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A.  Summary

The Central American integration movement has achieved notable
results in stimulating economic development within the region. Sub-
stantial proyress has been mede in increasing intraregional tradle,
leveloping industries and implementing a regional infrastructure
setoxk. LBy contrast, the integration movement hag had relrtivelw
little impact on the agricultural sector. Although agriculture
costributes roughly 33% of the region's GNP, and although Central
) erican indnstrialization isg heavily dependent uwsn the incrensed
nzoductivity ©nd buying vower of the agricultural sector, there
wmve neen £ concrete, substantive measures at the reqional level
£y acceler~te the developrent of traditional and corrercinl aqri-~
2sulture.

The Perirnent Secretariat for the Generrl Treotv for Central
" ericon Feonnnic Inteqration (SIECA) is the primarvy reginonal
nriprization zesmongible for 24rinistering the Common I'arket »no
Y coordinoting national econsmic development nrnorams within
~ejional guidelines and vrisrities. SIECA Also will gerve »s te
ceretariot to the Centrcl American Aqgricultural Council, =hich
L3 corpoge i o the Finisters of Agriculture of the Cormon I arlker
ountries.  RQecoynizing the urdgent need to develop rejional noli-
cies and nrogrars for accelernted agricultural develowrent, STECA
103 rewuested the asgistance of ROCAP to provide technical quidance
At to expend its agriculturnl stafyr. ROCAP has arjreed tc provi‘e
>1 assistance over a four vear perini., This assistance +ill crn-
ist of salarv scunport for four positiong within SIECA's exprne.?
noxicultural staff for two vears; specinlized U.S. ghort-termn
“Wizorg on swecific problens over a four vear period: and the
»artial financing »F communications costs fnr » merket price
veporting svsten. Total allocntinng Liv ROCAD for the four-year
Projramn are estiroted at abhout $115,700,

L
~

Ly azaw 1+ the snlary cngtc ~f the poo nositiong and the
price-reprrting oorranication 233t3 fiter € veara of RNOCAD
support, SIECH /ill contribute ‘irectly a.out $76,075 to this
project. oOther indirect costs to SIECA such as office space,
secretarial services and administrative sunport are estimated

mt about $24,000 over the Ffour vear period.
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As a result of this assistance, ROCAP believes that SIECA will
help to develop regional programs contributing to an annual incresse
of about 5% in agricultural production. More specifically, we look
to SIEBCA's leadership in creating a market information service; in
formulating regional proposals for land and agricuitural export
taxes; in establishing 2 regional commercial agricultural production
incentives program:; in estahl ishing 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=1 products has increased from
about $16 million 'n 1960 to roughly $41 million in 196G, 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 CACM to date has been directed at industrialization,
particularly import-substitution in asgsembly and light manufactur-
ing industries. However, the CACM has not implemented concrete
meagures for increasing the productivity and purchasing power of
the roughly 50% of the region's ponulation involved in domestic
agriculture. Therefore, abiout half of the Central American popu=-
lation is unable to serve as an effective market for increased
industrial production.

In 1956, agriculture accounted for one-third of the Central
American GNP and produced about 95% of all the goods exported from
the region. This revenls little change in the historical importance
of agriculture in the Central American econony 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 plaved 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 subatantial increase in export earnings from coffee over the
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 cuota and the delicate cnffee 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. 1In competition for coffee
quotas, the individual countries are extremely reluctant to take
measures to cut back on productinn. There is some possibility,

UNCLASSIFIED
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however, that constructive meagures aimed at reducing coffee pro-
duction could be initiated on a regional basis with the cooperation
of all nmembers of the CACM.

Market projections for the other major Central American export
¢rop, cotton, are equally pessimistic. The cotton boom that began
in the middle 1950's has already slowed down substantially as
Central American production costs have increased treirendously in
the last few years. Most 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 cormercial agricultural economy on a
much more stable basis. While much remains to he 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 pro-
duction cost, coffee is still a lucrative investment for the indi-
vidual farmer 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 un-
determined as compared to coffee, cotton or bananas: production
techniques are nct so familiar; and credit is not readily ac-
cessible in the absence of any crop insurance system. While each
of the national governments is sponsoring at least a token diversi-
fication program, there has not heen a frontal attack hy public
authorities in the region to meet this problem.

The basis for a broad, regional program aimed at the diversi-
fication of agricultural exports does exigt in the recently-formed
Coordinating Committee for Agricultural Research. This Committee,
with SIECA as its Secretariat, could undertake coordinated programs
of investigation into agricultural diversification, and could work
with CABEI to establish a financing mechanism for an incentives
system to coordinate and backstop national diversification efforts.
These incentives could include: (a) crop insurance to guarantee the
farmer against the lnss of his inputs in the event of crop failure
from uncontrollable natural causes and to make private sector credit

14

more readily available for such new enterprises; (b) price guarantees
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for the new commodities: (c) associated agro-industries to supply

the necessary inputs and to provide post-harvest facilities for
storage and processing for morket and for the industrialization of
by-products; and (d) marketing assistance through studies of po-
tential markets and information as to grades, standards and most
efficient shipping arrangements.

