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selize: 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 industr’~s 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, conceatrated citcus and
garments. There are products originally destined only for the domestic
market but now being exported, 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 d-awback garment factory,
manufacturing consists of small operations that produce for the domestic
market and are profitable because of government subscidies and protection
from imports. Agriculture provides most foreign exchanne eariings -- over
80% in 1981 -- and offers the best prospect fo- expansinn.

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 198l. Citrus is next, bringing in about 10% of export
earnings. Citrus production was set back by Hurricane Greta in 1978, but
since has risen to about 1.5 million boxes of oranges and grapefruit
annuaily. Lobster, shrimp and scale fish are exportzd, and there may be
commercial fishing prospects bevond 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, belorg to six unions. The union movement is not
considered powerful. Although the unemployment rate is low the 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
cheaper. The causes behind these results include difficult topography and
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. ’
Nevertheless several areas appear to offer considerable potential, given
adequate financing and competent management: cattle (for milk and beef),
aquaculcure, citrus, rice, bananas, and experimental crops such as cacao
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 CEI the negative impact of the U.S. sugar
quota will be mitigated; the proposed trade concessinns will improve the
profitability of citrus production; and new investment supported by ESF
funding will pull the private 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
though most businessmen support the opposition. Today relations between
yovernment and business are increasingly collaborative, as the government
becomes more aware of business realities, and key businessmen devote more
effort to understanding the constraints and demands facing the
politicians. Drect government intervention in business consists of the
administration of a set of price controls on items of basic necessity, a
policy which is being reconsidered and which we expect to see change; and
the ownership uf 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

Pour commercial banks and fifteer 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 reeyeling
saving into productive investment is extremely limited.



Commercial Banks' Distribution of Loans and Advances
($ Us'000)

December 31, 1982

Government Services $ 7213
Public Utilities 292
Agriculture 17242
Commercial Fishing 265
Forestry 1388
Manufacturing 6619
(Agricultural processing) (2985%)
(Other) (3633)
Tourism 721
Building & Construction 6292
Real Estate 692
Financial Institutions 159
Distribution 22182
Professional Services 387
Transport 1012
Entertainment 431
Mining & Exploration 926
Personal Loans 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 23% 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 operations
with adjacent Mexican states accounted for nearly 30% of Belize' exports.
Belize is a member of Caricom, but du2 to great distances and poor
transportation services takes little advantage of those preferential
trading arrangements.

Foreign investment is welcome, 2nd 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 through various development
concessions: tax exonerations, duty-free capital imports, land leases,
repatriation of earnings, etc., as spelled out in & booklet "Investment
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
import duties for as long as 15 years. Tne country is trying to attract
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 sawnill
11ize 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 Brewing; beverage bottling
Caterpillar Americas; Caterpillar
tractor distribution
Caye Chapel; hotel and resort
Chase Manhattan
Atlantic Bank; banking
CoBier, John; cattle
production
Collins Foods
Kentucky Fried Chicken; restaurant
El Pescador; hotel
Hershey
Hummingbird Hersney; cncoa
production



Hide-A-Way Lodge .
Hurley, Robert; cattle production
IM Brokers of Florida; lobster
and fish processing
Keller Caribbean Sports; fishing
lodge
Rellogg :
Belize Citrus; fruit production
Belize Feed; feed processing
Belize Food; food processing
Caribbean Foods; food processing
Salacda 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; caittle 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
Turnefre Island Lodge
Victoria Fouse; hotel
Westmoreland, William; farming
Whitney, Harold; farming
Williamson Industries; garment
manufacturing
Wyatt, John; farming
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E. Main Issues and Constraints in Industry

A serious issue has been price control. The Government controls wholesale
and retail margins on most basic imported items and fixes prices on many
locally produced goods. 1In 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 lncally produced good is fixed
at a lower level.

The processing of applications for development concessions is normaily
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 gouds ~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, dependirg on the activity.

.here is a shortage of managers and skillad 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 =ettling 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
recently, attempting to expand exports to other international
markets.

Much of this development strategy has revolved around the
common measures adopted by the five Central American countries
through the Central Americai 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 industrialization 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.
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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 whase-
.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 least in part, of agriculture; (8) the heavy reli-
ance on borrowed (often foreign) funds for investment capital
as a result of Government 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 adeguate financial inter-
mediation. While an increasing proportion of credit has been
channelled to the public sector, private firms have suifered
from poor service and inadeguate financing such that they have
increasingly had to look towards external sources of credit.

These negaitive trends have now culminated in a situation
where a relatively inefficient and highly indebied industrial
sector is forceé “o look for new export opportunities ia 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 painful shakedown period, but the necessary
policy and support framework is not in place.

The Government realizes that it is faced with a cris;s of major
proportions. Its strategy for recovery is based on 1increase
support for private sector initiatives and_equrt development,
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 (albelt
somewhat inefficient); significant agricultural and
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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.
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The principal constraints confronting the private sector
hange, compounded by a
rate system; a severe
aggravated by .a cumbersome

lnc%udg the acute shortage of foreign exc
conrusing and unstable multiple exchan e
cred%t squeeze (local and eerrnal) :
and ineffective nationalized bankiné
_*tbgtva:e"nogcompetitivewin world mark
fn produgt;on.management know~how for streamlin:
<he unfamiliarity with marke:in en
foreign markets; an i -
framework for exporti
programs and the bloated public sector payrcll
the country's exctremely héavy debt Tee burd
Ously constrain =conomic recovery o

system; many industries
ng industry;
g know-how for Denetrating I

_ : . Furthermore,
Service burden will seri-
ver the medium term.

B. Detailed Description of Costa Rica Industry

ets; the limited technical

nadequa:e policy and Programmatic support
ng; and the cost of maintaining the social

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

¢hazge where industry has become the largest procuctive sectoT in the economy,
¢ che relative contribution cf agriculture to output has fallen. In 1960,
-iculture’s share of GDP was 25%. Im 1677 this had Zallen to 19X. Over the
oe period mzaufacturing Industry incrsased its share. in production frez 14X
22%. Changing shares in output naturelly reflected differeat uwnderlying
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growzh trends; betweexn 1960 anc 1977 Industriel growth, at an eannual real rate
0f 9.I% cutstripped GDZ growxth of 6.1% per annum, &ad censiderably outstripped
agriculzural growth at 4.44 annuzlly. Magufacturing industry ebsorbed
58,000 new ezployees between 1963 and 1977, as cozpared to agriculture, wnich
zabsorbed 25,000. 4s a restclt, industry’s share in total employment increased
frem 11.7% in 1963 to 15.8% in 1977, whilst agriculture’s share declined Irom
50% in 1%63 to 33% ip 1977. Consistert with these trends, productivity
(value-added in rezl terms per person employed) has been growing in both
sectors-—at an equal pace of 3.77% per annum since 1963. Relative productivity
has not changed since 1963; value-adced per person exployed in maznufacturing
is still about twe and z half times as high as in agriculture and one and &
half times the nationgl average.
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) Not only has an econony-wide cﬁange
in the last two decades, but

A ¢ e in production pattern occurred
the structure ol industry has itself changed

Table 1: INDUSTRIAL STRUCTURE 1960-1977

Sheres iz Vzluve added
s Growth Rz
1960 1569 1677 1960-69 1523-77
Consumer Goods 79.2 ES.Z 63.8 6.9 | 8
. L .l
intercediate Goods 20.8 31.3 33.1 14.3
. . - L ] 9.1
Capital Goods 0.0 3.5 3.1
. : i . . - 6.9
Total 100.0 100.C 100.0 9.2 8.4

O

jource: Costa Rica: Trade Incenti&és and Export Diversification
IBRD Report No. 3195 -~ CR, November 5, 1980.

In 1960 about 807 ¢I value~adéed in manufacturing industry was in the fimal

comsunption goods industries of focd, beverages, footwear, clothing, printing
and consumer chemicals. The subsectos experienced 2 drop of about 152 in its
smare of imdustrizl activicy in the period 19€C to 1969; thereziter its share

Geeliped but ilittle. The most visibly affected incdustries were food and
severzges, which between them accounted for 1l points of this reduced shzre.
Internediate good procuction 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 meauvfacturing activity.
Capitzl goods (mechanical and electrical machinery) of which there was no
registered production in 1960, grew to slightly wmore than 3% of vzlue-added in
1877. Despite this widezing of the industrizl base, the cozmposition of activirty
is still heavily slanted towards comnsumer goods industries. Partly beczuse

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

. Jediate goods sectors.

1. Imporr Substitution and Sources oif Growth

The policy of impert substitution and the tying of industrial
incentives to the common schemes of the regional market- have exercised z
most powerZul influence on the development of industry in Costa Rica. Ome
rough mezsure of the success of irport substitution policies is provided
by the degree teo which domestic productionm hzs replaced imports in total
surply (Zzble 2. ). When Costa Rica joined the Ccmmon Market in 1963, there
was licttle production in many industries. Imports accounted for over 90%
of total available domestic supply in such industries as basic metals,
mechaniczi machinerv, electrical machineis and transport equipment and over
€0 of zotal domestic supply in textiles, chemiczls, aznd rubber products. 3y
1577 the percentage of total aveilzble domestic suprly represented by izports
¢Z zmanufzcrured goods had fzllen from an averesge of 46Z to 405. 1In soze
induscries such as food products, beverages, tobdaccos, clothing, wood procucts

e g

ané furaiture (that is, largely consumer goods industries), icports werle at
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Table 2 RATIO OF IMPORTS TO TOTAL AVAILABLE DOMZSTIC sSuzPLY
3y INDUSTRIAL BRANCE, 1063, 1971, 1STT
CTIU  INDUSTRY 1663 1971 1977
31 Food Procucts, 3everages, Tobacco 2 12. . .
2 Pexciies, Clcibiag, Leatner Products 3

3L

y -y oo

Wooéd ané PToducts, jmciuding TuTTmits

Paper and rroducts, Prinmting, Pubtliskizg

Chemical, Petroleu=, Gozl, Rubber and
Plastic Products

Other. Non-metallic Mineral Products
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Rasic Metals, 0 .
Metzl Procucts, Machinery and Equipment 90. . 0.
O=her Manufactures, ipcluding Re-exports 80. . L,
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Sowr

O=i+s coffee <rying 2ad roesting, -esf cregarziion 222 packing, &ad sugar
refining. These agrindustrial crocesses, oecause of trmeir large welzdt iz
production, tend to overvhelz the peasure of import subssitution in food

crcecessiza, a=2 iz +total impere susstitution. See sootnote on pazeld.

This import ratio ipcreased from 1963 because of 2 lerge increese- in imzporis
of footwear. For the other cztegories of =he subsector, extiles, clotking,
and leather troducts, +he import ratios declined.

ce: MEIC, Cemercio Tx-erior ée Coste Rica, eand Baznco Ceniral, Cifras ce
Produccion Iadustrial, 1957-1977.
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“ost 117 of total domestic supply im 1977. There is liczle scope for further
ioport substitution in these subsectors. Inevitzbly, further import substi-

tution possibilities exist in the petal mechanical secte-s and more gemerally
in-intersedZzte product categories. In view, however, c¢i the very smzll size
of the doczest
additional or
import substi

nd regicnal markets, of the inefficiencies entziled in
cion, and of certein higher costs tc consusers, further
on incenrives in these sectors should be avcided.

ic &
ctec
tuti

The Import substitution Srocess was strongest in the ezrly vears of the com-
mon market znd weakened considerably zfter the Z1 Szvader/Henduran confict inm
1669. TFour sources of growth for Costa Rican industry have beer distiznguished
in Table 3: (1) Export expansion to Central éAmerica, (2) Expor:t expansion to
the rest of the world, (3) Import substitution (seen as the reduction in the
ratio of imports to total demestic supply), and (4) The expansion of domestic
desand (measured as a residual). . In 1971-77 domestic import: substitution
contributed only 3% to in@ust:ial'gfow;h in contrast to the period 1963-1971,
when 11Z of the expansion of industry could be attributed to the process of
replacing imports by local production (excluding major food products éxporced
outside the region)- 1/The export expansion to Central Americz cam to 2 degree

1/ For techanical =nd substantive reazsons it is useiul To exclude & large part
of the food rroducts sector in analyzin the process of import substitu-
sigm. The sechnmical Teason is that the fo0d product sector so dezinates
pznufacturing production that changes in the food subsector ezsily cver-
whelm the averages for manufacturing as 2 whole, thus giving & partial
view of the evolutiom of import substitutionm in the rest of the manuizc-
turing sector. The substantive reason is that the food product sector is
in turn dominated by the export-oriexzted enterprises (ccffee roasting,
beef preparation and sugar refining), only 2 small proportion of whose
output is destined for the local market. Thus, the food product averzges
and that of manufacturing as 2 whole zre heavily influenced by prizary-
based export-oriented enterprises. inclusion of these enterprises again
confuse the analysis of import-substitution. (In 1977, the food product
sector constituted 44% of total manufacturing output; fully one~hzlf of
this was the "output" of the coffee roasting, meat processing ancd sugar
refining enterprises. About 70% of the combined output of these products
is exported, and more than 957 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
concerns and the manufzcturing totals again present calculations with and
sithout the coffee rozsting, beef preparation and sugar refining enter-
prises.
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Table : )i SOURCES OF LEMAND anowtil (AS % OF TOTAL GROWTH TH OUTPUT) FOR COSTA RICAN ¥NDWMIIES, 1963-71, AND 1971-77

EXPMT EXPAHIION EXPOUT EXPANSION IMPOILT SUNSTITUTION
TO CENTHAL ANFR 14 © 7O REST OF ‘Witlh MITILIN COSTA RICA DOHESTIC DEMAND QOTTII
iy FRILIRN T 1953-71 TN 1t 1WhI-N mr-n 195771 =77 1957-71 -1
13 .
YRS Fual Promtie Ly, 1ol Colfee huaating, Haat ' . N )
Paee e baig e b g Rudbalng g.0 4.3 0.8 13.0 5.9 3.4 05,2 19.3
QR Vi igs o 0.1 0.2 0.0 0.9 6.1 -3.9 93.0 1045.0
1 Fobitse « 0o Hanula2bu b 0.0 0.0 0.5 0.8 -2.0 1.2 102.) 90.0
R Paatt b, fapbiening darpart aml lace 5.9 12.9 9. 2l 1.1 39.9 ﬂE.o h7.0
e TP, 4.9 9.0 0.1 2.} u.b -1.) vi.u ok.1
[ g Jatatlaey oot un:npl, viothing & Faolwusr 210 15.} 0.5 5. 25.0 5.9 Sll.lc 51.4
(A Fos sbanncar 2).9, 6.6 0.0 n.2 -153.0 -5.2 229.0 9d.l
[R]1] Wt et Producits, inctuding Cork 9.1 6.1 -1 2.) -1.6 3.2 929.9 87.6
(IR doodin Furglturg ad Accuasorioe L I 2. 0.4 kR -9.1 3.6 106.5% 90.6
1 Fapor, Prlating, and helated Products 5.4 ). -0,2 0.0 19.6 1.5 15.2 82,1
Jub-gue Lhumlcas 11.0 13.2 1.9 1.4 2.7 5.1 2.1 70.4
355 Hubbur #roducts V.2 11.9 3.3 -2.1 65.1 5,) 21.h 0).8
356 Plastle Pruducts 1.5 1.1 0.0 1.2 -8.9 5.1 9.k 16.0
3 Hon-sutsllic Hinersl Prudits, nal 0.1° 2.6 0.0 0.1 JTeS | 3.9 &4.9 91,
1n Basic Metals 0.9 1.0 0.0 0.2 100.0 2.h 0.0 02.6
m Mutal Products L.3 14.2 0.2 0.4 0.4 1.4 17.2 77.9
Ju2 Hochuanical Machinory 1.5 - 9.5 0.1 0.2 71.0 -61.& 21.) 151.7
p1i3) Elcctrical Hachlisry 0.9 11.4 2.0 5.5 9.3 16.1 .08 67.0
04 Transport Equipment 0.9 0.1 0.0 0.5 U0.0 -13.3 19.2 112,86
)9 Othor Manoleclures 14.1 .9 li.v 70.5 29.h n.6 100.) 6.8
Totul 9.3 8.0 0.9 1.6 19.6 3.3 19.2 . 83.6
Hewo Jlemr |
Foou l‘rodﬁcta.SucLur, tncluding :

Coflee, Heat, Sugar L.9 2.8 1.7 Rt 2.5 0.8 80.2 84.2
Totul, io~luding Muat, Caffee, Sugar 9.0 7.) 7.4 19.h 1.7 0.4 8r.9 s 12.9

Sowrce: Dank stafl calculations. Fur methodulogy, seo Anasx 1,
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be regacded as part of & regiomal Zmport s TiITuIicT process. 4gain exclud-
ing these fooé products which zre cvervhel gil irmzcrted outside the regior,
the region provided 9% of the dezmazmd izpulse Zeor zrew:ih betweea 1663 and
1971 and 8% between 1971 and 1977. Io th: Zirst ;hase of high import substi-
cuzicn :itb': Ceste Rica, iIntermediztie ani zzrzitel zosés Zndustries were most
rapicly estztlishing cc:es::c bzses. The [:Ins T goods incustries of food,
crothizz, Zootwear and woodern f:r:i:_:e duslt: 7 Iirst phase, gazined
significantly from the extemsioz ¢f proteczict tae nztiozal to the
regiconel zarket, as ex 20TT ex,a_-io: o lentrzl azerice (f.e. regicmal import
substitution) provided & more poweriul stizulus te growrh than domes«ic imporc
substitution. Is the secoad pericd, 1671 o 1877, comes:ic intermediare anéd
2ital good import substitutict gave way ¢ exp:irt exsazsion to Central

L.
1}

azericz &s the chiel scurce cf development; c- iz this latter period
regionzl Zmport substitution as & source of grecwt: d-opped in most consumer
good categories. In both periods the most powerZtl stimulus for expansion

‘- came from the growth oi. . domestic demani, wzich in Cosza Ricz is, to' a

large extent, the'result of buoyancy in traditionel and non-trizditionel exports
to third countrles outsxde the CACM.

Even though’the'impulse for industrizl growth coming from regiomal
izport substitutior has faded, much ¢ the Costz Ricaz induscry
continues to be depecdent on the regiozal market. In 1963 for instance 2%
of mapufacturing output was exported to market countries. Ia 1977, 13% of
mezufacturing outpus was scld to zazke:r counctries. : {Both
these Iigures exclude the demimating influence of prccessed focd emporss te
third merkets Ircz the food sector.) Industries which exzest 2 high p:opo::; T
of their output to Cemtral Americz includec in 1677: @
zechanical mechinery (¢7%), electrical machinery (25%), chemiczls (30%),
textiles (31%), metal procducts (2aX), slastic products (21%), rubber products
. (1¢2), aand leather products (18%). These later industries coutribute zlmos:
255 of value-added in industry aad coxprise some 22% of the total value of
sales. Only the fcod and beverages, tobzeece, Surniture, pesrcleus, aad
noa-metallic mineral subsectors, in fact, s50ld less than 5% of their output
the CACM. Thus, a consider Sle interdependence exists berween the regiomal
economy and, Costa Ricz’s manufacturing industry. The industries with
high export ratios te the merket znd which have grown most rapicdly behiad the
prctective walls of the market are likely to be particularly semsitive to
chznges in CACM arrangements. :

) Export expansion to markets cutside Central America has provided 2
zinor stiomulus to manufacturing sector 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 expcrt expansion to. third markets provide 1% of

the demand stimulus in 1963-1971 and 13% in the later period 1§71-1977.
Several industries are now, however, fast increasing their exports outside

the region. The wood znd furniture products industries zre zun exazcple; in
1963 these incdustries together exported 3% of their output to the rest of the
w“crld and 2% to Central America. With the formation of the CACM the incustries
were graanted one of the highest protection rates available...

By 1967, exports to the CACM were 7% of output, znd extrz-regiomzl exports had
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dvindled to virtually zero. With the saturation of the regiomal markert,
howevar, the industry has had to lcok abroad agaia for markets. Imn 1977
regional exports had fallen to 4% of total output, and extra-regionzl exports
were Szck at the position they enjoyed {n 1963, i.e., 3% of output. In general,
and as can be expected, those industries tirh a high domestic vesource content
have been most successful in exporting outside the region.

3 e

Irdustrial Concentration

Costa Rica’s industrial structure 1s highly concentrated with a few
es=ablishments generating the major share of employment, output, and manufac-
tured exports. 1In 1975, for imstaace, those companies which employed 200 or
more persons (less than 2% of all =aaufacturing establishments) employed
about a chird of the mcnufacturing labor force and generated about 44X of the
sector’s value-added. At the-other end of the scale enterprises which employed
less then 20 persons comprired over 801 of all estatlishments, employed 207 of
the labor forc. and produced omly 10X of nanufacturing value-added. A récent
study has focused more incisively on this problem of concenzration.  The
study reports that those industrial subs~ctors which gemerate the largest
shares of value-zdded anc employment, are iz fart dominated by the activities
of ope or two firms. Iz 1675, Zor iastazce, 707 of manufacturing value-added
was generated in subseczors where two firms at most accounted for more than
507 of the subsector’s utput; these same subsectoTs exployad 56Z% of the
=zaufacturing labor force. Thus, 2 sizeable prcportion of manufacturing
activity occurs in subsectors where one Or WO firms dominate production.

Tz 1975, 40 out of 50 of the largest establishmeats (200 employees or more)
{n Costa Rica, which zogether aczcounted ZOT 417 of value—added in manufactur-
ing, were to be found ia these highly concentrated subsectorse

At the same time the evidence is much less ~lear that large fizms
exercise the szme predominance in the export effort. Large firms do on the
one hand coatribute by far a=< away the greater proportion of total manuf:ne-
tured exports; f£irms which employ 150 or more employees (about 3% of all
establishmenrs) for imstance produce about 54% of the total macufactured
exports of tlie country. Om the other hand, the proportion of output exported
is much more evenly spread across firms of different sizes, ’ :

. Firms which emplov ten to 29 persons, for ilmnstance, export 267 of
their total output--che =ighest proportion reported among firms of different
sizes. 1If firms ace classified by value of output rather than by aumbers of
emplovees the sace pattern emerges. Firms with value of sales greater than
¢30 million contrizucted 53% of 211 manufactured exports, exporting about 22%
of their outpuz. S=all- to zedium—sized firas however, ranging in preduction

~

levels from @10 million to 2% =illicm, nave, on average, export ratios of 31%.
BEST AVAILABLE DOCUMENT
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There is a smzll but significaas <% enze = cthe destination of
export szles amongst firms of differeat sizes. M=

Ciuz-s.zed firms tend to
sell & greater proportion of their exper:z T=sfuzsisr 2o =he rest of the
world; conversely, lzrger firms expor: TrcpcrilInallr Tors te the CACM. Firmms
¢f #rom 30 to 100 employees send, oa the averzzz. $lizntly zcre than half of

s wnich exploy more
& third of their

their exports to couatries outside the
1N 2 =
g2¢ explanation, as

than 10C ezplovees, on the other nead,
exyorts to countries outside the CACM.

it might be expected that larger Zirze zve pernzps detter placed to exploit
econonies of scale, and have grezter resouTces T cevotz to =zrketing efforts
abroad. One possible explanaticz is thas the clizopelis=iz siases of the
comestic and regiomal markets, with which large firce z-z so clearly identified,
allow them to dozinate regiomal trade 2ad aliow =ham == nezlect third-market

-

exports wihich medium- to small-scale firms cannct z£Z¢rd. In this sense,
lzrge firms do not feel compelled, nor does the imsen=ive Systen encourage
production to third rmrkets.

The picture which emerges is thus one of 2 few large firms dominating
dénufacturing activity and export activity, cperating in highly concentrated
zarket strata, but with a2 promising participation of medium-sized firms in
foreign trade, and especially in the provorticn of output destined from these
firms to third markets.

s . - .

3.Iz507% Incensice

Paracdoxically, at the same tize tha: industrizl strategy hzs peen
¢ Teplace imports by domestic productionm, zaaufacturing activity has become
nere, rather that less, iaport intensive. Raw material izports {or industry
averaged 11X of industrial output in 1960-1962, a2aé this ratic had climbed
to 20% in 1975-1277. Several characteristies of iudusc=izl development help
explain this development. First, the successive replacing of izports by
domestic productioa has largely been at the finished end of consumer goods
froduction. As industry has expanded, and as demestic intermedizre =nd Taw
taterials have either been unavailazble or im shert supply, the structure

of industrial production has veered inte import intensity. The process

has been zided and zbetted by very generous exemptions from the payment

of all tariffs for interuedizte and raw material izports. 1In fact, as the
eichange rate has been consistently overvalued, the imports of rzw maserizls
and intermediate inputs for industry have contained am impor:zant subsidy

component. 4 second reason for the high overall icport intensis:

A i ) roduccion
is that certain industries which have §-°vn very rapidly are nar=-ic
1

P
’ — : : e arly
dependent on imporrs. The chemicals (especizally pharzaceuticals, fer:s :
- - - t ¥ 3 v = - N
tires) and =metal/mechanical industries Izll inco this category. Table

{ 3 . - =
Sutmarizes =ector import intensicies Zrom a samole of firzs which ebe
exonerations. )

1lizers,

BEST AVAILABLE DOCUMENT
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had important copnsequences
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rt intensity in manuiacturiag has
for the country’s externmal trazde position. In

1960-1962 i=custrial raw materials were 22X of the country’s total imzports;

in 1974-1977 the ratio

has comsistently

rur trade deficits;
-izports for industry exceseded manufactured exports by 25%;

had clizbed to 27%. 1In fact the manufzcturing sector
in 1974-1976, for instance. raw material

excludiag the

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

over exports of the manufacturing sector was about 70%.

.The growing

proportion of imports that are ipputs to manufacturing aétiv;cv in cthe country

gcreates an unwve.d ilcome
auch more difficulc to

sigidicy in balance of payments.

External deficits become
manage as compressing imports entails depressing,

perhaps severely, the level of domestic activity.

Becaude industrvy earps much less foreign exchange than it demaads
(for intermediate and rzw matezial Zmports), the econmomy has to rely on

agricultural activities to redress the foreign exchange imbalance.
cyclical variation in export

Both the
revenues earned by the latter as well as’ the fact

that foreigzn exchange QEDcﬂd by industry far exceeds the growth of exchange

supply by agriculture

of payments difficulcies.
Costa Rica shoulé be changzed.

ne

< -

longer, which lead
of the scissors, =zs it
foreign exchange. The
otherwise be the case.
inefficient incdustries

set the stage for chronic and ever-deepening balance
This is why one of the conventional wisdoms about

It is aot simply export price swings any
periodic exchange crises. The other edge
rapid grewth iz demand by industry for
twin effects lead t> move promounced crises than would
Moreover as the foreigon e-change feeds into protected,
sering a szall market, the countzy inmevitaebly Zinds

country inco
werz, 1is the

itself on a declining growth path, punctuated Ly periecdic and ever worsening

exchange crises.
increasing demands Ior

As 1is w21l koown, developing countries do discover secularly

foreign exchznge as their economies grow. The elevated

levels and peculiarly istractable coaposition of this demand in Costa Rica is,
however, directly attrisutable to the policies of import substitution followed
by the country i= the last two decades.

BEST AVAILABLE NOCUMENT



Table: h: IMPORT INTENSITY, EXPORT CONTRIDUTION, AND
MANUFACTURING ENTERPRIS

31 Food, Beverages and Tobacco,
32 Textiles, Apparel and Leather
33 Wood Products and Furniture
34  Paper Products and Printing
35 Chemicals i

36 Non-Mctallic Mineral Products
37 Basic Metals

30 Metal Products and Machinery
39 Miscellancous Manufacturing

Total

TRANTY

Imported Inputs as % of Oubput
Rest
vent. of
Amcr. World TQTAL

h.1 21.7 25.0
10.0 16.1 26.9
"] 13.0 15.1
- 3.2 31.0 35.0
6.5 h2.0 9.3
2.h 8.0 10.h
1.6 79.1 00.1
1.6 h6.0 Wi.6
1.5 36.h 37.9
5.1 31.3 36.h

Source: MEIC, Bank Staff Crmputntions

Export as % of Output

Cent.
Amer.

1.9
20.2

TRADE DEFICITS OF SELECTED 1/
£S, 1975-1976

"1

Rest TRADE DEFICIT"
of AS % OF OUTPUT

World TOTAL EXPORI'G-TMPORTS

5.2 23.1 -2.1

5.h 25.6 -1.2

0.0 23.0 7.9

1.6 12.5 -22.5

8.3 37.6 -1

0.0 . ~0.0

0.0 0.6 AN

T.9 ok ~H. D

0.0 in. 1 -0
]

oh R G 7.0 5
i

1/ A sample of W33 rirms which, because they rcceive industrial incentives, have to file with MEIC. Total
40% of national manufacturing output.’

output of these firms is about

BEST AVAILABLE DOCUMENT
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4. Capacity Utilizationm

A Surther consequence of the incentlve schexzes that have beer
applied ia Costa Rica has been to eacourage entrepreneurs to }ns;all excess
cazacizy. Over time, low interest rates subsidizing the purchase o€ capitel
gobds, duty exexptioms for the iamport of machinery aad eguipment aac tax
provisioas which allow full deductions frozm the tax bésg cf reinvesFec .
profits at the tixe of capital goodspurchase, followed by generous ceprgCLacion
allowzaces, have each acted to lower the price ?f cagi:al be%9w its social
cpporzunity cost. Relative factor prices have oee?.gufth?: distorted by high
pavroll charges (payToll taxes comprise about one-zzr:n.o:.averag% gross
coapensation) which have efiectively sarved to reduce the demand for labor.
Excéss capacicy manifests itself in the low aucber of shifts worked, ia the

large number of days whea activities shut cown (weekends, holidays, etc.),

‘zaa’iSG'iﬁqusigy'gi"qt;ifEEEiopmiﬁi;ﬁg'théfPa?E_aé§:~l{Arrecent_study_iﬁxuuuuui
by ROCAP estimates escess capacity_at 61%-in-1981.

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 Latirn America, that is, the "official"
(State-owned, Government-controlled) nature of its banking system with 1its

absolute monopoly on demand and savings deposits. While other financial institutions
operate in the countryv,(including seven small private banks and a number of
financieras - finance companies) their resources have either originated abroad
(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 obligationms,
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

de Cartago. While formally there is no functional or geographical specializationm,
there are informal areas of concentration, as for example agricultural credit with
Banco Nacional and industrial credit with Banco de Costa Rica.

Y . . :
The, SBN has been characterized as

slow, exéessively conservative, and incapable of significantly
contributing to the economic development of the country pecagse
of its implicit lending policies.’ as ye;l 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 rmonths to process_whi}e other
banking services are very poor. The average loan size is very
smzll, 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.
competition in the banking sector is largely to blame for this
situation. '

BEST AVAILABLE DOCUMENT
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As early as 1963, the USAID Mission in Costa Rica rec:g-
nized this problem and assisted in the creation of a private
finance institution, COFISA, in order to c:egue'an.a%te:nguive
for the private sector and stimulate Costa Rica's industria

development and its perticipation 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 arlslng
from the structure, policies, and practices of the SBN, or from
the more dramatic conseguences of the Government's financial
and monetary policias. As low-priced, long-~term AID £funds were
used up, COFISA increasingly deoarted 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
1969, COFISA's shorit-term loan portfolio egqualled its long-term
portfolio and the average size of the loans made was only
U.S5.524,600. 3v 1581, when the average size of the loans oui-
standing had increased to approximately U.S5.$60,000 in current
dollars, this represented 2 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 LI3OR.

Barzed 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
¢oroad for relending in Costa Rica. Through 1981 COFISA had
niltiplied by 25 times the $10 million that AID had provided
with its two loans in the early sixities, 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 blnanc1eras, which are not permitted to accept demand
deposit Thus, by the nature of their funding, the§ are con-
centra;ed in very "hlgh Price” consumer financing ané personal
1oans, and have had in the aggregate a very small impact on the
develcoment of industzial or &cricultural afoc”ctﬁon, Oor on the

tota l voiume of credit., Cther zechanisms created later, su-“.

STOCX parket:), have also haé littie

3EST Avpn ABLED DOCUMENT
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Lack of adequate credit is a major censtraiat to the coatinued

setivity of Costa Rica's private sector. USAID . studies aad surtveys

support the private sector claim that Costa Rican business is having
serious trouble securing adequate aond timely credit to meet its
requiremeats. While these suﬁeys differ. as ‘to their estimates of the
magnitude of the credi't gap, a concensus does ex:i.st that the Costa Rican

Central Bank's (BCCR) 1982 cvedit program has not adecguately takeo iaotoe

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

iocrease, and the massive devaluation of the couatry's curveacy, and as

such is inadequate to meet effective credit demand. In the past, when
iaternal financiag dried up, the private sector rtesorted to extevrnal
borrowing; under present circumstanc.es such external financing 1is no
longetr available. Add 2o this the sevrious evosion of wmost Costa Ricaa

fims' ecuity bases caused by the combined effect of the local curvency

P L L T ——— . p— -

devaluatioa and losses from failing markets which together vender them

ugworthy of credit by tvraditional lending criteria.

During 1980 and 1981, movre than 60%Z of all agew domestic credit
was destined for the Govermment and Costa Rican public institutioas, at
the expense of the private sector. Credit outstanding to the private
sector dropped by some 21X ia veal terms. during 1981 as compared with
1980. During the first half of 1981, manufécturing industry veceived only
one-thitd of the veal flow of new credit that had been made available

during the same period im 1978.

BEST AVAILARLE DOCUMERT
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Critically needed foreign exchange has become - increasingl&
difficult and cestly for the private <ector tc accuire; the lack of
foreign exchange is perhaps the single most important coastraint that the
private sector faces. The Government's own dollar rvecuiremeats have
resulted in the severe rationing of foreign exchange. Stringent measurtes,
which ip effect heavily tax Costa Rican exporters, rteduire that dollarcs
earned from exports be converted to local curreacy at a highly overvalued
official/interbank hybrid rate. At the same time dolliats required for raw

matevrial supplies are often unavailable at the same vate thrtough 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
Tesources base. Costa Rica's private sector is a beneficiary of the councry's
longstanding commitment to universal education. That policy, although costly,
has resulted in a highiy 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
' ; i posed a problem, especia
ggsslgfgsgggil sector where unions have not béen gtronély 52!
_ prominent in the banana ing t ' i c
tor. Governmen:t re 1 ini Standards for e SoCT
nm gulations set minimum st
tor ove r andards for wa
and gfgﬁfggzr lThe most common lgbor-related complaint cogzzrns
i1al payroll charges imposed by Government rather

than wage rates
. A - er se, or ] +9 e .
behavior. b ’ labor availability, skills, or

o .. Management-level talent is considered ade-
quate ?or the needs of the private sector. This positive
Situation és attributed to the large numbers of university
gradgates in general and business administrztion graduates in
particular, the steady supply of 10 to 15 Central American
Business Administration Institute (INCAZ) graduates per year
and masters-level graduates from foreign universities. The '
ggod llVlng conditions in Costa Rica also encourage Costa
Ricans and fgreign 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.

