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Ricardo Poma

You have done a comprehensive, masterful
job. | can well imagine that many of your countrymen
and their colleagues throughout Central America will
be greatly interested in your thesis and the wealth of
information which it contains. | feel that they would
also be interested in and have respect for your own
personal observations. Incidentally, | feel that you
should have injected yourself into the thesis more
fully by voicing your comments and criticisms at con-
siderably greater length.

| have a few specific comments as follows:

On p. 29 you state that only 30% of the popu-
lation were contributing to the gross regional product.
What are the other 70% doing? | realize a great many
of them are children.

You were too inclined to use the word ''the'!
too often. | appreciate that this might happen to some-
one whose native language is Spanish. | noticed quite
a few instances of excessive use between pp. 40 and 50
and in particular on p. 73. Along this line, the
proper use of English prepositions should be watched.

Concerning footnote #10 on p. 66, | am sur-
prised at the recent interpretation. Does this mean
five plants manufacturing tires or another five manu-
facturing sheet glass? Why not interpret it that there
shall be one integrated industry plant (each in a
different industry) in each country before any given
country can apply for a second plant.

On p. 67, (where | checked in the margin),
| think you mean to use the word ''implement'' instead
of "instrument,” Also, that same sentence has some
words missing.

I noticed that, beginning on p. 32 and con-
tinuing through most of the rest of your thesis, a



large proportion of your footnotes give credit to the
Committee of Nine of the Alliance for Progress. Who
are the Nine and what countries do they represent?

Referring to p. 86, where is INCAE located?
In what city, in what country?

On p. 108 Young's book is listed as a re-
ference but | do not see it in your bibliography.

After having read Chapter 1V, | would be in-
clined possibly to add to the title of the Chapter the
following words ''and Some Observations on Same.''

Despite these comments | do want to congra-
tulate you on a very fine job.
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INTRODUCTION

Since the end of World wWar II, several groups
of the "less developed" countries in Africa, Asia, and
Latin America have attempted intermational regional
integration.l Regionalism, in the form of "ecomnoric”
integration, has become the goal of many countries
which are facing the problems caused by small markets
and low per-capita incomes,

At the present time, there are ounly two or
three examples of groups of sovereign nations that have
achieved significant ecomnomic integration, Among the
"developed" countries, the European fconomic Cowmuiii iy
is one prominent example; among the "less developed”
countries, the Central American Coumon Market has
Lecome the most prosperous,

International economic integration can be reguard-

ed as a process or a state of affairs; if viewed as a

l"Integration is defined as the bringing together
of parts inte a whole, Economically this growth of
interdependence can be measured in equalization of
factor prices (1nternationa11y, the abolition of
national discrimination between markets). Politically
it can be judged by growth of a sense of community,
elither internal or across national boundaries,.,"
Joseph S, Nye, Jr,, Central American Regional Integra-
tion (The Carnegie Endowment for International Peace,

1967) p.5.



process, "it encoupasses measures designed to abolish
discrimination between econowic units belonging to dif-
ferent national states"; as a state of affairs, "it is
represented by the absence of various forms of discrium-
ination between national economies."2 Several levels
or degrees of economic integration are possible; these
are usually ranked in increasing order of the interde-~
pendence they create, These levels are: a free-trade
area, where tariffs among the participating countries
are abolished; a customs union, where in addition to
free-trade there is equalizatlion of tariffs in trade
with nonwember countries; a common market, where frce
movement of labor and capital is attained; an econowic
union, where fiscal and monetary policies are coordinatced;

und a complete economic integration where all econcumic

policies are unified and supra-national bodies are created,”

Through its integration treaties, Central America
is, at present, in a state of tramsition between two
levels: the free-trade area and the customs union., The
region has not yet succeeded in establishing a commoi

external tariff or in abolishing restrictions on factor

2Bela Balassa, The Theory of liconomic Integration,
(I1linois: Richard D, Irwin, Inc., 1961) p. 1,

3Ibid., Pe 2
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movements, This degree of economic integration is
incorrectly referred to as "the Common Market",

Why are the Central American countries succeed-
ing in integrating their economies when other groups 0
nations in similar circumstances are failing? One
reason, given by Professor Joseph S5, Nye in & recent
article, is that "in Central america, at least among
the nearly two-fifths of the population that is urban,
nationalism, in the sense of a popularly felt right to
exclude neigﬁboring peoples from egual enjoyment of the
resources of one's state, coexists with a considerable
degree of economic integration."5 Another reason is
based on the theory of "functionalism"; that is, thesc
countries are succeeding in reordering their thinking
along technical-functiomai iines, This has provided a

minimal attack on state sovereignty,

These two reasons, however, only partially explain

the relative success of the Central American countries
in achieving some degree of economic integration. Giveun

the problems encountered by many groups in other areas

uNote: in this study, "Central American Cowmmon
Market, (CACM)" will appear from time to time in refer-
ence to the process of integration, It should be inter-
preted, in view of the theory discussed,as some level
between a free-trade area and a customs union,

5Joseph S. Nye, Up. cit,, pe. 9.

G .



of the world, it is difficult to explain this success in
an area with high illiteracy rates, low per-capita iuncuies

and alarming rates of population growth.

TABLE 1

CENTRAL AMERICA

Area Popula~ Popula- % 1 % GNi e ..

(IVRVITE 5 o5 (Sq.Miles) tion tion Literate Urban Millions Tao.o.
(Millions)bensity of e S
Guatemala 42,000 4.3 97 39 34 1,220 Ly
£1 Salvador 8,200 2.8 332 51 39 268 29
Honduras 43,000 2.1 L7 L7 23 %! 20
Nicaragua 57,000 1.6 27 27 L1 43 24
Costa Rica 19,700 1.5 68 68 35 528 PIE

lTen years or older

Sources: SIECA, Centroamerica y Su Mercado Comun, Vol, 7
(1965); Cuarto Compendio Estadistico Centrouwcrica:.,
Vol., IT (1965)., A ‘

Central America is a region of about 170,000 squuse
miles with a population of approximately 13 million., It
is divided into five small countries —-- Guatemala, Il LSal-
vador, Honduras, Nicaragua, and Costa Rica, The averaje
per capita income is approximately §Ca 3006 and the ilii-

teracy rate is more than 50 per cent, It is estimat.d

6The symbol $CA denotes "Central American pesos",
These are equivalent in value to the United States dolli..r,
but are only used for accounting purposes,



that the population will grow at an annual rate oi 3,2
per cent in the period 1965-1974, This figure means that
the population is likely to double in approximately
twenty years,

The five nations and Panama form a geographic
entity freqgquently referred to as the Central Awmerican
Isthmus., (see Map 1) The flora and fauna in the regiou
are extremely varied; the topography is, for the most
part, mountainous and exotic. The Isthmus can be dividecd
into four zones, each differing Ifrom the other by physi-
cal and climatic characteristics: 1) the Littoral Zone
of the Atlantic, 2) the Zone of Sierras and High Flutcuus,
3) the 2one of Sierras and Low Valleys, and 4) the
[ittoral Zone of the Pacific,

Historically, the five countries have had a
common heritage, Colonized by the sSpanish Empire, they
achieved their independence in 1821, Since that time
they have attempted many times to unite politically but
with little success, The present process of integration,
however, seems to be accomplishing what law and force
together were unable to do in the 146 years since inde~
pendence, The economic necessity of enlarging their
mini-markets and the social need of meeting the dewmands

of the people have "forced" the five countries to
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cooperate in this form,

It is the purpose of this study to evaluate the
process of economic integration in Central America and
determine its effects on economic development, To this
end, I have considered important t¢ devote Chapter 1 to
the historical background that led to the present proces.;
Chapter II, to the description of all relevant treatieu
and agreements; and Chapter ITII, to a statistical evalu-
ation of economic development in the periods 1950 to
1960, 1960 to 1965, and the future period 1965 to 19¢y,
as seen in the national plans of dJdevelopment, Thus.
three chapters constitute an important source of "bacl-
ground" material that is essentisl to the understondis,
oi" Chapters IV and V. Chapter IV evualuates the process
and discusses the effects of the Common Market on Centrial
America's socio-economic structure, and Chapter V is

devoted to conclusions.



CHAPTER I
HISTORICAL DEVELOPMENTS,
1823 to 1950

It is difficult to discuss economic integrai:ova
without giving a brief historical sketch of the social,
political, and economic background that has provided tue
stage for the present process of integration,

Three years after the proclamation of indeperna-
ence from Spain in 1821, the provinces of the now extinct
Captaincy General of Guatemala--~ Il Salvador, Guatewala,
Honduras, Nicaragua, and Costa Rica-- draited a consti-
tution that established the new government ol the Fouzcdl
Republic of Central America. This marked the beginniiu,
of a long series of futile attempts towards the desired
goal of poiitical union. "From the start, the Federation
found itself in an atmosphere of marked divisionism
between political parties who were fighting to obtain
the power."l

The Federal Republic of Central America lasted
until 1838, The end of this new form of political uniou

not only disrupted the political ties that had held

lEnrique Ortez h,, La Republica Federal de Ceuntro
America, (San Salvador: Direccidn General de Publica-
ciones del Ministerio de Educacidén, 1963) p. 99.




Central America as a nation, but also marked the begin~
ning of petty and irreconcilable wars that were to divide
the region in the next century,

The chaotic situation that prevailed after 1064,
with the death of Francisco Morazan, President of the
Federal Republic, made possible the invasion of Nicaragua
vy William Walker in 1855, Wwalker, whose ambition was
to "conguer" the entire region, was stopped by the uniteud
Central American armies and this started what is known
as the Great National War, It is significant to note
that in times of stress, the unionist sentiwment ol tie
Central Americans prevailed, The united army, under thc
leadership of the governor of Costa Rica, Juan Rufael
Mora, was able to expel Walkel in 1856, Historicélly this
war has been "the symbol of Central American fraternity
that turns itself in defense of 1its liberty and independ-
ence."2

It would be beyond the scope of this work to
discuss every one of the attempts towards the reconstruc-
tion of the Federal Republic, Suffice it to enumerate,
with little elaboration, some of the political and

jJuridical attempts that were added to the internecine

2Sieca, Centroamerica y su Mercado Comun,
(Guatemala: Volume 3, 1965), pe7.




wars of the first years:
(1) The Chinandega Diet of 1842, This movement
created the "Confederation of Central America
which was formed by E1 Salvador, Honduras, and
Nicaragua, This confederation was the first
attemptr towards the restructuration of the Centiul
American nation., It failed, however, because socn
after, the states developed a fear of centralist
government, "The trust among the confederated
states 'weakened to such an extent that a civil
war broke between the states of k1l Salvador and
Honduras on one side against Nicaragua."3 Thiis
ended the first attempt towards a confederation,
(2) The Pact of Union of 18%5, This pact, Signed
again by the govermments of Kl Salvador, Nicaragua
and Honduras, was aimed to reconsider the lederul
system of government that had failed in 1839,
It established what was known as the "Republica
Mayor de Centro America." The new federal consti-
tution that was drafted on August 27, 1898, marked,
in the evolutionary process of Central American

federalism, a major contribution to the field of

3Ortez h.,, Op. cit., p. 230,
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political union; "it improved the Constitution of
1324, adopted the suggested reforms of 1835 and
perfected,with the experience of the past, the
federal system.“h The new republic, the United
States of Central America, had a very short life
and was dissolved by a military coup in El Salvador
in November, 1898,

(3) The Pact of Washington of 1907. The failure

of political union did not paralyze unionist prop-
aganda, Civil wars and wars among the nations
continued to plague the region in the first years
of this century, and in 1907, Mexico and the United
States interfered with the resulting Pact of
Washington, Tiids pact had three important conse-
quences: (L) 1t incorporated a treaty of Peace

and Friendship among the countries; (2) it estab-
lished the Central American Court of Justice; and
(3) it created a Central American International
Office, The most significant legucy thatthis
treaty has given the Central Americans was the
establishment ot the Central American Court, which
was the first international body of its kind, Its

importance is not so much that it was a "first"

hlbid. P 2350



but more in the context of the present-day process
of economic integration, This will be discussed
later dn this work. The Court, however, failed

in part, due to the Nicaraguan interest in the
Bryan-Chamorro Treaty.5

(4) The Federal Union of 1921, On the centennial
anniversary of the independence from Spain, the
governments of Guatemala, El Salvador, Honduras,
and Costa Rica silgned another Pact of Union in
which "considering a high putriotic duty to fulrill,
in as much as possible, the reconstruction of the
Federal Republic of Central aAmerica . . « we unite,
in perpetual , . . union and will constitute from
now on a sovereign and independent nation that will
be denominated Federation of Central America,"
Nicaragua had not joined because the other states
refused to recognize the validity of the Bryai-

Chamorro Treaty., The final draft of the pact was

5The Bryan-Chamorro Treaty, ratified by the U, o,

Senate in 1916, conceded rights to the United States
over a future canal route in Nicaragua in return for
$3,000,000, This treaty created unexpected uarrels
between Nicaragua, and Costa Rica and E1 Salvador, The
Central American Court later rendered verdicts in favor

of the last two countries,

60rtez h., Op, cite, p. 236,



only approved by the national leglslature of these
countries., In January, 1922, however, after a

coup in Guatemala, this new attempt was brought o
an end; the federation was again dissolved,

(5) The Pact of washington of 1923, The last
attempt, juridical in nature, which I have consid-
ered important was the Pact of Washington of 1927,
In 1922, aboard the United States ship, "Tacoma",
the presidents of Honduras, Nicaragua and El1 Salva-
dor agreed that they would consider wvalid the

Treaty of Peace and Friendshilp, drafted in Washingtoun
in 1907, At the invitation of the United States,
they also agreed to attend anotlier conference in
Washington, similar in nature to the one fiftcen
years earlier, As a result of this meeting, a

pact was drafted in 1923, which revised and expatucd
the previous pact, However, 1rom the Central
American point of view the conference proved to bLe
another failure, Alberto Herrarte in his boouk,

La Union de Centroamérica, says that "the camoufl. gea

separatism made protests in favor of a long-tcru

plan for union."7 It was to be a gradual union;

7Alberto Herrarte, La Unidn de Centroamérica,

(tmatemala: Ministerio de Educacion Publica, 1964),

Po

196,



the date for this final goal was set as September
15, 1929, Under the pretext of unionism, Lowevesr,
the conference only helped to promote more separua-

tism among the states,

The reader must not think that the attempts
enumerated above were the only ones made towards politi-
cal integration, In reality, more than twenty times did
the nations try to unite unsuccessfully, Most of the
attempts which have been left out for reasons of brevity
were military, and many times bloody, e¢fforts toward thLu
goal of union,

It is difficult to determine the 1mportahce ot
the present-day process of economic integration on
future political union, There exists, nevertheless, a
definite relationship between economic and political
integration. "Some theorists call the relationship a
'continuum' and they Jjudge the  likelihood of political
union in areas undergoling economic integration according
to a specific set of variables in three groups: back-
ground conditions, conditions at the time of economic

8
union, and process conditions," These variables cannot

8Theory of Ernst Haas and Philippe Schmitter dis-
cussed in Francisco de Sola Jr, Social Structure and
Integration in Central America - thesis presented to
Harvard College (mimeographed) part I,

£



be evaluated equally as to their power in explaining

the reasons for (or against) political union. One of

them, the lack of elite complementarity, has been Studludy

as one of the causative factors for the failure of uniou
in the 146 years since Central American independence.

One cause for this failure, which antecedes tie
one mentioned above, lies in the structure, economic and
political, left to us in 1821 after we became independent
from Spain, The Spanish Crown had never attempted to
unite, in any way, the provinces of the Captaincy.
Consequently, the population centers of the provinces,
which were later to become the capitals of the countries,
srew separately. They developed, oi necessity,vtheir
own infrastructure, their own bureaucracy, and became
individual centers of growth, The fact that this sepora-
tion created five development centers and that these have
been key in the balanced growth of the five countries
is something that can be stated in pro of separatism,
Otherwise, the economy might have developed greatly in
the federal district and very slowly in the outlying
areas., This one consideration, however, does not over-
ride many of the advantages that could have resulted

from political union -=- the pooling of resources, human




and material, into one Jjoint development program, with
the resulting specialization that is so dmportant foy tue
optimum use of capital.

