.7 3rd. 

1979P 675.1. 87.0 26.8 12.6 24.9 4th. 

P1 Preliminary figures. 

This sector began to develop its international tourism plant in 1975. During 

the period of 1975 to 1979, much of the total tourism infrastructure constructed 

in response to increasing flows of tourists. The number of international leisure 
travelers had increased from 278,761 in 1977 to 293,080 in 1978, resulting in an 

average hotel occupancy of 65 percent in those years. A new high-standard inter­

national airport was constructed near to existing and proposed beach resorts. 

2. Constraints 

By May 1979, El Salvador's ciavil tensions had become headlines and the hotel 

occupancy rate dropped to 39 percent.- A traveler's advisory was placed on El 
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Salvador by the U.S. State Department in June of that year, and the occupancy
 

rate plummeted to 15 percent. This rate has recovered only slightly since 1979
 

to 20 percent during 1980 and 1981 and 25 percent in 1982. This low influx of
 

travelers has adversely affected tour operators and other tourism-related
 

businesses.
 

As it requires at least a 45-50 percent occupany requirement to break-ever
 

all hotels except the Hotel Camino Real (where all the foreign journalists stay)
 

are operating in the red. Hotel rates have been slashed by half. The result
 

has been a heavily battered tourism sub-sector.
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STRUCTURE AND ORGANIZATION OF KEY PUBLIC SECTOR MINISTRIES
 

Ministry of Foreign Commerce (MICE)
 

That past Salvadoran Governments had the political will to foment
 

exports and welcome foreign investment is evident from the promulgation
 

of approp'iate legislation. The Export Development Law approved by the
 

Legislative Assembly in September 5, 1974, established not only a mandate
 

but also a legal institutional infrastructure to foment further indus­

trialization. The National Foreign Trade Council comprised of the
 

Ministers of Finance, Economy, Foreign Affairs, and Planning, and the
 

President of the Central Bank was established to formulate and direct
 

policy vis-a-vis foreign trade and investment. The Salvadoran Institute
 

of Foreign Commerce (ISCE) was established as the implementing agency
 

within the Ministry of Economy.
 

In January of 1980, Decree No. 68 created the Ministry of Foreign 

Cowmerce, which essentially absorbed the mandate of ISCE. While ISCE has 

not been legally dissolved, much of the supportive human resources such 

as lawyers, administrators, auditors, etc. which the Ministry of Economy 

provided to ISCE were not shifted to new MICE. It is still not clear 

whether ISCE will be maintained as an autonomous agency or phased out. 

Within MICE's organizational framework there are
 

four Departments reporting directly to the Undersecretary: i) Imports
 

and Exports; ii) Services, Capital, and Technology Transfer; iii) Export
 

Promotion and Development; and iv) Planning. Other entities included
 

under MICE are the National Sugar Marketing Institute (INAZUCAR) and the
 

National Coffee Marketing Instituce (INCAFE), as well as ISCE.
 

A. Imports and Exports
 

This department's basic function is to implement the overall policy
 

of the MICE with regard to foreign trade. It issues export and import
 

licenses, issues certificates of origin, gathers data on exports and
 

import, analyzes internal and foreign commerce and is in charge of
 

investigating problems related to importing and exporting goods and
 

services. 

The division also administers and controls bilateral trade agreements
 

and interfaces with the Central Bank on international payment mechanisms. 
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B. Services, Capital, and Technology Transfer
 

Some of the MICE's more important functions are carried out by this
 
Department, and it is apparent that some reorganization is necessary as
 

is some kind of budgetary support.
 

For example, tbe Ministry of Economy was previously in charge of
 
investigating and authorizing foreign firms who desired to establish
 
operations in El Salvador. 
Now that it is a MICE function, its staff
 
are either hard-pressed to deliver, or simply cannot, for lack of human
 

resources caused by an inadequate budget.
 

The Department is also responsible for elaborating an export service
 
strategy, monitoring and controlling bilateral and multilateral service
 
agreements, and assuring that agreements with regard to capital and
 

technology transfer are being met.
 

Another important function of the Department, which was previously
 
carried-out by the Ministry of Economy, has to do with all non-short­
term external debt. 
All such loans or credit facilities must now be
 
first presented to the Services, Capital, and Technology Transfer Depart­
ment, where the applications are processed, authorized, and passed to
 
the BCR for appropriate registration of the incoming foreign exchange.
 
At maturity, the borrower goes to the BCR with the appropriate form
 
authorized by MICE to request the foreign exchange be sent back to the
 

lender.'
 

Perhaps the most important function which this Department has under
 
its purview is the overall management of the country's industrial fre
 
zone, located in the San Salvador suburb of San Bartolo.
 

C. Export Promotion and Development
 

The third Department is the Export Promotion and Development Center
 
(CENTRODEC). Its principal functions are to increase and diversify the
 
country's exports and to penetrate new markets. 
The unit supports the
 
small and medium size firm which has little or no export experience,
 

quality control and/or working capital.
 

D. Planning
 

The principal objective of this Department is to develop foreign
 
trade policy bsed on the overall social and economic development policies
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of the Government. Its principal functions are 
to:
 

1. 	 Design, formulate and propose foreign 
trade policies.
 

2. 	 Implement economically feasible export 
projects.
 

Analyze proposed economic integration 
schemes.


3. 

4. 	 External market research.
 

5. 	 Identifyng new export projects which would require inter­

ministerial support to assure their success. 

BEST AVAILABLE DOCUMENT
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Ministry of Economy
 

The Ministry of Economy after the loss of some functions to the Ministry
 

of Foreign Commerce is still in a state of transition. Some departments
 

are in the process of reorganization, as 
is the case with the Transport
 
Office; some are inoperative; and the status of some of the autonomous
 
dependencies, such as the National Industrial Development Bank (BANAFI)
 

is in doubt.
 

The general objective of the Ministry of Economy is to orient
 
national economic policy and apply it to 
those sectors of the economy
 
under its responsibility. Its scope covers principally: industry, tourism,
 
energy, mining, transport, internal commerce, and private capital forma­

tion.
 

On paper, the Ministry is organized according to the following
 
functional divisions: Operational Divisions; Regulatory Bodies; Planning,
 
Coordination, and Statistical offices; and Autonomous Entities.
 

1. Operational Divisions
 

a. 
 Industry and Tourism: administration of the legal and fiscal
 
incentives relating to industrial and tourism investments. The division's
 
functions include: promotion, project evaluation, granting incentives
 

and control.
 

b. Energy and Mineral Resources: responsibility for the development
 
and implementation of the country's energy policies, and for the develop­

ment of the minerals extraction industry.
 
c. Transport: When fully organized, this office will be respons­

ible for the development and regulation of land, water and air transport,
 

including rate regulation.
 

d. Internal Commerce: responsibility for the development of
 
internal commerce and consumer price controls.
 
2. Regulatory Bodies: 
 This division authorizes the organization of
 
new private companies which fall into one of several categories, limited
 
liability company, limited liability company with variable capital, or
 
an anonymous society; and controls their operations as stipulated by
 

law.
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3. Planning, Coordination, and Statistical Division
 

a. Directorate of Planning: 
 planning of all activities at the
 
Ministerial level; preparation of Ministerial budgets; and provisional
 

technical assistance to the Iinistry.
 

b. Directorate of Economic Studies and Evaluations: preparation of
 
general and sectoral economic studies and prepares national account sta­

tistics.
 

c. 
 Directorate of National and Regional Economic Integration:
 

planning programs and evaluating the integration process. This division
 
is virtually inoperative at present.
 

d. General Directorate of Statistics and Census: 
 responsibility
 
for the census and the collection of other statistical data.
 

4. Autonomous Entities
 

The following autonomous operating entities are dependencies of
 
the Ministry of Economy.:
 

Executive Commission for Autonomous Ports (CEPA), responsibility
 
for seaport and airport development and operations.
 

Salvadoran Tourism Institute (ISTU), tourism promotion.
 

National Industrial Development Bank (BANAFI), Provision of
 
medium and long-term industrial credit.
 

Salvadoran Investment Corporation (CORSAIN), Promotion industrial
 

investment.
 

Industrial Guarantee Fund for Small Business (FIGAPE), provision
 

of small business credit. 

National Productivity Center (CENAP), industrial development
 

assistance.
 

Electric Power Commission (CEL), electric power development.
 

&ST AVAILABLE DOCUMENT
 

.o.
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PRIVATE SECTOR OR(,ANIZATTINM
 

There are numerous trade associations and other organizations representing
 

private sector interes:s in El Salvador. The majority of these belong to one 

"umbrella" organization, the Salvadoran Association of Private Enterprise (ANEF). 

(UDES), and the National Yederation Enterprise 

Major organizations, each with its own constituency, which belong to ANEP are: 

Salvadoran Chamber of Commerce, Salvadoran Association of Industry (ASI), Council 

of Agricultural Entities (CEA), the Union of Directors of Salvadoran Businesses 

for Small (FENAPES). There is 

also a political organization comprised mainly of the boards of these organi=a­

tions called the Productive Alliance.
 

ASI is considered to be the most liberal and progressive among these 

organizations, and has been supportive of a recent A.I.D.-financed evaluation 

ASI was established in 1958 and has approximatelyof the industrial sector. 


300 members who are involved in medium- and large-sized industry.
 

The most outspoken critic of the various reforms undertaken by the Christian 

Democratic Junta has been the Chamber of Commerce. The Chamber currently has 

Its objective is to700 members representing all sizes and types of businesses. 

defend the principles of free enterprise as fundamentals for progress of the
 

country.
 

The Council of Agricultural Entities has been described as the most conserv-


Its membership is made up of association representatives involved
ative group. 


in coffee cultivation, coffee milling, agricultural input suppliers, livestock
 

and milk producers, and cotton producers.
 

The Union of Directors of Salvadoran Businesses tends to integrate repre­

of private endeavor. The organization is describedsentatives from all fields 

as not having much influence. 

The National Federation of Small Enterprises is perhaps the least powerful 

organization. It has only 34 members: 11 small industrialists, nine from the
 

transport sector, nine representing services, and five from agriculture. 



Within ASI, the Committee of Exporters of El Salvador (COEPORT) was
 

founded in 1973 for the purpose of creating more job opportunities through th
 

establishment and expansion of export industries. The association assists
 

industrialists which export or are interested in exporting non-traditional
 

products outside the Central American Comnon Market. The stated objectives
 

of COEPORT are:
 

1. 	Represent exporters' interests in governmental, private, and
 

international institutions.
 

2. 	Obtain and provide information, documentation, and assistance
 

needed to facilitate export activities.
 

3. 	Study and recommend measures which would improve the competitive­

ness of exporting industries.
 

4. 	Facilitate the adoption of systems which would improve and
 

control the quality of goods manufactured in El.Salvador,
 

particularly export products.
 

5. 	Improve export capabilities of businesses through the organiza­

tion of courses, seminars, round tables, conferences, and the
 

exchange of experiences to benefit industrialists in general and
 

exporters in particular.
 

6. 	Obtain consulting services and technical assistance in matters
 

related to export activity, including feasibility of exporting a
 

particular product, identification of markets, distribution
 

channels, packing and shipping, storage, financing, insurance,
 

fiscal and monetary incentives, attraction of foreign capital,
 

and establishment of export industries.
 

7. Take necessary measures to improve conditions in the transport of
 

merchandise for export, and ensure that exported products arrive
 

in the international markets in optimum and competitive condition.
 

8. 	Collaborate with government and private institutions in international
 

trade fairs in which El Salvador is a participant.
 

9. 	Undertake all efforts which directly or indirectly contribute to
 

the development and diversification of the country's exporting
 

capacity, to increase the exportation of manufactured goods, and
 

to 	create a favorable export climate.
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COEXPORT has been instrumental in promoting El Salvador's participation
 

in international trade fairs, most recently in Frankfurt, Germany (1980 and 

the "Feria de las Americas" in Miar-i (March 1980). Participa­1981), and in 

establishment of artisantion in the Frankfurt fair in 1981 resulted in the 

Also, the Association hasmarketing contacts in Israel, Holland, and Greece. 


cultivated relationships with a number of international organizations, which
 

have provided assistance in export development through seminars and conferences.
 

The Central American Institute for Research and Industrial Technology
 

(ICAITI) has provided COEXTORT members with information on export opportunities,
 

training, technical assistance, and marketing information on specific products. 

In 1980, COEXPORT staff members attended several international trade conferences 

(Canada and Venezuela).
 

COEXPORT is not only a source of information and international contacts
 

a
for private sector exporters, but also performs an important funccion as 


on export related matters. The
source of expertise to public sector entities 


association has participated in working groups uith the Ministry of Foreign
 

Relations to support efforts in signing of trade agreements with Honduras aind 

COEXPORT has also encouraged the signing
reactivation of a treaty with Panama. 


of a bilateral trade agreement with the Republic of China, which contemplates
 

measures for technology transfer, financing, and investment projects.
 

In addition, COEXPORT acts as a lobbyist for exporters' interests on the 

domestic scene. In this regard, COEXPORT spearheaded the request that the 

Export Development Law be revised and its regulations up-dated, particularly 

those pertaining to incentives for exporting businesses. The association is 

(private sector and public sector) Commissionpresently participating in a Mixed 

assigned the task of reviewing the Law. COEXPORT is encouraging: 1) a clear
 

definition of the government's support role in the export sector, and 2) the
 

financial
establishment of instruments to provide export incentives such as 


With the possible phasing out of ISCE,
resources, fiscal measures, and tariffs. 


COEXPORT believes it is critically necessary to establish new mechanisms for
 

private sector participation in decision-making regarding the export sector.
 

For example, COMPORT has requested that the private sector be permitted to take
 

('3
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part in the programming of the Country's official participation in inter­

national fairs and expositions with ISCE or its replacement as the coordinator.
 

COEATORT's fundamental concern at present is the potential involvement
 

of government entities in the marketing of non-traditional exports such as
 

honey and sesame. The association points out that the Export Development Law
 

clearly states that public sector initiatives in this area should only be
 

undertaken when private sector initiatives have not resulted in efficient
 

marketing, and then, only on an experimental, pilot project basis. Moreover,
 

COE PORT considers the =arkets for such products to be highly specialized and 

sensitive to variables of production, quality, and marketing, which require 

experience and "know-how" not usually available in public sector institutions. 



PUBLIC AND PRIVATE SECTOR RELATIN
 

measure the quality of relations between the
 It is somewhat difficult to 

Public and Private Sectors, as they presently are in 
transition. The outcome 

elections does seem to have produced a more harmonious
 of the March 28th 


state of affairs between both sectors. During the past two years there had
 

been a complete split between the two sectors which 
has not completely dis­

appeared. Some private s&ctor antagonism has been directed 
toward the USG
 

as a result of its support for the reform process.
 

Under the sponsorship of ANEP, ASI, the Chamber of 
Comerce, FENAPES, and
 

UDES, there have been two national symposia. At these symposia held in July
 

1981 and May 1982, each economic sub-sector was invited to expound upon its
 

The symposia served to bring the plight of Salvadoran
 particular problems. 


business=an to the attention of politicians and 
common citizens alike.
 

The Private Sector now appears to be, if not more 
confident, certainly
 

more at ease w-ith the direction of the present Government. 
The heretofore
 

estrangement of both sectors has eased, as it is evident fror.
the Private
 

Sector's interest in cooperating with and joining 
forces with the present
 

government in solving the economic crisis.
 

Notwithstanding this new apparent spirit of cooperation, 
there are some
 

fundamental problems plaguing this new goverzr-ent. 
Interministerial coordina­

tion is seriously lacking, a clear-cut overall 
policy seems non-existent, and
 

some serious sectoral problems in the banking, 
foreign commerce, and other vital
 

There appears to be no definite plan for
 areas of the economy are evident. 

it in light
required to reverse

reversing the economic decline, and the time 

civil strife looms as an important factor.
the 

In June 1982, the Salvadoran Productive Alliance 
responded to a request
 

by President Nagafia to nominate 18 of its members (3 for each of six key
 

advise the Government on key aspects of
 
ministries) to work closely with and 

as key to the establish­are viewed by the Mission
the economy. These committees 


cooperation between the GOES and the
 
ment of linkages through which mutual 


supported as a p4

productive sector can be enhanced, and this effort will be 


of the CBI prL;gram.
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EXPORT AND INVESTMENT DEVELOPMENT
 

Current Export and Investment Development Policy 

With respect to export promotion, the GOES' 1981-1983 Three-Year Plan 

calls for: a) the consolidation of the Foreign Trade Reform to manage more 

efficient use of the Country's foreign exchange earnings; and 2) creation of 

an environment conducive to increasing non-traditional exports in order to 

recuperate industrial and artisan production to an acceptable level, as well 

as to improve the economy's base over the medium and long term. As the 

economy recovers, foreign investment will be welcomed, particularly in the 

areas of export-oriented industries that use local labor, materials, and 

other inputs. Joint.ventures are preferred. 

Export Development Law
 

On September 5, 1974, the Legislative Assembly approved the Export
 

Promotion Law, which is still in effect. The Law, in effect, established a
 

mandate and legal structure for stimulating industrialization. The legisla­

tion implicity recognized the importance of developing extra-regional markets
 

by offering fiscal and other incentives to industries exporting all or part of 

their products to non-CACM countries. The Law is presently under review for
 

updating of incentives and re-definition of public and private sector roles
 

as a result of changes in agencies involved in monitoring the Law's application. 

Free Zone
 

To aid investors, the country's first Free Industrial Zone has been 

established in the San Salvador suburb of San Bartolo. The Zone was the first 

of several planned to be established under the Export Development Law to permit
 

export-oriented industries to operate under advantageous conditions. 

Industrial zone firms (which may be 100 percent forein and exoort Rn 

percent or more of their products to non-CACM countries) enjoy uuty-free import
 

of equipment, raw materials (including fuels), and other inputs for the project's
 

life in addition to other general incentives. Export-oriented local industrialists
 

under the Export Development Law would also enjoy most of these benefits; but,
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zone offers certain advantages over
particularly for the foreign investor, the 


domestic production: no administrative processing of imports and exports, 
no
 

obligation for local investor participation and access to factory 
facilities
 

and infrastructure.
 

800 workers still operatingThere are presently four companies employing 

in the San Bartolo Free Zone: AVX (U.S.; electronics; ceramics): Form-O-Youth
 

(Spanish; coats); and Expon (U.S.; pharmaceuticals). By
(U.S.; textiles); TME 

the zone contained some fourteen firms employing 4, 00comparison, during 1979, 

Motorola


workers, and plans called for an increase to 20,000 workers by 1982. 

wanted to an 5,000 workers and Beckman Ins=trentsalone, set-up operation employing 

was in the process of e=?anding its operation to 1,500 workers.
 

With little additional investment, reactivation of the San Bartolo 
Free
 

mediu=
Zone in the short run, and establishment of additional free zones in the 

term could significantly alleviate depressed employment and production levels 

while generating scarce foreign exchange. 

This prospect is particularly true if assembly operations, which pricr to
 

1980 employed thousands of Salvadorans, could be revived or promoted to lcca:ed
 

in the free zone. Given the location of the international airport, and the new
 

highway connecting the airport to San Salvador, the town of Comnlapa may be 

an ideal location for a second free zone.
 

General Treaty for Central American Economic Inteoration
 

AmericanEl Salvador is a subscriber to the General Treaty for Central 

Signed in December 1960, this treaty established the
Economic Integration. 

CAC11 the most importantCentral American Common Market (CACM). Under the 


incentives regarding investment and trade development are: a) free trade wi.-hin
 

tariff protection;

the CA01 area for products of "integration" industries; b) 


c) import duty exemption on machinery, equipment and raw materials for new or
 

and d) income and other local tax exemptions

established integration industries; 


for variable periods according to industry.
 



INVESTMENT EFFECTS 

Table 10 examines direct foreign investment according to different 

economic activities and time periods, up to 1970, from 1971 through 1975, and 

1976 through 1981. Among the mot important areas of investment over all of 

these periods has been wholesaling which accounted for 20.0 percent of total
 

direct foreign investment. These investments probably were made in storage
 

facilities and transportation equipment primarily to handle imported goods. 

The second most important foreign investments were in thread, cloth and textile 

operations with 15.3 percent. Following textile investments, in order of 

importance, were lights and electricity, 6.6 percent; financial institutions, 

5.6 percent; fertilizer and insecticide production, 5.1 percent; and investment 

in petroleum refinery operations, 4.8 percent. 

Foreign inve. tmant peaked in 1979 at $22.5 million, and subsequently has 

plummeted to $3.6 million in 1981. 

TOTAL FOREIGN INVESTMENT
 

(Millions of U.S. Dollars)
 

71 72 73 74 75 76 77 78 79 80 81 

Investment 3.6 8.0 3.7 6.1 10.2 10.9 18.5 7.9 22.5 9.2 3. 6 

Index 100 222 103 169 283 303 514 219 625 256 100 
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TABLE 10 

FOREIGN INVEST . TRENDS4r 

(000 U.S. Dollars) 

Current Prices 

Accumulated 
through 
1970 

1971-
1975 

1976­
1981 Total _ 

Agriculture 60.7 
Fishiug 56.4 
Mining (non-ferrous) 
Quarrying 
Livestock 99.9 
Dairy Products 198.2 
Fruit and veg. Processing 68.0 
Oils, fats 
Milling 1,280.0 
Cacao, chocolate, candy 277.4 
Diverse food processing 60 

Tobacco 3,320 
Thraad, cloth, textiles 3,614 
Ropes 
Clothing 
Tanning 
*eather products 

oes 
Cardboard Containers 1,094.4 

Pulp, paper & Cardboard 904.4 

Printing 275.2 
Chems. exc. fertilizers 55.1 
Fertilizers, insectic. 6,908.0 
Resins, plastics 
Paints, varnishes 97.8 
Pharmaceuticals, medicines 693.6 
Soaps, cosvetics 727.8 
Chemical products 50 
Petroleum refinery 3,921 
Tires 40 
Rubber products 50 

Plastic products 257 

Gewmnt 203.9 

lion-metallic, min prod. 329.3 

Steel Products 
Knives, tools, hdwe. 450.7 

Structural metal 30.0 
Metal Prod. exc. mach. 741.7 

Ag. Mach. & Equip. 
Ind. Mach. & Equip. 
Office equipment 
Mach. and equipment 664.8 
"lectronic equipment 405.1 

Iome appliances 
Zlectric Machinery 1,955.1 

.1 470.1 

.1 267.9 
1,045.8 

.2 

.4 76.9 

.2 56.6 
200.9 

2.9 306.0 
.6 3.2 
.1 120 

7.5 70 
8.2 7,572.6 

476.9 
195.0 

-. 310.0 
2.5 
2.0 450 
.6 198.0 
.1 

15.6 111.8 

.2 
1.6 90 
1.6 260 
.1 145 

8.8 1,439.6 
.0 307 
.1 
.6 444.5 
.5 
.7 441.3 

200.9 
1.0 348.4 
.0 

1.7 154.9 

1.5 
.9 269.7 

556.4 
4.4 803.3 

1.5 142.8 
.8 299 

3.3 272 
17.4 
20.0 

.2 (1,028) 

.2 

..6 
1.0 (799.7) 
.0 40 
.4 180 
.2 1,562.2 

23.9 10,074.0 
218.8 

1.5 884.9 
.6 (183.0) 

20.0 
1.0 465.0 

245.0 
1.4 3,327.1 
.6 79.6 

80.0 
.4 40.0 

230.0 
931.6 

.3 460.3 

.8 211.8 

.5 1,309.7 
1.0 

(200.0) 
1.4 318.8 

(74.7) 
1.4 1,132.4 
.6 

1.1 
2,559.0 

.5 (212.0) 
160.0 
79.6 

4,734.1 
32.8 

.9 1,256.1 
1.8 1,280.4 
2.5 2,859.4, 

.2 

.4 
.4 
.0 
.0 

(1.4) 

(1.1) 

0 
2.1 

13.9 
.3 

1.2 
(.3) 
.0 
.6 
.3 

4.6 
.1 
.1 
.0 
.3 

1.2 
.6 
.3 

1.8 

(.3) 
.4 

(.1) 
1.6 

3.5 
(.3) 
.2 
.1 

6.5 
.0 

1.7 
1.7 
3.9 

673.6 
623.3 

1,317.8 
17.4 

119.9 
(752.9) 
124.6 
200.9 
786.3 
320.6 
360.0 

4,952.2 
21,260.6 

218.8 
1,361.8 

12.0 
20.0 

775.0 
1,339.4 
4,681.5 

552.8 
135.1 

7,059.8 
230.0 

1,029.4 
1,243.9 
1,199.6 

195.0 
6,670.3 

347.0 
(150.0) 

1,020.3 
129.2 

1,903.0 
200.9 
799.1 

2,589.0 
684.6 
160.0 
79.6 

4,734.1 
697.6 

1,930.9 
1,836.8 
5,617.8 

.5 

.4 

.9 

.0 

.1 
(.5) 
.1 
.1 
.6 
.2 
.3 
3.6 

15.3 
.2 
1.0 
.0 

1. 
3.4 
.4 
.1 
5.1 
.2 
.7 
.9 
.9 
.1 
4.8 
.2 

(. 1) 
.7 
.1 
1.4 
.1 
.6 
1.9 
.5 
.1 
.1 
3.4 
.5 
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Accumulated
 
through 1971-	 1976­

1981 _ Total1970 % 1975 _ 

200 .4 	 15 .0 215.0 .1Vehicles 

244.0 .2
244.0 .8 


.3 597.5 732.3 .5
 
Control instruments 

Phot.graphic & Optical 134.8 	 .8 


134.6 .2 258.6 .2
Mfg. NEI 49 .1 75.0 .2 


Lights and electricity 4 .0 533.0 1.7 8,647.9 11.9 9,184.9 6.6
 

609.4 1.4 2,294.1 7.2 1,798.6 2.5 4,702.1 3.4
Prod. & Distrib. of gas 

.1 1.1 	 .2 522.3 .4
Construction 51.6 338.7 132 


Wholesaling 7,956.7 18.0 4,694.1 14.8 15,219.3 20.9 27,870.1 20.0
 

Retailing 538.2 1.2 1,643.3 5.2 - 2,181.5 1.6
 
57 .2 	 57.0 .0
Restaurants 


Hotels 884.3 2.0 (127.9) (.4) 100 .1 856.4 .6
 
80.4 .1 715.8 .5
Transportation 635.4 1.4 

Warehousing 103.0 .2 13.0 .0 250.0 .3 366.0 .3 
2,612.8 5.9 1,600.0 5.0 3,598.8 4.9 7,811.6 5.6
Financial inst. 

Other finan. inst. 456.2 1.0 114.3 .4 51.7 .0 622.2 .4
 

.4 	 .2 1.2 1,100.0 .8
Insurance 	 160.0 60.0 880.0 

3.0 438.8 .6 2,091.5 1.5
Real Estate 	 717.9 1.6 934.8 


90.5 .1
Technical Services )0.5 .2 

45. .1 	 45.0 0.0
Renting Equipment 

20.0 .0 20.0 .0
Public instruction 

108.0 .1
Radio and Television 108 .2 

44,201.3 100.0 29,918.1 100.0 64,991.0 100.0 139,110.4 100.0
[Tota2 
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Of total foreign investment made betweez 1970 and 1981, the U.S. led all 

investors with 46.1 percent, followed by Panama, 14.1 percent; Japan, 13.7;
 

and West Germany, 4.9 percent.
 

Major U.S. investors have included Texas Instruments, 3M, Kimberly Clark, 

Xerox, Citibank, Chevron, ITT, Bank of America, ESSO, National Cash Register, 

Coordinated Caribbean Transport, AVX Ceramics, and Cargill. Most of these 

firms have formed wholly-owned subsidiaries. Subsidiaries not of the wholly­

owned variety generally have U.S. participation of 70 to 99.9 percent, however, 

in some instances U.S. participation has been as _-cw as 26 percent (Crown 

Zellerbach) to 36.2 percent (Sherwin Williams). 

It is anticipated that the prospects for generating foreign investment will be 

grim in the near future. If and when the country becomes more pacified, foreig 

investment will resume. The one-time 10 percent investment tax credit will 

provide additional stimulus to U.S. investors, especially when that investment 

is made in connection uith export-oriented ventures whose products are destined 

for the U.S. 

Given direct U.S. investments in El Salvador dur=g the past ten years the 

average annual U.S. investment has been $4.65 millon. It is noted furthermore 

that the U.S. investment level has been extremely variable during this period. 

As a target, 80 percent of the average annual investment, or $3.7 million, is 

seen as realistic. 
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Investment 

Index 

72 

2.5 

100 

U.S. DIRECT INVI 

(Millions of U.S. Dollars-Current Prices) 

73 74 75 76 77 78 79 

1.3 1.3 2.4 2.3 12.4 1.2 14.5 

52 52 96 92 496 48 580 

80 

6.7 

268 

81 

1.9 

76 

Ten year average (current prices): $4.65 million 



GUATEMALA
 

E. Commerce & Industry 

A. General 

After decades of sustained economic growth and prudent fiscal and 
monetary management, the Guatemalan econnmy has deteriorated in the past 
four years. Factors contributing to this deterioration include a decline 
in exports, a reduction in private investment, and the erosion of the 
country's public finances. A weakening demand for traditional exports 
and a contraction in the Central American Common Market (CACM) have 
reduced export earnings. Political uncertainty throughout most of Central 
America has led to reduced private investment and tourism revenues. This, 
in turn, has led to a decline an increase in unemployment and under­
employment. Gross domestic income declined further owing to a decline 
in terms of trade. As a result of large deficits in the current account 
of the balance of payments and private capital outflows since 1979, the 
loss of net international reserves has also been substantial. 

