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A. Summary 

The Central American integration movement has achieved notableresults in stimulating economic development within the region. Sub-
Otnatial pro:.yress has been made in increasing intraregional traife,!cveloping in:3ustries and implerenting a regional infrastructure
-ct"7ork. By contrast, the integration movement has ha( relative-,'
little irpact on the agriculturnl sector. Although agriculture;:ritributes roujhly 33% of the region's GNP, and although Centr!

*iericnn ineNtrialization 
 is heavily dependent u'vn the increasePL-o uctivitv tn, b-Iuying nower of the agricultural sector, there_ve lmeen fc, concrete, substantive measures at the rerjional levelt1-, ccelerate the developr.nt of traditional -nl cO.Mrerc,)Il aqri
:ultt 're. 

The 2)eri.,anent Secretariat for the Gener,]. Trent,, for Centralerican Fc-)norc Integration (SIECA) is the primary regional",ri.i',ti!oo resooncible for a'irnistering the Codr-on 1,r-rket ,PO
:r> coorin.ting national economaic clevelopment vonrarms !.7ithin.:e iona! gui'lelines anO oriorities. SIECA nlso ,All serve Ps the,ccrctarivt to the Centrcl American Aricultural Council, " ich - cornsose, .o the r'inisters of Y\riculture of the Co.on I arlcet.*.)untries. -.ecognizing the urgent need to d]evelop reiionml Y3i,-oo and oroJrir..: for nccelerntedl l] ricultursl develo rent, 
 SIECA),s reueste the nssistance of ROCAP to provide tecbnic, l qulnce-n-' to expnd its aqricultural staft. ROCAP Pree_tohas a provi-'e_wch assistance over in four year perib-. This assistnce ,,il! c
31ot 01 salrw, zurnport for four positions within SIECA's e:cpon 1e.
:,o,ricultural staff for t) ye,ars; speci,-lizer- U.S. short-term
•'visors on s.eci-fic problems over a four year perid; andI the
 - a-tial Financing of communications 
 costs rnr P market pricei:ei>.rtinq svster. Total allocotions Lv ROCAP for the four-year
•r rnr are eti-te,, at anout $Ill.,rn). 

Fly assii i t:e:>c ].ar cr-stz -f the nc-, Tisiti,ns and the 

p:;upor:t, SIEC" -ill contri'ute 7irectly azout $7G,, I to this
project. Other in.lirect costs 
to SIECA such as office space,3ecretarial services ,nO administrative sunport are estimated

7.t about 24,0,00 over the four year period. 
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As a result of this aemistance, ROCAP believes that SIMf ill 
help to develop regional programs contributing to an annual increase 
of about 5% in agricultural production. More specifically, we look 
to SIE A leadership in creating a market information service: in 
formulating regional proposals for land and agricultural export 
taxes: in establishing a regional camercial agricultural production 
incentives program; in establishing a regional grain storage system; 
and in reducing the area's dependence on coffee exports. 
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B. Setting 

The agricultural sector in Central America has not yet been 
significantly affected by the establishment of the Common Market. 
While regional trade in agricultur -l products has increased from 
about $16 million '.n 1960 to roughly $41 million in 1966, agri
cultural trade as a percentage of total regional trade actually
decreased from about 48% in 1960 to less than 25% in 1966. The
 
thrust of the CAC1 to date has been directed at industrialization,
particularly import-substitution in assembly and light manufactur
ing industries. However, the CACm has not implemented concrete
 
measures for increasing the productivity and purchasing power of
 
the roughly 501 of the region's ponulation involved in domestic
 
agriculture. Therefore, about half of the Central American popu
lation is unable to serve as an effective market for increased
 
industrial Production. 

In 1966, agricultu,e accounted for one-third of the Central
 
American GNP and produced about 95% of all the goods exported from
 
the region. 
This reveals little change in the historical importance
of agriculture in the Central American economy since in 1950, for
 
example, agriculture represented 37% of GNP and about 99% of ex
ports to the rest of the world.
 