The economic history since 1823 can and should
pe studied country by country. However, the countries
can be divided into two groups: (1) those that grew
internally and (2) those that developed externally. in
the first group can be placed El1 Salvador and, to a
certain extent, Guatemala; these are the countries in
which production of agricultural goods for export was
in the hands of nationals with the resulting conscqueace
that the profits normally stayed 1ns£Le thie country #aind
~serre reinvested in new enterprises, 7This capital inflow
made it possible to create a proper infrastructure that
became essential to development, In the second gioup
can be placed Honduras, Nicaragua, and Costa Rica.
These were countries whose economies were heavily depend-
ent on foreign companies who owned and exported theilr
agricultural products. This resulted in an outflow ot
dividends and capital with conseqguences that hindere:d
the natural development of their economies, In the caswc
of Honduras, the northern Atlantic coast which cultivated
bananas, was so geared to the outside that even today

there does not exist a paved road uniting the north
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coast with Tegucigalpa, the country's capital.lo

These two types of economy had different effects
on the basic social and economic structure of these
countries, FEl Salvador and Guatemala, even though
richer in absolute terms, develbped a basically unbal-
anced social structure., The other countries, although
still dependent to a great extent on the foreign companies,
developed a more evenly distributed social structure that
might prove helpful in the future,

Even though there have been definite differences
in the economic development of the Central American
countries and all their efforts towards political unioa
have ended in failure, the new integration process has
had substantial success in achieving the intended results,
This new process, started in 1951, came about for two
reasons: first, because of the economic mnecessity of
expanding the markets and developing industry, and
second, because the spirit of union still prevailed ia

the minds of most Central Americans.,

lOAt the present time, a highway is being built to
connect San Pedro Sula in the north with Tegucigalpa.
It is hoped that it will be finished in approximately

three years.
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CHAPTER IT

ECONOMIC INTEGRATION - TREATIES AND AGREEMENTS

The social and economic needs in Central America
were indeed the primary forces behind the efforts towards
an economic integration, 7The more important factors that
convinced the small nations that they should unite their
resources and economic potential were the following:

(1) the need for a larger market in order to increas.
industrial production, (2) the necessity of organizing
the regional exploitation of matural resources in oraer
to become less dependent on the export of a few primary
products, (3) the urgency of improving the standards of
living and with it, the social structure of the region,
and (4) the need of increasing the degree of specializu-
tion among the nations in order to attain, as far as
possible, optimum capital utilization, Furthermore,
economic integration Qould be a step in the right direc-
tion toward the long-sought ideal of political union,

Although there already existed in Central Americu
bilateral treaties dating back to 1918, the origin of
the present program of economic integration dates to the
yvear 1951 when the Economic Commission for Latin America
(ECLLA), in its Fourth Period of Sessions, approved reso-

lution 9 (IV). 1In this resolution, the governments of



Guatemala, E1 Salvador, Honduras, Nicaragua, and Costa
Rica manifested their interest in
"developing industrial and agricultural production,
and the transportation systems in their respective
countries in a way that would promote the integra-
tion of their economies and the formation of larger
markets through the free interchange of their
products, the coordination of their development
plans and the creation of projects in which all
or some o1 the said countries would have interest."
Starting from this resolution, the governmencs
of the five republics agreed to have a Meeting of Miuls-
ters of Economy, At this meeting, the Central Americain
Committee for Economic Cooperation (CCE) was created and
since then it has played a major role as one of the
guiding forces behind the integration process. At the
first reunion of the Committee in 1952 it was resolved
to "start a program of gradual and progressive integra-
tion of the Central American economies, under the basis
M
of cooperation and reciprocity amonyg the governments "
From this point the integration can be divides

into three periods, each of which had particular signt-

ficance:

lCentral American School of Public Administration
(ESAPAC) Los Instrumentos del Mercado Comun Centroameri-
cano, (San Jos€: 1965) p. 1.

2Permanent Secretariat ot the General Treaty on
Central American Integration (Sieca) Centroamerica y su
Mercado Comin, (Guatemala: 1965) Vol. 3, p. 19.




(1) The first period (1951-1958) involves the
creation of bilateral treaties of free commerce

between the countries in the area and the formation

of the following regional bodies:
a, Committee for Economic Cooperation (CCL)

b, Organization of Central American States
(ODECA)

Central American Institute of Public Admin-

Ce
istration (ESAPAC)

. e, Superior Council of Central American
Universities (CSUCA).
(2) The second period (1958-1960) marks the creaticua
of two treaties:

a, Multilateral Treaty of Free Trade and
Economic Integration

b, Agreement on the Regime for Ceéentral Americon
Integration Industries

(3) The third and last period (1960~ ) involves
the drafting of the two most relevant treaties with
the resulting permanent juridical structure of
integration at the multilateral level:

a, Treaty of Economic Association
b, General Treaty of Econowmic Integration
The first period is characterized by the develojp-
ment of bilateral treaties. The five governments, uryged

by economic necessity, tried to find markets iu



which they could sell their products without restraiuts.,
In 1951, treaties were signed between £1 Salvador and
Nicaragua, and between L1 Salvador and Guatemala; in
1y53, between Costa Rica and E1 Salvador; in 1955,
between Guatemala and Costa Rica; in 1956, between Guate-
mala and Honduras, and in 1957, between El1l Salvador and
Honduras, It is significant to note that between these
last two countries a treaty of free commerce had been
previously signed in 1918, This treaty, however, was
declared void by the new one,

During the period 1951-1958 the regional bodies
that were enumerated before were formed and studies werc
carried out that were essential to the drafting of the
first multilateral treaty. bDuring the third wmeeting of
the Committee for Economic Cooperation in 1950, tihat
body resolved to promote the development of a zone of
free trade in Central -America and the drafting of a
program of integrated industrial development that woiiiid
induce the balanced growth of the five countries.

The second period (1958-1960) marks the beginniug
of the multilateral attempts at economic union, On
June 10, 1958 the five governments subscribed to tlie
Multilateral Treaty of Free Trade and Economic Integra-
tion, This treaty provided for the establishment of a

<one of free commerce for products (natural or manufac-



tured) that were included in a special annex. To this
effect, it was the purpose of the treaty to eliminate
between the territories of the Central American countries
the duties and obligations (such as import and expurt
taxes) and all other charges caused by international
vioade for the products included in the given annex, The
number of products was supposed to be enlarged and thc
zone of free commerce perfected in a period oI ten yeaur:
from the day the treaty went into erfect. The trouly
also included clauses relevant to international transit,
transportation and communications, investments among the
nationals of the signing countries, integrated inuduscri...
ization and the establishment of a Central Americun
cosidssion for commercé.

Even though this treaty was the first attewpt to
create, at a multilateral level, what had been accomplisi...
by the bilateral treaties, it did not attain the goal ot
achieving a zone of free commerce. More than this, aue
to the special annex, discriminatory practices developed

“41ch indeed retarded the process ol integration,
usiness groups in some of the countries used their

influence with the government in order that these wouliu



treaty to reach a point of stagnation,

On the same date of the subscription ot the
multilateral agreement, the five governments signed the
Agreement on the Regime for Central American Integratiocn
Industries. This treaty (actually called a "convenio")
has as its objective the creation and development of
industries that require free access to the entire Central
American market in order to operate at economic and cowi-
petitive conditions,

This "convenio" has not had the success that
was expected and has been criticized strongly on the
grounds that it creates industrial monopolies, which
are incompatible with modern eccmomic development, How-
ever, the failure of the treaty lies more in the fact
that it has not achieved what it originally set out to
do: that is, (1) accelerate the industrialization process
and (2) accentuate the balanced development ol the coun-
tries within the area, It 1s interesting to nofe that
since the drafting of this "convenio" only three integra-
tion industries have been established. This problem wili
be discussed in more detail in Chapter IV,

These two treaties conclude what I have called
the second phase of the evolutionary process of the

Central American Common Market, By late 1959 and the

P

3y
& Ja



beginning of 1960, the structure of the integration
process had reached an "impasse", The system of creating
a positive 1list had proven to be a failure and there
existed 1little enthusiasm for the "forced" industriali-
zation provided by the treaty for Integration Industrics,
This setting provided the stage for the third period,
which indeed has been the most successful,

By 1960, the need for a more solid structure iour
the process became apparent and on [‘ebruary 6, 1960 the
Treaty of Economic Association was signed by the govern-
ments of Guatemala, El1 Salvador, and Honduras, 7This
treaty made fundamental changes in the field of economic
integration, guaranteeing not only the free movement ot
products and capital among the signing states but also
the free transit of persons.3 This treaty also went

step further in achieving free commerce ot natural and

negative list of producicz

manufactured goods by annexing a &

thiat would face restrictions; that is, all products that
were not listed could have unhindered movement among the
signing states, This list, would be reduced gradually
to be finally eliminated in a period not exceeding five

years, The 1mportant facets of this treaty were:

3SIECA, Convenios Centroamericanos de Integracion
Lconomica (Guatemala: 1963) p. 50,




(1) the establishment of a Common Market, (2) the creation
of a Customs Unionh, (3) the development of a Fund for
Development and Economic Assistance, and (4) the formation
of two new regional bodies -- the Lxecutive Council aund
the Directing Committee,

The Fund for Development and LEconomic Assistuance
had the important role of accelerating the creation or
a balanced infrastructure among the three states, aund tis
financing and improvement of enterprises with the objco-
tive of attenuating the eventual maladjustments that
could result from the creation ot a Common Market,5

bEven though the main purpose of this study i-
to evaluate and to give positive prool of the econoui
developments caused by the integration, it is signiiicoat
to understand the above treaty since it has beon t3 o Lasc
for the more couprehensive General Treaty which estub ilsiieg
the juridical and operational base for the Comwon Mariwet
and the integration process,

The final step, theretore, was the drafting aund

signing of the General Treaty of Economic Integraticit i

4 ) .

The signing states agreed to equalize the tarifiras,
in trade with non-member countries, during a period mnot
exceeding five years,

SSIECA, Convenios , . ., Up. cit,, p. H2.



December 13, 1960 by the governments of Guatemala, El
Salvador, Honduras, and Nicaragua. Costa Rica joined
the negotiations in 1962, It became effective in June
1961 for Guatemala, E1l Salvador and Nicaragua; in April,
1962 tor Honduras and in September, 1963 for Costa Kicu.
The treaty developed and perfected the objectives of the
Treaty of Economic Assocliation and created new regionul
bodies of control that were to be the driving force of
the integration process, Among these organisms were iuw
Central American Economic Council, the Executive Council
of the General Treaty, the Peir.l.uent Secretariat (S1ECa),
and the Central American Bank of LEconomic Integration,
(CABEI).6

The treaty incorporated a new step towards the
goal of free commerce by including in the annex all the
products originating in the signing states with the excep~

tion of 20% of those listed in the NAUCA7; these fcw

6Other regional bodies have beenn created, but the
study of these 1is beyond the scope of this work, There
will probably be reference to some of them in later chap-
ters, specifically, the Central American Institute of
Business Administration (INCAE) and the Central American

Monetary Council,

7The NAUCA 1list (Uniform Central American Customs
Nomenclature), established in 1959, accounted for (a) the
products on which uniform import tariffs would be placed
immediately, and (b) those on which there would be gradual
equalization, This 1list provides a positive step towards

a customs union,
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would be subject to transitory restrictions and would
be liberalized automatically during a period not longer
than five years.

The General Treaty overrides by its nature il
other treaties, except the parts ot the earlier treaties
which in no way contradict or create conflicting-aims
with the present one. The duration of the General Treuty
is for twenty years, with the advantage that it can be
renewed indefinitely,

It is left to Chapter IV and V to make conclusions
and suyggestions about the positive (or negative) elements
that the General Treaty has incorporated in the Central
American economy in the last five years, It can be saiu,
however, that by 1960, Central America had achieved a

solid, structural basis for its economic integration

process,

SIECA, Centroamerica y su Mercado Comun, p. 27.




CHAPTER 1II
EVALUATION OF THE CENTRAL AMERICAN ECONOMY (1951-1965)
AND THE NATIONAL PLANS OF DEVELOPMENT (1965-1969)

No attempt has been made in this chapter to relace
the statistical data and economic indices to the process
of integration, This has been left to Chapter IV, Ir
indirect correlation exists, the reason lies in the st
that one cannot divorce the economy from the process thut
was created to improve it.

The gross product of Central America, which
increased by 4,5 per cent per annum in the period 1.
to 1960, showed a definite improvement in growth ratc
to 5.9 per cent for the period 1960 to 1964, 1In this
last period, the gross regional product increased from
$CA 2.8 billion in 1960 to $CA 3.5 billion in 1964,

For the next period, 1964 to 1969, the national plans

of development have programmed an increase in the énuudi
rate to 6.6 per cent. By 1969, theretore, the total
figure is expected to reach $CA 4.8 billion, which will
represent a per capita income of $CA 335.3. Althougl

the population is expected to grow very rapidly in thiis
period, the plans hope to achieve a 3.4 per cent increase
in per capita income for the next few Yyears,

At the present time, less than half of the total



population is "economically active", 1In 1962, only 130
per cent oif the population (3.5 million) were contribu-
ting to the gross regional product, 64 per cent of these
were engaged in agriculture, 11 per cent in industry,

20 per cent 1in commerce, and 5 per cent in transportation

and construction,

(I) Trade and the Industrial Sector

Since 1960, Central America has been in a period
ot rapid economic growth marked by an accelerated indus-
trialization and by a growing awareness ol the benefits
derived from a larger market., One of the areas that has
experienced a very rapid development has been intra-
regional commerce, In the six years 1trom 1960 to 19¢5,
due mainly to the integration process but also to rclative
political stability and sound monetary policy, the com-
merce among the five countries increased from $CA 32,7
million to $CA 136,0 million., (See TABLE 2,) The share
of intra-regional trade in total imports grew signifi-
cantly in this six-year period from 6.4 per cent in 1%oU
to 15,6 per cent in 1965, According to the national
plans of development this trend should continue, and by
1969, the commerce among the Central aAmerican natioas

should reach $CA 220 million or 20 per cent of total

imports ($CA 1,071 million),



TABLE 2

CENTRAL AMERICA: IMPORTS - TOTAL AND REGIONAL (1960-1965)
(Millions of Central American Pesos

SR

INTRA-CENTRAL AMERICAN Total

IMPORTS (A) IMPORTS (B) A/B

PRETETY) 32.7 514,.2 6k
1961 36.8 L95.9 7
1962 50,4 552,.1 9.3
1963 66,2 651,6 10.2
1964 105.4 769.0 13.7
1965 136,0 867.8 15.6

source: 1960-1963 SIECA Cuarto Compendio Estadistico
Centroamericano (Guatemala, 1965)
1964 SIECA Carta Informatiou No., U4
1965 SIECA Carta Information No, 56

The development of industry has indeed caused a
definite change in the compositiomn of imports., More and
more, consumer goods are being substituted by intermediate
goods, fuels and capital goods. Since 1962, however,
the production of some intermediate goods in the area
has caused the decline of their share of total imports;
this decline is being assimilated by the increase in the
share of fuels and capital goods. (Sce Table 3,)

The emergence of transformation industries in
the period 1960-1965 has accentuated the need for capital
goods but at the same time, has solved to some extent
the problem of importing large quantities of consumer

goods that can be produced in the area., To what extent
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TABLE 3
CENTRAL AMERICA: COMPOSITION OF IMPORTS

(% of total)

1950 1955 1960 1961 1962 1967 1ouh

consumer Goods 51.0 ki.7 38.3 36.7 34,0 34,7 33.4

gtermediate Goods 21 .4 25,8 29.3 32,2 31.4 30.3 28,4

fuels 7.0 6.7 7.8 8.0 7ol 7.4 5.