As may be seen in the following table, industry accounted for 18.8% 
GDP in 1972, using to 21.3% in 1979. In the same periods commerce 
accounted for 28.1% and 26.1% respectively. Manufacturing and Public 
Utilities which had a product value of only $735.6 in 1972 grew to $1,165.3 
million in 1979, an increase of 58.4% in constant 1978 dollars. 



ltable ' 
GUATEMALAi GROSS DOMESTIC PRODUCT BY SECTOR 

..(MILLIONS OF 1970 QUEtZALES).
--------------------------------. . .. ' 

----------- ----- -------- --------------------------------- ------------------------------

.ITEM 1972 191d 1974 197 *1 1977 1iI~ $79 10 
1970.. ...-- g :197 09 1900 

--------------------------------------- ------- ----------------­ _"I--------------------------------- ----------.LJ~:: 

----­

181 
1901 

% 
10 
1902 

PRIMARY PRODUCTION 1226.0 1296.9. :1372.7 14108o 1406.0 '537,9 . 16t1'36 ,1637.0 1672. 1 1602.1 1654.3 

AlCULTURE 
MiNING 

SECONDAk PRODUCTION 

1223.t 
3.1 

OOO.4 

1293. .01 1368.4:: 14063 
3.4. 4.2 4iS.., 

9O06."' 914.1 922.d' 

4010 
,.. 

1004.9 

$153i.2 _.I600; 0 1619.5 
G.8. 6.b ' Io,4 .: 17.5;. 

00 3O..209.0139,35.2 

1643.7 
28.5 

1419.0 

1662.1 
20.0 

1425.2 

1631.8 
22.5 

1327.5 

MANUFACTURING 
CONSTRUCTIONPUBLIC UTILITIES 

080.9 
72.954.0 

739.1 
07.260.5' 

.760.6 
. 81.0.64.5 

759,J 
13.6699 

"645. 1 ""930.9 
103.0 . 103.4078.0 94.7 

Ioo4,3" 
191;9" 

'1060.6 
160.9104.'" 

1103.8 
201.1114.1 

1071.1 
241.4112.7 

1018.4 
190.2110.9 

SERVICES 

TAANSPORT & STORAGE 
COMMERCE 
BANKINO. INSURANCE & FIh. 
IIOUSING 
PUBLIC ADMIN. & DEFENSE 
PERSONAL SERVICES 

227.1,3 2437.1 2614.9 
----------------------------------------------

251.9 278.9 313.8 
1212.0 1302.3 1393.3' 
99.5 113.8 122.7 
276.0 202.9 206.6 
207.6 213.2 226.3 
222.9 246.1 272.4 

2660.9 279 .1 3034.3 3156.0 
----------- -- --- ----------
321.'3 354.2 ' 370.0 4 10 ,5 
1302.6 1512.4 '1642.4 1730.0 
;130.6 139.6. 69.7 105.6 
295.0 240.7.. 259.2 280,6 
251.9 204.4 200.1 2993 
270,7 259.7 304.7 242.9 

304.2 
------

't1401.4 
$.1659.3 
205:A. 

.8."269.8 
.'296.6 
.,.531.7 

3502.4 
--------­

454.4 
1794.9 
227.2 
293.5 
327.3 
405.1 

3546.3 

456.2 
1790.1 
229.9 
30O.0 
366.0 
403.3 

3443.7 

439.7 
1601.8 
234.1 
300.7 
371.0 
407.6 

GROSSODMESTIC PRODUCT 

MEMO 
MANUFACTURING & PUB UTILITIES 
(INDUSTRY EXCL. CONSTRUCTION) 

4305.6 

735.6 

4621.0 

799.6 

4901.7-. 

033.2 

4994.5 

829.2 

5362.0. 

921.1 

5781.1 

.i 

: 4025.6 

6070.5 

1110.5 

6356.4 

1165.3 

6593.6 

1217.8 

6653.6 

1183.0 

6425.5 

1129.3 

SOUR~:DAN OFGUATEMALA. 
----- - - - - - - - - - -
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B. Industrial Performance .1972 - 1980 

Industry. 
 The industrial output growth rate outstripped :1

GDP by about 35 percent from 1976 to 
190 when the stimulus from CAd
high, despite the small domestic market, lack of knowledge concerninj
external markets, regional orientation of output, and insufficient aworking capital and medium- and long-term investment financing Expc
non-traditional products have als'o 
stimulated industrial production 1 recent years. In 1982, merchandise exports, net of the five 
traditic
 
export co:modiiies, increased to nearly half of total merchandise exp
 

from-a. small'Tase in -thedmi,296s.,'ehan thei -accounted for atoutone-foutish of the toal -rerchandisirixpo-ts../ -Ho'wever,' this-is partly a
 
result of reduced coffee and cotton exports due to he existence of.export
 
quctas on coffee &nd a fall in cotton-priauction, which led to a decline in
 
exports of thse '=
 

:-Industr-y.develo pea-±ntiia1Jy -throug:,h im.port--usitutjion at the..'Central.Amerizan *leve., -encbi~i h.ginJt -rgdpfrotec ti'on'and-various ocher fiscal incentives. Consequently, industrial production
 
growth was determined by growth of domestic as well -as CACMt demand andconsisted principally of traditional light consumer goods at a very early':age of development. The industrial sector developed very few backward
inkages, which resulted in it having-to -rely substantially on imports of
 raw mater.als. 
This bade the sector more vulnerable to the deteriorating
 
re-ms of *trade.
 

industry has been hampered by the 
recent deterioration in
regional trade, as well as a contraction in domestic economic activity.

7he sectors. and the firms -which depend on the CACM trade for 
a significant
part: of their sales .have -facedsevere financial problems. Increased
 
production costs, reduced regional and domestic ;demand, and increased'
working capital requirements led 
to a financial squeeze in some industrial
 
operations. Cement production, for example, 
was financially squeezed

,because of price controls on the output zanda decline in internal
 
:con .­uction demand.
 

- Industrial incentives reinforced regional import-substitution.
Although quantitative import restrictions have not been used until 
re­cently, :he-present incentive framework.reinforces the bias 
coward regional

,import-substitution a't:he expense of..xports 
to non-regional markets.
With th- de~liiie- in -regional-demand,'.h6we ver new measures are being dis-

I/ The five traditional export .comodities are coffee, cotton, .sugar, bananas 
.. and meat. 
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cussed in the Econoric Cabinet to reduce the effect.of, this anri-exnorr 
-s. Revsi:on o- the common ex:ernal :ari'" is being reviewed in the 

me-ber coun:ries. The Government asked the Rank to help initiate a study
 
to define an appropriate incentive framework to promote non-traditional
 
exports to ncn-regional markets. Furthermore, the Government plans
 
gradually to phase out price controls, vhich exist on a limimed number of
 
products, in order to reduce distortions in the structure of production and
 
trade. Cver aluamion of the U.S. Dollar, to =hich.-.h' 0etzal fs pegged,
 
devaluations in the 'lexican Peso, and the Costa Rican Colon have also
 
adversely affected the competitiveness of Guamem.lan =anufactured pro­
ducts. ;s a result, the trade weighted real effective exchange rate of the
 
Quetzal has appreciated by about 13 percent during 19K./82. Presently, the
 
industry is facing a severe drop in demand because of contracting'CACK
 
trade. According to unpublished preliminary results of a survey c6nducted
 
by :he,'Chauber of inustry,.some subsectors reported very lo; capacity
 
utilization rates at the end of 1981. n light of theabove and the fact
 
that the outstanding debt of other CACM countries to Guatemala reached
 
about 60 percent of Gua:emalan exports to this market, or about one-sixth
 
of its total merchandise exports, the need for redirecting exports to
 
non-regional markets through a concentrated effort, by rationalizing the
 
incentive system, providing institutional and marketing assistance as well
 
as foreign exchange needed to import critical inputs, has become
 
increasingly clear.
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C. Industrial Performance 1980 - Present
 

t
of -dus " ri ou:rut declined- in "951,. beccuse of a fall 
in both external and intdrnal demand .as well as reduce forein ex:c.ane 
avai ii:Y to inpor: critical inputs. The decline in dczes:ic dea=nd 
Largely paralleled a reduction in the 3rowc of real incoroe zssociated with a fall in the :erns of trade. Further=ore, the decline in industrial 

output and the erosion of private sector confidence, brought about by 
:oli:ical uncertainty in Central America, have contributed to reduced
 
inveszment in industrial plants and equipment. Increased production costs,
 
:educed demand, together 1:ith high wurkin; capital requirements led to a
 
financial scueeze in some indus:ia.l operations. Over IO plants (about
 

.ercen: of the total registered fi.-s in Guatemala) have closed doum
 
their operations in recent years, and most firms have not been able to
 
utili-e all their installed capacity. According to the preliminary results
 
of an industrial survey carried out in 1981, 57 percent of the firms
 
surveyed utilized only about 50-74 percent of their installed capacity, and
 
only 21. percent of the fiz--s used 25 percent or 
more of their installed
 
capacity in that year.
 

indus:rial producticn is concentrated in several major

su'.-se::ors. Food, beverages, tobacco, chemicals, textiles and 
clothing
 
account 
for about four-fifths of gross output and nearly three-fourths of 
value added in the sector. The largest su-sectors, food, beverages, and 
tobacco use three-fcurths of all domestic inputs purchased by the 
manufacturing sec:or. -ne second !argest su.-sector, chemicals, however, 
is much more dependent on impcrted inputs. The chemical production is
 
concen:rated in medicines, soaps, cosmetics, plastic products, and
 
petrolet= refining. The third largest sub-sector, textiles and clothing,
 
include mostly spinning, ueaving and clothing manufacture.
 

Exports of manufactured goods wrre a major stimulant to
 
industrial development of Guatemala up tu 1981. About four-fifths of
 
industrial roduc:s have gone 
to the CACM in the !ast six years (Table
 
2)- Total industrial exports doubled from US$179 million to about USS368
 
million between 1977 and 1981. Initially, the CAM1 had made it possible

for some enterprises to benefit from economies of scale. 
 Sales to this
 
market increased in 1980/81 as a result of major production declines
 
brought about by plant closures and reduced production in El Salvador and
 
Nicaragua, as well as expanded Guatemal-n trade credits. 
 As economic and
 
political troubles escalated in the neighboring countries, their capacity
 
to 
repay Guatemala in hard currency decreased drastically after 1980. A-s a 
result, outstanding credit extended by Guatemala to the other CACM 
countries reached about US$220 million at the end of 1981; almost the same
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obstacles -o tra4e introduced
debt remained unvaid at end-1?S2, increasing 

:v o:.er e-bers of :he CA'C to :rczec: their veakest -ndustries against 
Guatanaa to continueil ofregional cnetizione avon£ tiththe ina " ' 

­.aket.
to this
to a "r decline of sales 

financin tstrade led 


hein; taken by other menbers o- the 
response to trotectionist measures 
 weuato, allowswhich 
CAC', the Guate-al.n Government inro-duced a new 

-ro= 1 percent to 1100
 
fo the im-position of special surcharges ransing 

forado- t similar measures 
percent on i-ports from Centra! .-merica, which 

Industrial exports to non-regional markets, however,
Guatemalan exports. 
 zo US$65 million in 1981;
from about US$23 million in 1977
almost tripled 

total industrial exports.
 

up from about 13 percent to 18 percent of 

to
 

fi.--s which are currently selli=g in CACM are plannin-

?resently, some 
 sell in no-regional
modeenize and rehabilitate. their installed capacity to 

were previously exported only to
 =arkets. Several product groups, which 

rest of the world. 

the CACM are now also orported to the 

Table 2: Ih-DUSTIR I'.L E710R.,TS 

ZxporzsIndustrial Exports to 
No.-CACY.

To'al Exports to CACM % (Pillion S)
(Million S) (m.illion S) 

22.7 12.7156.5 87.31977 179.2 
29.7 13.6188.1 86.41978 217.8 12.8202.2 87.2 29.6

1979 231.8 
48.5 15.1
273.2 84.9
321.7
1980 
 65.0 17.7302.9 62.3

1981 367.9 

Source: Central Bank.
 

of protection encouraged import-intensive production.
62. The system 

to about 43 percent 
imported inputs for industrial, production, ec.uivalent 


have increased more rapidly than
 total value of inputs in 1977,
of the 

By 1980, the industrial
few years.
production and exports in the last 

pay for
foreign exchange to 

sector generated only about 50 percent of the 


imported inputs through its exports. As a result, the Guate-alan 
it %as beforeits 

on net i-ports thanis moreindustrial sector now dependent 
to
In 1982, as foreig-n exchange, rationedaccelerated.
industrial exports 
 even further,


:his sector, drastically fell, industrial production dropped 
cut back.
some su-sectors was 
and capacity utilization for 
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Sizilar :o most other developing coun:ries, industrial ac:ivity 
-is yconcentrated ir and around the capital city, which accounts for
 

of irndus:ria! GD? and three-quar:ers of !arge-scale
 
unu: industrial Decentralization Law of y 1979 aims at
ac: rr-ng. The 


reducing industrial concentration by offering income tax exemptions for
 
industria invesrnents in the outlying regions. Iz also gives preference
 
:o sta-l-scale industries using do=estic inputs in:ensively, by a 10(0 *
 
percent tax exe:pcion for a 10 year period. This la-, however, has no;

been very effective in the past in inducing the dispersion of industry 
ou:side Gua:emala City. 
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II. Business Ambience
 

A. General 

The 	 investment climate of Guatemala is overwhelming influenced 

the bleakby political uncertainty and violence. In addition, 

market prospects for the country's major exports, succe4.slow cr necative
 

:owt-h for the foreseeable future. The deterictaticn in =he countrv's
 

terms-of-trade and the stagnazion, if not ret-o-ression, of the Central
 

American Common Market .oint to limited domestic purchasing power and excess
 

capacity in installed plant and equipment. Tu-sr &esite a reasonably large
 

domestic market and a rapidly crowina population, lack of employment
 

a modes: return on new
opportunities and lower real per capita incomes mean 


investment. Wben political risks are added, the situation appears even more
 

dismal as active entreprenuers are sometimes subject to terrorist attacks
 

on themselves and their fanilies, or the prmductive establishments they
either 


Thus in addition to the market risks associated with an economic
set-uD. 


recession, the potential investor must deal with political vi lence as well.
 

BEST AVAILABLE DOCUMENT
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Finally, government policies often introduce :riidities into
 

ne economic syste= wn:c: in. : anc =rCona the necessary mr:ket 

ad-ustments. -xa=mles include: =ininu= wages, fore'gn exohanae controls, 

price contrcls, interest rate ceilings, costly subsidies, market reculaton 

and associated 'red tape' etc. Even when the policy tool is appropriate to a 

civen situation, there is no cuarantee tha: policies : ucine-tuned-4be as
 

economic circumstances change. -The policy enviroumen: Under which* the private 

sector operates can only be i=proved by open access to government conducive to
 

a productive dialogue 'on policy issues. There are some indications, that GOG
 

pclicies will be modified to encourage the private sector. Nevertheless, a
 

deinitive evaluation of GOG policies will rec-ire additional time because of
 

the newness of the present covernment. 'rrently, the most important factor's 

affecting investment !n"-aatemala include:
 

a) -xchange controls - Controls were reintroduced on April 

:z3, 8980 and have been progressively tightened as the official reserve 

situation has worsened and probably will have to be tighterted further.
 

Ostensibly, these controls are designed to li=it capital flight. onder 

current legislation, the rate of remittance of profits, dividends and 

amortizations of foreign capital invested in Guatemala is limited to 15 

percent per annum for five years in every ;e-n v-er period and 5 percent for 

remaining years. At this writing, therl is-a severe shortage of foreign 

exchange currency causing normal imports to be curtailed or postponed. 

b)- Tax liabilities - corporations and individuals both
 

foreign and domestic are ,,ubject to the same moderately progressive income tax
 

schedule. Capital gains are treated as ordinary income and are taxed at the
 

SEST AVAILABLE DOCUMENT
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No credit c: cffset acainst Gatemalan taxes ;s
.9eE ap~ate raze. 


:-v deC on inccme taxes paid at:oad. :ividends and :rzfi-:s :a:tzed a-rcad
 

tax.
ercent Przrit
a:e 	su:jecz :0 an 

are a series c:=abor benefits andc) Labor Code - There 


payrol taxes Phich increase the effective cost of labor by about 50 percent
 

These tradi icr.aI benefits and emplovei
 over the nominal wage raze. 


cont:ibutionS include mandatory annual vacations; 
Cbhriszmas bonus;
 

indem=nization; social security; recreation and manpower training 
taxes.
 

d) ~Iduszrial DecentralizationLaw (Decree 24-79) The law
-

incentives for establishing new industries outside the
 provides tax and other 

The objective is to create employment opportunitiesDepa:tment of Guatemala. 


in the rural areas. :ncenzives include lower income taxes, goverment
 

ates of inzerest and preferential utilization of
 financing at subsidiz.ed 


industrial facilities built by the government. To daze, few fir=s have taken
 

advantage of these incentives because of a lack of adequate 
infraszzucture in
 

the rural areas. Tiis inadequacy raises the costs of production above 
any tax
 

or other savings offered under the program.
 

- The

e) 'Draw Back" Export Incentive Law (Decree 30-79) 


law is to encourage the* esta1'irh.ment of 	export enterprises 
purpose of this 

that use national labor. All participatiang frs must be approved by
 

raw materials used in
 GUPAT-PRO. Incentives include duty free 	imports of 

production of exported goods and exemption from the 
stamp tax on all
 

Other tax incentives
 transactions except the final coercial invoice. 


ten years and exemption cf import
include total income tax exemption for 


capital equipment and lubricants. New lecislation will soon be
 
duties on 


proposed to increase incentives under the program.
 

8EST AVAILABLE DOCUMENT 
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F .ee n:d.st:v and Trade (Decree 22-7- and
I.ne for 

'.-'9)7 - This law esta lishes a free zone 4- je ktlanid: .ct of San:c T-=as 

de castila. L-zter:prises located in the =one a:e exe=p:t f!:c= iport duies, 

m=pcrted f:omquotas, exmort t:xes ano cher levies. =owever, all products 

.uties.the :=one into Guatemali are subject to ngcral taxes and 

g) laticna Pt:oleum Law. (Dec:ee 62-74) - Thi_ lawi 

"=inim"= bases' fo; metzcle= exploraibn and develcment in
establishes 	the 


Accordingly, t ere is a minimum state participation of -5 percent
Guatemala. 


The GOG :eserves the richt to receive its

of al! hydrocarbons produced. 


if paid in cash, the price wil be the
participation in cash Qr in kind. 


Petroleum co=nanies are
detez.-ined by the gozernmenz.
internatinnal z:ice as 


'prefer' Gu:tt-lan technicians and build first-class roads,
recuired to 


schools and hospitals in the areas where they operate.
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and Export Promotion Policies BEST AVAILABLE DOCUMENT 
B. import Substitution 

Present industrial policies have been determined by the regional
 

i_-cr--subsciturior strategy follo_'wing Guatemala's participation in CACM.
 

T.is ean: havinr. to accept a common exzerna! tariff and fiscal ince-:ives
 
nas not been
-tr investment. As suc-, :he exis:ing incenzive s':s:em 


concuci-e .o encouraging industrialists to search for a.d sell in
 

ncn-reg-ional markets.- Guatemala's participa:ion in zhe CACM proviced
 

-an ,,-acu..r_ firms -ith a larger protected market and helped expand
 

_-srl produc:ion" and eI.:ooen.. At :he *ezJn..ng, Guatemal a
 
d.maic
'enefi:zed from the in:egraticn movement because it had zhe most 


ma.facturin fi--s in the rezion. However, the net effect of :he CACM
 

-rad_ on foreign exchange earnings, in hard currencies, have been
 

the CACM only generate hard currency re,.enues
negative. Since exports to 

v'hen -he- is a trade surplus, such surpluses have been exceeded by.oreign
 

cn imported inputs which go into production of those....
exchange outlays 

exported goods.
 

Table 3. 
AU __ .'S, 1577-1951SC~t. 0? fh-rU.A- '=" G-ZA.-.. SUAC.R: 

1, . ..,= ,..-, - ,. -: :, 

t) 


a) 
b) 

3. 1 


6) 

b) 

4. 1 


S. L 


b) 

) 

6. a) 

1) 


2 .- :. -1.9 

Ce==a. Azerizz 

7.as of Wor. 


C .tra1A-±-±ca 

"s --.Vo d 


uei o,.
Outpu
" 2/'-. 2 Value of 


cr-te. Cai:.al ods/Toal I"rts 


?or as -po a=d Couz±cAtiMLI 
orbz 

?uels Toal 1.-ports 


ther Iz:eze=!::e Goods/'otal Iports 


1979 1920 198

!977 -178 


s 3
 .. 20.2. 19.2-z .. 27._. 
_ 


16.7 1E.5 22.9

13.5 17.4 


2.5 2.5 3.3 4.9
 

7.5 5.3­
4.3 5.2 6.3 


2.6 5.5 6
0.5 1.6 

20.5o 27.0 28.1_ 31.B 	 39
 

23.0 26.0 28.2

17.8 22.6 


8.8 .11.3
2.7 	 4.. 5.1 


-
16.3
12.6
12.0
11.2 


23.9
29.2. 23.6
31.0 32.3 

14.4 16.4 15.1 12.1 	 1-.2
 

5.9 4.6 ;.6

7.3 7.2 


6.9
8.1 6.99.3 a.7 


22.1
15.6 21.2
11.7 12.2 

32.4
32A
30.5
32.3 30.6 


Bank of Gua:tmala and Bank Staff 'Estimtes.
Source: 


The
 
The syszem of protection encouraged mostly 

consumer goods. 


was high for consumer goods and
 .nitial co-on external tariff on imports 
 Because of
 
low or non-existent for intermediate and capital 

g6ods. 


generous exonerations, tariffs actually paid 
for imports represented only a
 

A.s a result of
 
of the ad-valorem equivalents of the 	relevant tariffs. 

part 
this structure, :he present tariff system gives more 

protection to domestic
 

croduction of light consumer goods than to intermediate 
and capital goods.
 

However, since specific components of the cotimon 
exzer.al tariff systems
 

goods

comprised of a significant share of tariffs 

for all categories ofz 

initially, -he ad-valorem ecuivalents of these cariffs declined 

a result of the erosion of specificconsiderably over the years as 

Furthermore, as
 

components of the tariffs by continuous inflation. 


axempticns grew through the years, effective 
protection among industrial
 

I - - U%- ____ ___ .ll flffn ­

http:exzer.al
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-r. view of the slow gro - prcspects of the regional =arke:, 
Guatemala in:roruced several incenzive mechanisms to prcmoe 
non-zraditional exorts to n=n-regicnal n.arkets. A---:cnal e :or­

.-.Y... "-:as e a l s e a.r s' eud	 . ._ . ,-:A tc- is 	 •
prcmo:on center (0",-X-RC) as 	 ... f .... 

GZAEXRO is responsible for collecting i no-:-zi n cz n:n-zradiuicnal 
e crts, sendin-trad : s.o,s to o her countri.s, re.:resen-i.g Guazemala

ional fairs, .4 	 ct 	 .erna trace fa -- - n ... a icz trovidingez-7res a-ousprovI 	 te: 

markets, analvzirng exoor-: poentia! of selecze2 :'"us-ra! and 
agricultural products, as well as assisting foreign investors 4n 
establishing exporz-oriented industries. The priva-e sector is also in the 
process of establishing its ovn export promotion agency, called G7A±.-. 
however, the main feature of the present export incentive syst= remains 
the draw-back system, wh.ich allows exporters to be rei-bursed for import 
duties on inputs used'in :he production of their exprzs to no--CACM 
countries. The Goverr.en: has recently redefined and-eo.panded th6 access 
to this mechanism nationiide, which was previously li-ited to firms 
operating outside Guatemala City. Under the new framework, GLATE 'RO will 
officially approve applications for utilization of this mechanism based on 
the level of employment to be created, and the perceived arketability of 
the products in the no-regional markets. 

In response to a moderate level of industrial exports to 
non-regional markets. the Government is considering some proposals in order 
to strengthen industrial exports. These include: 

i) 	an export credit fund for non-traditional exports, with an
 
initial amount of US$100 million, to be partly financed from
 
a 1 percent impor-t surcharge;
 

(ii) 	 an export tax rebate or credit for non-traditional exports
 
(Certificado de Abono Tributario, CAT) equivalent to ten
 
percent of the FOB export value (as proposed by the 'Ministry
 
of Economy) which exporters could discount in financial
 
markets;
 

(iii) 	 the establishment of a special public agency for 
export insurance; and 

(4v) 	 the revision of the import tariffs.
 

in this connection, it is likely that the Ministry of Finance will not 
adop. the tax rebate mechanism as an export promotion instrument in view of 
lImited fiscal resources of the country. A CACM proposal for a revised 

common external tariff is also being carefully reviewed in all member 
countries. The proposed tariff aims to (i) convert all specific duty races 
to equivalent ad-valor- rates; (ii) consolidate various existing rates 
into one rate; (ii!) reduce the number of tariff schedules significantly; 
(iv) change the nomenclature from that of the CACM to that of the Customs 
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Corporation Council (Brussels). Although these elements of the proposed 
tariff system are positive, the future success of this proposal in its 
implementation will be influenced trade regimes of the member countries. 
including exchange 	 rate policy and payments and exchange restrictions. 
The effect of the proposed tariff on effective protection for industrial 
branches will have to be determined. 

Despite the relatively high cost production permitted by protectionism, 
Guatemalan products were able to fabricate some new products which could 
compete in Non-CACM markets. These
 

Npn-tradiional expoFrfi'/ to non-regional markets are 
projected to grow at roughly 14 percent a year i.n real terms during the 
second half of the 1980s, equal to the rate of the late 1970s, which 
starred, albeit, from a low base. Table 4 shows the diverse groups of 
non-traditional products which have contributed to export growth in the 
recent past-a major share of them depending on agricultural inputs. The 
diversity of both non-traditional export groups and geographic diversity of 
new foreign markers should facilitate continued rapid expansion in exports 
despite slower world economic growth. Zince a likely expansion of 
Guatemalan exports 	would nor constitute a significant proportion of
 
projected world trade, any trend toward growing protection in industrial
 
-nd 	developing countries would not likely be a major deterrent to success
 
of ti1c export diversification strategy. 

Table .4 rO.ORTS 	 OF SELECTED NON-TRD!TIOiN PRODUCTS 
(millions of US$) 

Real Growth Rates 1/ 
1977 1980 1977/80 

Fresh and Dried Fruit 25.4 59.1 108
 
Medicine and Pharmaceuticals 29.3 49.8 52 
Manufactured Food Products 28.3 48.9 54
 
Vegetables 7.2 33.7 318
 
Comestics 16.6 31.4 69
 
Insecticides 10.2 27.3 139
 
Manufactured Textile Products 18.6 24.4 17
 
Rubber Products 10.0 23.1 106
 
Electrical Equipmeut 10.6 19.9 68
 
Manufactured -Wood Products 4.5 6.7 33
 
Fertilizers 1.1 5.1 314
 

Total 	 161.8 329.4 82
 

1/ 	 Deflaied by export price index.
 

- Source: GUATEXPRO;­

17/ 	 Non-traditional exports " merchandise exports minus exports to CACm
 
=inus-exDorts. of coffee, c otton, sugar. bananan. oa'1-n- -- ­
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C. Industrial Finance
 

The most severe factor affecting investment over
 

the last two years has been the withdra a! cf fceign bank credit and sup=lier 

c:ecis to Gua:emala. This situation :eflects a crowing preocupaticn over the
 

poliri:a! stability of the region and prospects for long-term repa ent.
 

rently, Guatemala is suffering a balance-of-payment crisis which threatens
 

0
 
to interrupt normal business operations because cf a lack of hard currency


Central Bank estimated S170.5 Million of
credit. As of May 31st 19S2, the 

The lack of derzand for local currencyexcess liquidity in the banking system. 


credit is related to the lack of foreign currency convertibility. That
 

is, a subszantial element cf local credit demand is derived from t'e demand
 

fcr imports.
 

The banking system has provided additional short term credit
 

to the industrial sector to ccver substantial uncollected.accounts of CACM
 

buyers. Table 5 below) V(See 

BSSAVAii ,qj­

i)OCUCr 

URENQT 
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Tab le 5 

GUATEMALA; NEW LOANIS OF 11E BAN(ING SYSTEM 
BY ECONOMIC ACIIVIIY I/ 

(MILLIONS OF QUEIZALES) 

1975 1976 1917 1970 1979 190) 1911 
ITEM 1971 1972 1973 1974 


130.4 150.5 1131.505.5 04.6 92.6
AGII ICULTURlE .313.4 42.0 51.2 92.4 90.5 

17.7 10.9 15.9 19.0I 31.0 21.2 27.9
12. 1i 15.2 17.5 10.0LIVESTOCK 1.6 2.,4 2.5 

FOIESIIY AI) FISIIEIIIFS 0.5 0.2 0.2 0.5 0.4 0.5 0.4 2.7 
3.4 0.9 4 .U .1.00.1 0.1 - 0.2 0.2 O.6 1.7

MII1ING 
52.3 52.1 64.1 122.43 122.9 129.3 115.0 149.5 195.0 247.9 242.2 

IDUST flY 
CINS I RUCT ION ­17.7 * 17.0 19.6 27.3 1.1.4 62.9 64.0 66.2 67.4 G9.9 6J.2 

129.6 1:111.5 IGG.0511.2 60.2 95.7 127.3 s
17.8 37.2 40.0 51i. ICOMMEICE 4.9 3.1 0%3.3 5..3 3.0 7.5

2.4 1.1 I.4 1.2 4.5 
I RANSIOI r 

32.3 35.2 54.5 4.6 5.2 9.!i 15.1 21. 27.0 29.2 41.0
SE5NVICES 

25.5 39.2 311.35.1 6.7 7.0 0.5 15.2 15.0 20:4 2G.4
CONSUFI1 IION 

51.2 55.6 17. 1 59.3
13.6 15.5 s1.0 11.6 31.7 26.0 37.4rIlAIsrEIS

5I151k - - - - 9.6 50.1 81.0 7.4 20.0 55.5 4.9 

771.2 010.7 
T 0 1 A L 103.2 192.1 210.0 349.9 300.4 433.4 507.0 579.5 663.5 

.1/ INCLUDES DISCOUNEi) PAPEIRS. 
2/ E.SlIMAIEl). 
SOURCE: BANK OF GUAIEMALA.
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Given its inadequacy of Guatemala's foreign reserves the system is 
unable to maintain this form of support to its industrial cominity. 