The basis also exists for a regionally coordinated program for
increased production and distribution of non-export agricultural
commodities, especially food products. The highly pronounced
geasonal and year to year variations in prices from which non-
export farmers traditionally suffer are a crucial factor in dis-
couraging 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 as
price supports since historically good prices for traditional crops
one year have been followed almost invariably by substantially in-
creased harvests the next year,

The Special Protoccl 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 Salvador, Honduras and Nicaraqgua.
This Protocol obligates the governments to “formulate and execute
national programs for the production and supply level". The key
provision of the Protocol iz that each national grain board must
give first priority, in meeting short<alls, tn imports from other
Central American countries. Irports 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 exclu-~
sively by the national grain boards which have been exenpt from the
payment of duties. Under the Special Protocol, imports from outside
the region now will have to pay a duty equal to the difference
between the import price and the official internal support price,
Since almost all tariffs and other 'mantitative harriers on trade
in grains in the region were eliminated last year, the effect of
the protocol is tn provide a n3jor inzentive to the production of
graina,

The Special Protocol establishes the Coordinating Commission
for Marketing and price StalLilization as the regional organization
to carry out the provisionsg of the Protocol. SIECA sexves as the
secretariat for this body.

UNCLASSIFIED
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In addition to these two technical committees -~ the Coordinating
Committee for Agricultural Research and the Coordinating Commission
for Marketing and Price Stabilization - the Central American Minis-
ters of Agriculture have recently been designated as the Agricultural
Council of ODECA which will work acrosgs the board in seeking common,
regional approaches to pProblems of agricultural development. SIECA
also serves as the working secretariat for thig body.

To service the three regional groups described aliove and to
administer the other common market agreements that affect the agri-
cultural sector, SIRCA currently has only seven professional em-
ployees 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<IDB-ECLA~gsupported Joint Planning
Mission. This section works with the Agricultural Council and the
other reyional 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 com-
mon tariff agreements that affect the agricultural sector. SIPCA
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 establigh mechanisms at the regional
level to stimulate agricultural development in the region.

C. Strateqy

As noted earlier in this paper, the integration movement has
not yet had a favorable impact on the agricultural sector of the
region, In their drive toward accelerated industrialization
through the creation of a conmon market, the Central Americans
have largely ignored the critical inportance of rapidimprovements
in the agricultural sector. Recently, however, there has been a
more wide-spread recognition that rfurther industrialization Jepends
on increased purchasiny power nf the large proportion of the region's
population now enjaged in agriculture, and that the economic basge
of the region will continue for some years to be the commercial
agricultural exports area which ig stagnating for the lack of
diversification efforts. wWith this has also come an awareness nof
the opportunity to accomplish on a regional ascale that which iy

UNCLASSIFIED
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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.

SIECA, as the Secretarist for these groups, is the logical
regional organization on which to concentrate technical and fi-
nancial assistance in this field. While CABEI 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 quidelines for approval by the Agricultural and
Bxecutive Councils, within which CADEI will develop its agricultural
lending policies.,

The IICA Northern Zone Office is providing some assistance to
gome 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, hovever, and
has no legal standing in the CACM bureaucracy; it is not capable
of nor does it want the responsibility for overall regional agri-
cultural developrent.

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

ICAITI and INCAP both have »n interest and some activities in
the agricultural field, but because they are strictly rosearch
institutions and their fields of intecrest are limited, they are
not indicated for overall agricultural planning responsibility.
This project will be closelwv coor-dinated with the activities »f
these organizations, particularly with the fool 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 will help to assure better
coordination amony all the groups active in agricultural planning.

UNCLASSIFIED
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While SIECA is the regional institution that can ang should
take the leadership in this field, it has not yet been given suf-
ficient resources to meet this responsibility. SIECA neceds external
assistance to expand its activitiss to make the regional Commissions
and the Agricultural Council effective instruments for dynamic agri-
cultural 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
@ problem which can be resolved through the provision of foreign
advisors on a full-time basis. On the other hand, SrRCa simply
does not have the funds to undertake a coordinated attack on the
problem. The major contribution that ROCAP and other external as~
sistance agencies can rake toward its achievement is to help de-
velop local capacity for this purpose. In view of SIECA's limited
budget, ROCAP has agreed to provide budget support to SIECA to
neet salary costg of carefully selected new positions for a two
year period. This support vill be combined with short-term tech-
nical assistance in specific fields, and gome communications asg-
sistance. our experience to date has shown this to be a very
Succeasful strategy. On the one hand, it provides vitally needed
resources to SIECA, and. Y reauiring that SIECA agsume all salary
costs after only two Years of ROCAP support, it assures the develop-
ment of a permanent camacity.