Capital Goods 20.6 26,8 24,6 23.1 27.2 27.6 ETVIRT
source: Committee ot Ninme, Alliance for Progress,

al commerce,

Informe Sobre los Planes Nacionales de Desarrcllo
y el Proceso de Integracion Econdmica de Centro-
ameérica, (Washington, 1966).

this substitution has been beneficial to the region will
be discussed in Chapter IV,

In the period since 1950, Central America has

diversified considerably as far as the sources or countrias

rom which it imports.. Although the value of imports frow

the United States has increased in absolute terms, its

relative share in the total commerce has decreased from

70 per cent in 1950 to 45 per cent in 1964, This has been
due mainly to the relative rise in the share of the regica=~
and the commerce with Europe and Japan,
(See Table I, Appendix A,)

In the context of regional trade, it is very

interesting to note the composition of imports among tue



Central American countries, The growth that can be =z¢en
in the comwmerce of foodstuffs, chemical products and munt-
factured goods confirm the influence of the Common Market.l
(See Table II, Appendix A.) The growth of imports of
manulfactured products in the period 1955 to 1965 has iudeed
been surprising (from $CA 1.2 million in 1955 to ¥$CA J7.1
million in 1965).

A serious problem that must be comnsidered is that
we are industrializing at a rate faster than the growth
ol the agricultural sector; since agriculture provides
a very large percentage of the regiou's revenue, (see
Table 4) this implies that soon we might run out ot
resources to finance the development 01 industry and the
expenditures on infrastructure and public services which
are essential to economic growth, Another problem is
that we are industrializing for the national and regional
markets; that is, only a very small percentuge of the
industrial output is exported to markets outside Cuncral
America, The need of developing new exports to the rest
of the world is evident, The importance ot the substi-
tution of imports must not be underestimated, but by itsell,

cannot provide a solid basis for industrialization,

1 . . ; . : e
Committee of Nine, Alliance for Progress, Ialcrou
Sobre Los 1’lanes Naclionales de DNesarrollo y el Proce:o
de Tntepgracidn Econdmica de Centroamérica, (Washington:

1966) p. 53.




TABLE 4

CENTRAL AMERICA: EXPORTS BY SECTORS

1965 1969

Million § o Million § %

Agriculture 519.1 68,5 623.3 60 i
Cotton 115,1 16,5 148.8 14.5
Coffee 264,.3 34,9 289,9 28,3
Bananas 75.3 9.9 97.8 9.5
Others 5k 4 7.2 86,8 8.5
Industrial 211.0 27.7 365,.6 35,6
Others 27,2 3.8 36,5 3.0
TOTAL 7573 100.,0 1,025,.,4 100.,0

Source: Joint Planning Mission for Central America
Resumen de los Planes Centroamericanos de
Desarrollo Econdmica y Social para el Periodwu

1965-1969 (Guatemala: 1966),

The solution lies in attempting (a) to broaden
the agricultural base and extend priorities to the
development of food crops, (b) to carry out extensive
research of the minerals and raw materials in the aruva,
(¢) to manutracture products for the world market, and
(d) to encourage the development of tourism, This wiili
give the region the needed toreign exchange and capital

requirements to continue its economic growth,



II, Industrial Development

The industrial sector has, in the veriovd 1955-
1964 experienced a growth rate ol 7.7 per cent per annuu,
increasing its participation on exports to the Central
American area and to the rest otf the world frouw 3.4 per
cent in 1955 to 15 per cent in 1964.2 (See Table 5),
In Table 5, one can note that a large percentage of the
industrial production 1s destined to the internal wmarketls
1" the respective countries and to exports within the
region. Only 7.8 per cent or thne total production was
exported outside the region in 1964; this is only expec-
ted to increase to 8,5 per cent by 1969,

In the period 1964 to 1969, the rate ot growtl
of the industrial sector i1s expected to be about 12,6
per cent per annum; this growth will increase the parti-
cipation of the manuiacturing sector in total regional
production from 14.9 per cent in 1964 to 19,0 per ceixt
Ly 1909.3 According to the mnational plans, the country
that will experience the highest annual rate ol growth
will be Bl salvador at 14.4 per cent. The lowest rote

will correspond to Costa Rica with 10,3 per cent,

2Ibid, p. 61

3Joint Planning Mission for Central America, ﬁsg@myn

ot &

de los P’Planes Centroamericanos de Desarrollo kcondmice v

Social para el Periodo 1965-1969, (Guatemala: 1966) p. 1u.




TABLE 5

CUNTRAL AMERICA: DESTINATION UF INDUSTRIAL PRODUCTION
(In Millions of Central American Pesos of 1962)

To Internal Market To the rest of To the rest ot 'y
of the Producing the Central Amer, the world
Country Region
1 ..
1955 612.9 12.0 94 Csh
1960 790,2 32.5 30,9 Y5
1962 888,8 417 .4 53,5 Cod
190k 1,050.6 - 88,6 96,7 L, uy
1969 * 1,656,3 290,.8 181 .4 2,00,
(in percentages)
1955 9606 1.9 1.5 i
1960 92,6 3.8 3.6 Jid,
1962 89,8 L,8 5.4 N RSV
AR 85,0 7.2 7.8 s
1909 % 778 13.7 8.5 ISEe
(average growth rates per anaum)
1955-1964 6.2 25,0 30,0 ;
1960-1964 7.l 29.0 30,0 ¢
1964-1969 9.5 27.0 13,4 il
1.
Estimated

*Projections based on the national plans

Source: Committee of Nine, Alliance for Progress,Informe Sl
los Planes Naclonales de lesarrollo y et Proceso de
Integracidn Econdmica de Centroamerica (Washingtoun:

1966) Pe 6?.

(See Table IV, Appendix A) It seems, by looking at the rutss
of growth of the industrial sector, that the relatively less
industrializaed countries are those that will expericuce ilce
smallest expansion in this sector., This is out of countext
with the objective of balanced growth among the countries,

as set out by the General Treaty of Integration,

The five countries, however, are planning sone



changes in the structure of the industrial base of piroiacis,
by giving special attention to the development of the iunter-
nediate and the metallurgical industry, The traditionul
industry (mostly consumer goods) will diminish in its recla-
tive contribution to the total industrial production,

reaching a figure of 74,9 per cent by 1969, The growth in

TABLE 6

CENTRAL AMERICA: STRUCTURE»OF THE INDUSTRIA)L PRODLUCT
(1962, 1964, 1969)

fodqrty of Percentage Composition Annual Rates i Gpvow g

favus tries 1962 1964 1969 1962-1964 196h-1969

Traditional 86,0 81,3 74 .9 7.7 PL.i

Intermediate 9.5 14,1 20,4 35,0 22,0

Metallurgy- 4,5 4.6 4,7 11.9 13.5
Mechanic

TOTAL 100,0 100,.0 100,0 10.9 La.y

Source: National Industrial Plans,

the mahufacture of intérmediate products is expected to
come from the development of the chemical industry. 1In
metallurgy, great advances are expected in the productian
of capital goods and durable consumer goods; the countri-s
are also planning to develop the steel industry,

The realization of the program ol development ia
the industrial sector, as appears in the national plaus

ol’ the five countries will represent a net investment i



$CA 599.8 million and employment tfor more than 178,000 in

4 The object is to optimize the

the period 1965-1969,
present production facilities and create new projects.

30 per cent of the increase in the industrial product is
expected to be achieved by operating existing plants at
full capacity and by improving the methods of production,

The plans dratfted by the five countries, however,
show lack of regional coordination in this sector, Little
has been done to avoid duplicate investments and to apply
the principle of comparative advantage to the developme:nt
programs, This will be discussed in greater detail in
Chapter 1V,

The plans also have modest goals with respect to
exports of manufactured goods outside the region (Seo
Table 5), "Self-sustainiug progress can continue only it
the increase in imports is matched by an incrcease imn
exports."5 The need fqr diversifying the export base
is indeed great, More ambitious objectives should be

set for exports of industrial goods outside Central Americuy,

especlially from the traditional industries,

thid.,p.18

5W. Arthur Lewis, Development Planning, (New Yorlk:
Harper and Row, 1966) p.39.




ITII. The Agricultural Sector

The importance of the agricultural sector in tLhe
economic development of Central America must be constautly
reaftirmed, It is indeed surprising to see how little or
the entire instrumentation ot the integration process deals
with this sector. The process has given a much greater
impetus to the industrial sector without noting that its
development would tend to stagnate if it was not backed
by the balanced growth of the agricultural sector,

The need for new agricultural techniques in ti:e
area is indeed great, especially when we realize that mirc
than 60 per cent ot the economically active population
gains theidir substenance f'rom this sector.

TABLE 7

CENTRAL AMERICA: TNDICES OF THE RELATIVE IMPORTANLL
OF THI AGRICULTURAL SECTOR, 19062

Participation of the Sector in:

Gross Nationul Becowwar. 2ty
Product Poss 1o
Guatemala 30% O
El Salvador 32 61
Honduras Lé 71
Nicaragua 38 U
Costa Rica 32 5o
Central America 34, 2% Glig

Source: Committee of Nine, Alliance for Progress, Jnl ol
Sobre los Planes Nacionales de Desarrollo y el
Proceso de Integracion Icondémica de Centroaméric..,
(Wwashington, 1966) p. 118,




As can be seen in the table above, even thou;h
such a large percentage of the economically active popu-
iation lives from the agricultural sector, it constitutes
only 34,2 per cent of the gross regional product.,

The productivity per man in this sector is,
therefore, only about 28 per cent of that in the other
productive sectors, Added to this, is the problem of thc
duality found inside the sector between (a) the highly
exploited and technified subsector which exports most or
its products outside of the region, and (b) the subsector
wlitzch produces for the internal market., The productivity
per man o3 this last subsector represents less than 20
per cent of that of th; rest ot the economy;6 in this
subsector, a large fraction of the rural population is
dedicated to the production of basic crops for the
national markets,

In the last five years, agricultural production
has been growing at aboﬁt 5.2 per cent per annum; this
growth, however, has been felt mainly in the subsector
which exports outside the arva, This has accentuated
the duality problem, since the subsector which produces
ror the internal demand has not been able to show "si;ni-
ficant advances on the road towards the structural traus-

formation necessary to overcome its low productivity and

6Committee of Nine, Op. cit., p. 119,
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soclial backwardness,"

Another pfoblem that must be faced is the uneven
«istribution of land, This has determined, to some extent,
the low s%andard of living of a large part of the rural
population, The need for evolution in this area is essen-
tial, However, any reform geared to solve this problem
should be compatible with the goal of optimum agriculturai
prbduction; this cannot be attained unless the Tarms are
large enough to afford modern methods oi cultivation,

Aty agrarian retform should, theretfore, be very cérefully
studied, and should not involve expropriation ot land
except in some cases of unused land, where adeguate com-
pensation must be afforded,

The development ot industry demands the expansion
ol the regional market by way of increasing the per capita
income in the rural zones, "The improvement ol the
agrarian situation and the structural transformation that
1s needed to accomplish it, are primarily the responsiivii-
ity of each nation ., . . but the situation stresses the
need fTor a combined effort in the five countries, to coor-
dinate the development of the agricultural sector with
the regional objectives of industrialization, the growth

of other productive activities, and the creation of an

7Ibid, Poe 1.1.90



adequate economic and social infrastructure,"”

In the national plans of development (1965-190%)
very little attention has been placed on a clearly defined
program of development in the agricultural sector, Of
speclal interest is the lack of coordination among the
plans; almost no attempt has been made to achieve sowe
degree of productive specialization which is already
being demanded by the process ol integration,

The sector is expected to grow at an ananual rate
of 5.4 per cent which is considerably higher than the
3.6 per cent annual growth registered in the period 195U~
1962. However, due to the faster rate¢ of growth oi the
gross reglonal product the participation oif this sectur
is expected to decrease from 31.9 per cent in 1904 to
30,0 per cent in 1969.9

The composition ol' the total agricultural pro-
duction is also expec?ed to change in the period 1965~
1969, The part of the sector that produces 1'or outside
mark;ts will experience a relative decline 1in comparisou
to cattle raising, and forestry. The production ol
cotfee, cotton, bananas, sugar and various otnér Crdps
will grow at a rate of 7.1 per cent per annum Coljpared
to the 12.5 per cent growth rate in forestry and b rex

cent in cattle raising., (See table 8).

6Ibid, p. 121,

9Joint Planning Mission for Central Amer,,Op.Cit.,;.d,



TABLE 8

CENTRAI. AMERICA: GROSS PRODUCT OF THE AGRICULTURAL SiCLGi,
BY ACTIVITIES (MILLIONS OF 1962 CENTRAL AMERICAN PLHONS)

Growth Rate Percentuges
1965 1969 1965-1969 1965 156y
Export Crops and
Basic Grains 947, 1,244, 7.1 74 72
Cattle Raising 261. 362 8.4 20 21
Forestry 62, 100, 12.5 5 )
Fishing 14, 18, 6.4 1 i
TOTAL 1,284, 1,724, 7.6 100, 1oG,

Source: Joint Planning Mission for Central Amcrica K. o
de los Planes Centroamericanos ‘¢ Desarrollo kcouos i .

Yy Social para el Periodc 1965-1969, (Guateinl.i:19G5]
p.2h,

The development of these other activities will causc .
coertain shir't in the destination of the agricul tural
product; that is, a larger share ot the product ol ithis

sector will be destined for internal nmarkets,

TALLL 9

CENTRAL AMERICA: DESTINATION OF THiE aAGRICULTURAL Vv ot L
(in rercentages)

Internal External Growth Hates 1965-1ucy
Market Market Internal External Toial
1765 1969 1965 1969
L8 51 52 49 8,9 6.4 7 wts

Source: Committee of Nine, Alliance for Progress, Infori:
Sobre los Planes Nacionales de besarrollo y el
Proceso de Integracidn Econdmica Centroamericanc
(washington, 1966) p. 123,

nerotinaim -



Central America needs to develop even further the
fishing industry and the production and exports oi meat,
This will undoubtedly help to solve the problew of struc—
tural int'lation, set of'f by unbalanced growth; that 1s, it
will help finance the growing industrialization and alle-
viate the problems in the balance o1 payments,

As was mentioned before, little has been done (o
coordinate the national plans of development with respeuct
to the agricultural sectors; this coordination is neces-
sary to achieve a greater degree oi productive spueclaliaa-
tion and accelerate the formation of a true zone ol Laiw.
commerce for all agricultural products. The relativasiugg
between the process of economic integration and this

sector will be anslyzed in Chapter IV,

IVe Regional Consumption

In the period 1950 to 1964 mass consumption
increased at a rate of 4,8 per cent per annun., The o iluand
plans expect that this ftigure will increase to 5.%5 pwi ool
during the period 1964-1969., The objectives of the plans
¢1 development with respect to this area are to "(a)
liberate a larger quantity of resources for investment
and (b) better the standard of living of the wmajority oi

the population."lo Total consumption can be divided into

lOIbid, P.30.,



two categories: (1) private consumption, and (2) public
consumption, The first of these will continue to repre-
sent 90 per cent of total consumer demand which amounted
to $CA 3.1 billion in 1964 and is programmed to increase
to $CA 4,1 billion by 1969.

In the next five years, however, the plans
expect that the propensity to consume will start to
decline in order to accelerate the capitalization process,
No specific measures have been taken, however, to encour-
age this objective in a manner compatible with the

intentions to increase the consumption level or the

lower income groups.

V. Investment - Public and Private

Gross investment in the five countries increascd
at an annual rate of 8.1 per cent in the period 1960-
1964 and is expected tq increase by 11,2 per cent pes
annum for the five year period 1965-1969, The total
[igure for this last period is expected to be close to
U4 3.6 billion, of which 64.8 per cent will represent
private investment,

The plans expect that the share of public invest-

ment will grow from 27,7 per cent in 1964 to 37.5 per cceit

11Ibid, Do 2.



by 1969. The principal objective of this increase in
public investment is to create, at a national level, an
adecuate soclal and econoumic infrastructure. In the last
few years, however, attempts have been made‘to coordinate
the public investment plans oif the five nations in order
to accelerate physical integration and create a regionul

socio~economic structure,

(A) Economic Infrastructure

Great progress has been achieved in the construc-
tion of roads and highways, Some of these projects huve
been joint ventures between Lwo or more countries desig-—
ous to meet the demands created by the growing intra-—
Central American commerce. 1In the period from 1951 to
1962 the number of kilometers of roads of all types
increased frowm 8,297 to 17,031 which represented a ©,5
per cent annual growth rate, It is expected that it '
period 1965-1969, 8,502 kilometers of road will be buiit
or improved, The construction of better roads and high-~
ways has brovadened the base for the physical integratiou
that was lacking.