Development finance corporations (financieras) are the only
 
financial institutions that make long-ten loans to industry. Therefore, 
lcn--te = financing to mediu&- and s-all-scale industries and to
agrc-indus:ries through financial irnte--ediaries could s-reo'~henexpor - I., -_ the-=- s-".I tr n i h
 
export diversification effort and create urban and rural emplo-.ment. There 
are currently five financieras operating in Guatemala. / The combined
 
assets of these financieras almost doubled to over ten -ercent of the total 
assets of the consolidated financial system between 1977 and 1.982. Their 
share in total industrial lending also rose at a high rate, from nearly .3 
percent in 1977 to over 40 per cent in 1982. 21~af of their investment loans 
were extended for three years, 
and another 40 percent for five years or
 
more, with more than one-half of these loans going to industry. During
 
1977-82, financieras' industrial credit portfolio increased by about 54
 
percent a year, ;-ith their assets groving by 57 
percent annually. Frivate
 
financieras achieved average return on assets (before taxes) of about three 
percen: curing Heriod. -he average return drcDed in thethis However, 
las: four years; it fell to 2.4 percent in 198. The decline resulted from 
a reduced financial spread (orlending rates have not kent up with the 
increased cost of borrowing), increased competition (i.e., the two new 
private financieras were established in 1981) and low credit demand of the 
last two years. 

VI:
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e increasing involvement of the 

In TZable 6. -he largest private financiera, FIASA, increased its loans by 

-a year between 1977 and !982; al-ost doub*ng fro= 1979 to
 
ilV0. "n .:o-: rast to the sta:e-c,-ed C;--NA, which relied on fiscal 
transfers and concessionary foreign loans, FLSA tapped bond sales, which
 
increasez :ro_ about Q 1.6 =i-.on in 1972 to about Q 42 million in 1982. 
".hile bond sales had been made to the public in previcus -ears, the 1981 
bond issue w'as financed by the Bank of Guatemala, which, since i: increared 
int.es: r-tes, purchased bonds at par :o avoid a capital loss to 
bo.-dhoIcer CO*FIN-A'a loan portfolio grew by near!- 12 times from !-977 to 
19S, with the sharL- of foreign sources rising from about one-teth":o over 
twothirds of total liabilities. As a consequence, its debt-ecuity ratio 
jumped from less than 1 in 1977 to almost 39 in 1982. At the same time, 
profits turned into losses. Its rate of return on total assets fell from 2
 
percent in 1972 to 0.5 percent in 1981 and -1.1 percent in 1982.
 

--.. these financieras is detailed
 

Table 6" OUTSTAMDING LOANS TO .-- T SECTOR"DUSTRAL 
(millions of Quetzales) 

1977 1980 1981 1982-/

7ns:itu:ion Q Q % 0 Q 

Commercial Ban's 157.1 87.3 264.6 83.0 277.9 68.5 292.3 59.4
 
Financieras 22.8 12.7 53.9 17.0 127.9 31.5 200il 40.6
 

Total 179.9 100.0 318.5 100.0 405.8 100.0 492.4 100.0 

1/ As of .June, 1982 

Source: Supcrintendence of Banks
 

Financieras are not restricted by interest rate ceilings both on­
lending and borrowing operations, which makes it easier for them to lend to 
mediun-scale industry. Since financieras -are not allowed to accept 
deposits from the public, they finance'their operations through thei.,
 
capital resources, the sale of bonds, use of the Central Bank rediscount
 
facility, and from external funds. 8/ The liability structure of the
 
private financieras changed consid-rably from 1975 to 1982. While foreign
 
resources declined from about US$10 to about USSS million, domestic
 
resources increased from about US$6 million to about USS121 million during
 

8/ In the past, these funds came from CABEI and USAID. 
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Industrial credit levels and policies are clearly related to the overall
 
credit this period. Domestic bonds accounted for 77 percent of total liabilities 
by the end of 1982. In the past, bonds constituted a major part of their
 
sources of funds. These three to eight year bonds (some of them with repurchase
 
commitment) are attractive to the commercial banks because they give them the 
opportunity to invest their excess liquidity. The interest on these bonds is 
tax-free and yields a higher return than government bonds. The financieras' 
bonds yield 11 percent compared to only 5 to 8 percent on government bonds. 
Many financieras' loans are at variable interest rates. The financiers'
 
currer. lending rates vary between 16 percent and 18 percent, while CORFINA's 
fluctuates between 2 percent and 11 percent.
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rest of
 
The high rate of population grow-th projected 

during the 


pressure on Guatemala's development prospects.
the century will put severe 
 13 million,
 
By the turn ofthe century, population will 

be around 12 to 

This uill increase the demand for 
about 60 percent higher than in 1982. 
 -he labo:
 
education and health services, potable water, 

food, and housing. 

a rapidly
 

market will be strained to offer an increasing =-ber of jobs for 


land still remains that can be
 
lrhough some
expanding work force. 
 expected to
 

utilized-for agriculture, further 
exploitazion of land is 


provide neither enough jobs nor 
food for a significant share of 

the
 

the Altiplano.
 
population in over-populated 

areas such as 


a tall in economic growth, employment 
in 1982 declined
 

Because of 


to less than 2.1 million compared 
to a work force of under 2.4 million.
 

The open unemployment rate increased 
from only 2 to 3 percent in the early
 

1970s to 7.8 percent in 1981, and to an estimated 12.7 peraet in 1982
 

Cheap interest rate5 and tariff 
exemptions ncapital godds
 

(Table 16). Because
 
£mports have discouraged more labor7intensive 

types of production. 


of the latter, the competitiveness of domestic supplier industies
 The difficult growth prospects
 
vis-a-vis import siibstitutes vas reduced. 
 more employment per
the creation of 

of the economy give further urgency 

to 

unit of output. The distortions in factor pricing, which retard this
 

longer be Juspified.
no
re,,1 I- ran 

POPULATION, LABOR FORCE AND E.iLO-MEhT, 
1973, 1980-82
 

Annual
 

1991. 1982 Growth Rate
1973 1980 

1973-82
 

otal population, .. 7
 
7,704.3 3.0thousands . 5,870.5 7,262.0 7,479.9 


;orking age population,
 
3,8150. 4,720.3 4,861.9 5,007.8 3.0
 

thousands1 / 


.conmical_1-active 2,308.9 2,387.4 3.4 
1,767.2 2,233.3
population, thousands 2.2
2,117.5 2,128.1 2,083.4 


Employment, thousands 21 1,706.6 

47.5 47.7 0.3
Labor force parici47.3 


340 1.
pation rates- %Z6, 73 108 
Unemployment, thousands 60.6 115.8 180:8 304.0 19.6 

7.8 12.7 15.8
3.4 5.2

Unemployment rate, % 


/ Working age group includes 10-64 age group Tn Guatemala. 

of GDP of 0-6 is assumed­
.2/ T7lasticity with respec Zo growth rate 


Office, Bank sta±t esr3ma"~Source: - Statistics 

Thi Gta1an abr Market 

lo0w capital endowment per wor~erg a -6 
Low GDP -per capita, led to a* i. poor health conditions in Guatemala have 

illiteracy rate, and 
aveage productivity and wages are low; 

characteris­
labor market in vhich The large number
 
tit..s typical of a cou.ry with an excess 

supply of labor. 
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of small far-s do no: provide sufficient emplovent. Man: fapilies earn 

wages below the poverty threshold, and :he labor force continues to grow
 

Labor is, therefore, abundant for low proauctivity urban jobs at
rapidly. 

o; -ages. The expected increase in the par:icipation ratethe :revailing 


of fenales, particularly in urban areas, could straia the labor market
 
. :her and increase unemployme-: rates even more in the future.
 

Labor does no represent a very high cost for Guatemalan 

eployers. Al3though minimuam wages, both in the urban and in the rural 

sector, were almos: doubled in 1980, real wages remained below those of the
 

mid-1970s. Furthermore, surplus. labor and weak unions have tended to mao.
 

The major policy to amel-i-crite thethe labor market relatively flexible. 


existing employment problam'anN to increase the present low level 
of earn­

should be economic e'xp!ns'ion propelled by the more labor-intensive
ings 
sectors (e.g., housing, marketing of artisan products, medium-scale
 

industry, etc.) 

The Urban Labor Market. High population growth in the urban 

areas, migration from the rural areas, and the increasing female participa­

tion rate led to a yearly increase of the urban labor force of 4.3 percen:
 

The urban work force was two-fifths of the total
during the last decade. 

in 1980, and the urban participation rate was 47 percent, 7 percent higher
 

than the rural average. Females represented ar.ound one-third of the urban
 

work force, such higher than the national and rural averages of about 12
 

and 5 percent, respectively. The Department of Guatemala and its metro­

-igrant attraction, since they offer the
volitan area are the main pole of 

opportunity for higher wages, better access to uailities and public 
ser­

life compared to the limited opportunities invices, and an improved social 

rural areas and other urban coi=niies.
 

The Rural Labor Market. About two-thirds of the work force now 

areas. During the last ten years, the economically-activelive in rural 
ounterpart. The main


rural population grew at half the rate of its urban 

export crops (coffee, cot.ton and sugarcane);.have':Z& ied a major share of 

the need for laborfor' the e crops is seasonal,rural employment. However, 
with the greatest demand at harvest time, and employees 	 hired at harvest
 

the year. About

time have limited work opportunities during the rest of 

are only during
half of the small farmers in the Altiplano region employed 


two to four months each year on coastal farms.. Having no other income,
 
for survival. The increasingother small farmers-must'farmthese and many 

rural pdpulation'hasaccess to a limited amount of land sui'table for farm-

From 1964 to 1979, the growth of population was more than twice the
 
ing. 

increase in farmland. Even if all suitable land were to be evenly distri­

buted 7-mong the rural heads of households, the average farm size in 1995
 

than 4 ha, and a farm of that size would be insuffi­would still be no more. 

cient to support a family of five and produce a food surplus sufficient 

to
 

feed 3.5 urban dwellers .(Table 17). The situation is more serious
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farm land and the present use of land
because of the uneven distribution of 
which is not suitable for sustained farming operations. In the last 15 

almost doubled. The area 
years, the number of farms of less than 0.7 has 

by only 69 percent. Hence,
occupied by these subeconomic units increased 

167,000 families occupy only 1.3 percent of all farmland, 
providing them
 

A less well-known trend is the
 
with an average of one-third has each. 


increasing preponderance of farms within this size 
range increased by 42
 

in the total 
percent, accounting for about four-fifths of the increase 

the period.farmed area during 

The Unemloyment Problem 

level of 
Low unenployment rates in Guatemala disguise the high 

rose from about 1.5
The open unemployment rate slowlyunderemployment. before it accelerated

the 1950s and 3.5 percent in the 1970s,percent in 
to 12.7 percent in 1982. However, more than 30 percent of the work force
 

in the 
is estimated to be underemployed, a significant part of which is 

rural areas.
 

to create further employment
rural sector has little potentialThe 

a major export diversification effort, even though
possibilities without 

share the labor 
it has more than three-fifths of the population. The of 

the total did not change
force in the rural sector of about two-thirds of 


from the 1950s. Although a modern export agriculture subsector with
 

higher productivity levels has developed, the 
traditional subsector,
 

by small production units and subsistence levels of living,
characterized 

still predominates.
 

orless than eight hours per week
Unemployment indicates working 


earning less than the subsistence income.
 

The agriculture sector could contribute more to 
employment generation
 

the highlands
in the medium-term. Exploitation of the northern slopes of 

and the Peten area by livestock and forestry, would 
by rubber production 

However, the greatest employment
provide about 30,000-40,000 new jobs. 


creation in the medium- and long-term must come from urban activities; 
and
 

the leading sector must be the industrial and the 
agro-industrial sector,
 

also stimulate
using mainly domestic agricultural inputs. This should 


rural areas. However, it is in the cities,

economic activities in the 

and open unemployment Are increasing and will be 
where the supply of labor 

Industries based on agricultural raw materials and oriented 
most severe. 

could provide a major push to reactivate 
to supplying non-regional markets 

for labor and agricultural inputs
the whole economy, and create demand 

abroad would also 
from the rural sector. Marketing of artisan products 

the population.
help increast the incomes of the Indian segment of 

9(
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Although the potential from significant employment creation in the 
construction sector is limited in he short-term, the Government could at 
least partically stimulate this sector by institutionally strengthening 
the National Housing Bank (BANVI), as well as allowing the commercial
 
banking systenr to provide mortgages, possibly through a fund to be created 
in the Central Bank. Employment expansion in the service sector, which 
accounted for almost half of the new jobs created between 1973 and 1981,
 
would largely depend on the restoration of social and political stability
 
agricultural sectors. However, a large share of the jobs in he service 
drop in foreign tourism because of the occasional violence, has made
 
tourist-linked service job expansion less probable in the short-term. 
However, tourism may contribut to employment generation in the medium- and 
long-term if the political situation improves.
 

q. 


0 
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E Private Sector Organization
 

The private sector in Guatenala has traditionally
 

The major busness chambers
orcan.zed itself along sectoral lines. 

include the Chanbers of Cc=erce., :ndustrv, A :iclu:e, Finance, Ccnstruction 

and ouris=. These ch.ers provide services to their members and have acted 

as pressure croups in dealing with the GOG. Tne organized rivate sector 

:=-ically lacks a unifiec , oce and has little capa~i:y C: interest in 

addressing the socio-economic problems facing the nation. The various 

professional associations also display similar inst.tuticnal weaknesses and 

have a limited overall perspective.
 

However, under the pressure of events the private sector has
 

organized the Chamber of Enterprise (CAEM) which represents all elements of the
 

sector and in actively pursuing policy dialogue with the COG.
 

"" "The Guatemalan Chamber of *nterprise (CA 1) acting through
 
-.also
 

its various operational divisions will actively engage in investment 
promotion
 

activities. This promotion will entail visits to the United States by local
 

private sector 'ambassadors' who will discuss investment opportunities 
with
 

Some of these executives will be
 U.S. businessmen.in their home offices. 


invited to Guatemala to seefirst-hand perspective investment projects. 
Once
 

the U.S. investor decides to invest in Guatemala, CA-M will provide follow-up 

investment services to facilitate the transition to the local business 

environment. 

BEST AVAILABLE DOCUMENr 
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the first project of the CaM Economic Development Division, aAs 


to develop an export proooticn
trading co=pany task force has been formed 

project geared to trade incentives provided under 
the Caribbean Basin 

along with a su=>orting -xport/I-port credit trading companyLniiative. The 

brfioe the gap between the 
faci.i. wIII -provide an institutional-vehicle to 

domestic producer and the foreign. zonsumer. The trading company wi._ offer a 

package of services designed to facilitate t:ade 
and encourage investment. 

mhe proposed Guatemalin Trading Ccmpany will 
provide pre-and post export 

intei _lence, guidance on product desian and development;financing; market 


and prepare export/i=port docuentation.
logistical support 

The cooperative movement which has been supported by AID
 

is one of the few private sector organiation representing the rural
 

ab.... has hindered
population. Unfortunately,- , a lack of adequate management ab;ii h i 

the operation of cooperative (non-profit) nterpri ses. This deficiency has 

limited the role of cooperatives in terms of their contribution to the
 

national economy.
 

BEST AVAILABLE DOGUMVIT
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HONDURAS: Industry and 


A. Suzry Description
 

.1. Gross Domestic Product
 

on the Gros Domestic Product (GDP) are
The most recent year for which data 

in that year, the private
a :ailable for public and private sectors is 1980. 


sector accounted for 82% of GDP, as shov-n in Table 1, below:
 

Table 1: Gross Domestic Product
 

Gross Domestic Product (M Millions at Current Prices)
 
Private % Private
At factor cost Public Total 


Sector Sector
 
387 1,829 2,216 82
GPD 


PriMary Production: 10 670 68'. 99
 

Agriculture and related sect. 10 622 632 98 
48 -00Y ining -0" 48 

Secondary Production: 52 482 534 90 

Manufacturing 3 34S. 351 99 
-0- 134 134 100 
49 -0- 49 -0-

Construction 

Utilities 


325 677 1,002 68Services: 
Transport and Co=unications" 52 118 170 W 
Commerce 1. 264 283 93 

76 72F inance 29 105 
Housing -0- 148 248 100 

Public Administration 98 -0- 98 -0­

" Other Services 127 71 198 36 

Source: Central Bank 

As can be seen from the above table, the economy in 1980 was in large measure 

a private sector economy. Even though over the last two years some large 

private businesses have become more statp owned due to their failure to pay 
off loans to state owned financial institutions, the picture in 1982 was 
probably not significantly different than it was in 1930 in terms of overall 
GDP compositcon and private/public sector participation. 

2. Gross Domestic Investment
 

Following the strong private sector GDP participation, gross domestic
 

investment is also stronc.iy private, as shown in Table 2.' In 1981, the 

private sector accounted for 70% of gross domestic investment, and 90% of 

BRST AVAI[ A3l. 0 UOCUMN r, 
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Table 2: Gross Domes:ic !mvestment
 

( M.i!ion a: Current Prices) 
1978 1979 .1980 1981 

j::? at market prices 1,896 2,2'4 2,726 2,90S 

Gross D-mestic lves:ment (GDI) 512 632 727 659
 

587 667
Fixed capital foration (FCF) L-89 686 


Tora Private Sector 293 371 428 450
 
216 217
Total Pub. Sector 196 258 


Inventory changes 23 45 41 - 8
 

Private Sector Fixed Investment
 
as a percent of:. 7
 

16 15
GDP 15 16 

68
GD! 57 59 59 


FCF 60 63 62 67
 

Source: Central Bank of Honduras
 

Table 3: Labor Force Characteristics
 

GDP Labor GDP per % of
 
(£MillionS) Force Worker ( ) Lab. Force
 

2,228 1.012,471 2,200 100
Total 


Primary Production: 732 598.067 1,223 59
 
1,C64 59
Agriculture and related sect. 692 594,928 


40 3,139 12,743 -0­.Mining 


Secondary Production: ..519 166,956 3,109 16
 

Manufacturing 373 178,786 2,896 13
 
3
Construction 110 34,323 3,205 


Utilities 36 3,847 9,58 -O­

... 977 247, 48 3,948 24
:rvices: 

Transport ;nd Communications 193 29,665 6.506 3
 

Comerce .291 84,541 3,442. 8
 

Financt 94 9,315 10,091 1
 
Other* 599 123,927 3,220 12 

Private/Total -- 82. 96
 
*Includes public sector employment of approximately 50,000, excluding military 

Source: Ministry of laborj Ec6icmfL Plannin Council 

foreign exchange earnings..Domestic pjivate investment is concentrated 
heavily in agriculture, manufacturing, and commerce. Public Sector investment 
is heavily concentrated Sr basic infrastructure which serves as a complement 

to private sector investment. Although there has been increasing public 
sector investment in productive enterprises in recent years, the amount of 

such investnent is small in comparison to total investne-it. The GOH, through 
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mixed capital corporations, is the major shareholder ir.to of the largest
 

investments made in the last five years- the Olancho Forest Corporation
 
(COs:._.0) and the NCEH."S Cemen Plant. I: also has played an important role
 
in private investmen mainly through the National inveszment Corpcration
 
(CO:\AD:), by "issuing direct loans and guarantees, and taking equity positio'-s
 
in z*xed cZp-za! ven-ures. 

3. Labor Force
 

The private sector accounts for 95% of employment (excluding members of the
 
atmed forces), as indicated in Table 3 above. The labor force participation
 
rate is about 27 percent. This .figu"re has not risen appreciably over the last
 
few years.
 

4. Size of Firms 

The most recent data *available on size of firms are published figures from the 
•197.5 industrial census, which are summarized below. The firm sizes wexe
 
ordered by gross producti.un for purposes of compiling these data.
 

Size of Firm No. of Cum. Producteion Fixed Number of Average
 
Firms % (t Millions) Assets Employees Salary (t) 

Very Large 5 -0- 135 94 •3,103 2,652 
Large 95 0.2 252 129 14,673 1,594
 
Medi-- 749 2.0 107 80 18,987 1,029
 

Subtotal 849 ."2.2 494 303 36,763 1,392
 

Small 3 ,0973 97.8 NA NA NA - NA 

.Total 37,822 100.0
 

in ter-ms of numbe: of employees, firm sizes in 1975 were as follows:
 

ber of Employees Number of Firms
 
100 and over . 81
 
50 to 99 94
 
20 to 4-9.: .196
 
5 t-o.19- 478
 
.1to 4 ., 36,973
 

As indic-ated above,:productive-uni-s are ex,.remely smaT.i. -n Dron aDso.Luze ana
 
"relative.*(i.e."copared to*U.S. stanaards) ters -.. 

5. -iva'te Sector Orgapizaions SESTAVAI!LBLE DOCUMENT 

The Honduran private sector has not organized itself effectively to promote
 
the cause of private enterprise development. At present, there are a number
 
of weak trade associations, which are grouped into an association called the 

. duran Private Enterprise Council (COHEP). COHEP is a small, unaggressie 
group which operates on a budget of about t30,000 per year, which covers an 

http:producti.un
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;he major trace associations are the
 

cf Com.erce, the Cattlemen's Association, and the N-atioal
T.hanbers 

"ndral0s:s Oranization. There are Rotary Clubs, Lions Clubs, and Junior
 

a n-mber of c-ties. There is a 1konduran Aerican

C-zbcrs cf Ccmerce in 


Exporters Associazion, both of which are
Chamber of Conr-erce and a Nationa 
across trade association lines, and both of which new organiza:ions that cut 

private sector organization, thehave recently joined COE?. A neu 

?ro-iocnduras Association (P2ROH), received its legal recogn.-tion in January,
 

1983. Also crossing trade association lines, its goals are political as well
 

There are also a nu-ber of strong labor unions, and two
 as developmental. 

large confederations of unions.
 

Given the large number of orgzaizations, it is not unusual for important
 

private sector personalities to nlay .arole in a number of organizations 
­

both as members and leaders of the private organlizations described above, and
 

- private sector institutioms. The latter
 as representatives to.mixed public 

.include the recently reactivated Superior Planning Council, the Zentral Bank
 

Board of Directors, and the Directorates of semi-autonomous and autonomo-s
 

govezment inst-uzions.
 

B. Current Situation
 

in the late 1970's, the Honduran economy's real growth
After good progress 
rate dropped from an average of 7% during the late 1970's to less than 

0.5%in
 

19I!. Preliminary estimazesPfor 1982 indicate that real GDP gro:th is
 
worse.
 

. . 
expected to decline by l%.,t'prospects for improvement in 1983 F.re 


- -.. - With a 3.5% yearly increase
 

in population, GDP growth per capita is negative an' declining sharply..
 

Honduras remains the poorest country in Central Pmerica. Compared to the
 

t565, ninety percent of the 2.4 million ruralnational per capita GDP of 

lOO.
-4nhabitants have a per capita income of ouly 


Ultimately, the prospects for improving living standards depends on increased 

trade, and investment in productive activities. There have 'een numerous 

studies of invest=ent possibilities in Honduras. It is difficult and perhaps 

misleading to deal ith Eonduras':.comparative advantage on afn indust-ry-or 

sector leve, -as the feasibility, for any specific product or investment may 

not follow general -rends.. In general feasibility studies indicate, and 

informed Hondurans and outsiders familiar with .Honduras confirm, that the
 

country can be a competitive producer in agriculture, agro-industry., raw v
 

lunber," iood products including furniture =anufacture, and light assembly
 
"
 industrries: Tourism and mining'hold nromise. 

Honduras has zeveral advantages which favor increased trade and investment:
 

1. Infrastructure is adequate for most types of productive
 

activities and co_-rcialization. Th-re is a good paved primary road network
 

which connects major cities and port facili'ties. Puertp Cortes is the best,
 

BEST AVAILABLE DOCUMENi 
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mcos: efficient port in the Caribbean from Veracruz, *Mexico,to Colon, 
Panama. Electric energy is usually reliable, excepz for a few specific
 
locations, and will be abun.dant starting in 1985. Water is a problem in many
 
lcaticons, but can usually be obtained through well
 

2. Accessibility to major markets is excellent, -.ith regular
 
shipping services, including regularly scheduled air -reigbt, dry liner, and
 
:oll-on, roll-off se.vice and from 7iami.flight time is so 
short that frozen products arrive still well refrigerated without special
 

cargo to The 

arrangemen. However, port charges at Puerto Cortes are very high and 
transpor'_ation, perhaps reflecting the low volume of major export products,
 
tends to be e:tpensive on a per unit, per mile basis.
 

3. Labor Considerations. The labor pool is large and easily
 
tiained, and labor costs are comp-arable to or lower than other countries with
 
whi l Honduras might compete for investment. Skills availability may be a 

problem for certain types of industries and. technical skills, but the mixed 
public-private sdctor skills training institute is willing to provide training 
in short supply areas. Labor unions are strong and the labor code *is 
stringent. However, the labor unions are mature by the standards of 
developing countries and bread and butter issues -redoninate. W.e believe that 
the labor code-is applied fairly a-d consistently by developing country ­

standards. A sutmary of the Embassy's Labor Report is -attached as AJnx A. 

6. Prices and Taxes- Prices are n.ot controlled except in the case
 
of three or four basic foods and petroleum products. Income taxes approach
 
U.S. rates but the progression to the top rate of 44% is more gradual than in 
the U.S. Import taxes are generally high by comparison to developed country 
standards. There is a 1% export tax on all products except traditional 
agriculzural products, on wh-ich higher taxes have been imposed. Royalties are 
charged on mining industries. Outside these taxes, the tax bite is low. 

5. Financial Services. Honduras has ample financial services. The
 
banking sector consists of 15 private banks, including branches of three
 
foreign banks, and three specialized public development banlks. In addition, 
there are a few small finance companies and several large and well established 
insurance and financial services operations. The quality and sophistication 
of these institutions is better than in most developing countries. 

6. Cotercial Og--anizanron. The co'untry's .commerce is almost 
wholly in the-hands of the private sector' and operates in a competitive
 
environment -with ninimal government regulation and iate:ference. 

7. -Government Policies. Successive governments have been 

supportive of private. investment in Honduras. Foreign and domestic invest6rs 
are -afforded.equal treatment -under the -Honduran constitution. U.S. -firms have 
been enZaied -in-p-fitable onduras for over a century.- The
endeavors in 


present. regime has-strongly encouraged private sector development. it 
recently initiated negotiation-of a-Bilateral Investment Treaty with the U.S., 
and has requested that Honduras be declared eligible for western hemisphere 
treatment of conventions. .:Whatever restrictions on investments and trade 

ES OCUMENTAAIABE 
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exist generally result from the regulatory climate more than from the legal 
the fo= of lack ofstructure. The difficult regulatory climate usually tal:es 

coordination and conflicting goals by GOH agencies. 

7he r-aSS S I'll 7nvestment Climate Statement, which is a-.tached as Annex B, 
contains an anple descr-iption of goverrment policies and attitudes toward 

private sector development and foreign investment. The generally positive
enVirnc,7en: has occs.ona- been dampened by abrup poicy changes which 

dampened private investor enthusiasm (e.g. nationalization of timber in 1974; 

limitations of the size of private agricultural land holdings in 1975). 

HoVever, such occurences have been rare and government policies have been 

remarkably stable over the years. Honduras is conservative, pro-business, and 
pro--foreign investment. The military and business elite represented by bothtne NarinnAl nna 7,inerai nartipq-iz -, '1~v t--~~ ti renain 

-OutputC Cnstraints- to'In.cre-as ed 'Production , -nTment an -­

!. Long Te= Constraints to Development 

a. Li=ited Markets " 

Honduras' limited domestic maret -and high.ependence on. a few major ezports 

(coffee, bananas, beef, and lumber) pose a serious constraint to its long terz
 

development. With a pcpulation of 3.8 million, most of whom are not really
 

part of the country's econo=ic mainstream, and a Central Anerican market of 

some C0 illion people, there are limited internal oppor-unities for efficient
 

production of many basic products and consumer preference items. Furthermore,
 

export marinets for traditi nal crops are "affected by world overproduction and
 

st.rong competition. For example, coffee e::ports are li-ited by e::por-: quotas, 

and zhe niar~et for bananas is .controlled by a few major firms. Lumber is 

produced all over the world and high transportation costs from Honduras limit 

the markets within which Honduran producers can be competitive. 

Prices for the-country's principal agricultural exports
 
mal<e Honduras' economic growth susceptible to the vagaries of 

international com-odity markets. Honduran manufacturers have increased their 

penetration Q. the Central American market somevhat over the last twenty years 

but the country is the least involved bf the five in the Central American 

Common M.arket as measure6 by share of imporrs or exports. Although Honduras 

withdrew from the common =arket in 1970, it has negotiated bilateral 

commercial agreements with the CA21. countries which parallel CACM trading 

preferences. Over the last few years, this =arket has contracted severely due 

to declining demand, problems in clearing paycnts, and increasing barriers to 

free trade among the Central American countries. The U.S., Caribbean, Asian,
 

and European markets for -non-traditional products have not been-exploited 
effectively to date.
 

BEST AVAILABLE.DOCUMENT 
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Develonmen: Strate-y and Goern.en- Policies 

The Honduran cconc-y has hisorically been conservaz'vev eanaged
and has
 
CaC%fnn o C"-y o''ec a r-"%ate ente.-rse oe
 ;. "hen Hcncuras entered the.. .Po,an -nr sus uon Fro:ec:z!ni-st ceveo.t str-tegy
n.t.r0l> fo.2oed. !uch of its industria! sector has developed under sDecial:ncen::'.e adented by Zhe ZAC. The eas.. i r-:were OPpor:untiesex:ci:ed lone ao and regional deand for basc products is be
 

However, 
 groun up under the pr-zectiis- mantle, :he country's

indus-rial products 
 are not very ccmpet r;e outside the re.on. 