X 2
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As part of its overall pgblic educa?ign
strategy, the Government has given high prlorlty;to.prov1a%ng
vocational-skills training geared to the country's p:o@uctlve
requirements as practical alternatives for youths who do not
pursue more academic courses. The Ministry of E@ucatlon‘oper-
ates an extensive network of colegios.agrooecuarlos.(agrlcgl-
ture high schools) and colegios yocac1ogales (vocatlona% hlgh.
schools) in which specific technlca} skills are taught in addi-
#ion o a2 basic hign school curriculum. It 1s felt that these
schools have been an important SCUrce of supply of skilled
labor andé middle management IcrI =ne industrial and agrigultural
sectors during the period.

the National Vocational

At the lower end of ti e, ona c
ed by the Ministry of Labor,

(=)
Training Institute (INA), spor

. - - reas in & wide rengs os
skiis® éigf;-e INA eceives very strong Support fr°m1$hf GOZ;
z;:;ei:,‘receiVing the proceeds of & 1 percent payroll tax
211 salaries in che country.

_ Strong Government supscSIt for the development
of management sxkills is manilestec DY thz policy of highly sub-
sidized vniversity education Zor &ll wno qualify academically.
This longstanding tradition has resulsed in a great expzansion
of universitv enrollment during the past 20 years, albeit at 2
great cost to the national treasury. Evening classes in busi-

ness and economics are very popular as a2 great many emploved
persons pursue university degrees in those subjects to upgrade
their skills and earning potential. Graduate-level business
administration courses are not available in the country but
INCAE appears to meet the need together with returning gradu-
ates of foreign universities. Costa Rica has been a strong
supporter and beneficlary of INCAE since its inception

During the 20-year period (1960-1980) sustained but uneven growth, open un-
employment remained quite low, ranging from 4 percent to 6 percent. The current
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
the latter part of the 1970s. Until 1980 the expanding public industrial and
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 1is accelerating sharply and will continue being one of
Costa Rica's most critical preblem areas for the decade. Whether or not Costa
Ricans are able to bear the extremely lean years ahead will depend, in large
pact, on what is done to miticate the hardship for the escalating numbers of
unemployed.

oreliminarv data from the July 1981 employment survey showed the
unemplovment rate went up to 8.7%, up from 5.9% in July 1980 and 4.9% in July
1979, 7In absolute numbers, the unemployed rose £rom 36,25C in 1979 to 45,560
in 1980 ¢to 65,600 in 1981.}/ By November 1981, the number of unemployed

Dersons went up to 77,000, in spite of the fact that unemplovyment historically

E/Scu:ce: Jua

lv 1679, 1580 and 1961 employment surveys conducted by the GOCR
Office cf statist

ics and Census.
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i/

éreps in November.due to the co%fee haivest,
Underenployment, which haé remzined constant at 7.6% in 1679 and 1980,
increzsed ¢ 9.0% in July 198l. Put in a2 more down-to-earth cecntext, the
nonoer of.houks not werked bv +<hese underemplcyed perscns in 1981 was the
equivaleng of 46,000 f:il-time jcbs, seven times the rnumber of new full-time
scbs created during the July 1580-1981 period.2
Projections made.by the Academia de Centroamerica in 1980 show that
ene labor force will grow frem 770,000 in 1980 to 886,008 in 1985. This
represents an annual rate of increzse of 2.86%, -a reflection of both past
population growth and a projected increase in the labor .orce parcticipation
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 emplcyment in past
vears. Between 1973 and 1¢e78 empléymen: grew at an annual razte of 4.2%, or
nearlv as rap-¢éiy as GDP (4.8%)- demonszrating an unusually hicgh elasticify of
emplovment with respect to GDP (0.88).2/ ™o factors were in large part
. responsible £or this: (1) 2 rapid growth in public sector employment alongsice
emplovment vgrowth in the productive <certors znd (2) a slow growth in
industrial éroduc:ivity, i.e., the introduction of new labor-saving
zechnologies. These trends cannot be acssumed :q prevail during <the 1980°'s.
Public sector employment will have tc be constrained by the GCCR's austerity
program. Industrial productivity will have to improve on its poor performance

of :he_?ast in order to be more competitive in new markets.

1/sovrce: WNovember 1981 employment survey by the Office of Statistics and
Census.

2/sovzce: July 1979, 1980 and 1981 employment surveys conducted bv the GOCR
Cffice of Statistics andéd Census.

3/pefined as the ratio between the rate of growth of emplovment and
the rate of growth of GDP.
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Table 5

Latar Force, Pmployment, and Untmploywent Projections, 1900-1906

l'.abor Yorce Projected Projected
Labor particlpation GDP Growth BHapl. Geowth
population Force Rate % Rate 8 Hatu 8 Ewnployment tincmp loyment
1900 Actual 2,217,761 770,212 24.72 - - 724,708 45,564
1901 Actual {2,210,610) {791,001} (35,14) - - {(131,158) {69,614)
1901 Projected 2,269,000 792,300 34.91 - 0.9 -0.5 721,004 71,216
1902 - 2,232,220 . 214,960 3s5.00 -4.0 -2.4 703,770 111,182
1903 - 2,317,015 930,270 35.26 o.a 0.5 ?07.297 130,973
i904 - 2,411,695 0;2,245 35.4) 2.1 1.1 716,492 145,75)
© 1905 b 2,490,005 au6,905 35.61 2.0 1.2 725,090 161,815
1906 - 2,549,390 912,270 35.78 2.3 1.4 735,241 177,029

Sources:  Actual 1980 and 1981 population and labor force data from the GOCR's offlce of Cunsus

ared Statisticus population and labor growth rate assumptions for 1980-1906 fconm Academla de Centro Nnéricag
C. tuvekas' assusptlons reqgarding the relatlonshlp between output and employwent, as explained In his report
“Cotta Wear A Review of Hacraeconowlc Conditlons, with Prcojections to 1905.°
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Up until now the Costa Ricans, 2 people with rising
material aspirations fueled by .chircy y;:ars: dffqenerally improving economic
situation, have shown adr_nirable restrainet. Thoucih éeeling the c.onsequences of
the Ceteriorating conditions, in terms o©f accelerating unemployment,
retrenchment of social services, and rampant inflation, organized labor ang
‘other segments of society have.made only moderate demands for wage increases.
The incidence of strikes and werker support for them has been limited. On <he
other hand, violent leftist terrorist grours have emerqed on the scene. This
phenomenon came as 2 shock to mest 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
violenc-e in neighboring couvntrie.s. Still, Costa Rican tradif:ions cf liberal
democracy, social dialogue, and lack of political violence are. being severely

cested.

Export Expansion and Investment Promotion
Faced with a limited domestic wmavtket, regiomal political

iostability, and growing protectionism and paymeats problems withia tke
Ceatral Amervicaa Common Mavket, it is widely undevrstood cthat Costa Rica
has vteached the limits of 'its industria]_:' _i:npdrt substitution policies.
The couantry must now seek extra—regionalwexport mavtkets for its production
1f growth is to co.m:inue. Many key iongredients necessaty to the major .
economic transformation which this implies are already available im Costa

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

Costa Rica's general envivomment and physical iafrastructure
(water, electricity, voads, etc.), as well as its taleated, educated and
flexible workforce, ave obvious advantages which the country bhas at its
disposal. A generally positive disposition towards foreign iavestment
also favors the development aad expansioa of exporting efforts by

forveigners..

Q%
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Perhaps the most severe impediment to expanded export productioan

1s che deavrth of credit descvribed above. The significant amouats of

capital required for a rzorieatation of the economy towavrds export are no
mere available for export activities than for any other. The
" oonbankability of wmaay existing producers coupounds the problem. While
professional wmanagerial taleat is an obvious asset in Costa Rica,

specialized konowledge in the aveas of export procedures, martrkets and

financiog is asoticeably lacking.

A aumbev of financial incentives have been egacted over the past
decade which give export producers tax credits for nontvraditional
production or for iacreases in export production, and which pemmit duty
free impottatica of inotermediate goods ultimately exported. The se
incentives have had 'some success in stimulating export ‘activity.
Nonetheless, the cumbersome procedures and vegulations associated with
the se meésures, and their generally perceived inadequacy, have limited
their positive impact. Moreover, the benefits of the ic.entives appear to
be overshadowed by disiacentives such as export taxes aand the high degvee
of wuncertainty and implicit export tax associated with the current
exchange vata regime. These'areas must be addressed if any mea&ingful

advznces dre to be made in expanding Costa Rican exports.

SEST AVAILABLE DOCUMENT
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The Costa Rican Export/Investment Promotion Center (CENPRO) was
created in 1969 to assist businessmen to Qarket theiv products overseas,
and to assist foreign iuvestors in establishing enterprises in Costa
Rica. The concensus of local busigess on CINPRO is that it has beeq

ineffective both in serving business opeeds (assisting in the export

matketing of local goods) and in acting as s spokesman for private
exporters so as to influence official policy. Moteover, examples of

foreign iovestment directly stimulated by CENIRO are very few, if any. '

Ia Costa Rica there exists a widely held acceptance of the need
for, and a rteceptivemess towards, foreign 1investment. It is well
understood that trade is key to the vehabilitation of the aational economy
and. its fyture continued growth. Given this favorable dispositioa, it is

vafortunate that relatively few legal and institutioaal mechanisas exist

for the promotion of iavestment and export activities.

REST AVAILABLE DOCUMENT



EL SALVADOR

Industry and Commerce

BEST AVAILARLE DOCUMENY

Overview

V-The 1981 Salvadoran GDP, the value of all goods znd services produce
in the nation, was approximately $3.4 billion measured in current dollars
(See Table I1II-1). 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 Cctober 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 popular unrest, but
only at the price of massive veforms 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 problems.

BEST AVAILABLE DOCUMENT
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TABLE 1

G0

" U.S.$ Million

1978/ 1979 1980 1981
Consumption 2.553.0 2.800.2 3.057.3 3.257.
Private 2.165.4 2.357.8 2.552.4 2.745,
Public -387.6 442.4 504.9 512.
Fixed Capital Formation 714.4 624.5 467.8 406.
Private Fixed Capital 501.1 391.7 230.4 209.
Public Fixed Capital 213.3 232.8 237.4 197.
Inventory Changes 73.0 -31.0 -68.0 -16.
Exports of Goods and '

Services 978.3 1.364.9 1.078.6 933.
Imports of Goods and
‘Services -1.217.3 -1.261.2 -1.148.2 -1.195.

GDP 3.076.9 3.447.4 '3.387.5 3.385.
Agriculture 843.9 1.035.7 899.9 873.
Commerce 733.2 £€00.1 805.9 793.
Manufacturing 481.9 524.4 518.0 492,
Public Administration 278.9 304.6 353.3 379.
Personal Services 195.8 209.2 224.3 220.
Transport, Storage and -

Communications 116.4 116.7 125.1 118.
Finance . 103.8 114.5 120.8. 132.
Private Construction 73.2 79.3 86.8 90.
Other Value Added 170.0 195.6 228.2 257.

n (Vo] [ ()} o (3, (o)) w O =N oo

o W o

1/ Figures do not add because of statistical discrepancy

SOURCE: Central Reserve Bank of El Sa]védor



COMPONENTS 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 bécause of the nation's unstable social enviromment, thc probable
asﬁumption that pepulation 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 lowar 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 (dowm 9 perceat).

S



-4 -

TABEE

2

PERCENT CHANGE IN COMPONENTS OF REAL GODP

78/79 79/80 80/81
Consumption -4.1 5.8 7.6
Private -5.5 -7.3 -8.2
Public 5.1 2.9 «4.7
Fixed Capital Formation  -22.2°  -33.D ~25.4
Private Fixed Capital -31.8 -47.7 -22.9
Public Fixed Capital -1.6 -11.0 -27.6
Exports of Goods & Serves. 29.0 -6.1 - =25.1
Imports of Goods & Servcs. -11.6 -22.9 -11.3
6DP -1.5 -9.6 -9.5
Agriculture 1.5 -5.9 -4.3
Commerce -2.6 -13.9 -14.4
Manufacturing ~2.9 -15.5 -17.4
Public Administration 3.8 3.5 2.4
Personal Services -4.7 -8.4 -14.4
Public Construction -11.3 -5.6 -8.6
Private Construction -17.7 -67.7 -6.0
Transport, Storage & Comm. <-6.5 -6.7 -17.4
Finance 2.1 -8.1 -3.6
Other Value Added 1.6 -5.3 -9.8
SOURCE: Central Reserve Bank of El1 Salvador

78/81
-20.6
-24.4

3.0
-55.6
-69.3
-27.5
-12.6
-47.2
-19.4

-8.7
-36.8
-32.1

10.0
-25.3
-23.5
-75.0
-27.8

-9.6
-15.9

23



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, petroleun, fertilizers,
wheat, and medicines. Every majdr sector depends on imports. As a

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-
Tan 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 billionm.
In 1982 exports are projected to decline to $775 million, a decline of
more than 30 percent in nominal terms. (See Table 3).

Imports reached their high point in 1978 at slightly over $1.0
billion. However, imports fell a low of ‘9372 million in 1980, but in
real terms the decline continued through 1981,

34



Exports
Coffee
Cotton
Sugar
Shrimp
Other
Imports
Consumer
Petroleum
Non-Pet. Production
Capital
Trade Balance
fet Services
Net Transfers
Corrent Balance
Nel Bank/Official Capital
Net Private Capital
Canital Balance

Balance of Payments
Closing Intl. Reserves
Change in Arrearages
‘Closing Int. Res.
(with arrearages)
Level of Arrearages

Note: 1982 balance of payments conforms to IMF
of arrearages and buildup of reserves.
proposed CB. ESF loan of $12
may be reduced, tranched, or delaye
1982 BOP should be v
scenarios would resu

jewed as optimistic.
1t in reduced imports, pr

-6 -
TABLE . 3

BALANCE OF PAYMENTS

-=in US$ millions--

1978 1979
801.6 1,129.4
385.6  £75.2
98,4 84.6
18.9 26.8
10.6 12.3
288.1 330.5
3,029.u 1,024.5
266 .4 275.9
76.4  114.3
421.0  418.3
265.2  216.0
.227.4  104.9
2109.7  -121.5
51.4 21,4
_285.7 . 24°
128.6  103.3
185.8  -246.2
314.4  -142.9
28.7  -108.1
234.4  126.3
0= 0=
234.4  126.3
-0- .y

See text for discussion.

June 1982
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8 million to El Salvad
d until late in

&

1,072.
- 615,
82.
13.
13.
347.
9n.
306.
151.
401.
112.
100.
-131.

17.
186.
-400.

=21

-196.
- 69.
41.

-110.
41.

QO w OoOwMN ‘Jo::-r.\ouoo\wooow\aoompmmm—ﬂ

or.

Proposed

1981 1982
793.1 775.9
452.6 398:0
52.6 58.1
14.0 10.0
18.7 24.5
255.2 285.3
980.8 1,043.4
297.2 304.0
149.0 161.0
424.8 469 .2
109.8 109.2
-187.7 -267.5
-127.6 -129.¢
28.2 40.0
-287.1 -356.7
253.0 464 .9
- 45.0 - 68.2
208.0 396.7
- 79.1 40.0
-149.0 -139.0
45.6 -30.0
-235.6 -205.6
86.6 56.6

requirements for reduction
It assumes passage of the
Since this
1982, the projected
Any of the less favorable
oduction and employment.



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 81.5 billion, an increase of 63 percent. During

the same period, Central Bank and public sector debt more than doubled
from $608 nillion to $1.3 billion. (See Table II-4). Predictably, there
has been been an overall decline in the share of private sector foreign
debt from 36 perceat to 13 percent, and within private sector debt there
has been a sharp reduction in shert-term debt as lines of credit reach
maturity and are not renewed.

The balance sheet of the Salvadoran hanking 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
Tenainder of 1582 and into 1983, private sector credit demand can be
expected to outstrip the financing available, which will act ag 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 Regserva




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
--{n US$ million--

12/1979

347.7
178.6
169.1

192.6
-0-
192.6
414.9
260.6
154,3
955.2

607.5

12/1980

252.
9.
]60-

486.
185.
300.
475.
338.
136.
1,213.

96] .

o AN

WO Ny -

3
1

12/1881 3/1882
215.1 205.2
67.7 64.8
147.4 140.4
601.2 640.9
235.3 221.8
365.9 419.1
649.3 708.1
499.1 552.2
150.2 155.9
1,465.6 1,554.2
1,250.5 1,349.0
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Assels
Foreign Sectar
et International Res.
Other Int. Liabilities
Creadt % Invesluents
To Private Scuetor
Ta Officfal last.
To Central Gov.
Other

tiabilities
Nuney Supely (4y)
tCash in Circclation
Private Stgnt beposits
Uridc. Siht Depasits
Other Privite herosits
YSavings and lirve
Foreiygn Curveavy
Conteal e 7. Deepasits,
Other Lia%ilities
Cin(JI dnd e aer ves

June 198

1,381.9
716.8
233.4

- 157.6
1,066.3
ony, 2
159.2
18.9
din.8

1,381.9
47¢,1
200 .2
231.6

41.3
461.8
460 .5

1.3

5.3
267.9
117.6

TABLE 3

PALAKGE SHEET OF SALVADORAN_BANKING_SYSTEM
IN_MILLIONS OF US DOLLARS
12/19 12/80 12/81
1,519.0 1,654.) 1,908.3
- 715.3 - 359.¢ - 517.8
121.4 - 09.9 - 149.0
- 196.7 - 299.9 - 368.8
1,213.7 1,66G4.1 1,997.1
LuB.e 870.6 974.4
371.3 564.9 518.9
53.6 728.06 503.8
280.6 319.8 429.0
1,619.0 1,6H1.1 1,908.3
570.2 621.5 627.4
29C.1 247.5 211.3
231.2 el8.7 60,2
12, %7.3 65.9
449.9 153.9 550,80
149 .3 q53.5% Leh,. 8
.6 0.4 2.0
15.3 hl1.2 80.1
105.6 345.5 161.5
193,08 1m.u 150.5
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EMPLOYMENT - AND THE LABOR FORCE
Employment

A ROCAP study 1/ 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
workingAless than full time. The sectors most affected have been agri-
culture and construction (Table 7). Besides the 1981 GDP decrease of
9.5Z a major contributor to this level of unemployment was an annual
. increment in the labor force of 50,000 workers.
0f 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 45 161
No. Employees 6,981 10,004 5,829 1,782 1,992 22,604

SOURCE: Ministry of Labor, through March 1982.

Enployment and unemployment, it should be pointed out, are subject
to considerable seascnal 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 Salvadecr and in

1/ ° “El Salvador: Economic Assessment and Policy Issues'", Clark Joel (AID-
ROCAP) and Clarence Zuvekas (LAC/DP).

39
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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 until 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 107 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~umion 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 comstruction 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 nembership declined to 55,200,
Membership climbed in 1979 to nearly 65,600 and continued to grow in
1980 to over 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

Ho
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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.
Lahor 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 287 possess
middle-level skills, while the remaining 687 are unskilled laborers for
whom produccive 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 407 of the total labor force and 56%
of the rural labor force are illiterate. Only 157 of agricultural
workers have more than a third grade education, compared to 827 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 ZZ percent), employment cpportunities in these sectors were insuffi-

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

BEST AVAILABLE pocy MENT /L)
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TABLE 6

CONJECTURAL EMPLOYMEMT AND UNEMPLOYHMENT DATA,71S71-1931
(:housands of persons)

(1) (2) (3) (1) (5) (6) (7)
Lsbor Employ- Adjust- Employ- Unermplecy- Unemploy-  GOP
Force - ment ed Employ- ment Growth ment ment Rate  Growth
ment Rate Rate
1571 1,116 1,028.9 1,029 87 7.8 L.6
1972 1,153  1,076.8 1,077 4.7 76 6.6 5.7
1973 1,191 1,1z4.6 1,125 4.6 66 5.5 5.1
1574 1,230 1,172.4 1,172 4.2 58 4.7 6.4
1375 1,270 1,220.3 1,220 L 50 3.9 5.6
1976 1,313 1,263.2 13,263 3.5 50 3.8 3.8
1277 1,357 1,307.7 1,308 3. 49 3.6 5.2
1978 1,403 1,234.5 1,352 3.4 51 3.6 L. L
157¢ 1,451 1,222.2 1,340 -0.9 M 7.6 -1.2
1280 1,500 1,255 -6.3 244 16.3 -8.7
1981 1,550 1,256 0.0 254 18.0 c.0

“Sources: (1) iDB, Eccromic and Sociz) Progress in Latin America,
1977 Reoort, Chapter 5.

(2) ‘E) Salvador, Ministerio de Planificacidn y Coordinacidn
de Desarrollo Econdmico y Social, Il Salvader: Informe Eccndmico v Socisl
1e72  (Sasn Saslvador, Aucust 1880).

. ) (3) 1971-77: Eolumn-(2) figures, rounded; 1975-B1: Basec on
th: elasticity of employment with respect to GDP fror 1971 -to 1577.

(h)_Coiumn'(B).
(5) Column (1) minus Colu=n {3),
(6) Columa (L) divided by Column (}).

(7) 1971-72: Same as (2); 1980: Central Bank estimate;
19%21: Bast-case assuspticn.

BEST AVAILABLE DOCUMENT



TABLE 7

OPFN UNIZPLOVHENT RATES BY SDTIOR, JANUARY-JUNE 1900

(rcrcentages)
Fconamically
Active Unemployment Rates
Economic Sector Ponulation . January February March horil May June
ALL SECTORS 1,625,000 7.5 15.8 23.3 22.0 15.4 14.2
Miriculture 711,000 11.0 25.6 48.3 43.3 22.5 18.6
Hining 1,000 - - - - - -
Fanufacturing 244,000 2.0 6.2 5.6 12.9 8.3 10.5
Utilities 14,00C 4.1 9.2 - 7.8. 10.7 -
Construction 70,000 14.7 12.6 10.0 13.7 11.0 24.0 . [
Cexmuorce 258,000 1.2 3.1 1.7 3.3 5.3 4.0 =
‘Transport 57,000 4.7 7.3 6.4 11.3 9.0 . 8.0 .
Ranking and Finance 25,000 5.4 4.9 13.2 15.2 6.5 -
Scrvices 234,000 3.0 7.6 7.5 4.7 5.0 5.7
Othor 7,000 = - - - - -

Source: Provecto Indicadores de Proqreso Social, unpublished preliminary datﬁ:.
Februmy 27, 1901.

Note: Sce text for the definition of unemploviment userd 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 contributioms
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 E1 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
847 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 ﬁills. While these plants generate a substantial 37% of total industrial
gross production, and 22% of its employment, their capacity as economic generators

. . . 1
is relatively less than. that of the other manufacturing sub-sectors+

l/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.

4
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Principal Problems anﬂ 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
s?me 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 697% 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 invenmtories, physical plant

detericration, 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.

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

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 jn reorganizationm.
Traditionally, the commercial banking system has limited its industrial
eredit to chort-term working capital loans, and the banks have not developed

any substantial capacity in investment credit evaluation.

b) Lack of ForeizniExchange

Because of the deterioration of the coumtry'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.

¢) Political Risks

The country has ‘suffered from severe problems of guerilla warfare, urban
terrorism, negative balance of payments, and loss of 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.
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These problems have resulted in:

(1) Shutting dovm 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 negacive foreign investment to the country (capital flight).

d) Lack of Export Rnow-How

Salvadoran industry has historically produced about 707 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.mafkets, such as the United States.
However, trade connections, knowledge of the markets reruirements in terms of

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

Purthermore, over 90Z of the manufacturing firms are small to med .um-size

companies with extremely limited or no export experience whatsoever.

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

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

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

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,

He,
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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 comﬁany

mortgage bank

savings and loan institutions

national home loan bank

agricultural development bank

N = = D 1

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 Corporacidn Salvadorefia de Inversiones (CORSAIN)
will ever function.
General Outlook

As can be seen in the table below, the cormmercial 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 - $£,935  L.48  .B/A

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

W
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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 207 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

primerily 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 .93L.6  $188.2  (23.8)
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The greatest reduction in credit was felt by the construction and
industry sectors, whose financial needs were sactvificed to provide
refinancing of unpaid loans. By September 1981, refinancing require-
ments had reached an extraordinary high $244 millionm,

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 bamnks 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. O0Official net
international reserves were $266 million in 1978, dropping to a minus
$197 million by year-end 1981.

Concurrently, 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 obviouc that the term
structure of E1 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

1
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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%Z 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 reachéd $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 o1 externally to fund development needs, let alome 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 ome 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-

52
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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 Nationalizdtion

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 fimancial audit
of each imstitution, 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

wvag the third largest foreign exchange sarmer in 1977 and 1978, exceeding sugar
and shrimp; and it was the fourth largest foreign exchange earnmer in 1979. 1In
addition, the multiplier factor of this sector is well-recognized, and will be

especially so in a coumt:i, as high industrialized as E). Salvador.

RELATTVE RANKING OF TOURISM TO OTEER EXPORT ACTIVITIES
1976~1979

(Millions of US$)

Tourisa
Year Coffee Cotton Sugar Shrizp ~ 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 432.8 100.5 18.9 10.7 36.7 3rd.
1979F 675.1. 87.0 26.8 12.6 24.9 4th.

P/ 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 comstructed
in response to increasing flows of tourists. The number of internmational leisure
travelers had increased from 278,761 in 1977 to 293,080 in 1978, resulting in an
ave;age 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 civil teasisns had become headlines and the hotel
occupancy rate dropped to 39 percent.: A traveler's advisory was placed an El

"ES‘}%
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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 opeyators and other tourism-related

businesses.

As it requires at least a 45-50 percent occupany requirement to break-even
all hotels except the Hotel Camino Real (where all the foreign‘journalists stay)
are operating in the red. Hotel rates have been sleshed 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 infrastrnctur; 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 implement.lng agency
within the Ministry of Economy.

In January of 1980, Decree No. 68 created the Ministry of Foreign
Comnserce, which essentially absorbed the mandate of ISCE. While ISCE has
not been legally dissoclved, 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 Tramsfer; iii) Export
Promotion and Development; and i) 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, avalyzes internal and foreign commerce and is in charge of
investigating problems related to importing and exporting gcods and
services.

The division also administers and controls bilateral trade agreements

and interfaces with the Central Bank on international payment mechanisms.

[517)
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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, the 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 funct&on, 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 respomsible for eleborating 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 geces 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 free
zone, located in the San Salvador suburb of San Bartolo,

c. Export Promction and Develépment

The third Department is the Export Promotion and Development Center
(CENTRODEC). 1Its principal functions are to increase and diversify the
country's exports and to penetrate new markets. The unit supports the
small and medium size f£irm 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 bzsed on the overall social and economic development policies

ot
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of the Government. Its principal functions are to:

1. ﬁesign, formulate and propose foreign trade policies.

2. Implenent economically feasible export projects.

3. Analyze proposed economic integration schemes.

4. External market research.

s. Idéhtify%ng pew export projects which would rquire inter-

ministerial support to assure their success.

BEST AVAILABLE DOCUMENT

5%.
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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. _

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

l. 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.

54
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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 Miﬁistry. '

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 promotionm.

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

éalvadoran 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,

BEST AVAILARLE DOCU#:’#ENT
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PRIVATE SECTOR ORGANTIZATIONS

There are numerous trade associations and other organizations representing
private sector interests in El Salvador. The majority of these belong to one
"ymbrella" organization, the Salvadoran Association of Private Enterprise (ANEF).
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
(UDES), and the Nationzl Federation for Small Enterprise (FENAPES). There is
also a political organization comprised mainly of the boards of these organica-

tions called the Productive Alliance.

ASI is comsidered to be the most liberal and progressive among these
organizations, and has been supportive of a recent A.I.D.-financed evaluation
of the industrial sector. ASI was established in 1958 and has approximately

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 hes
700 members representing all sizes and types of businesses. Its objective is to
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-
ative group. Its membership is made up of association representatives involved
in coffee cultivation, coffee milling, agricultural input suppliers, iivestock

and milk producers, and cotton producers.

The Union of Directors of Salvadoran Businesses tends to integrate repre-
sentatives from all fields of private endeavor. The organization is described

as not having much influence.

The National Federation of Small Enterprises is perhaps the least powerful
organization. It has only 34 members: 1l small industrialists, nine from the

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



Within ASI, the Committee of Exporters of El Salvador (COEXPORT) was
founded in 1973 for the purpose of creating more job opportunities through th
establishment and expansion of export industries. The association assis’s
industrialists which export or are interested in exporting non-traditional
products outside the Central American Common Market. The stated'objectives

of COEXPORT 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., TFacilitate 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 E1 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.

b
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COEXPORT has been instrumcntal in promoting El Salvador's participation
in international trade fairs, most recently in Frank{urt, Germany (1980 and
1981), and in the "Feria de las Américas" in Miami (March 1980). Participa-
tion in the Frankfurt fair in 1981 resulted in the establishrment of artisan
marketing contacts in Israel, Holland, and Greece.. Also, the Association has
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 COEXPORT members with information on export opportunities,
training, technical assistance, and marketing infcrmation on specific products.
In 1980, COEXPORT staff members attended several international trade ccnfierences

(Canada and Venezuela).

COEXPORT is not only a source of information and internatiocnal contacts
for private sector exporters, but alsc performs an important funccion as a
source of expertise to public sector entities cr export related matters. The
association has participated in working groups with the Ministry of Foreign
Relations to support efforts in signing of trade agreements with Honduras and
reactivation of a treaty with Panama. COEXPORT has also éncouraged the signing
of a bilateral trade agreement with the Republic of China, which contemplates

measures for technology transfer, finamcing, 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
presently participating in a Mixed (private sector and public sector) Commission
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
establishment of instruments to provide export incentives such as financial
resources, fiscal measures, and tariffs. With the possible phasing out of ISCE,
COEXPORT believes it is critically necessary to establish new mechanisms for
private sector participation in @ecision—making regarding the export sector.

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

b3
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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.

COEXPORT'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 shou}d only be
undertaken when private sector initiatives have not resulted in efficient
marketing, and then, only on an experimental, pilot project basis. Moreover,
COEXPORT considers the markets 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.

bt
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PUBLIC AND PRIVATE SECTOR RELATIONS

Tt is somewhat difficult to measure the quality of relations between tne
Public and Private Sectors, as they presently are in transition. The outcome
of the March 28th elections does seenm to have produced a more harmonipus
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 séctor 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 Commerce, FENAPES, and
UDES, there hLave been two national symposia. At these symposia held in July
1981 and May 1982, each economic sub-sector was invited to expound upon its
particular problems. The sycposia served to bring the plight of Salvadoran

businessman to the attention of politicians and comzmon citizens alike.

The Private Sector now appears to be, if pot more confident, certainly
more at ease with the direction of the present Government. The heretofore
estrangement of both sectors has eased, as it is evident from 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 pléguing this new government. Interministerial coordina=-
tion is seriously lacking, a clear-cut overall policy seems non-existent, and
some serious sectoral prcblems in the banking, foreign commerce, and other vital
areas of the economy are evident. There appears to be no definite plan for
reversing the economic decline, and the time required to reverse it in light

the civil strife looms as an important factor.

In June 1982, the Salvadoran Productive Alliance responded to a request
by President Magana to nominate 18 of its members (3 for each of six key
ministries) to work closely with and advise the Government on key aspects of
the economy. These cormittees are viewed by the Mission as key to the establish-
ment of linkages through which zutual cooperation between the GOES and the
productive sector can be enhanced, and this effort will be supported as a pi

of the CBI program.

BEST AVAILABLE DOCUMENT
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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 producfion 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,.parcicularly in the
‘areas of export-oriented industries that use local labor, materials, and

other inputs, Joini 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 pert 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 applicationm.

'

Free Zone

- To aid investors, the country's first Free Industrial Zome 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 foreism and export AN
pegcent or more of their products to non-CACM countries) enjoy uuty-free import
of equipment, raw materials (including fuels), and'oqher inputs for the project's
life in addition to other getieral incentives. Export-oriented local industrialists

under the Export Development Law would also enjoy most of these benefits; but,

4
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particularly for the foreign investor, the zone offers certain advantages over
domestic production: no administrative processing of imports and exports, no
obligation for local investor participation and access to factory facilicies

and infrastructure.

There are presently four companies employing 800 workers still operating
in the San Bartolo Free Zone: AVX (U.S.; electronics: ceramics): Form=-0-Youth
(U.S.; textiles); TME (Spanish; coats); and Expon (U.S.; pharmaceuticals). By
comparison, during 1979, the zomne contained some- fourteen firms employing 4,200
workers, and plans called for an increase to 20,000 workers by 1982. Motorola
alone, wanted to set-up an operation employing 5,000 workers and Beckman Instru—ents

was in the process of expanding its operation to 1,500 workers.

With little additionazl investment, reactivation of the San Bartolo Free
Zone in the short rim, and establishment of additional free zones in the mediuc
term could significantiy 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 located
in the frée zone. Given the location of the international airport, and the new
highway commecting the airport to San Salvador, the town of Comalapa may be

an ideal location for a second free zone.

General Treatv for Central American Teonormic Integration

El Saivador is a subscriber to the General Treaty for Central American
Economic Integration. Signed in December 1960, this treaty established the
' Central American Common Market (CACM). Under the CACM the most important
dncentives regarding investment and trade development are: a) free trade wicthin

"integration" industries; b) tariff protection;

the CAQM area for products of
¢) import duty exemption on machinery, equiprent and raw materials for new or

established integration industries; and d) income and other local tax exemptions

for variable periods according to industry.