Much less progress has been made in the regional
coordination of investment plans for railroads and mari-
time transportation, In this area, a coordinated regitonal
action is needed in order to avoid unnecessary duplicatien

of investments and increase the c¢tfficiency ot the exisiing



facilities, In the opinion of the ad-hoc Committee for
the Alliance 1or Progress, there is great need ol draitiig

a Central American Program ol Transportation that will

determine the regional priorities and systematize the

12

channeling of public investment into the area.

The plans estimate that in the period 1965-1906¢
$CA 422 million will be invested in transportation. O1
this amount about 78 per cent will be used for roads anua
highways and the rest is divided among maritime ports,

airports, railroads and other forms of transportation,

TaBLE 10

CENTRAL AMERICA: COMPOSITION OF PUBLIC INVESTMENT IN
TRANSPORTATION 1965-=1969

Amountl Percentayco
Roads and Highways 330 78
Railroads 3 1
Ports 5k 13
Airports 25 o
Others 10 2
TOTAL 22 100

1 . \
in willions of Central American j:€s80s,

wource: Joint Planning Mission tfer Central america,
Resumen de los Progrumas Centroamericanos de
Inversiones Publicas, (Guatemala: 1965) p. 119,

Regional planning will be essential in the future if

optimum use of capital is to be achieved in this area,

2Committee of Nine, Op. cit., p. 20



In the field of development of electricity aund
hydroelectric resources the regional program has the
tollowing objectives: "(1) to take advantage of the O Or =
tunities afforded by the intercomnection (of transmission
lines) between countries , . . (2) to engage in common
projects for the use of water sources, and the control und
improvement of the navigable capacity ot the waterways,
and (3) to construct common hydroelectric plants."l3
Up to now, most of the projects in the area have been
carried out almost exclusively for national use, H0wuver,
in the period 1959-1964 the installed capacity increasca
from 360,3 to 534.4 million watts or an equivalent 10,1
per cent increase annually.lh In the future, due to i
demands on electricity placed by the process ol dindustesal-
ization, regional or multinational action will have tu Lo
taken, The installed capacity is planuned to increasec
from the 543.,4 million watts figure in 1964 to abour w7
million watts by 1969.15 This will represent an invooioeal

of about $CA 189 million which is 13.7 per cent ol the

total public investment figure for the perioa,

1bia, p. 144,

14 . . . .
Joint Planning Mission for Central America, lesuiel
de los Planes Centroamcricanos de Inversiones Publi-

cas, (Guatemala: 1965) p. 132,

1=
2Tbid, p. 42,



Projects for the interconnection of their prescunt
hydroelectric resources are being carried out by Honduras
and El1 Salvador (estimated net saving on investment: §Ca
30 million for thé first seven years), Nicaragua and
Costa Rica, and Costa Rica and Panama, A fourth project
plans the inclusion of Guatemala's resources into the
Honduras=El Salvador group in a three-way interconnectioun,
Although the need for this type of joint effort is indecd
great, many technical problems plague the projects,
Difficulties have been encountered in ascertaining th
technical and financial responsibilities that each cousiey
will have in the ventures,

The Central American systems of cowmnmunications,
especially the telephone system, was less than adequaic
before 1960, Since that time many projects have been
undertaken, the most comprehensive of which was done Ly
the French Mission, A treaty based on this project wac
drat'ted, but many problems arose in the teclmical wsscets
of the operation of the system, Recently, however, the
governments seem to have come to some sort of an agreéemant,
The plans of development have set as their objectives tu:
"(1) establish a system of automatic communication between
the principal urban centers in the region, (2) modernize
the present systems and extend the network to new urban

centers, and (3) regionalize the present commections,



. : 6 :
including Panama."lJ The total investment in this arca

is planned to be around $CA 58,5 willion which represent.

4,2 per cent 01 total public investment 1or the period

1965-1969.

(B) Social Infrastructure

The area of social development is one which wiilt
be positively favored by the progress achieved in the
economic areas, The programs theuwselves state as one ol
their more important objectives the definite intention ot
raising the standards oi living in the region, In ihe
last six years, the high rate 0oi growtihh ol gross regivi.al
product has had positive etfects in improving the cconvaic
well-being of a majority ol the Central Americans; this
can be measured by a definite rise in consumption which
has been more evenly distributed among the various sovclal
levels, The social development oI the region can be
divided into three subéectors: education, healtly, wid
housing, The first of these, education, has been and wstili
is deficient, The illiteracy rate is more than 50 per cent
ivr a majority of the countries amnd there still is 4 def-
inite shortage of teachers and a scarcity ol physical
Tacilities, This problem is more acute in the rural arces,

wlhiere the number of schools is very small relative to the

leommittee ot Nine, Op., cit., p. 146,



population, The region, therefore, is in need ot (a)
enlarging the present facilities, and (b) achieving a
better geographic distribution oi the education centers,
In 1964, only 58 per cent ot the population in the age
group between 7 and 12 were receiving primary educatios.
1'he number of classrooms for this purpose was estimatou
at 35,257, The percentage Tigures for secondary educuiioa
and univefsity training are much smaller but the exact
figures are not known,

The development plans of the five countries have
put special emphasis on reducing the illiteracy ratc wiu
increasing the percentage o1 the population receiving a
primary education, It is estimated that by 1%69, 75 oy
cent ol the population in the 7-12 age group will be aulc
to receive such an education, The goal is tov have all
the eligible population receive priwmary traiuning by 1L¢do,

lLess emphasis has been placed on secondary anu
superior education, Aithough 2,771 wore classrouis il
be built in the 1965-1909 period 1or the purpose ot suve--
dary schooling, only about 12 per cent of the elig ible
gupulation will be receiving it iun 1909. |

To achieve the pgoals of the nativmal plans §Ca
79,0 million will Le invested on education in thie tive
year period 1965-1969, This represents only 5.7 per cuut

ot total public investment, |\ large percentuage ol this



amount will be used in building new schools for primary
education. (See Table V-Appendix A),

In the area of health, the indices show that there
is great need for positive action. In 1964, there was zn
average of only 2.3 hospltal beds per 1000 persons, The
problem ot extremely scarce facilities is further apgoru-—-
vated by an uneven geographic distribution of these facil-
ities, Most ot the hospltals are located in the urbaun
areas, leaving many of the rural zones practically
unattended,

The development plans have programumed a totatl
investment of $CA 193.9 in this area, Tor the period
1965-1969; this investment will bLe destined to the coli-
struction of hospitals and health centers, and Llhe citvaliun
of systems for the distribution ot drinkable water and
better sewerage. By 1969, the number ot hospital beds
per 1000 people is expgcted to rise to 2.7; the plans
estimate that, in the five year period, 34 hospituls . .
305 health centers will Le built,

sizty per ceut of the total investwment in this
area ($CA 116.3) is expected to be tinanced by internui
resources, The other 40 per cent will be financed through
aid and loans from outside sources,

In the area of housing, Central America is also

in need of definite improvement. 1t is estiwiuted tiwat



only one third of the total population live in houses that
can be considered "adequate", In the last five years,
however, many projects were undertaken which had positive
ef'fects 1n attenuating the problem. Nevertheless, as o1
1964, the detficit in housing was calculated at 1.7 willioun
houses or living units. Even though the national plans
estimate that 125,249 houses or units will be built in tihe
period 1965-1969, this will not even cover the housiug
deficit caused by the population growth, The probleu,
therefore, will tend to get worse, The investwent in this
area is planned to be §CA 175.5 million, but this, 1v sceme,
will not be enough to counter the demographic "explosi..’™,
The total public investment in the perioa 1907
1969 1is expected to be $CA 1,38L,6 million, This will be
divided in difterent proportions in the areas discusscuy
before: economic infrastructure, social infrastructure,
productive sectors and others, (sSee Table VI, Appendia a,)
52 per cent of the total public investuwent {(§ua 721,2
million) will be financed internally and the rest will
come from external sources, These last sources al'e plriuci-
ily international finance agencies, The Inter~aAmerican
Dunk of vevelopment is considered the principal source of
financing tor housing and health; the International Bank

of Reconstruction and Development will give vital bachiug

to the development ol nighways, eleciric power supplies,



and communications, For the regiomnal projects of inf{ru-~
structure, the Central American Fund for Economic Integra-~
tion will be the principal source ot capital. The Agency
for International Development has also planned to give
financial help to projects involving health, education, and

transportation,

The process of economic integration has indeed hbeen
ol primary importance in the accelerated econoumic progress
achieved in the last six years and has provided the momen-
tum needed to set high objectives for the period 1965-1969,

The purpose of Chapter IV is to show the effcets
that this process has had on the Ccecuntral American socio-
economic structure, and to discuss some of the problens
that the process is encountering which are retarding the
positive development of a more efficient (and more row. i

ing) integrated economy,



CHAPTER IV

THE EFFECTS OF THE PROCESS OF ECONOMIC INTEGRATION ON T
CENTRAL AMERICAN SOCIO-ECONUMIC STRUCTURD

The economic growth that Central America has
experienced in the period 1960 to 1966 can be attributed,
to a large entent, to the progress that has been achieved
in integrating the economies of the five nations. Other
ffactors, however, have contributed to this growth; the
period has coincided with one of general political peace,
of monetary stability, of relatively stable world marhet:
for the region's agricultural exports, and of a new and
positive attitude on the part of government aand business
leaders regarding the need tor development, This last
factor, to which I attribute great importance, has been
a direct product of the general awareness that the soocid
and economic problems must be solved. Must Central suicri-
cans are becoming conscious ot the veunefits derived it
the new dynamic proceés ol industrialization, which bh..
been accelerated by the creation of the Commoun Markot.
This awareness is, in itself, one of the mutors that hes
revolutionized the concept of econowmic development,
Central Americans are getiing more and wore involv.e: . ik
the process and are starting to experience the dyrnaniisn
of what Rostow has called the take-oif, "the take-ol'l
13 the interval when the old blocks and resistances to

steady growth are tinally overcome, The forces wmuwin, ¢



economic progress, which yielded limited bursts and
enclaves ol modern activity, expand and come to dominute
tlie society. Growth becomes its normal condition,"

It is difrficult to measure exactly the effect
that the process of economic integration has had on tuis
growth, However, the creation ot a free-trade area pro-
tected by tarifi's against competition lrom outside the
region has provided thu base for a rapid industrialisa-
tion and has been the principal factor behind the 3135
per cent growth of intra-regional trade in the period
rrom 1960 to 1965, More than this, the process ot ixnte-
gration has created the institutional ramework nceded
for "the transtormation of a social and economic struc-
ture that had been, in the past, incapable ol estublisi:iuyg
a solid base for prolonged economic growth and lor thu

bettering of the standards of living which are belng

oL

demanded by a majority of the Central American populattan,
This does not mean, however, that the lustitalicaal

framework established in the General Treaty ot Ecvnotic

Integration is perfect., The base has been establishcea,

lw. We Rostow, The Stapges of [conocimic Growth,
(Ccambridge: Cambridge University Press, 1960), pe 7.

2 . vy . : o g

"Committee of Nine, Alliance for Progress, JTnioirmne
Sobre los Planes Nacionales de Desarrollo y el Proceso uv
Integracion Econdmica Centroamericana, (Washington:19(6)

pe. 1




the process, nevertheless, is plagued with many techuicaul
problems, most of which, it is hoped, will be resolved
with time, These problems will be discussed with more
detajil later in the chapter,

The rate of growth of Central America on the whoie
increased substantially since 1960, achieving a figure of
2.5 per cent per capita in the period 1960-1964, compurcu
to 1,5 per cent for the 1950-1960 decade, It is interesie~—
ing to note that the only countxyy that experienced a
reduction in the national product per capita for the poeriog
1960~1964 was the last one to join the Common Marketu,

This country, Costa Rica, has since experienced a shuriy
increase that can be attributed directly to its particas, .-

tion in the intra-~Central American trade,

I. Industrial Development and the Integration Procueos

"Industrialization retfters to the actual source ol

transition from the preceding agricultural Oor couumersi. i
. . L . 3 .
sociedy toward the industrial society,.” However, we liust

.

"ask ourselves: What sort of industrialization is thie oot

convenient for a developing regiomn like Central America,

given the limitations of human and capital resources?

In the period 1950-1960, due mainly to the favorablu

)Clark Kerr, John 1., bunlop, f{rederick M. Harbiasoun,
.zd Charles A, Myers, industrialism and Industrial Mau,
(New York: Oxford Univ, Press, 1964) p. 14,




conditions existing in the world markets for our trudi~
tional export products and to the bilateral treaties,
Central America began to industrialize at a rate fastuer
than the growth of the economy as a whole; the commerce

of manufactured products became the most dynamic elemueiit
in the intra-regional trade, This early 1ndustrialization,
however, centered on the continuance ofif the traditie:..l
industries—--foodstutfs, tobacco, liguor and soft driuks,
textiles, wood articles, and turniture. The increasc ian
thhe size ot the markets provided by ithe bilateral treatics
was not enough to start a more dyunamic industrializatiouwn
or to provide the basis for a transformation of the manu-
facturing sector, buring this ten year peciod, the scoios
Jid not achieve a large degree o1 import substituticai; the
proportion of imported consumer ggoods also remuined ol tawe
same level for the period, with a slight increase¢ in Jdue-
able consumer goods, lutermediate goods, aud capitual

4

Couds .

Since 1960 the creation of the Common Market hiis
caused a definite structural transtTormmtion iu the seut..;
it has provided the base l'or an accelerated process i
import substitution, largely of durable and non-durabtl

consumer goods, In the last six years, however, Ceutiaid

N )
SIECA and the lkconiomic Commtission for latlin Amocoel oo

(LCLA)Los Problewas de la Politicu Industrial Centror. i .
(31ECA/CEC - T11/Prov, 30, 1964) p, 6,




America has experienced a rapid growth in the productioi
of intermediate goods such as ftertilizers, inscecticides,
tirés, metallic structures, and raw materials for the
chemical industry,

If the production goals of the matiomnal plans of
the five countries are wmet, it is estimated that inport
substitution will reach a figure of $CA 375 millicu ..,
1969, In order to sustain this rapid growth rate, tic
region must encourage the development of industries that
pitoduce intermediate and capital goods, It must also
recognize the necessity ol achieving a greater degree oi
specialization in the production of consumer goods,

The Common Market is still tco small Tor the
creation of certain basic industries that demand a largor
scale ol production to operate economically., Taben ito u
whole, Central America represeunts a market comparable o
a medium sized South American coultry such as Colowbia
vor Peru, What is important, in the context of the 12—
million market, is that it has created a new attitude

among the Central American entrepreneurs focused on «

regional concept of industrialization. This has permiitud

a better utilization of the present industrial ecapacity,
The fact that the businessmen are becoming aware

of the opportunities afforded by the Common Market docvs

not imply that the national mentality has disappearcet wid

J.



been replaced by a regional outldok; the'feeling of
nationalism, aggravated by lack of communication among
the business groups in the five countries, has caused
duplicate or multiple investments in production areas
where the combined capacity of the plants far exceed the
regional demand, This naturally implies capital waste
and the establishment of manufacturing plants that by
themselves are too small to take advantage of the Common
Market.

This all leads to one essential point which can-
not be emphasized enough: the urgent need oi establishing
a regional policy of industrialization, The governments
ot the five countries should, at least, work towards a |
greater coordination of their national plans of develop-
ment, This cannot be done without a systematic effort
by the Central American entrepreneurs to attain greater
specialization. "It would be important that ., . .(the
entrepreneurs) act jointly to consider the persbectives
of industrial development and the ditferent projects with
regional outlook, coordinate these initiatives and

establish agreements for comnmon investments wherever

possible."5

Some coordination of the national plans has been

carried out by the Joint Planning Mission for Central

5Committee of Nine, Op, cit,, p. 15,



America in its study Bases para un Programa Centroameri-

cano de Desarrollo Industrial (March, 1965). This work

is more a compilation of the data in the national plans
than a study of regional industrial development, However,
the work of the Joint Planning Mission must not be under-
estimated and may, in the future, prove very useful

towards the coordination of development objectives.