The CO' iiinated nos L of its traditional investment incenzLves in 2981part of an overall effort :o reduce its 
as 

budge: defic4:. The incenti-,es had prover. very cost]} -o :he sta:c and t.ere hard to ad-irL ter fairly. Acommission of GOH and private sector representatives has recently prepare! aev draft export i-ncentives lw vwhich is intended to pro%'ide few inccnti'es,simplify their administration, minimize thei7 ultimate cost lo the stz.te, andreduce :he bias "in favor of capital intensivI:-. Th" Ministry.of Economythe Honduran Exzor:ers Association have reoues:ed ::clnfcal assis:ance frcm 
and 

A.T.D. to help them analyze -the-draft law,. The Mission has requested­proosals fro- U.S. firms 
to provide. this assistance, ,,.-ich willfrom PD&S. u.,ds_ - hisassiszance-is expecr-ed be 1inancedto contribute-to adoption of ew 
e::port :ncentives .ieg:isl:ion d-"ing 1983. ­

- ._. .. - : . . ,-:. ..-.-". .-- '- "- - . . . ..­
a::dditio.n to° -ncenzves, the country' salreadS; aoecate infrastrucfure 9u~tbe bettcr--tilized fdr productive activities. I.proven!ent of the country's

:ree trade zone svst-e is needed -o ttrIact foreign investment for e::port 
)perazions, and the feasib ­lity of establishing free enterprise zones 
:oriented :ow.ard domestic production) needs to be further studied and
.mplemented if feasible. In addition to the usual benefits from such zones 
-
3uty free imports (for free trade zones), and 
a simplification of bureaucratic
-rocedures ­ their improvement could help domestic and foreign investors alike:o overcome a major. constraint to increasing investment at 
present - the;hortage of foreign exchange. 
 This problem and its manifestations - import)ermits, long waits for foreign exchange at official rates, and delays in)roduction and shipping ­ are creating serious difficulties for most private

;ector firms at prasent.
 

free trade zone now operates in Puerto Cortes under the auspices of the
!ational Port Authority. It adjoins the country's major Caribbean Coast port 
.nd the six firms that now ope.-ate there are highly satisfied with the
acilities and the management. There are nine additional unoccupied factoriesn the site, and ample room for costruction of additional facilities. The one has not been promoted adequately ai.d has not attracted the kind andagnitude of investment,expected. 
The Port Authority is now requesting offe'rs 
rom U.S. firms for promotion services. 

he law which established the free trade zone 
in Puerto Cortes also authorized
stablishment of similar zones in five other towns: 
La Ceiba, Tela, Amapala,
zoa, and Choloma. 
 The Port Authority is preparing plans for development of
ree zones in these sites. As well, the Ministry of Economyi 
has indicated 
nterest in exploring further the possibility of urban enterprise zones in.la.d areas of high unemployment, such as Tegucigalpa, San Pedro Sula and 
ioluteca. E AMBS AVAIABL DOUEq
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amongIn the early 1970's Honduras unde:-en: a populis: experizent involving, 


other things, the creation of a number cf paras:a:al enterprises. Much of the
 
period 'as governent sponsored or


invest:en: that toolh place during this 
Large anounts of exte-rnal debt were contractedenjoyed governent guarantees. 

a break zith tra-ticn. Ccr::ortez 'v:h the
to fInance these ventures--also 


economic" realiLies of the 1980's, these policies turned sour.
-political and 

Thus far, the parastatal institutions remain intact. CO,1._ (the A'ational 

investmen: Develpment Corporaticn) has ceased financing neu projects, but 
Thdeed its ov.ership shares ofretains o,:Tershi: i. a number of ve.ntures 

increased as loans have been capitalized in lieu of 
some installations have 

COHEEDEFOR (the National Forestry Corpora:ion) continues to
repayment. 

policies inimical to
dominate the primary forest industry with pricing 

Banana Corporation) retains an activeconservation. C01MINA (the National 
role in banana .marketing. 

C. GOH Service Operations 

There are a number of services now provided b'y the COR which coui he n-m4A
 

much more efficiently by the private sector.
 

(i) Grain Storage acilities
 

Most of the country's grain storage capacity is in the hands of the Honduran 
not well m=naged andThe facilities areGrains barketing Tnstitute (Th--). 

lose money for the Government.
 

(ii) 	 Olancho Forest Reserve 

by the olancho Forest
bei_g devalcped

This major forest rese-re is now 
Corporatic. (CORINO) - a 96% state o,-ed corporation. devel for?artiNl T .
inf~rstruture a4nd a ,awi l' " has been obtained from IDB. To fully dcveiop the 

reserve, an additional state investment of several hundred million dollars 
past exprienCe of state

will be needed over the next 15 years. Given 	 the 

owned and run productive activities, it is doubtful that CORFINO will reach
for a large and 

financial self-sufficiency. The-greater prospect is 


*'ontinuing drain on the treasury. the major planned
The recent Presidential Agicultural 
.iission raised serious doubts about 

the. feasibilitY of 

a pulp and paper mi.l.investment -

Services for private Sector Development ofd. _-GOH Support 

the Industriel, A~ricUlturcI, and Forestry Sectors 

r, : the country's industrial,The Thmo-Go • ... . La -- cial and technical assistance 
m:1-ni :he-.National­

, • 	 fromz three large Cutonor,,Oussector conesagricultural, and fo-estry 
n C ....-_e • N.,-!nvestment.CrPor-i.or.gizaiorLs:r The.Naioca! 

riculiural Developnent Bank (BANA.DESA), and tbe 1:"ndura- Fcrcstry
Develior.* Corporation (COHDEFOT). Each of these organizacions has been 

---. the -!eto piayofin itstheprojected byvital proponentssignificantlY less successful than 
tp-.h
the 1ha- a _:e.-t.lcreation. Yet, each of 

ntry ' sdevelc--ent • 
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(i) CONADI
 

CO.,I.should be 
the major source for mobilization of equity capita! for new
and expanded indus:ria'! ventures. 
However, during the las: 
seven years it
made number Of poor inveszmen:s, took over a nuiber o: 
faiiing enterprises

inwhich it 'had an interest, and ended -p unable 
1c zv some S200 million in
deb:s to Lts creditors. At present, it is making no 
new loans, but
concen:rating on collec:ing or. its delinquent por:f-cl.io. 
 its de*ts are being
rernege :~.:deed The .-. s consiceri-g several plans for getting CcXADI
 
reorganized and ready t,. function again. 

BA ADESA should be a mzair lender to 
small and medium farme-s who cannot get
credit and rechrical assiszance from comercial banks. 
 However, in its
32 years of existence (30 as 
BANAFOM, 2 as BANADEA) it has provided minimal
attention to 
small farer needs and'has invested a major portion of its
resources in industrial operations such as sugar bills and a milk processing
plant. 
 It-has detapitalized several times, and was recapitalized most
recently in June, 1982. 
 BAN/DESA has requested AID financing consistently
over 
the lasz :w years. 

be 

AIDhas sent BANADESA a list of objectives that must
reached before any consideration would be-given to 
providing additional
financing. 
 These objectives include shedding its productive activities,
implementing a regionaliza:ion program, and collecting an appreciable amount
of its delinuent debt. 
 .NADESA appears to be making some progress, and may
meet the objectives within the next year or so. 

(iii) COFDEFOR
 
CO.DrEGR should be primariya regulatory agency, with the special functions.of reforestation and fire protection, to ensure 
sustained productivity ofHonduras pine forests. 
 However, since its creation in 1973, 
it has been
primarily involvcd im =arke:ing lumber exports and operating sawmills. 
 in
to 
 cou-agi.. priI.a:e in'estment ir :he forestry sector, it has,.done a poor job in its.production and marketing activities. The revenuesprovided to the state have fallen wa' short of expectations. The recent 

- Presidential AgriulturalXission-recmmendea a significnt restructuring of-zlie forestrv sector, including xhe.eco-cnda:ion that COIHDEFOT e out of the 
marketing business.
 

The limits of the import substitution and mixed public/private development
strategy, the strong dependence on external capital flows, and very limited
efforts to mobilize domestic capital for investment and production purposes
became apparent some years ago. 
Recent problems of political and economic
stability in the region and world economic conditions have caused them to
become even more obvious. Although the private sector model is espoused by
policymakers and businessmen, 
 habits regarding the state's role in.
enterprise are hard to change. 
A serious attempt to develop appropriate
policies through which to foster econcmic grou:th in the changed situation of
the 1 980's has not yet been made. ,The lack of appropriate policies,of a
consistent rgulatory climate, and-ffecrive GOu adminstration of economic
development incentives is a major long tem ccnstraint to increased trade,

investment, and economic development..
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Socic-cultural and Hunan Resource Ccnstraints 

7ith regards to the three zajor elements of entrepreneurship - energ:, 
..nitiatixe, -n zm .a: ion - Honduran perfor.an:e is Mi:ed. Relatively few
 
1:onduran companies 'have enported "successfully on a sustained basis. Knowledge
 
fthe .S. =nar -et and mar:e::ng kno-n.7 are vi :-,2_1v ncn-ex sZent and fe


Honduran cczpanies have.successfully penetrate4 -he .S. -arke:. Products 
-tend to be the sa=e year after year with "nacequa te attention to product 

design and consu r tastes. he private sectcr has tradtionally sh
 
jo:int ventures :: cutsi6e investors. Despite a large number of 
organlza:io-s, it has not organized effectively :o p:om te the cause of free
 

enterprise, promote the country's economic 6evelopmen:, or provide services to
 
the business co.unity.
 

Neither the private sector nor the Governzent has made a serious, sustained
 
effort to attract outside inves tors to the country, make them feel welcome and
 
ease their problems in obtaining government permits and classifications.
 
Q~ize the reverse, obtaining normal permits, etc. has often taken much too
 

long and has discouraged many potential investors. VWhether this will change 
in view of the serious situation in which the count-y now finds itspIf canno. 
be predicted with certainty. The silent resentment against foreigners and 
covert resistance to them as neighbors and competitors may speak louder the 
the overt positive, pro-free enterprise attitude now emanating from the 
governmen: and the private sector. interestingly, however, resident U.S. 
investors in Ponduras feel strongly that good investment opportunities here 
a*bound. The problem is nair-y getting through the front door. 

Honduran entrepreneurs*are often high on enthusiasm, but short on talent and 
follow through. They do not appear to have the sane drive as their U.S. or 
even other Central American counterparts. One well-iiformed observer has 
described Honduras' entrepreneurs as exhibiting a grocery store mentality in a 
supermarket world. Their experience as entrepreneurs is largely empirical. 
The major industrialists, for example, are former merchants -ho moved Ento 
industrial operations during the last generation. 

Fonduran entrepreneurs and top executives often define the lack of middle and
 
upper middle level management talent as a serious constraint. However, the
 
entrepreneurs thenselves do not make the best use cf the management talent
 
available in the country. In general, they.delegate little authority, and
 
rarely make such delegations explicit. Even with good training, often
 
acquired at great expense in specialized schools and universities in and
 
outside of Honduras, managers do not gain'sufficient on the job experience in
 
decision naking due to uncertainty regarding the degree of authority delegated
 
and their hesitance to tak:e on responsibility. The resulting dissatisfacticn
 
encourages rapid movement of managers from one job to another. This
 
strengthens the highly centralized decision making process evident in most
 
firms, uhere almost. all decisions taken directly by the boss. In sum, it
 
appears to us that the attitude and capability of entrepreneurs, tup
 
execu jves, and mid-level managers may also be an important long term
 
co.stalint to private sector developn.ent . no:able exception to all of the
 
above is the San Pedro Sula business communilty, which includes a good number
 
of energetic, talented, and dynamic entrepreneurs.
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From :.-. Sb.:~, -: crna sr-...!r -> , a= .. 

!f.aobconeitionsrm..... C, rna s ta. r1-.. ernal 

ccmbinee to help icnciuras e::perience c-e cf its fe-; periods of rc.ilus: economic 
.ro,:. The strong performance cf the economy -as rg'e2V fuced by a 

er adramazic rise in coff ee price s, 6'he recove. Cf Zn 7 0 dUct on a 


&rriccne in .,.cr iracreasn$r t,ari:rzo-. ' n.
2SK17, thne 
t- - an e S E :- rce c e C:: i-_1a cC, v f - r e- 7 :r . . 

Since mid 1980, however, a rapid deterioration of the economy has tZaKer 
place. The precipitous declinc in coffee 'riccs from their 1977 peak combined 

":ith soft e: port markets fo: its other tropical agricultural products, 

worsening terms of trade for its principal products, the turmoil in Central_merica, andthe or.d;'ide liquidity sqoueeze have contributed to a strong 

dot,-ward trend in investment, production and real per capita inccme. Hondur 
severe recession and prospects for a 

presently finds itself in a moderaze tc 
near future are not favorable.
revival in growth in the 

Despite its recent disappointing growth rate and recent 
import transaction
 

the Central Bank, Honduras remains a relatively open
con:rols imposed by 

for an average of 

econc-y.- Throughout the last decade, exports ;-_ve accounted 


o;, -hi1e imoorts have increase6 their share fro- an average of 32
 
0-. 


the first half of the decade to an average of 39% during the second
dur.n 

half. Yet, despite the country's comparative advantage in producing its
 

is needed to finance the
 
principal export crops, a large increase 

in e:-.por:s 


external resources, such as fuels, capita!,equipment, and the technology
 

required to diversify the econbmy's production base.
 

?resent economic conditions - the uncertain climate for private investment,
worsening balance of paens, large government fiscal deficit, and, sizable 

reduction in loans to the private sec:or in real to-s through the banofig
 
system - are serious constraints to reversing the pres.ent stagnation of the
 

ecor.m'/ in the short run.
 

The Caribbean Basin Initiative (CBI).is expected to provide significant
 

incentives favoring the growth of exports.from basin countries and thereby
 
'Honduras is ill-prepared to take


facilitate increased trade with the U.S. 


advantage of the ",enefits fcr exporters of Basin countries that will result 

from l:e CB!.. Sc-e of the key constraints to increasing exports are a lzck of 

kno'ledge on the -art of potential exporters about the world marker 
difficulties in ;rodut design and - .­

recuire=.ents and conditions, 

and inadequa:e expert romotion arld services.
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.. O-URAS - ?-? 7_PO-:1982 

Posicive political evelopments buoyed the fortunes of labor during the past

year. For the firs: tizle in 18 years, londuras re-urned to a fully
ccns:izu:ional, civilian and democratic rule. 
 The installation of Dr. Roberto 
Suazo Cbrdova -s ?reside-.: of the Rep.L;ic on January 27., 19E2 capped a two 
year political process which w:as guaranteed by -he military and staunchly
supported by labor and other ddmocratic sectors. The Suazo government's deep
co.imrent to administrative refo., its democratic outiook and dedicazion to 
a corruption free goverrnment, served to strengthen the labor sector
 
notwithstanding.minor slippage, in total e--plo-ent caused 
by a continued
 
dounturn in the country's economic performance during 1981 an6.lS2. 

The ranlhs of organized labor decreased slightly during the year. General
 
cec-ine in business perfor-ance, characterized by some plant closings and
 
layoffs, was Jargely to blame.' A sigaificant shift ir the composition of_
 
labor federations occurred with democratic OJiT-affiliated federations
 
suffering significant losses- to 
both the General Workers Cent-ral (CGT -

Christian Democrats) and -the United -7edera,:on of Honduran Workers (FUTB 
 -


- r::ist dominated).
 

TeHonouran economy continues to be sluggish vith real eccnomic growth a­
less.than 
0.3 per cent for 1981. Estimates for 1982 demonstrate that real GDP 
gt w:th will decline some 1.4 per cent w.-ith only a modest increase e:pected in 
1983. 
With a 3.5 per cent yearly increase in population, GDP growth per
capita is nega:ive and declining sharply. 

Unemployn.ent and inflation increased in 1981 and 19S2 and continues to plague 
labor. Official unemploy-ment and underemployment statistical figures suffer 
from poor cr non-ea:istent data procurement practices, and generally belie true 
economic conditions. In 1982 the GO!! did not act on raising the minimum wage
hut did i-ple-ment a controversial cons itutional a..-endment providing a "7th 
day's pay fo- 6 day's work" and a "13th month's py for 12 month's work". 
This measure provides an effective increase in salary of 25 per cent for
workers who -,,ere no: zlrea.y contractually .entetled -to this benefit. V1age
ne-otiations in the private sector resulted in simi-lar increases. 

The democratic confederation, the CTH, maintains good relaztionship with
 
President Suazo and his economic cabinet. During the past year, the -1inister 
of Labor has forged closer ties-w-ith the CGT and FT. The private sector" and 
labor e::periencad almost harmonious relations in view of the "off" year for 

-agreemens.: .Fe.y major. strikes occurred &;ring the 
year. Strikes which occurred were generally politically moLivated, albelt
 
includinh ostensible. economic demands. 
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-.. t.4- a fraewor ofovement cont.inues to functionn,:-r ,:abc: 

-- speech, press a. assembly -- which arc generally:asi: freedo.s 

Trade unions sparn the ideoiogicaa spect:um a7 c no over: 
res eC:ed. 


A pro-Soviet trade union 
,overinten suppression has beer. detected. 
federatic- :orned in 198! continues • to thrive. 

A si.nificant 
Honduran labcr increased its international exposure. 

Mnz-ber of labor leaders attende'd numerous 
training courses and
 

Leading Honduran labor figure and
 conferences throughout the world, 


former FESITFR"H president C !eo Gonzlez was 
named to the executive
 

the Pmerican Institute for Free Labor Developnent 
(AIFLD).


board of 

the West Ge.an Friedrich 

:ncreased activity on the part of CLAT and 
office in Honduras -- was also 

rr -- vhich opened anFoundation 
evident.
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"TA :',,'""1YS2 1NST'A CL " "TN7., 

HJNDURIAS 

Hnduras has long mainta:ned an open 0oor po, icy to* foreign 
investent. U.S. v been in endeavorsfins \,e engage6 proEi:able in 

Honduras for over a century.. Su:ccessive goveraS-ents have reoeazedl y 

enuncia ed the .esire for in.Cease-i parSiECaCoi i, the 

development process. Foreign fir s are widely viewed as a source of new 
capita2, export earnings, technology and jobs. President Rocerto SuaZo 

on a number ofCordova," inaugurated in January 1982, has indicated 
occasiors that .iis gove-r-nent encourages invest.ent, both domestics and 

-firs-- toforeign. His Ad3inistraticn has worked constructively with U.S. 
save jobs an, ma.imize the use of scarce financial resources. 

firmis enjoy nationalUnder the Honduran constitutio, foreign 

tr7aa :n t .in t fi rt a- orhtrloivatic.ns. Also, the 1928 
U.S. /Honduras Treat- of. riendship, CoM= rce and Consular Rights-pDvides 
for Mos: Favored Nation Treatment for investors of either party.- Foreign 

c o :anJ- in Hon.tura provsionsnsa cf the 1.2 ..:raIin 
Cc:nmercia! Code and. to the same tax laws as domestic enterprises. The 

7naus!r E, tourism, mining sectors be.agricultural, and it :ro 

i ,eteswhich are available toestablishe 's ince 

o.eign and domestic investors on an ecual basis.
 

vr 1-egally z 1) 5-

rosuit.lhate\?er restrictions on invest;ont and trade exist generally 
rather than the legalmore from,-~~~~~the iinformal. . .regulat6-/.... ~~climatee ti. an--,,,.....

ST' L-u:e. "Th11S is a situation1 tlat b omstc ndfoeign firMS !--ave 
to contend iih. As -the Honduren economy has grown in size and 
co,.pexivy, the gove-nment's role has also increased. At times growing 
pains have occurred, showing up in the form of lack of coordination and 
conflicting goals by relevant agencies. However, such problems usually 

are overcome by Honduran pragmatism and infornal t, , hich enable liberal 

.Case '". case Application of those laws that.might otherwise restrict:foreigen. investmenit. 

-- ,raphical, culturally, economically, .and politi.ca-i l, ionuras 
is ,-,Acpai. the Atlan.tic. longoriented toward ?I It has 2 tradition o 

w 

friendship wizh the Un3ted States, ":nphSi:%1 by President- Su rs.
 

ano acordial reception b),:-President Re.gan in .'Washin on in. July 1982 
1S.reciprocal visit -by President r.tagan to HOnduras n.De. :eiher 

7erican oresence. in Hondur.as is gener ally regarded as a positive- factor., 
bot in rhe ruc'2. a: , p3ii'te-sectcrs. 
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at value$3 milonof directC"r "7ortune 500" companies-n Honduras isestimated U.S. foreign investment United
The book 


estiate6at S230million. 
s anC Cookze, CcratiCn, and Texao haveCastle ,.r.X --

firms

i :nificant instal'lations in Hnduras, ranking among the top ive 

In total, there are 125 'firms, si diaries,
i t he count-7. orrepresentatives, dealers, 
ana afriliates in Honduras, not coun:in; 

licensees. 

.ts sea:e, its scphi:a..oGiven Honduras' de-,,ratJc goverrlent, 
trainale work 

vrivaze sector, its willing, deoenable an± em:nently 
force, its excellent climatic conaitions suitable for raising and 

and geographical
agricultural crops, its

-Processing a wide variety of 

be one of the keyshould
proximit) to the United .States, Honduras 

the Caribbean Basin i-itiative.beneficiaries of 

The second largest countny in Central kmerica in te.-ms of land area, 

onduras is mmountainous and. sparsely populated. it reports the -lowest 

tper capita Goss Domeszic Product (GD. ) [S$565 \'orld Banzk - 19S13 in the 
has :.adein the Vester= tiesp"rere. Honduras

regiLon, and second lo est 
the three .tecaes o de,elo-, c-reati much of 

virzo-ous eforts over last 
t11he basi physica- infrastructure and -versafirNg its econO-.) a\.av rrcm 

Paved highway mialeage has increased sixteen fold 
ba-na mono=-u!tur.e. 

to a mIber of previously remote 
over the last Z0 years providing access 

areas.
 

A 270 megawatt hydroelectric project now under way will supply 

abunian el::r-c:=Y to the cot."When Cc:,-e--d in 10S6. Under tile 
electncity to irdustrial users 

current rate structure, the cost of 

to $.0516 per 11%-H, depending on the quantity used.
 

ranges from $.0496 

ror commercial users, the coriesponding range Js $.1214. to 

$.0701 per KW.H.
 

located at Puerto Cortes on the Caribbean
 
1 ooern port facilities are 


d a onside.co e s -- and San Lorenzo the 

has resn:ed on a new Csribbean port at Puerto
Pacific side; construction 

nowCastilla. Internaticnal telephon? arnd telex' service Is readily 

ivailable; ..... 

The --Hondurah ecoiomy- ' 2 essenti.: agricultural. It is. 
which accounts

characterized.-:by -a substantial foreign .trade sector, for 

*mire than 40 percent of GD?. The private seCtor do-.inates the economy,
-

al .. h-thee )..-as lareamount of government o -overntm-gu r.nteed 
-- 15 percent of GID?

the . "A smalindusriai sectorJ7nvestment in 
has- deveicpee rapicly.-in tfhe ,past-t;,.decades 'producing goods mainly
-- .ing countries. Grains 

m ;.hct aq for expCrt to n.eig .....
for th6 domcstic 


blysmall and
prc.due- -- \argel holders occupy
for corestic consu', tion are 

under

t"he -- majority of the caltivatPd land area. orestry lands are 
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governmiient control, and only the GOH Forest.y Corporation, CODEFOR, ma% 
e;:ort lumer. Coffee, grinn in the moujntains, and bananas, from the 

river vallevs, account for half of Horiduras' ex:=rtcoast afid large 
earnings. Other exports are lr-*b)ero meat, cotton, mineral conaentrates 
su ar, soaps and detergents, cigars, tobacco, fruit 4uices and preserVes, 
textiles an& apparel, and wood products. Continuing efforts are being 
made to promote n,.tadiio!l.indus tries for both export and domestic 
markets. 

The United States is Honduras' principal trading partner, taking more 
than 55 percent of its exports an, providing 43 percent of its imports. 
The United States is also'the country's main source of co.%me:cial bank 
credit -and its. largest bilateral aid donor. Leading imports-* are 
petroleu,..nemicals, capital and transportation equipment, and consier 
goods. Despite •continuing b~lance of pa)ments deficits, in which 
petroleum costs f1u2e heavily, Honduras has thus far *suzceeded in 
maintaining the value or the. Lempira at its historic rate of two-to-one 
in relation to the U.S. dollar. Traditionally, theie have been yir-tually 
no iyedimennt7 to obtaining foreign exchange. However, exchange c6ntrols 
requiring lic.,nsing and a prior deposit for imports have been imposed as 
a temporary measure; the GDH is comr-nitted to ending them as soon as 
possible. Public sector external del= totals $ 1.5 billion; four-fifths 
of this figure 	 is on highly concessionary temts to international finacial 

"institutions: he. balance is to co"mercial bcn,.:s Less than 10 percent 
of total -riv'ate seror debt is currently being resheduled. Private 
sector foreign debt is currently estimated at S30u million. 

Honduran economic policies are generally straightfon,'ard. Price 
controls were eliminated in early !P82 on all but ":a oo:e bhasic 
items: powdered milk, eggs, bread, medicines, fuels and transit fares. 
Price supports exist on domestically produced basic grains, sugar,. and 
cement. Most interest rate movements reflect ihternational financ.al 
market tren-s, although there is a ceiling on lending rates. The zax 
structure zonsists principally of levies on foreign trade transacticns 
*uple.,eptte6 by a 5 percent sales tax anc an inco;ie tax with 44 percent 
as the 'h ';gest marginal rate of taxation. The tariff regime is intended 
primarily as a revenue inztranent. 

Al--hough -now,-Puch mote -greatly diversified than even 25 years zago, 
the Honduran econ-5 .remains vey susceptible to the vaa ies of world 
commo.di-ty markets. -After f-our- yeprs- of -unpreccdented-, real grow-th 
axeraging over7. percent per year in the late !970s, Hnduras entered a 
period of sharp economic decline in.1920 as a result of soft. world 
marke-s for pr:.mary prouts, a severe sorta-gne cre"it, high interest. of 
r.tes, and Jlgh petrolcu. costs. . 7-he depressed state of -hi world-sugar 
m;:.rket comounded by the imposition of suzar ountas by the U.S. in 1982, 
a,,.,U its Internathonio Coffeen quota, at a timea oecroase, in

when production of these co..Tmoties ; 	 have dealt-.	 high, 
,ar icularly severe blows to the Honduran ;_ oo.. 
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.Real grotth in Gross Doestic Product (GDP) was iess than 0.3 percent 

in 1951 and will iil:eiy be negative for 1c On:-y modest "provem e- t
S VorgronTe0.is foreseen The inlazion rate wPS 

. to 
19SI and 1982. The r nulCor real DP is,)tin-fo _;- T -hereturn f~) 

s ;,htly above S percent in 
Presi.ent Sua:o Jn January

-on:-.,-" rui th the incu u--f'of 
in: viewon busines: ccfiden-e. Ho:ever.

1S2 has had a positive effect 
ih has so far been

of loan money and high interest rates,of the scarcity 
dif.icL"t to convert this positive climate into tangible 

accomplishments.
 

C. POLlCIEBS .,ARBD INVST?,N 

national treatment of foreign
The Honduran constitution provides for 

there are a number of legally establise-- investent
investment. Also, 

investors (see Section D).
incentives which are available to f.oreign 

some areas -- broadcastinfg, distributorships,Fcreign participation in 
l-nber, and fishing -- is restricted by the requiremenz that majority 

With a few exceptions, the 1975
-o;71ershi be held Honduran.nationals. 

of land an individual or 
Agrarian Reform Law limits the 2,oum=t 

The amount varies from 100 hectares (247 acres) tocorporazion may on. 
on location and other physical

2,000 hectares (4,942 acres), depending 
o oiactors, such as irrig~tion. Also, nzoyownans ,ay 


.boundaries -- including mariL'e
 
vz..:hin 40 kilometers of naticnal 

in urban areas. In general, ho;.:ever, there are no
boundaries -- except those
sectoral or -eogra p.al preferences or restrictions other than 

to port

suh practical considerations as proximity

dicta-ed by 
facilities, climate, etc. 

or corporation is a procedural mater withpartnership sM--:Formation of a ; ' ' H..oeVe business,no spe:ial -:. Fes'r to foreigners.applied 


i.e., equity capital of less than $25,00-0, is reserved to Hiondurans.
 

Resideny per.Mits are readily obtaine,.
 

of activities.Licenses and permits are necessary for a wide variety 

GOH adinistrative as vell as legal procedures are reputedly not imrurne 

These can be employed to restrict, access and are often a 
to inzflence. 


for the inexprrienced foreigner.
frustrating, zin.e cons'.ming process 

limited to
licens.g by professionial bodies is, in practice,Occupational national forestry .aut-hority,- licenses 

--,naios. ni3E.,R, -the. 
applied

*i* rking fcirms -under. procedures -wbich-seometies appear .to ..be 

unevenly. ­

in nionauras are subJect to the provisions
Fore.ign comoanies operazing 

o= the sme a-S o.mestic enterprises;the country"s co~~ce-, 
sam.e z,ix aPws once the period -of their

likee':-'i they are subject to the 
expired. At present,for.spec.izl.iivestment...incen' 

i\:es has S.elipibillty coorzinated in;:estmant screening is 
there.pre.no foral, 

Joint ventures enjoy the full protection cf H-nd-ra, law; h,',ever, in 

51 percent of- hc capitain""'" D ' " f i'! pratice this 
most cases 

is not a problem. . ,
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In theory, tiiere are no restrictions on the remittance ot royalties
 

and dividends abroad, although divi" ponresident foreign
 

investors are subect to a i percenz tx rate versus 10 percent for
 
is to
nationals and resident foreigners. The 5 percent dferential 


OtZ DaVn' inlcoe tax on Civicend
co:.ensa-te for nonresident £;or .e7S 

searL ZS. However, the country 5ufered a sev'ere ro in export earnin 

in 91K wVhich, by the end of the year, produced a sulbsantial backlog of 

unmet recuests for :creign exchange. Thegn ~e.,c ze.̂ responded0,-,.e r s Lgo\ernmen:,,a- practicalwith broad 
resultoccntrols on imports and access- rein el 

or the tempora-r foreign exchange controls has . substantial delays in 

access to foreign exchange for the remittance of rovalzies and dividends 

as these are accorded relatively low priority under the present control 

However, the Central Bank has acted pragmalaically to assure that
system. 

the flow has -,oz been cut off entirely. 

Patenti and trademarks are protected, b6ut must -be registered with the 
Ministry of Econor,. Foreign patents may be confirmed in. Honduras for 

the same period as in the country of issuan:e. honduras is a party to 

the General Inter-American Convention for Trademark and Comercia! 
and -ArtisticProtection (Washington 1929), the Convention on Literary 


and the Convention for the Protection of
Copyrights (Buenos Aires 1910), 

'
 

Inventions, Patents, Dcsigns, and indust-rial Mo6ls (Buenos Aires 1910).
 

zxports are su'bject to a 1 percent export tax, except for meat, 

sugar, bananas, coffee, and minerals, whi ch are taxed at a higher rate. 