The outlook for commercial agriculture, which has played a

central role in the development of the region, is not particularly
optimistic. Coffee production is the largest industry in Central
America and the single largest employer. This extreme dependency 
on coffee is dangerous at a time when the region as a whole is
 
producing more coffee than it is allowed to export under the
 
International Coffee Agreement. 
Central America can anticipate

no substantial increase in export earnings from coffee theover 

next several years and continued investment in the coffee sector
 
is economically a dead-and street. moreover, it also may lead to
 
such a production surplus that the countries will be tempted to
 
export above their nuota and the delicate coffee price structure,

which is built on the ICA quota system, may fall considerably.

While the problem of coffee over-production is immediate there is
 
no satisfactory resolution in sight. In competition for coffee 
quotas, the individual countries are extremely reluctant to take 
measures to cut back on production. There is some possibility,
 

UNCLASSIPIED 
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however, that constructive measures aimed at reducing coffee production could be initiated on a regional basis with the cooperation

of all members of the CACM.
 

Market projections for the other major Central American exportcrop, cotton, are equally pessimistic. The cotton boom that beganin the middle 1950's has already slowed down substantially asCentral American production costs have increased tremendously inthe last few years. Post export projections agree that Central
America can not anticipate major growth in this area.
 

Export market studies for non-traditional agricultural export
crops show that, while foreign exchange earnings from the export
of these crops could not replace the sharp decline of coffee and
cotton, there is considerable potential for export that could,
over a long-term, place the comnercial agricultural economy on a
much more stable basis. 
While much rewains to be done in the
identification of these new markets, the basic problem is the lack
of incentives for investment in these crops. 
Due to its low production cost, coffee is still a lucrative investment for fie individual farner who can hope to increase his share of the market in
competition with other farmers. 
On the other hand, investment in
non-traditional crops appears very risky. 
The market is still undetermined as compared to coffee, cotton or 
bananas; production
techniques are nct so familiar; and credit is not readily Pccessible in the absence of any crop insurance s/stem. 
 While each
of the national governrents is sponsoring at 
least a token diversification program, there has not been a frontal attack by public

authorities in the region to meet this problem.
 

The basis for a broad, regional program aimed at the diversification of agricultural exports does exist in the recently-formed
Coordinating Conwnittee for Agricultural Research. 
This Commtttee,
with SIECA as its Secretariat, could undertake coordinated programs
of investigation into agricultural diversification, and could work
with CABEI to establish a financing mechanis, for an incentives
system to coordinate and backstop national diversification efforts.
These incentives could include: 
(a) cro insurance to guarantee the
farmer against the loss of his inputs in the event of crop failure
from uncontrollable natural causes and to make private sector credit
more readily available for such new enterprises; (b) pr*4uarant*ees
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for the new commodities; (c) asogiated agro-industries to supplythe necessary inputs and to provide post-harvest facilities forstorage and processing for market and for the industrialization ofby-products; and (d) marketing assistance through studies of potential markets and information as to grades, standards and most
efficient shipping arrangements.
 

The basis also exists fox a regionally coordinated program forincreased production and distribution of non-export agriculturalcommodities, especially food products. 
The highly pronounced
seasonal and year to year variations in prices from which nonexport farmers traditionally suffer are a crucial factor in discouraging traditional sector farmers from investing in improved
methods of production. 
There is solid evidence to indicate that
farmers will respond favorably to marketing assistance such asprice supports since historically good prices for traditional cropsone year have been folloed almost invariably by substantially increased harvests the next year.
 

The Special Protocol of Grains 
(see CAPTO Circular A-147 of
February 21, 1966) now has been ratified by and is in effect for
four countries - Guatemala, El S-1vaCor, Honduras and Nicaragua.
This Protocol obligates the governments to "formulate and executenational programs for the production and supply level". The keyprovision of the Protocol is that each national grain board mustgive first priority, in meeting shortfa lls, to imports from other
Central American countries. Ii:nports from outside the region can
be made only after consultation with other countries. In the past,such imports from outside the region have been made almost exclusively by the national grain boards which have been exempt from thepayment of duties. 
Under the Special Protocol, imports from outside
the region now will have to pay a duty equal to the differencebetween the import price and the official internal supoort price,
Since almost all tariffs and other "uantitative 'barrierson trade
in grains in the region were elim iate&, last year, the effectthe protocol is to nrovide a major 
of 

i'contive 1o the proauction of
grains. 