7
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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 moct important areas of investment over all of
these periods has been wholesaling which accounted for 20.0 percént 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 investﬁents 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,is.l percent; and investment

in petroleum refinery operations, 4.8 percent.

Foreign investment peaked in 1979 at $22.5 million, and subsequently has

plumeted to $3.6 million in 1981.

TOTAL FOREIGN INVESTMENT
(Millions of U.S. Dollars)
n 2 13 o I % 17 1’ 13 8 &
vaestmen: 3.6 8.0 3.7 6.1 10.2 10.9 18.5 7.9 22.5 9.2 3.4
Index 100 222 103 169 283 303 514 219 625 256 100



£lectric Machinery

FOREIGN INVESTMENT TRENDS

TABLE 10

‘—“50 _

Accumulated
through
1970
Agriculture 60.7
Fishiug 56.4
Mining (non-ferrous)
Quarrying
Livestock 99.9
Dairy Products 198,.2
Fruit and veg. Processing 68.0
0ils, fats
Milling 1,280.0
Cacao, chocolare, candy 277.4
Diverse food processing 60
Tobacco 3,320
Thrzad, cloth, textiles 3,614
- Ropes

Clothing
Tanning
"eather products
Joes )
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, cosuetics 727.8
Chemical products 50
Perroleum refinery 3,921
Tires 40
Rubber products 50
Plastic products 257
Gement : 203.9
Non-metallic, min prod. 329.3
Steel Products :
Fnives, tools, hdwe. 450.7
Structural metal 30.0
Metal Prod. exc. mach. 741.7
Ag. Mach. & Equip.
Ind. Mach. & Equip.
0ffice equipment
Mach. and egquipment 664.8
Qectronic equipument 405.1
lome appliances

1,955.1

(000 U.S. Dollars)

Current Prices

1971- 1976-
% 1975 I3 1981
.1 470.1 1.5 142.8
.1 267.9 .8 299

1,045.8 3.3 272
17.4
.2 20.0
.4 76.9 .2 (1,028)
.2 . 56.6 .2
200.9 .6
2.9 306.0 1.0  (799.7)
.6 3.2 .0 40
.1 120 b 180
7.5 70 .2 1,562.2
8.2 7,572.6 23.9 10,074.0
218.8
476.9 1.5 884.9
195.0 .6  (183.0)
20.0
- 310.0 1.0 465.0
2.5 , . 245.0
2.0 450 1.4 3,327.1
.6 198.0 .6 79.6
.1 | 80.0
15.6 111.8 .4 40.0
230.0
.2 931.6
1.6 90 .3 460.3
1.6 260 .8 211.8
.1 145
8.8 1,439.6 .5 1,309.7
.0 307 1.0
1 (200.0)
.6 446.5 1.4 318.8
.5 (74.7)
.7 441.3 1.4 1,132.4
200.9 .6
1.0 348.4 - . 1.1
.0 2,559.0
1.7 154.9 .5  (212.0)
' 160.0
79.6
: 4,736.1
1.5 » 32.8
.9 269.7 .9 1,256.1
556.4 1.8 1,280.4
4.4 803.3 2.5 2,859.4.
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Vehicles
Control instruments

Photugraphic & Optical

Mfg. NEI

Lights and electricity
Prod. & Distrib. of gas

Construction
Wholesaling
Retailing
Restaurants

Hotels
Transportation
Warehousing
Financial inst.
Other finan. inst.
Insurance

Real Estate
Technical Services
Renting Equipment
Public instruction
Radio and Television

"Total

41

Accumulated
through 1971~ 1976-
1970 2 1975 4 1981 2 Total %
200 b 15 .0 215.0 .1
2644.0 .8 244.0 W2
134.8 .3 597.5 .8 732.3 .5
49 Jd 75.0 o2 134.6 .2 258.6 o2
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
51.6 .1 338.7 1.1 132 2 522.3 A
7,956.7 18.0 4,694,1 14.8 15,219.3 20.9 27,870.1  20.0
538.2 1.2 1,643.3 5.2 . 2,181.5 i.6
- 57 2 57.0 .0
884.3 2.0 (127.9) (.4 100 .1 856.4 .6
635.4 1.4 80.4 .1 715.8 .5
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
456.2 1.0 114.3 _ .4 51.7 .0 622.2 A
160.0 A 60.0 2 880.0 1.2 1,100.0 .8
717.9 1.6 934.8 3.0 438.8 .6 2,091.5 1.5
30.5 2 : 90.5 1
45. .1 45.0 0.0
20.0 .0 20.0 .0
108 .2 108.0 .1
44,201.3 100.0 29,918.1 100.0 64,991.0 100.0 139,110.4 100.0
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Of total foreign investment made betweea 1970 and 1981, the U.S. led all
investors with 46.1 percent, followed by Panama, l4.1 percent; Japan, 13.7;

and West Germany, 4.9 percent.

Major U.S. investors have included Texas Instruments, 3M, Kimberly Clark,
Xerox, Citibaunk, Chevron, ITT, Bank of America, ESSO, National Cash Register,
Coordinated Caribbean Transport, AVX Ceramics, and Cargill. ﬁost of these
firms have formed wholly-owned subsidiaries. Subsidiaries not of thc whslly-
oﬁned variety generally have U.S. participation of 70 to 99.9 percent, however,
in some instances U.S. participation has been as lc+ as 26 percent (Crowm

Zellerbach) to 36.2 percent (Sherwin Williams).

It is anticipated that the prospects for generating foreign investment will be
-gfim 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 with export-oriented ventures whose products are destined

for the U.S.

Given dircct U.S. investments in El Salvador during the past ten years the
gverage annual u.s. investment has been $4.65 =illion. It is noted furthermore
that the U.S. investment level has been extremely variable during this period.
Aa a target, 80 percent of the average annual investment, or $3.7 milliom, is

gseen as realistic,

BEST AVAILABLE DOCUMENT
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U.S. DIRECT INVI
(Milliong of U.S. Dollars-Current Prices)
72 73 74 75 76 77 78 79
Investment 2,5 1.3 1.3 2.4 2.3 12.4 1.2 14.5

Index 100 52 52 96 92 496 48 580

Ten year average (current prices): $4.65 millien

268

12



GUATEMALA

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 uncertairty 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 28.17 and 26.1% respectively. Manufacturing and Publie
Utilities which had a product value of only $735.6 in 1972 grew to $1,165.3
million in 1979, an increase of 58.47 in constant 1978 dollars.
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PRIMARY PRODUCTION

A&RICULTURE
MiNING

"SECONDAKY PRODUCTION

MANUFACTURING
CONSTRUCTION
PUDLIC UTILITIES

SERVICES

TRANSPORT & STORAGE
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DANKING,
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PUBLIC ADMIN. & DEFENSE
PERSONAL SERVICES

I3SURANCE 3 FIN.

GROSS ,DOMESTIC PRODUCT

MEMO

MANUFACTURING 8 PUD UTILITIES
(INDUSTRY EXCL, CONSTRUCTION)

SOURCE: DANK OF GUATEMALA,

(MILLIONS
1972 t91d 1974 |9i*
1226.8 1296, 9 ;1372.7 141010
1223.6 {293, é‘.}tsen 4./ 1408:3
3.2 3.4 - . 4.2 4
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72.9 87.2 ' 81.0 93.6
54.0 60.8 . .64.3 ... 69.9
2271.3 2431, 4 2614.9 2660.9
251.9  278.9 - _at3.e . 321,93
1212.8  1302.3 . 1393.3° 1302,
99.8 113.8 . 122.7 ¢ 130.6
276.6 202.9 - 286.6 295.
207.5 213.2 226.3 251.9
222.9 246. 1 272.4 278,
4305.8 4621.0 4901.7.. 4994.5
735.6 799.6 . - ©833.2 " . B29.
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GUATEMALAz GROSS DOMESTIC PRODUCT OY SECTOR
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1970
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9791.1
‘0654.2
1512.4
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' 6.8 :
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'+ 930.,9 100d. 2
4 183.4 1919
1.5 94.7  -108.1
i .
fyaoaa.a 315G.0
't 970.0  410.8
+1642,4 1730.0
1897 105.6
r{ 259.2 2680.,8
;7 280.1 299:3
304.7 242.9
, 5701.1 6070.5
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B. Industrial Performance . 1972 - 1980

Industrv The industrial output growth rate outstripped t}

GD? by about 35 percent from 1976 to 1980 wten the scimulus fron CAC
high, despite the small domestic marke:z, lack of knowledge concerning
exeernel markets, regional orientation of output, ané insufficient ac
tking capital and medium- =nd lorg-ee*m investment financings Expc
nop—tradltlonal pProducts have 21so stimulated industrial production i
recent vears. In 1982, merchandise exports, net of the five traditic
export commodities, increased ro nearly half of totel merchandise exp

_____

one-fourJh of ‘the total nerchandis? eXpo=ts . / However, This is partly =

Tesult of reduced coifee and cotton exports due To the existence of: expori

quctas on coffee ‘and .a fall in cotton” procuctlog Whlcn 19@ to a decline in
- —,pq_ an—v:'r.-w-..w ."‘!—‘l'\L .«\ - 3 L T

exports of these commoditie§ . . :

an cm s e e ¢ e e e e e—— " e e = ——— s e .A_..-.. e e

r———

- - .. -

—_— e —

Industry . deve.oped Ihitgally: throuvh 1qport—°ubseleutlon at the

‘Central American level, encouragea"by'revlonal‘férl.;'yrotectlon and
various other fiscal incentives. Consequently, industrial production
.Erovth was determined by growth of domestic as well a2s CACM dewmand and
‘consisted principally of trad:.t:iona1 light cousumer goods at a very early

tage of development. The industrial ‘sector developed very few backward

‘nkages, which resvlted in it havingto tely substantially on imports of
raw materfals. This made the sector more vulnafable to the deCer ilorzting
~terms  of trade.

} Indostry has been hampered by the recent deterioration in
regional trade, as well as a contraction in domestic economic activity,
The sectors. and the firms which depend on ‘the CACM trade for a significant
partiof their sales ‘have faced severe financial problems. Increased .
production costs, reduced regional and domestic .demand, and increased
working capital requirements led to a financial squeeze in Sooe industrial
operztions. - Cement production, for example, was financially squeezed
because of price controls on the output and .a decline in internal
const:uction demand.

: , Induserial 1ncent1ves reiaforced regional import-substitution.
-Alﬁhough Guantitative import restrictioas have not been used until re-.
cently, the-present inoentlve framework. reinforces the bias :owarg renrional
,impor:-substitution .at.the expense of. exports to non-regional markets.
‘Witb the declzne in *eglonal demand however, new measures are being dis-

TR P A— CT s

‘177 The five traditzonal export commodities are coffee, cotton, sugar, bananas
o and Deat.
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cussed 1n the Economic Cebinet to reduce the effect.ol this aanti-exper
ies evision of the common exrternzl zerTiff is be:ng reviered in the
emb couniries. 7The Governnent askec the & itizte 2 study

) pronohe non-traditional
hernmore, the Goverament plans

1t O M o

r
fine za approprwiate incentive Zr
ts to necn—-regional ma:xe:s. fur
acdually to phese out price cocntrols, which exist on z limited number cf
roducts, in order to reduce distortions in the structure of production and
rade. Overveluzticn of the U.S. Dollar, to which.che Tuerzel is pegged,
devaluations in the Mexicza reso, end the Costa Rican Coloa have also
adversely affected the competitiveness of Guaztemalan zanufactured p*o—
ducts. 4s 2 result, the trade weighted real effective exchange rate of the
Quetzal has appreciated by about 13 percent during 198./82. P*esen;- , the
industry is facing 2 severe cdrop in demand because of contracting CACM
rade. According to unpublished preliminary results ¢f a survev conducted
Py the'Chamber of Ingustr y,.some subsectors reported very low capacity
utilization rates at the end of 1981. 'In light of the above and the Facr
that the outstanding debt of other CACM countries to Guzteszla reazched
about 60 percent of Guztezalan exporis to :this market, cr zbout ome-sixth
of its total zerchandise exports, the need for redicecting exports to
non-regional wmarkets through a concentrated effort, by rationalizing the
incentive system, rroviding instituczicnal znd marke:iing assistance as well
2s foreign exchazge needed to impor:t critical inputs, has become
increasingly clear.

'l

rl 1=+

oM o oo
% O
il
o n.

[
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http:effect.of

C. Industrial Performance 1980 - Present

Growzih 97 induscrizl ourput declined. in 1951/22 bweczuse of 2 fall
in beth external and internal demand.as wvell as reduced foreizn exchanse
eveilenilicy to impor: critical inputs. The Zecline in demestic demeznd
largely paraileled 2 reduczion in the growth of real iacone essociared with
2 {all ia the terms of trade. TFurchermore, the decline in i-duszriel
output and the erosion of private sector coafidence, brought zbout by
solitical uncertaiaty in Central America, hzve contributed 2o raduced
iavestment in industrial plants and equipment. Increased production costs,
reducec cezmand, tozether with high wq:kin; capictal requirezents led to a
financial squeeze in scme industrial operatioas. Over 180 plaacs (about

§ percent of the total registered firzs in Guatemala) have closed down
their operaztions in recent vears, and most firms have not been atle to
utilize 21l their installed capacity. Accoréing to the prelicinery resul:s
of an industrial survey carried out in 1981, 57 percen:t of the firms
surveyed utilized only about 50-74 percent of their installed capaci:y, and
only 21 percent of the firms used 25 percent or more of their instailed
capacity in that vear.

Industrizl producticn is concentrated in severzl major

s. Tocc, beverages, todbacco, chezicals, textiles and clothing
account r about four—fiiths of gross outpu:t and nearly three-fourths of
velue zdded In the sector. The lacgest sub~sectors, food, beverages, and
tobaczco uvse three-feurths of z11 domestic inputs purchased by the
danuizeturing secter. The second largest sut-sector, chemicals, however,
is nuch zore dependent on imperted inputs. The chemical production is
concentrated in cwedicines, soaps, cosmetics, plastic products, and
petrolewn refining. The thi:zd largest sub-sector, textiles and clothing,
include nostly spinning, veaving and clothirng manufacture.

Zxports of nanufactured goods were a major stimulaat to
industrial developzent of Guatemala vp to 1981. About four-fifths of
i ial products have gonme to the CACM in the last six vears (Table
otal industrial exports doubled from USS17% =million to about USS368
2illion between 1977 and 1981. Initially, the CACM had made it possible
for soze enterprises to benefit from economies of sczle. Sales to this
aarket increased in 1980/81 as a result of =ajor production declines
breught zbou: by plant closures and reduced production in Z1 Salvador znd
Nicarzgua, as well as expanded Guatemalan trzde credits. As economic and
policical troudbles escalatec in the neighboring countries, their capacity
to repay Guatexmzla in haré currency decreased drasticzlly after 1980. 4s a
result, outstanding credit extended by Guatemazla to the other CACM
countries reacned about US5220 million at the end of 1981; zlmost the szze

BEST AVAILABLE DOCUMENT
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Guatemalern exp s. Industrizl exmports to n :
almost rripled from zdbout US$23 million in 1677 to US$65 million in 1981;
up from zbout 13 perceat tO 18 percent of totel industrial exports.
Presently, some firms which are currently sellicg in CACH ere plaznning to
—odernize znd rehahilitate, their installed cepacity to sell in non-regional
carkets. Severel product Eroups, vhich were previously exported ornly to
che €ACM are now also cxpo;ted to the rest of the world.

Table 2: TNDUSTRILL IXPCRIS

Industriazl IXpoTts IxpoTTs toO
Totzl Zxports to CACM Nor—=CACM
(Miilion S) (Miliion S) W “ijlion S) %

1977 179.2 156.5 87.3 22.7 12.7
1978 217.8 188.1 86.4 29.7 13.6
1979 231.8 202.2 87.2 29.6 12.8
1980 321.7 273.2 - B8&.9 48.5 15.1
1681 367.9 302.° 82.3 65.0 17.7
Source: Central 2ank.
62. The system of protection encouraged import-intensive procuction.

Imported inputs for industrizl, production, egquivalent O about 43 percent
of the total value of iaputs in 1977, hzve .increased wmore rapidly then
production and exports in the last few vezrs. By 1980, the industrial
sector generzted only about 50 percent of the foreign exchange to pey for
its izperted inputs through its exports. AS & result, the Guzteazalen
industrial sector is now woTe dependent on met iTPOTTS than it was before
industrizl exporis accelerated. In 1982, as foreign exchange, rztioned to
this sector, crasticelly fe1l, incdustriel procuction droppeé even Zurther,
and capacity utilization for some subt—-sectors was Ccut back.
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II. Business Ambience
A. General

The investment climate of Guatemala is overwhelming influenced

by political uncertainty and violence. In addition, the bleak

market prospects for the country's major exports, succegt-slow or negative

growth Zor the foreseezble future. The decericraticn in 'the couatry's

terms—of-trade ané the stagnation, if nct ret-ocression, of the Central

Ame-ican Common Marke: point to limited domeszic purchasing power 2anf excess

capacizy in instzlled plant and ecuizment. T=usy Gestite 2 reasonzdbly laczge

o

Gomestic market ané a rapiély growing pepulation, lack oX exclovment
cpportunities and lower real per cagitz incomes mea2 2 modest IetuIn on new
investment. Wnen pclitical risks are acded, the situation acpears even ncre

dismal as zctive entreprenuers aZe sometimes subjest © terrerist attacks

m
K

either on themselves and cheir Zfamilies, or the productive establlisiments they
set-up. Thus in addition to the market risks acsociated with an economic

recession, the pctential investor must deal with ocliticzl viclence as well.

BEST AVAILABLE DOCUMENT
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Pinally, covernment policies cften introduce ricidities in<s

'y

e
pa e

cag The necessasy Zarket

'
).

e eccnccic svstez which inhizis and

]
L
‘e

f.
*

aéjustments. IZxazples Include: =xininux waces, Zorceign éxchange controls,

L}

Ly subsidies, market reculaticn

'y

-
-

‘ce contsols, interest rate ceiling

[ 2]
0
v 0
172
"
ll

and associzzed "rec :tape" etc. Iven when the policv tool is approprizte to &

given situation, there is nc guarantee that policies will.be “Zine-tuned® as

.y

economic circumstances change. -The policy environment under waich the privace

sector operates can oanly be izproved by open access tC covernment conducive <o

a procductive cialocue ‘on policy issues. There are some Iindications, that GOG
’ lr.;::. Vo ’

pclicies will be modified &5 encoucace the private sectcr. Nevertheless, 2

definitive evaluztion cf GOG policies will recuire adéiticnal time because of
the newness of the present government. Curcently, the 20st iEDOILant facepors

2ffectinc Iinvestmenc-in*TBuatermala incluce:

by

a) =Ixchange controls - Controls were reintroduced on April
©3, 1SE0 anéd have been procressively tightened as the cfficizl reserve

situation has worsened ané probably will have to be tightened further.

ital £light. DUnde:

U

Ostensibly, these controls arze designec tc lizit ca

current legislation, the rate of remittance cf profits, cividends and

amortizations of foreign capital invested in Guatemala is limited to 15
pezcent per annum for five years in e%eri.t§n Year period and 3 pefcent for
remaining vears. A%t this writing, ther®e is.a severe shortage of Zoreign
éxchange currency causing normal imporis to be curtailed or postpcned;

b}~ Tax liabilities - corporations anc individuals both

foreign and domestic are rubject to the same moderately procressive income tax

schedule. Capital cains are treated as ordinary inccme and are taxed at the

BEST AYAILABLE DOCUMENT
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. appiicable rate. No crecit cr cifset aczinst Guatenmalan taxes 1s

signes

—envided On iLnccne taxes geid atrcead. ~ivigdends zné proiits rezitted abrcad
- -

are su-ject TC &n 11 percent proiit remitiance fax. ’

l'. N - . . - o N . .. -
*¢c) Labc:r Code .~ There are 2 Ser-es gl iLazber benefits and

which increase the effective cost ol laber by about 30 percent
b -

over -he nominal wage rate. These << divicnal benelits 2and employer

contcibutions include mandateory annual vacations; Christaas bonus;

-,
M oo

d) - Inmdusctrizl Decentralization TLaw (Decree 24-79) - The law

provides tax ané other imcentives for establishing new incdustries outside the

Department o Guatemala. The objective is to creat ecclovment coportunities

in <he rural zreas. cqsencives include lower inccme taxes, governnent

induszrial facilities built by the goverInment. me date, few firms have taken

-
L Y e

advantace of these incentives because of 2 lack cf adecuate infrastructure in

she rural zreas. Tais inadeguacy raises -he costs ¢f production above any tax

or cther savings offered under the Drogram.

e) ‘"Draw Back" EXporc Inceative Law (Decree 30-79) - The
purpose of this law is to encourace the establistment of export entercrises

that use national labor. 211 pacticipating Zirms must be asprovec by

GoSATEX®R0. Incentives include duty Izee imports of raw materials usec in

production of exported goods ané exemstion Irom the stanp tax on all
transactions except the final commercial invoice. Other tax incentives
include total income tax exemption for ten Years zné exexmption o import

Guties on capital eguipment and lubricants. New lecislation will soon De

proposed to increase incentives under the progran.
L )

. SEST AVAILABLE DOCUMENT
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£) Tree 2Zcne fcr Industry zné Trade (Decree 22-73 ané
13-7¢8) - This law esta>llishes & ZIree zone im +,e Atlzntié pert cf Sanmte Tooeas
e Caszilla. GZnterprises located in the ZChe arle exeIZpt frex izgort duties,

cuctas, eXportT tixes and cther ievies. =Zowever, zll products Izperted Iroxm

-he zone into Guatemald are subject to nermal taxes anc duties. .

g) Naticnal Petroleuxn Law. (Decree £2-74) = This law

establishes the ®"minimum bases" for pecscleun exploration ané Cevelcgment in

-

Guatemaia. Accoréingly, there is a mininum state articipation ¢£ 55 percent

'y

L) . . . .
of 2li nwvérocarbons produced. Tae GOG reserves the ricght to recelve 1ts

sarticipation in cash qr in kind. 1IZ caid in cash, the price will be the

inrernazicnal price as determined by the governzment. Petroleum companies are

recuired to "prefer” Guatemilan technicians and build first-class coads,

schools ané hospitals in the areas where theyv operate.

BEST AVAILABLE DOCUMENT
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B. Import Substitution and Export Promotion Policies BEST AVNLABLE DOCUMENT

Present industrial policies have been determined by the regionzl
f=mcrt-substitution strategy following Guatenala's participation in CACM.
This meznt hneving o accept & common externeal rariff end fisczl incenzives
fnc fpvestsent. AS such, the exiszing incentive system has notT been
esncucive ro encourzging incdustrialists to search for a d sell in
aca-ragionzl markets.. Guatezala's participation in the CACM proviced
=enufaccuring firms with a2 larger protected zarket and helped expand
industrizl production znd exmployzent. At Che begianitng, Guatexzle i
venefizted Srom the inzegraticn movement because it had the most évaesic
=znufacturing firms in the region. However, the net effect of che CaCM
crzde on foreign exchange earunings, in hzrd currencies, nheve been
negative. Siznce exporis fo the CACM only generate har-d currency revenues
=he§ shere is a trade surplus, such surpluses have bzen exceeded by foreign
exchange outlays cn imported inputs which go iato production of those .
exportaed goods. T
R L.gg} T TS T AR A et I BT R b .
Tsble 3
CoATTMATA: STRUCTURT OF INOUSLIoAL LIoORIS AND TRCORTS, 1577-1961
(percentages)
. . 1977 1578 1679 1980 1981
. .
1, Me=ufgescred/Total TXDOTIS 15.4 20.2 19.2 21.8 27.8
a2) CeuzTal Azesics 13.5 17.4 6.7 1E.5 22.9
v), Rest of Wozid 1.9 2.8 2.5 3.3 4.9
2. SemiMa—:factered/Totel ZxDorts : 5.1 €.8 8.9 13.0 1.7
2) Cestzal America 4.3 5.2 6.3 7.5 .3
b) Res: of Wozld 0.5 1.6 2.¢ 5.5 6
3. 1=+2 20.5 27.0 28.1 aL.8 a3
) Cemtzal Amezics 17.8 22.6 23.0 26.0 28.2
») Zest ef World 2.7 4.4 5.1 8.8 J1.3
4§, 1 = 2/722el Value of Mamufgctured Quiput 11.2 12.0 12.6 16.3 -
§. I=ocrted Cazizal Geods/Toral I=ooTis 31.0 32.3 29.1 23.6 22.9
a) Teor I=dustTy 18,4 15.4 15.1 12.1 1.2
) Pos Ivansport asd Com=ucications 7.3 7.2 5.9 4.6 5.8
c) Othes 9.3 8.7 g.l 6.9 6.9
6. a) Tuels Iozzl I=ports n.z 12.2 15.6 22.2 22.1
. %) Cther Intersedizze Goods/Iotal Isports 32.3 30.6 30.5 32.8 32.4

Souzce: Bank of Guatemala zad Bank Stzif Estimztes.

-y taae
U

T > - il T PO “XG Sy -———— — -

The system of protection encouraged mostly consurer goods. The
Saitizl cormon external cariff on imports was high for consumer goods and
low or non-cxistent for intermediate and capi:zal goods. Because of .
genevous exonerations, rariffs actually paid for iaporis represented only 3
sart of the zd-vazlorem equivalents of the relevant tarifis. As a vesult of
this structure, che present tariff system gives more protection to domestic
rroduction of light consumer goods than to jntermediate and capital goeds.
Zowever, since specific components of the coammon excetnal tariff syscems
comprised of a significant share of tarifis for 211 categories of goods
inicially, the ad-valorea equivalents of +hese tariffs declined
considerzdly over the years as a result of the erosion of specific
comzonents of the tariifs by continuous inflation. Furthernore, as
averpzicns grew through the years, effecrive protection 2m0n§ industrial

LN DUNE QR WS L labal - TR EaR-28 /-1 o N
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In view of the slow grow:zh orcspects of the regionzl zzrket:,
Guztexzzlia introduced severezl incentive =echenisms tO prox-oie
non-traditionzl exports to nen-Teglenzl markets. A metlicnel ewpor:
prezorion center (GUATZYPRC) wes estztlished inm 1871 Ior this purpose.
GUATZYPRO is responsible for celleczing infoTtmatiscn cu non-traditicnal
expcrss, sencding-trade uicscionms to other countries, rertresenting Cuztezels
et intermztionzl trezfe fairs, providing informeation to eMDOTIETS aTout
exzernzl carkels, analyzing export potentizl of selected Induetriel and
agricultural ::oéucts, as well 25 zssisting fereign investors in
esteblishing expo -oriented industries. The private sector Is zlso in the
process oi establ Hing its own expert promotion agency, called GUATRADE.
However, the mazin feature of the present export incentive systex remains

2
the draw-back system, vhich allows exporters to be reizburseéd ifor Imzport
duties on inputs usec 'in the productiocn of their exptrts to noo—CACYH
countries. The Gover:nment has recently redefined and~expandec thé access
to this mechznisn nationwide, which was previously lizited to firms
operating outside Guatex zla Cl’V- Under the new frezmework, GUATEXPRO will
officially approve applicztians for uvrilization ¢f tils mechanlisn based om
the level of employment to be created, and the perceived marketadility of
the products in the nomregional markets. )

i

In respoase to & moderate level of industrizl exports to
non-regionzl markets, the Government Is considering some proposals in order
to strengthen industrizl exports. These include:

(1) an export credit fund for non-traditionzl exports, with an
initizl zmount of USS100 million, to be partly financed from
2 1 percent import surT:s harge,

(ii) an export tax rebate or credit for 10“-"aa1tion;1 exports
(Certificado de Abono Tributario, CAT) equivalent to ten
percent of the FOB export value (a2s proposed by the Miaistry
of Econozy) which exporters could discount in financiel
markets;

(iii) the esteblishment of a specizl public ageacy for
export insurznce; and

(iv) the revision of the import tariffs.

In this connection, it is likely that the Ministry of Tinance will not
adopr the tax rebzte mechanism as an export promotion instrument in view of
linited fiscal resources of the countryv. A CAC! proposzi for a revised
common external tzriff is zlso being czrefuliy reviewed in zll =eaber
countries. The proposed tariff aims to (i) convert zll specific duty rates
to equivalent ad-valorez rztes; (ii) consolidate various existing rates
into one rate; (iii) reduce the nuczber of tariff schedules significantly;
(iv) change the nomenclarure frox that of the CACM to that of the Customs

BEST AVAILABLE DOCUMENT
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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 restrictioms.
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-traditional expoff%il/ to noo-regional markets are

projected to grow at roughly 14 percent a year “n real terms during the
second half of the 1980s, equal to the rate of rhe late 1970s, which
started, albeit, from a low base. Table 4 shows the diverse groups of
non-traditional products wnich have contributed to export growth in the
recent past—ea major share of them depending on agricultural inpute. The

diversity of both non~traditional export groups and geographic éiversity of

new foreign markets should facilitate continued rapid expansion in exports
despite slower world economic growrh. Jince a likely expansion of
Guatemalan exports would not conmstitute a significant proportion of
projected world trade, any trend toward growing protectioan in induscrial

~~and developing countries would not likely be 2z major deterrent to success
of tuc export diversificarion strategy.

Table 4:. E=XPORTS OF éELECTED NON-TPLDITIONAL PRODUCTS
(millions of USS)

Real Growth Rates 1/

1977 1980 1677/80

Fresh and Dried Fruit 25.¢ 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 Equipment 10.6 19.9 68
Manufactured «Wood Products 4,5 6.7 33
Tertilizers 1.1 5.1 314

Total 161.8 329.4 82

1/ Deflated by export price inmdex.

- Source: GUATEXPRO:- -

17/ Non-traditional exports = merchandise exports winus exports to (oFYoi¥
cinus_exvorcs. of coffee, cotton, sugar. banaznar. meat nerrnleim
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C. Industrial Finance

The most severe factor affecting investment over

-he last =wo vears .nas Deen the witidrzwal cf Zcrelgn bank credlt and supplier
c-cecizs <=0 Guatzemala. This situztion reflects & crowing sreocupaticn over the

ity of the region ancé srospedts “focr lexg-term rfepayment.

politicel stabi
Cucrently, Guatemala Is suffering 2 malance-oi-paymen:t crisis which ttreazeas

£o interrupt normal business operzticns beczuse cf a2 lack cf "hezd currency"

-
-
PN -

crecdit. as of Mav 3lst 1982, “he Central Bank estizmated S170.5 million of

excess liguidity in the banking systex. The lack of demand Zor local currency

crecit is related to the lack of foreign currency convertibility. That
is, 2 substantizl element cf local crecic demand is dercived frexm the demand

fcr imports.

The banking system has provided additional short term credit

to the industrial sector to ccver substantial uncollected. accounts of CACM

.'buyers. _(See Table 5 below)

“

ED

SESTAVA Ay .
TR VOCUMENT



Table 5

GUATEMALA:; NEW LOAHS OF THE BANKING SYSTEHM
OY ECONUMIC ACTIVIIY ¢/
(MILLIONS OF QUETZIALES)

TTEM 19714 1972 1973 1974 1975 1976 1917 1974 1979 1900 19014
AGRRICULTURE R 6.4 42.0 51.2 2.4 90.% 05.4% 84.6 92.6 8o .4 150.5 161.95
LIVESTOCK ;I?.U 15.2 t7.5 18.0 7.7 0.9 15.9 19.0 31.0 20.2 27.9
FORESIRY AND FUISHEREIFS , 0.9 0.2 0.2 0.5 0.1 0.5 0.4 2.1 1.6 2.4 2.5
MINING .1 0.1 - 0.2 0.2 0.6 1.7 J.4 0.9 4.0 4.0
1NpusITRy $2.0 52.1 Ga. | 122.6 122.9 129.3 145.0 149.95 195.0 247.9 242.2
CONSTRUCTTUN 17.7 ‘' 17.0 1.6 27.3 1.1 62.9 G4.0 66.2 G7.4 GY9.9 6v.2
CUOMMERCE A7.4 37.2 40.0 sS04 50.2 GO.2 95.7 127.3 129.6 130, 5 1GG.0
YRANSIORT 2.4 1.1 1.4 1.2 4.5 3.9 5.3 3.8 7.5 1.9 .l
SERVICES : 4.5 4.6 5.2 9.5 15.8 21.1 27.0 29.2 41.0 32.3 J1.2
CONSUMPTION 5.1 6.7 7.0 8.5 15.2 15.0 201 2G.4 2.9 J9.2 an.3
TRANSIERS 13.6 16,1 tr.o 1.6 3.7 26.0 7.4 651.2 55.6 a7 .t $9.1
0O o - - - 9.6 10. ¢ 8.8 1.4 20.0 1.5 4.9
YOT AL 183.2 192.1 210.0 349.9 380.4 433.4 507.0 $79.5 GGJ.95 777.2 st0.7

1/ INCLUDES DI1SCOUNTED PAPERS.
2/ ESTIMATED.
SUOURCE: BANK OF GUAITEMALA.
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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 commnity,

Developmeat finznce corporztions (finznecieras) zre the only
financiel institutions that meke long-term lozns to industry. Therelore,
leng-terz financing to mediut and czall-sczle industries and teo
agre-industries through finencizl intermedizries could stredithen the
export diversification effort and crezte urban and rurzl eaplovment. There
are currently five financieras operating in Guatemzla. / The coztined
essets of these Iinancieras almost doubled to over ten percent of the totzl
assets of the consolidated financial systexm between 1977 znd 1982. Their
share in total industrizl lending 2lso rose at = high rate, from nearly 13
percent in 1977 o over 40 percent in 1982. Hzlf of their investment lozns
vere extended for three years, and another 40 percent for five vears or
dore, with dore then one~hzlf of these loans zoing to incustry. Duriag
1877-82, Zinancieras' industriel credit pertfolio increzsed by zbour 54
percent z year, with their assets growing by 57 perceat annuzllv. Private
fineancierzs achieved average return on zssets (befcre tzxes) of about three
percent curing this meriod. Eowever, the average rerurn d-cpped in the
last Iour years; it fell to 2.4 perceat In 1981. The decline resulsed frem
a reduced firancial spread (onlending rates have not kep: up with the
increased cost of borrowing), increased competition (i.es., the two new
orivate financieras were estzblished in 1981) anéd low credit demané of the
last two years.
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e increasing involvenent of the these financierazs is detailed
12 Table 6. <The lazrges:t private finznciera, TIASA, Iacrezsed its loans by
zdcut 22 percent 2 vear berween 1577 aad 1882; almest doubliag from 1979 <o
1580, Ip contrast to the stezte-cwned CORTINA, which telied onm Fiscal
traznsfers anc concesslionary foreign loams, FIASA tzpped bond sales, wnich
increzsed Zrex about Q 1.6 zillien in 1972 to adour § 42 2illion ia 1982.
»nile bond seles had been macde to the public in previcue wyears, the 18281
dond issue was financed Hy the 3ank of Guatemala, which, since it iacreasned
interes: rztass, purchased bonds at par o zveoid z capizzl loss to
Soncdholders. CORTINA'a loan portfolio grew by nearlvy 12 times from 1977 o
1982, with the share of foreign sources rising from about one-temih <o over
two-thirds of total liabilities. As z consequence, its debt-equity ratio
jumped froz less than 1 in 1%77 to almost 39 in 1982. At the same time,
prefits turned into losses. 1ts rate of return on total assets fell from 2
percent in 1972 to C.5 percent in 1981 and ~1.1 perceat in 1982.