Imports are presently taxed by category and subject to te,-.orar, surtaxes 
totaling up to 30 percent. The govertnent has introduced legislation to 

move to an ad valorem import tax in 1983, coupled ith adoption of the 
newBrussels Tariff Nomenclature and inclusion of the surtaxes in the 

tariff.
 

With the exception of the specific investment incentive provisions
 

discussed in Section D, import and export taxes apply equally to foreign
 
and domestic -investors.
 

The import of raw materials and other goods and services is regulated
 
'by the. Central Bank. Under the present temporary' sy;stem of exchange
 

controls, implemented in May 1982, imports are divided into five
 
Catego-y I ccm.rises
"ca'egories from highest to lowest priority. 


nesj-,.and.-z- educational :.,materials;.ssen.ial-.-.consumption.--.--

C,-.egor, II, fuels and lubricants; Category II, raw materials and other
 

inputs; Category IV, machinery, equipment,
agricultural and indus:rial 

and spare parts: and Cate~orn V, other goods and services. 

Application for, and approval of, the import permi constitutes only 

hajo.fo-he ssroceS. iri.most 2Pplication must also forsince cases be made
Tor~ne ~change opayfor"the io~s. Deays of our imonths and more' 

request for foreign exchangefor approval of an import permit and the 
were comuon in 1982. This situation is expected to gradually improve in 
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19. as HOnduras' supply, of foreign ex>change increases and as the Central
Sank cains ex~erie; e with its system of ccn-rol s. The Gove=-ent of 
.. noneu-as,a isi "-it.ze& tot -e.........2",to a systems. c:_ o- trade a- soon as 

e:C],Onic con1.iticns pe-ri. 

S-t e .Mr:ts produced in Central ;jerican Com.-on Market (OC,.) 
through a series 0: 

count res enloy Dreferential tariff treatment 
lists 	for entry as

bilateral c treazies containing prcd'at 	 freeCcercia! 
,-ortsct--	 dsc:rim-inatcTY policies affectingar.nexes. There are no 

from non-CAC,, contries. 

-D. 	iNSTEN INCENTIVE5 
Theindustrial sector -benefits from several legally estab ighed 

new or
investment incentives. in g-neral, these incentives favor 
expanding en-eprises wich significantly expand the contr7's inustrial 

generate or conserve foreignbase, satisfy basic needs, and either 
exchange - substituti-on a/o: increased exports. $mall and

,r-" " 

MeCI. size induszries and craftsmen are exe..-t.e0 from iMDort duties and 

related t4" selected imports,..,- c.. -nMfees for caego0r.es of ' ,... anfor varying periods of 
. emAi:.e. La- export onienzec investors ,S3,. CO and and Ins 

wo:f:rs) are vligbie for inco.e ta; liability75 or mcre Honduran 
to .50 	 percent. Honduras a signator' to the Centralreduczicns .f 

o 	 Development.
k:erican -,ireCMent o, Fiscal T e-o--"-


a 	 0perentinentives for the tourist indust n-	 I 
etc. 	 on i por:s of

from 	 import- duties, consular fees,exemption 

etc., depening on
 z 	 materials, furnishings: e.-..ment,cons.:nu::io 

"" I. .-­e 'VerriSe- ca :"e C: t -elo-1-tiSn. ' , avors 
and San Pedro Sula.) Tourist industry entenprisescenters of Tegucigalpa 

depending on a.e al1so exem-t from inome. taxes for up to ten years, 


I ocation and -he ratio of net profit to invested capital.
 

areUn!r t1o -gricultural Develcpnent L.w, agricultual enterprises 
fro.-75 i:pc7t duties and related charges on imorts of equiVlent,eYempt 

items.see%s, fertiliz ers, fuels, and othcr seiecLed 

vanturesRevisions to the Min;ng Code mae in 19S2 offer new mining 
io.er tax an ro,'lt rates for the first fi-'v Ye.ars of their existence. 

Total t :: liability for new and established m:Anes was limi-ed to 55 

perccn: under tho revised law. 

,rc~; i:, t taxes cn r m,, ....'' 'r, :c en-.-rprises are exempt......
"and '- i-"n ; nal products wh;ch are 

e-ported . -of CentPl.unerica. Hower, excet for a few fi-n.,s in. 
used.th- PUTo Cortes Free Zone, this ro r2.r is not d 

a.lyA
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In 1976, the Goverrnien: of H1-on:uras es"eblished a free zone in th­

port city of Puerto Cortes (about 60 kilometers from San Pedro Su a). 
i:rne~rpise operatin; in tree t :,..se eay 04....otn.,e zone tree 

or nv s, "ar.cus.c.s, ar.crelated fees; --"u:ac'"-e ro~ess, nancie 
nsn... ooc s, exez thatize r-- :te bv l ; anc :reely export 


not more Zr, percent o: p- av De int
 
earnec b:" enterprises th"
7ithen zr: epa).cn-: cf nc7al duties. 'rcfizs 


a aM;inis:raive,
are exFm~t, fro: taxes. The zone ofers wide ran: e of 


lo;itical, and other services to businesses operating in the zone.
 

The above investment inzentives are prescribed law and are
 

available equally, to domestic and foreign investors, except as noted
 
below.
 

The Central .merican A on Fiscal Incentives for Indust-rial 
th-ose which a porticnievelop:%ent-- favors industries utilize simnificant 

of raw materials of Central Amnerican origin. Incentives proi'ided by
 
to
i-plementinz legislaticn in Honduras -therefore. vary accordinu the 

proportion f such materials used in the .an ufaczuring, asse-%:-ly, 
:i-nisrn, or pa kaging process: the greater the fraction of Central 

Aerican {roduced raw ma:erials, the more liberal t'he incentives. 

e the small mediun:ncentives nro'.:ided r Honduran program for and 

size indus:ries and for craftsmn vay accordirg to proportion of locally 

produced raw materials utilized in the manufacturin, assembly, 
Again, the greater th fraction offinishing, or packaging process. 

loc:ally pro.;.:*U:e raw n:erials, the more litlal th moon: i es. 

To qualify fo. large-investor inentives provided by the Governnen: 

of Honduras, an enterorise must have a capitalization of U.S. $S500,0O0 or
 
e, 25 percent
greater,e.o' at least 75 Hondurans, and crt at least oF 

is involved in the packaging orits procuction. If the enterprise 

Mn,uf.acture of co'nsu-:er goods, at least ,1 p-rcent of the value of
 
materials used in produczion must-be of Honduran arigin. 

areIncenti'es providc-d to the tourist industry more liberal for 
enterprises located outside of -Te ucigaipa n San Pedro Su3a. However, 
the income tax reduction-inzentives -do not apply in any year in w.ih net 
prCf it exceeds 20 percent of invested capital, regardless cf lcation. 

Ine Agricultural "DevelcpMent -Law of 1970, as amend-, favors
 
enterprses .... acriculzura! especially of -,osa
: promote production, 

.Jte.n.s. ha=..contibut..o . improving the . a.ional. diet;, stimulate zhe 
Cr 211addi\,ersAific;tion of a3.riculture thro h th" ion . . 

animai species; oosz rncc.a .,
 

chm-nels; and provide increased training and other so:ial bencfits to
 
persons in the agricultural sector.
BEST AVAILABLE DOCUMEN.
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.tECPOLICIES
G. ANTICIPATED CIIk'NGE TN INVES 

The Sua:o
are anticipated.


No major shifts in investment policies 


P, jist ration can te expect-d zo continue its sipport for private 
restore nrnyest.ment. e Sua:o G.,,r-m - has move6 to 

: a stand-by arrangement with theout 0: hecredi"bility by Morkin a small portion:inancial floa Monetary ruro, Dy reschedulinginterna 
 by

Dc-jc sector e~te~a2 debt (staying current on the rest) and 

inanierathe foreign c-e-zors of the Eano 

.ea:ng a settleeent with 

19S0). gradually 
Hondurena (a c=mmz-ercial bank which failed in A 

willthe world in general
in Honduras and
improving economic situation foreign capital to Honduras.
 
facilitate and encourage the flow of 

Basin
of the Caribbeantrade and' investment portionsPassage of the 
should serve as a fu-ther

Initative legislation by the U.S. Concress 
other foreign investment inHonduras.
nd&:ement':or U.S. and 

H. _L --L iN .SBN---T 
Consularof Friends;ip Comxerce and. 

The 1928 U.S./Honduras Treaty 

Rihs provides for M-ost ravored Naticn treatment for investors of either 

tarnv. "The United States and Honduras also signed an Agreement for the
 
an Agreement on Investment
 

Private Investment-s in I055, and

Guarantee of 


the Central Xerican Agreement
Honuras is Dart). to
Garantees in 195.5 ivstment are included
 -or bilateral
Provisions
on- Fszal inentives. 
 El Salvador,in the Co-ercial treaties Honduras has with Costa Rica, 
and Panama. Honduras plans to conclude .. Guatemala, Mexico, Nicaragua, 

wll likely include provisions on 
commercial agreements, which 
investment, with Argentina, Chile, Colombia, 

and.Venezuela in 1983.
 

Honduras e-pressed interest in entering
The Gover.-nent of has 

and the Dominican Republic. Negotiations on a
 
agreements with Belize 

Bilateral Investment Treaty with the United 

States have recently begun.
 

has long been
Private Investment Corporation (OPIC)

The. Overseas 
holds active in_,-urance contracts 

active in Honduras. OPIC curTently war,
of 

againstagainst expropriation, $34047,940
$38,652,063 fowrcoverage OPIC has alsoinconvertibility.
and- $32;022,396 against currendy 

financed the expansion of five U.S. businesses or joint ventures in 

-Tnere .issubstantial potential for OPIC to expand
Honduras- since 1980. 

a strong wiilingness

its operations in Hon;uras,-and.,OPIC has indicated 


BES~~dbfDoc,~S~Q§ 
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J. L-.BOR 

Th. total labor force in Honduras exceeds one million., O which so-me 
The Honduran Labor Co.e is considered progressive20,C00 ar-e organized. 

a,- 5 ge-eral> fav07able -o the workers. Honuras has long h.da 
moveMent -- the best oganized in Central_ocmccratic union 

aerica. Business, government, and labor alike poin: this out with pride 

as a pitch for attracting new investment. Cooperation between unions and 

eJo'ers is uniquely high, and this is re lecte: in a relaz.ively low 

number of labor disputes and pre':ailino con"-iso-s of labor peace. 

vo1ro .. trade 

from a high. of
There is a variable minimu wage schedule ranging 

3.65 per day for banana plantation, mining, refine!, port, and railroad
 

4,orkers, to $3.30 per day for industrial workers in the largest city,,., to
 

'2.00 per day for rural agricultural'workers. However, in practice, the..
 

)revailing wasge paid in the 'industrial sector and -by all foreign
 

:ompanies is much igher -- over $10.00 per day. Textile and tobacco 

,orkers often work on a piecework basis. The Honduran constitution
 
1/2 days' work forDrovides for payment of 7 days' wages for S and 


4or 1Kers paid on-. weekly or biweekly basis and 13 montbs' for 12 m-onths'
 

,ork for monthly salaried workers. Officially, unemiployment is estimated
 
-.t !0.S percent but is widely believed -to be much higher. 

erepp!.oyment is estimated to be arosnd 60 percent. 

nere is a general shortage of skilled workers. Most workers are 
of formal schooling.itner illiterate or have not more than a few years

Sre2atively small segment of the pcpulation (less than 20 percent) have
 

ore than a primary education. Approximately 2 percent of the labor
 

E7rce are college graduates. Within the educational system there is a
 

strong tenoericy to prepare -*ndi,vijuals for the co*:.erce ano se"Vice
 

sectors (e.g., lawyers, secretaries, accountants). Very few individuals
 

are prepared in the industrial trades at either the high school or
 

Xn1iVe rsity level. 

Skills training programs are available through the National Skills
 
rraining institute (INFOP). However, employ-ers report onlyN mixed
 

Newly
saitisfaCtion ith the quality and .relevance of -the . courses. 

totinded companies frequently .find that... employees -trained in. in-plant
 
training programs -- which represent .an aaditional investment: Cost -- are
 

ce et -han.graduates. from lNOP. ..(Arrangemen-s can be mado with 

iN.OP for i-n-plant-.:training courses.) U.S. investors who have trained 
their o,.m workers *report--exceilent results in skills acquisit-ion, and­
retention and Jn..productivity. They also note that long term employee 

loyalty is an r6ditiona-.benefit from in-house training.. 

-'-"ad-evei.;anagemen,- sai,_s,: are- also in extrenely short supply.
 
There .isa dearthcf training available in the management traces. High
 
technology industries -that have need. for highly skilled workers either 
send these workers out oE the country for training or bring in outside
 
technicians to-provide training in plant. -
BEST AVAILABLE DOCUMEkr' I 
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K. 'REIG !NVBSPT-HENT STATISTICS 

5rbaSSy's best eszimazes of foreign investmenr in Honduras, drawn 
fromn official and ozher sources, are as follow: 

Country !7rvestmentw 

230.0
United States 

18.0
Japan 

El Saivador 11.3 
United Kingda 6.2 

.West Germany 5.3. 
3.2
Venezuela 


Guaremala 3.1 
Costa Rica 2.0 

:In rillio-ns of U.S. dollars. 

Embassy estimates of the book value at the -end of 1982 of U.S. 
n'esZMrent in Honduras, by product category, are shoirn below: 

Product- Estimated 
Category In-estment*
 

Bananas and related 120
 
M;ining 53
t 

Oil refining 15
 
Forestry and wood product 5
 
Meatpacking 4
 
Toba:zo 4
 
Beverages -4
 
Fishing 4
 
Fats, oils; and related 3.5
 
Other 
 18.5
 
TOTAL 230.0
 

*Inmillions of U.S. :'ollars.
 

M...
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J. L1BoR
 

The total labor force in Honduras exceeds one million, of which some
 
The Honduran Labor Code is considered progressive
200,000 are organized. 


and is zenerall .favorable to the workers. Honduras has long had a
 
-- the best organized in Centralvigorous demc-_ratic trade union movement 


,rmerica. Business, goverament, and labor alike point this out with pride
 

as a pitch for attracting new investment. Cooperation between unions and
 

Uniuev high, and this is reflected in a relat.ively low
"-is 

nu-.,ber of labor disputes and prevailing conditions of labor peace. 

There is a variable miniman wage schedule ranging from a high- of 

$3.65 per day for banana plantation, mining, refinen/, port, and railroad 
workers, to $3.30 per day for industrial workers in the largest city,...to 

$2.00 per day for rural agricultural'workers. However, in practice, the 

prevailing ,age paid in the 'industrial sector and by all foreign 

companies is much higher -- over $10.00 per day. Textile and tobacco 

workers often work on a piecework basis. The Honduran constitution 
provides for payment of 7 days' wages for 5 and 1/2 days' .ork for 
workers paid on-s weekly or biweekly basis and 13 monthis' for 12 i-onths' 
work for monthly salaried workers. Officially, unerploy-nent is estimated 
-a !0 % percent but is widely believed .to be mu-h hieher 

UT,1ere.e-Ip:1pment is estimated to be arond 60 percent. 
nere is a general shortage of skilled workers. Most workers are 

either illiterate Cr have not Inore tI.an a few yvears of formal schooling. 
A relatively small segment of the pcpulation (less than 20 percent) have 

more than a primary 'education. Approximately 2 percent of th labor 
force are college graduates. Within the educational system there is a 
Strong tenoency to prepare indviLuals for t.he co:.,erce ano service 
sectors (e.g., lawyers, secrezaries, accountants). Very few individuals 
are prepared in the industrial trades at either the high school or 
University leyel. 

Skills training programs are available through the National Skills 

Trai-ing institute (INFOP). However, e-ployers renort only mixed 

satisfaction ith the quality and .relevance of -the courses. Newly 
founded companies frequently .find that.. oees -tained inin-plant
training programs -- which represent n atditional investment: cost -- are 
more e:ectve .- an-,graduates from lNFOP. ..(Arrangements can be made with 

iNFOP for i-n-plant training courses.) U.S. investors who have trained 
t-heir own worke7s re0t -exce'lent results in skills acouisit-ion. and­

retention ad.in,.productvity. They aiso note that long term employee
loyaltY is an aadizionai:1-benefit from in-;Iouse training-.
loyt .... shor suply.
 

Mid-level;%.mana.e,7'ent- skills.:are: also in ex:re,ey short su7ppy.. 
There -*iS a dearrh_ of aavailable the -;nagement traces.t.rai..g in a6eh 
techology indistries -that have need for highly skiled wor'Kers either 
-send these workers out oE the country for training or bring in outside 
technicians to_-provide training in plant.-
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y,. FOREIGN !N'F' ST'ET STATISTICS 

estimates of foreign investment in Honduras, drawE'nbassy's best 

from oficial and other sources, are as follow: 

Es-imated 
Country Tnvestment* 

230.0
United States 

18.0
Japan 

El Salvador 11.3 
United Kingdwm 6.7 
est Ge-nany 5.3. 

3.2
Venezuela 

3.1
Guatemala 

2.0
Costa Rica 


*In. illions of U.S. dollars. 

of the' book *value at the-end of 1982 of U.S. 
Embassy estimates 


shoa.m below:
inveszment in Honduras, by product category, are 

stimatedProduct" 
Catego,-y nvestment* 

Bananas and related 120
 
Mining 53
 
Oil refining 15
 
Forestry and wood products 5
 
Meatpacking 4
 

4Tobacco 
-4Beverages 


Fishing 4
 
Fats, oils- and related 3.5
 

18.5
Other 

TOTAL 230.0
 

*Inmillions of U.S. *dollars.
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L. CAPITkL 0,JTFLO4 POLICY 

Capital outflow has been a significant problem for Honduras sinc( 
1979, following the rapid escalation of political violence in neighb!rin,
 
Nicaragua and El Salvador.. A certain amount of capital flight had alway 
existed but was usually off se: by larger capital inflows. This war 

'especially the case in the late 1970s when international. coarmercia: 
banks, flush with loanable funds, substantially increased their lendinq
 
here. Net capital outfldws since 1978 are estimated at $500 million. 
This figure includes a reduction in suppliers credits, declining leveL
 
of commercial bank credit; the conversion -to domestic source Dorrowinq 
from foreign source borrowing by multinational corporations havini
 
operations here, .and capital flight. in December 19 0, the governmen 
implemented its first measures to stem capital outflow by requiring
Central Bank Dermit for all foreign exchange payments exceeding $5,000, 

This was followed by measures to require doc-nen-tation of return o, 
ex-por:t earnings .in September 1981, import licensing in Mav 1982, and 
prior deposit requirement on foreign exchange for irmorcs in Octobe­
1982. Althongh present controls (discussed in Section C above) do no­
address the outflow of investment capital per se, they effectively limil 
capital outflow by assigning higher priority to other uses of th( 
inrcreasingly scarce com.odity.
 

Honduras is itself *adeveloping countr, (the second poorest in th, 
Hemisphere) and is not in a position to provide incentives for investmen 
b, its citizens in other 'developing countries. However, elements of thE 
Honduran private sector do have investments abroad, .notably in othel 
countries of Central'Anerica and in the United States. The amount o 
such investments is not large. 

BEST AVAILABLE DOCUMENT -!2
 



UNITED STATES BUSINESS IN HONDURAS' 

Ao ,c. Lzboratorios: phanneurT.'.al 
manu ,.aringAra=2 


rnanurac -ring
 

ACF InousTries 1: 
Polymer; p,'asicand revin 

manujfa~ring .. 

Apencia Gui!t,er-: imr onzr and aoency 
represe,'JWrive 

Acencia Rh;nehar; U-Z. and foreign firrn 

represnwtlve 

Aorodinimica Holding Company 
Inclusiria Ganacera de Honduras 
Oriente Inousria! 
Ranchos cm Choluteca 
Repzs-:adora oe Oriente 

Air Florida:air ,ronsoririon 

Ai-fifi.In ernational; airca carrier 

Albeni Internaiional 
Caribt-an Procuc ;xhri-np proc_=ifng 
Empcadora Aius;beef procecing and 

$/aupnrertmouse 

Ernoa=eoor2 Cones: food procsing 
Ranc.no Lorenzo, mear proce=lng 

Albe.-o Culver 
Albeno Culve! Cenroamericanr2: 
cose:ic ano fair preparation 
manufacrv ring and dis'fiburion 

Alimenims Marinos Hondure~os;shrimp 
ane loosrer packing plant 

Allied Corl:raton 

Texc.as Gases Nacionales; water hearer; 

Amapala Marine: yacht buildin. 

AMAX 
Rowio Resources;silver. loadand zinc 

mining 

Amed Intemational 
Amedicor medical supples 

American BilTrate Rubber C.ompany 
Compaia Hulera Sula; rubberproduct 

manufac=tring 

American Express; credircard wrvicff 

American Home Produc= 
Fort Dodoe Laboratories; veterinary 

medicine 

American Intrnaiional Group 
American International Unoerwrtrs; 

insurance
 
Hanover Insurance; insurance
 

Aa 	 inoenTed item is a subsidiary, affiliate, 

Aa er~x i xlr~o
P-Tro;eJ ..o1/xOt'aionOi 

Armur Youn- & Comoany;accounring 
Baby Tops

Novelv Honduras: children'sclorhes. 

manufaci.,ring 
BankAmerica 

Aimacenes de Deposilo;bankin; 

Bank of America: five brancnes 
Credo-maii: de Honuras.:MacJer 

credir card wrvice 

Bayman Cjub: resorT
 
Seairice Foods
 

C0'iios oe Honduras: foo Jprocessing
 

Bell Western 

Compai Miner; e1 Weirern de 
Honouras 

'ernis 
Compeaia oe Sacos Centroamericana; 

burtap andco'ronsck rmanufac'rjurini 
Fiarica Textile Semis Hancal; co.on 

cireadand fabric manufacJrinc 
Bemis Bijeo re Honoures: baoeroac 
rmnufacjring and wholesale 

Boise Caso.: lumper proou:= 

Bufere Gutierrez Falla
 
Calmaouip, Incenieros de Honduras;
 

commission aoencr for hotel and 
hospital equipmenr 

Camiones y Ecruiipos ae Sula 

Ca..;:; 
Alimento$ ConcenTrados (ALCON); 

animal feed processing 
Cen-rocomr;poul-Ty Drolucrion 
Fanalco;animl feed manufacuring

Caribbean Corporation; boat building 

Caribz>ean Lumber Comcany 
Indurtria Madera del None; wood 
produc=

Inoustria Maoerera del Occidenu; 

lumber mill 
Casa Comercial Mathews:constucron 

nachinery 

Cas 	 Comerial Munson; Mock truck 
dirtiburion 

or branch of -"ne corporation immediately 

aAB4
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C,stl & Cooke 

Aceros Industriales
 
Banco de! Cornercio 

Cerveceria Hondurefa;beer and soft 


drinks,"four branches 
Cervecerfa Teoucioaloa 

porpa'ia Aoricoia Industrial Ceibea 
veac'able oil processing.'LAAD 

e~uityComoaFia Bananera Antillana 
Dole P;nea:ote c Honduras 
Enlaiadora del Campo 
Envases Industriales de Honduras" 
metal container r-.anufac:uring 

F.brica de Manteca y Jab6n Atlintida: 
oi, margarine and soap 

Frutera Hondurefa 
Industria Aceitera Hondurefia: cotton 

seed oil processin 
Manufacturera de Cartonpaperbox 

manufacturing 
NacionaJ Inmobiliaria 
Plisticos; plastic material 

manufacturing 
Semillas Mejoradas 
Servicios Acrico;as 
Servicios de Investicaciones Areas 
Standard Fruit; fruit production
Standard Fruit and Steam.ship
SalKtchnoar rt manufateu i 

Ca Ketch;boa manufacturing 

Central American Cigar Company; cigar 

rranufac.wring 

Cerritos de Honduras. mining 

Chamco 

Charco Construction: road 


construction 

Champion Internationa: 
Danl; Industrial: aperproducr 
Maya Lumber; lumber mill 

Charles P. Evans;sawmill 

Chase Manhattan 
Bamco AllAnti6da:bankin., 38 branches 
Inversione Atlintida 

Citicorp 

Banco de Honduras; banking.- five 

branches 


Clark Eouipment 
Atlas Electrica;refriocretion equipment 

Crescent Construction:consrruction 

Crescent Cor!:; rc.xtile manufacuring 

Crown Cork & Seal 
Crown Cork Centroamerican; cork 

menufafruring 
Dr 
Dibrell SOthe­

Ex~ortadlore de Tabaco, de Honduras:ta co derooduras 
tobacco producliOn 

Diners Club -

Diners Club de Honduras. credit card 
services 

Distribuidora Industrial; elecrrical
 
component distriburion
 

Eaton
 
Cutler-Hammer; electrical control
 

Panel and box manufacturing
 

El Paso 
El Paso Mining & ExpIoitation:mining 

Electronicos Diversificados Honduren'cs; 
electronic parts menu facruring 

Exxon 
Esso Standard Oil 
Essochem de Ceniroamrrica; chemical 

product marketing 

Fbrica Industrial de Alimenuo$ de 

Honduras: condiment proces ing 

Fibrica oe Resortes "El Tecoiote": auto 
and truck sprina manufacturing 

First Boston 
Comerpaia de Credito:bankina 

Foremost-McKesson 

Famoss; ice cream and condensed milk 
production 

H.B. Fuller 

Adhesivos Industriales 

Aerosoles de Centroam6rica 
Comercial Kiosko2 de Pintura 
Comercial Punto de Viniles 
KativoKativo Comercialde Honduras:paint and varnish 

man,,facruring and wholesale 
Kioskos de Pinturas 

Pinsuras Surekote
 
Punto de Viniles
 

and supplies General Mills 

Colgate Palmolive Aqua Finca de Camarones 
Colgi e Palmolive Centrorn~rica; 

tool boaste and soop manufacturing General Telephone & Electronics (GTE)
Colgate Palmolive West Indies: dentifrice GTE Sylvania; electric housewareand Soao distribron manufacturing 

Construction Aggregaze: construction Granja Mareana: hog farm 

CPC International GullWestern OilAlimonios de Istrmo; corn grrch and Petroleos de Atl~ntida:perroleum 
vegcrable oil Processing exploration 



Hacienda Corbano 

Halliburton 

5rOwn & ROOt:conrracting
Haro!d McKay: lumber and timber 

consultant 

Harrison & Ass'ciates:.pold and silver
mining 

Hempf'ill Schools; school 
Heshey Foods 

Hummincbird.Hershey: COCOS 
Holiday Inn .. 