The Special Protocol establishes the Coordinating Commissionfor Marketing and Price Stabilization as the regional organization
to carry out the provisions of the Protocol. SIENA serves as the

secretariat for this body.
 

UNCLhSSIFIED 



RQCAP/G CAPTO CIRCo AM UNCXASSIPI.D 9 14 

In addition to these two technical committees - the CoordinatingCoamittee for Agricultural Research and the Coordinatiny Coumnissionfor Marketing and Price Stabilization - the Central American Ministers of Agriculture have recently been designated as the Agricultural
Council of ODUCA which will work across the board in seeking cumon,regional approaches to problems of agricultural develormento SIECA
also serves as the working secretariat for this body.
 

To service the three regional groups described above and to
administer the other common market agreements that affect the agricultural sector, SIBCA currently has only seven professional employees in this entire area. 
Five of these are located in the
Agricultural Development Section of the Development Division which
is composed of the former OAS-IDD-ECLA-supported Joint Plnning
Mission. 
This section works with the Agricultural Council and the
other regional groups discusse.. above and helps to develop regional
programs in specific areas of agriculture including livestock, dairy,
basic grains and fisheries. The two professional employees in the
Agricultural Section of SIECA's major division, the Common market
Division, are responsible for implementing the free trade and common tariff agreements that affect the agricultural sector. SIECA
requires increased manpower and technical assistance to improve its
capacity in all these areas and especially to work with the newly
formed regional committees to establish mechanisms at the regional

level to stimulate agricultural development in the region.
 

C. Strategy
 

As noted earlier in this paper, the integration movement has
not yet had1 
a favorable impact on the Pgricultural sector of the
region. 
In their drive toward accelerated industriplization

through the creation of a common market, the Central An.ericanshave largely ignored the critical inortance of rapiclimprovements

in the agricultural sector. 
 Recently, however, there has been a
more wide-spread recognition that further inlustrialization depends
on increased purchasing pnwer o2 tlia lar,:e proportion of the region'spopulation now engjaged in agriculture, and that the economic baseof the region will continue for sowe years to be the commercial
agricultural exports area w-hich is stagnating for the lack of
diversification efforts. 
With this has also come an awareness of
the opportunity to accomplish on a regional scale that which im
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difficult to undertake on a separate, country-by-country basis.
 
Prom this has come the creation of the three regional groups 
discussed above. 

SICA, as the Secretariat for these groups, is the logical

regional organization on hich to concentrate technical and fi
nancial assistance in this field. While CABMI is 
 in the process
of organizing an Agricultural Department, its activities will be 
limited to loans for diversification incentives and infrastructure, 
such as grain storage silos. While it will be expected to coordi
nate its activities with SIECA, it is the latter that will develop
the regional policy guidelines for approval by the Agricultural and 
Executive Councils, within which CA3EI will develop its agricultural 
lending policies.
 

The IICA Northern 7one Office is providing some assistance to 
some of the regional groups, such as the Research and Agrarian
Reform Commissions, by developing regional studies as a part of 
its overall program for improving agricultural education, re
search and extension. It is not a CACM organization, however, and
 
has no legal standing in the CACM bureaucracy; it is not capnble

of nor does it want the responsibility for overall regional agri
cultural developm.ent.
 

7he FAO regional group is similarly helpful in making studies 
for the Marketing and Price Stabilization Commission and by col
laborating with the Planning section of SIECA. Here again, however,
 
its function is limited to technical assistance and it has no ad
ministrative responsibility within the CAC4
 

ICAITI and INCAP both have Pn 
interest and some activities in
 
the agricultural field, but because they are strictly research
 
institutions and their fields of interest are limited, they are 
not indicated for overall agricultural planning responsibility.