(A) puplicate Investments

The duplication of plants and projects in Central
America has been a direct result of the profit opportuni-
ties provided by the Common Market, lack of coordination,
however, has caused excessive investment in the production
of easily substituted consumer imports. Entrepreneurs in
all five countries have provided capital for the manufac-
ture of similar products in quantities that far exceed
their dewmand. Although this can be considered a triunmph
Tfor free enterprise, Central America is in definite need
of a certain amount of economic planning in this area,
The relatively scarce capital resources make it essential
for the five countries to act jointly and establish
priorities for investment in the industrial sector. There
is no heed, however, for direct government intervention;
on the contrary, the "direction" should take the form of
(a) effective use of the mechanisms for coordination that

exist at a regional level, (b) tax exemptions, special

QU ,



protective tariff systems and other encouragements for
investments in areas such as the production of capital
goods, (c) discouragements in areas facing much duplica-
tion by tighter credit facilities, higher taxes, and more
restrictive policies. The capital waste and high degree
of plant duplication is not only a problem of the present
and the past. The national plans of development for the
period 1965-1969 include projects for the manufacture o
similar industrial goods, each of which require the entire,
or a large part, of the Central American market. Some

of' the most notorious examples are the production of paper
and pulp, fertilizers, iron and steel, and rayon.6 There
exist eight projects for the development of the paper
industry in Central America, two of which--in Guatemala
and Honduras--are already in an advanced stage of prepara-
tion, The other six projects are still in the prelimianary
phase of study. Adding up the estimated capacity of all
the projects, we arrive at a total production of 493,000
tons by 1969, If we compare this to the potential demand
estimated by the Joint Planning Mission, we realize that
the completion of these projects would mean a surplus of
353,000 tons for that year. In view of the scarcity ot
funds for other top priority areas, it does not seem logi-

cal to go ahead with these projects unless some of the

6These examples are taken from Ibid, p. 907100, and
from the national plans of development (1965-1969).



production is intended for exporting outside the region,

Another industry that is facing an overabundancu
of projects is the fertilizer industry, Due to its direct
relationship to the agricultural sector, it is important
to achieve some degree of regional programming for this
industry in order to avoid price fluctuations that can
have serious repercussions on the cost of the region's
export commodities and basic grains. The national plans
contemplate several projects for the development of solid
fertilizers in the region; only in three ot them--Guatewmala,
El Salvador, énd Costa Rica--have the plans considered thie
production of ammonia and its derivatives, If the goal of
the three projects for.ammonia production are met, it is
estimated that total capacity will be of the order of
281,000 tons, This figure would mean a surplus of approx-
imately 170,000 tons in view of a total demand of only
110,000 tons., This excess capacity leads us to think about
the obvious advantages énd cost reductions that could be
obtained if the three medium-~sized projects were replaced
by one common project for the entire region,

The examples of duplication mentioned above are
only two of a wide gamut of areas where the national plans
have showed definite lack of coordination, A more rewarding
process of economic integration would certainly entail a
growing specialization and close adherence tb the princijles

of comparative advantage., How much of this regionaliza-



tion7 can be achieved without some degree o1l political
integration is something that, I hope, will be resolvcu

in the near future, For the present, we are faced with

a certain game of national give-and-take, that must satisty
a number of political pressures, aggravated by an over-
powering national mentality. It is cssential, neverthe-
less, to create, through the process of "human" integra-
tion closer communication among the entrepreneurs of the
five countries. This communication added to a cowmbined
effort of the coordinating regional bodies such as SIkCa,
ICAITI, the Joint Planning Mission, and the Central awmericai
Bank of IEconomic Integration, together with the Naticiial
lanning Offices, can provide the base Tor the badly neueued
regional plan of industrialization.

The reader must not think that the process ol
integration has not had as one of its objectives the sys-
tematic development ot the industrial sector. On the
contrary, this has beeﬂ one of its main prgoccupationb.

To this end three important legal instruments were sub-
scribed by the five govermments: (1) Agreement on the
Regime for Central American Integration Industries (1960),
(2) the Special System for Promotion of Productive

Activities (January, 1963), and (3) the Central American

7Throughout Chapter IV, "regionalization" is synony-
mous to "integration"; it is the process of making the
region and its people "Central American",



Covenant of Fiscal Incentives for Industrial Developuent
(July, 1962). The Special System establishes uniforw
protective tariffs for certain industrial activities ouiy
if the installed capacity of the Central American plants
are capable of covering at least 50 per cent of the region-
al demand, The Covenant of Fiscal Incentives, althouglh
subscribed in 1962, has not yet become effective; it still
lacks ratification by the government of Honduras, This
"convenio" establishes "uniform incentives for industrial
promotion , » « that grant first priority to industries
producers of capital goods and raw materials, in relatioun
to the amount ot regional labor used and to the importance
o1 the components of regional origin."8 The inéentives
extended to industry in Honduras and Nicaragua are for
longer periods of time-~-an additional two years and one
year, respectively--in the form of exemptions from incoume
tax, This disparity in the periods of exemptions is in
keeping with the goal oif balanced economic development

among the five countries, This will be discussed later

in the chapter,

(B) The Integration Industries

We come now to an area that has created much

controversy in the past four or five years, The Agreement

8Committee of Nine, Op, cit., p. 10,



on the Regime for Integration Industries in Central America,
subscribed in 1960, was designed to encourage the creation
of basic industries that could only operate economically
if guaranteed the entire or a large part of the Common
Market. These industries would receive preferential treat-
ment in the form of free commerce tfor their products

within the region and encouragements in the form of
exemptions from intermal taxes and customs duties, Due to
the "monopolistic" aspects of the given status, regional
bodies would control prices, inventories, quality and
distribution conditions in an effort to protect the
consumer,

The Regime for Integration Industries was indecd
the first multilateral instrument for industriél prowotioit,
Apart from the development of needed basic industries, it
has two other important objectives: (1) to encourage the
balanced growth of thg five countries by the strategic
placement of these industries, and (2) to keep duplicale
investments at a minimum in an effort to achieve greatcer
specialization,

In the six years that this Regime has been in
effect only three plants have received "integration
industry" status., These are: a tire plant in Guatemala,

a plant for the production of caustic soda and chlorinate:d

insecticides in Nicaragua, and a plant that produces sheci



O

glass in Honduras, Guatemala has applied to obtain two
more industries under the Regime: one to produce paper
and pulp and the other to manufacture rayon. This seems
to be in contradiction with the terms of the agreement
which specifically states in its Transitory Clause that
"in the hope of promoting an equitable distribution ot
the plants included as Central American industries of
integration, the signing states will not assign a second
plant to one country until each one of the five states
has at least one , ., ."9 This clause in itself defeats
the purpose and operation of the entire Agreement; if one
country decides not to have an integration industry, then
the Regime becomes totally inoperativeolo

Some lawyers and economists, especially in El
Salvador and Guatemala, argue that the treaty was a "polit-
ical conspiracy" against the more industrially advanced
countries, They argue that the Regime was designed to
tune down the initiative and drive of El Salvador arnd

Guatemala in favor of a more dynamic industrilalization

in the other three countries. This said "conspiracy"

9ODECA, Boletin Informativo, (San Salvador:1961)p.32,

lORecently, however, the Central America EKconomic
Council has interpreted this Transitory Clause to mean
that a second plant within the same industry cannot be
assigned to a given country until each one of the partici-
pating states has one plant of this same industry. This
new interpretation has opened new perspectives to an
agreement that would have otherwise faded away.




has actually little or no foundation; what is true is
that the agreement has as one of its main objectives the
promotion of the balanced growth of the five economies,

In the actual operation, the Agreement on the
Regime for Integration Industries has had very little
success as a mechanism to coordinate the industrial process
in the region. Three reasons, among others, could explain
this lack of success:

1, The operative system used to instrument the Regime
has resulted unnecessarily complex.l1 Any industry
desirous to come under the Regime has to obtain
technical and economic approval of its project by
the Executive Council oi the General Treaty ard
then obtain formal authorization in the form of
a Protocol that has to be signed by plenipotenti-~
aries of the five countries, This entalls several
months of study and negotiations.

2. The preparation of industrial projects to be
included 1n the Regime hés been very slow,.

3., The Regime has not had sufficlent financial back-
ing=-notably little from sources that are thew-
selves financed by the United States government
agencies (such as the Central American Bank of

Econamic Integration)., This has been due to the

1ICommittee of Nine, Op., cit,.,, p, 11,



widespread feeling in the United States that the

integration industries are nothing more than dis-

guised industrial monopolies,

Al though the Regime on Integration Industries could
constitute an important instrument to accelerate industrial
growth in the region, it seews to me that it must be covr-
dinated or fused into a more comprehensive'program or
incentives to the industrial sector. Under this systen
a set of priorities can be established depending on the
amount of regional raw materials used, on the amount of
local labor enmnployed, on the importance of its production
to the economic process (capital, intermediate or cousumer
goods), on whether the production is geared to exports
outside the region and other considerations, This is
simply an expanded Treaty of Fiscal Incentives to Indus-—
trial Development and would incorporate the plants that
are now being treated as "integration industries.," Five

/
considerations are important for the correct functiuvaning
of this program: (1) a list of priorities must be estab-
lished, consistent with the objectives of development in
thie sector, (2) a faster way must be 1ound to sfudy and
appréve the projects, (3) technical assistance must be
supplied by regional bodies such as ICAITI, (4) the
Central American Bank of Economic Integration should have

a more active participation in the form of loans and



G,

capital outlays, and (5) the Joint Planning Mission or
other regional body should provide pertinent information

to Central American entrepreneurs in order to avoid

possible duplications,

(C) Effects of the Common Market on the Industrial
Sector—--Regional Objectives

Despite the problems encountered in coordinating
the national policies o1 industrialization, the opportun-
ities provided by the Common Market have had positive
effects in the industrial development of Central America,
The larger market has permitted the establishment ol new
firms at a regional level and the modernization and
enlargement of firms that, at a national level, had becn
unable to use their installed capacity. The prdcess of
economic integration has also had another important conse-
quence: it has contributed in the development oi a more
dynamic attitude in certain sectors of the entrepreneurial
class and has fostered the concept of regionalism,

The rapid growth of intra-Central American comunerce
is probably the most significant variable that "shows"
numerically the effects of the Common Market, In the
period 1950 to 1960 the intra-regional trade grew from
$CA 8.3 million to $CA 32.7 million., This growth can be
attributed, in part, to a post-war économic boom and to

the bilateral treaties signed among the countries. Wit
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the creation of the Common Market in 1960, the trade
within the region received a definite boost that caused
the commerce to increase from $32.7 wmillion in 1960 to
$136,0 million by 1965. (See Figure 1), In this five-
year period the intra-regional trade grew at a much faster
rate than it had ever before; by 1965, trade among the
countries accounted for 15.6 per cent of total imports.
More than 70 per cent of this commerce was composed of
industrial products, This can be compared favorably with
the year 1950, when the intra-regional trade accounted for
only 2.5 per cent of total imports and this percenta; ¢ was
composed mainly of agricultural goods,

For the first nine months of 1966, trade among the
countries has reached a figure ol $CA 113.7 million which
indeed compares favorably to the $CA 95.8 million figure
for the first nine months of 1965. Presently 75 per cent
of the trade is composed of industrial products, This
t'igure, compared to the relatively low percentages for
the years before 1960, shows the accelerated industrial
development in the period 1960-1966, Although the indus-
trial process is facing problems caused by tlie lack of
a regional plan of development, the industrial growth has
been a "success without proper direction", No promises
were made in 1960, however, at the inception of the Treaty,

that the process would be perfectly structured and programmcd



from the beginning, If this had been the case, there would
be no point in calling it a "process", After the first,
relatively "easy" years, the industrial sector must now
program its development and establish a list of priorities.
At the Second Reunion of the Directors of Planning in
August of 1965, a representative of ICAITI indicated the
following criteria as needed to fulfill the objectives tor
a regional plan of industrial development:

l, Optimal localization of the basic industries from

a technical and economic viewpoint and in keeping

with the principle ot balanced growth.

2, Maximum utilization of regional natural rescuic.s,

3. The improvement of industrial interrelaticnsliips,
in order to achieve a greater specialization and
industrial complementation,

4, The use of adequate technology; and

5. The maximum possible saving of foreign exchange
and capital resources,

To these five criteria should be added (a) the
need of promoting the creation of industries that will
export outside the region, (b) the need of more solid
financial backing to the industrial process, and (c) the
need ot the proper legal instrumentation in the form of
a coordinated program of incentives such as was mentioned

earlier in the chapter, The importance of achieving a



broader base of exports must be stressed; manufacturing
for outside the region is one way which will help to
solve some of the balance~of-payments problems that will

be encountered in the future,

ITI, The Reaction of Private Enterprise Towards the Commomn
Market.

"As a Central American, I say it's a dream,

As a Honduran, it is bad; it I were a Salva-
dorean or Nicaraguan, ?'d say great, It's 2
working on paper, but it's not working here.,"

As a general response to the Common Market, this
comment by a prominent Honduran businessman is represénta—
tive of the opinion received from members of Central Amer-
ica's private sector,

The attitudes of the members of the business
communities differ considerably from country to country,
The Guatemalans{ Salvadoreans and Nicaraguans seem to
favor economic integration; many Costa Ricans and Hondurans,
on the other hand, are wary of the process, The reaction
received from businessmen in the five countries also
depends on how the Common Market has affected them pe:irson-

ally., Those that have gained from the movement are,

invariably, supporters of economic integration, Those

12Comment received by Meldon Levine, student of the
woodrow Wilson School of Public and International Affairs,
from a prominent Honduran businessman during a summer of
study in Central America,



that have been adversely affected are, for the most part,
opposed to the movement., There are, however, strong
exceptions to this generalization.13 In any case, it
proves difficult to obtain objective responses from the
members of the private sector,

The small number of businessmen that consider
themselves "Central Americans" are very much in favor orf
the Common Market and consider economic integration of
prime importance to the development of the area, This
group, however, is very small; nationalism is still
prevalent in'the attitudes of a majority of the business-
men and this has had a disruptive influence in achieving
better communications among the private sectors oi the
five countries,

(A) Two different cases: Honduras and El Salvador

The Honduran business community is that which
most strongly opposes the process of econoimic integration,
The one opposing argﬁment frequently used is that the
nations that are industrially more advancéd are exploiting
Honduras' less developed economic base, The Honduran
businessman fears that with the Common Market the "indus-
trial giants" of El1 Salvador and Guatemala are going to
squeeze out the smaller industries, In recent years,
however, a minority of industrialists in Honduras (the

"new breed") are beginning to change their attitudes about

13Meldon E. Levine, The Private Sector and the Coumon

Market (Princeton: 1965), mimeographed, p. 1l.
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the CACM and are realizing the benefits derived from the
larger market,

The reason.for the generally widespread opposition
to the Common Market lies, in part, in the political and
economic evolution of the business community in Honduras,
Until recently, wmuch of the country's economy had been
controlled by foreign interestquu This had not permitted
the healthy evolution of a dynamic national entrepreneurial
class, "As the financial power shifted into the hands of
the commercial class, the existing political relationships
prohibited the ideas and attitudes of that new class 1row
a proper exposure to those of the govermment, The goveru-
ment neither attempted to stimulate any positive changes
in the private sector nor encouraged industrialization,
and the commercial class was both unaware of industrial
opportunities and wary of any substantial changes in tlhis
uncertain political atmosphere."35

This situation was aggravated by the fact that a

great majority of the entrepreneurial class was of foreign

descent.16 This made communications with the goverrm.cnt

unotably, the United Fruit Company,

15Levine, Ope cit., pab,

16Mostly from the Middle East,
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difficult, Due to lack of coordination between the govern-~
ment and the commercial class, the latter did not develop
an industrial attitude until recently and did not pressure
the government into the creation of a proper economic and
social infrastructure.