Hon.ra; bra manufacr.uring 
Honduras Oil & Water Drilling Industry

(HOWD): oil and warer drilling and 
mineralexplorationHotel Honduras Maya 

Hybur:shrimp and lobster Pack ,ngfor 
export 

IBM World Trade Corporation 
IBM oe Honduras; business eqotipment

distribution 

Imes; liuor import and export 
ImPex ;merchandise import and export 

Imported Brands: liquor import and 
export 

Industrial Electric Service; ele-.trical 

apliance sales and ,ervice
INRECoRP Group


COmPaiia dle Calk Creole 

Marilrns del Caribe (MARCASA): 

... -jd
Internationp? Executive Service: bu:;nen 

Consultants 
International Wood products; wood 

Component LAA D equity 
The Interpublic Group of Companies 

McCann-Erickson Centroamericana; 
advertisingagency 

Kern Manufacturino 

Kern Cent roamercana: chemizal 


product manufacturing and sales 
Le ;-e y Derivados (LEYZE): food 

PrOCessing. LAAD equiy
 " 
Lineas Aereas Nacionales: LAAD equity 

Lloyd 

Lloyd Petroleuml oil exploration 

Louisiana Land & Exploration
LLE "2etroleumm; rning 

The Lovabie Cc'"npany 

Lovable de Hondurcs. w men 
Cclth.. m;?nufoCurinc
 

Madere-ra Subirana" .av.-n;l/

Manufactura Ee rrca I-AEI-fSAI. 

electrical reDailrs 
Manulacni.,.ra Cortez: men "sundcrwC,,, 

manufacrurinc 

McDonald's: fast food 
Mejores Alimenlos dr Honduras: food 

Processing,.LAAD equity 

Mendieta. Fortin. Laoos y Asociados 
Meridian Enoineering construction 
Merriam & Merriam 

MILISI; shoe import and export
Milton Maoee Lumber;/ oeging and Sawml/ 

opera tions 
Mineral International 

Mayan Minerals: mining 

Mobil 
Mobil Exoloration Honduras: 
petroleum exolora ion 

Mobil 01: petroleum 
Mohawk Industries
 

CompaPRa 
 Cabot Caribe: broomstick$ 
National Car Rental Systems; auto renlin; 
Nello L Teer:contracting 

Norton Simon 
Max Factor & Company;cosmeric 

distribution 

Occidental Petroleum 
Occidentao 
 de H dnduurasion
 

Olivia Tobacco Company de Honduras
 
Palmeto Bay Resort
 
Pan American 
Life Insurance 

Compaii'a de Seouros Panamerican; 
insurance 

Pan Americ, World Airways: air 
transpc. jation 

Parker-Hannifin; euto part manufacturing 
Parker Tobacco 
Paul Laeton; flavorino and fragrance 

exoortino 
Peat, Marwick. Mitchell & Company; 

accounting and audirino
Pesquer(a del Caribe: fish processing 

Phelps Dodoc 
Electroconouctores de Honduras 

(E COHSA): eiectricalconductormnnufacturing 
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ri -P~ farm .....Sha 0 ll|; e : shD
Plelr;C im n dncrocodile farm end distrributio'n 

ad Sherien" ,rC e;sh i p arM 'Shall Ol: j 1e oaiol 
:pan r production and

Pip,tp! cet C it 

-anes i exploration"TheSignal Com 
expor" 


S'a Ext~olO ex
0' 
& Gas: oil ex.rl o ra ' i nplantw Linda$ Si;'ge,il Geresen*a:ive

Pla'; inds a CL'ip.ent n ro 

O in o New
Singer ;Cozmnulc'uoin 

rrPG LCO: flavoringand fragrance exp t a 'p e ' P 

S inger Co Sula: elecrricalaopliance dis~ribteen"CJersey
Fort Pi ov.! marine serv, ces and yacht

building 

assHill: resort 
Port Roya; F rm-s; retirement and vAcation 


cornflunr;;'I 


Iornia 
Co.rOaflia Petrolera Chevron; oIPrice Waterhouse & Company; accounting Standard Oi O( C "al 

and auditing product= 
o ks

Procesadora de Mariscos y Peces de The Stanley Works 
Honduras tPROMAHO; fish 

aS enuraamtcan 

ProduclO, Consolidados" plasrer,paint,and 

%iounUrng

chalk manufacturing end distribution 

Stdar Commercial Refrigerat tion;

eQUipmen

: lumberrefrigerationProduclos Sterling DrugIndustriales ije* 
mill pharmaceutical product

Producls Internalional
Reef House-resor Sierlin' 


manutipr
 
Remington Business Systems manlufacturing 

Miouiniii de Escribir Remington; pineappe productionStoKelyVan Can 
typewrirers 

Su.,rise Fashions
REPCO: wood production 

Jorminletnaing
ecoff" productionRey C o 

r 
R.J. Reynolds (Del Monte) 

Terminages de Corte; custom rbrokerage 
aBanana Development Corporation of iOand freight rr n-lu 

Cosa Rice (BANDECOI: farm 
manaoerlment TESTCO: swimming pool and purificarioi

system distributionUrnpo: (cod ProcesingConservts del 
dendSr3Sci
 

RI-DO: iporinc and exporting" Texaco dexaco
Eslc;6 

Refinerfa Texaco de 
Roaten Developments 

Roatan Lodge. tourist resort petroleu refining 
-TexaCo Caribbean: service station

yEport; lumberRobinson Lumber - cd Poin de Aondur'as
& Famire7 Cold StorageRodin' \~rehOUt.e 

,rccesJinv' Sma~~~ d'Norte; food Textiles Rio LindO; cortct' !0 

anufaCuring:A0ELA acuit 
Sale city; clothes 8anufscruring 

eEa soft driTheonenf CornnY
Sanco, S.: industrial goods import and 

Theonell Centlroamerin; tochdsrbTimexconcentrate manufacturing
SkGlidden de Honduras 

Glidde 

Relojes Timex; watch distributionSea Farms technical assistance in shrimp 
Transamercacultivation auto rentingudget Rent-A-roll explorationinternationalSeahawk 011 
Transcarga:freight trznsPOrf 

Sears Roebuck & Cstnoy 
Transwavy Internationl Transport

Sea, Roebuckdepartment rnCoordinated Caribbc 
(CT): ocean rransportCiPPin9Seatrain LCnes; 

Selmont Oil Tropic Gas (TROPIGAS) ; g es On 
eouipment distribution 

Petroleos de Hondurasparoleum 

exploratrion
 



Union, Oil 

H nu~C~'C 


17g Ono, Jted Sis Ie Tobac O~ 
,United~ aBaiIPTaat 

Caribbean EComo -. nle7Qod C'"d:~A~orcurUni 1 occ soie 

Ear~cea H Ace teso ion~~ Tit ~Palm8 Viel Elevtor ClopaCFiobon sElvio-el,, 
e orSalesNr 

Canuro'' ej, , 
zde 

H 0o ua.,,, 
Warner's
 

rivne, " nd~lohe
 117bCe~j,. 

Produ , ruber0 o,,oS~jcSWebstq., inlternato a(Pe A~jT ASA ) Apticoi Wo­

.IXedrxel,f airadPro&. * Tp , ~ r~~ IBherrm 'U. dirtribuct.oWA*01Cld 

Tclecr~n, Ligter W rth e Hon uras 
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NICARAGUA: Industry and- Commerce
 

i.ndust--y 

A. Rance of Activitie, 

Over the lai 25 yiears, Nicaragua'-s industrial sector, including

processed agricultural goods (beef-, shrimp, sugar, etc.) and cons:ruction
 
and mining has become increasingly important to the economy., In 1980 it
 
produced about "30,' of GDP, Lm loyed 16Z of the:Labor force and. generated 43%
 
of Nicaragua's emports. -Mznvfacturi & gro.-th zas facilitated by two distiact
 
develo.ments, both export related. One ias the strong ex.ansion of exports of
 
processed agricultural products-, of -ich sugarL'o:ton and beef -were the most 
imDortant. The second ;.s the creation of the: Central American Co=on arket 
(CACY.) "which offered opport=iries for substituting imports -ithin the rgiOn,
particularly in.the .Droductioq oo-iner=ediate goods such as chemicals, 
pha=aceutical and metal-prodic6. ",xports of manufactr:ed products increasedfrom USSll.5 million in 1960 .o USS274.1 zillion in 1978 or over 19% per year. 
Anua export grbrh rates in excess of 25% were achieved in eight of the 18
 
*years i this period. Since the rate of izflation us =odest over the period,
the reported growth rate in exports -;.s nearly in real ter-s. The srruct~ue of 
=ai-n:a.ctued expor-, defined broadly to include processed agricultural goods,
a±so Dec-e more diversified. In 1960 processed food represented 70. of the 
toral, with wood products.providing.mosr of the rmaining 30Z. By 1978 
processed food vas ha'largs: epor (60%),st'ill * subsector but wood produc:s
accoized for only 5%. -Others such *as.ch 1 , xtiles (6') and
 
metal produc:s (4%) also cont:ibuted to. exmor:s. " .ithim the p=rocesed food
 
subseczor, sugar and meat const 4 ,--I? a'nel 6.Z =! er-s. Other
.cze.: 
_m6Portant items were frozen shrimp, milk prodlcts, and 'co:to- seed oil. The 
-most i.oorrat chemical expor:s r'inseczicides, caustic soda and poly­
v!inylchaoride; emports of :ex:iles involve- mos:ly cotton cloth; most wood,
products ezports were in the form of sawn wood and their =anufaccuring value 
added content was low. 

B. Tariff Protection
 

zhe :c-maticn rf the 'CACM %waz ~~ zios z= -;z-zzz; zccr 
.':-a.a' -indus-r-ialdevelc=_-e-: :x.Ues 7-The Ccen Ixternal 

:aiftf (C_-) schedule speci-_fies 1oW !--.C.--. -- ri.::s z= cziz. .al oods and r-.­
=z:erls and high tarifs (rning f-c_ '1-on fi-al cc.sz-er .gcds

! t,_" " srcharge i "-'as Cs:azih" }er"c ir- o.-. dor u:es also o
_rF.1 -. 1n..mhe:'d~s 5yearsfcr 


L..-97 
-

aZ7d again iZ 1978. Another =ajor policy i-.sr;en: -as .e Central
 
Aerican Az.eezent o.--sca1 Incen:ives for ldus:trial Develc.mEn: (CA.-F-D),
 
-..ch expamded cn existing _nce-:ives of NIcaragua's 1958 Indus:rial Develop­

_ - CA.IID classified icen:.ive ca:ezor4-s
2"-(Z-L). firms in three 

a~co:~j . ma:eri-l. used.
:c vy.De of ?roduct and . -T'is intcr:ive struc­
:tre, together izh the tariff barriers menzicned above, strongly favored the 
deve.-oen: cf regional imoort-subs-i-u-gi-g,:e.-eEia:e goods industries and 
gave relatively little suppor: to the developmen: of exoor:s (czher than 
agroindustries) ou:side the CACE.. 



c 
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Some snecific incentives !or expansion of manufactured exports 

=he late 1970"s but they w-. concentrated inou:side the C.CM uere created In 

'i~n&s:ries (-'-=s exp:orting :heir zozal produc:icn and -generally 

=pt-rimg a large pronortion. of rat' =aci:ials or se-,-rocessec goods) 
Decree of6 '972 -=)c, eor, -f togranted i-cr: cariff andaord taxtax exe-i:cns :i._s expcrzing'"', 2072 

more recent
theiretota producticz ou:side the Centr.al "-er*can area, a-. a 

same direction was chi decree of March 1976 regulating the eszab­s:ep in the 

The..first 0f these was -develcped "nezr.!ianagua's
iis.=en: of free zones. 


!pecia! Cen:-Eal Bank credi::"iUne was
:n:erna:ional airvor:. "n,157,a 

The credit
es:ablished, to finance .non-tradii&.&a. zanuftctured exports.
fin ncieras, and t-he I-situ:c de
ine cpera-ed'hrough the commercia! bAnks, 


to 180 days) to
Fomenzo industrial (INFOIZAC), pr~viding shcrt-term credit Cup 


-inance 80% of the value of non-tr adlional.ei-ports. Export promotion activi­
exports,
cie's, particularly market research and tec.nical assistance in 

by ;he Nicaraguan Cene-2"for :Upor: Promotion (E-_K0RT--OS), w.ich were Degu 

vas created in 1"974.
 

C. Minin
 

importa=Z for manyvyears, and i1-gely­h.ning exports Uzve been 
. The grovh of =anufactring exports
involved gold, silver, copper and zinc. 


has been more recet. ii=g.xpots reached thei: peak in the 19/0's and
 
favorable. Subsequently*
for copper and zinc -ere 
, e 


base meta! prices decliniec. However, in recent years the nrice of gold has
 

risen shar-.ly, and gold became Nicaragua's leading metal exort. Annual
 
four years prior to the
 

expor:s of goldalone reached 65,000 ounces during the 

of i) the creation of a protected regionalevolution. Largely as a resuli 


=arket and (ii) increasing world demand for Nicaraguan agroindustriall
 
-rciuCtS, expcrts of =a-ufc:ued .-.­dic:s im:-aasa-c :ro-"JS! =i-_ C -m 

a low *ase, anual expor:o US$274. i lo- 1976. Staring from 
he 18 years covered by
 

grov:h rates in excess of 2-5% were achieved in 8 of 


The structure of manufactured exports also became more dive:sifiE
 
:his oerioc. 

during' t:he same period, although intra-CAC.M rade -:ovided decreasimg scope
 

ossi'Wi­the easies.iicrt-su_-SStitic=
:cr e:.:asion i- ne .:rcduc:s as 
in _1960.rocess C- :-e-rese.-c
_tias a: he ragio--al level were used up. 


. . zy 2.c ,. of :.e .otal, with wood .;-oucsS :ovid:ng the. reZ.ing 

Wocd :roc:s:sec~o.6
:rc.cessedfood was zt---the la=gest expcrr 

textiles
Orher sn'sectcrs such as chorncale (16%),
atcou-ed for onl.5'. 


i--crtt e-crters". withim(6%) and =eta' :roducs-(A%) were also :he 
-

trocessed food subsec:or, sugar and -ean cc=s:_rured nearl 60% of total
 

amd other items were frozen shz.-±,-41K products, and

e_--DCr:s 

exports were insecticides,
coc:on seed.oi!. *The most .npnorrat chemical 

caustic soda and ?VC; exports .oftextiles imvolved mostly cotton clo:h; most
 

were in the fo-. of sawm wood and their =anufacturingwood ;roduc:s exports 

value added content was 'low. Export diversification occurred largely -ithi=
 

:ne protected CAC. a=-.Nicaragua s =anufactured expcrts to counties outside
 
exports, showed a differezt'9% of total =aufactured.:he CC., whicb were 


I= 1978, crocessed foods accounted for 91%

co=VosStion than regional exports. 

The o:ly other s * i-"cant items
nnu-ac:ured exports outside the CACM.
O --­

with 3% each of the total. were :extiles, chemicals and wood products 

iD
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"D. Labo 

jy 1978 Nicaragua still had only a relazively small and unskilled 
inus'rial labor force of 79,000, an- eploet i - .i a*Ou: 3,000. 

.:--uf a cur!ng accou- :ed for 10.6% of the ec6ncica!!y active popula:ion, do.-n
 

fro= 11.6% in 197 A ajor shor:-tem drop occurred as a result of the
 

ecco-icarly active popula:lon in manufaczuring fell
1972 ear:hquake, whez the 
from 67 717 to58,726 perscnsT. Bploymez: cuick-y began to reclover, bul- largely 

as a result of the overall slowdo . ma=ufa,-uring growth, it ol!y reached the 

1972 level by Zhe end of 1976. Witl an'. znnual average population gro- h of about 

during :he last 10 years and a growing urhan: sector, Nicaragua faces the3.05% 

double challenge of providing emougHijobs for irs rapidly growing population
 

ad'of fosterig the types of skills required by these jobs. Co=pared with
 

other CACM couzzries (except Honvrks) the.fabcr force in Nicaragua is probably 
tJltw*u'-litericy rate =id lack of.yocationalless skilled, as *a resulz- of 

(i.e.' vages
:rainizg faciiities. Never:heless; average daily labor costs 
76 data) than those of otherand other benefits) Fere slightly higher.(19

"Cetral American couzries, except for Costa Rica. 

!I. THE WAR AND ITS =z ECTS4'; 
A. Decline in Output and - zDoyment 

t noliical disturb=ances in 1578, .c.s:rial outpu:
site cm 

and value-added .actually n-naged a very srall increase (less than 1%) in
 

* :h-t year over, :he previous peak recorded in 1977. 'ith the ct break of 
"uz-si_un ... . .c :r-ua~y ceased.. n 


frc al.most zwo mozns azd there "-as a sttc-g c_..:7ac:in-iz domestic demand.
 
zaver-heless, industrial output and value added (do--z for the year by 26%
 

and.27%, -espec:ively) did mot sho" the sharper decli-e anticipated. The
 

reason for the better --an expeced perfc-.ance cf the industrial sector vas
 

the performance of industrial exports. They ..... J ina=azsed 11% in 1978,
 
te-halfand "a!:hough they. declined in 1979, :hey ozlv declne by abou: the 

rare.tha: output declined.. .n analysis of .changes .in.eacr: volume for 

i-ndividual 'roducts, shows tha: in 19785 over ce'-hal! of =acr ie-s 
e:ported had volume increases -d that the rest sfered only re..atively s-.ll 
=eadctions. A2:hough" i !979"'a_1 goods ecepz Dee: prodnzts had vol=e 
declines, processed fa_= products, Vaich *ere mostly "des:ined for the US and 
):ber non-CACM".arkers, declined very-ittle overall, w'ile mos- of the
 

Larees: volume declines occu.-red in =n=ufactured goods destined for the
 

regional marke:. It seems clear that as the domestic situazion deteriorated
 
;ver 11977-79 industrialists increasingly "egan :o seek to increase exports, 
especially outside the CAC., not only because the dcmestic ecomo-y had become 
unable to absorb its share of industrial ou=put, but also because the proceeds 
of export sales could be held abroad as a he.dge agin-s: econo-' c collapse. 
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B. 1hysical Damage amd Looting 

Shortly af-ter the cessation o: fighting, severa2 ±ndependent 

were undertaken of the physical losses ezm.eriemced by theassessments 
indus-rial .sedtoP. Da=age was mos: severe in the industrial area - cng 

the north highway it ,_iaagva -here a nunber of plants were co-pletely 
contains thedestrok'ed and zmy others 'uffered =ajor daage. This zoae 

heaviest Concen::a-ion of industr. iz Nicar-gua- V:Lile :ha'iban centers 

of Esteli, hatagalpa and Masaya a12 • suffered heavy damage, the imdustr4aa 
plants in':hose and other areas experienced relatively Ltss damage the. 

those in .iamag-ua. 

The current replacemjpt cost of.the damaged industrial facilities 

(b=4ldngs, machinery and =pment)-was es!:±ated at-abou:.USS5O millon. 
buildings, storage,A co=siderzble proportion'of this re. reseted of=fIce 

-:rehouse and related facilities. The less :n nroductive facilities was 
a: 5. to I ^Zf the book value of fiXed assets for

:e:erfcre es:imazed 
vhich suffered no damage to productiont.e en:ire sector. Many plants, 

as a resu!: of -he ioo:ing.;s:ala:ions, experienced vides.real stock losses, 
-zc -he value cf1:- of raw maer-:iaIS an *-iiShed rodc:s%; ,iven:ories 

' licn.ni A stu':" :y :he Central 'eaPk:nven:ory Losses was e •s: SS6O 
of 150 e-:er.rises'rep'e-tn-g abcu f :he gross of"%of :o.ea value -_"fa­

-•,ri:c~r-pu .i - :ha: they experienced. -csses ecuivae: to some ZE: of, 
-" -.;"a of, their invenzcries as co-ared to dca-aes e uiva.ezt t:c % of 

:ed as, onI e 16 s h d dages in ez:ess of 25% of 
the value of fixed asse:s, "'-%experienced losses :n excess of 25% of the 

value of their inventCries. 

A ajCr c=srai. o :_i=:s seeki- '- acing fr reh...-Te-•abiitati 

of *output was their weak financial situatiom as well as the lack of funds 

in the banking system. Finazcial and other records *were destroyed, either as 

a result of physical destruction 4:o= the war or as a deliberate act by 

the former ot.re-:s. Many factories which were able to undertake some Droduc­
tio did no: restcre their inventc ries c: sini-shed" "-Scts due to poljddca! 
ua-cerza:-.:y and because dem=: had stagnated due :o loss of income. "nd" :'7 

also ex.erienced serious losses of- .nagerial and cechnical perso=mel. D.ring 
tthe ;eriod of intense fight-ing a reLatively large share of trained profes-

8i5~~~YALL' Oot
 



C. Post-War Reconstruction of industrv
 

1. Priorities
 

One of the major objectives of the Gove:-ment's. 1980-81 Recovery
 
Progr.am Was to reszoie beD -oauwzive capaci=- cf the eccnomy First .riorit3
 
was given zo rehabilizating the'agricuituraf-sectcr in tine for the Spring
 
190 . . ..
ig, by greatly expanding fhe area under cultivation. A second, but
 
still urgent priority was to-recover lost induszrial output. .In its '-ediate
 
reccns:ruction efforts, the new Gdver-aent es:tablished three main priorities
 
4tr the agriculzu:al and industrial secto=s: (a) restore vrodudtion, pdrti­
cularlv of foodstuffs; (b) geneTa':e emptoyen:; and (c) prote exports.
 

Given the gradual restorarZnf rascorta:ioM and cc-nicatio=s iinroved
 
ad:inistration and the availabili ty of. inte.-na:ioal financial assistance, it
 
•-as hoped tha industrial output in 1980 wculd regain about 87% of the 1978
 
peak level. C- the production side, this wculd require some progress to be
 
made in rehabilitating damaged facilities and restoring.lost inventories 
or.
 
spare parts and production inputs and in overcc-ing the problems caused by the
 
losses of key mazageriz! and technital personnel in many of the fo-uer Somoza­
ccn:rolled en:ervrises, O'_h7e-and s'de, i: was considered likely that, 
iM
 
the face of the large De-s'o=al income losses sustained over 1978 and 1979,
 
Cons_-er purchases of oher -. absolute necessizies would be kept at a
1ha. 


--:crzs, which were expec:ed.to .- a -- r 1e in.=a:-z.nc.usrial act:.y and in c,cv and i. generating urgenzty zeeded fore: exa -- =e.
 
Sexpected to accounz 
 for abou: cne-:hird cf the gross value of industri-i
 
out put.
 

2. Policies 

Based upon Decree No. I of July 10, I 9c,. -"=:- au:hcrized the
 
?rocuradcr General di "Justicia to proceed -eiaely to i-tervene in,
_ 

requisiz:in and ccnfishaze "zodos lcs.bDienes de 1a f _ilia - -z=, -ii:ares
 
: :u~nc2cnarios cue hubiesem abandonado e! nais e- Dicie--re de 1977", the
 
sta:e accuired a large vorticn of -he crc4ucr ive fa'c:i as cf =he rn-tioz.
 
hne stare now owns the mining sector outright, and in industry, effecti'ely 
controls (though majority ou=ership in major encerprises) :he construction,
 
wood processing, and metal-mechanics industries, and has ;-pcr:ant hidings
 
in textiles, chemicals and agroinduszcr (.articularly =ez: packizg, co:ton
 
gI-=ng, sugar refi.ing ming of basic grains). .nese sec:ors tcgether
represet about for-fifths of industrial value added, and, since the szate
 

now acc.unts for 31% of the gross value -f indus:trial roduc:ion, its role
 
;.ll be a =a jor factor in the future developme- of Nicar-aua, industry. It
 
should*be noted that these enzerprises could hardly have been considered as
pure.y pz&:'ate prior to e revoluion BEST AVAILABLE DOCUMENT ....
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.our state ccrpora-ions have been estazbished *; co:r-ol state 
i'ndustrial enterPrises and three state corpora:ions to con:tol -ining and
 
fossil fuels. 
 The larges: industrial *en:i:v is the Cor-Dorzcion industrial del 
.ueblo (COI) _.ich is under the Mnistry z incustry and *has an equity share 
in enerp:rses in :exziles, food processing, cons:ruc:;cn, choicals, me:al-
Mechancs, wood products and'prin1ing. A separate enti:y, Agroinduscrias de 
Refo.a Agraria (AwaOI..,. -a resvonsile. for =cs: s-aze.agrcindus:rial 
aczivicy. .This fuicrion .is ncw eing carrid cut by a new'Directoraze General 

-4 .roducion in he .iiisry DeveLopme.: (MIDA). .-nagers of 
_ iui_ are &o-:direc:ly resgc-sm:ibeen:er-:rises 
 cc one of MIDlA's 18
regional offices. in addition, the Corporacion c-es:a1 del ?ueblo (CORF0?), 

which is part of the insritutoNicaraguese de Recursos Naturales y del 
^bien:e (IPRNA) is responsible for the. industrialization of wood products, 
and the I-stitu:o Nicara~uese de ?es.ca (IN7.7S-CA) roztrols fish catching and 
proc :ssing. The . ipc"'. e%.Inas e Hidrocarburos (MH _--: ;"controls =ining
of metals through Corporacioh'Nicaraguense de Des-rrollo Minero (C0h'D-.Z-.),
ncT-:=ezall_'c =inerals through Corporation de .inerales no Metalicos (C0.0.C-:)
end Petroleum refi-ing through inpresa Nicaraguense del Perroleo (?-TR0NIC). 

The mar~e:ing of certain agricultural products .tich represent an 
'--o-ant varr of agroindus~ria!'processing is now the responsibiity of the 
-state. The purchase df o:rs' outpu:, its sale to processors, and the 
=zarkei-g of processc-. cutou is toe '-L'- _'--;_.- -he -n.r-es Ncara,.... of 

guense del -godo- (_F;-L) for co:co, :he r---esa Nicarag-ens e de la Ca.me
 

---. :e 

Z=:reSa :,icara ze=-se C: (IC.':=c.--!for coffee, End -r-es- ,cara­

-'_) or -ea:, =resa !4icaragese A-car - for sugar, 
- ) the 

gue-se de z-1ime=tos Basicos ("-X' S) for grais. -nmasica"dIiion, the
 
e_resa .- carauer.se de I.o..ie (E- 0?J,itsr.--e o the
 

e.ce -::.r--. a: -- icar t.. de
:.--e sactor :ha :rosa _.s 

r -ocnc..--s de Porzacio- (--122?
Sx). for i -- e .=crts. A decan-:ra.ized 

.agency, the . -o.s-Nicaraguezse de Adiis:racl.c- ?ub -ca (_N.±2), has ben 
estabJished un,-er M.?L±S'-N- vith L for the "resDonsiilirv svs:eza::zing a--- 's­
:ration of nublic enzerprises and fo r -)u .g of -' c-als 

As of June 30, !C80 the s-ae held a ac 4 interest in C 
Indus:ial e-terrises, of "-hich .70 .ere =anaged by COTI. COT='s tozal
snarencid,_gs i=volved a toal of 99 enzerrises, iLc~uing the 70 =ajority
owed fir-s, a -- norty Izeres: in 22 ad .-e-.ion 2/ in 7 e-tep:- ises.. 
In some cases where CT- has a -:iority interest, it is the largest share-. 
holder, and therefore'.issu-es a leading role in the ies activzies. Co:_?
'is headed by a :',%oalso has the :i--!e of Vice ':-'ster of industry.
COIP is orgaiz--zd i=o five 4epz_-eans: ranagemelt "of enterprises, pann-g
f-nance, a&-n-szra±on and indus:rial relatics. lach of the ea:.rprises in 
which C01? has shares have been grouped in-o subsectors (food prccessing, 
che. icals, textiles, construction =ate:.als, =e:al-=echa*.ics, plas:ics, vood 
processing and paper and printing). Each of these s-ubseozors has been estab­
lished as am organizational unit (i.e. -ccn=.!ejo izduszria!) : he 



Depar:mez- of .Managemem: of -. er-erises, and has -a coordinator, W1io is res­
pons-le "or integrating amd direcirng the ac:-:ies of the COT? enzerr-pr-ses 
in tha: .articular subsect:. in the-cases in -hich CO_? has a zajori:y 
sharehc!dizg (and in some cases in vhich it is an ex:eptiozal2y !arie =inori:y 
shareho2der), COI? appciMs an ad-"-is :razor to ==--age :he e--:er-rise. One of 
CO s =i: problems has been f-nding adminiszratcrs wizh sufficie=t experience 
at the enzerprise" level. COIP?' subsectoral coordinators appear on the whole 
to be cui:e capable and kno ledgeible about:heir areas c:. resDons ,bil4:y. 

r =:fo=nanc 

ith"The table-below shows industrial activities
 
inth context of Gprio; *zrftgS.and. afezr the civil war. ?erforM--4­
good up to 1977, but then.' ria 'ed subs:antially." In 1980 a..substantial
 
recovery -ws recorded but .it ;as' below Government tar1ets.
 

NICARcAGUA: Induscrial and Mining Duzput 

(in =illions of Ccrdobas-1958 prices) 

1970 1975 1977 1978 1979 1980 

GDP (=arket prices) L664.3 6112.7 6428.2 5982.5 L70.3 4915.8 
(% change per year) - 5.6% 2.6w -6.= -25.3Z i0.8% 

Agriculture 1073.1 1427.0 1499.1 1593.6 1351.6 1213.6 
(Z change per year) - 5.9w 2.5% 6.3% -15.2% -1O.2: 

Industry (total) 1261.6 1756.6 2023.1 1864.1 1266.1 1486.9 
(% change per year) - 6.8% 7.3% -7.-9 -32.1% 17.4% 

Manufacturing . 1071.0 1426.6 1635.1- 1638.8.. 1190.7 1348.9 
Construction .158.3 304.2- 340.5 .'-188;9. 51.0 101.6 
"ing 32.3 25.8 .47.5 , 36.4 24.4 36.4 

The Banking System
 

Prior zo the war, Nicaragua had a =ixture of public and private 
comercial banks and specialized financial institutions tegulated by the 
Central Bank (BCN) and monitored by a Superintendent of Banks. Governent 
institutions, acco-uting for 53Z o' the financial syste--'s total assets in 
1976, included the National Bank of Nicaragua (B.N), the country's largest 
cc=ercial bank; the National Development Institute (INFONAC); the Banco de 
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la Vivienda, a public housing bank; and two institutions specialiiing in
 

small-scale loan-. P-.*vate inscitutions Included seven co=ercial banks,
 

six finance copanies and six financial warehouses, which together accounted
 

for 43% of totral assets. Despite the'diversity of institoutions, two
 

competing privace groups controlled approximately :hree-four:hs of the total
 

assets of the.private financial institutions.
 

The largest and most i=ortant financial institutions were multi­

purpose intermediariis; hotever, "acertain degree of specia1-.ization b. sector 

was reflected in their loan por-tf'Lios... BNN, concentrated on agr.cultur-e and 

liveitock loans, private banks on" co ercial and industrial loans, and INFONAC 

and the finance companies on- ihdustry. INF.OHA9C has been the major lender of
 

medium and long-term funds for industry and" griculrure; however, since 1972
 

the banking system has been ablezo draw.pn the F-D, administered by the
 
/' Central Bank., for such lendint 

Afler a long period of monezary sraD3.o.Cy, zne rinanciai sector
 

'had cme to share many of the characteristics of more developed f4inancial
 

systems, and the banking system had expanded to include 227 branches and
 

agencies located throughout the country. While so-me of. the public financial
 

intermediaries were poorly ru, Nicaragua's private banks enjoyed the public
 

were generalv considered to be sound and well-anaged inst;­confidence and 

tutions
 

The sizuation of the counzry's financial inte-mediaries began tc
 
deteriorae after 1977 and worsened substantially durng :he subsequent r'o
 

arch 1977 and mid-1979 by 23%
 
years. Comercial bank deposits fell between 


Interest P-d -;=pal
*while t6rI loans outsranding increased by one-third. whle- o ab in.3reao--- T-- ia- ^1s. The resulting" 

drain of resources was financed through increased borro i- :ro;- rd 
Foreign currency borrowings during -he period
 

sources and the Central Bank. 
 The
 
rose by 150% while borouings from the Central 

Bank increased by 230%. 


April 1979 inc.eased the liailitis

devaluation of the Cordoba by 43% in 

lent in local as mosf-(F its foreign loans had b.een
of thi-bankin;m -system 
ci r ency. 