Table 6 OUTSTANDING LOANS TO Ti= INDﬁSTRIAL SECTOR
(Millions of Quetzales)

1977 1980 1981 1982+
Iastirucion Q Z Q 4 0 A Q .
Commercial 3Saznks 157.1 87.3 264.6 83.0 277.9 68.3 292.3 39.4
Tinancieras 22.8 12.7 53.9 17.0 127.9 31.5 200.1 ¢&0.6
Jozal - i79.9 100.0 318.5 100.0 405.8 10C.0 492.4 100.0

1/ 4s of .June, 1982

Source: Superintendence of Banks

Tinzncieras zre not restricted by interest rate ceilings both on-
lending and borrowing operations, which mazkes it easier for them to lend to
mediun-scale industry. Since firnencieras are not zllowed to accept
deposits from the public, they finance 'their operations through thei.
cacgital resources, the sale of bonds, use of the Central Eank rediscount
facility, and froo external funds.®/ The liability scructure of the
private financieras changed comsiderabdly from 1975 to 1982. While foreign
resources declined frosz about USS10 to zbout USSY million, domesti
resources increased ifroz= about US$6 million to about USS121 million during

8/ Ia the past, these funds came from CASEI and USAID.

BEST AVAILABLE DOCUMENT
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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'
current lending rates vary between 16 percent and 18 percent, while CORFINA's
fluctuates between 2 percent and 11 percent.:
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D. Llabor Markers and Ezplovment

C -

ke centurghzigig: iate of population growth projected during the rest of
ut severe pressure on Guatexala's d

. fhe ce ever T lz's developmen: prospects.

aﬂo;- 6Burn of.thg.cengu.), population will be around 12 to .13 nﬁ’lizn ’
educ;~' perceat nigher than in 1982. This will increase the dexzand fé

“-rkezlzzlini health services, po:table water, food, ané housing %he l:bo

- o 3 : :

e strained to offer an increasing nuzber of jobs for a rapidl

- - v v

. - L4

expanding WOTK force. Although some land srill re=zias that caa be
acilizedefeor agriculture, further exploitacion of land is expectec TO
provide neither enouvgh jobs mor z00d for a significant shaTe of the

population in over-populated areas such as the altiplano.

Because of a fall in economic growth, employment in 1982 declinped
to less than 2.1 millionm compared to & work force of under 2.4 milliom.
The open unenployment Tate jncreased from omly 2 to 3 percent in the early
1970s to 7.8 perceat inm 1981, and to an estimated 12.7 percent in 1982
(Table 16). Cheap imterest rates and tarigf‘exemptions'aﬁ‘cépital godds
{mports have discouraged more labor-intensive types of production. Because
of the latter, the competitiveness of domestic supplier industries
vis-a—vis import substitutés vas reduced. The difficult growth prospects
. of the economy give further urgency to the creation of more exployment per
" unit of output. The distortions in factor pricing, which retard this
resnlr. ran no longer be Jusrified. :

POPULATION, LABOR FORCE AND EMPLOYMENT, 1973, 1980-82

. . Annuzl
- 1973 1980 1981 1982 Growth Rate
‘ 1973~-82
‘otal population, . *
thousands .. 5,870.5 7,262.0 7,479.9 7,704.2 3.0
Jorking age populatiom, a :
thousands!/ 3:815.8. 4,720.3 4,861.9 5,007.8 3.0
conomically-active . .
population, thousands 1,767.2 2,233.3 2,308.9 2,387 .4 3.4
Employment, thousands 2/ 1,706.6 2,117.5 2,128.1 2,083.4 2.2
Labor force partici— - :
pation rate, % 4633 ° - 47.3 47.5 47.7 0.3
Unemployment, thousands 60.6 "115.8 180:8 304.0 19.6
Unemployment rate, % 3.4 5.2 7.8 12.7 15.8

e « om ~ .

i]; Working age gToup includes 10-64 age group o Guatemala.
Ej ‘Elasticity with iespect.zo growth rate of GDP of 0.6 is assumed.
Sourcézﬁ—Statistics 0ffice, Bank statt estimates

R Lot R

'The Guatemalan Labor Market

TeaTol "Low GDP per capite, low cepitel endowment per worker, & nigu

{1literacy rate, and pooT hezlth conditions in Guatemala have led to a

iabor market in vhich average productivity and wages ars low; characteris—

tivs typical of a country «with an excess supply of labor. The large number e?::l
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of small farms do not provide sufiizient exployment. Many fanilies earn
wages below the poverty threshold, znd che labor force continues To EIOw
repidly. Labor is, therziore, abundaat Zor low producctivity urban jobs at
'the prevziling low wages. The expected increase ig the participation rate
of ‘emales, particularly in urban zreas, coulé straia the lazbor market
Swroher and increase ucexploymernt rates even more in the Zfuture.

Labor does net represent a very high cost for Guztemalan
emloyers. Although minima wages, both ia rhe urban a=d in the rural
sector, were zlzmost doubled in 1980, rezl wages rezained below those of the
nmid-1970s. Furthermore, surplus.ladbor and weak unions have tended to make
the labor market relatively flexidble. The major policy to aneliocate the
existing employment problen and to increase the preseat low level of ecarn=-
ings shoulé be economic éxpansion propelled by the more lzbor-inteasive
sectors (e.g., housing, marketing oZ artisaa products, mediuz-scale
industry, etc.)

The Urban Labcr Market. High population growth in the urban
areas, =igration from the rural treas, 2nd the increasing female participa-
tion rate led to a vearly increase of the urban labor force of 4.3 percem:t
during cthe last decade. The urban vork force was two-Zifths of the total
in 1980, and the urban participztion rate was 47 percent, 7 percent higher
than the rural average. Tremzles represeated around one—-chird of the urban
work force, zuch highez than the nationel and rurzl averages of about 12
and 5 percent, respectively. The Department of Guatemala and its metro-
politan area are the main pole of migrant atcraction, since they offer the
opportunity for higher wages, better access To vailiries 2nd public ser-
vices, and an improved social life compared to the limited opportunities in
rural areas and other urban commurelties.

The Rural Labor Market. About two-thirds of the work force now
live in rural areas. During the last ten years, the economically—-active
rural population grew a2t half the rate ol its urban counterpart. The main
export crops (coffee, cotton and sugarc;ne);-havef@"'v ded a major share of

rural employmeat. However, the need for labor. for cthe e crops is seasonal,
with the greatest demand at harvest time, and employees hired at harvest
time have limited work opportunities duving the rest of the year. A4bout
half of the small farmers in the Altiplano region are employed only during
two to four months each year on coastal farms. Having mno other inconme,
these and many other smzll farmers ‘must farm for survival. The Increasing
rural population'has access to a limited amount of land suitable for far=
ing. From 1964 to 1979, the growth of population was more than twice the
{pcresse ia farmland. Even if zll suitable land were to be evenly distrir
buted mong the rural heads of households, the average farm size in 1995
would still be no more thad & ha, and a farm of that size would be insuffi-
clent 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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because of the uneven Aistribution of farm land and the present use of land
which is not suitable for sustained farming operations. 1In the last 15
years, the number of farms of less than 0.7 has almost doubled. The area
occupied by these subeconomic units increased by only 63 percent. Hence,
167,000 families occupy only 1.3 percent of all farmland, providing them
with an average of one-third has each. A less well-known trend is the
increasing preponderance of farms within this size range increased by 42
percent, accounting for about four-fifths of the increase in the total
farmed area during the period.

The Unemployment Problem

Low unenpioyment rates in Guatemala disguise the high level of
underenployment. The open unemployment rate slowly rose from about 1.5
percent in the 1950s and 3.5 percent in the 1970s, before it accelerated
to 12.7 percent in 1982. However, rore than 30 percent of the work force
is estimated to be underemployed, a significant part of which is in the
rural areas.

The rural sector has little potential to create further employment
possibilities without a major export diversification effort, even though
it has more than three-fifths of the population. The share of the labor
force in the rural sector of about two-thirds of the total did not change
from the 1950s. Althcugh a modern export agriculture subsector with
higher productivity levels has developed, the traditional subsector,
characterized by small production units and subsistence levels of living,
still predominates.

~ Unemployment indicates working less than eight hours per week or
earning less than the subsistence incame.

The agriculture sector could contribute more to employment generation
in the medium-term. Exploitation of the northern slopes of the highlands
by rubber production and the Peten area by livestock and forestry, would
provide about 30,000-40,000 new jobs. However, the greatest employment
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,
using mainly domestic agricultural inputs. This should alsc stimulate
economic activities in the rural areas. However, it is in the cities,
where the supply of labor and open unemployment are increasing and will be
most severe. Industries based on agricultural raw materials and oriented
to supplying non-regional markets could provide a major push to reactivate
the whole economy, and create demand for labor and agricultural inputs
from the rural sector. Marketing of artisan products abroad would also
help increast the incomes of the Indian segment of the population.
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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 system 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.
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E Private Sector Organization

The private sector In Guatemala hes traditicnally

.clude the Chambers cf Ccmmerce, ;ndus::y, Acriculzure, Finance, Cgastruction

These chazbers provide services to thelr nenmbers and have acted

o5 in dealing with =he GOG. Tae organized srivate sector

v

".

-wpiczlly lacks a unified woice and has little capacity cr interest in

iéressing the socio-econonic proclems facing the naticn. The various

orofessional associations also cdisplay similar Instituticnal wezknesses and

have a limited overzll perspecti .

- o &P
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 GOG.

- " mhe Guatemalan Chamber of Enterprise (CA=M) acting through
- -.also :

its various operational divisions will actively engage in investment promotion

] 4 5 - o - - - ;

activities. This promotion will entzil visits to ~he United States by local
. . ; . e iad .

private sector *ambassadors®™ who will discuss investaeat opportunities with

0.S. businessmen.in their home offices. Some of these executives will be

E$ T i i <t jects. Once
invited to Guatemala to see first-band perspective investment project

the U.S. investor decices to invest in Guatemala, CAZM will provide £ollow-up
investnent services to facilitacte the transition to the local business

environment.
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! : = l < Division, 2
As the first project of tae CATM Zcononic Develosment D ’

t-agimg cozpany task force has deen Zormeé =o develcr &n .eXporlt FIcmelicn
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Initiative. " The trading cOmpany 2-0n¢ W

facilicy will ¢rovide an igstitutional-venicle to bricge tle gap between the
- === - L ) .

; i e 21 =pany will oifer 2
domestic producer and the forelgn, censumer. The traéing company <

i jesi 3 facili trad i encourage investment.
package of services aesigned «o0 facilitate trace anc e g

:
.

e proposed Guatemalbn Trading Compeny will provide pre—and DOSt export

" * v s

L
financing; market int celNiience:; guidance on procduct design zné develcoment;

-~

locistical support and prepare export/izport doct cmentation.

The cooperative movement which has been supported

by AID

is one of the few private sector organization representing tae rural

population, Unﬁortuuate’V, 2 larx of adecuate management abilitv has hindered

the operation of cocperative (non-profit) enterscisec. 'Thi ency fas

0
D,
i
h
..-.
u

limited the role of cooperatives in terms of their concribution “o the

national econcmy.
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HounuRAs:’IndUStrY and Commercé

4. Su=nmaztv Description

d. Gross Domestic Product
The mos: recent year for which data on the Gross Domestic Product (GDP) are
z=Fzilzble for public and private sectors is 1580. 1In that year, the privace
sector accounted for 82% of GDP, as shown in Table 1, below:

Table 1: Gross Domestic Product

Gross Domestic Product . ($ Millions at Current Prices)
" At factor cost . Public Private Totral % Private
L ) Sector Sector :
G2D v 387 1,829 2,216 82
Primsry Productien: - : 10 670 684 99
- Agricuiture and related sest. 10 622 €23 98
Mining R ¢ o . 48, 48 200
Secondary Production: 52 482 534 S0
. Manufzcturing - 3 348 351 99
Construciion -0~ 134 . 134 100
U*-Wlties 49 -0 49 -0-
Services: ‘ 325 677 1,002 68
"Transport and Communications ™ 52 118 170 w3
Comerce T 1! 264 283 93
Tinance 28 76 165 72
Housing -0- 148 148 100
Public Administration e8 - =0- 98 -0-
g Other Services ‘ 127 71 © 198 36

Source: Central Bank

As can be seen from the above tzble, the ecomoay in 1580 was in large measure
a private sector ecomonmy. Even though over the last two years some large
private businesses have become more statp ovmed due to their faziluce to pay
off lozns to state owned financial institutions, the picture in 1882 was
probably not significantly different than it was im 1980 ‘n terms of ove all
GDP compocition and privat e/publlc sector participation.

2. Gross-Domestic Investment

Following the strong priv afe sectorT GD° participation, gross domestic -
investment is also strongly private, as shown in Table 2.° In 1961, the
private sector acc0unted ;o- 70% of °ross domestic investment, and 90% of
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Tzble 2: Gross Domestic Investment

(& :llion 2t Curren: Prices
) 1978 1876 1980 10881
GP 2t marke: prices ' 1,890 2,245 2,726 ,90¢
Gross Domestic Iavestment (GDI) 512 632 727 659
Fined cepitel formation (FCF) 489 587 " 686 667
Totzl Private Sector 293 371 628 50
Total Pub. Sector 156 216 258 217
Invenzory changes 23 &5 41 -8
Privéte Sector Fixed Investment
2s a percent of: g -
GDP . “15 16 16 15
GDI 57 59 59 » 68
FCF 60 63 62 67

Source: Centrzl Bank of Honduras

Table 3: Llabor FTorce Characteristics

GDP Labor GDP per . X of
(§ Millions) Force  Worker (8§) Lab. Force
Total , 2,228 1,012,471 2,200 100
Prigary Production: 732 _ 598,067 1,223 5¢
AgTriculture and related sect. 692 564,928 1,.64 59
_Mining 40 3,139 12,743 -0-
Secondery Production: . 516 166,956 3,108 15
Manufzcturing 373 128,786 2,896 i3
Construction 110 34,323 3,205 3
Utilities 36 3,847 9,238 c=Q=
oervices: 977 247,558 3,948 24
Transport and Communications 193 29,665 6,506 3
Comnerce ’ ' 291 84,541 3,442 8
Finance 84 9,315 10,091 1
Other* 399 123,927 3,220 - 12
Private/Total - 82. 96

*Includes public secter employmeat of approAlmutely 50,000, excluding military
Source: Ministry of Labor; Ecomemic Planning Council o '

foreign exchange carnings. ..Domestic private investcent is ccocentrated
heavily in agriculture, maﬂu‘actu'lﬂg, 2and commerce. Publie Sector investzment
is heavily concentrated in basic infrastructure vhich serves as 2 complement
to private sector investment. Although there has been inereasing publiec
sector investment in productive enterprises in recent years, the amount of
such investment is small in comparison to toral investme.t. The GOH, through



nixzed capital éorpora:ions, is the mazjor
investments made in the last five ye
(CORFIND) and the INCEHSA Cement Plant. I
e investment mainiy th e
by ‘issuing direct loans and gue

cepitel venrtures,

in privet
(CONADI),

in =ixed

-t

3. lzbor Force

The private sector accounts
arced forces), as indicated
rate is zbout 27 percent.

few years.

4

rough th

for 95% of
in Table 3 above. The labor force participztion

-3

shareholder in two of the larges:
zre- the Olzncho Forest Corpocation

It zlso hes pleaved an ioportant role

zticnal Investwment Corpercation

end teking equity positious

employment (excluding menbers of the

This:-figure has not risen a2ppreciebly over the last

. . Size of Firms

The most recent data available cn size of firms are pubiished figures from the

1975 industrial census, which are summarized below.
ordered by gross productica for purposes of compiling these data.

The firn sizes vere

-—

Size of Fim No. of Cum. Production Fixed Number of  Average
. Firus 4 (¢ Millions) Lssets - Emplovees Sazlary (§)
Very Large 5 -0 155 94 - 3,103 2,852
Large , 95 0.2 252 129 14,673 1,394
Mediua 749 2.0 107 890 18,987 1,029
‘Subtotal 849 .7 2.2 494 303 36,763 1,392
Szz1l 36,975 07.8 KA x4 4 - XA
Total 37,822 100.0 .

In terzs of number of employees, firm sizes in 1975 were es follows:

a-

Ser of Emplovees
A00 and over
50 to 99

) 20 to 49
5 t0.19"
1l tod o

Nunber of Firms
81
o4
T 196
" 478
36,973

As indicarted éboye,zprodpctive“units are ex.remely small 1n DOTD absolute ana

"relative (i.ei"codpared to U.S: standards) terms.

- e mma— e . e— e e -

5. ~Feivate Sector Orgapizations

the
of weaw

The Honduran privcte sector has not organized itself effectivelv to Promot
cause of private enterprice development. ] membe
race zssocietions,
Benfuran Privete Enterprise Council (COHEP).
group vwhich operates on a budger of zbout $30,000 per yea
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which zre grouped into a2n zssociztion called cthe

COHEP is & small, tnaggoressive
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enecutive cesrcizry, cffice help and —icrrllzresus ewpenses., 1T sSnoOWs nc
sizns ¢f becczing the sirong imstitulior oit wruls be neeied To Teiponsilly
sioresent the privote sezior with thio giveliieni enl ciher privete sector
crgenizezions.

) -The.;ago: trade associztions are the
~nz=Sers cf Commerce, the Czttlemen's Associaction, &nd the Neztionzl
“aduesrizlisce Organizetion. There are Rotary Ciubs, Licns Clubs, and Junior
Chzobers c¢f Commerce in & number of cities. There s 2 Eoncduren = Aserican
Cra=ber of Commerce and a Natiomzl Ixporters Associsticn, DOTD of which zre
rew organizations that cut across tTrade assoclatlln liges, zné both oi vhich
have recently joined COHEP. A new privete sectoT organization, tne
Pro-lcndures Asscciztion (£LPROH), received its legzl recognition in January,
1683. Llso crossing trade associztion lines, its goals are politital as well

Given the large.nuabef of orguaizatioas, it is aot unususi Zor important
private sector perscnalities to nlay -2 role in z nuober of organizations -
born as members and leaders of the private organizations described a2bove, and
as representztives to.mixed public - private sector institutions. The latter
.include the receatly reactivated Superior Plaaning Council, the Zeatral Bank
Board of Directors, and the Directorates of semi—autonomous z2nd autonomous

govermpent institutioms.

Afrer good progress irn the lzte 1970's, the Eonduran econcmy's resl growth
rate cropped from an averzge of 7% during the late 1970's te less than 0.5% in
1061, Preliminary estimztes_for 1982 ipdicate that real GDP grouth is
expected to decline by_lZ,EE?ospects for ioprovement im 1983 #re worse. .

L 7 With a 3.5% yearly increase
n populatiorn, GDP growth per capitz i negative and declining sharply.

|5

Hondurzs recains the poorest country in Ceatral fmericea. Cozparec to the
pational per capita GLP of $565, ninety percent ol the 2.4 million rural

Zahabitants have a per capita incecmé of ouly £100.

Ultimately, the prospects for improving living standards depends on increased
trade, 2ad investment in productive 2ctivities. There hazve been numercus
studies of investment possibilities in Honcuras. It is difficult ané¢ perhaps
=isleading to dezl with Honduras' -coapsrative advantage on a2h industry or
sector level, as the feasibility for any specific product or investment nay
not follow generzl trends. In general feasibility studies indiczate, and
‘informed Hondurans and outsiders fzmiliar ‘with .Bondurzs conlirm, thet the
country can be a competitive producer in agrictlture, agro-industry, raw
lumber, tood products imcluding furniture manufacture, and light assenbly
industri€s: Teurism and mining¥hold promise.

Honduras has several aévantageS‘which favor increased trade aad investment!:
. 1. Infrastructure is adequate for most types oi productive
activiries and commaercielization. There ic a good paved primary road network
which connects major cities and port facilities. Puerto Cortes is the best,
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oest efficient pert inm the Caribbean from Veracruz, Mexico, to Colonm,

Pzrnacz. Clectric energy is usually relisbdle, except for a few soec;fic
locztions, and will be abuncant starting in 1935, Water is a nroblem in many
locasticns, but czn usually be obtained through well drilling.

2. Accessibilizy to zmzjor markets is excellent, with segular
shioping services, including regularly schedulec zir Ireight, dry liner, and
roli-egn, Tecll-cifi cergo service to andé from riasmi. The Iidight tize is so
shovt thet frozen products arrive still well refrigerzted without special
arrangemen<s. rHowever, port charges at Puerto Cor:ies zre very high aad
trzaspor.iaticn, pernzps reflecting th:z low voluze of mejor expert produccts,
teads to de expensive on a per unit, per mile besis.

3. Labor Consideraztions. The lzbor pocl is large a2nd easily .
t¥ained, and labor costs are ccoparable to or lower than other countries with
vhich Hondurzs might compete for investment. Skills availebility mey be 2
prcblem for certain types of industries and techaicel skills, but the mixed
public-private séctor skills training institute is '.:1.111‘.° to provide trainireg
in short supply areas. Labor unions are stronz and the labor code ‘is
stringent. However, the lzbor uniomns ere mature by the stendards of
cdeveloping countries and tread aand butter Issues zredozinzte. Ve believe that
the labor code.is applied fairly and consistently by developing country -
standards. A suzmary of the Emtassy’'s Labor Report is .attached as Aanex 4.

&, Prices znd Taxes. Prices zre nnt controlled except in the case
e or four basic foods a2nd petroleunm ptoducts. Income taxes approach
es but the progression to the top Tate of 447 is more gradual than in
Import taxes a2re generzlly high by comparison to cdeveloped country
There is & 1% export tax on all products except traditionel
curel products, on which higher taxes have been izposed. Rovalties are
on ninipgz industries. Outside these tzkes, the tax bite is low.
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5. Financiel Services. Honduras has ample financizl services. The
banking sector consists of 15 private banks, including branches of three
foreign banks, and three specialized public development banks. In addltlon,
there are 2 few s3all finance coopanies and several large znd well established
insurance and finzncial services operations. The quality and sophisticetion
of these instituticns is better than in nmost developing countries. .

6. Commercizl Organizationm. The country's commerce is almost
whelly in the -hands of the private sector, zné operates in e cozpetitive
envi‘01ment wi t"1 mlnlmal cove*n ent reoulatlon aod Jute:fetenﬁe.

- . . : - . .

7. :~Goﬁe nment Po11c1es.' Successivn governments_have been
suppertive of private investzexnt in _ondu*as. Fcreign and demestic invesiors
are -afforded eguzl treatment under- the -Honduran constitution. - U.S. -firms have
been enzaied in"profitable endeavors in Honduras for over & century.- The
- present_regime _has - strongly ncou*aced privete sector development. It
recently initiated megotiztionof a~Bilateral Investment Treaty with the U.S.,
~ané has requested thdt rionduras be declared eligible for western hemisphere
.treatment of conventloﬁs. .Whatever restrlctloﬂg on imvestients and trade
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exist generzlly result from the regulatory clizate more than froo the legel
scructure. The difficulr regulatory clizate usually takes the form of lack of
coordinetion azné conflicting goels by GOH azencies.

The ImSzssv's 1982 Investment Clizete Statenment, which is zttached as 4nnex E,
contzins &n ample description of governmen:t policies and attizudes toward
privete sector develcplent znd foreign investment. The generally peositive
eqvi-cament hes occasionally besen cdazmpened by abrupt policy chaznges hthH
¢empensd privete investo: enthusiasm (e.g. nationalizetinn of tisber in 1574;
lizitztions of the size of private agricultural land holdings in 1975).
Bovever, such occurences hzve been rzre anc governmeat policies have been

rexarkatly stzble over the vears. Honduras is conservative, pro-business, and
pro-foreign investment. The military and business elite represented by both
tne Natrional and liheral narties 'is mnlikelv ra chanee this orientarion.

c.” Constra’nts to Increased Production, investment and Output

AR

1. Lonz Tewm Constraints to Develophent

Honduvras' limi

ol stic marke:s.and high dependence on & few m2jor exports
(coffee, tanana T

a
s and lumber) pose 2 serious comstraiat to long et
developmen:. With a2 pepulation of 2.8 niliiom, most of whon are not rezlly
part cf the country's ecooozic meinstreanm, 2ané z Centrzl-American market of
some 20 millior people, there are limited internzl opp rzunities for efficient
procuctiorn e¢f many basic pzoducts and consuvaer preference items. TFurthernore,
export Parkets for tracditionmal crops are ‘affected by world ovecrp: oduculon and
stronz competiticn. Tor exzmple, coffee exports are lind ted by expor: cuotas,
and hhe markat for bananas is .controlled by 2 few mejor firms. Lumber is
produced 211 over the worlé and high transportation costs from Honduras limit
the marckets withia which hondu*an pfoducers can be competitive.
Prices for the- coun.ry 's principal egricultural expoer:s
nzke Hondurzs' econoamic growth susceptitle to the vagaries of

internaticnzl commodity markets. Henduran menufacturers have increased their
penatrazticn of the Central 4serican market soaeviizt over the last twenty years
but the country is the least imvolved of the five in the Central American
Comnon Marles as measured by share of imports or exports. Although Honduras
wirhdreu from the common market in 1970, it has negotiated bilateral
‘commercizl agreements with the CACH countries which pzrallel CACH trading
preferences. Over the last few yeers, this mar ket has contracted severely due
to deciining demand, pro oblems in clezring paymeats, zac increasing barriers to

cee trade aoong the Ceatrzl American countries. The U.S., Caribbean, Asian,
ané Europezn markets for pon-traditionzl products have not been -exploited
e‘Lectlvely to date.
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Develiormen: Strategy and Governmen- Policies

The_?o?du:an econczy has tistorically been con sefvativelv manzged zné has
tracitionzlly followed =2 Frivate enterrrise =ocel. Khenvfondugss entered the
Calv in L??D, en Iz=pert sudbstitution, Frotecticnicst cevelopment s:ra‘;;v -
naturzlly followed. Mueh of i=-s industrizl seczor hog ca2veloped c“‘;rc;oec~-l
-ncentives asceopted by the ZACM.  Tre ezsy Impor: substiivzion o= c::;~‘j} r*c
5e:e exzlcited long 2g0 and regional cezand for Sasic procducses gs £;<::h;::
sacwever, heving grown up under the rrotectionicer 2éntle, the couu:—\‘:".s.c o
industrizl procducts are not Very ccmpertitive outside rhe Tegion A

The GOX elininzt

S tra !
part of an cve t0 reduce its budget defici:. The imc had
prover very costly o the state aznd were he=¢ to adrzh.s:e:‘falrly. A
comzission of GOH zné privete sector Iepresentatives hzs recently prepzrei a
rew drzit export incearives law which' is 'intended to provide hew 1ﬁ:cﬁtives,
sipplify theair acpinist*ation, minimize their ultizmate cost te the stzte, and

_reduce the bias 'in faver of capilfal inteﬁsivf&y- The Ninistry.of Zccnomy .znd
the Honcuran Exporters Associarion have Teques:ted :cchn::al éssiciance frecz
4.I1.D. to help them anzlyze <he- ;éraft law, - The Miscion has reguested

proposzlis from U.S. firms to provige :his assictance, which will de Tinanced
frea PRLS funds. - This~3551stanqgﬂ1§’expec:c‘ tc cearr lbu.e-to adoption of mev -
#poTt incentives lefislstion dusing 1582, ° )

e STy e T T AR Tt L PP i - cee
It addition to wngentlives, "the country's alreacy 2gecnzre Inirastructiure must
be better-utilized {ér procuctive aciivities. Improvement of the coun 1LY 's
ITee trade zone systec eeded to attract foreign investmen: for expores

>perations, zad -he"eas_b;lzt} of es: zblizhing free enterprise zomnes
.criented toward domestic production) needs to te further studied and )
.mplemented if feasible. In addition to the usuzl benefits from such zones -
iuty free icports (for free trade zones), and a simplification of burezucrztic
Tocecdures - their izprovemenr could help domestic znd fereign Investors alike
0 ocvercome & m2jor constraint to increasing investment zt present - the
shortage of foreign exchange. This problea and its manifestations - icpor:
ermits, long wzits for Fo¢e1 n exchange at orficial rates, and delays ia
~’ocuctlcn and Sh‘prlﬁ" ~ are creating serious difficulties for most private

iector firms st prasent.

. free trade zone now operates in Puerto Cortes under the auspices of the

lationzl Port Authority. It adjoins the country's majer Caribbszan Coast port
nd the six firms that now ope-ate there are hlgnl} satisfied with the
acilities znd the management. There are nine additionzl unoccupied fzctories
n the site, 2nd acpie room for ceastruction of additicnal facilities. The
one has not been promoted acequately and has not attractes the kind and .
a2gnitude of investment. expected. The Port Authority is now requesting offers
Toz U.S. firms for preaotion services,

he law which established the free tracde zome in Puerzo Cortes also authorized

st EallSuJEﬁ of similar zones in five other towns: Lz Ceiba, Tela, Asnmepalsz,

Soz, znd Chcloma. The Port Authority is preparlng p’ans fer developzent of

ree zenes in these sites. 4s well, the Mind stry cf Zconczy has 1ﬁclca.eo

sterest in exploring further the uoss 1bility of urten enterpri zones in _
nland areazs cf high unemplovment, such as Tegucigalpa, San Pedro Sula and L»J;
1oluteca. '
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In the ezriy 1970's Hond
T iy 1970's Hondurazs underwen:t & p t ex J i
o7 fhe sariy 2270 i s—a derwen: & populist expericent invelvirg, anmez
1919 PPepap TeEeTilD b e e - < M - -
iqv“s’veﬁ-o 2 T c{cc;*ch 0Z 2 number ci parastatzl enterprises. Much of the
nvesinent that tock place duriag this period we oz
v T 'ls periocd was governmen:t sponsored oT
eaggyed government guaTantees. Large apounts of extermzl deb: were co-’;ac d
-:" R - ] s =: et " = -ae - - - EE
c°l--ua“ce these ventures--zlso & brezl: with trzditioen Cerirontel with the
oo ;.i ~ A : - iptennd 7 o - -\l - - [~ N - - 3
politicel zad econozic rezlities of the 1280's, these policies turned sour
-~ £ e lie o - 3 s - . s
:hus far, the -parastatel institutions remzin intact. CONADI (che Nz=ticnal
Invessaenas . -~ - P - < == = - - :
.te.hﬁcn De»F%,denL Corporaticn) has ceasad financing new projects ‘v“
retains ownershir in 2 number of ventures. Indeed its owmership s;ale:‘;‘

scme instzllztions heve increased zs leczns heve beeQ capizelized in lieu of
:epéymen:. CQEE EFOR (the XNztiomal Forestry C°:P0ra:io;5'¢;;-iﬁ T oaleu ol
dominzte the prizery forest industry with pricing policies ‘rszEZi EO
coaservatican. COHEBANA (the National Bznana Corpora:ion)'*e:.’ z ho-

role in banana marketing. T retazs &n active -

C. GOE Service Operaticas

There zre a nuzber of services now provided bv the GOE which could be nravidad
"= 2 n . F-Ya!
much more efficiently by the private sector.

(i) Grzin Storage Facilities

Most of the coun:zry's grain storage cepacity is in the hands of the Honduran
Grains Marketing Institute (IPM4). The facilities are not well mznzged and
lose money for the Government.

{ii) Olancho Forest Reserve
This mzjor fcrest reserve is now beinug devaloped b; the Olaa?h? ﬁ?rfit* .
Corporaticn (CORFIKO) - & 96% state owned COTpOraton. Part1{ﬁ1f{;;hﬁ-§= ‘c;
jpfrastructure and a sawzill has been obtained ircm ID?. ‘To.:\T-} dczifgp the
re§erve, an additional state investment of seveFal huadred nflllon o -5.
will be needed over the next 15 yeers. Given the pas; exparie?ie ?f s:zteh
owned znd run productive activities, it is dcub:fu% that CORTINO will reac
fipahcizl self-sufficiency. The. greater prospect 2S for a large and

.continuing d¢rain on the treasury. The recent Presideetial Ag;lculfurald
wission rzised serious goubts about the, feasibility o: the mejor paianne
jnvestment = a pulp and paper mill.

JuR i —4

d; Er===ws GO5 Support Services for Private Sector Develepzent of

the Industrial, Agriculiural, zné Forestry Sectors

The majcr GoM-finencial and technical zssistznce to the country's industrial,
agricultural, and forestry sector comes ITOW three large Zuionomovs
he.Naticnal -Investment LoTpor tion Xaticaal-

.crganizations;~ T (
21 Development Eztn

(CONADL),- the-

z
k (BAKADZSA), and the &
s

Agricudtur : ongure .
Development Corporation (CORDEZFOR). Each of these organizotions nas been
siznificantly less successful than projected by the proponents of its

: : : Toi.11w vital role to play irm the

croation. Yet, each O chex har a poteniiasl
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(i) COXADI

COXiDI should de the maijor scurce for wobilization of equity capitzl for new
anc expended industrial ventures. However, curing the las: seven vears it
made z nuzber of poor investmenIs, tock over z number of feiling entergrises
in which it heé an interec:z, a2nd enced up unztle to #cY socze S200 million in
cebis o its crecitors. At preseat, it is wmaking ne new lcams, bu:
concentrating on éollec:ing or its delingquent portfclic. Its debts zre being
Tenegclicled. The S0E s cens:icer-ng several plans Zor getting CONADI
Tescrganicel anc reafy to funcrion again.