A prominent Honduran economist17 has quantified
the "effects" of the Common Market on the Honduran economy
showing a loss of several million dollars of earnings,

An explanation of this numerical method has been left out
for reasons of brevity, However, by observing the atti-
tudes ot a majority of the members oi the private sector,
it seems that they have accepted this guantitfication as
valid,

Whatever the reasons for Honduran opposition,
sufficient concern about the problem of achieving balunced
growth among the five nations has caused the governments
of the five countries to consider granting special incen-
tives and longer exemptions to the less developed countries
in the region, More financial backing is also being con-
sidered, in order that countries like Honduras can iuj;.rove
their economic infrastructure,

The case of E1 Salvador is indeed the other extreme;

the Salvadorean business community is the one which most

l7Licenciado Praxides Martinez, Economic Advisor to
thie Congress,
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strongly favors the Common Market and the process of
economic integration, Couwpared to the other countries
in the region, El1 Salvador has the most dynamic entrepre-
neurial class, and one which is firmly convinced that
economic growth can only come from an integrated economy,

The development of the commercial and industrial
class in El1 Salvador can also be traced to the country's
economic and political evolution, The Salvadorean economy,
in contrast to that of Honduras, developed from within,
That is, the productive resources were in the hands of
nationals who reinvested their profits in the country,
This, plus a closer communication between the business
community and the government, provided the base for the
development of a suitable social and economic infrastruc-
ture,

The support of the CACM by the Salvadorean private
sector can also be attributed to the fact that the busi-
ness community is aware that, due to E1 Salvador's small
size, it can benefit greatly from the use of the other
country's raw materials and from the industrial opportuni-
ties provided by the larger market. In the actual opera-
tion, E1 Salvador has secured a large percentage of the
intra~-regional commerce., For the first nine months of
1966, it exported $CA 36.4 million to the rest of the

region compared to Honduras' $CA 16,0 million, This

AN



difference can be attributed to the fact that the indus-
trial sector in El1 Salvador is much more developed than

that in Honduras. These disparities have made the
Hondurans feel that the more economically advanced countries
are taking advantage of their economic situation., This,

in part, has caused the opposition felt by the Honduran

business group against the Common Market,

III. Agriculture and Economic Integration

The agricultural sector is of vital importance
to the economic development of Central America and to
the future success of the process of economic integratiun,
This importance stems from two important reasons: (1) it
is the traditional exporting sector and, as such, consti-
tutes the principal source of foreign exchange in the
region; and (2) it finances all other productive processcs,
It is indeed surprising, therefore, to see how little of
the instrumentation of the process is devoted to the
agricultural sector. Most o1 the legal instruments eal
with the industrial sector; however, the industriali.ation
would tend to stagnate if it was not accompanied by cow-
parable growth in agriculture. The development o1 the
agricultural sector is not only essential in providing
many ot the raw materials needed for the industrial process;

it is vital in achieving an expansion ol regional intermunal

demand,
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At the present time, Central America 1s in urgent
need of diversifying its agricultural base for two impor-
tant reasons: (1) it must attempt to rely less and less
on the exports of a few agricultural commodities, (2) it
must produce for the internal consumption of the region
and make an effort to become as self-sufficient as possible,
In recent years, the production of basic grains has grown
at a faster rate tham the increase in consumer demand,

This has had positive effects in achieving regional self-
sufficiency, This, however, has not solved "the food
problem" which stems from the low caloric content of a
large part of the traditiomal food grains,

The Committee of Nine for the Alliance for Pro. xress,

in its Intorme Sobre los Planes Nacionales de Desarrocllo

y el Proceso de Integracion Econdmica has enumerated a

series of aspects that must be considered in programming
the regional development of the agricultural sector:
(1) There must be a detailed evaluation of the
natural resources in the region,
(2) Based on this evaluation, a zoning process wust
be carried out, that would specify the appropriate
type of cultivation for each zone; this process
would accelerate needed agricultural specializa-
tion,
(3) Specific programs of development must be promoted

in the region, For example, the favorable
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conditions that exist in Nicaragua and Costa Rica
for cattle-raising, indicate the advantages ot
fomenting a regional plan of meat production
geared to markets outside the region, The
fishing industry is another area that can be
developed Jjointly and is of utmost importance in
view of the low protein content of the diet of

a majority of Central Americans,

The efforts in coordinating the agricultural
programs, must not be limited to the purely eco-
nomic aspects of the sector, The need for better-
ing the lot of the rural workers is indeed
apparent, "The improvement of the buying powcr
of the peasant sector and the dynamism of this
sector, are an essential part of a process ol
integration that'rests heavily on an internal
market which is 65 per cent rural."l8

The plans of development should contain policies
destined to attenuate the differences of income
caused by an uneven distribution of land owner-
ship. This should be a gradual, evolutionary
process,

In addition to the five points mentioned above,

8Committee of Nine, Op. cit., p. 18,
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which are stressed by the ad-hoc Committee of Nine, it is
important to increase the region's participation in the
market for traditipnal products such as coffee and cotton,
The combined effort of the five nations will improve their
bargaining power visd-a-vis the other producers, and this
might prove helpful in obtaining larger quotas fbr the
export commodities,

The countries should also seek to exploit their
agricultural comparative advantages and thus promote
productive specialization., This process has to be incor-
poratedﬁto a comprehensive regional plan of economic devel-
opment and must be tied together to specialization in the
other productive sectors,

Although the national plans of development for
the period 1965-1969 have projected a substantial increase
in the rate ol growth of the agricultural sector (5.4 per
cent annually comparcd to only 3.6 per cent for the period
1950—1962), the progra@ming in this area is less couc..sive
than that in the other sectors, The emphasis given to the
industrialization of the region has, indeed, oversha.dowed
the traditional sector, If Central America is to continue
growing at the rate of the last five years, the developacnt
of agriculture must be considered as important as the
growth of industry, The balanced growth of these two
productive sectors is indeed vital to Lhe process of ecu~

nomic integration, mainly because the well-being of cne
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depends heavily on the continued development of the other,

IV, Social and ¥Yconomic Infrastructure in the Regional
Context -

The progress achieved by the integration process
in the regional developuwment of the social areas -- educa-
tion, housing and health -- has not been as great as that
achieved in developling the productive sectors, Since the
very beginning, however, one of the wost important objec-
tives of the process has been to weet the demandg of the
Central Americans and improve their standards of living.
Unfortunately, very little instrumentation Las been
specifically designed for the developument of the social
areas; the progress achieved in the last few years has
been an indirect result of the economic growth in oth:r
areas and a consequence of the efforts of the governuwents
to create better social conditions at a national level,

At a regional lével, very little coordination of
the plans of development has been accomplished. Altli u it
the figures (see Chapter III) show definite improvem at
in certain areas (such as the reduction of illiteracy
and the construction of proper housing for the 1965-1969
period) the five countries have been acting independently
in these matters, The need of joint action is indeed
apparent, especially in obtaining the financing that is

necessary for social development, A coordinated prograiu



should include reforwms in the educational systems; in the
field of education at a secondary and universify level,
much can be done in achieving some degree of uniformity
at higher standards and even some specialization among
the five universities. A Center for Technical Studies
should be considered in order to traimn the instructors
needed to improve the quality of the labor force imn the
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five countries,

One important consideration must now be emphasized:

Social demands must be met if Central America is to have

continued economic growth amnd political stability. Central
Americans are becoming more and more aware of the "things"
that they are missing and are indeed demanding a better
standard ot living. This demand can only be satisfied by
a coordinated action of the five countries; this action
entails better communication and understanding between

the respective governments and private sectors at a

national and regional level,

Much more has been done in coordinating the develi-
opment of a proper economic infrastructure, This is true,
especially in the regional projects for the comnstruction
of roads and hizghways and the projects for the intercon-
nection of the present hydroelectric systems, The

national plans of development (1965-1969) have taken into

19 Ibid, p. 23.
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account the regional needs in this area, and the joint
action of the Planning Offices has proved very important
in providing a proper physical integration in Central
America that is of utmost importance to economic develop-
ment,

A large part of the new roads and highways that
have been built in the past tfew years are being used to
meet the pressures placed on the old roads by the rapid
growth of intra-regional commerce, Since 1960, the five
governments have centered their attention on the construc-
tion of highways to connect the economic centers ot the
five countries, To this effect, the Central America
Subcommittee for Transportation selected thirteen highways
due to their regional importance and since 1960 began to
prepare a plan ol highway construction tfor the period
1965—197’4.20 The total investment in this plan is approx-
imately $CA 114 willion; 32 per cent of this amount will
be devoted to the development of a proper road system in
Honduras, This is in keeping with the objective of Laulau-
ced growth among the five countries as set forth in the
General Treaty, It is interesting to note that 82 per
cent of the total investment in the plan will come from
external sources, External financing will be discussed

later in this chapter.

2OIbid, Poe 133.



Some progress has been achieved in the coordina-
tion of the national programs of development in the field
of electric power. Projects have been drawn for the inter-
connection o1 the electric sources of E£1 Salvador and Hon-
duras, and Costa Rica and Nicaragua.zl Although these
projects are plagued with a variety o1 technical problems,
the mere fact that interconnections of the present systems
are being considered shows that the govermments are
thinking in regional terms, The progress achieved in
increasing the electric capacity ol the five countries has
been considerable in the period 1960-1965, This, however,
iias been done at a national level. In the future, it
will prove imperative to intercomnnect the present systems
in order to make better utilization of the human and eco-—
nomic resources available, This can only be done 1f the
present technical problems are solved as to the responsi-
bilities of each country in the jeoint projects, and the
technical and financia: backing that each one nmust supply,

In the areas of railroad and maritime trans; cta-
tion, and communications, muchh less has been done in
integrating the systems of the five countries, This
will be essential to meet the future needs imposed by

the increased trade among the countries, The development

21Two other projects have also been studied, (See
Chapter III).
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ol' suitable port facilities is also important to accommo-
date an industrialization process that, 1t is hoped, will
produce for markets outside the region,

"What Central America must imagine , o o is no
longer which projects must be coordinated in
order to increase commerce and save costs, but
what sort of infrastructure must be provided for
an industrializaed region, that possibly will have
to export its goods to the rest of the world, and
whose production will be geographically distribu-~
ted in accordance with concepts of speciallzation.
WVhat has been done up to now is merely an attempt
to furnish the region with a physical framework
for the present needs of commerce and production,
The integration process actually searches for a
long-term transformatiQQ of the characteristics

of development , ., . "

None of the plans actually foresee this future trans{ocma-
tion, It is iwmportant, therefore, to understand the loug-
term changes in the methods of development in order to

provide a suitable social and economic infrastructure for

the future needs of Central America.

V. "New Technology" in Econowmic Methods

One of the problems that has retarded ecounculc
development in Central America has been the general lack
of technology and modern economic methods, The region has
industrialized without warket studies, without proper
training for its labor force, and without the proper teas-

ibility studies considered necessary in more developed

2
thommittee of Nine, Op. cit., p. 129,
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areas, Nevertheless, the industrial growth has indeed
been substantial; this has been due, in part, to the wide
range of opportunities where good profits can be made
even under inefficient conditions., In the future, as
competition increases, new technoloyy will be essential
if a given industry is to survive, This technology must
not come only in the form of wore modern methods of pro-
duction but also in the form of better trained managers
and workers, "The new growth of industry and commerce
has produced a shortage of managers which is perhaps the
region's most significant bottleneck slowing economic

23

development,"

(A) The Central American Institute of Business
Administration (INCAE)

INCAE was organized approximately four years ago
by a group of Central American businessmen to attentuate
the shortage of high-levél administrators in the region,
In its "Statement of Objectives" it was established that
"it shall be the purpose of INCAE to become a permanent

school of business administration, dedicated to teaching,

23Survey Team of the Harvard Graduate School of
Business Administration, Management Problems and Opportun-
ities for Management Training in Central America, (Boston:

1963) p. 8.
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research, and consultation , . ." Up to now, the
Institute has carried out four six-week training programs
designed for managers at "decision-level"; these programs
have been taught by professors of the Harvard Business
School., In the future, INCAE will become a permanent
post-graduate school as "it i1s its intention to recruit
as speedily as possible an outstanding faculty of its

25

own,"

The importance of INCAE is that it is the first
attempt to establish, at a regional level, a school designed
for management training. This Institute is indeed a
partial solution to the problems caused by the scarcity
of entrepreneurial talent, INCAE has also had an indirect,
but substantial effect in bettering the relationships among
the entrepreneurs of the five countries. 1In this sense
it has provided some of the "human" integration that is
so important to achieve a closer regionalization, The
mere fact that aﬁproximately 50 top managers have discussed
administrative problems together at each course, has

created a better understanding ot their common problems,

2I+.I. Alexander Caldwell and Stephen B, Strauss,
Private Sector Management Development in the Central
American Isthmus, (Princeton: 1966), mimeographed,
Poe 21,

251bid, p. 22.
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In some cases the courses have even fostered the creation
of common investments,

Generally, the reaction of the private sectors
towards INCAE has been favorable, Some of the top mana-
gers in the region have already taken the course and
others are very interested in participating in the future,
INCAE 18 for the present an institute designed to improve
the quality of the existing management in Central America.,
In the future its permanent graduate program will turn
out some of the administrators that will be essential to

the economic development of the region,

(B) Labor-Intensive Versus Capital-Intensive Technology

In the present process ot industrialization, very
little has been done in ascertaining the proper balance
between labor-intensive and capital-intensive technology.
In Central America, the.tendency has been towards the
former; this has been due in part to the general feeling
that labor is "cheap" in the region. However, it is for-
gotten that this is true only if labor is at the same time
efficient. The training of qualified workers is something
that has been considered important for the region in the
national plans, However, no balance has been made of the
development of the industrial objectives in order to
determine an equilibrium between capital and labor, _Thc

following considerations should be studied: (1)capital



imports demand payment in foreiygn exchange -- this
deteriorates the balance-of-payments position; (2) increa-
sed employment improves the region's social situation;
(3) now, what combination of capital and labor will pro-
duce a unit of output for lowest cost and at the sawme
time reconcile with (1) and (2)? The answer to this last
question is something that has not been studied by the
national plans of development. 4 study of this sort would
indeed be essential to ascertain the region's comparative
advantages vis-a-vis the rest of the world, That is, if
labor is actually as inexpensive as it is thought to be,
then Central America could industrialize for the outside
markets by manufacturing goods whose cost is largely labor,
New technological methods must be instituted in
order to systematize economic development, No longer can
the industrialization process be carried out "by feel",
New machines, new methods of productioan, accounting, and
marketing, and better trained personnel are needed in order

that Central America may continue in its economic growth,

VI, Financing Developument

The creation of the Central American Bank of

Economic Integration in 1960 "to finance and promote inte-

grated economic growth , ., 9"26 has been one of the most

6ESAPAC, Los Instrumentos del Mercado Comun Cejitro-
americano, (ESAPAC/EXT/018/3000/65), pe. 25
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important steps ol the process of economic integration,

The Bank is financed largely by contributions of the
governments of the five Central American countries and by
U. S. Government agencies, According to recent reports,
the Bank has granted a total of 149 loans for a total
amount of §$CA 88,5 million, The distribution of these
loans is in keeping with the objective to promote balanced
development among the five countries, Honduras has received
34 loans for a total of $CA 21 million; Nicaragua, 30 loans
for a total of $CA 23 million; and El1 Salvador, Guatemala,
and Costa Rica loans amounting to $CA 17, $CA 14, and $CA
13 wmillion respectively.27 These amounts, although sub-
stantial, are not enough to meet the needs of the region,
In the future, the integration process will require an
increase in the magnitude of technical and financial
backing received from the Central American Bank; this
backing, however, should not be a mere channeling of exter~
nal resources but a coo;dinated effort to establish a
program of regioﬁal financing, This program should consider
the following: (i) projects of public investment (social
and economic infrastructure), (2) financial backing for

the national institutions of development, (3) specific

industrial projects, for industries with regional import-

27SIECA, Carta Information, (Guatemala: March, 1967),
No,., 65, p. 16,




ance, (4) estimates of the financial needs of the five
countries, based on their national plans ol development
with certain modifications, and (5) financial backing for
areas which are not covered by the specific proJects.z8
In the opinion of the ad-hoc Committee of Nine
for the Alliance for Progress, "the international finan-

cial community can accomplish a contribution of great

importance to the process of economic integration in

Central America, by an adequate coordination of the exter-

nal backing to regional deve10pment.29" Although AID
and other U, S, agencies have contributed to the devel-
opment of a suitable social and economic infrastructure
(housing, highways, port facilities, etc.) and have
guaranteed new investments in commerce, industry and
agricultureBo, these contributions should be assimilated

into a program of external fimancing as was mentioned

before,

In 1964, the Central American Bank of Economic

Integration established the Fund for Integration; this

be}
“BSome of this is already being done by the Central
American Bank,

29Committee of Nine, Op. cit., p. 30,

30In the five countries, AID had issued 99 separate
guarantees to 29 firms totalling §54.6 million at the end
of March, 1965, Guarantees provide insurance against
inconvertibility, expropriation, and war risk,
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fund was designed to finance specific projects of regional
interest. The Fund, which is administered by the Bank,
actually has objectives similar to thiose of its "mothcr™
institution,