The Government nationalized private ddmesLicfianciai 
institutions,
 

named new managers to replace those wio had left the coun-ry and provided
 
liquidity support through BCO to keep these insti-utions in oneration to
some 


The banking Superintende=t ordered
 prevent, a total collapse of the system. 
an assessment of the
 

detailed internal audits of all institutions, 
including 


complicated by the expansion

quality of all outstanding loans. This etfort was 


to
 
nublic sector. since many new state-owned firms owed large sums 
MF r1 
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state-owned banks which, in turn, *owed large suns to foreign 
creditors. In late 1979, BCN undertook stodues of how the banking 
system could be restructured and recapitalized and began to 
introduce a number of changeE 

On june 17, 1J80, a complete reorganization of the 
structure of the banking system was announced. The total 
number of financial institutions was reduced through a series 
of mergers to 5: Banco.Nacional de Desarrollo-. (]ND); Banco 
de Ameri'ca (BAI-E-R); Banco "de Nicaragua (BANIC) ;_Banco Poplar 
(BP); and Banco Inmobiiarz. (BIN) ."- The Government's objective 
in creating the new structLre ias (a).. to minimize the cost of 
maintaining separate i-nStitutions se*_vicing the same clientele, 
(b) pursue a policy of decentralization which would do away 
with the clustering of branches i.n major urban areas, (c) enabl 
better coordination 4t.::he national level of institutions with 
clearlyeo ven, (d) increase oublic.confidence 
in the banking system by limitiug it to a few well-established 
institutions fully backed by the Gove-n-ment. The entire system 
was placed under the direction of the newly created Corporacion 
Financiera (CORFIN), which acts as a holding .company for the 
five banks, providing overall direction in the imolementation 
of the GoverrLment' s monetary policy and ensuring overall con­
sistency of banking prac .ices throughout the system. 

ilI. CURRENT SITUATION AND TRENDS 

From the low base of 1979, industrial production increased
 
by only 2.8% in 1980, a much lowe= growth rate than acriculture 
(14.3%) or construction (34.8%). The low growth of industrial 
production was the result of wartime damage, financial diffi­
culties, loss of critical management staff due to immigration, 
and the continued deterioration in the .economies of Nicaragua's 
Central American trading partners. More recent reliable 
information on industrial productionr is-not:.'aailable at 
present. Recent cable traffic from Nicaragua indicate that 
industrial output of products -not destined to the CACM is 
growing, but figures were not'given. 
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PANAMA.
 

I. PERFORMANCE AND STRUCTURE OF INDUSTRY AND COMMERCE 

Since the end of World War II, the economy o: Panima 
has undergone a process of structural alteration i hich has produced a
 
significant shift in the relative 
 irp.rtzunce of the sectors of the
 
econo.rr.v. 
 b1ile the econo-y was traditio-.a1ly based on agricult.re,
 
primarily for subsistence serving the needs of a 
 7sall pop.lation, and
 
tne indurial ;nufacturing sector 
was virtually non-existent, in the 
last two decades the tertiary sector (services, co-erce, transp. rtation 
and pulic adninistration) has greatly increased its share of GD.. Ln 
this =-a:-1:6 the expansicn of the agricultural* And indust-ai "seczors w'as 
li-ited h: the dT.-.sions of the dc.estic rmarket. However, the
 

establis~iment of a strong international banking center and of an
 
interrtional free trade 
zonp:in Colon; the growth of trade utilizinc the 
Canal amnd the massive invest:,ents 7rade by the Goverrment in the countr-' s 
i-frastruct~ue (hospitals, schools, roads, elecricity and sewage) have
 

transfornned .name 
 into an economy characterized by the prevalence of a 
tertiary sector with strong interrational links. The rapid growth of the 

tertiary sector has not been matched by a parallel expansion of the 
agricultural and industrial sectors. Efforts to modernize agricultrual 

production have mairly been directed towards export crops, wile yields 
of crops for domestic consu--ption have rerained rW %tively'stable. 

Despite a severe recession in the 1970's, which hab prcated the
 
beg.ir of a process of modernization, industry.is s:t,.l basic-'i.y
 

limited by the dimensions of the daon-tic market and based on 
Substitution of in.rts rather than L,, export growth. 
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lne following Table 1 sets forth the relative 

sectors
of the primary, secondary and tertiarY 

percentage contributions 


1970 and 1980.
 
of the economy in 1950, 1960, 

TABLE I 

TO GDPSEORS' M\.3JTIOI 

(Percentages) 

198L1950 1960 1970 

28 1429 23
Primary Sector (1). 	 23 1913 .. 21
Secondary Sector (2) 	 6756 59 
Tertiary Sector (3) 	 58 

100 100100 100 

(1) 	 Agriculture, fishing and m 

Industry and construction(2) 

(3)" 	 Services, co-niece, transportation, public a&ninistratioz, 

Directcrate of Staistics and Census 
So".-ce- C.troller General, 

When examined from the perspective of current sector 

the agriculture, services, cm-erce, 
to GDP and e.loyrent,contribution 

sectors account for over 50% of GDP'=6-70% of 
amd manufacturinG 

sectors each e=loying about 
with 	the agriculture and serviceextrloyent, 

shown 	in the acoae--fnyLng table. 
30%of the labor force. ,ie det-is are 
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SECIOR COTRBUI. 

Sector 

I. co3merce 

2. Services 
3. Ag:iculture 
4. Manufacturing 
5. Transport 
6. Finance 
7. Onstruction 


*Total 


TA3LE 2 

20 GDP PIND 31P-LY'rk BY CRUDR O *%,,;NILDE 

%of lue0 
GDP 
14.0 

13.7 
13.7 

L3.7 

Ll.6 

7.8 

5.2 


79.7 

Latest available data. Re2.ative 

substantially over one year. 

Sector 	 %of 1979 
Emovo.ent 

1. Agricultre 29A4 

.2. Services .•. 27.4 
-.3. C.-erce 13.5 
4. Manufacturing 10.1 
5. Construction 5.9 
6. Transport 5.4
 
7. Finance 3.7 

.5.4 

positions would not have ---unged 

Of more' 2n.terest than the static situation depicted 

in Table 2 and c=9.emnting the changes discussed in Table 1 by primary, 

secondary, and tertiary categories is the dynxamc picture shon in Table 

3 of the draratic shift in the sectors stirulating groth over the thirty 

year span between 1.50 and 1980. 
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VBLE 3
 

LEA.0o SECTOR MI R"BUTION TO GDP GRO;.7. BY ORDE OF MAIN'IE i_ 

Sector %of GDP Growt Sector % of GDP Growth 
1950-60 mPlonent / 

1. Manufacturing 9.8 1. Transinort 20./ 
2. Services 	 15.5 2. Finance 14,
3. Coerce 	 14.7 •3. Services 14.2 
4. Ariculture 13.5 4. COn-erce 12.4 
5. Construction 7.9 5. Manufacturing 7.2 
6. Transport 	 5.9 6. Agriculture _ .- 6.8 
7. 	 Finance 3.7.. 7. Construction 2.4 

*81.0 Total 77.9 

See footnote Table
 

Of the total-change occuring in GDP over the 1970-S0 

period, mp-nufacturin accounted fc: only 7.2%and agriculture for only 

6.8% of GDP, a significant drop from 19.8 and 13.5 percentages of the 

1950-60 period. 1he relatiel-rapid growth of the transport sector 

during the 1970-79 period is due principal.y to the large increase in its 

storage subsector which reflects the growth in the Free Zone activities. 

In like manner, the financial sector's rapid rise reflects growth in 

, the banking sector which has 

received stirmlus by the GOP since the early 1970s. 

In sxumiary, over the past decade the L,portance of 

the manufacturing sector as an engine of growth h~s waned as easy impnort 

substitution o-portunities have disapt ared and as more e.:-h,asis has been 

given to the other sectors, especiaLlly finance and transport. 

Table 4 also reveals the employment gen,:rating 

effects of eah sector 	over the 1970-79 period, 

illustrating the service sectors importance in the Panamaina economy
 

over the last ten years. 



IOR ONTJBUTION" TO E4PWO.,T G?,H D.'; 1970--7 P OD 

%of Tm.y~ent Growth 
1970-1979Sector 

52.01. Services 
13.22. Transport 
11.73. Manufacturing 
11.34. .inance 

5. Corzerce 10.1 
7.8.6. Construcs tion 
2.87. Electricity 
0.28. Mining 

9. Agriculture 3.6 
5.310. Canal Area 

100.0Total-


A. Pefo -nceLecen- and Iar-Term Pro- ects 

After three years of re!atively high grow"h, 

in 1981. In large Treasure the slow down was dueeconomic activity slowed 

to the effects of world-widiercession, particularly in the hard-hit 

and the resultanteconomies of neighboring Latin kNerican ontries, 


decrease in demand for Panarnian exports of goods and services. in
 

addition, the construction boom that Panama has experienced since 1978
 

finally slowed as a consequence of -sustained high interest rates and
 

reduced demand for luxury apartment housing and cottnercial office space.
 

Ourrent trends indicate slightly lower real grow .... 01982, probably less
 

than two percent. High unen7loyrment and low agricultural productivity
 

continue to be serious problems. Pana.za' s success as an international
 

to grow, with 130 banking entitiesba.nking center nevertheless continues 

econo-9" which advancedcurrently licensed in Panama. The sectors of te 
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in relative imortance in 1981 were co.-.-nerce, bankin; and other finance, 

various services, and transportation a.nd cv.c.ru-nications. The "productive 

sectors" of agriculture, manufacturing, and construction declined in 

relative ir.rtance. 

1. Investment 

Total real investent started to fall in 197 at the 

beginning of a recession which lasted until l978. In 1975-76, public 

sec:tor inves=ent was expanded to co.p,-ensate for declining private 

investment. Then in 1978 and 1979, public investnent dropped as the 

private sector recovered. 12r)l980, total gross investment in real terms 

had just barely reacned the same level as in 1972. By 1981, private 

investrent began to drop again as a new recession took hold. High 

interest rates and reduced Rg.ts are izrportant factors currently 

inhiibiting new investment. 

New domestic investmrent was 23.3% of GDP in 1980, 

the last year tor which data are available. ."he share of total 

ines--aent accou-nted for by the priva:e sector declined in 1980 flu,, 

65.2%to 57.2%. 

Much of the private investment was 

in financial and other services, co.=,rerce, and 

real estate speculation. In 1980, 57.2%of new invesent was in housin; 

and other construction, I% was in tansportation and coL-mmunicaticns 

equipient, and only 30.5%was in machinery. 

Although credit grew in 1981, the largest rate of 

expeansion was in credit to the public sector, followed by commerce 

(trade). The lowest rate of growth was in construction loans. 

Agricultural loans showed good growth, better than in 1980, but loans to 

'1' I4r
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industry increased at a slower rate than the previous year. Credit 

ou:sndi~n, to agriculture constituted only 6.5% of the tota! in 1981, 

and loans to industry coprised only 9.0% of the total. 

In the years 1975-.78, net foreign invei,-,nt usaly 

was necative, but in 1979 it turned positive, in the ar-urt of sowre $49.7 

-illion, accordi.G to GOP figures. nhe bulk of the foreign LnvesLtent is 

in the _fields of industry, coz.erce, arid ag;iculture. A mph..higher 

:roportion of foreign inves-"ent is in industry than is locaIly geneated 

investment. U.S. cLrmulative investment in Panama was about $1.8 billion 

in 1980, according to Departnent 'of Cormerce data ($2.2 billion*if 

ihvestent in offshore firmns xegistereii in Panama is counted). .Thisputs 

Panane in third place, behind only Brazil and Mexico, in U.S. irves-ent 

in Latin Am.erica, r-embering that a large proportion is in financial 

institutions. 
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In addition to the BIT with the .U.S., Panama has initiated a 'IIT 

wit:h Great Britain, and is actively working with the Tederal Republic of 

Gerr.any and Japan on similar agree-rents.
 

I port Sector
 

As of 1979, a survey of manufacturing Cstablishzents
 

in Panama with five or more workers listed 628 such establishments. 

Total employment in those estaiblishments was 29,547 and thq payroll was 

$110.9 milion. Sales value was estiimted at:Sl.2 billion and local 

value added was $379.8 million. In 1981, manufacturing accounted for 

12.9% of the GDP and e=loyed about 10% of the work force., Industry in 

aisMiain oriented tow,'t.domesticmarket and is cbncentrated 

in. Panamna City, clon, and the province of Cniriqui. At least half of 

&he output is accounted for by products related to agriculture. By 

value, the largest industries are in food processing and be .- , 
*e.. S 9 

followed by metal fabrication, ton-metallic minerals such as cereht'and 

other construction aterials, clothing and shoes, paper rnd paper 

pr.oducts, petroleum. products, various che-dicals such &,soap, detergent 

and alcohol, printing, an. wood fr.iture. 

Between 1960 and 1970, the averae annual growth 

rate of industrial output was 9.0% in real terms. The growth rate fell 

off in the 1070' s, exr-eriencirg a steep decline in..th'e zre~ession period 

of 1974-76, then a resunption of growth -in 1977. 'Industry grew 5.5%in 

real terms in 1979, 4.0% in 1980, but fell 2.3% in 1981. The drop in
 

1981 was partly due to the effect of the te.-rporary suspension of oil 

refinery production that year because of a glut in the world fuel oil 

market. .he rest of the ranufacturing sector registered a real growth of 

2.8%, versus 
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growth of 6.0% (not including the refinery) in19-0. The drop-off in the
 
rate of growth of manuf--turi.g activity in thu last year or so is due
 

pri:-7aily to reduced de.Tand for several i.ortant exrt products and to
 

reduce-d de.--nd -for construction materials.
 

he most rapid growth in recent years has taken 

place in food pocessing- and beverages (both alcoholic and carbonated) 

and in clothing. Paper and paper products production has also ex-panded. 

Nevertheless, by 1979, output had only regaLned the leve. a±Lready
 

aclhieve6 in 1970. 
 Among the .more serious probles industry faces are a
 
smal! domestic market, strong international conpetition, az nasl
 

production units. Outside 
 gri ral and fishing products such as
 
bana.nas, sugar, sh-L-=, coffee and mea'-, Pan a 
 has very few other 

signific.nt exports. he largest manufactured export is clothing, which 
has shown sustained expansion in the last several years, growing' from a**. ..­

value of $8.6 million in 1978-to"S14.0 million in 1981, and noving into 

fifth place in 1981 among Panama' s exports. Other Lr-ortant pro-essed or 

manufactured exports include petrcleum products (mrstly fuel oil residual 
*tot!he refining process), condensed milk, fish meal, fish oil, banana 

puree, rurti, paper products such as cartons, leather products, canned 
seafood, mayornaise, mustard, and tomato products. 

Other than beef and repairs-to-vessels and aircraft, 
there are few identified production services (non-CSP, non-duty free, 

non-textile) that could benefit frn a one-way free trade zone as 

proposed under the CBI. No locally manufact ured export of this type to 

the United States exceeded S50,000 in 1980. 
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3. Pot4ntial for 1'.rFns'on of n-Tr.aditiona! F-o.rts 

Probably the .ost irc n: opportunity for Pana-a 

Ls the establis.-rent of rore light asse.7bly industries, such as those 

3nder a '.aqila" program. Panam-a's Maquila Program has been in 

.xistence for several years, but has produced only modest success. The 

)rogram provides for a wide range of tax and other incentives in order to 

sti:=late labor intensive industries. It alovs businesses which 

establish production operations to be exen-t. from certain 1:rfiot duties 

and taxes, provided that the products are sold. out of Parama. To date 

about a half dozen firms have been established under the program, the 

largest of whach is a factory taking women' s underga.-ments. Panama has 

many advantages in con7arison with other countries in the region, such as 

absence of exchange and repatriation risk and relative political
 

stability. One interesting possibility is the developrent of a lar 

East-Panaa-thited States investent and trad.e triangle, with the 

establislunent of assembly industries in Pana a by Far Eastern firms for 

exort to the United States. This could be an rportant supplenent to 

-•inveslnent attracted from D-rope and the Unit ed States and could be 

expected to grow in the future- as several countries in the Far '_st 

develop higher technology products and encointer increased labor costs. 

Panama could also seek to take advantage. of opportunities 

presented when products from various countries lose .GSP eligibility due 

to exceeding co,,-etitive need ixitations. 

Further expansion of agro-industry and food processing
 

for export has good potential. esides agricultural products, seafood 

processing could be expanded significantly and efforts are underway to 



attract more investment in this area. Frczen and processed meat, fruit 
and veget'ble products not now exoorted, and spice-s and. ccndiments have 

good potential. 

Another cooa-ative advantage for Panamia is its 

.eograPhic location and huge voluv-e of ship traffic through the canal. 

xpa.sin of ship and aircraft repair facilities serving interrational 

customers, such as the drydock and repair yard now being expanded under 

the management of a French firm, and other marine services"o~fer speci:.l 

possibilities.
 

She rjcr factors tending to restrict further 

development of export industr 's probably are labor laws and atEitudes, 

govern ental pricing and subsidy policies, goverrmrental bureaucracy, and 

possibly, disadvantageous freight rates. The labor practices are mst 
frequently cited by visiting busine.n as reason for not lcating 

Labor costs may be slightly higher that
mnufacturing activities in Pz na-L. 

countries in the Caribbean Basin, .but probably not much out of line with 

most of the others. Panama' s minirmam wage for unskilled labor is 75 

cents an hour in metronolitan areas and 65 cents in the interior. A 

major disincentive is a perceived lack of com5ist:ency and fairness in 

application of GOP labor laws and regulations and difficulty -inusing .the 

appeal process. This situation has iaproved recently, bowever, with new 

leadership in the Ministry of Labor and increasped goverrv-ental efforts to 

improve its relations With the private sector. Price control policies 

are becoming more flexible , and in any event, these controls do not 

apply to exported products. Mhe establishment of a one-stop irnvestent 

promotion center (National Investment Council) should help in overcoming I
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any bureaucratic obstacles presented to foreign investors. This
 

agency is also extending assistance to enterprises already established
 

in Panama. This could result in a sharD reduction in ctr-plaints
 

abouz difficulties in dealing with the bureaucrac,. Aparently 

conference freight rates are sc~me'.hat'high for shipments to and from 

Panama and the United States, especially in conarison with so-,r 
co-etitor nations. Conversations with local shipping agents indicate 

that the rates are high7.y negotiable and that an exporter should be able 

to obtain an attractive rate on request if he plans to ship in quantity. 

Lor er.Te.m Prospects 

In view of the limited do.estic arket the 

development of export industries, such -as light assembly, manufacturing 

•an d agro-industry is receiving mu:h art.ention. GO? policies are 

developing in directions appropriate to achieving this objective. Now 

incentives for invesitents in both industry and egr.icuiture have high 

priority, such as concessional finance to =,all and me-iu bsinesmemn 

and farmers, and establishment of industrial zones., A major effort to 

attract more foreign investment is underway..:% " in agricultural 

policy, there is a movinent away from the priority accorded in past year 

to collectives toward provision uf credits, re-establishent of 

agricultural extension servics, and promotion of in. roved technology. 
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An agricultural incentives law now under cons-weratoon aims to promote 

invest7ent in this sector through tax incentives and other measures. 

There is also consideration of revising the system of i-ort quotas in 

favor of a rationalized tariff system. 

In general, a shift of emphasis to the private 

sector is evident. This has been confirmed in recent policy state-ments 

by Goverrent officials and by the recent round of Cabinet changes. Some 

c.hanges in the price control syste.-'nare being atteted although there 

are no plans to abolish price controls altogether. Milk price increases 

recently announced evidently ar n*rt nf this new flexibility. 

Panama I:"in A good position to take advantage of 

the opportunities offered by the CBI through its geographic location, 

good port facilities and other infrastructure, its monetary systan and 

absence of exchange or conventibUility risk with respect to the U.S. 

dollar, its banking center, the Colon Free Zone, its pool of educated 

narnwer, and its attractive political and social clinate. 

Financial management should continue to be 

conservative over the next few years. Continued high interest rates a.nd 

a drop in anticipated tax revenues due to the economic downturn probably 

will force even greater budgetary austerity. Th.e GOP has enaged a 

consorti- of financial advisors and is heeding their advice, alon. with 

that of the I4F. 
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Finance 
is in 

sector is well 	develope in ran2. a. 
The financial 

shortage of venture capital' az,a
developing countries, there may be 

as well as credits available to the small business 

.any 


long-term credits, 
to theis not a constraintfinancing

sector. On .balance, however, 

expansion of exports. 

Financia! Services Sector 

The InternatiOnal Financ-ial Center 
was legally 

238 of July 2, 1970. This decree 
established by Cabinet Decree 

l .
 

reformed the bankirG system and created the National Banking Cc r--dssion
 

to regulate the systera.
 

in Panp.-a has 	been the most 
The fina-ncial 	sector 

in the economy. During 1981 itgrew
sectorayn'ic and rapidly growing 


the total Gross Domestic Product
 
22.1% and constituted about 9.%.Of 

increasedto do business 	 in panama
n~ber of banks licensed(GDP). T e 

to 130 and the total assets of all 
the banks rose to over $46.3 billion 

by the end of 1981.
 
stock market and bonds are
 Panama does not have a 

Financial intepmediation is done 
used in a relatively liited 

mnner. 


bank to bank basis.
 
within the offshore banking system, 

directly on a 


4 AIJL ,' . 
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Of the 130 banks in Par-_-a, i 65 have geneiaJ. licenses 

which permits them to. do business both ins'ide and outside of the 

country. About 30 of these participate actively in the local market 

while the rest do it in a limited fashion. 

From 1974 to 1981, local loans had been decreasingly
 

financed from external deposits in the banking system. 
By the first,
 

quarter of 1981, a new local deposits were sufficient to cover
 

" local loans. By December 31, 1981, Panama has resources valued 

at $46.3 billion of ."hich $3.146 billion are placed in local loans while 
$3.201 billioD are local deposits- This trend reflects the continued 

economic and political stabl-ity..which has oomurred after the signing of 
thne Pa.a- nal Treaties, and investor preference for high yielding tire 

deposits over riskier investrnts. 

Ps the-lar,est vol=re of dom.estic loans are made for 

trade and cm rerce, the coTercial banking sector is accustored and 
structured to hareling short term working capital loa.=s. Govar.4 .e,"It 

financial institutions are the principal source of medium and long term 

funding, in particular to sm.al and medi-= enterprises. 

b. Agricultural Credit 

In the agricultural sector. nn nrn'%ln i= been 

difficulty in obtaining medium and long term fnd . The short term 

cozrercial credit extended to the agricultural sector cores from a 

limited n=.-ber of private banks (Bank of Are:ic-a, Chase Man)attan Bank, 

Banco Fiduciario and Banco de Colombia), which lend on a co.rcia. 

scale, pri-arily for production, processing and marketing of such 
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.eCdiun and lon- term credit is
products as sugar, rice, coffee and beef. 

supplied almost exclusively by the official agricultural development 

bank, Banco de D-sarrollo A7ropecuario (BDA) and the Banco Nacional de 

Pana.a (B'N). In the period 1976-80, total bank credit to the 

rate of 4.9% (nzminalat an average annualagricultur.al sector increased 

rate). In addition, co..-ercial bank credit to the agricultural sector 

rate of 1.3% from 1976-80, which represents a 
grew at an average annual 


negative rate of growth in real terms.
 

http:agricultur.al


17
 

C. lndstrial Credit 

short-term trade credits, and are normally reluctant to provide longer 

ter. fina-,ing for fixec assets, although s.-.e of the banks do provide 

_irm. (3 to 5 years) credits for their largest and most reliable 

custcmers. Mst of the loa.ns granted by the banking system for 

industrial purposes have consisted of short term credit for working 

capit&l, or to finance purchase of:raw material and other inputs reqiired 

by cor=anies for production. Industrial term lending is basically 

undertaken by two GOP-owned institutions, :he Banca Industrial window in 

the, B and t& Corporacion] iwhanciera Nacional (COINA). 

The IDB has collaborate with the GCIP since 1964 

through 5 loans granted to the BNP to help develop Par ma' s private 

iLndustrial sector. In the period 1.077-79, th-e BM. a--Proved 123 
... .9. 

industrial loans for a total of $9.6 million c-and in the first half of 

1980, W.' i s industrial lending increased sharply to SB.2 million for 24 

projects. 

C .- -7A.hat re-ently received a S20.0 =illion lrar 

from IDB and with these resources it will primarily finance fixed assets, 

leaving working capital finance to the comTercial banks. MFfl will 

concentrate on the financing of manufacturing inds i~s 

CFIN. was created as an autonomus Gove.n-ent ow.ed 

financial develcpnent any in Dce=rber 1975, to promote and finance 

productive industrial enterprises in accordance with the Goverrrnent's 

national develo-re.nt plan and to encourage increased cormercial bank 

financing of industry through cofinancing. Alnost all of its projects 
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have been in the private.sector and its gross approval of loans and 

P=-Atv inves"ient totalled 35.9 million in 1981. 

iDB has estirzted that over the 1981-83 period, 

total industrial invest,-ent in Panar.a, excluding large projects tay be 

,about $165 Tvillion, of which $20.0 million will be covered by the BW 

$60.0 million. by retained earnings and equity contribution, leaving 

de-mand for funds of $85 million, to be provided by theuncovered 


co.,L-ercial banks and COFINA.
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.Trade -Finance 
4ost o! the credits a.=proved locally are directed to 

co..-merce and a large portion of these goes to fir=.s established in the 
Colon Free Zone. As can be observed in the following chart, 38% of the 
internal credit balance is utilized by the co.rerce sector. 

Balance of Internal Credit 0.tstandin by Activity
 

December 31, 1981
 

'In millions of doll;rs)
 

Public Institutions 
 $ 572
 

Financial Dterprises 
 77 
Ar iculture 89 

Livestock 

104
 

Fishing 
11 

C rmerce 
1,196
 

Industry 
283 

Bousing 
512 

Other Construction 147
 

Personal Cbns;r=.tion 

b.15D, 

MTAL 
S3,141 

Source: Comision Bancaria Nacional 
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Trade 	Flows
 

1. 	 Ec-orts 

historically the U.S. has been the
 

recipient of nearly 50% of Panama' s exports. The figure rises to 65% if 
the e>.orts to the 	'Canal Prea are included. The neighboring five Central 

knerican countries, with Costa. P.ica and Nicaragua the most izrortant,
 
receive 13%, while 
the rest of the Caribbean Basin including Mexico
 

acount for just 5%. 
 The South Ax-erican countries led by Venezuela
 

Colombia and Ecuador receive even
an lower 3%. .utside of the Americas, 

except for a few exports to Saudi Arabia, Japan and Siria (less than 1% 
of exorts), he remaining. 4% 6f Panz-axnian exports ale shipped 'to 
Europe. Africa and Oceania accouit for. less than .01% 

As with most developing ci-ntries, Panama 
depends upon -all n"rrera 	 of basically printary product. for export.
 
Twelve prodigits provide 84% of.all excoft 
revenues. Within the group of
 
tv-alve, the foui products banp-nas, shrir., sugar and petroleum products
 
provide 72% of the export 
revenue. * Coffee, clothes fish meal, canned 
milk, lobster, fish oil and rum, su,.?ly the additional 12%. Tiese four 
products account for 63% of the export revenues received from all other 

countries.
 

7he first four products ventioned above 

provide Pazama with 87% of the export revenues received from the U.S. 
For all other countries the figure is 63% 

2. 	 I=rts
 

On the inport side, the U.S. again
 

dominates, providing Panama with about 33% of its i rts. Asia follows 
at 28% with Saudi Arabia oil accounting for rost of the expenditure. 

T5
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Presum-ably this will'be changing as the Sa Jose oil ogree..ent with 

Mexico and Venezuela goes into full effect. AS in the Saudi D-rabian
 
case, Pa.-p-.na' s 
oil L-Ti-,orts from Venezuela place South A,-.rica in third 
place with 14; .f the imrts. Te .five Central American countries 
supply just 5% of Panama' s inports while the remaining countries of theCaribbean Basin provide 11%. All f Dro. supeA. ies just 8%,

ple 
and Africa 

jut 

and Oceanic together supl less dhan 1%. 
% d ri 
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Il. BUSINESS AMBIENCE
 

A. 	 Political -Factors 

Since 1968 the PanaL-~nie.1n Gove:r,-ent has been 

characterized by an algEm of pop,.list ideological forces. D-arin5 its
 

early phase the Torrijos Gove:nTent supported and organized poor far-mers, 

competed with established private agricultural producers and though 

unintended it 	discouraged production through imposition of price
 

urban policies, there was complex legislation
controls. In 


men were
emphasizing Government regulation,. Some business exiled. 

In recent years. however, fiscal policies have been more 

pragmtic; production, rather than distribution, has begun to be. 

e-hasized and th. private cr' s .role has become inCreasingly 

:ecogfnized. he facts of economic life"have turned the nation' s 

attention to dcestic finance, national economic growth and 

invest-ernt--there is an acceleration of interest in the sti,:-ation of 

business and investnent. -r exair=le, the U.S. and Panama are presently 

negotiating a bilateral investment treaty, the first of its kind in the 

region. Private sector leaders have expressed their pleasure at this 

tu,. of events. 

The Government of Panama remains generally cormitted to 

the continuation of the "revolutionary process" which e.- iaizes 

redistribution of national wealth and resources. -It-sq.eks to enlist the
 

energies and resources of the private sector inextending that process.
 

Rhile some Government leaders do not share fully the
 

private sector's pragmatic views, most Panamnian leaders are aware of
 

the need to have a strong private sector supporting their efforts to
 

redistribute the nation's wealth. They appear to recognize the need for
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to finnce various Goverr.ent programse . an expanding tax base from wi,ch 

There have been significant 	indications that restraints, either real or 

from the privte sector. There are alsoir,agined, are being re-oved 

that top GOP officials understa.nd that the revolutionaryindications 

to continue without the support and assistanceprocess cannot be expected 

of a vital private sector to conrl Tent and finan-e the work of the 

public sector.
 
The Cabinet 
changes of April, 1982 indicate that the
 

more balanced approach ih its
GOP iscontinuing to turn toward a 

relationship with the private sector, and offer the prospect that the GOP 

in the coming years.. Inwill favor private enterpriqsV'een more 

to exercise a strong voice withinaddition, the National Guard continues 

the nation's political process, and its new CoxLander, Gen. Paredes, has 

in the nation's economy.advocated a strong private sector 

The CBI has ap.parently quickened the Governments' 

and has led to a moreinterest in accamrndating the private sector 


she Office of the Vice President has
focused dialogue between them. 

as-ed the resonsi*.iity for directing the efforts of the . .nt. 

will clearly continue to receive seriousrespect to the CBI and it 


attention at all levels of Government.
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Investent Climate and Incentives 

7he climate for foreign investment in Pana-a is 

positive. Goverr.ment attitudes and ir=entives ercqu-ge foreign 

investment, es:.ecially in iectors which will provide significant 

Use of the U.S. dollaremnmloyment opportunities for Panamanian workers. 

and the absence of mechanism for controlling financial tra-sactions 

guarantee unrestricted foreign, e-kchange flows. This is one of Pan - ' s 

most i.-- rtant assets in attracting foreign invesrint. in addition, 

Pa-na rakes virtually no legal or pra-tical distinction between foreign 

and._ domestic private investent. Miere are no. restrictions on foreign 

owership of industry, onl _rEailing and certain professions are limited 
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to Param-nian nationals. A n-ber of tax and other incentives are
 

available for foreign investors in such areas as the Colon Free Zone,
 

Financial, Tourist and Industrial Sectors. 