This project .ill be closely coorlinater wYith the activities of
 
these organizations, particularly 1,ith the foocl technology 
 re
search being carried out by ICAITI to find new food processing

techniques and to develop new 
 export nroducts, The assistance 
being provided through this nroject Aiill help to betterassure 
coordination among all the groups active in agricultural planning.
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While S CA is the regional institution that can and should
take the leadership in this field, it has not yet been given sufficient resources to meet this responsibility. 
SIU.A needs external
assistance to expand its activities to make the regional Commissions
and the Agricultural Council effectiv* instruments for dynamic agricultural development on a regional basis. 
This is a complex and
continuing problem which will require the full-time effort of
qualified and experienced Central American personnel. 
It is not
a problem which can be resolved through the provision of foreign
advisors on a full-time basis. On the other hand, SINCA simply
does not have the funds to undertake a coordinated attack on the
problem. The major contribution that ROCAP and other eiternal assistance agencies can mke tocard its achievement is to help develop local capacity for this purpose. 
 In view of SIECA's limited
budget, ROCAP has agreed to provide budget support to SIECA to
meet salary costs of carefully selected new positions for a two
year period. This support -All
'41 e combined with short-term technical assistance in specific fields, and some communications assistance. 
Our experience to date has shovn this to be a very
successful strategy, 
On the one hand, it provides vitally needed
resources to SIECA, and. ,y reouiring that SIECA assume all salary
costs after only two years of ROCA? support, it assures the development of a permanent canacity,
 

D. Tarciets
 

The primary objective of thi3 activity is to assist SIECA to
develop a permanent institutional capacity to carry out its responsibilities in the developnent of Pctivities in the agricultural
sector to accelerate food production and distribution and commercial
agricultural diversification. 
This external assistance is needed
to permit SIECA to undertake programs and urgent studies relating
to the participation of the Central American agricultural sector in
the proposed Latin Amrican economic integration movement; the
development of a regional avster 
fnr the interchange of food marketing information; studieo about pji.i .le in-enti-ea for agriculturaldiversification, coordination of agricultural research, and guidelines for the development of a regional agricultural policy.
impossible precisely to cuantify specific targets for this type 
It 
of
is
 

activity; however, it will be considered successful if it upgradesSIBCA's ability to contribute to specific oroposals and activitiesin the agricultural field toward the achievement of these goals. 
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conmic growth, Central Americatur. needconsidering production by at leastthe rate of population growth. 5% per year,entirely possibl, Thia target appearsof achievement so far ascorned, food prodwrtionand most is cosnof the necessary instrumentsthe Special Protocol onl Grains)* although 
are at hand (e.g.,
mentation will require close direction their effective 
impleagriculture As regards commercialfor industrial raw materials and for export, the goal 

is far more difficult and will require substantial efforts to in
crease and diversify production. 
 3IEcA will be expect
effective contributions toward the development of these programs.
 

to make
 

by the remaining country (Costa Rica) of the Special Protocol on
 

In 1968, SIECA will be urged to press for the ratification

Basic Grains discussed above in the Setting section.
ment provides the basis for ,'.oordinated This instru

orograms for increased
food production, for developing market news information systems,
 and3 for establishing 
a coordinated price stabilization
including government-controlled 
 system,
storage silos of adequate capecity.
 
It also formalizes the Coordinating Commission for varketing and
 
Price Stabilization. 
Full ratification and implementation of this

arrangement will be an important measure of self-help. 
Also in
 
1968 SIECA will prep.re background infornmtion for and serve as
Agricultural Council° 


the secretariat for the first meeting of the ministerial-leel
This body is expected to formally approve
 
the establishment of the Permanent Commission for the Coordination
of Agricultural Research and Extension as well as the priorities

organiz;tional uniformity 


this group has agreed upon at its recent second meeting as to
among the various national programs and
 
the need for regionally coordinated research for expanded food

production 
programso 
 The establishment of this Agricultural
Council as a dynamic, policy-initiating 


body willmark in measuring the success of this project. 

be a key benchproposed regional market news service will be made in .168by
 

SIECA with the cooperation of their offices recently established
 

Trial runs of the
 

in each country and of the Mlarketing Commission members, assiste<

by some ROCAP funds to help defray initial communications 
costs.
 