The creation of the Common Market in 1960 and the
ffavorable incentives given to industrial development also
opened the doors to foreign investwment, By 1963, U, S.
private investment in Central America was §375 million
with a market value of over one DLillion dollars. Of this
total, $129 million or 34.4 per cent was in public services,
$102 million or 27,2 per cent was in agriculture, §$94 wil-
lion or 25,1 per cent in petroleum exploration and the
rest in industrial or commercial interprises.jl Much of
this foreign investment has been severely criticized.
According to the ad-hoc Committee of Nine, "several cowm-
panies from outside the area have entered a process of
buying established enterprises that have been run for
years by Central American entrepreneurs. The Committee
considers that 'motwithstanding the importance of foreign
investment, this acquisitive process has no important
positive effects in the development of the region, and on

the contrary, tends to detract from the Central American

31Sheldon L. Schreiberg, The United States Privuate
Investor and the Central American Common Market (Princeton:

1965), mimeographed, p. 2.
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business initiative,.,"
The five countries must continue in their efforts
tv create uniform conditions for foreign investments,
What these conditions must be, how much local participa-
tion must be supplied, and other technical considerations
must be studied further by the Planning Offices of the
countries, For the present, the incentives and exemptions
given are attracting large amounts of capital from outside
with relatively few restrictions, The opportunities avail-
able have made of Central America an "investor's paradise",
It is beyond the scope of this work to give a
detailed description of the internal sources of financing
within each of the five countries, Sufficient to say that
the banks, private "financiems" and national development
agencies33 have played a signiflicant role in financinug

economic growth at a mational level,

VII. Common Investments as a Method of Regionalization

One of the objectives of the process of economic
integration must be the gradual eradication of the national
mentality in favor of a more compre¢hensive Central-—Amcii-

canism, At the present time, only a very small percentage

32Committee of Nine, Op. cit., p. 32

33Such as the Instituto Salvadorefio de Fomento Indus-
trial (INSAFI) and the Instituto de Fomento Nacional
(INFONAC)
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of the Guatemalans, Salvadoreans, Hondurans, Nicaraguans
and Costa Ricans think as Cemtral Americans., This is
especially true in the private sectors where competition
and national pride have generally strengthened the nation-
alist sentiment, One method of achieving a higher degree
of regionalism is to encourage coumon investments among
members of the five countries, The joint owmership of a
given company would indeed accentuate the need for closer
relationships and better communication among the entre-

preneurs in Central America,

(A) The Multinational Firms '

Very little has been done to encourage Jjoint
ventures in the region., INCAE has had some indirect
success in this area, but on a very small scale, Since
the creation of the Common Market, however, many firms
have extended their operations bevond their national
borders. Although this has had a positive effect in
creating a feeling of Central-Americanism, the fact that
most of these firms are tightly controlled has caused
some friction with the competing local firms. In some
instances, the multinational companies have been considered

as foreign as those from outside the region.

34"Multinational" in the context of this section
means "among the nations of Central America."



In economic terms, the great importance of thesc
regional companies is that they ha&e been one of the
vital elements in the rapid growth of intra-Central
American commerce, This growth has been discussed earlier

in the chapter,.

(B) The Central American Stock Market

In order to accelerate the creation of common
investments, the most important consideration is the
possibility of forming a regiomal stock market. In my
opinion, it will take several years before this-can be
accomplished, The stock markets that exist at a national
level are virtually inoperative, This is due to two
main reasons: (1) most of the large companies are
"sociedad anonimas" which are, in their majority, tightly
controlled by families or small groups of stockholders,
and (2) the mentality that governs is that when a compauy
is doing very well nobody sei]s, and when ;t is doing
poorly, mnobody buys. These two negative aspects must be
signiricantly changed i1 thcre is to be a stock market in
Central America, The strong economic ties that would
result from such a venture, however, would prove helpful
in changing the mentality of a majority of Central

Americans,



VIII. Balanced Growth Among Countries =-- A Goal of
Economic Integration

Many economists believe that an integration process
can only be successful 1f carried out by countries that
are similar in their degree of social and economic devel-
opment, The great differences that exist in the South
American countries, for example, have been a retardiﬁg
force in the creation of a free-trade area, Difference
in sizes, in economic resources, in social and monetary
legislation have made the proper functioning of LAFTA a
thing of the future, In Central America, howevér, this
is not the case; the five countries have a common history,
a common culture, a common language and religion, and
basically similar degrees of social and economic develop-
ment, Added to this is a certain geographical unity and
an inherent Central-Americanism that has developed through
the years, However, w;thin these similarities there
exist certain amount of differences -- differences in
social conditions, in per capita income, in literacy rates
-= very much the same as the differences that exist
among the various states of larger nations, It is the
expressed objective of thé process of economic integration,
to eliminate these differences as much as possible and to
bring about balanced growth among the five countries,

According to this objective, preferential treatment must
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be given to those countries which are relatively less
developed in order that they can "catch up" with those
that are more advanced,

The principle of regional balanced development,
as discussed here, must not be confused with the better
known concept of "balanced growth" as developed by
Ragnar Nurkse and Arthur lLewis. The latter deals with
the balanced growth of the productive sectors,

In Central America, very little has been done to
coordinate the development among the various sectors,
particularly, between industry and agriculture. The great
importance that has been given to the manufacturing sector
has left the traditional sector in the background, Much
more consideration has been given to the "desarrollo
equilibrado" among the five countries., The relative
position of Honduras has underlined the need to improve
its social and economic infrastructure vis-a-vis the other
countries. The per capita income of Honduras in 1964 was
$CA 210, or 25 per cent lower than the average in {entral
America, During this year its participation in gross
regional product was only 13 per cent, In the social
areas, especially in education and health, the relative
position of Honduras is also unsatisfactory.,

To overcome this situation and enable the less

developed countries to attain a more suitable social and



economic base, the directing bodies of the integration
process have thought it necessary to grant preferential
treatment to these countries in a way that they might
exploit more fully their comparative advantages, To ful-
i1l this objective, the less developed countries have
received more loans from the Central American Bank, have
been looked upon favorably for the establishment of
"integration industries", and are being gliven longer per-
iods of exemptions from taxes and customs duties 1in order
that they will accelerate thelr processes of industriali-

zation, These preferential conditions are designed to

create, in these countries, a suituble economic and social

infrastructure in order that they "take fuller advantage
of the opportunities for productive development that are
compatible with a better use of the natural resources in
the region."35 The faster growth of the relatively less
developed countries would also benefit the entire region
insofar as it would help to broaden the base of the
market,

The means by which the "desarrollo equilibrado™
1s being fostered does not seem to me compatible with the
integration process, The fact that the preferential con-

ditions involve longer periods of exewptions, and a

35Committee of Nine, Op. cit., p. 39,
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generally different treatment, breaks the uniformity

which 18 so important for the successful operation oi «u
integration process, The present trend should be towards
uniformity -- common tariffs, similar tax laws, monetary
union, etc, The differences created by the'preferential
treatment would only tend to retard the process, The
arithmetic and equitative distribution of the industrial
plants also seems illogical as a method of achieving bal-
anced growth among the countries.36 This does not mean,
however, that the "help-~thy-neighbor-~to~develop" coucept
is not beneficial to the region., Nevertheless, it should
be accomplished by properly developing the social and
cconomic base needed for their respective productive pro-
cesses, To do this, the regional financial institutiomns,
such as the Central American Bank of Economic Integration,
must channel its resources to first-priority projects such
as the development of highways and roads, the construction
of electric power sources, and the improvement of social
conditions in countries that are relatively less daveloped,
This improvement in their infrastructure would, by itself,
accelerate the creation of industry and would place them

in a better competitive position vis-a-vis the other more

industrial countries,

36This has been done mainly for political reasons --
to satisfy the governments of the less developed countries

in the region,



IX, The Process of Economic Integration —-- In Whose Benefit

Unquestionably, the process of economic integration
has had positive effects in the development of Central
America, But the benefits derived, have not been divided
equally among the economic "classes": the industrialist,
the landowner, the consumer and the worker, Some have
benefitted more than others, and some, it is argued, have

been adversely affected.

(A) The Industrialist

The industrialists are probably the group which
have benefitted most from the integration process, The
process has transformed the five mini-markets that existed
before into a regional market of sizable dimensions, The
Common Market has provided the base for the creation ot
new industries at a regional level and for the efficient

. operation of some that had been un-economical at a national
level, It has also increased competition inside the area;
this has provided the incentive to produce more e:fficiently
and to import needed technology.37 The process has also
imposed a uniform tariff barrier for products that are

already being produced in Central America by plants tlat

cover at least fifty per cent of the demand. This has

37Note: To some industrialists, competition might not
be considered a benefit of the process,
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protected the industrialists against competition coming
from outside the area,

At a national level, but with regional outlook,
the governments of the five countries have provided
numerous incentives for industrial development, Exemp-
tions from income and corporate taxes, and exemptions
ifrom customs duties for imports otf capital goods, fuels,
and raw materials are common in Central America, The
Central American Covenant oi Iiscal Incentives to Indus-
trial Development has not yet gone into effect but is a
regional plan of incentives that coordinates the legis-
lation that exists at a national level,

We can conclude, therefore, that the process of
vconomic integration has been responsible for a iarge
part of the increase in total industrial production frow
$CA. 833,8 million in 1960 to $CA 1,403,0 million in 1965.38

This increase has indeed been beneficial to the industrial

"class",

(B) The lLandowner

Much less has the integration process done tor
the landowner, Surprisingly little of the instrumentation

of the process has been designed for the agricultural

& . - .
3 Source: Central American Bank of Ekconouwic Integra-
tion., Latest figuresy not published,
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sector, This is true, it is argued,39 because it is
difficult to integrate a sector which is largely geared
to exports., At most, you can coordinate the quotas,
However, very little has becen done to work together om a
regional plan for the entire sector, taking into account
that part which stays in the region, and which is crucial
in feeding the people,

The benefits of the process to the landowner
come mainly in the form of increased bargaining power
caused by the voice of Central America in international
conventions, No longer do the five countries voice their
opinions separately, This "union" has given the region a
certain prestige which is helpful in obtaining larger
quotas for its export commodities and better negotiations.

The small farmer, on tlie other hand, has received
the benefits derived from a larger market for some of his
basic grains; in the futufe he will probably gain from
greater price stability for these crops. Ho&ever, he has
also been exposed to increasing competition from farmers
in the other four countries who are mnow able to sell their

goods in the national market,

Before concluding, it is'interesting to note that

39Interv1ew with Dr. Abelardo Torres, ex-Minister
of Economy and President of the Central Bank of L1

calvador.



some large landowners have diversified into industry.
Although most of these usually hold minority interests in
large industrial companies, they are also receiving, as

industrialists, the benefits derived from the integration

process,

(C) The Consumer

Every industrialization process entails, at the
beginning, some sacrifice by the consumer, At first, the
industries are inefficient and manufacture low quality
products at relatively high prices., The creation of
tariff barriers, close the doors to competition from
imported product§ and this in turn hurts the consumer in
the short run: high quality imported products are substi-
tuted in the region by lower quality goods that are sold
at more or less the same prices.

This has been the case of Central America siuce
the creation ot the Common }Market in 1960, The consumer
has borne the price that must be paid for economic devel-
opment, In the last two years, however, as compeiition
has increased within given industries, these have been
forced to modernize and produce more efficiently and
this, in turn, has raised thq guality of the products and
lowered their cost,.

In the long run, the process of economic integra-

tion will prove beneficial to the conrsumer also., The
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trend 1s towards better quality at lower prices,

The Regime on Integration Industries is one instru-
ment of the integration process which, on a small scale,
has acted contrary to the interests of the consumer,
Quality, prices, maximum protit, and volume are controlled
by ICAITI in an effort to protect the consumer; howevei,
due to the fact that supervision is difficult, the consu-
mer is receiving an inferior product At a relatively high
price. Unless the controlling regional bodies provide
careflul supervision or the "monopolies" are broken and
compefition is permitted, the consumer will continue to

"suffer" from the integrated industries,

() The Worker -~ Urban and Rural

The industrial developmenl of Central America las
indeed provided job opportunities Ior thousands pf urban
wol'kers. The process of ecconomic iantegration, therefoie,
through the accelerated industrialization that it has
promoted, has had beneficial effects on the urban worker,

Much less can be said for the benefits provided
for the rural worker -- the "campesino", The general lack
of instrumentation designed for the agricullural sector
has had the effect of "neglecting" the "campesino", The
rural worker, therefore, has not been significantly aiffected
by the integration process., This must indeed be changed;

we must remenber that Central America must meet the



growing demands of the worker if it is to continue
developing economically, To do this, it is very important
to raise the standards of living of the rural worker who

¢

represents a large percentage of the economically active
populatiou,

One benefit derived from the integration proce.s,
however, is that it has given the worker sowme degree of
mobility., In theory, at least, the worker is now able
to leave one country and go to another to find a better
job or better workinyg conditions, The free movement of
persong in the area is morec and wore becoming a reality,

This will help to optimize the productive process,

Xe The Present Situation 9f the Institutiounal lFrawmeworlh
ol the Integration Process

In a recent study made by S[iECA, the present stage
~1 the process of economic integration is termed as "la
crisis de 1la transicidn."ho This transition is taking
prlace because the process that has gathered so muc
mowentum since 1960 is now demanding new mechanisms and
new institutions that will integrate further the Central
American economies. The need of coordinating monetary and
fiscal policy, of attaining free movement of labor and
capital, and of creating a Jjurisdictional body in the form

of an "economic court" has now becoume apparent, In

OQuoted in Emilio Maza, lLa Corte de Justicia Centro-
americana (San Salvador: ODECA, 1966) p. 7.
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addition there is the preoccupation of the entrance ofl
Panama into the Common Market and of coordinating the tax

laws in the five countries, Thesec wilill now be discussed

in more detail,

(A) The Mobility of Lconomic Factors

The free movement of products, capital and labor
in the Central American region i1s indeed one of the must
important objectives of the integration process, At the
present time, approximately 94 per cent of the categories
ui' regional trade (95 per cent by value) have been freed,
Much less has been achieved in the arcas of labor and
capital mobility, Visas are still needed to enter
Guatemala and Costa Rica; this has not only discouraged
the free movement of labor but has hindered tourism within
the area, It is important, therefore, to eliminate the
present restrictions in an effort to optimize the produc-
tive process and in order that more Central Awericans --
especially those who think in national tefms -- are able
to visit and get to "know" the area in which they live,
This will tend to attenuate nationalism and favor the
developuent of a regional wmentality,

The free moveme:nt of capital is stlll "a thing of
the future", At the present time the lack of uniformitly

among the monetary policies in.the five countries has



retarded this movement, Guatemala and E1 Salvador (and
recently Costa Rica) have some sort of monetary exchange
controls, The other two countries -- Honduras and Nicara-
gua -- have no controls whatsoever., This situation has
not permitted capital mobility, In the future, the creca-

tion of a Central American Stock Market will indeed prove

helpful in achieving this objective,

(B) Monetary Union

On February 23, 1964 the presidents of the Central
Banks of Guatemala, El1 Salvador, Honduras, Nicaragua and
Costa Rica signed the "Acuerdo para el Establecimiento
de la Unidn Monetaria Centroamericana"ul. The objective
of this agreement is "to promote the coérdination of
monetary, exchange, and credit policies of the five
Central American countries, and to create progressively
the basis for the Central American Monetary Union," 2 To
this end, one of its most important goals is "to proumote
uniformity of the exchange systems in the countrios as
well as stability and convertibility of the currencies in

L3

the area,"

l"Agreement for the Establishment of Central aAwmeri-
can Monetary Union"

-
“Consejo Momnetario Centroamericano, Tres Ahos de

Compensacidn Multilateral Centroamericana, (Tegucigalpa:

1966) p. 71,

uBIbid.
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John Parke Young, in his bock, Central American

Monetary Union, has stated that "a single or common

currency is necessary fTor a meaningful union", He believes

that "by simplifying the making of payments, a single
currency would encourage trade, investment aund other
transactions among the countries, It would facilitate
the movement of goods, labor and investment capital." Ile
also believes that it would have a psychological effect
in achieving closer economic integration and would prowmote
stability.