In the Colon Free Zone, businesses are-entitled to 

very favorable tax treatment on their external operations, including a 

-ma gradua.ed incoe tax of 8-1/2%. in addition, they receive 

liberal tax credits,.. based on e,--Dloyment levels, and a 95%. income tax 

rebate during five years for new firms meeting certain investnt 

require-ents. Firms are exited from other iypes of taxation, except 

real estate taxes. 

In thj-&itrancial sector, banks are exe.,-ted from 

income tax on international operations. Special provisions safeguard
 

privacy of banking records. In 1976, followir its success in prom-ting 

the banking industry, P..na-e established special laws designed to promte 

growth of a reinsurance center. rhe law exe,-=ts profits from reinsurance 

on foreign risks from ircoie taxes and local insurance taxes. 

In the tourist sector, legislation enacted in 1972 

provides -oad" in tourist facilities,-Zentives for inves-a.ent 

inclulding exe-. tion from irort duties on materials and furnishings and 

exe tion from income, property and other taxes. Despite these 

incentives, the tourist industry in Panaa re-ais "relatively undeveloped 

co,ared to other Caribbean nations which offer similar advantages of 

clinate and pro4 mity to "the1nited States. 

In the Industrial Sector, Panama has pro,.Oted 

manufacturing production through special incentives for many years. The 

most inxrtant incentives offered include: exer,-.tion during a contract 
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period from import duties on equipent and raw riaterials; exe:.-ption from 

income taxes on reinvested profits exceedinc 20% of net taxable inco.e; 

and special provisions for loss carry-over and depreciation. Panamrin 

la, also provides special tax incentives for manufactured a- other 

exports, including total tax exe.mtion based on a system o cax credit 

certificates. 

In eddition to the above incentives, in 1979 Panama
 

established a special incentive program for pr6,o-tion of "light assembiy
 

industries". The program is designed for co.-nies which will export
 

their entire production of finished products It is anticipated that sudh 
co7mpnies will rt most af. te required co-mnents for their assembly 

operations. -he program is a=-tinstered by the Ministry of Plannina and 

"c-onomic Policy and prov4es substantial assistance to prospective 

investors, including completing legal and technical requirements and 

recruiting labor force. 

The United States and Panema have signed 

Bilateral Investment Treaty (BIT) that will formalize rights and 

guarantees of investors in each of the t.o countries. The agree-rnt, -as 

currently structured, will cover key areas of interest to existing and 

potential investors such as national treatmnt; co7.pensation in case of 

expropriation; indem-ification for war damage; trp-ifer of capital, 

profits, and funds; and settlement of disputes between parties ar. 

between indivivuals and firms and parties. The agreem-ent, when ratified by 
legislative

will not only reinforce the position of existing U.S. investors in the 

already favorable Panamanian climate for foreign investment, bit also 

serve as an additional motivation for new investrient. At the same tine 
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7he Goverr.-ent' s current policy is not to expand any 

further than necessary into areas that are traditicnally tnougnt oz as 

belonging to the private sector, although it continues to enter into 

partnerships with private foreign investors for the development of large 

projects, such as the- TraqE-Ans-ma" Oil Pipeline and the proposed Cerro 

Colorado Copper Mine. 

The GOP has indicated that it would like to -sel or 

otherwise dispose of some of its less profitable enterprises, such as the 

Contadora Island Hotel, an oil palm. plantation project, and the National 

machinery Corp. It already has closed its Pacific Banana operation. 

Others such as the large L Victoria Sugar Corporation are ir-ortant 

out in the short term, altho Jgh currenta-.mloyers and cannot be phased 

policy is to examine various alternatives and, if possible, to move in 

that direction. 
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C. 	 Goverrr.Tent' s Role in tre-- r-V-

Water, power, 'and tele a--.nicatio:1(j. 

state-owned, along with some financial services (the Banco Nacional, a 

savings and mortgage bank, and agricultural and industri-jl develorent 

banks). A;lso state-owned are the railroad, port facilities, the national 

airline, a bus transport conny (although most public transportation 

reains private), some tourist facilities, the National Cas±iios and Pace 

Track, and the Colon Free Zone. 

7he Government owns two industrial operations, the 

La Victoria Sugar Cor-poratiqn a'd the Bayano State Cement Literprise, and 

operates Citricos de Chiriqui, a large-juice concentrating plant and 

citrus growing operation. In the agricultural field, the Government 

distribute grains (except wheat) and some vegetables through the 

Aricultural Marketing Institute; it also owns a flour mill, a meat 

processing plant, banana planations and has been involved in the 

formation of collective farms and cooperatives. 

Labor
 

Offa total workforce of about 550,000 more than 20% are 

ezployed by Goverrent." Agriculture a.nd industry, the sectors on which 

the CBI is expected to have most inpact employ only 29% and_.Q%. 



respectively. The industrial labor force n-=bering only about 53,000 

counts only about .34,000 of its me.T_ ers as perianent epr.oloyees. The 

trained industrial labor pool is thnus srall and will undoubtedly 

constitute a bottleneck in industrial expa.sion. Such ex-pansion is 

expected to be the main absorber of the une.-.oved who now are esti.ated 

by USAID to nu :1 er close to 100,000. 

While such a national rate of enieloyment is in itself 

cause for concern, large pockets of-higher u.6enployment dotthe urban 

areas. In olon, for exa-le, uneloyment may be as high as 25%-35%of 

the workforce. in 1979-80, an AID survey in four low-income 

neighborhoods in Panama City~ar ~ ae among 

low-incoi-e families of almost 40%1 Une.mlo ,-ent, at 24% for this survey 

.lnfudue6omn 

sa-,.le as a whole, rose to 39% for individuals from families with per 

capita incones ot $500 or less. Fbr women and young people une.loymnt 

rates were 45%and 65%.' 

Although policies and programs to reverse growing 

unenployment are now beginning to take shape, the workforce is growing, 

nlowhere mre so than in the metropolitan area surroud-ing the canal. As 

a result of a declining birth rate, from over 3% in the late sixties to 

an estimated .2.2%in 1980, the labor pool is growing faster than the 

non-working population (under 15 and over 64).- 7herefore., whereas the 

labor pool was 53%of the po-ulation in 1970, by.the year 2000 it will be 

in the 63-67% range. The economically active population (which is about 

60% of the labor pool) is forecast to double in the 25 year period, from 

537,000 in 1975 to 1.1 million in 2000. 
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The metropolitan arca wilI soo.n cc.r-prise half the
 

nation's population*--
 and no abateimnt in urban migration is expectee. 

According to the latest, probably understated, official data,.some 58% of 

the total national economically active population is locabed in the 

Met-ropolitan Area. 

Three factors presently work to keep une-lorent high; 

the first is the in-.ract inPanama of the 1975-77 recession, caused in 
part by worldwide dislocation due to sharp :increases in OP-*s oil 

exports, but also by a drop in domestic investment resulting from 

unfavorable reaction to a series of Goverrnment policies (e.g., price 
controls, labor code, exilingf business leaders) and leftist rhetoric. 

Not until 1979 did the econo.-.- ieattain 1974 en-.loyment levels, while the 

-'--v steac-ily increased. The second factor, already mentioned, is 
po ulation growth and growth of the labor pool. The third factor, is the 

relative capizal-intensivity"of.the economy and the policies .which govern 
it, which tra-.slates into fewer jobs per dollar invested. 

Using alternative ass-r=tions about the Gb_ growth rate, 

it appears that if une,--lovment is to be held at reasonable levels, the 

economy ruist average an annual Gb.P growth rate in excess of 8%. At a 
growth rate of 6%-8% GNP the nation could absorb sufficient labor only by 

increasing its labor-intensity. Failure to achieve.growth rates under 

conditions noted above could brinq about une-ployment rates ranging from 

10%-29.5% over the 20 year period from 1980 to 2000. Mhe 3.6%GNP growth 

rate experienced in 1981 and the lo;e-r rate predicted for 1982 fall far 

short of -eeting the en.loyrment require-ment. 
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Information concerning the supply of skilled labor is not 
readily available, however, it isgenerally assumed that skilled workers 

are'inshort supplj.
 

labor productivity is another area inwhich reliabie
 

statistics are not available. The Pana-ianian work force is., however,
 
considered to be as productive as the work force in other Central
 

knerican countries. As shown by the recent record production leve.l of 
the Pan-a-a Canal Cor-rissiolh, the PanarTanian. worker is resor1sive to
 
incentives. 
 Informal co.,arisons of'a Para-anian plant with a nearly 
identical plant in Costa Rica show slightly higher per worker output in
 

Pana-.na.
 

Although only 15% of the workers 
are unionized, unions
 
ae-politically influential. 
 Unions have concentrated their organizing
 
efforts in 
 the transeort and service sectors of the economV but with 
strong- support also in the 1zd-na plantations. Somne inortant sectors,
 
such as banking and the Colon Free Zone, 
 are not well organized. 

Minimum wage rates are established by the Governent, and 
differ on the basis of type of industry and geographic location. While 
this gives the Goverrrrent a strong role in the wage setting procedure, 
collective bargaining plays its own irnportant role 'ncertain 

iLndustries. the present ini--xn wage in the Panama.City/(Olon area is 
$0.75 per hour. 
In the rural area it is $0.65 per hour. In July the
 

minImrn may be increased to $0.95 per hour. Most industries tend to paay 
slightly higher hourly wages than the minim-n for unskilled workers.
 

Fringe benefits, many of which are legal recgaireents of 
the"Labor Code, add approximately 40 to 45% to the average wage costs. 

jL.E
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available -on work conditions and
Little information is 

a sector by sector basis.the industriLalization cll7ate, 'especially on 

Copliance with the standards-.o, pro.tection o-fered to the workers by the 

generally considered better by foreign-o--ned industriesLabor Code is 

perhaps because of stricter regulationthan by locally owned co.-manies, 


by the GOP of hese standards in foreign-ownec" enterprises.
 

E. GOP oljc .s and VistitUti2 . 
"as given 'inte-Mittent attention to 

Sie 1976 the GOP 

in the private sector, 
to stimlate invesi-went

irasures designed 

to attract light inustry. A.ng he 
prirarily through fiscal incentiv.es 

.11%
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incentives are colete "exe.tions fro:,: import duties, ranatory 

contributdions, taxes on machinery, eguiprrent and spare parts used in the 

asse bly process; in=ort duty exenption on all raw materials *or 

semd-finished cor .nents used in the assembly process; total inco.e tax 

exe ptions, including any capital gains or income generated by ex'rts. 

One of the principal aims of the fiscal incentive package is to make the 

Reprublic a processing as well as a distribution center. To further 

stLruIlate the location of light asse-bly in Panamia, the Go-n;em-rent grants 
"inbond" licenses for assebly plants arywere in the Repablic so thkt 

these can be located near available labor pools outside-.rban areas. 

;be light assepbly- program Iaqiula Progran), which 

started in the first quarter of 1979, had seven co,=a-ies with signed 

ccnwracts by the end of June 1980, for a total investne6nt of $24.4 

million and the creation of 1,612 jobs. Negotiations with twelve foreign 

firms are currently taking plh"e.'" 

As an encouragement to export industry, GO? regulations
 

provide for granting negotiable tax.credit certificates valusd at up to 

20% of the value added in the production process. The regulations have 

recently been amended so that these certificates are now fully negotiaihl 

nine months after their date of issue. Legal and administrative measures 

have been approved to promote the export of meat, s.ugr grnd other 

products.
 

Mie response by the private sector to the incentives of 

the-976-80 period has been less than might have been expected due to the
 

antagonism that developed between the private and the Government sectors 
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in the early 1970s over the latterl s inc-rsicn into p.ivate sector 

activities (e.g., nationalization of the utility co.--anies, and financinrg 

of state ce7,nt and sugar industries) and the pro:,,ulcation of a very 

pro-labor Labor Code. Eliminating the suspicions and doubts, which 

inevitably arose 'as a result of these incursions, has been a slow and 

difficult process for the GOP. Since 1981, however, there have been 

unr.stakable signs thalt the Government and the private sector are moving 

toward a workable relatioship: 'the Labor Code has been fa'orably 

amended and both sectors have begun *aseries of dialogues that augur well 

for rapprochement.
 

Not in recent pemory has a Panarenian .Goverrent"taken
 

such an active role in presentirig and.explaining its new budget, and 

future investnt and develoent plans to the nation as it did with the 

1982 budget. Newspapers carried a series of articles explaining the­

plans, costs and benefits. ".~&,- underscoring the inmortance the GO? 

places in gaining acceptance and cooperation an-ong the many elEments of 

society, high Government officials, with the Vice-President taking the 

lead, took t-he message directly to leading financial, industrial, 

business and labor groups, many of whom have been openly skeptical of' 

Government intentions in the past. 

While it is unlikely that the GO? wi.l.eyer consider 

totally elirainating price controls and interest rate subsidies, zhere is 

an ap:parent coritment to ir=rove these policies. The GO?. is keenly 

aware of the problems that price controls can create and have created in 

Para-a. Yet, it also recognizes that a .all econoy, like Panxza tends 

to contain moropolies and oligopolies which require some regulation. 
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Several plans for establishing a new pricing policy are circulating 

within the GOP. 

The GOP has recently intensified its interest in export
 
o
 

industrial developaTent. It is reviewing the capabilities and imitations 

of the existing institutions and programs which bear upon the export 

sectors and is seeking to establish new institutions and coordinating 

mechanisms to improve publid sector performance. In pursging these 

interests it is continuing to consat with private sector representatives 

and with international organizations. Recent Goverrnment initiatives 

include the fo2loing: 

Agricultur_2a.lic .Develop.ent: Several initiatives are 

being undertaken or being designed. Principal arncng then 

is the upgrading of MIDA' s planning division capabllity tn 

analyze the impact of pricing and other policies.
* *. a 90 

Tssuance of MIDA' s Basic Lines of Action, in which concern 

-for the entire food system and the institutions that 

service it is manifested. This is an important change 

from past progr=.s wich tended to focus on food 

productdion problE in isolation. 

'-Issuance of a Draft Agricultural Incentive Law uiich 

recognizes the need to make the st~ r .tesponsive to 

market forces and priva.te investment. 

SCreatien of a Small Scale Enterprise Extension Service. 

BIV is initiating technical extension services for 

small-medium businesses to strengthen their technical, 

financial and sales and nanagement procedures. 

http:priva.te
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EmPlornent and Industrial Policy Review and Development: 

Through a BID-financed industrial sector study, industrial 

policies will be examined to assess changes needed to 

attract more investment. Price and interest rate policy 

analyses will be key elements of the study; through the 

Policy Analysis and Research Systems (PARS) unit, a series 

of economic policies studies relating to investment and
 

employment will be defined in order to provide recinended 

solutions to the Executive and Legislative Branch of
 

xisting constraints.
 

As a result of a GOP funded feasibility study, a National Investment
 

Council (NIC) has been established and is now operational. This
 

provides a "one stop" service to private investors. Governed by a
 

board consisting of Government and private sector representatives; it
 

has research and policy formulation functions and offers a continual
 

formal channel for governmental/private sector interchange. Anbudget,

4.. 

has been approved for the agency, and excellent staff recruited.
 

Ithas already induced several U.S. and foreign firms to establish
 

operations in Panama.
 

An e=port promotion fun=cn .is Carried.out in the 

Ministry of Cm.rrerce and Industry C41CI), in a department which also has 

a foreign investor search function. Although the division has overseas 

representatives in.Zurich, Tokyo, Miami, Los Angeles and washirgton, 

~I)
 



- 37:­

these are Sgenerally non-protessional. 
The .- ency isbasically passive, 
in that it respcnds to inquiries generated by a LN funded network and the 
International Trade Center inSwitzerland. 
 It p.blishes the substance of 
thse inquiries in a weekly pper which is distiibuted to the industriAI 
community. 
 Companies which invest under the provision of laws
 

administered by this department may receive export bond payments.
 

The Maquila Program a previously independent industry

promotion operation has been absorbed by the ICP
 

It provides~special incentives, such as exe. -ion from'
 

certain. aspects of the Labor Code, a "one stop." investor assistance, 
service assistance in acquiring access to finance and in compliance with 
exoort formalities. Firms #nvett.ing in Panama" under the provisions of 
the 'IMacuila Law" are not eligS-[e for participation in the export bond
 

progran. 
This ineligibility has limited the attractiveness of the 
Maquila Program to investors, but the organization has provided excellent 

and ranid service to foreign firs who have used its facilities and is. 
well regarded by those firms. 

Mhe recently established Policy Analysis and Reseazch Ltiit
 
(PkRS) 
 within the Ministry of and Comnerce Industry is also being 
considered for integration into the NIC. 
The analysis and research
 

6ruang planned by the PAS have since the CBI been increasingly 
focused on those areas of inqu.irywhich may bear upon Panarnanin, ability 

to ex-port cope.-titively. 

OI-IA plans to establish a discount window for export 
loans made by c-mercial banks. A local consultant is-Preparingo a 
project paper which will provide the basis for a loan request to IDB for 

funding of the window. 

~ k~ I W 
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C. Private Sect6r Organizations and. Activities 

Panaa' s Private Sector Organizations (PSO' s) are grou.ed 

in a relatively sophisticated network which effectively represents the 

full spectrum of business interests. Prior to 1968, these organizations 

i.o:ked closely with GOP institutions towards the ir.roverent of business 

conditions related to their specific activities. Membership-was limited 

mainly to the larger better capitalized coranies that could afford to 

belong. High Government offMILas were on the whole drawn from these 

groups and the- upper state of professiona-s, thereby providing a natural 

and continuous link between the two sectors. 

With the establishment of the evolutionary Goverrnent and 

the subsequent proscription of political parties, cooperation faded. GOP 

institutions were reorganized to reflect the aim of the Revolution to 

effect socio-economic developxent through direct Govern6ent participation
o t . -" 

in all sectors. To open the way for this new sys~e.-, legislation was 

enacted fro.m 1969-1974, which substantively restricted market forces and 

business practices. Oppressive price 6ontzols were p-it on everything. 

from beef to lumber. Rents on residential and co.-mercial properties were 

frozen and existing contracts had to be rodified to agree with new laws 
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and regulations. A co=lex and productivity-limiting Labor Code -was 

enacted into law. This tended to exacerbate labor unrest and, in sore 

cases, contributed to collapse of previously profitable com.-pnies. 

Mhese legal and fiscal uncertainties forced the business 

sector to look to the PSO' s for leadership and help, in roderating the 

Governent' s p6sition. The 1973-74 construction sl-, and record high 

interest rates intensified tensions. PSO merbership increased. rapidly 

and attendance was high. 

The Camara de Comercio, Sindicato de Industriales (SIP) 

Asociacion Pan-ana de Ejecutivos de -Mresa (APE) and Cwxara Panamri 

de la Construccion (CA.-AC) meeting places where businesrsmen couldm 

exchange inforration and devise unified responses to the evolving 

policies of Government.
 

The PSU s unite&du nder the Consejo Nacional de la Bpresa 

Privada (C ) which became the frontline bargaining representative for 

business on r.ajor issues, while the individual PS0' s represented the mor( 

specific interests of their memberships. 

As friction declined and business.en learned to work 

within the new framewrk attendance at meetings drcpped but mmbership 

continued to grow as new investments began slowly to be made. At the 

same time prominent businesemn and professionalswent into Goverrrment 

service and worked to izrove the business envirorient. 

Ibday, the T0's are surprisingly active and positive 

organizations led by a new generation of managers and proprietors 

tem.ered by a decade of interaction with their Government and by the 

problem of worldwide inflation. 

http:business.en


40
 

Following the legalization of the political parties in 
.1979, and a series of Government actions. intended to accoodate the 

private sector, the Goveri.ient has taken steps to intensify the dialogue 

with .the private sector, through their representative organizations. 

The Vice Presidency has invited PSOs to review the
 

Goverr.-..ent Is invesUent Plans Oor 1982-86; the Xinisters of Agriculture 

and Co= erce and industry heid a day-long ccrne.-ence, attended by the 
President, to explain to the private sector 1982 plans of the public 

sector agriculture agencies. The President of the PF-ublic has met with 
the Inte:-A;..ericarn Co=,il.of Co-.-7erce'and Production (CICP) to discuss 

economic development and collaboration; high Gover~rrent officials 

.inisters, Ambassadors and heads of autonomus institutionis) have
 
participated in the Annual Conferefice 
 for Busine s' Ex.cutives, explainingc 
their programs and projects. Moreover, a program is under developrent to 

stimilate and coordinate private investrent through the
 

National Investment Council, which includes: .rSO representation. In 

fact, the Private Sector Organizations now have such an active role in
 

GOP policy making, that it is inprtznt to know and understand their 

particular areas of interest. A short background on each PSO follows : 

3U"0G-GU....."L N! 

http:Co=,il.of


- 41 ­

( . rCiseio Nacional de la M resa Privada (CD) 

(-he Nltio.al Co-uril of Private B-iter-:ise) 

fhe Consejo Nacional de !a E. resa Privada was organizvu in 1964 As 

the political arm of the Private Sector. its major objective is to 

p:omote and strengthen the free enterprise system in Para-ma. C is 

organized as an institution.of,'institutions, representing the majorII
T"ill 


business a4nd professional organizations in the country. 

uXrrent-y i.s active in forrulatin; broad.po2licy positions in 
representation of the private sector and consulting on both a formal and 
informal basis with the GOP. 

-- -. irndicato de industriales deP-x-a (SIP)
 

(IndustriaistsUnion :of Panm.-)
 

Mle SIP was fOundrd 
on Agust 10,'1945. Its objective.is to prmcte
 
social and economic develapment throught the advancement of industrial'
 
activity in general., 
 SIP started out with 22 manuacturing fiim and now 

has 278 members. t ha 
representation in joint Private/Abic Sector Crrnissions whic.h sh 
er-onccnjc policy. Work is urnderqW On inprovexn~nt of such divez-Be I 
systems as the r Car-e, Social Seoity Laws, Tariff Czde., etc. 

SIP has been very active in promoting an open dialogue betioen tht 
public and private.secr and-has hosted a eries omeetngs at the 

highest level in the GCp­

http:objective.is
http:Nltio.al
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At present Sip.is proroti? "iedion of a rocvit cte,. 
". u 
 c ner,
 

and' US-I/Px-'a, -a~t 
a ,,. 


their request,' Jr. pr&6v±dihg fe~cI a'S3stac,-f~ 
through the Aerican Producivity COter, to help ccrcehmbaLizj s .a
 

Proiect.
 

Camra de Czrercio, Industr_.'.­

(Pan-a City Caer of Cn,%rce) 

7he.Cam-.ra de Cmiercio is the oldest business oraanization in panam. 
(founded in 1915), and is the principal represtetntive of td 

mrchandising and service cxtardeis in the *Pnxm Cit.y axea. 

At the present tie the Ca.raa has rep:esentatives in several joint 
(Pablic/?rivate Sector) cofraissions dealing .ih sucdh areas- is tariffs', 
customs duties and procedures, b4.latera! trade agree-ents and price 
policy. Mhese representatives are. supportei by salaried Cm-ara =Iz!oyees 

and volunteer work ccrnmittees.,-

B,[EST AVANA[3LA VOCUMENI
 

.(LI 


http:7he.Cam-.ra
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The Pnerican CQar!e: of Conerce of ?an-m has 

valuable .zssistance in lobbying 
several ideas and already has contribute 

CBI legislation
through its Washington contacts for passage of the 

The A-r1am has offered its assistance to the GO? 
without rrajor dilution. 

more effective promotion efforts in the United 
in intensifying and making 

that 
to proceed with preparation of promotion Traterias 

States. It plans 
used todecision-nakers the--ah.ose

effective with corporatewill be more 

bership to disseminate this 
date and to use the resources of its 

infornmation.
 

e cutivos de Br-.resas 	 (AP-DE)de.D. 	A-sociacion anamPa 


- ecutives Pssocation)
(Pana.ma Business 

P rian businessmen 
The APSE was founed in 1958, by a group of 


meeting at the Centro de Desaxrollo. y productividad Industrial (CD- - )•
 

st ution conceived to 	introduce 
7he Centro was a .Gvern:ment " 


to existing Paramanian
 
technological and m-nage ment practices 


During the 60's APME developed the Certtro de Estudios
 
industries. 


(CESA)which beg.an offering courses in
 
Superiores de Aministracion 


-SA today is the principal
and finance..rdnistrationbusiness a 
in panawra.

non-profit institution 	offering management training 

'EST AVAILABLE DOCUMENT
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E. 	 Camara Paname!'.a de la Construcci6n (C 2AZ)
 

(Panarra Construction Chamber)
 

The C.Carara Pan,-eIa de la Construccion (CAPAC) was organized in 1961 

as a 	private organization which'brouped builders, suppliers and 

professionals in the construction indi'sa.ry for the purpose of ptomting, 

Its xrew.ership is large
developing and protecting the sector' s activity. 

arZ active. 

of the most irnortantAs the representative organization for one 

has been very active in the
sectors in the Panama economy, the CA-PAC 


fiscal and legal policy. related to new
formUlation of Government 

residential cnstruction. 

Since Panama does not have craft: unions to oversee and a,'.inister 

the training and licensi;nG of skilled wr-rkers, the CAPTAC, tosether with 

the construction workers union, has establishe! basic skill categories in 

each specialty. CAPAC carries out trainin- progralms and semrinars for 

laborers aimed at irrprovement of manual and supervisory capabilit.y. 

F. 	Asociacion Nacional de Ganaderos (ANPGAN) 

(National cattlseni' s Association) 

he ANAAN was founded' ih1958, and presently incorporated about 

3,000 members in the country. The association was established for the 

purpose of voicing the interest of the cattle sector and participates 

activelv in a Rpric tF trr) . 

I.U~ikOv!Q
 

http:indi'sa.ry
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G. P.sociacion Baz.-car ia de Pexn2ra (A?) 

(.he Panama Bankirm Association)
 

Eighty percent (80%) 
 of theJankg estabi-stvI in Panama are me-nbers 
of the ASP. This organization' s basic objective is to poote the
 
interests of its affiliates in the Panamanin Banking System. 
 The ABP 
represents its mmbers in a series of GO? co.- ssions ,here it has an
 
opportunity 
to voice its opinions on matters pertaining to the
 
development of the International Ba-nking Center.
 

H. Asociacion Panarrea%de E~ortaores (----)
 

(PL'-=nian E-
 tersAssociation).
 

The AS-X is an orVanization which 
 was es.ablished in 1.976 primarily 
by members of SiP to represent e4..orters. -ne association recently 
becare active and, with the arnnce-ent of the CBI, steps have.been 
taken to explbre the possibilities of fo.-Ihing a Trading COneany. 

I. u. ._lo Intermericano de Corercioy Producci6n (CICy?) 
(Interamerican CouunciL o-n o-erce and -r>oductivity) 

The CICYP is an Interamerican Federation established in 1941. Its 
local Me bership in Panama include about 40 key business people who have 
been former presidents of other business organizations. CICYp plays a
 
low key role, promoting activities which encourage 
 and increase private 
sector participation in economic policy analve =nd programs in
 
general. This organization 
continues to sponsor, with USAID/Panama
 
SLpport, seminar for private sector leaders in Zuly i982. he
 
Participants 
 review the role of the private sector in the ecnjc 

:and social development of Panama and devise,. action plans to Streng.then 

that role. 
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J. 	FUndacion .Pana,eia .eara el Desarrol.o (MD;E) 

(The Panamanian Fbundation for Develcmrent) 

The FJDAPE is a private volunteer organization which was created in 
August 1981 anid is aired at helping micro-enter-o ises though credits and 

tech.nical assistance. UDAZE is just in the process of organization and 

is working very closely with the -Pan Azieican be=-4tdation 

(PADF) in its initial stages. Drawing upon PADF experiene esewhere 
this organization can be used to "hannel assistance to cottage industries 

and 	 miall contractors in an effective ranner. 

K. 	 Small Scale Enter=ise Orcanizations. (SS-O)
 

Utnion Nacional de Pecb9,as .Lidustriab (CZI)
 

(National Union of Small Lnustries)
 

Sindicato Nacional de Pecuenas B-,.esas (SINAPE
 

(National -j.on of . Enterprises)
 

UNPI and SINAPE are essentially voltmar, organizations. They have
 

Boards composed of members elected to office and have no paid staff
 

members. 
 Both UNPI and SINAPE, have the following common objectives:
 

- Established a fund for financing SSE's
 

Create 	a technical assistance service for members
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Create a legal departent' to serve reers 

Promote chang.s in various laws whicih adversely affect SSE 

Since they both have relatively -mall meberships, and are c.--eting 

for recognition as the principal representative of _.sl! in~ustry, they 

have been largely unsuccessful in getting the institutional su'pport 

needed to move into a productive stage. 

L. 	 ~C:=-aeros de las Aiericas 

(Panpna-Delaware 

the o. an.eros have recently initiated joint programs with their 

counterpart ,,n the State of De aware embodying a wide range of areas of 

cooperation. 

iePana-a-Delaware group wil exchange co.-ercia. ifr-mation on a 

regular basis principally to stimulate investor interest in locati.ng 

in Pn.-a and in iden,.y_ ,gmarkets for P-nr&uian exporters in 

Delaware.
 

Under an arranqezrnt between the University of Delaware and the..
 

University of Panama, a scholarship program has been formlated
 

under 	which Panamanian students will study business administration
 

in Delaware. 

The Conmaeros have met with officials of the Port of Wilmington in 

order to develop comrunications with PanamLniaz_ businesses with 

potential to use the port for inport or export. 

B AVAABL
 

http:locati.ng
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Infrastructure
 

The GOP and the Private Sector regards improvement port
 

facilities and construction of industrial parks as major
 

infrastuctural requirements for facilitation industrialization.
 

Port improvements project are being discussed with international
 

lending institutions, and various port studies are planned.
 

Plans are being advanced to utilize buildings in the reverted
 

areas of the Zone to serve as industrial sites; and construction of
 

small industrial parks in the interior are in various stages of
 

planning.
 

.1L.4
 