BLRADESA should be o msjiecr lender to small and pecius farmers vho camanot get
crecit and techniczl escsistzace from commercizl banks. However, ip its

32 vears of existence (30 as BANAFOM, 2 as BANADEZSA) it has previded minimel

ettention tc¢ emall farmer needs znd has invested = @ajor portion cf its .
rescurces in industrial operations such as sugar mills and & nilk processing
plant. It has detapitzlized severzl times, and was recapitalized most -
Tecently in June, 1582, BiNADZSA has requested AID financing consistently
cver the last few yezrs. AID-has sent EANADESY & list of cbjectives that must
be reachecd before any consideration would be-given to providing adcditionali
financing. These objectives include shedding its productive activities,
implexenting a2 regicmalizzzion program, znd collecting an appreciable zmount
cf its delinguent debrt. EBANADESA géppeérs to be making scne Progress, and may
m2el the cbjectives within the next year or so. ’

(iii) COEDEFPOR

COEDETCR should be prizaerily a
ol reforestation ang fire prot

Honduras pine forests. EHowever, since its creation in 1673, it has been
prizarily invelved iz markeziag lumber exports and operating szwmills. In
eacitioz to {lscouraging privete inves:imen: in che forestry sector, it bas
r
o

..dene 2 pocr job in its production and marxeting activities. . The reveaues
t

provided the state have fallen way short of expectations., The recent
- Presidential pgriculturzl Mission-reccmmended a-significant restructuring of
~the forestry sector, including rthe.recommcndation that CCEDEIOR get our of the

s
marketing business.

The limits of the import substitution and mixed public/private developmeat
strategy, the strong dependence on external capital flows, and very limited

f£forts to pobilize cdomestic capital for investment and productiom purposes
becane zpparent some years 2go. Recent problexs of political and economic
stability in the region and world econozic cenditions have caused thea ro
become even more obvious. Although the private sector model is espoused by
policymakers and businessren, habits regarding the state's role in
ecterprise are hard to change. A serious attenpt to develop appropriate
policies through which to foster econc=ic grovth in the changed sitvation of
the 1380's has not ye:r been cade. . The lzck of appropriate policies,of a
consistent regulatory climate, andeffective GOE adoinistrzticn of econozic
development incentives is a Gajor long term censtrzint to increased trade,
investment, and economic developaent.
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Socic-culturzl and Humen Resource Censtrzints
ith regards to the three zz2jor elewmeats of entrepreneurship - energy
!nitdative, end izagination - EZonduran perfermance is zined. Relatively few
onduran cozpanies have exported successftlly oa 2z sustzinmed basis. Kaowlecge
of the U.S. mervet znd marieting know-how a2re virtuzlly nen-existizat and few
renduren cocpanigs hezvesvccessiully penetrazted the U.S., =arker. Predicres
tend to be the szme yeasr after year with inadeguate zttention te product
cesign and consumer tastes. Inhe privete sector has treditionally shunned
jzint ventuTes with outside Investors. Despite 2 lzrge nvaber of
organizations, it has not organized effectively to prcexcte the cause of free
enterprise, promote the country's econozic developmen:, oI provide services to

the business comaunity.

Neither the privzte sector nor the Government hes made & serious, sustained
effor: to zttract outside investors to the country, =make theo feel welcone and.
ease their problezms in obtazining governmen: permits and classificatioms.

Quite the reverse, obtaining normzl permits, etc. hazs cften taken much too
long and has disccuraged maay potential investors. Whether this will change
in view of the serious situation in which the country now finds itself cannot
be predicted with certainty. The silent resentment against foreigners and
covert resistance to them as neighbors znd cocpetitors zey speak louder than
the cvert positive, pro-iree enterprise attitude now emanating {rom the
governmant ané the private sector. Interestingly, however, resident U.S.
investors in Honduras feel strongly thet good investment opportunities here
zpount. The problem is seiniy getting througn the Iront door.

Hondurza entrepreneucs are ofzea high on enthusiasm, but short on talent and
follow through. = They dc not appear to have the saze drive as their U.S. or
even o:ther Central imerican counterparts. One well-informed observer has
described Hondurezs' entrepreneurs as exxhibiting 2 grocery stcre mentality ina
supermarker world. Their experience as entrepreneurs is largely empiricel.
The mejor industrialists, for exemple, are former merchants who nmoved iInto
induvstrial operations during the last generatiom.

Eonduraa entrepreneurs and top executives often define the lack of middle and
upper middle level meanagzement taleat 2s a serious comstrzint. However, the
entrepreneurs thecselves do not make the best use cf the sanagement talent
aveilable in the country. In general, they delegate iittle authority, and
rarely nmake such delegations explicit. Even with good traimning, oiten
acquired at grea: expense in specizlized schocls ané universities in and
ouiside of Honduras, menagers do not gain sufficient on the job experience in
decision making due to uncertainty regerding the dazree cf authority celegzted
encé their hesitance te teke on responsibility. The resulting discsatisfacticen
ncoureges rapid movement of manczars froz one job to znother. This
strengthens the highly centralized decision nmeicing process evident in mos:t
firms, where almos:. 2ll decisions taken directly by the boss. In sum, it
o us that the attitude and capability of entrepreneurs, .top
s, and mid-level managers may also be an Important long term
constrzint to private secter develepnent. A neszble exception to 211 of the
:he San Pedro Sule business community, which includes a gocd aucber
ynam T

-
of energetic, talented, a2d dynamic entrepreneurs.
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. hort Term Jometreinte

Trom 1677 o 1070, internzl 2%ility zod ¢ :
ominnt 1o hers *c‘éh_‘;;‘ stability zad fevoratle eiternzl) ceonditions

=tinsf tc help ilendurzs experie: by £ its few pericd £ i
cembin ke g experience cne cf its few pericis of rebust econczic
qrowtn. <The streng pericrna fr B
B—-—:-ic .sesﬁ.uxaccg.-c.mnnce cf the eccnomy wes lzrgely fueled by 2

rasac Ti in cefiee prices, the recovery ol b=z 1nz orod ] ‘e e
e e el P 5, the recovery ol banana procucticn aller &

& eT hurrid o 2874 he i ne pertisizaoti

jer wury e in 2874, the increasint perticizaticn ¢f governrear in
econcmic ectivity, 2ol onoggtive privete secter

Since nid 1980, however, & rapid deterioration of the econoxy has tzken
place. The precipitous decline in coffee prices from their 1977 peak combined
with soft export markets for its o-her tropiczl agricultural products,
worsening terms of trade for its principal products, the turmoil in Central
Americe, and the werldwide liguidity sgueeze n2ve contributed to a strong
dowmward trend in investiment, production and rTeal per cepita irncecme. Hombur
“lv finds iwself in a moderate te¢ severe recession and prospects for z

<

presenti)
revival in growth in the near furure zre not favorzble.

Despite its recent diszppointing growth rate and recent import transaction
coazrols izposed by the Centrzl Bank, Bonduras reczeins & relatively open
~nroughou: the last decade, expoIts rave accounted for an zverage of

econcy ThT

~ge .2
LTde Ve
-
T

D while imsorts have increzsed their share Irea an average of 324

[RTT T Ry g

fivst ha>? of the decade to at average of 39% cduring the secoad

Gespite the country's cooparziive advantage in producing ics
P ] 3 g
t crops, & large increase In eNpoIts is needed te finance the

G2P,
cduring the
helf. VYer,
principzl expor

externzl resources, such as fuels, capital equipment, aad the technology
required to diversify the econony's production base. -

v

geficit, and, sizable
rms through the banKing
resent stagnation of the

ate for privete investment,
ficcel

.
]
-

Present ecoroaic conditioms - the uncertain cliz
worsening Szlance of payments, large government £
reduction in loans to the private secior in rezl te

e serious constraints to reversing the p
the shott rumn.

£

e
ca
<a

The Caribbezn Basin Initiative (CBI) .is expected to provide significant
jncentives fzvoring the growth of exports.from tasin countries and therebdy

rzke

facilictaze increased trade with the U.S. Honduras is ill-prepered to t&x

advanzzgze of the henefits fer exporters of Basin covntries that will resuit
from ti:a C5I.. Sc=e of the kev constrazints te increeasing exports are 2 lzck of
knowledge on the pert of poteatial exporrers zbout the world carket

recuirec an

ents and conditions, difficulties in produst design &3 srach
equare expert promction and se-vices.

BEST AVAILABLE DOCUMENT

108



Annex A
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HOIDURAS =~ LABOR REPORT: 1682

SUIMMARY

Fositive political developmeats buoyed the fortunes of labor during the past

vear. Tor the first time in 18 vesrs, Hondurzs returned to & fully

cenctitutional, civilian and democratic rule The inctallation ¢f Dr. Roderto

Suazo Cbrdovae 2s President of the Republic on Jznuary 27, 1%82 czpped 2 two

vear political process which vas guarznteed by the militarv and staunchly
:pporied by labor and other democratic sectors. The Suzzo government's deep

ts democraric outlook and aeglcatlon to

su
cormitment to administrative reform, i
2 corruption free government, served to strengthe-n the labor seator

actwithstanding.rincr slippagze in total ecployment causefd by & centinued
downturn in the country's econczic performance during 1981 anc- 1982,

The rachs of organized labor decreased slightly during the year. Generz

@ecline in business performance, characterized by some plant closings znd

layoffs, was largely to blaze. A sigaificant shift in the coxpesition of

labor federations occurred with decocratic ORIT-affiliated federztions

svifesing s;ga;f-ca:t losses. to both the CGenezel Werkers Central (CGT -

Christizn D rats) and the Unized Federathcd of Eonduran Workers (FUTH -
is

nezy continues to be sluggish with real eccnezic growsh at

The Honduran eco
less than 0.3 per cent for 1981. Estizmates for 1982 demonstrate that rezl GDP
gtovth will decline scme 1.4 per cen: with only 2 modes: increase expected in
1983. With a 3.5 per cent yearly incresse in populatlon, CC? growth per
cepite is nega:ive end ce clzﬁluo sharply.
Unecpleyment and inflation increased in 1981 and 1582 and continues to plague
labor. Officizl uﬂe“plo:meﬂt and underen ployment staztisticel figures suffer
frem poor cor non-esiistent data procurement prectices, and generelly belie true
econonic cenditions. In 1982 the GOH did not zct on reising the 2inimum wzge
but did implement a cont'oversial constitutional amendnent providing z "7th
dzy's par for G day's work™ znd 2 "13th ponth's pay fer 12 mounth's work".

oy for

This measuve provides an effective intrease in salar y ¢£ 25 per cent
workers who were nst zlready centractuzlly entitled .to this. benefit. Wage

.negotiations in the private sector resulted in similar increases.

The democrziic confederation, the CTH, maintains good celationship with
r*es-dqu Suazo and hic economic cabinez. During the past year, the Minister
cZ Lzbor has forged closer ties-with the CGT and FUTHE. The grivate sector and
labo‘ exsperienced almost haroonious relations in viaw of the "off" vear for
collective bargail nlup-agreemea;su.:rew.magor‘s~ g LHe

vear. btr;k :s which occurred were generzil e

~

T sria
] vy pclitically motivated, albeis

irclucing ostensitle. cconczic demands.
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Annex A
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The Honduran L&HCT mOVAment coniinues to fuaction within & Iramewvork
~zg:is freedcms —— speeci, press 2nd zssembly —- which are generally
respacted. Trade LDiORS SPET +he ideclcgical spectiTum &nc DC overt
govesnnent ‘suppression Lac been detectec. A pro-Scviet trade union
Zeceraticn ‘ormed in 1SEL continues To thrive.

Yenduran leber increased its inrernaticnzl exposure. 4 significant
aumber of lzbor leaders attendel Lumerous training courses and
cornferences tbroughout the world. Leading Homcuran lzbor figure and
former FESITRANE president Céleo Gonzilez was named to the executive
board ¢ the smerican Institute for Free Lzbor Developzent (AIFLD).

= W

Tocrezsed activity on the part of CLLT and the West German rFriecrich
Twsrr Foundz-icn -- which opened an office in Bonduras —- was 21lso

_BESTAVAILABLE. DOGUMEN! .
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1082 INVESTMENT CLIMATY STATEMENT

HONDURAS

A, GOVERANGENT ATLITUDE TOWARD FORZIGN PRIVATE INVESTHENT
Bonduras has long meintzine¢ an open deer pelicy to’ Zoreign
investment. U.S. Zimms hzve bee: engeged in profitedle endeavers in
Hondurzs for over z century. Successive governmenis have repeatei;y
o

eq

enun-iaed the desire for increesed foreign particy :
develcpment process. Foreign Iirms eare widELy viewed 25 2 suurce of new
cepital, export uaLnlnss, tebhnolosy and jobs. President Roberto Suz:zo
Cordova, ~ inaugurated in January 1982, has indicated on a number cof
occasions that his government enbourages investmant, both domestic, and
foreizn. His Administraticn has worked constructively with U.S. fimms- to
save jobs and maximize the use of scarce financial resources.

the Honduren constitution, foreign £firms enjoy nati

Under ) ongl
treztmont Jin temms of rights  and obligaticns. Alse, the 1628
U.S. /Henduras Treaty oL.Przenas“‘ , Commerce and Consular Rights-provides
{or Most Favored Nation Treztment for 1ﬁJesLoAs cf either party. TForeign
compznies cperating in Honduras ere subicct to provisions cf the Honduran
Commarcizl Code and e the same tax laws 2s domestic enterprises. The
induszrizl, egriculturel, <tourism, ‘and mining sSeCTOTs enefit Irom
severai legally es::».:;l*slefq investrment incentives which are availeble to
foreign and domestic investors on an egual basis.

tever restrictions on invesuaent and trade exist generzily re
rom the infommel Ttegulatéry climete rather than the leg

o
(D 2t

nis is 2 situa:ion th:t Soth Gomestic and feoreign firms b

o cur'end wi 2n economy has grown in size and

complexity, thne government’ s role h_s 2lso increased. At times growing

pains have occurred, showing Up in the form of lack cf coordination and

conflicting goals by relevant agencies. However, such probdlems uswa“)
Tl

o
ct
b
®
=
8
o
(_\.

are overcome by Hondurzn pregmatism and inf O‘Fa¢lt , which enadle libperel
czse v cese rp ication of thcse laws thet might otherwlse resur ict
foreign. i“ve:;ra't.

- Geooraphically, culturelly, economically, .anc¢ poiititally, HORAUTES

is priacipeliy oriented towsrd the Atlantic. It h2s 2 long t traditien of

friendship ' with . the United States, -npn sized by President- Sugzo's.
coréizl reception by President Reagan in Washington in.July 1082 and &

reciprocal wvisit .by President Reggen to Honduras in December 1892

Azerican presence. in Honduras is generzlly regarded as & 10@1»1ve factor,

both in cthe pudlic and privete-secicrs. ' ' ’
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government contrel, and only the GO Forestry Corvora:ion, COlJ 2FOR, may
export lumber. Coffee, grown in the mounteins, end tan gnas, Lron. the
cczst end large rtiver wvalleys, account for helf cf Ho rnduras' export
ezTnings. OL“,. exports are lumber, mee:, cc; inerel concenirates,
sugar, sozps and detergents, c1gars, tobacceo, uices ané preserves,
textiles zngd appzrel, and wood p“ouucts. Conti g effcrts zare beirng
mzde to promote ncatraditionzl industries for Do.n expor: znd domestic
markets.

The United States is Honduras' p'inc1 al trading parune;, taking more
than S5 percent of its exports- ann prov1a;1° &3 percent of 1its imports.
The United States is 2lso'the country's main source of comme:zcial bank
credit -and its. lazrgest bilateral aid denor. Leading Imports< are
petroleun,.chemicals, capitzl and transpertizticn equipment, and consumer
goods. Despite -continuing bélance oI payments dEII“:tS, in which
petroleun costs £figure hezvily, Honduras has thus far succeeded in
meinteaining the velue of the. Lempira et its historic rate of two-to-one
in relazion o the U.S. asllier. f;aﬁlfl ne i neve been virtuzlly
3 ‘er, exthange cdntrols
requiring llrgnsing and a prior deposit for imports have been imposed eas
& temporary measure; the CGDH 1s comuitted to ending them as soon as
pcssible. Pubiic sector externzl debz totels $ 1.5 billion; four-fifths

f thi Llcur° is on highly concessionary terms to intemmational finacial
i i ; the . balance is tc commercial benks. Less then 10 percent

of tcoctzl privete secver debt is currently being rescheculed. Privete
, SectoT foreign debt is currently estimated zt $30u million.

economic p011c1°s a;e gen

C

’-I
ui}

n
tr
’-l
!
C
ct
[
o
[

) erally str;igh*forward. Price

re elimineted in early 1F 82 on all but h:i: 2 aozen basic

items: powdered milk, ‘eggs, bread, mecicines, fuels and transit Zfares.

Price supports exist on ccnestlcally proib’ec basic grains, sugar,. ané

cement. Most interest rate movements reflect 1‘ter“auloﬁa1 financial

market trends, although there is 2 ceiling on lending rates. The uex

structure consists 'p*lnvlﬂally of levies cn foreign trade transacticns

Ssupplemsnted by a 5 percent saies tax and en income tax with 44 percent

as the highest merginal rate of taxation. The tariff regime is intended
primarily as 2 revenue instrusent. ’

-

contrelis we

-Although mow-much more grez:tly diversified than even
‘the Honduran -econcmy -rTemains” very suscepti le to
coemmodity markets. After fbv-- years- cf - unp

.

aVrraglﬂ" OV*T ‘7.5 percent per year in the late s, H:nduras entered a
perioc of a'p econcaic devllﬁ in. 18380 as =z result o0f scit world
mETReTs for primary products, a severé s:o.tag of credit, high intervest
‘Tetes, and kigb D2 *vclcum costs. . The cev.vs ed state ¢f the world-sugar
miTket, compcunded by the imposition of sugar nuotas by the U.S. in 1682,
ard a decrozse: in its Inuerr31101°1 Coffee Orcanization quote, &t a time

roﬁu::icn f these comnogities raa:Lad an his oric high, have dealt

ﬂ
c
-
[8)
-1

1y severe blews to the ilonduran economy.
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Rezl growth in Gross Domestic Product (GDP) was less than 0.5 percent
in 1051 znd will likely be negative for 1632. Only modest lmprovement
for rezl GCOP growth 1is forsseen for 1633, The inflaticn rate was
élizhily ~2bove ¢ percent in 1681 and 1982. The return to fully
corE:z:utlcnsl ule \4“H the irsuguration cf President Suazo in Januvery

+158Z has hac & posl {:ive effect on busines: confidente. HOwever, in view
of =he scarcity of lcan money zné¢ high interest raies, it has S0 far been
difficult to convert this positive climate into tanzible accomplishments.

C. POLICIES T0#ARD INVESTMENT

Th° Honduran constitution provides for ‘nationzl- treatment of foreign
investment. Also, there are a number of legally estzblished lﬁVBS;menf
incentives which are aveilazble to foreign investors (see Section ‘D).
rcr°10r1 pa:tlc1yaulon. in some zreas -- broaccesting, distributorships,
1umper, and fishing -- 1s restricted by the requirement that majority
cwrership be held by Hondu :ran naticnals.  YWith e few exceptions, the 1875

hgrarizn Reform Llaw limits the amount .cf 1land an individuel or
corporation may Own. The amount varies from 100 hectares (247 acres) o
2,000 hzctares (4,042 acres), depending cn location and o»her physical
factors, Suth &s i:riggticn. fisp, non-Hondurans mEY net OWno PTOpeTTY
vishin &0 kilometers of naticnel Jpoundaries -- includ:ng mariclme
boundaries -- except in urban areas. In general, however, there &re no
secteral or geographical p*°1=r°1-es or restricticns cther than these
dictsTed by Such practical con S‘C°Ic.10n5 es proximity <o post
£2zilities, climzte, etc.

AJ

=icns appiied to foreigners. oweveT, S5 5
<21 of less than $23%,C00, is reserved to Iiondurans.
are Teadily obtaine..

Formation of a partnership or cor oration is 2z procedural maiter with
3 - . l .

i.e., eouity capi
Residency Dermlts

Licenées and permits are necessary for a wide variety of activities.
GOH acdministrstive as well as legal procedures are re"uteal ﬂoL immume
to infl uen,e. Th2se can be euulovbd to restrict PCL;S: and are often 2
frustrating, cime consuming process Zor «he inexpsrienced <Loreigrer.

fold r\“*'01..1 ‘1c.“-.“» by professicnal bsiies is, in p*arul ce, limited 1o
ﬂn-lO““1S. CONDur'R 4the. mnational fo*estrv .euthority, - licenses
‘woodwerking £irms -under procadures «h;: ongtines anVhr-»o be applied .

unevendy. -
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crions on the remittance of royalties

In theory, there zre no testrl
2nd dividends zbroed, although ‘éividends pzid teo nerresident Ioreign
investors ere subject to 2 15 percent iExX Tale VeTSUS 10 percent for
~ztionzls =znd resident foreigners. The 5 percent cifferentizl is to
cemmenczte for nonrssident forsizners not paving inceme tex on divicend
earnings. However, the country sufiered a severe crop in export earnings
in 1552 which, by the end of the year, produced z substantial tecklog cf
unmet ‘Tequests for foreign exchznge. The government responded with broad
controls on imports and access to Zcreign exchange. Cre precticel result
of the temporary forsign exchange contrels has ueen substantial deleys in
access to fcreign exchange for the remitiance of royalties end dividends

ac these are accorded relatively low priority uncer the present control
system. However, the Central Bank has actied pragmecically to assure that
the flow has ot been cut off entirely.

Patents and trademarKs are proteéted, but must -be registered with the
Ministry of Economy. Foreign patents may be confirmed in. Honduras for
the samez period as in the country nf issuance. hHonduras is a party to
+he Generzl Inter-Americzn Convention for Trademark and Commercizl
Protection (Washington 1829), the Convention on Lliterary and -Artistic
Cepyrights (Buenos Aires 1910), and the Convention for the Pretection of
Inventions, Patents, Dcsigns, and Industrisl Modeéls (Buenos Aires 1910).

&

Exports are sudject to a 1 percent export t except for meat,

-
~ae

]
sugar, bznenes, coffee, and minerals, which are t 2@ 2t e higher rzte.
Imports zre presently taxed by category and sudject 0 ISIDOTETY SuriaXes
totaling up to 30 percent. The government has introducec legisiztion to.

‘move to an ad valorem import tax in 1983, coupled with adoption of the
Brussels Tariff Nomenclature znd inclusion of the surtaxes in the new
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 ervices is regulated
by "the. Central Bank.  Under the present . temporary system of exchange
controls, implemented in May 1982, imports ere divided into five
"categories from highest to lowest priority. Category I comprises
*essentialﬁwconsumptionvqisemsrmfmedicines;y»andﬂgeducationalqumaterials;?
C.-egory II, fuels and lubricants; Categery III, raw materials and other
sgricultural and indus:rial imputs; Cztegory 1V, machinery, equipaent,

-

and spare perts: and Category V, other gecods and services.

Application for, and zpproval of, the import pemmit constitutes only
.half of the process since in most cases gpplicaticn must also be made for
“foreién exchange’ to pay for thé imports.” Delays’ of fouT ‘months and more”
for adproval of an import permit and the request for foreign ‘exchange
were common in 1982. This situation is expected to greduslly improve in

'BEST AVAILABLE DOCUMENT
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1083 2s Honduras' supply of foreign excharge increases and as the Cenmtral
Taznk ceins ewperience with its system of conirols. Tne Government ci
Honduras.is commitied to TE uurning to & svsiem of open trade 23 socon as
ezonemic ceniticns pemmit.

Some imparte procduced in Centrel american Comnon Market (Calr)
countries enjov preferential rariff <trestment through & series of
wijzterzl commercial treaties containing preduct lists for free emivy as
srnexes. There are no cther discriminalcTy sclicies effecting importis
from rnon-CalM countries.

D. ’ES'IT~12‘\'I IR \'TI\E

‘The industriel sector -benefitc from several legzlly establishe

inves=ment incentives. In pgénmeral, <these Incentlves faver new oT

expanding enterprises which SignlflCaﬁulf expand the country's industriel
™

bese, satisfy basic neecs, * and elther generaie o conserve <oreign
exchange thrcugh impert substitution and/cr’ increassd exporis. Smell and
mediwm size industries and craftsmen are exempted from import duties and
relzted fees for selscted categories o: inporzs Zor \arylnf periods of
time. Larpz export orciented investors ($5300,000 ené above end employing
75 or more Honduran workers) are cligible for income tax lizhility
reducticns ¢f us to 50 percent. Hopduras is @ signatory tc the Central
Americen hercoment on Fiscel Incentives for iInfustriel vevelopinent.

Incentives for the tourist incustry include & one-time, 100 percent
exemption <frcm import duties, consuler <fees, etc. oOn imports of
construction meteri cioment,  etc., d4epencing  on

[+
iccztion,  viais law Zavers enterpr

. l e
4 - - . . . - .
cs loczted cuiside of the population
- L Tapmeeman PR - e - -tc~ 3 e N
centers o Tegucigelpa ané San Padro Sula.) Tourist 1NCUSTIY enteiprises

o
are z1so exemst from income. taxes for up to Tem Years, depending c©n
10u(t;0u 2nd the ratio of net profit to invested capital.

UnZer the Agriculturel Development Law, agricultural enterprises are
exempt from Lmport guties and releted Charges on IMPOTLS of eguipment,
seeds, Fertilizers, fuels, and othcr selecied items.

< 1982 offer new mining ventures

e In
lower tex nﬁ V~1;" ratcs for Lh f rst five vears of thelr existence.
Tot2l tax 1lic 111 ty for new and established mines was limited zo 55.
percent under the rc\ised law. -

"Dyawback enterprises are exempt from ISpaTL TAXes CT Taw materials
and semifinishad produsts incorporated inte final preoducts Wwihich arve
evported ocutside .of Central- Americe.: Howsver, encept-for a few firms in
+ks Pusrto Cortes Free Icne, this program is not widsly used.
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of Henduras, an enterprise must have a capitaliz ztion of U.S. §500,000 or
grezter, emnloy at 1easL 75 Hondurans, and eyxpert at least 25 percent of
its produzticn. If the enterprise 1is 1“\0;«55 in the packaging or
merufacture of consumer geods, at least 357 porient of the value of
materisls used in pr Oud:tlo1 must b2 of Honduran origin.

Incentives provided to.the tourist indestry are maTs liberzl for
enterprises loc ted oustside of -Tesucigaipz and San Pedro Sujz. However,
the income tax reducticn-incentives ao not zpply in eny year in which ne:
profit exceeds b0 percent of invested capital, regardless cf lecationm.

The Agriculturel “Develcpment -law of 19870, as amenced, Zfavers
enterprises which: promote agricultural production, especielly ‘of those
Jitems. that..contribute..to . improving the . national .diet; stimulate the
diversification of agriculture through the introduction of new creps and
aniimal species; Loost rurel income and esmployimenty inmrove marnoting
chznnels; and provide increased trainimg end other solial beneiits to
persons in thne aoricultural sector. "

+
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No mejor shifts in investment policies eare znticipzted. The Suz:zo
téminietrazion can Dbe expected To continue its support for privete
imvestment. .The Suaio Government nas moved 1o restore Honduras'
sipzncizl credibiiity oy workinz out & stand-by arrangement with the
In-srnztionel Monetary rund, by reschedullng 2 smzll portion oI the
puslic sector externzl debt . fstaying current on the rest), and by
rezching & ssttiement with she foreizn crediters of the Banco Financiera
Bomdurenz (a2 commercizl Bank W ioh  fziled in 1980). A graduelly

improving econcmic situation in Honsuras and the world in general will
-ze and encourzge the flow of foreign capital "to Honauras.
o +trade znd investment portions of the Caribbezn Basin
jve legislation by the U.S. Congress should serve as 2 further

:
incumement €or U.S. and other foreign investment in Honduras.

H. BILATERAL INVESTMENT AGREEMENTS

The 1028 U.S./Honduras Treaty of Friendship Commerce and. Consular
Rights provides for Most Favored Naztion treztment Zor 1nvestors of eithe
party. The Uni od Stztes znd Honduras zlso signed an Agreement for the

o Investments in 1935, and en Agresment O Investment

3 vat
zrznzees in 1966. Honduras is pary <O the Central American Agreement
on Fiszel Incentives. FProvisiens for bileteral investment 2reé included
in <he commercial treaties Henduras hzs with Costa Rica, El Szlvador,
Guatemzla, Mexico, Nicaragua, and Panama. Hondurzs plans O cenzluce
commercizl ezgreements, wnich will likely inzluce provisions on
investment, with Argentine, Chile, Colombia, and Venezuelz in 1683.

The Government of Honduras has expressed . interest 1n entering
agreements with Belize end the Dominican Republic. Negotiations on 2
Bilzter2l Investment Treaty with 'the United States have recently begun.

I. OPIC PROGRAMS

The Overseas Frivate Investment Corporation (OPIC) has long been
active in Honduras. OPIC currently holds active insurance contracts of
$38, 652,063 for coverage against expropriation, $34,047,940 agdinst war,
and $32;022,396 - against “currendy ‘inconvertibility. OPIC has &lso
financed the expansicn of five .S. businesses or joint. ventures in
Hondurzas. since 1980...Tnere -is substantial potential for OPIC to expand
its operations in Honduras, -and_OFIC has indicated z strong wiilingnmess

ng



The totel lazbor force im Honduras exceeds one million, of which some
200,000 zre crganized. The Honcduran labor Code is consicered progressive
and¢ is generally favoradle tc the WOTKETS. Honduras hes leng hed &
vigcrous democratic trade unlon movement -- 1ag best crgenized in Central
Americz. Business, government, and lzbor zlike peint this out with price
25 2 oitch for sttracting new investiment. Cosperzticn betwsen unions and
ensloyers is uniguely high, and this 1s reflected in a relatively low
nuscer of lzbor disputes and preveiling conditions of lebor peace.

There is z - variable minimum wage schedule renging from 2 high- of

$3.65 per dzy for banana plantaztion, mining, refinery, port, and railroad
corkers, to $3.30 per day for industrizl workers in the largest cityy. to
52.00 per day for rural agriculturel werkers. However, in prectice, the.
>reveiling wage paié in the ‘industrial sector and by zall foreign
sompaniies is much higher -- over $10.00 per day. Textile and tobacco
sorkers often werk on 2 piecework basis. The Honduran constitution
srovides for payment of ‘7 days' wages for 5 and 1/Z deys' work for
workers paid -on-z weekly or biweekly basis and 13 months' for 12 months'
cor¥ for momthly saleried workers. Officially, unemployment 1s estimzted
:x 10,8 opercent but is widely TDbelieved -to Dbe much higher.
ndererployment is estimeted to be ercund 60 percent. :

(71 Ne)

There is a gererzl shortage of skilled workers. Most workers are
aithar iiliterzte or haeve not mere than 2 few years of formel schooling.
L relatively smell segment of the pecpulation (less than 20 percent) have
nore than a primery education. Approximately 2 percent of the labor
force are ccllege graduates. Within the eduzationzl system there is 3
strong tendency o prepare -individuals for the commerce and service
sectors (e.g., lawyers, secretaries, accountants). Very few individuals

wal

are prepared in the industrial trades at either the high school or
Jniversity level. : S .

"7 Skills training programs are availazble through the Natienal Skills
Training Institute (INFOP).  However, employers report only wmixed
satisfaz¢tion with the oquzlity and relevance of the .courses. iKewly
founded companies freguently .£ind‘ that. emcloyess traineé in in-plant
training programs -=- which represent &n additional investment:cost -- are
ndre eifective than gradvates.from INFOP.- ~(Avrangements can be madc with
INFOP for in-plant-training courses.) U.S. investors wio have itrained
their own workeTs ‘Teport -exceilent results in skills acquisition.- ang-
retenticn and.in productivity. They &lsc note that long term employee
loyalty is ‘an additional-’benefit from im-hcouse training...

;7 Mid-level :smanagementT SK1LLS-care- also” in extremely - short  supply
-

i - ’
here 4s a cearth.of treining availzdble in the management trades. Hig
teckiology indUstiries that have need. for highly skilled workers eithe
send these workers out of the country for training or bring 1n outsice

technicians to.provide training in plant.’

BEST AVAILABLE DOCUMENT 19
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{ENT STATISTICS

Zmbassy's best estimetes of foreign investment in Honduras, drawn
from officizl and cther sources, are a2s fcllow: : :
, :stlma:ec
Country Tvestment*
United States 230.0
Jepan 18.0
El Sgzlvedor 11.3
United Kingdom 6.7
‘West Germany - 5.3
Venezuela 3.2
Guatemala 3.1
Cdsta Rica 2.0
In millions of U.S. dollars.
Embassy estimates of the book ‘value =zt the-end of 1982 of U.S.

avestment in Honduras, by product category,

T
zre shown below:

Product: Estimated
Categery Investment®
. Banznas 2nd ‘vlatod 120
Mining 83
0il refining i5
Forestry ané wood product 5
. Meatpacking 4
Tocacc 4
Beverages 4
Fishing 4
Fats, oils, and related 3.5
Other 18.5
TOTAL 230.0

*In millions of U.S."dollars:

BEST AVALABLE DOIMENY



The totzl labor force in Honduras exceeds one millicn, of which some
200,000 zre crgenized. The Honduran labor Code is consicered pregressive
and is cenerallv favorable to the workers. Henduras has leng had =z
vigcrousvdeﬁo:ratic trade union movement -- the best crganized in Central
Americz. Business, government, and labor zlike point this out with price
2s 2 pitch for attracting new investment. Cooperation between unions and
exployers is uniguely high, and +his is reflected in a relatively low
mumner of labor disputes and prevailing conditions of 1labor peace.

There is z variable minimum wage schedule ranging from 2 high- .of
$3.65 per day for banana plantation, mining, refinery, port, and railroad
workers, to $3.30 per day for industrial workers in the largest cityy. to
$2.00 per day for rurzl agricultural workers. However, in practice, the
prevailing wage paid in the ‘industrial sector and by 2all foreign
companiies is much higher -- over $10.00 per day. Textile end tobacco
workers often work on a2 piecework basis. The Honduran constitution
provides for payment of 7 days' wages for 5 and 1/2 days' work for
workers paid on-z weekly or biweekly basis and 13 months' for 12 months'
work for monthly salzried workers. Officlally, unemployment is estimated
zt 10.8 percent but is widely believed -to be muci higher.