D. ‘Taraets

—

The primary objective of this activity is to assist SIECA to
develop a permanent institutional capacity to carry out its re-
spongibilities in the development of activities in the agricultural
sector to accelerate food production and distribution and commercial
agricultural diversification. This external assistance ig needed
to permit SIECA to undertake projrams and urgent studies relating
to the participation of the Central American agricultural gector in
the proposed Latin American economic integration movement; the
development of a regional svster fnr the interchange of food market-
ing information; atudies about poysiole in~entiveg for agricultural
diversification, coordination of agricultural research, and quide-~
lines for the development of a reqional agricultural policy. It is
impossible precisely to auantify specific targets for this type of
activity; however, it will be congidered successful if it upgrades
SIBCA's ability to contribute to specific proposals and activities
in the agricultural fieldq toward the achievement of these goals.

UNCLASSIFIED
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by the remaining country (Costa Rica) of the Special Protocol on
Basic Graing discussed above in the Setting section. This instru-
ment provides the basis for 2oordinated programs for increased

foodq pProduction, for developing market news information syvastems,
and for establishing a coordinated price gtabilization system,
including government-controlled storage silos of adecuate capacity.
It also formalizeg the Coordinating Commission for Marketing ang
Price Stabilization, Full ratification and implementation of this
arrangement will be an important measure of self-help. Alaso in

of Agricultural Research ang Extension as wel} a3 the priorities
thisg group has agreed upon at its recent second meeting as to

Production Programs., The establishment of this Agricultural
Council as a dynanic, policy-initiat1nq body will be 3 key Dbench-
mark in neasuring the success of thig project. fTrial runs of %he
proposed regional market news service will he made in 1968 by
SIECA with the cooperation of their offices Tecently establigheqd
in each country and of the Marketing Corumiagion members, assigted
by some Rocap funds to help defray initial communications costs.
These activities, coupled with the establishment of an effective,
regionally coordinated price stabilization Program, anticipated
for 1970, are €xpected to provide the materials apg the incentives

UNCLASSIFIED
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for increased food Production and improved distribution of these
foods throughout the area.

subject-matter areas. The agricultural Projects specialist to be
funded by this project will, during 1968 and 1969, help translate
these overall pPlans into apecific action projects.

E, Course of Action
=22 8e ot Action

term foreign consultants for specific issues. ROCAP will also
Provide SIECA with funds for part of the comnunication costs of
an Agricultural Market Price Reporting gystem,

In FY 1968 ROCAP will provide SIECA with a total of $38,200
of assistance. The bulk of these fundsg ($37,200) will be used
to establish four, new, full-time positions at SIECA, These in-~
clude one Agricultural Project Specialist who will work in the
Davelopment Planning Division, and two Agricultural Economiats
and an Agricultural Regsearcher who will work in the Common KFarket
Division, fThe remaining $1,000 will be used to assist in meeting

ing system. We have made no provision for the technical assistance
of any foreign advisors in this initial year. Iowever, the re-
gional Agricultural Advisor stationed at ROCAP will work closely
with SIECA in initiating the activities covered by this project.
In the initial year, SIECA will concentrate on recruitment of
qualified personnel an the effective catablishment nf the Agri-
cultural Council, the machinery for tre Special Protocol on
Graing, and the Coordinating Committee for Agricultural Research.
SIECA will also work clogely with other organizations in the
region active in agricultural planning, especially CABEI, the IICA
Northern Zone Office, and the Fno Regional Group (GAPICA).

UNCLASSIFIED
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In FY 1969 ROCAP will extend its financial assistance for the
positions described above for a second twelve-month period. Second
year funds will alaso be provided to help support the Market Report-
ing gystem. ROCAP has =21so programmed funds in the second year of
this project for a vU.s. advisor, probably from the USDA on a PASA
bagis, to work with SIECA in the area of forest management policy.

A second priority for a foreign advisor would be in the a2rea of
agricultural oricing and price supvort arrangement. While an
important part of SIECA's activity will be focused on the establish-
ment of a diversification incentive program, the external assistance
necessary to develop such a program probably will be provided by
ROCAP through a separate agreerment with CABEI. The advisory
gservices of RCCAP's direct-hire personnel also will be continued.

In FY 19797 SIECA will assure »ll salary cnsts for the four
pPositions »wreviously supnorted by ROCAP, We anticipate that by
FY 1970 the integration movement -sill have established » special
fund for the incrensed financing of the regional buresucracy and
that SIECA will be able to draw on these increased resources in
lieu of external grant assistance. Therefnre, we have not proqram-
med any salary support to SIECA under this activity after FYy 1969
nor have we programmed any more support for the Agricultural
Farket Reporting system. The advisnry gservices of ROCAP person-
nel will be continued and funds have heen programmed for short-—
term consultants in FY 1970 and 1971 to assist SIECA in various
problems of agricultural Planning on a reginnal acale.

Although we have not specifically programmed funds for
participant training under this rctivity, we will consider any
request from SIECA for graduate level acoderic or nnn-academic
gtudy of key personnel., We will bhe particularly interested in
financing SIECA participation in sore of the apecinrl agricultural
planning courses offered by various international assistance
agencies,
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