These activities, coupled with the establishment of Pn effective,

regionally coordinated price stabilization 
program, anticiPptedfor 1970, are expected to provide the materials and the incentives 
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for inereased food production and improved distribution of thesefoods throughout the area. 

In the area of diversification of Production, SIECA'S Agricultural Planning Section has overall studies and proposalm nearing completion for regional increases in livestockProduction and is gathering material for 
and oilseeds
 

similar
subject-matter studies in otherareas. The agricultural projects specialistfunded by this project will, during 1968 
to be 

and 1969, help translatethese overall plans into specific action projects. 

Eo Couse of Action 

As described the Strategy section of this paper, 
in 

thegeneral nature of the assistance to be provided to SIECA in the
area of agricultural planning will be a mix of salary supportfor carefully selected new positions and the provision of shortterm foreign consultants for specific issues0
provide SIECA ROCAP will also
with funds for part of the comunication costs ofan Agricultural Market Price Reporting system.
 

In FY 1960 ROCAP will provide SIECA with a total of $38,200
of assistance. 
The bulc of these funds ($37,200) will be used
to establish four, new, full-time positions at SIECA.
clude one Agricultural Project Specialist 
These in

whoDevelopment Planning Division, and tol0 
will work in the 

Agricultural Economists
and an Agricultural whioResearcher 
Division. will work in the Common I'arketThe remaining $1,000 will be used to assist in meting
the initial communication costs for the Agricultural Market Reporting system. 
We have made no provision for the technical assistance
of any foreign advisors in this initial yemr. 
 However, the regional Agricultural Advisor stationed nt ROCAP will work closely
with SIBCA in initiating the activities covered by 
this project.
In the initial year, SIECA will concentrate on recruitment of
qualified personnel anl the effective estalishment
cultural Council, of the Agrithe machinery for teGrains, and Special Protocol onthe Coordinating Committee for Agricultural Research.SIECA will also work closely with other organizations in theregion active in agricultural planning, especially CABEI,Northern the IICAZone Office, and the FAO Regional Group (GAFICA). 

tJCLAwsIFIED
 



noCAP/G CAmPT CIReo AIi uwLCALr58F3D 14 14 

In F 1969 ROCAP will extend its financial assistance for thepositions described above afor second twlve-sonth period. Secondyear funds will also be provided to help support the rarket Reporting system. ROCAP has also programmed funds in the second year ofthis project for a U.S. advisor, probably from the USDA on a PASAbasis, to work with SIECA in the area of forest management policy.
A second priority for a foreign advisor would be in the Prea of
agricultural oricing and price supoort arrangement. 
TOile an
important part of SIECA's Pctivity will be focused on the establishment of a diversification incentive program, the external assistance necessary to develop such a program probably will be provided byROCAP through a separate agreemrent with CABEI. 
The advisory
services of ROCAP's direct-hire personnel also will be continued.
 

In FY 197) SIECA will assurne i1l salary costs thefor fourpositions nreviously supoorted by ROCAPo We anticipate that by
FY 1970 the integration movenlent -. i!1 have established ,1 specialfund for the increased financing andof the regional burepucrAcythat SIECA xvill be able to draw on these increased resources in
lieu of external grant assistance. Therefore, 
 we have not programmed any salary support to SIECA unler this activity after FY 1969nor have we progrranwed any more support for the AgriculturalFIarket Reporting system. 
The advisory services of ROCAP personnel will be continued and funds have heen programmed for shortterm consultants in FY 1970 and 1171 to ,ssist SIECA in variousproblems of agricultural planning on a regional scale. 

Although we have not specificallv programmed funds forparticipant training under this rctivity, ,e will consider anyrequest from SIECA for graduate level Pcaerric or non-academic
study of key personnel. We will inbe particularly interested 
f.inancing SIECA participation in sore of the specil aqriculturalplanning courses offered by various international assistance
 
agencies.
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