Underesployment is estimated to be zround 60 percent.

There is a2 generzl shortage of skilled workers. Mest workers are
either iiliterzte or have not mcre than & few years of fommal schooling.
4 relztively small segment of the pcpulation (less than 20 percent) have
more than a primary education. Approximately 2 percent of the labor
force are college graduates. Within the educational system there is s
strong tendency to prepare individuals for the comnerce and service

sectors (e.g., lawyers, secretaries, accountanis). Very few indivicuals
are prepared in the industrial trades at either the high school or
university level. e

kills training programs are availadle through the Nationazl Skills
Training Institute (INFOP).  However, employers repert only mixed
sitisfaction with  the quality and .relevance of the .courses. hewly
founded companies fregquently .£ind® that. employees ‘trained in in-plant
training programs -=- which represent .2n adcitional investment:Zest -- are
mire eifective <han graduates-from 1KFOP.  .(Avrangsments can be madc with
INFOP for in-planttraining courses.) U.S. investors who have trained,
their own workeTs ‘Teport --excellent results in skills acquisition. and-
Tetenticn and-;ﬁ;produ:tivity, They ziso necte that long term employee

loyalty is an additional-tenefit from im-house treining..

Mid-level “management™ skills.are. also ~ in extremely - short sepply.
There 4is a cearth.cf trazining zvailzble in the management tredes. High
technology indistries —that have need for highly skilled workers either
send these workers out of the couniry for training or bring in outsice

technicizns to.provide training in plant.’
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K. TOREIGN INVESTMENT STATISTICS

Embassy's best estimates of foreign investment in Honduras,
from officizl and cther sources, are as follow: :

. Estimzted
Country Investment*
United States 230.
Jzpan 18.

El Szlvedor 11.
United Kingdom
West Germany
Venezuele
Guatemala
Costa Rica

Nuwc..non—‘m
O NI LVIOO

*In millicns of U.S. dollars.

drawn

Embassy estimztes of the book value &t the- end of 1982 of U.S.

investment in Honduras, by product category, are shewn below:

Product- stimated

Categery nvestment®
. Banznas znd related . 120
Mining ' 53
0il refining 15
Forestry and wood products 5
Meatpacking 4
Tosecc 4
Beverage 4
Fishing 4
Fats, oils, and related 3.5
Other 18.5
TOTAL 230.0

*In millions of U.S. *dollars.
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L. CAPITAL QUTFLOW POLICY

Capital outflow has been a significant problem for Honduras since
1979, followinz the rapid escalaticn of political violence in neighberinmg
Nicaragua and El Salvador. . A certain amount of capital flight had alway:
existed but was usually of‘s.w. by larger cepitel inflows. This wa:
‘especiazlly the case in the late 1670s when intemetional. commercia:
banks, flush with loznable funds, substantially increased thzir lending
lere. Net capital outfléws since 1978 zre estimeted zt $500 million.
This figure includes a rec'uction in suppliers credits, declining level:
of commercial bank credit; the conversion -to domestic source Dorrowin
from foreign source borrowmg by multinaticnal® corporations Taving
operations here, .and cepital Lllght In December 1980, the governmen
implemented its, first mepsures to stem cepital oux.flow by requiring
Centrzl Bank permit for all foreign exchznze payments exceeding $5,000;
This was followed by measures to require co unentaticn of return of
export ezrnings in September 1681, import licensing in May 1982, znd
prior deposit requirvement on foreign exchange for imports in Cctobe
1982 Althonghn presen; contrels (discussed in Section C a2bove) do noi
acdress the cacflow of investment capital per se, they effectively limii
czpital outilow by assigning higher priority to other uses of the
inzreasingly scarce comnodity.

Honduras is itself a developing country (the second poorest in the
Henisphcre) and is not in a position to provide incentives for investment
by its citizens in other aovewpmo countries. However, elements of the
Henduran p*lvatp sector do have investments abroad, .notably in othe:
count,.ies of Central America and in the United States. The amount of

uch mvnsm nts is not large. :

BEST AVAILABLE DOCUMENT
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UNJTED STATES BUSINESS IN HONDURAS®

Abden Ladorstories
Abscn Laboratorios; pharmezceutizal
manuiacturing

ACF Inoustries |
Polymer; p/astic and resin
manurtacturing

Agenciz Guilter; imoorrer anc agency
represe.;@tive

Anenc:a Rhinehary; UL and forergn firm
representative

Agrodinémica Hoiding Company *
Ingustria Ganaoera de Hongduras
Oriente Inoustrial
Ranchos gz Cholutecs .
Aepzsiacora ge Oriente ‘

Air Florida: air transporation
Aidlift-International; air carpo carrier

Alberii International
Cariboean Procuct; shrimp processing
Empacadors Aius; beef processing and
slaupnterhouse
Empsceaorz Cortes: food processing
Rancno Lorenxo, mest processing

Alberto Culver
Albe~e Culver Censroamericanz;
cosmesic ang nair preparation
manutacturing and cissnbution

Alimenios Marinos Hondurefos; :hnmp
anc lobster packing plant

Alliec Corporation
Texcas (Gases Nacionsles; water heaters

Amapala Marine: yacht buildine
AMAX
Rosgario Resources; silver, lead anc zinc
mining
Amed international
Armedicor: medical supplies
American Bilirzie Rubber Company

Compaiiia Hulera Suls; rudber product
manufacwuring

American Exoress; credit card sarvices

American Home Producs
Fort Dodge Laboratories; veterinary
medicine
American International Group
American internationa! Uncerwriters;
insurance
Hanover lnsurance; insurance

Anmony’s Key; resor
Arazz Petroiesm; oil exploration .

Arzwr Young & Company; accounting

Eabv Tozs
Novel-v hondura children’s clothes
manufecturing

BankAmerica
Almacenes de Deposito; benking
Eank of America; five brancnes
Credomatic oe Honcuras; Master
Charoe credic carc services

Bayman Club; resort

Beasrice Foods
Chitos ce Hondurss; food processing

Bell Western
Compahis Miners Bell Western Ge
Hongoureas

Semis

Compefia e Sacos Centroamericana;
buriap and cotron sack manufacturing

Féorics Textile Semis Manzal; co=on
sreac anc fadric manuiscturing

temis Bijeo we Honoures; paper bag
manufacturing anc wholesale

Soise Cassmoe; lumber procucs
Bufere Gurierrez Faliz

Caimaouip, Incenieros oe Honoures;
commision agents for hotel anc
hospital equipment

Camiones v Equipos ae Sula

Cargiil

Alimentos Concentrados (ALCON);
anirmal feed processing

Cenwrocom; poultry production )
Fanalco;snimal feed manuiaciuring

Caribbean Corporation; boar builcing

Cariboesn Lumber Company
Industria Macerz del Norte; wood
produss
Ingustriz Maoe=rera del Ocsigente;
lumber mill

Casa Comercial Mathews; construction
machinery :

Case Comercial Munson: Mack truck
distribution

*AN inoented item is 2 subsidiary, atfiliate, or branch of te corporation immediately

asove iv
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Castle & Cooke

Aceres Industriates

Banco de! Comercic

Cerveceris Hondureia; beer anc soft
drinks, four branches

Cerveceriza Teaucioalpa

Compaiiie Agricoia Incustrial CeibeAa;
vegcrable oil processing: LAAL equity

Compaiia Bananera Antillang

Dole Pineannte ¢/ Honduras

Enlatadora de! Campo

Envases Ingustriales oe Hongurae-
metal container manuvfaciuring

Fabrica de Manteca vy Jabén Atiantida:
oil, margarine and soap

Frutera Hondurefia

Industriz Aceitera Hondurefia; corton
seed oil processing

Manufacturera de Carton:paper box
manvufacturing

Naciona) Inmobiliaria

Plasticos; plastic material
manufacturing i

Semillas Mejoradas

Servicios Agricoias .

Servicios de Investigaciones Areas

Standarc Fruit; frust production

Standard Fruit ang Steamship

Cat Ketch; baat manufacturing

Central American Cigar Company; cigar
manufaciuring

Cerritos de Honduras; mining

Cramco
Chamco Construction: road
construction

Champion internationa!
Oanli Industrial; paper producrs
Mava Lumber; lumber mill

Charies P, Evans: sawmill

Chase Manhattan
Banco Atlintica; banking: 38 branches
inversiones Atlintida
Citicorp
Banco de Honduras; banking; five
branches

Clark Equipment
Atlas Eléctrica; refrigeration equipment
and supplies

Colgate Palmolive
Colg: : e Palmolive Centroamérica;
toot10aste and soap manufacturing
Colgate Palmolive West Indies: dentifrice -
and soap distribution

Construction Agoregaies; construction

CFC International
Alimentos de Istmo: com starch and
vegetable oil processing
1]

Crescent Construction; construction

Crescent Corses; textile manufacsuring

Crown Cork & Seal .
Crown Cork Cenitroamericana; cork
menvfacturing

Dibrell Srothers
Exporizdorz de Tabaco de Honduras:
tcbacco procuction

Diners Club -
Diners Cluh ¢= Hencuras; credit card
services

Distribuidora Industrial; elecrrical
component diziribution

Eaton
Cutier-Hammer; electrical control
panel and box manufacturing

El Paso
E! Paso Mining & Exploitation; mining

Electronicos Diversilicados Hondurefor;
electronic parts manufaciuring

Exxon
Esso Standard Qil 1
Essochem de Centroameérica; chemical |
product marketing

Fabrica Industrial de Alimentios de
Honduras: condimernt processing

Fébrica oe Resortes "'El Tecolote™: auto
and truck spring manufacturing

First Boston
Compafiia de Credito; banking

Foremost-McKesson
Famosa; ice cream and condensed milk
production

H.B. Fuller
Adhesivos Industriales
Aerosoles ce Centroamérica
Comercial Kioskot de Pinwura
Comercigl Punto de Viniles
Kativo Comercial
Kativo de Honduras; paint and varnish

meanifacturing anc wholesale

Kioskos de Pinturas
Pinturas Surekote
Punto de Viniles

General Mills
Aqua Finca de Camarones

General Telephone & Electronics (GTE)
GTE Sylvania; electric housewgre
manufgcturing
Granja Mareana: hog farm

Gulf+Western Oil
Petroleos de Atléntida: petrolevm
exploration

|



Hacienca Corbang
Halliburton
Srown & v'-‘\oor:conrrac:ing
Haro!¢ MeKay ; iumper ang timber
consuvltant
Harrison & Associates: 0oid and silver
mininy
Hernpkill Schools: schoof
Hershey Foods
Hummingbird-Hershey: cocoa
Holiday Inn '
Hon-Bra; bra manufacturing
Honduras Oil & Water Drilting Industry

(HOWDI); oil and warer drilling and
mineral exploration '

Hotel Honduras Mays )

Hybur::hrimp and lobsrer paék 'ng for
export
IBM World Trage Corparation
IBM ge Hongduras; business eqiipment
distribution '

Imesa; liouor import and exporr
Impex; merchandise import sng export

Imporied Brands: liquorimport ang
export -
Industrial Electric Service; electrical
appliance sales ang service
INRECORP Group
Compaiiia de Café Creole
Marisens del Caribe (MARCASA):
s n.)d
internazional Exscutive Service: business
consultants
International Wood Products; wood
components; LAAD equity
The Interpublic Group of Compamies
McCann-Erickson Ccntroamericana;
sdvertising agency

Kem Manutacturing
Kem Cenlroarhericana:chemi.:al
Product manvfacturing and sales

Le ey Derivados (LEYDE): food
processing,; LAAD equity

Lineas Aéreas Nacionales; L44D equity

Lioyd
Lioyd Petroleum: o/t exploration

Louisiana Land & Exploration
LLE etroleum:mining

The Lovabie Cempany
Lovable de Honguras, women's
clothas manulacturing

Mederera Schirana: rgvmilf -

Menufacturas Eieziranicar AANEHSA).
elecerical repairs

Manuiaciurera Coriez;: men's vnocrwear
manvfacturing

McDonaid's; fas: fooo

- Mejores Alimenins ge Honduras: food

proce:{ing,' LAAD equity
Mendieta, Fortin, Lagos y Asociados
Meridian Engineering; con:tn.;cn'on
Merriam & Mer.riam .
MILISI; shor import and export

Milson Magee Lumber; iogging and sawmill
operations
Mineral International
Mayan Mineral::minin_q

Mobil
Mobil Exploration Honduras:
petroleurmn exploration
Mobit Qu: petroieumn

Mohawk Industries
Compahis Cahos Caribe: broomsticks

National Car Renrta! Systems; auto renting
Nello L Teer:canrrac.’ing

Norion Simon
Max Factor & Company; cosmeric
distrrbution

Occidental Petroleum

Occigenta' ge Henduras; oil exploration
Olivia Tobacco Company de Honduras
Palmeio Bay Resort

Pan American Life Insurance
Compafiia de Seguros Fanamerican:
insurance
Pan Americ. World Airways: air
transpc. iation
Parker-Hannifin: 2uto part manufacturing

Parker Tobacco

Paul Laeton; flavoring and fragrance
exporting

Peat, Marwick, Mitchell & Company:
accounting and auciting
Pesqueria del Caribe: fish processing

Phelpr Dodoe
Electroconouctores de Honduras
(ECOHSA): eiectrical conductor
msnufacturing
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Pieliro; caimen anc crocodile farm

Pranipe cel C -ibe; plant production and
export s

Planias Lingas
Plaia; ;nousirial ecuipment representaiive
PG LCO: flavoring ang fragrance exporting

Fort Rova', marine services and yacht
building

Port Royai Farms; retirement and vacation .

community

Price Waterhouse & Company: accounting
and auditing

Procesagora oe Mariscos y Peces de
Honduras (PROMAHO): fish

Proguctos Consolidados; pl'asrer, paint, and
chalk manufacturing £nd distribution

Proguctos Industriales de Maders; lumber
mill :
Reef House:-resort

Remington Business Systems
Méaquina: de Escribir Remington;
typewriters

REPCO; wood production
Rey Café: coffee production
R.J. Reynolds {Del Montel
Banana Development Corporation of
Costa Rica {8ANDECO): {farm

management
Conservas del Campo: food processing

RI.DO; importing and exporting

Roatan Developments -
Roatan Lodg®: tourist resort

Robinson Lumber & Export; jumber

Eodin Warehouse & Ramirez Cold Storage
gmpacadora dei Norte; fooC grocessing

Sale City;clothes manufacturing.

Sanco, S.: industrial gooCs import and
export

SCM
_ Glidden de Honduras

Sea Farms; technical assistance in shrimp
cultivation

Seahawk Oil \nternational; oil exploration

Sears Rocbuck & Company
Sears Roebuck:deparrmem store
Seatrain Lines;shipping

Seimont Oil
petroicos de Honduras:pcrroleum
exploration .
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Shelt OHl; off exploration and distribution

snrimp Cut.ute: shrimp farm
Siemens: elecirical eouipment

The Signa! Comzanies :

Signa! Exploration; oil exploration
Signal Oil & Gas:ofl excloration
Singcr neanulaciuring Cempany of New

Jersey
Sincer Comme-cial Sula:clec:rical
aopliance giscribution

Spygiass Hill: resort
Standard Oil o! California
Compahia Petrolerd Chevron: oil
products

The Stanley works
Saniey Cemroamericana: machere
manufacturing

Star Commercial Refrigeration .
refrigeration equipment distrbution

gterling Drug
Srerling Producis tnternational;
pharmeceuriul product
manufacturing

Sroxely Vean Camo; pinescpie production

Syt rise Fashions
Jozmin; clothing

Tabor lme'na\i'ona\

Terminales de Cortes; custom brokerage
and freight transport

TESTCO: swimming poo! anc purificatic!
system distribution

“Texaco
Estacion oe! gervicic 10%aC0
Refineria Texaco de Honduras;
petroleum refining
Texaco Caribbean; service station

Textilcy Rez point ge Aonduras

—extiles Rio Lindo! coticn clot
manufaciuring’ ADELA eguity

Theoneit & Company
Theonett Cemroamericana: soft drit
concentrate manufacturing

Timex
Relojes Timex; watch distribution

Transameric2
Budaget Rent-A-Car;auto renting

Transcarga: freight transpoft
Transway Intcrnaxional
Coordinased Caribbean Transport
{CCT): ocean transport
“Tropical Gas (TROPIGAS):gu an
equipment distribution

94

g



Um'on Oit
Union 0;; Cornpany de
o/l 9nlling ang exdloration
Unitey S.zng.
Caribbean Enterorises
Co"nnaﬁl'a Agri
produc:/on
MDresa 1
Fabrica tde Ac
Fébric, de Cajas ge Caron
Frigorr‘!ica H
UMmar ge Honcuras: Yeperabie oy
Processing
Foi Yer: rubpe, 210 plasties
Acua’ticos Terresrres

Servigio os lnvestigacién Azricolg
Tropica; fSlATSA)

iela Railroac‘: fruir producn'on, catt/e

Production 9720 slauon ter
Tclecomrnunications
Unirnar; Palm ot

Uniteg Markeling

Uniteg State; ),
Tabaces cle chr.lu.-as:lob-:cobroducr:
"M smoken 9CCessories

+

Uniteg Technologv'es

. Cofnoar’.x'a Ons Ele'.‘axor; elevator.ule:
Villg U:ila;re:rauran(

Vivergg lndusm‘ale:

Warnaco
Warne, ' de Honc’ures:c/orhe:
manufac(un'ng

Webste, ln!ernaxional
Welsh Energr'a.v Pexroleos
William liaimes::awmIVI
Woods::rah

Worth ge Hondurax:
basebatr manufacwring

Xerox
Xerox de Hondura.—; business
df:trrbuu‘on % servicay

YU-HWA,' clothes

achine

manufacruring
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NICARAGUA: Industry and Commerce

I. Industrv

A. Range of Activitie:n

Over the last 25 Years, Nicaragua’’s incustrial sector, including -
piocessed agriculturzl goods (beef, shr;zs, sugar, etc.,) a2nd construction
2nd mining has become increasingly importaat to the ecotomy. In 1980 it
produced zbout "30% of GDP, exployed 16% of the libor force ang, generated 43%
of Nicaragua’s exports. -Manufacturidgz growzth was facilitated by two distinmce
develorments, both export related. Ome %=2s the strong ‘expansiocn of exports of
pTocessed ag*icultu:al products, of waich sugar, ‘cotton and beef .ware the mos:
important. The second w25 the creatiom of the’ Central American Cormon Mazkes
(CACY) which offered opportunities for substituting imports within the regien,
particularly in the u*oduct*oq oﬁ‘i“ter:ediate goods such as chexziceals,
'pharzaceu:ical and metal. producis., TxpoTts of manufactuted products increased
from USS1l.5 million in 1960 f%o- USS274.1 million in 1978 or over 19% per year.
Anrual export growth rates in excess of 25% wers achieved in eight of the 18
‘vears iz this period. Since the rate of izflation wes zodest over the period,
the reportec growth Tate in exports is mearly in real terms. 7he structuse of
oamefactured exports, defined broadly to include processed agricultuzal goods,
a1so beczme nore diversified. In 1960 processed food repr ese.»ed 707 oi the

total, with wood products. p'ov~c12g-~ost of the remazining 30X. By 1978 .
processed food wes still the’ largest expori subsector (60~) buc :ood producss
accowmmted for only Sn- _Cthers such as cr=m_gals_i;£L) ‘"1es (6%) and

metal products (LX) also contributed to. exports. it h.“ the processed food
subsector, sugar and meat constitnced neazly AQX af Tote: expuris. ‘Octher
important iteas were frozen shrimp, milk products, and ‘cotton seed oil. The
most important chemical expo~ts wvere insecticides, ciustic soda and poly-
vi:ylc:lc:zde; experts ol textiles izvolved mostly cotton cloth; =ost woocd®
products exports were in the form of sawn wood and theis zaanuiaccuriag value
added content wes low.

B. Tariff Protection

. The Igrmatien of the CACM wes :icoes:iy wne mose 1= GToant sECIeT
shaping Niczazragua's induszsial develepzen: in the‘sixties., The Ce=mca Ixternzl
Tariif (CZI) schedule specifies low impers: tzrifls 2o czpitel goods znd ravw
meterizls and Righ tazilfs (vazping Srom L8%-148%) on fizzl ceasvmer gocds o
& “zezmporary" (X suschazge on import duties wes zisc esctzbiishel fer 5 veess
in 1873 and zgain in 1878. 2ncther mzjor policy instru—eat was the Cenmzrzl
AzeTticzn 4greement om Tisczl Iacentives fer Industrizl Develcoment (Ca27IID),
*hich expended on emistiag Incestives of ¥icaszguz's 1638 Imcdustrizl Develeop-

—=ent Lzw (23L). CASFIID classified firms in three iscentive categories
sscovdizg e type of produet and raw materizls used. This inceative struc-
ture, Togather with the terifif barriers menticned zbove, strongly fzversed the
Sevelepmen: ¢l regionzl import-substitustizg iztermeiizze goods incdussries and
gave relzzively little supporz to the development of exports (cther than
agroindustries) outside the CaCM.
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Some specific incentives for -expaasica of manufzectured expeTts

cussice the CACM werce crezted inm the late 1970"s but they vwese concexirTaled in
smcleve 'iadustries (fizms exporting their total productica and gemerally
izperzing 2 la-ge p::po*"cn of rav matervials o se~*-*-oce=se£ goocés).

Secree 132 of 1972 grented izper: tariii and tax exezpiicns tc firms experiing
tneis toczal producticn outside the Centrel imerican zrez, &md 2 Dore regent
szep in cthe same divecticn was the decree of HMaren 1975 regulecting the estizb-
lishment ol ZIree zones. The_first of zhese "'s-ceve1c3ec'nga: Mznague's
internazional airperz.  Ia, 1877, a specieal Cea:tgl zak creditiline was
estabiished, to finance .non-tracditicdpzl :aﬂufectu*ec expoTis. The credit
iine cperz:zed ‘througn the cou:e:cial'bénks, financ*e zs, andé the Institute de
Tomenzc Industcizl (INFOMAC), providing sherc~te#m credit (up to 18C days) to
$ianance 80% of the velue ci noo :rchc~ona1 . exports. EXpoTt FT omotion activi-
ties, particularly market research and technicel zssistance in exports, °

vere begun by the RNicaraguan Cen’e-_;or -xpo.t Promotion (Z F’OR-.hOS), which
was crested ia 1674,

C. Mining

) "in_ng exporrs ucve been .np ttanc for many-,ea—s, and largely

involved gelé, silver, coppet ,2ag, z'nc.. The growth ofi = zaufzcsuring expor
has been mcre receltl. Mining exncrbs -eached theis pezk iz the 1940's 2aé

1950's, when worid prices for copper & inc were_Zzvorable. Sudseguently,
tzse mecal orices declined. EHowever, i -eceﬂ' vears the price cf gold has
cisea sharrly, &nc geld beczme Nicarageu :2's leading metel er:o-.. Aanuel
exports of gold zloze reachec 65,000 ounces cu’Lﬁg the four vears prior o the
smevolurion. La-gely as =z rescit of (i) the creation of & prorect ced regiomnal

=z-ket and (ii) imcreasing world demand IoT Nicarzguan agroindustrial
2yCIs, EXpPCTTS cf :a::iac:::eé =scéuess imzreaszt ITes TESiiL2 :;_l;c- 2
= z low base, a=nual exp

n 8 of cthe 1€ yreess covered by

o 1so became more diversiiie
i decreasizg sccpe
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of =he totel, with wood products tToviding
essed food was st he est
v=ted for oily; %. QOther su :
z=d metal products (4R) were also ~~3C-°—"t ExTCTLETS
srocessed Zood subsector, SugaT 2 aé zeat ccmszizuteld nearl
expPeIts zné other izpe-tzat itens wete Ifrozen shrizp, =31k
cotez seed .oil. _The ndost i:po:tant cheziczl exports were
czustic scde aad ’VC% exports cf textiles inveolved mestly c
wood products expoTts vere ia the Iorm ol sawa wood a2ad the; =
valae 2dded content "as'lov Exao‘~ diversificaticn occurred laT
the protectec CACM a=d. Nicaraguz”s manufzctureé experts
che CaC¥, vhich were #9% of .totzl _anu_ac:u*ed exports, showed 2 dille
cozposition than regicazl expo" 2 1978, processed Zoods zccountec
of zznufzctured exports outsgice uhe C:C“. The oaly other sigmiZficznt itex=s
vere textiles, chemicals and wood products with 35 ezch of the totzl.
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D. Labor

dy 1978 Nicacazguz still had orly 2 relztively small andé uvnskilled
esc=izl lzbor fozce of 79,000, zzé ecploymezt iz mining was &b vt 3,000.

ind repupely —BLY (=}

Mzmufzctusing accounted for 10.6% of the econezically active populztion, cowm
froc li.6% ia 1972, A major short-tets drep cccurred 2s & Tesult of the

1972 ezrthquzke, whez the ecqno-‘cal‘v active noPu""cn iz maznuiactusiag fell
froz 67,717 to 538,726 persams. ZIzploymeat cu-c&?v begam to recpver, dut largely
zs 2 result of the overall sloucown',._ma:ufah_ sg .growth, it czly reached the
1672 level by the ené of 1976. With za" annual axe.age populztio g:o::h of zbout
3.5% du=ing the last 10 years zad & growlng urtax secters, J;ca‘aeua Zzces the -
doudle chzllenge of providiag enougb “jobs for its rapidly growving population

zné ‘of Zostering the types of skills *eau.red by these jobs. Coxzpared with
cther C4ACM countcies (except Heagh és, che lzber force in Nicaraguz is probably
‘less skilled, as 2 resa“ ouleuuow :Lit literzcy rate 2né lack of’vocationzl
rzining fzeilities. lNever he’ess, averzge daily labor costs (i.e. wages
2ad o-her benefizs) were slightly higher. (1S7& cata) thazn those ¢f other
eactzl Amesiczz coumtries, except for Costa Rica.
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) In spite ¢f polizical éisturbazzes iz 157E, izcustrial ou'pu*
zac vzlue-zided zctuzliy mznzged z very smezll increzse (less than 1%) in
thgs ves- cover, the previous peazk reccrded I 1677. With the outbreak of
Sulieseals cezflizz inm Jume L87%, izdustrial profuctics vistually ceased
Zcr aloost two momths amé there was & stIczg comiTzciicn in dexestic demazd.
Wevertheless, industrizl output ané value ailec (dowm for the vear by 25%
zad 27X, respectively) cid =or show the shaTtper deciine aaticipated. The
rezsoz for the better thas expected pericr=ance cf the industrial seciceT wvas
the perforzmance ¢ industrizl exports. They agiually Incsezsed 117 in 1978,
z2é 2lthough they. declined iz 1§79, they czly cecl;ne§ by’abcu: c2e~hzlf the
szze.that output declipmed. .4D zzal alysis c¢f cncnges .in.exper:z voluze ot
izdividuzl products, shows that in 1578, over cne-hals of =zicc items

experted nad volume increzses znd that the Test suffered ozly relatively szall
-eductions. #lthough iz 1678 2ll goods except beel prodemcts hzd volume
declines, processed fartm procduc:s, whicb vere “OS"T ¢estined for the TS aad

sches non-CACM markets, declinmed very little oveszll, vhile most of the
lzrgest voluze declines occusred in mazufzctured goods destined o the

regionzl markes. It seems clezr thzz as the codestic situatic: deteriorated
sver 1977-79 industrialists izcrezsingly bega2 to seek to izcrezse exports,
especizlly outside the CACM, not only beczuse the decoéstic ecomeay hzad beccae
uaszhle o zbsord its share of izéustrizl output, but zlso because tﬁe pToceeds
cf export sales could be held abrozéd 2s 2 hedzge zgzinst ecocne=ic collzapse.
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B. 'hy§;cél Damage and lLooting

Shorzly zfter the cessztios ol Iigzhtiz , several iadependezt
sssessmencs wece uadertzkez ¢f the physiczl losses experienced by the
tnéus=rizl -sector. Damage vas most severe in the Industrizl zrez 2lezg
cne pmorth highwey it Msznagua where z number of plzats were cozpletely
destroved ana zaay o.he:s su:fe¢en =z jer ca:ag_- This zohe contaicns the
heaviest concen::a:;on cf iz ustry in h‘ca-'~"-. Wnile the'trban cexters
of EZsteld, Mz ag;.og 22d Mzsava 213 suffered hezvy demage, the industrizl
plaats in those and other arezs expe:ie:ced ’ela.ivelv less danage thex
those ia Managua. '

The curTent replacemgnt cost of “the cdzmaged industrial faciliries

(buildings, mach.nery and uz:pnen;) wzs estizzted at-about.0SS50 millien.
A cc s;ae*zb‘e propcrtlon “of :h;s *ew‘esenteu office dulldings, storage,

wzrehouse zndé Telated fzcilizies. The less in productive facilities was
t=arefcre estimated a2t 3% te 8% cf :ue b.cx vzlue of fixed zssets fez

thie enzire secter. Many plants, which suffered mo dzzzge to productiez
imstzllztiens, experienced widespread stock losses, as z result of the looting
=2 i-vemco-ies of rzw metecizls and:finished products, and the value cf
imwveanzory losses wis estimzted 'ag-USE60 =illicn. A sTuly o7 the Centrezl Zank
af 150 emte-ooises wepreséntilyzboet £0X of the totel gTess value eI mzrulac-
suzing cuTput indicered that they experienced Lesses equivzilant te scme 28X of,
she wzlve of their inveatesies as ccmpared To dazmages ecuivalezt tec SX of
Ziyel zesems. - waile 164 of the Zfirms nac cdamages in exncess cf 235 of

she value cf Zixed zssets, L44% experienced losses in excess of 25% of the
vzlue of their inventcries.

4 mzier comszzaint on firms seekizg fizmzncinag for rehebilitetion

of oucput was their wezk finzacizl situaticn as well as the lack cf funds

in the ba=king svstem. Timzncial eaé other records ‘'were dastroyved, either 2s
2 resul: of physical destruction Zrom the war or as z cdeliderzte act by

the fo—me:r ouners. Mamy factories vhich wece 2ble Lo tndertake scme produc-
Tisn ¢ié not restere their inoventories cf Zinmished Produsts due to pelitical
vacestainzy znd beczuse demand had stegzated ue to lcss ¢f income. ImdustrT
also experienced serious lesses el =rnegeriel and ctechniczl pecsomael. -~¢:ing
.the period of intense ‘leﬁ°‘ng, 2 -elztively large share of trained proles-
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C. Post-War Recoastruction of Industrv

:

l. Priorities

One of the major_ objectives of th= Govermzment 's. l"'«‘SO-—B'I Recovery

..cg'am vas To restoTe the Productive czpacity cf the ecemasy~ First v*zoritj
was given to rehabilitating the: agriculzus r‘sec~c‘ in time for the Spriag
1680 plenting, by greatly expanding the z2rez under cuvitivation. A second, but
still urgeat pr lcrl ¥ was to-recover lost -nuus::;al outpuc. .In its L::ediate
Tecensctruction efforts, the newv Gévermment éstablished ;h-ee pain pr ities
Zor the ag-lcu-.u:al enc indusirial secteps: (a) restore n*ouuc:;on, pé::z-
cularly of foodstulfs; (b) geue—=.e ezplovmeat; and (c) pre=ote exports.

leen the gradual reng’ac:na“o‘ tTanspertztion aad cc::nﬂ*catlons, izproved
aézinistration and the ava;l‘bl ity of. iater --o*a’ fizmancial assistance, it
"was hoped that industrizl output ia 1980 wcle Tegazin 2bout 87% 0f the 1078
seak level. O“ the p-oa:c.-on side, this would reguice scoe progTess to be
made im rehabilitating damagod facilicies and :esco-ing.los. izvexztories of
spare pacts and procuction imputs aad ia ove-cc:;n; the problems czused by the
lesses of kev mamagecial zand techaiczzl pe-sonﬂel in maay of the former Semeza-

ceatzolled enterprises, On <he deaznd side, it vas ccnsidered likely chaz, inm
the face of the lacge perSomzl income lesses sustzined over 1978 znd 1679,
conswmer purcizses of ether than _a2bsolute necessities would be kept at 2
;ini:::: Iusersts, vhich were exaec ed to plar & zzier role in _ai::a;niig
industrial activity and In generating urgently nescded foreizn exchenge we-e
.expected to account for a2beout cme-third cf the gross value ¢f indusctrial
cuiput.
2. Policies
Zazseé upon Decree Ko. 3 of July 1%, 1864¢, whiich zutherized the
Procvradcr Generzl &é Justiciz to proceed immediactely to izterverne in,
requisizion and cenfisczie "tocos los.dienes ce lz fzmiliz Szmoza, militases
v funcicmarics que hubiesen zbzndonado el pais en DiciezSre de 1877", the
€tate ;cq;i: ¢ z large porticn of the productive Zzeilities o the nmation.
The stzte now owns the mining sector outright, a=d in induwstry, effectively
controls (though majorityv ovmershiz in mzjor eaterprises) the comstructien,
wocd processing, 2nd metal-mechznics industries, axd has izpcrtanr holdings
in textiles, chemicals and zgzroimdustry (sazticularly mea:t -packizg, cotton
gizaing, sugar refining aad milling of basic grains). These seciers fogethers
Tepteseal about fopr-fifths of industrial value addec, end, since Tthe sizte
now zccounts for 31% of the gross velue of incdustrial productionm, its Tele
vill be & maicr fzcrzor ia the future develcpaent of Micarzzuen induszty. It
shouid ‘be ncted that these emterprises coulcd harély have been coasidered zs
purely private prior zo ke revolution
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four state corperations have been estzdiished e comtzcl stare
industrial enterprises and three state corporaticas to ceatrol =iaing and
fossil fuels. Tne lacgest incdustrial ‘emzizy is che Cersorzcicon Industrial del
Puedle (CCIP) vhich is uncer :che Ministry of Indusirwy znd has ax esuity sharte
iz enterzrises in zextiles, food processizg, comsiructicn, chemiczls, mezzi-
nschanics, vood products zad’printing. & sepzrate enzity, AgTcindustrizs de
Relorze Agracia (AGROINRL), wes responsitle for =mcs: state. zzgreindustrizl
sctivity. .This Zuzdcrtion'is nevw' eing carridd cut bty & nev Directorazte Generzl
¢l Péoduc:ion ic the Ministry 6f: Agriculfiral Developmext (MIDz). Managers of
individusl eaterprises zre pow'direcily Tespeneidle te one of MIDA's 1§
regionzl offices. 1In addition! rhe Corporacicn Ferestal del Pueble (CCRF02?) .,
which is part of the Imstituto Niczraguedse de Recursos Naztusaies v del
24zbiente (IREINA) is respousible for the industrializzction of weood products,
aad the Instituto Nicaraguense de Pesca (INPESC:) go

rols fish cztching and
: ), controls cining
1lo Minero (CONDEIMIN:),
s nc Metalicos (COMNOMET)
el Petrolec (PZTRONIC).

=il
i
L
(1]
118

-
proc :ssing. " The Insticuyre™e Yinds e Eidrocarbures
of metzls through Corporacion Nicareguense de Deszs
non-zetzllic minerzls chrough Cosperation de Miners
anc petroleus refizing through Zzpresa Nicaraguense
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izportant part ol zgroimdus:izial ‘proce is now the responsibility of the
_State. Tne purchase of producers' out ut, its szle to processors, and the
zatketizg cf FrocessciS ouTput is the Tespemsililizy of che Iopresz Nicemz
guense del ilgzoden (EXal) Zor cctten, the I=presz Niczrtzguazse de lz Camm
(EXC2R) for mezt, Iopresz WicaTzguense Cel Asucar [INATTCAR) fes sugaT,
Lopresz Nicazaguense del CUFI (INCATZI) fcr coifee, zné zhe Izpresz Nicara-
guemse cde Alipeztos Zasicos (TXNiB4S) Ser basic grains. Is zéditicz, the
Expresz XNiczrzguense de Izportacticzmes (ENIMPORI) is respoczsitle oo the
L=FoTis Teguired OF the Infustzial sester and the Isgresz Niceraguzmse ce
Fretocicnzs de Ixportzecion (ENIZRZX) for industrizl exposzs. 4 cecemcralized
agezcy, the Instituzo Nicaraguease de Ad=faistrazcicn Publicz (INAT), bhas been
estzblished under MIPLAN with respomsitility Sor svstezzsizing the ad=izis-
tration of public enterprises znd for traizizg putlic cfficizls.

4s of June 30, 1S8C the szzte held z-cadericy iztzerest in S1
industrizl extesprises, of whieh 70 vwere maszged by CCIT. C0IP"s cotzl
shareheclidings ived 2 tetal of S5 eaterprises, includizg the 70 szjoricy

(23

ec
owzed firms, 2 ==zority interest in 22 and fatervenzien 2/ in 7 eatecprises..
In soSe .cases where COIP has z mfmeriry intesest, it is the lzzgest share-.
noldex, and therelfore
is hezdeé by a'direcic;, vho zlso has the tizle of Vice Minister cf Iadustoy.
COI? is orgaczized into five depzrtme-ts: =zznzgemest o0F enterprises, plaarming
fizzace, zczizmistration 2aé iaduszrizl relztieas. Zach cf the exlecpTises in
which COI? has shares have been grouped iznzo subsecters (Zood Prccessing,
chexmiczls, textiles, comstruction mzter
processing and peper amd printing). Ea s
lished zs an organizacticnal wait (i.e. "cexzpleio imdust

.Zssuzes & lezdingz rcle iz the fis="s zectivicies. COIP

iz enics, plzstics, wood
ch of these subsazctors has beer estzi
- =izl") uvsmder zhe

)34
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Departoeat of Manzgement of Zaterprises, zad has -z cocréimator, who is res-
poasiltle Icr Imtegrazting zad directing the activities of the COI? eaterprises
in that gperticular subsectez. Ia thescases in vhich COI® has & mzjoricy
sharehellizg (aad in sode cases ia which it is zn exceptionzlly lasge minprisy
shareholder), COLP zppeints an admizistrzzor e =z=zze the exterpoise. One oé
C0IP?"s =ziz problems nas beea finding zdmizmistraters with sufficieat experieace
a2t the eaterprise” level. COIP”s subsectoral cocréizztoss appear om .he‘whole
to-be guirte capable z2¢ kmowledgezble zdout .their zreas o:.:esvo*s- i’*:v.

rerformant

L . ‘The table ‘below shows industrial aczivities
ia the context of GDP ,:10,, éLIing 2nd. after the civil war. PerforSamce-s
good up to 1977, but chen neée*ic‘atei ‘substantially.” In 1980 a.substantial

_ Tecovery was recorded “but *t vas’ below Govercment taTzels.

NICARAGUA: Industrial and Mining Ouzput

(in =illions of Ccrdobas-195& prices)
-s-ﬁv‘,;. )

‘-

1870 1675 1977 1978 1579 1580

GD? (mazke: prices) 4664.3  6112.7 6428.2 5982.5 4470.3  4915.8
_ (% chznge per yezr - 5.6Z 2.6% -5.0n  =25.3% 10.8%
igTiculrure 1073.1  1427.9  1499.1 1593.6  1351.6 1213.¢€
(% change per veas) - 5.9% 2.5% 6.3% -15.2% -l0.2%
Iandustry (trotal) 1261.6 1756.6 2023.1 1864.1  1266.1 . 1486.9
(Z chznge per yeas) - 6.8 = 7.3% -7.9% =32.1% 17.4%
.ﬁanufac:u:ing . '1071.0 1426.6 1635.) 1638.8.-. 1190.7  13438.9
Construction .158.3 304.2- . 340.5 ~188:9. 51.0- 101.6
¥iniag 323 25.8 47.5 (0 36.4 L2604 36.4

The Banking System

~ Prior :o the va:, Nicaragus had z mixture of pudlic and private
-comne'c*al baaks ané specialized finmancial institutions 1egulated by the
Central 3ank (3CN) and monitcred by z Superintendent of 3Baaks. Gove‘:men..
instizutions, accounzing for 535 of the financial systex's totzl assets ia
19276, included the Naticnal Bank of Nicaraguz (BXN), the country's la.gest
cozmercilal bznk; the Nztional Developmeat Imstitute (INFTONAC); the :anco de

oy
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la Vivienda, a public housing bank; znd two insticutions specializing in
small~-sczle loans. Privare institutions included seven commercial banks,
six finance coupanies and six financial warehcuses, which iééethe: 2ccounted
for 43X of total assets. Despite the diversity of inmstitucioms, two
competing private groups ceatrolled approximately three-Iourths of the total
assets of the private financial imstitutioms.
) ‘Y

The largest and most izportanmt finadcial inmstiturions were mulci-
purpose incarmediaries; hoWever, 'z certain deg-ee of specizlization by sector
was reflected in their loan portifdlios.. BNN concentrated on agriculture and
livestock loaas, private banks on' cctmercial and industrial loams, and INFONAC
ané the finance companies on- industry. INFONAC has beexz the major lender of
medium and lomg-term funds for industry and  dgriculture; however, since 1972
the banking system has been able,zo draw-on the TED, administered by the
Centzal 3ank, for such leadin”™ ©° ~— — = :

~ After a loug period of monetary stapilily, The Ilmanclal sector
‘had ccme to share many of the characteristics of more developed Ifimancial
systems, and the banking system had expanded to include 227 branches and
ageacies located throughout the country. While scme of. the public financial
intermediaries were poorly cum, Nicaragua's private banks enjoved the public
confideace and were generzllv comsidered to be sound and well-zamaged imstci-
tutions : _

The situation of the countIy's finanecial i:;erme?ia:ies begaa te
deteriorace after 1977 znd woTsenec substancially du:ing the §gb§e§§e?: ;33
years. Commercial bank deposits fell between Ha:F§ %9/7 azcd m-c-tS ,-3§ 32 .
. while tozzl loams outstanding increased by ome-third. .In:erest =nd,::f=c%pa
arTears sefT=E"EA 0 abSE;“3Q2f61:iQIE£”Ihan.;2:;:2l;o§. The reiu-h%ng
irzin of cesousces was -inanced through increased DOTIOWRIFS IR ferelga
sources and ¢he Cencral B3ank. Foreign currency borr?wings during :hs period
rose by 1508 while borrowings £rcm the C§ntral 3§nk_1nc:eased oYy 2???.. The
devaluation of the Cordoba by 43X in Aprl} 1879 1ncre§sed the L}ggz-;t;gi
of thé"banifbé-system'as most 6T its foreign loaas had been lent 12 loca
currency.

The Government natiomalized private démestic "fizmzncial institucions,
named new managers to replace those who had leS: the country and provided
Tat

some liguidity support through BCN to keep these ?ns:i:uti?us ig operation to
prevenn.a-:ocal collapse of the system. The bgnklng'Su riantendezt orcirfc
detailed iarternmal audits of all institutions, including an assessment cI the )
qualiry of all outstanding lozas. This eifort was complicated by the expausior

n¥ the osublic sector, since many new state-owned firms owed large suas to
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state-owned banks which, in turn, owed large sums to foreign
creditors. In late 1979, 3CN undertook stodues of how the banking
system coulé be restructureé and recapitalized anc began to
introduce a number c¢f changes

On June 17, 1980, a complete reorganization of the
structure-of the banking system was announcec. The total
number of financial institutions was reduced through z -series
of mergers to 5: Banco Nacional de Desarrollo- . (END); Banco
de América (BAMER); Banco de Nicaragda (BANIC);-Banco Poptlar
(BP); and Banco Inmobiliarie .(BIN).- The Government's objectiv
in creating the new structure was (2). to minimize the cost of
maintaining separate imstitutions servicing the same clientele,
(b) pursue a policy of decéntralization which wouléd do away
" with the clustering of branches in major urban areas, (c) énabl
better coordination gt *he 1aiiona1 level of institutions with
clea*ly separate, objectﬁves 'and, (&) increase public.confidence
in the banking system by limiting it to a Zfew well-established
institutions £ully backed by the Government. The entire system
was placed under the cdirection of tue newly created Corporacion
Financiera (CORFIN), wkich acts as & bolding company Zor the
five banks, providing overzll édirection in the implementation
of the Government's moneta_y policy and ensuring overazll con-
sistency oZ bankinc ciac ices througihiout the system.

III. CURRENT SITUATICON AND TREINDS

from the low base of 1979, industrizl production increased

by onlv 2.8% in 1280, a2 much lowex growth rate than agriculture
(14 3%) or constr Lct*on (34.8%). The low growth of industrial
production was the result of wartime damage, financial diZfi-
culties, loss of critica1‘managemeni staff due to immigration,
~and the continued deterioration in the economies of Nicaragua's
Central American trading partners. More recent reliable
“information on industrial productiom is not:awvailable at
present. Recent cable traffic from Nicaragua indicate that
industrizal output of products nmot destined to the CACM is
growing, but figures were not “given. :

BEST AVAILABLE DOGUMENT

3

-~



PANAMA.

I. PERFORMANCE AND STRUCTURE OF INDUSTRY AND COMMERCE

Since the end of World War II, the economy of Panama

has undergone a process of structural alteraion which has produced a
9 2

)

szg’uflc.-x‘ shift in the relative J.r::ortanhe of the sectors of the
econoryy. Vhile the eco*:o.uy was traditiorzlly bas—c on agricul:i:re,
Primarily for subsistence serving the needs of a small Posulation, and
the industriel manufacturing sector was virtually non-_exis't.ent, in the
 last two decades the tertiary sector (segvicés ¢ ComErce, transportzticn
ang puolic agninistration) has greatly increased its share of GDS. I

1od the expansion of the ,agricultu:_?l‘ and industrial ‘sectors was
limited oy the dimensions of the domastic marxet. However, the
establishment of & strong international ban nKing center ané of an
. internztionz] free trade zone+in Colon; ‘;_he growth of trade utilizing the
‘Canal an3 the massive investments made by the Government in the countr:'s
infrastructure (nospitals, schools, roads, elecricity and sewage) have
transformed Panzma into an economy-chara:.enzea by the prevalence of &
‘tertiary sector with strong international links. The rzpid growth of the
tertiary sector has not been matched bv a parallel expansion of the
agricu‘ ural and industrial sectors. Efforts to modernize agricultrual
‘production have mairly been directed towards export crops, while yields
of crops for domestic consunption have remzined re® atively ‘stzble.
Despite 2 severe recession in the 1970 5, which has promoted the
beginning of & precess of modernizaticn, industry.is st i1l basically

l:un.tec: by the dimensions of the domestic market and based on

substitution of irports rather than w., expert growth,
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mhe following Teble 1 sets forth the relative

percentage contributions of the primazy, secondary and tertiary sectors

of the economy in 1250, 1960, 1970 and 1980.
TABLE 1

SECTORS' CONTRIBUTIONS TO GD?

(Percentages)
1850 1960 1970 198L
Drimary Sector (1)- © 29 23 28 14
Secondary Sector (2) 13- 21 23 18
Tertiary Sector (3) 58 56 59 67
| 00 100 200 100

NCIES:

(1) 2griculture, f£ishing and muung

(2) Industry and construction

(3) - Services, comezce, transportation, public administration

Soccce:s Coamotrcller Gem‘aral, pirectcrate of Statistics and Census
When examined fro:.n the perspective of current sector

contributicn to GDP and emloyment, the agriculture, services, commerces,

and manufacturing sectors account for over 50% of GDP* an3-70% of

emloyient, with the agriculture anc service sectors each esoloving about

30% of the lamor force. The details are shown in the accaanying table.
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SECTOR CONTRIBUTION 10 GD2 AND RMPLOYIENT, BY ORDER OF MAGNITIOE

l.
3.

5.
6.
7.

Sactor

Commerce

Services e
Asriculture
Manufacturing
Transport

Finance
Construction

“Total

Latest available data.

Relative positions would not have changed

substantizlly over one year.

§ of 1980 Sector g of 197¢
G2 Emolovment &/
14.0 1. Agricultyre 25.4
13.7 2. Services _ 27.4
13.7 -3. Commerce - 13.5
13.7 4. Manufactering 10.1
11.6 S. Construction 5.9

7.8 6. Transport 5.4
5.2 7. Finance 3.7
8.7 85.4

Of more" Thterest than the static situation depicted

in Teble 2 and camplementing the changes discussed in Teble 1 by primary,

secondary, and tertiary categories is the dynamic picture shown in Table

3 of the drzmetic shift in the sectors stimilating growth over the thirty

year span between 1850 and 1980.
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TA3LE 3

LE=2DING SECTOR CONTRIBUTION TO GDP GROWTH BY ORDZR OF MAGNITUDZ LY

Sector $ of GD? Growtt Sector % of GDP Growth
1850-60 : Enolovment 1/
1. Manufacturing 19.8 .1. Transoort 201Z//
2. Services 15.5 2. Finance 14,
3. Comerce 14.7 -3. Services 14.2
4. Igriculture 13.5 4. Conmerce 12.4
5. Construction 7.9 5. Manufacturing 7.2
6. Transport 5.9 6. riculture _, . 6.8
7. Finance 3.7 7. Construction 2.4
Tot=2l 81.0 - Total 77.9

See fbo:note Table .

Of the total charge occuring in GD? over the 1970-80
* period, manufacturing accounted for cnly 7.2% and agriculture for only
6.8% of GDP, 2 significant drop from 19.8 and 13.5 percentages of the
1950-60 period. The relativeély'rapid growth of the transport sector
éuring the 1970-79 period is due principally 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 hes
received - stimilus by the GO? since the early 1970s.
In sumary, over the past decade the importance of

YN .~ .

the manufacturing sector as an engine of growth has ‘waned as easy import

N

substitution opportunities have disappeared ané zs more ermphasis has been
given to the other sectors, especially £inance znd transport.
Teble 4 also reveals the employment genzrating

.effects of ench sector over the 1970-79 period,

illustrating the service sectors importance in the Panamaina economy

over the last ten Yyears.



TABIE &

E=CTOR CD\'I’-’IBJTIOW TO DMPLOVLINT GROWEE DURING 1970-187¢ PERIOD 2

¢ 0f Swoywent Growin

Sector 1970-157%
1. Services 52.0
2. Transport 13.2
3. Manufacturing 1.7
4., .Finance 11.3
5. Commerce 10.1

6. Construction 7.8-
7. Electricity 2.8
8. Mining 0.2
9. 2Agriculture 3.6
10. Canal Area 2.3
Total" 100.0

7|

A. Recen‘:: peformance and Nezr-Terw Prospects

After three veers of re ely high g*on....,
economic activity slowed in 188l. In large measure t.he slow down was cue
to the effects of world-widé fecession, particulerly in the hard-hit
.economi—es of neighboring latin Arerican countries, and the resultant
decrease in demand for Panamznian exports of goods and services. In
addition, +he consiruction boom that Panama has experienced since 1878
£inally slowed as a consequence of .sustained hich interest rates and
reduced demand for luxury aoarmznt housing and comercizl office space.
Current tronds indicate sl 1g"x"_ly lower real growth ,n 1082, probably less
than two percent. EHEigh L.no'n:vloyment and low agncultural p-oductivity
continue to be seriocus problems. ;Dana."aa‘ S success as 2n international
be -1k1ng center nevertheless continues to grow, with 130 banking entities

currently licensed in Panama. The sectors of the economy which advanced
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in relative importance in 1981 were commerce, banking ang other finance,
various serv.xces, and transportation and commnications. The “productive
sectors” ol agriculture, manufacturing, and construction declined in
relative importance.
1. Investment
tal real investment st;rted to £f211 i.n.197j at the

beginning of a recession which lasted until™1$78. In 1575-76, public
sector investment was expanded to compensate for declining private
investment. 'Ihen in 1978 and 1079, p.xbl:.c investment dropped as the
private sector recovered. IB}’ 1980, total gross nves'cnent in real temms
had just ba.rely reached the same Ievel as in 1872. By 1981, private
" investment began to drop agzin as a2 new recession took hold. Eigh
interest rates and reduced profits are importa.nt.féctors currently
inhibiting new investment.

New domastic' investment was 23.3% of GOP in 1580,
the last year ror which data are available. The share of total

astment accounted for by the private sector declined in 1980 fiuw

'_rn

65.2% to 57.2%.

Much of the private invesiment was

in financial and o‘.'.he' sé:.x;.;.ce‘s; commerce, and

real estate speculation. In 1980, 57.2% of new investment was in housing
and other construction, 12% was in transportzticn and communicakicns '
equirment, and only 30.5% was in rachinery.

Although credit grew in 1581, the largest rate of
expansion 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

te



induetry increezsed at .a s'iower rate than the previous yezr. Credit
ouzsianding to aé:iéul:u:e ccnstituted only €.5% of the total in 1981,
and lozns to industry comprised only 9.0% of the totai.

_ In the years 19?5—.78, net foreign investment vsually

. )

was nscative, but in 1879 it turned Eositive, in the amount of scme $4%.7
=illion, according to GOP ficures. Tae bulk of the foreign investmant is
in the fields of industry,‘mmerge, and agriculture. Ah.:g;h hicher .
crooortion of foreign investment :.s in indus'try than is loczlly generated

investment-. U.S. cumlative investment in Panama was about $l.8 billion

\in 1980, according to Department 'of Commerce datz ($2.2 billion'if

\

irvestment 'in offshore firms registered in Panama is counted). This puts

o,

PR .

) .
.

znzmz in third place, behind only Brzzil and Mexico, in U.S. investment
in Iz2tin America, rememberinc that a larcge preportion is in financial

institutions.
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In addition to the BIT with the U.S., Panama has initiated a2 5IT

with Great Ezritain, and is actively working with the ‘Federal Republic of
Garmany and Japan on similar agreements.

Ixport Sector

As cf 1879, a survey of manufacturing establishments

in Panama with five or more vorkers listed 628 sucﬁ establishments.
Total e'roloy'-ant in those establ:.shments was 28, 547 and the payroll was
$110.9 million. Szles value was estmed at -Sl 2 billion and local
value added was $379.8 million. In 1981, manufacturing accounted for
12.9% of the GDP and employed a.bout 10% of the work force. Industry in
‘Panamza is ma_mly on ented tow)a;:d‘) 'EPve domestic market and .'.LS concentrated
in. Dr_nama City, Colon, and the province o Cririqui. At least £ of
the output is accounted for by products rela.ed to agriculture. By
value, the larcest m....zst':les ?...e'_-n food processing and be'...-..,--,
followed by metal fabrication, fion-metallic minerals such as cement and
other construction materials, clothing and shoes, paper #nd paDer
products, petroleum products, various chemicals such as 5022, detergent
and a2lconhol, printing, and wood furniture.

' Between .1960 and 1570, the average annual growth
rate of industrial output was 9.0% :.n real terms. The growth rate fell
off in the 1970's, experiencing 2 steep decline’ m.;‘d{é féc'ession period
of 1574-76, then a resumption of growth in 1377. “Industry g'es. 5. 5% in
real terms in 1979, 4.0% in 1580, but fell 2 3% in 198l. The urop in
1981 was partly due to the effect of the tenoorary suspension of oil
refinery production that year because of a élu‘.: in ﬁhe world fuel oil
market. = The rest of the ranufacturing sector registered a real growth of

2.8%, versus
RFST Curit AR L DO T o
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growth of 6.0% (not including the refinery) in 1530. The Grop-off in the

f crowth of manuiocturing activity in “hc last year or so is due

lal
[ 14
or
M
(0]

Prize-ily to recuced cerand for several irpertant export products and to
reduced cemandfor construction mzterizls. |

ne most rapid growth in recent vears has taken
Place in food ;:ocessi.'r; and beverages (both alccholic and ca:boﬁated)
and in clothing. Paper and peper products production has 2lso expanded.

-

Nevertheless, by 1972, output had only .egaipe"'d the level aiready
achieved in 1970. Among the more ser.ious problems industry faces are a
small domestic market, strong inte:national corpetition, am® small
p:bduction units. Outside Im. agncul"ural and fishing procucts 'such as
bananzs, suga. shriso, coffee and meat, Panare has very few other
significant exports. The larges:t manufactured export is clothing, which
has shown éust.a:'.ned expansion in the last severzl };ears, growing from a
value of $8.6 millicn in 19.7.8.-.1‘:;"514.0 million in 1981, and moving into
fifth place in 1981 among Paname's exsorts. Other imporitant processed or
manufactured exports include petréleum products (mostly fuel oil residual
‘to the refinirmg process), condensed milk, £ich meai, f£ish 0il, banzna
paree, rum, peper products such as cartons, leather products, canned
seafood, mayonnaise, mustard, and tomato products. ‘

Other than beef and repairs-toqusels and aircraft,
there are few identified production services (non-G‘SP, non-Cuty free,
non-textile) that could benefit from a one-way free trade zone as
proposed under the C3I. Mo localJ:y manufactured export of this type to

the United States exceeded $50,000 in 1980.
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Potential for mansion of YWon-Traditional Bymorts

3.
'Probably the most important opportunity for Peneme

ls the estzblishrent of more light ésse:.bly industries, such as those
inder a '{-‘xaqqila"_ program. PrPzname's Maquila Progran has been in
:xistence for several vears, but has produced only modest sLa.ccess. The
srogram provides for a wide range of tax anc other incentives in order to
stimlate labor intensive industries. ‘It allows businesses which
estadblish production ope:at':ions to be exempt frem certain Iri'.;':.o'rt duties
and taxes, provided that the prodi.\cts: are so0ld out of Panzma. _ To date
about a half dozen firms have been established under the program, the
largest of which is a facto}i_‘xizg‘ékipg wo.;nen‘ s undergarments. Panama has
many advantages in cbrrx;:a:iSon with other cowacries in the reéién, such as
absence of exchange and repatriation risk and relative politiczl
stability.‘ One interesting possibility is the devélo;mant o a Far
Ezst-Panana-Unitgd States ix.u;.e-s.;ﬁ\ent and trade triangle, with the
establishment of assembly industries in Panzma by Far AEastern firms for
export to the United States. This could be an important suppiement to
-:invest*nent attracted frem Burope and the United States and could be
expected to grow in the future as several countries in the Fer East
de'velop higher technolocy producﬁs and encounter inc.reased labor costs.

Panama could also seek to take advantage. of opportunities
Presented when products from various countries lose ..GSP eligibility due
to exceeding competitive need limitations.

Further expansion of agro-incustry and food processing

for export has good potential. Besides agricultural products, seafood

processing could be expanded significantly znd efforts are underway to

Wi
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i
attract more investrent in this area. Ffrczen anﬁ processed meat, fruit
aﬁd \eg le o*ocachs not now exso:tea, ard spices &nd.cendiments have
cood potentz
2nother comparztive advantzge for Panzmz is its

yeograshic lozzticn and huge volume of ship traffic th-ouch'the can;l.
Dxpension of ship anc aircraft resair facilities serving 1ﬁuernatlonal
customers, such as the cdrydock and regair yard now being expanded under

-

the mznacement of 2 French firm, and other mar;n. servicesoffer special
possibilities.

The major factors tending to restrict further
developrent of export indu%:;iéé %robablyua:e labor laws and atfitudes,
'aovernnen.al pricing and sub51cy policies, govermmental bureaucracy, and
possibly, disadvantageous freight rates. The labor practices are rost
frequently cited bv visiting businesémen as reasQn-fcr not locating
manufacturing activities in Panzia. Labor costs may be slightly higher thar
countries in the Caribbean Basin, .but p:obably.ﬂot much out of line with
_most of the others. n2' s minimm wage for unskilled labor is 75
cents an hour in metrooolitan areas ané 65 cents in the interior. A
major disincentive is a pefceived lack of consisténcy and fai:neSs3in
applicaficn of GO? labor laws and regulations and difficulty 4in vsing.the
eppeal process. This situation hes improved recently, bowever, with new
leadership in the Ministry of Labor ané increased govermmental efforts to
improve its relations with the private sector. Price control policies
are becoming more flexible , and in any event, these ccatrols do not
-apply to exported products. The establishment of a one-stop investment

promotion center (Nétional Inve'stment: Council) should help in overcoming -g

BEST AVAILABLE DOCUyEnT e



any bureaucratic obstacles presented to foreign investors. This

agency is also extending assistance to enterprises already established.
in Panama. This could result in a sharo reduction in crzplaints

abo.:: i f iculties in dezling with the bureaucracy. Agparently
cenference freight rates are scs-a‘hat.high for shipments to and from
Panzma and the United States, especially in comparison with some
co::gef.itor nations. Conversations with local.shipping agents indicate
that the rates are highly necotialble and that *an exporter should be able

to obtzin an c.tt':actwe rate on request if he plans to ship in cruant:.‘-y

Lomaer Term Drosoocts

In view of the limited domestic market the
development of export industries, such-as light assembly, manufacturing
~and agro-incdustry is receiving much attem-ion. GOP Policies are
developing in directions app .,-op::..a e to achieving this objective. New
incentives for investments in both industry and egriculture have high

iority, such as concessionzl finance to small and rmedium businessmen
and farmers, and esteblishment of industrial .zonese A mzjor effort to
attract more foreign investment is  URderwdy.™ ' . 1y agricultural
policy, there is a movement away from the priority accorded in past year
to collectives toward provision uf credits, re-establishment of

agricultural extension services, and promotion of irproved technology.
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An agricultural incentives law now under consiGeration aims o promocte
investient in this sector through tax incentives ané other measures.
Tnere is also consideration of revising the system of import guotas in
favor of a retionalized tariff system.

In generzl, a shift of emohasis to the private
sector is evident. This has been confirmed in recent policy statements

. by Goverrment officials and by the '.;ecent round _.of Czbinet Thanges. Some
chanéas in the price control system"—':a:e being-'attexpted although there
are no plans to abolish price controls altoget.hér. Milk price increzses
recently announced evidently are oart of this new fiexibility.

Panama 1s"in a good position to tzke advantage of
zhe opportunities offered by the CBI through its geographic location,
good port facilities and other infrastructure, its monetary sysiem and
absence of exchange or conve:.tibi;ity' risk with respéct to the U.S.
dollar, its banking center, the Colon Free Zone, its pool of educated
marpower, and its attractive political and socizl clikate.

Einé.ncial management should continue to be
consesvetive over the next few years. Continued high interest rates and
a drop in anticipated tax revenues dGue to thé economic downturn pr‘obably
will force even greater budgetary austerity. The GOP has engaged 2
consortium of financial advisors and is heeding their aévice, along with

that of the MPF.

BEST AVAILABLE DOCUMENT

159

- -



Finance
The financial sector is well Geveloped in Panzma, 2BS in
many ceveloping countries, there may be 2 chartzge of venture capital ax
long~-term credits, as well as credits availzble to the smzll.business
sector. On.bzlance, nowever , £inancing is not a constraint to the

expansion of exports.

Financial Services Sector

mne Internatiohz) Financizl Center was legally
estabiished by Cabinet Decree No. 238 of July 2, 1970. This decree
reformad.the-bankiné system and created the National Banking Commission
to reculate the systen.

mhe financial sector in Pansma has bsen the most
cynanlc and rao*cly growing sector in the eccnomy. Durinc 1981 it grew
22.1% ané constituted about 8.2%. of the total Gross Dcmesblc Prod
(GD2). The number of banks llcensec to do business in Panama increased
£0 130 and the total asseis of all the manks rose to over $46.3 billion
by the end of 1981.

Panama does not have a stock market and bonde are
used in a relatively limited manner; Financial intermediztion is done

within the offshore banking system, directly on a bank to bank basis.

BEST AVATLABLE DOCURE 7
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.Of the 130 banks in Par.}—_":a,'( 65 have ceneral licenses
which permits them to.do business bo..h insige a.r.‘:'i outside ci the
country. mut 30 of these participate actively in tHe local market

while the rest do it in 2 limited fashien.

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 vhich $3.146 billion are placed in local loans while
$3.201 bllllon are local deposits: ‘This trend reflects the ‘continued
e.,o:;e:-.u.c and polltlcal stability which has oc::e::red after the signing of
) .t.he Par.a.ﬁ Canzl 'I‘:ea?;ies, ané investor preference for high yielding tix
ceposits over riskier investrments.

Ps the-lergest volime of domestic loans are mede for
t...ade and corme—ce, the com'erc:.al ba.nk.n, sector is accustomed and
structured to handling s‘xo:t term working caz e_al loans. Goverrment
finamial institutions are the principal source of medivm and long term
funding, in particular to small and medium enterprises. |

b. Agricultural Credit

In the agricultural sector. one orohlem hag been
Gifficulty in obtaining mem.um and long term _L.nds The short tem
comrercial credit extended the agr:. "'“u.h:l sector cames from a
limited number of private banks (Bank of Americs, Chase Manhattan Bank,
...an.o FTicduciario and Banco de Colombia), which 1enﬁ on a commercial

scale, prmanly for production, processing and marketing of such
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products as sugar, rice, coffee and beef. zéediuﬁ and lonz term credit is
supplied almost exclusively by the officizl eyriculturel developmeAt
bank,'Banco ée Desarrﬁllo Asropecuario (BDR) and the sén:o Nacionzl de
Panama kax:). In the period 1976-80, tot=zl bank credit to the

« 23ricultural sector increased at an average annual rate of 4.9% (ncminal
rate). 1In addition, commercial bank credit to the agricultural sector
gzew at an averége annuzl rate of 1.3% from 1976-80, which represents a

negative rate of growth in real terms.

159
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c. Industrial Credis

short-term trade credits, and are normaily reluctant to provide longer
‘.:e;m fi.na_*:ir:g for fivec assets, although scxe of the banks go proiride
medivm oomm (3t0 5 vears) credits for 'their larcest and most reliable
custcme:‘s. HMost of the loans granted by the banking system for

industrial purposes have copéisted of short term credit for working
capitzl, or to finance purchase of.'iza:w materiai and other :nput_s required
by comsenies for preduction. Industrizl term lending is basically
undertaken by two GOP-owned institutions, the Banca Industrial w;'.ndow ip
the, BP and the beporacionﬁ‘i&xanciera Nacional (COFINA).

The ID3 has collal;orateé with the GOP since 1964
through 5 loans granted to the BN?P to help develop Panzme's private
industriza) sector. In the P?..I}O-O 1977-79, the BI® acproved 123
industrial loans for a total £ $9.6 million 2né in the First half of
1980, BNP's industrial lendi.né increased sharply to $5.2 million for 24
projects.

TINA has recently recsived a £20.0 millicn lean
from ID2 and with these resources it will primarily finance fixed assets,
1eéving working capital finance to the commercial banks. COFINA wiil
concentrate on the financing of manufacturing industries:

QOrINA was created as an autonomous Govermment owned
financial develcpment corparjy in December 1975, to promote and finance
procductive industrial enterprises in accordance with the Goverrment's

tional develomment plan and to encourage increased commercial bank

financing of industry through cofinancing. Almost all of its projects
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have been in the private.sector and its gross aporoval of lcans and
ecuitv investment totalled 35,9 million in 1981

ID5 has estimated that over the 1881-83 period,
total industrizl investment in Panama, excluding large projects may be
about $165 r.'illio;'x, of which 520.6 million will be covered by the BN2,
$60.0 million by retained earnings and equity contribution, leaving
uncovered demand for funds_'of $85 million, to be provided by the

commercizal banks and OOFINA.
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1rade Finance

iost of the credits azi-oved locally are Girected to
commerce anc a large portion of these goes to firms estzblished in t:he
Ccion free Zone. As can be observed in the folleowing chart!_ 38% of the

internal credit balance is utilized by. the commearce sector.

Balance of Internzl Credit O.x‘;sténdﬂim bv Activ_i‘t';
December 31, 1981 -
In millions of dollars)

Public Institutions § 572
Financizl Enterprises 77
Agriculture 89
Livestock 104
Fishing 11
Commarce 1,196
Industry 283
Bousing 512
' Other Construction 147
Personal Consumotion *150-
TOTAL 53.,141

Source: Comision BRancaria Necional
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Trade Flows

1. ExXoorts

Historically the U.S. has been the
recipient of rear ly 50% of Parama's exports. The ficure rises %o 65% if
the exports to the Canzl rez azre included. The neighbori *r'ufive Central
Fne‘a.ca'x w.unuves, with Oosta Rica and Nicaragua the mos t important,
receive 13%, while the rest of the Caribbeazn Basin including Mexico
.account for just 5%. The South American countr:ies led by ;fénéw_la
Colombia and Bruador receive an even lower 3%. . Outside of the Arericas,
except for a few exports to Saudi Arabia, Jagan and Siria (less than 1%
of exports), the remaining 13% .0F Panarre:zian expor:ts are shipped 'to.

Il’l"

Burope. Africa and Cceaniz account for less than .01%

2s with most Gevelcping r~untries, Panama -
depends upon a small nimber of basic;.lly primary preducts for export.
Twelve products provide §4% af.}:il export revenues., Within the group of
trelve,’ the four products bananzas, shrirp, sugar and petroleum products
provide 72% of the export revenue. Coffee, clothes fish meal, canned
milk, lcbster, fish 0il and rum surzly the additionzl 12%. These four
products account for 63% of 'the export revenues received from all other
countries. '

The first four producks mentioned above
provide Pzrama with.87% of the export revenues recea.wd from the U.S.
For all o..heﬁ countries the figure is 63%

2. Imoorts

On the import side, the U.S. again

dominates, providing Panama with about 33% of its imoorts. Asia follows

at 28% witl:x Saudi Arabia oil accounting for most of the expenditure.

57T



- 21 -

Presutebly this will'be-changing as the ‘San Jose oil ogreement with

‘~1ex¢co ané Venezuela goes into full effecs. ks in th° Saudj P.rabian

Cc'.SE, ranzma''s o0il ilmorts from "enezuela ch.ce South A"F-nca in thirg

Place with 14% of the irports, I‘ze five Cent-al Averican countries

Supply just 5% of Pznama's irports while the ra-a:.ru.ng countries of the
Caribbean Basin p'ovicxe 11s.

anéd Oceanic »ogether s"ppl’y iess t.han 1s.
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I1. BUSINESS AMBIENCE
A, " Political Factors

Since 1968 the Panzmanizn Governmant has bsen

chzracterized by an amzloem of populist ideological forces. Daring its

-

ezrly phase the Torrijos Governtent supported ané organized poor farmers,
competed with established private agricultural producers and though

unintended it discouraged production thfough imposition of price
controls. 1In urban policies, there was complex legislation

emphasizing Government regulation,, Some business men were exiled.
In recent years, however, fiscal ‘policies have been more

pragratic; production, rather ..han c:.stnbut:.on, has begun to be.
emohasized a—)d the private §ec.t.or 5. role nas becoms m.,reasmg‘v~
recocnized. The facts of ecoromic life have turned the nation's
attentién to domestic finance, natiocnal econcmic growth ;nd
:'.nves‘ment-.-'there is an acceleration of interest in the stim:lztion of
business and investment. R:;r"exa'izple, the U.S. and Panama are presently
negotiating a bilateral invesitment treaty, the f£irst of its kind in the
region. Private sector leaders have expresced their pleasure at this
£urn of events. '

The Government of panama remzins generally committed to
t.hé continuation of the "revolutionary procéss" whic'h emohasizes |
redistribution of national wealth a;xd resources. -It'seeks to enlist the

- .
energies and resources of the private sector in extending that process.

Wile some éovernx;ent leaders 4o not share fully the

private sector's pragmatic views, most Panamanian lezders are aware oL

the need to have a strong private sector supporting their eflorts to

redistribute the nation's wealth. They appear to recognize the need for

A4


http:PanaL-~nie.1n

23

an expanding tax base .f‘ro:n wvhich to finance various Government prograss.
There have been significant indications that restraints, either real or
irrggined, are being removed from the priva'te sector. There are also
indications that top GO? officials understz=nd thet the re\folqtionafy
process cznnot be expected to continue ‘without the support and assistancs
of a vital private sector to complement and finance the work of the
public sector.

The Cabinet changes of April,
GOP is continuing to turn toward a more balanced approach in its

relationship with the private sector, and offer the prospect that the GZP

. ——

will favor pri'vate 'enterpris'effe:":'ep mére in the coming years.. In
addition, the Na‘.:ioﬁai Guard continues .to exercise a strong voice within
- the nation's political process, and its new Commander, Gen. Paredes, has
aévocated a2 strong private s_é_c_:t;g_: in the nation's eéono:ny.

The C3I has a'_.:;par“enﬂy cuickened the Governments'
interest in accommodating the private sector and has led to a more
focused dialogue between them. The Office of the Vice President has
ascumed the responsibility for directing the effo:té of the Govermment in
respect to the C3I and it will clearly continue to receive serious

attention at all levels of Goverrment.
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Investment Climate and Incentives

The climete for foreign investment in Panawa is
positive. Government attitudes and ircentives encour=ge foreign
‘{nvestment, essecially in Sectors which will provice sicnificant

employment opportunities for Panamanian workers. Use of the U.S. dallar

and the absence of mechanisms for controlling financizl transactions

guarantee unrestricted foreign-exchange flows. Tnis is one of Penzma's
most imoortant assets in attractinc foreign investment. In aséition,
Panzmz mekes virtuzlly no leczl or practical distinction between foreign
ans domestic private investment. There are no.restrictions on foreign

ownership of industry, onlf'i_é?ailing and certain professions are limited
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to Panamanian rnationals. - A nunber of tax and other incentives are

available f'or.foreign investors in such-arezs as the Colon Free Zone, .
inancial, Tourist and Industrial Sectors.
In the Colon free Zone, business2s are entitled to

very favorable tax treatment on their externzl cparetions, in::lu:‘ing a
maximum greduated income tax of 8-1/2%. 1In eédition, they receive
libe,‘;al tax credits,- based_bn er.ploymeht leve.}s, ané a 95% inco:re tax
rebzte during five years for new éims neetmg certain investment
requirements. Firms are exe:.é:ted from other typss of taxation, except
real estate taxes.’

' In the £ihancidl sector, banks are exempted from
income tax on international ope:ations‘. Special provisicns safeguard
privacy of banking record;. In 1976, fc':llor.."ing its success in promoting

the bankiné industry, Panama established special laws Gesigned to promcte

-

growth of a reinsurance center. . The law exemots profits from reinsurance
on foreign risks fr;:m incoime taxes and loczl insurance taxes.
In the tourist sector, legisl;tion enzcted in 1972

‘;l‘:cx'i:'.es broad incentives for investment in tourist fzcilities,
ir‘xclulr.ii;;egenption from import duties on materials ané furnishings and
exenption from income, property and other taxes. Despite these
incentives, the tourist industry in Panama remains relafively undeveloped
canpared to other Caribbean nations which offer' similar advantages of
climate and proximity fo ‘the Tnited Sta-tés. "

| In the Industrial Sector, Panamz has promoted
manufacturing production through special incentives for many years. The

most important incentives offered include: exenption during a contract

~ BEST AYAILABLE DOCUMENT
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period from import duties on equipment anc raw réte:ials; exemption from
incoré taxes on reinyésted profits exceedinz 20% of net taxable incone;
and soeciai provisiogns fo:.loss carry-cver and depreciation. Panaﬂ.a-u.an
law also provides speciz) tax incentives for manufactured s~a other
exports, including total tax exemption based on a system of cax credit
certificates.

In a3dition to the zbove ;ncentives, in 1979 Panama
estzblished a specizal incentive prog:am for pfémo tion of "Iight assexbly
industr 1es". 'Ihe program is cxes:Lgneo for companies vnich w:Lll export
their entire productmn of finished procud:s It is anticipated that such
companies will import most ?:lthe ,;egu*.red corzonents for tlj:eir asse'rbly
operations. The procjram is acministeréd by the Ministry of Planning and
* Zoonomic Pa_lcy and provides substantial assistance to promve
investor s, ..ncluamg completing legal and technical recu*rements and
recruiting labor force.

The United States and Panama have signed
Bilateral Investment Treaty (3IT) that will formelize rights and
g:aarantees of investors in each of the two countries. The &5 ene-:.., "2S
currently structured, will éover key areas of interest to existing and
potentiai investors such as national treatment; compensation in case of
expx:ppriation; indemnification for war damage; trr-=sfer of cepital,
p‘rofits, and funds; and settlement of disputes between parties and, .

; tween indivivuzls and firms and parties. The agreement, when ratified by
legislative
will not only reinforce the position of existing U.S. investors in the

a.lready favorable Pananaman climate for foreign investment, but also

serve as an additional motivation for new investment. At the same tin‘e
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&hé Goverrment's cucrent policy is not to expand any
£urther than neéessary into areas:that-are traditicnally tnougnt or 2s
belonging to the private sector, although it continues to enter into
partnerships with private foreign invéstors for the development of large
projects, such as,the"Traaéﬁﬁénama“Dill?ipeline ané the proposed Cerro
Colorado Copper Mine. |

Tne GO? has indicated that it woulcg like to -sell or
otherwise dispose of some of its less proiitable énterp:ises, such as the
Contadora Island Hotel, an oil ;EANLplantation.project, and the National
Machinerv Corp. It already has closed its Pacific Banana cperation.
Others su;h as the large Li Victoria Sﬁgar Corporation are important
émployer; and cannot be phesed out in the short term, although current
policy is to examine various alterhatives and, if Eossible, to move in

that @irection.
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Government's Role in the =Cohomv—

Water, power, and telecomunicativn seivives cre

state-owned, along with some finencial services (the Banco Nacionzl, a

’ ‘e

savings and mnrtgage bank, ang agridultural and industri:il develomnent
banks). .Also state-owned are the railroad, port facilities, the national
airline, a bus. transport company (although most public transportation
rexains private), some tourist facilities, the National Cas:‘rrib's and Race
Track, and the Colon Free Zone.

The Government owns two industrizl operztions, the

12 Victoria Sugar Corporatign ;ﬁd'thg Bayano State Cement Enterprise, and
. I F) ’ .

operates Citricos de Chii:ié;ui, 2 large “juice concentrating plant and
citrus growing operation. In the agricultural field, the Goverrment
distribute grains (except wheat) and some vegetables through the
Asricultural Marketing Instj:r'.izig.'.‘ It also owns e flour mill, a meat
processing plant, banana planations and has been involved in the

formation of collective farms and cooperatives.

Iabor
O a total workforce of about 550,000 more than 20% are
gmployed by Goverrment. 2griculture and industry, the sectors on which

the GBI is expected to have most imsact employ only 29% ané_m%.

BEST AVAILALLE DOCUMAENT

\&



. - Y =
respectively. The industrial labor force niwbering only about 53,060

counts only about 34,000 of its members as permznent mployees. The
trair.x.ed industrial labor pool is thus small and will undoubtedly
constitute & bottleneck in industrial expansion. Such eypansion is
expscted to be the main absorber of tﬁe uneT2loved who now are estimzted
Oy USAID to nuwber close to 100,000.

~ Vnile such a national rate of unemployment is in itself
-cav_se for corxcern; large poékets oi:?; higher u'i,e:';f.ployment dot’:"tl";é urban
areas. In Colon, for example, une:.-glc;ymnt may be 2s hich as 25%-35% of
the workforce. 1In 1975-80, an AID survey in four low-income
neighborhoodé'in Panama Ca.ty}.-’angﬁ C:‘:Jlgn found unemoloyment rates among
Jow-income families of almost 40%. Unefrploysent, at 24% for this survey
sample as a wiole, rose to 395 for individuals from families with per
czpitz incomes Of S500 or less. For women and young people unemployment
rates were 45% and 65%.

Although policies and programs to reverse growirg
unemployment are now'lseginning to take shzpe, the workforce is growing,
rowaere more so then in the metrépolitan are: surrounding the canal. As
- a result of & declining birf.h 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).- "mere‘.o::e», whereas the
labor pool was 53% of the population in 1970, by.the year 2000 it will be
.m the 63-67% range. The economically active population (wh:.ch :.s about
60% of the lc-bO" pool) is forecast to double in the 25 year peried, from
537,000 in 1975 to 1.1 million in 2000.
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The metropolitan area wzll 5005 comp 2rise half the

nation's popula:ion'—- and no abatement in urban migratien is erpected,
hccoréing to the lét:est, probably 'unde:sté:ed, official data, some 58% of
the total national econamiéally active population is located in the
Metropclitan Area.

Taree factors presently WOrk to keep unesployment high;
the first is the imsact in. Pancma of the 1975 -77 reﬂecsz.on, caused in
part by worldwide dislocation cue to -Har:p .mcreases in OP::C' 5 oil
exports, but 2lso by 2 drop in domestic investment resulting from
unfavorable reaction to a series of Government policies (e.g., price
controls, labor coce, e.lem? of busmess leaders) and left:.s.. rhetoric.

t until 1979 did the eco}n;my reattain 1974 eroloyment levels, while the |
TAP steacily increzsed. The second factor, alreadv ment:.oned, is
po::.:lat:.m ‘growth and growth of the labor pool 'Ihe t.hlrd fa-tor, is the
relative capi ':.al-nte'xslnt}'/' <.:f. the econcmy and the polities which govern
it, which translates into fewer jobs per dollar invested.

‘ Using altema..lve assumotions about the GNP growth rate,
"it appears that if unemployment is to bz held at reasonsble levels, the
econcay nust average an annual GN? 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.gziow'th rates under
cor{ditions noted above could bring abou* uneroloyment rates ranging from
lO%-29 5% over the 20 year per:wd f:om 1980 to 2000. The 3.6% GNP grow:h -

ra..e exoenence*’ in 1981 and the lower rate predicted for 1982 fall far

short of meeting the employment requirement.

—a
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Information concerning the supply of skilled labor is not

reedily aval.abd.e hcwever, it is generally assumed that skilled workers
are in short supply.

Izbor productivity is é.not_her area in which reliahle
stetistics are not available. The Panamanian work force i.s.,“ however,
considered to be as productive as the work force in other Central
Frerican countries. 2s shown by the recent record procuction levelé of
the Panamz Canzl Commissioh, the Ijana:re.nian; wﬁrkér is re;ponlsive to
incentives. Informal comparison’s.:éf' 2 Panzrmanian plant with a nearly
identical plant in Costa Rlca show slightly higher per worker output in
f&nama.

Altho.ugh only 15% of the workers are unionized, unions

&ze-politically influential., Unioas hzve concentrated the:.r orgamzmg

effo't.s in the trans-:or;. and serv:Lce s'"':ors of tne econony, bpt.w.th
strong.suoport also in the b‘e.:'zana pPlantations. Some important sectors,
such as bankirg and _the Colon Free Zone, are not well o:_ganized.

. Mlnunum waée rates are estzblished by the Government, and
differ on the basis of type of industry and geographic location. While
t.his gives the Govermment a strong role in the wage setting procedure,
‘collective bargaining plays its own important .role in certain
incustries. The present minimun wage in the Pana;n.a_pi.:cy/&»lon arez is
S0-75 per hour. In the rural area it is $0.65 per hour. In July the
minimm may be :.ncreased to 50.95 per hour. Most mc:ustnes tend to pay
slightly hlgher hourly wages than the minimwm for unskilled workers.

Fringe benefits, many of which are legal requiremencs of

the ‘Tabor Code, add approximately 40 to 45% o the average wage Costs.
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Little information is available -on work conéitions and
the infustrizlization climate, ‘especially on z sector by sector basis,
Compliance with the standards of, protection ozfered to the workers by the
lzbor Code is cenerally considered better by foreign-owned industries

"than by locelly owned comsanies, perhaps bescause of stricter regulation

by the GOP of these standards in foreign-owned enterprises.

cop Policies and Irstitutions

- mittent attention to

1976 the GO? ‘nas given inte
stment in the private sector,
try. Kmwng the

since
i imilate inve
measures designed to stimulate 1N

terect 1i indus
rough £iscal jncentives to attrace light 1n

rimarily th

\®


http:incentiv.es

33

incentives are complete exeiptions from: is.‘.:)ort cuties, manlatory

contr lb.x..lons, taxes on machinery, ecuipment a-za spare parts used in the.
assambly process, :u-::o—t duty exemption on a‘l raw r.ater-als or
sem-;mr—*ﬁed conoonents used in the asse:.blv process; totzl income tax
exenptions, :mc_udlng any capital gains or income generated by ex;:or..s.
One of the principel aims of the fiscal incé.ntive package is to make the

"~ Republic a2 proressz.na as well as a d stribution center. To further
stimilzte the loc;tlon of light assenbly in Panama, the Gov:emrrent grants
“in boné" licenses for assembly plants amwhere in the Re:ubl:.c so that
these can be located near availabla labor pools outside_urban areas. |

“The light assemhly p‘rog_;am Maguila Progrem), which
started in the first quarter of 1573, had seven companies with signed
c*;"::acts by the end of June 1980, for a totsl investment of $24.4
million and the creation of 1,612 Jebs. Negotiations with twelve foreign
firms are currently taking plaZe.”

As an encouragement to export industry, GOP regulations
pzov_ide for granting negotiable tax.credit certificates valued at up to
20% of the value added in the production process. The reculations have
recently been amended so that these certificates are now fully neéotiabl::
nine months after their date of issue. Iegal and administrative measures
have been app.':ove;d to promote the export of meat, sugar and other
produéts.

The response by the private sector to the incentives of

the 1976-80 period has bes=n 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 latter's incorsien into private sector
activities (e.g., na..ion..alization of the vtility companies, and firancing
of state cement ané sugar industries) and the prowulcaticn of z very

| pro-lazbor Labor Code. Eliminating the suspicions and doubts, whicl'.
inevitably arose-as & result of these incursicns, hes been"a slow &nd
Cifficult process for the GOP. Since 1881, however, there have been
um.istakab;e .signs that the Governmwent and the privete sector are moving
toward & workable relatiosship: the Labor Code has been'fa\io'rably
amendec and both sectors have begun a geries of dialocues that augur well

for repprocherent.

. Not in recent mwemdry has a Panamanian Government taken

ks

such an active role in presenting and.explaining i.ts new Budget, and
future investment and development plans £0 the nation 2s it @id with the
l§82 budget. Newspapers carried a.series oi articles e-xplaining the ™
plans, costs and benefits. "And,- underscoring the imsortance the GOP
places in gaining acceptance and cooperation among the many elements of
society, hich Government officials, with the Vice-President taking the
lead, took the message directly to leading financial, industrizl,
business and labor gfoups,’many of whon have been openly skeptical of
Government intentions in the past.-

Wnile it is unlikely that the GO?P will ever consider
totally eliminating price controls and .inte:es‘r.\ ratg subsidies, chere is
an apparent camuitment to imorove thes_e policies. The GOP is kesnly
aware of .the problems that price controls can create and have created in

Panaza. Yet, it also recognizes that a small economy like Panama tends

to contain monopolies and oligopolies which require some reculation.
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Severz) plans for establishing a new pricing pol:ltcy are circulating

within the GOP.

The GOP has recently intensified its interest in export
inlﬁust:ial development. It is reviewing t;.he capzbilities and limitations
of the existing institutions and programs which bear upon the export
secter; and is seeking to establish new institutipns and coordinating
mechanisms to improve publ:.c sector performance. In pursuing these -
interests it is contmumg to consult with pn"va.te sector represen.atlves
and with international organizations. Recent Goverrment initiatives
include the following:

Agtia;ltur;],fmﬁcg‘. Development: Several initiatives are

being undertaken t;r being designed; Principal ameng them

is the uograding of MIDA‘ s planning 'division caaabil:.ty te
analyze the ‘i";:a's:‘- of pricing and other pol:.c:.es.

Issuznce of MIDA s Basic Lines of Action, in whlch concern

-for the entire food system and the institutions' that

service it is manifested. This is an important change

from past programs which tenfed to focus on food
~ production problems in isolation.

Issuznce of a Draft Agricultural Incentive Law which

recognizes the need to make the s_iectpr JYesponsive to

market forces and private investment.
. Creation of a Small Scale Enterprise Extension Service.

The BNP is initiating technical extension services for

small-medium businesses to strengthen their technical,

financial and sales and manacement procedures.
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Employment and Industrial Policy Review ang Development:
.'Ihrough @ BID-financed industrial sector study, industrial
policies will be examined to assess changes needed to
atf.ract more investment. Price and interest rate Policy
analyses will be key ele:pents 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 recommanded

solutions to the Executive and legislative Branch of

—existing constraints,

As a result of a GOP funded feasibility study, a National Investment
Council (NIC) has been established and 1s now operational. This
provides a "one stop" service to private investors. Governed by a
bo;rd 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, An;budget,
ajyxgggzgy, has been approved for the agency, aﬂd excellent st;ff recruited.

It has already induced several U.S, and foreign firms to establish

operations in Panama.

An &xport promotion function is carried.out in the
Ministry of Commerce and Industry (MICI), in & Gepartment which also has
a foreign investor search function. A‘.Lthougﬁ the division has overseas

representatives in Zurich, Tokyo, Miami, Los Angeles and Washington,

Bren e
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trese are cenerally non-professionzl. The Acency is hasically passive,
in that it respends to inzuiries generated by a UN funded network and the

Interrztional Trade Center in Switzerland., It pudlishes the substance of

these incuiries in a weekly peper which is distributed to the industrial

community. Companies which invest under the provision of laws

administered by this department may receive export bond payments.

o a—— — -

The Maquila Program a previously independent industry
promotion operation has been absorbed by the ICP. )

’ : " It provides‘special incentives, such as exemztion from: -
certain. aspects of the Lzbor Code, a "one stop" investor assistance,

'service assistance in acquiring access to finance ark! in conpliance with

export formalities. Firms J’,nqgsting_ in Panama'under *he provisions.of
. ’.;',n 4 Tl .
the "Macuila law" are not eligible for-'participation in the export bond

" program.. This ineligibility has limited the atiractiveness of the

Maguila Progranm to investors, but the organization has pProvided excellent
and rapic service to foreign firms who have used its facilities and is

well regarded by those fimms.

The recently established Folicy Rnalysis and Research Uhit
(PARS) within the Ministry of and Corméi‘ée Industry is also beihg

considered for integration into the NIC. ‘The analysis and research

HiHerTaKing pianned by the PARS have since the (31 been increasingly
focused on those areas of ir;t.;.{}i.;i'which may bear upon Panamenian ability
to export cometitively. | |

COFINA plans to estzblish 2 discount window for export
loans made by commercial banks. A local cénsul::a:-.t is—prepzring 2

Project pzper which will Provide the basis for a loan request to ID3 for

funding of the window.
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c. Private Sectdr Organizations and Activities

Panama' s Private Sec.:tor Organiza'tions (PSO' s) are grouped
in a relatively sophisticated.network which effectively reoresents the
fuld spectrum.of business inEc_agést‘s. Prior to 1968, tl::ese o':gam';zations
wozked closely with GOP insti/t';;tions towards the irprovement of business
CO'IG‘.th“ls related to their specific activities. Membership-wes linited
) mamly to the larger better cam.tal-znc: conzanies that could afford to
belong. High Government officidls were on the whole drawn from these
groups and the upper stata of professionzls, thereby providing a natural
_and._cor:tinuous link petwsen the two sectors.

With the establishment of the Revolutionary Governmment and
the subsecuent proscription of political parties, cooperation faded. GOP
institutions were reorganized to reflect the aim of the Rewolution o
effect socio-economic development throuch cirect querr‘m‘r-enu part1c1ua~.10n
in 211 sectors. To open the way for this new syste-n’, leglslat:.on wes
enacted frcn 1969-1974. which substan..:.velv restncyed market forces and
business pv'ac..:\.ces. Op::resswe pnce cn'u:ro.; -we*e pu.. on everything

from beef to lumber. Rents on residential and commercial properties were

frozen and existing contracts had to be mocified to acree with new laws

StSt AVAILa G PUCUMENT
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end regulations. A co'r:::lex and pro«...:ctwity-llmtms labor Code .was
enacted into law. This tended to exzcerbate labor unrest and, in some
cases, contributed to collapse of previously profitable companies.

These legal and fiscal uncertzinties forced the business

sector to look to the PSO's for lecdership and help, in moderating the

.Governtent's position. The 1873-74 construction slip and record high
" interest rates intensified tensions.f. PSO mefbership incréased rapicly
and attendance was high.

The Camara de Comercio . Sindicato de Industriales (SIP)

Ascx.;ac:.o') Panamefia de Ejecutlvos de Brzax:esa (AP=DE) a.nd Carara Pana. ﬂa'
de la Cons._ruc,mn (CADALC) 5e’éd:ne neetmg places where busiriessmen could
‘exchange information and devise unified responses to the evolving

* policies of Government.

The PSO's united'under the Consejo Nacionzl de la Empresa
Privada {OONEP) which became the frontline bargaining rep esentative for
b’.:siness on mzjor issues, while the incdividual PSO's represented the more
spec:..:.c interests of their memberships.

As £ 1ct:Lon oeclmed and businessm=n learned to wozk
within the new framemrk attendance at meetings cx:cpped but membership
continued tb grow 2s new investments began slowly to be made. At the
szme time prominent businessmen and professionalstwent into Govermgnt
service an3 worked t:o mp..ove the busmess eﬁviroment.

o ﬂbcay, the FSO's are surprisingly active and positive
organizations led by a new generation of managers and proprietors
teméered by a decade of interaction with their Govermment and by the

problen of worldwide inflation.
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Following the legalization of the political parties in
1979, and a series of Goverru'nen‘:: actions. intended to. accomodate the
private sector, the Goverrfnég;:. pas 'takén Steps to in:.ensify the dizlogue
with the private' sector, through thei.r represzntative organizations.

The Vice Presidency has invited PSOs to review the
Goverrment's Investment Plans for 1982-86; the !v'.ir;.isters of Agriculture
and Comerce and Industry hels a day-long ccrfezence, attended by the
President, to explzin to the private sector 1982 plans of the public
sector agriculture agencies. The President of the Fepublic has met with
the Inter-zmerican Courcii-cf Commerce and Production (CICY?) to Qiscuss
economic éevelo;ment and col.'Laboza'tion; high Govermment officials
Ministers, Ambassadors and heads of autonomous institutions) have
participated in the Annual Confereice for Busine:s.s.:mgchtives, explaining
their programs and projects. Moreover, a pProgram is under develomment to
stinula;.-.e and coordinate private investment through the
Rationzl Investment Council, which includes. .I'SO representation. 1In
}'fact, the Private Sector Organizations now have such an active role in

GOP policy making, that it is imsortant to know and understand their

pariiéul.ar areas of interest. A short background on each PSO follows:

bE:if'A\//U:i.ﬂ.BLE BOCURERT
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A. onsejo Nacionzl de la Ewresa Privada (CONED)

(The datiocnal Council of Private Entercrise)

Ihe. Consejo Nacional de 1a Irpresa Priveda wes organizea in 1984 as
the political arm of the Private Sector. Its major objective is to
pzomote and strengthen the free enterprise system in Panama. CONEP is
organized as an institutior},gﬁ,’in'stitutions, representing the major

business and professicnal organizations in the country,

Qurrently Lunes 1s active in formulating broad.palicy positions in
representzticn of the private sector and consulting on both a2 formzal and’

informzl basis with the GOP.

——

2. _sipdicato de Industriales de Panama (SID)

(Industrialists Union rof Panama)

The SIP was founded on August 10,°1945. Tt objective is to pramote
social ani economic development throught the advancenent of industrial’
activity in general. sSIP started out with 22 manu-acm:mg f:.rms and now
has 278 members, It t has

representation in jeint P*zvate/?ublic Sector Commissions which shzp2
economic policy. Work is underway on L'-:p:cverent of such diverse lega,
systems 2s the labor Code, Social Sewrity Laws, Tariff Code, ete.
SIP has been very active in Pramoting an open dialogue between the
public and Private.sector and ‘has, heatdd a gorles of meetings at the
h.ighest level in the GoOp.
BEST AVAILABLE DOCIswiENY \(\,]
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At present SIP is Promoting he'credtion of a productivity center,.
and- USAID/Penama, .at their reques’tl,' is pfovidlfgtec“.ﬁxcal éésistaxne,
throuch the Zmerican P:od&ivity. Center, to help cc@tﬁalize‘ such a
projéct-

Camara de Comercio, Industri__ I i acULCULG U SAIIATA

Qanama Citv Chacser of Commerce)

The. Czmara de Comercio is the oldest business organization in panama.
(founded in 1915), and is the Principal representative of the ‘ |
merchandising and service campanies in the “Penama’ City area.

At't:.'ﬁe éiéseﬁt time the Camara has representztives in several joint .
(Public/Private Sector) commissions dealing ‘with such areaé- as tariffs,
customs cduties and procedures, biiét{ara.l trade agreements and price
policy. These .representati,v'es are supported by salaried Camara exployees

ard volunteer work comnittees..-

il
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mhe Rmerican Chanser of Commerce of Panzma has
several ideas and aireao'y has contfibu'tec‘: veluzble ossictance in lobbying
through its VEsh:}ngtcn contacts for passage of the &I lezislation
without major éilution. The ACnam has offered its assistance to the GO?
in intensifying and meking more effective promotion eiforts in the United
States. It plans to proceed with preperation of prc:nothn materials that
will be more effective with corporate decision-makers tharthose used to
gate and to use the resources of its_."ﬁa-.bership to disseminzte this
info'Tnaﬁion: |
D. Asoc1ac1on Panzmeliz de, Ejécutivos de IZmoresas (2PZDZ)

] [
(Panzma Business ':-D(eCLlulVES FSSOCZ‘.E‘JLC'.‘.)

The ASEDE was founed in 1958, by a group o% Panznanian businessnen
meeting at the Centro de Desazrolloy Productividad Industrial (CDPI).
The Centro was a: chernment. ln.s':?mtlon conceived to introduce
technological and management practices to existing Panaman 1a.n
industries. During the 60' s APEDE developed the Centro de E:stu:hos
éuperiores de k‘zministracic;n (CESa) which began oZfering cousses in
business aéministration and finance. C=SA today is the principel

non-profit instituticn offering management training in Panama.

BEST AVAILABLE DOCUMENT



£. Camara Panamefa de la Construcc zidn (C:2AC

(Pznama Construction Chamber)

The Cararz Panamefia de la Construccion (CAPAC) was organized in 1961
as a private organization \;}:'zch"g,rouped builders, suppliers and
profe551ona.s in the comstruction indiztry for the purpose of promoting,
developing and protecting the sector' s activity. Its membership is large
an¢ active.

As the rep:esentative. organization for one of the mest important
;':',ecto:s in the Panama economy, the CAPAC has been very active in the
formulation of Government fiscal and legal policy ‘related to new

.residentizl construction.

'Since Panama does nct heve craft unions to oversee and afminister
the traininc and licensing of skilled wnrkers, the C2PAC, together with
the construction workers uxﬁon, has estanliched basic skill catecories in
each spé.:ialty. CAPAC carries out trainins prog::a'ns and seminars for

laborers aimed at improvement of manual and supervisory capability.

F. Ascociacion Necional -de Ganaderos (ANZ3AN)

(batlonal C‘a ttlement s Associa..im)

me ANPGAN was founded % 1958, 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 2 seriec nf o ﬁnnv_'\':ee‘!'f\-n-— .
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G. ksociacion Bzacaria de Panzwte (ASP)

(The Panama Bankinc Association)

Eighty percent (80%) of the banks established in Panzma are meshers

of the A2P. .'Ihis organization's basic objective is to promote the
interests of its affiliates in the Panamenian Banking System. The ASP
represents its members in 2 series of GOP commissions where it has an
opportunity to voice its opinions on matters pertaining to the

.develop:r-ent of the International Bankiny Center.

"E.  Asociacion Panamefz de Doortadores (ASTX)

(Panzmanisn Bxoorters Association).

The 2PEX is an organization Which was established in 1976 pr imarily
by membe:s of SIP to represent ex::orters. "He association recently
became actlve and, with the arnou'zcene.n‘- of the 31, steps have.been
tanen to explore the possibilities of forming a 'I‘radmg Conpany.

I. C.unbEjO interamericano de Comercio v Produ:c:.on (CICYR)

(Interamerican Council on -eormerce and Productivity)

The CICYP is an Interamerican Federation established in 1941, 71ts
local membership in Panzma include about 40 key business People who have
been former presidents of other business organizations. CICYP Plays a
low Key role, promoting activities w‘uch éncolrage and increase private
Sector participation in economic policy analvsie *nd programs in
genezzl. This organization continues to sponsbr, with USAID/Panama
support, - semma? for private sector leaders in July 1982, e

| participants - - .reviey{ the Tole of the p:iva‘.:e sector 4n the econamic
-and social»developnept Of. Panama and devise . aCtiOn‘plans to strengthen
that role. | 2 ,ﬂ,g.gg ABLE Doprae



J.  Fundzcion Panamefia para el Desarrolio (FUDATE)

(The Panzwmanian Foundation for Develcment)

The FUDAPE is a private volunteer o*" -J.za..lon which was cz:eatea in
hucust 198) and is zimed at helping mic:o-ente:'a:;ses through credits and

> oo

technical assistance. FUDAZE is Just in the process of organization and

(PRDF) in its initial stages. Drawing upon PADT experience elsewbere
this organization can be used to thannel assistence to cottage industries
and snall contractors in an effective manner,

K. Small Scale f‘-xter::rr:.se O"cam.zatlo"zs (SS=0)

Union Nac:.onal de ‘-‘ec:be"xas Indust.zaa (PI)
(Nationzl Union of Small Industries)
Sindicato Nacicral de Pecueflas Evpresas (SINAPE

(National Unien of Small. Enterprises)

UNPI and SINAPE are essentially voluntary organizations. They have
Boards composed of members elected to office and have no paid ;;aff
members., Both UNPI and SINAPE, have the following common objectives:

- Established a fund for financing SéE's

Create a technical assistance service for members
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Create a lecel departmment to serve renbers

Promote changes in various laws which adversely ‘affect SSE

Since they both have relatively sn2l) memberships, and are comoeting
for recognition as the principal representative of small ix"xaustry, they
have been largely unsuccessful in getting the institutional supoort

nesded to move into a productive stage.

L. Com=zferos de las Americas

(Panema~-Delavere)

The Compafiercs have rec'ently initiated joint programs with.their
éounte:part in the State of Délawg:e embedying a wide rance of areas of
cocperatién.

The Paznama-Delaware group will exchance comercial information on 2

regular basis principally to stimulate investor interest in 'locating

in Panzna and in idenbtifying z.—.é.rkets for Pan=manian exporters in

Delaware.

-  Under an arrangement between.the University of Delaware and the
University of Panama, a scholarship program has been formulated
under which Panamanian students will study business aéministration
in Delawzre.

- The Compa%eros have met with officials of the Port of Wilmington in
order to develop communications with Panamaniaf businesses with

potential to use the port for imoort or export.

BEST AVAILABLE DOCURIENY
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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

A
small industrial parks in the interior are in various stages of

planning.

BEST AALABLE DOCUMENT
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