At the present time, payments among the countries
are made through the Central American Clearing House
which was created in July, 1961, The purpose of this

institution is to "promote the use of Central American

monetary units in the commercial and financial transactious

among the countries in the Isthmus."hh The Clearing ilouse
has been so effective that during 1966 95 per cent of the
total intra~regional trade ($CA 153.2 million) was cleared
in its offices.[45 This can be favorably compared to ounly
$cA 24,6 million (48.8 per cent) in 1962,

However, the Central American Clearing House is

not a long-term substitute for the monetary union which

hulbid, Pe 9,

=4
h)SlECA, Carta Informativa, (Guatemala: April, 1907),
No. 66, Ps 19.

10 .
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i1s being contemplated, John Parke Young, in his receat
study, has outlined two approaches to monetary union and

a common currency in Central America: "(1) the introduc~
tion of similar currency systems in each of the individual
countries; or (2) the issuance of Central American pesos
on a gradually increasing scale against a central

Le

fund administered by a regional body."

The first approach involves the adoption of iden-
tical monetary units, that would continue to be national
rather than regional, but would be of the sawme gold value
and similar appearance, At first, these new units would
circulate alongside the existing money, but gradually the
latter would be replaced by the new monetary units,

The second approach considers the creation of a
comiton currency, the Central American peso, The central
banks o1t the five countries would establish a joint fund,
to serve as backing for- the new currency; the pesos would
be issued to the banks according to their participation
in the fund, The Central American pesos would circulate,
at first, alongside the existinyg money, but would eventu-
ally replace the latter,

Any one of these two approaches would involve twwo

things: (1) the coordination of monetary and fiscal

46John Parke Young, Central American Monetary Union,
(Guatemala: AID, 1965) p. X.




policies, and (2) a partial pooling of reserves in a
central fund., The fund must be used to stabilize exchange
rates among the existing currencies and provide backing
for the future money,

As a final stage, Professor Young's plan envi-
sions the transformation of the fund, or Monetary Board,
into a supranational central reserve bank, having the
existing central banks as branches ot the central institu-
tion.

None of all this can be accomplished, however,
unless the central banks of the five countries come to
an agreement as to their exchange controls and are abl. to
coordinate their fiscal policies, This might very well

take several years,

(C) A Jurisdictional Bodyvy for the Commnon Marlct

Jorge Sol, a prominent Salvadorean lawyer, has
foruulated a questian which synthesizes the present stage
of transition: "Can we continue grewing with institutions
and mechanisms of international character or must we adopt

organs and systems of supranational strength, that is, of

comnon government?" 7 This question poses another question:

h7Jorge Sol Castellanos "La Ivolucion Institucicnal
del Mercado Comidn Centroamericano" in Curso de Derecho
Comparado, (Tegucigalpa: 1965), p. 13.

110,



lifow far can we continue in this process of econonic inte-
gration without some political integration?

The creation of a supranational institution
designed to guarantee to each Central American the rights
that he has rececived from the process of integration seems
very importanf at this stage, Emilio Maza, iu La Corte

de Justicia Centroamericana, quotes: "The possibility

should be studied of establishing a special tribunal with

jurisdiction limited to matters of econowic integration,

l i3
destined to settle the disputes of private parties , . ."‘8
His project (made for ODECA) proposes the establishment
of a judicial court to "offer a systewm of !'juridical

59

security' to the signing states and to private interests."
A revised form of the Ceuntlral Awmerican Court of Justice,
however, is not the best solutiomn to the present problewm,
The institution should be o!f' the fToru of an "economic
court"; that 1s, a supranational body where any person
can settle disputes caused by disloyal practices in froe

trade or other econowic matters that are included in tuce

General Treaty, This "court" should operate so that
decisions can be given as rapidly as possible, and in the
general interest of the region., In the past, these tiri-

sions have been given by the Lkxecutive Council sometimes

hSMaza, Ope Cit., pe 1.

49Ibid, ps. 11,
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with delays of several months and many tiwmes, too late to

obtain positive results,

In the past year, disputes have caused Salvadorean

eggs to rot at the Guatemalan border, and milk has been

stopped from entering into E1 Salvador for political reasons,

This, indeed, negates the advantages of [ree trade in the
region., It would be the object of this "court" to settle
these differences, The difficulty in creating such an

institution, however, is that it involves giving up some
of' the national sovereignty ot the five countries, This

is the price that must be paid if further integration is

desired,

(D) Other Problems

The creation of a Customs Union, the establishment
o1 harmonized tax systems, and the coordination of legis-
lation designed for attracting foreign investment are
three areas where difficult problems are being encountered,

We have reached a point where custows offices
between the borders of the Central American countries arec
incompatible with the concept of a coumon market, The
General Treaty establishes as one ol its objectives the
creation of a Customs Union; this would mean having cu-tuus
offices for commerce with the rest of the world, but none
between the countries, This is tied together with the

sroblem of a Monetary Union and the problem of creating

1z,



a common treasury for customs purposes,

Coordination of existing legislation as to foreign
investment will be achieved once Honduras ratifies the
Central American Covenant of I'iscal Incentives for Indus-
trial Development, This, however, may take some time;
Honduras fears that uniform conditions will channel
investment into the other countries, and is, therefore,
negotiating for preferential conditions.

Careful consideration is being given to harwonizing
the tax systems in Central America., A very complete study
has been done by a joint group from the Organization of
American States and the Inter-american Developuwent Bank,
The project suggests (a) that the five countries agree
to create uniform income tax systems, (b) that a new tax
on sales be implemented, (c) that a system of acceler.iad
depreciation replace the fiscal incentives as fhe only
pleasure to stimulate new investments, (d) that taxes be
imposed on rents obtained by local companies {rom opera-—

tions outside their respective countries, and (e) that

=4
uniform taxes be imposed on real estate and a.utomobiles.)l

The project goes on to explain the administrative organi-

zation needed for the efficient operation of such a systeuw,

5OSol Castellanos, loc, cit.

51For more detailed information on this project, sce
Committee of Nine, Op, cit., p. 148~160,



Although it might take several years to implement
this, or any other project on tax harmonization, it is
encouraging to see that the problem is already being

given thoughtful comnsideration,

(E) The kEntrance of Panawa into the Common Market

One of the areas that is carefully being studied
at the present time is the possibility that Panama join
the process of regiomnal integration., In studying this
possibility, three considerations must be kept in mind:
tfirst, the advantages of such a venture to the Central
Aamerican countries; second, the advantages for Panama;
and third, the teclinical problewms involved.,

The advantages to the existing Common Market
countries are as follows: (1) more than two million
people would be added to the present market; (2) if a
Customs Union 1s achieved, all products entering the lan-
ama Canal would have ffee movement inside the area; (3)
if a4 new canal is budilt, it would entail the useiof
Central American capital, labor, and raw materials; and
(%) a maritime tradition could possibly be crecated in
the region,

The advantages for Panama are also considerable:
(1) it would gain a market of 12 million people (but would
also have to Tface the competition tfrom countries with a

more developed industrial base); (2) as an economic jart

114,



of a larger entity, it would achieve better bargaining
power in international negotiations; (3) due to the Coumon
Market, traffic in the canal would tend to increase amnd
more tolls would be collected; and (4) Panama would La Ll
from the productive specialization that the integration
process hopes for in the future,

Many problems plague this project. Due to its
canal, Panama has very different monetary and fiscal puli-
cies compared to the rest of Central America. Therefore,
the difficulty of achieving uniform policies in this arca
is indeed great, 1If a new canal is constructed, another
problem will inevitably arise¢: the nced of ascertaining
the contributions -- in the form of capital, labor, and
raw materials --~ o1 the other five countries,

Some of the "enlightened" businessmen in Central
America feel that the entrance of Panama into the Common
Market would indeed prove beneficial to the entire region,
Some, however, feel that, due to the canal, and given
favorable conditions in PFanama for forelgn investment,
this country would industrialize very fast, creating great
competition for the existing Central American firwms, This,
however, would disappear once the Isthmus achieves uaniforw
fiscal 1ncentives,

On the other side, some Panamanians feel that

they are being "over-~generous" in "sharing" their canal

11
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with the other countries, This has no foundation, however,
since the actual sérvice charges and tolls collected would
accrue only to the Canal Company which belongs to Panawma
and the United States,

Given the advantages mentioned before, it seems
very likely that Panama might be the sixth country to Jjoin

what is now the Central American Common Market,



CHAPTER V

CONCLUSIONS

Economic ihtegration in Central America has not
been just the result of the deliberations of a few fech—
nocrats "playing at integration", Directly or indirectly,
it has been the product of a general "explosion of aware-
ness“l which has radically changed the mentality of a
majority of Central Americans, Not only have the masses
become conscious of the things they lack, but the govern-
ments, and to some extent, the private sectors have also
realized that the demands of the people must be met., We
are now in a "decade of urgency"z; only by social improve-
ment can the political atmosphere become calm, and this
tranquility is indeed a prerequisite for continued eco-
nomic development.

To think that the present process of integration
is irreversible, is ovérly optimistic; the easiest phase
is over. Now we must embark in a period tﬁat will prob-
ably challenge what has been accomplished already.
Intra~regional trade will grow at a slower rate; the
possibilities of import substitution will become scarce;
supranational bodies will have to be created, probably
with some loss of national sovereignty; the governments

of the five countries will have to cooperate further in

117.

lConversation with Mr. Geo, Luce, Pres.,Blue Bird Body Co.

2From the speech of Pres. Lyndon Johnson delivered at
the Punta del Este Conference, April 1967,
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order to draft a regional plan of development. Unpredic-
table internal or external factors might also appear such
as the rise of nationalist sentiment in one country or
deteriorating world markets for the region's commodities,
Indeed, the costs of integration will be higher in the
future,

Total collapse of what has been accomplished,
on the other hand, is unlikely, The countries have become
"dependent" on the advantages of the free-trade area.,
Regional integration has also had a definite psychological
impact and has fostered a sense of Central-Americanism,
"Tt can be argued that with the exception of perfecting
the customs union and some minor projects, the Central
American process will soon be in a state of equilibrium,
with attitudes sufficient to support existing institu-

w3

tions , . .

Up to now, the process has indeed had positive
effects, By itself, however, it is no panacea for the
social and economic problems facing the region today.

It must be reinforced by development at a national level,
Indeed, regional integration will not be accomplished

unless, at the same time, there is some national integra-

tion.

3Joseph S, Nye, Jr., Central American Regional
Integration, (Carnegie Endowment for Internatlional Peace:

1967) p. 60




Whether this process will lead to political union
is difficult to say, What can be concluded is that Central
America 1s now closer to this ideal than ever before in
its history as an independent area., As Professor Nye
points out, this must not be the only standard of evalua-
tion, "Many Central Americans will judge regional integra-
tion by whether it reinforces their security community,
permits more efficient economic and industrial developuent,
and facilitates democratic political changes."h Others
will judge it by whether it brings about the social
transformation that is necessary for the well~being of
the region, Whatever the point of view, the process has

become the most dynamic element in brightening the future

of Central America.

thid, p. 66,
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TABLE 1

CENTRAL AMERICA:

1950 1960 1961 1962 1963
lLatin America 9,0 10.8 11,6 13,2 16,2
Central America 3.1 6.4 7.5 8.7 10.3
Mexico F. b 1.4 1.6 1.7 1.6
Others 205 3.0 2.5 2.8 "‘03
North America 73.1 50,6 48,6 48, 4 46,9
United States 70.4 L8.s Lé6.5 46,0 Ly ,7
Canada 2.7 2,1 2.1 2.4 2,2
Wwestern Europe 12.0 27.5 27.6 26,9 26,1
European Common
Market 6.1 19.8 19,8 19.3 18,3
Germany 2.6 10.3 9.7 9,3 9.0
HOlland 0.7 305 l"oo 3!9 305
Belgium-luxembourg 1.2 2,8 2.9 2,6 2.5
Italy 1.0 1,6 1.7 2.0 1.8
France 0.6 1,6 1.5 1.5 1.5
United Kingdom 34 L. 4 L. 4 4,4 L, L
Japan 0,6 6.2 6.5 6,2 6.6
Others 562 L,9 5.7 5¢3 4,2
Source:; International Monetary Fund and Bank of Reconstruction

(% of Total)

ORIGIN OF TOTAL IMPORTS

and Development, Direction of Trade, 1960-1964,

o LY== DO\O I
« 5 e » s+ & &
O BN O C

L)
° »
O £



TABLE II
CENTRAL AMERICA: RECIPROCAL IMPORTS 1955-1965

(Millions of Central American Pesos)

1955 1960 1961 1962 1963 1964 1965
1. Foodstuffs 6.2 14,9 14,6 22,2 21,6 29,4 36,1
2. Drinks & Tobacco 0.8 1.1 0.9 1.0 1.1 1.4 1.9
3. Raw Materials 1.7 1.6 2,0 2.4 3.3 3.9 L.6
4, Fuels 0.3 0,1 0,2 0.1 3.8 5.0 3.5
5., Oils 0,5 1,6 1.7 1,8 1.6 1.6 2.5
6, Chemical Products 0.6 2.4 3.5 502 7.8 18,9 21.1
7. Manufactured Productsl,2 6.2 8.1 11.0 16.3 26.3 " 37.1
8, Machinery & Equipment0.6 1.5 1.3 1,1 1.6 3.0 5.0
9, Other Manufactured
Goods 008 3-0 ’4-’4 503 8'9 150’4 23;9
TUTAL 12,7 32.7 36.8 50 .4 66.2 105.4 136.0
Source: Committee of Nine, Alliance for Progress,

Informe Sobre los Planes Nacionales de Desarrollo
y el Proceso de Integracién Econdmica de Centro-
américa, (Washington: 1966), p. 52.




TABLE IIX

CENTRAL AMERICA: PARTICIPATION OF EACH COUNTRY IN
TOTAL IMPORTS (1960-1965)

(Percentages)

Year Guatemala E1 Salvador Honduras Nicaragua Costa Rica
1960 23,2 41.2 16.3 8.5 10,8
1961 24,1 39.8 17.3 7.8 11.0
1962 22,3 L3.7 17.7 9.k . 6.9
1963 21,4 L2,2 20,0 10,4 6.0
1964 25.0 37.2 17.1 12,6 8.1
1965 26.6 31.5 15.1 13.9 12.9

Source: 1960-~1963 SIECA Cuarto Couwpendio Estadistico Centro-
americano, March, 1965,

1964 SIECA Carta Informativa, No, U4, Annex 39,

1965 SIECA Carta Informativa, No, 50, Annex 51,




TABLE IV

CENTRAL AMERTICA: ORIGIN OF THI GROSS PRODUCTION
BY ECONOMIC SECTORS

(Millions of Central American Pesos of 1962)

1964 1965 1969 . Rate of Growtl.
1964 - 1969

Agricultural Product

Guatemala . 368.,6 372.4 485,8 567
El Salvador 224 ,0 232.8 268.8 3.8
Honduras 209 .4 221. 4 262.9 4,6
Nicaragua , 171.7 175.5 235.2 6.4
Costa Rica 146.9 151,9 199.6 6.3
Central America 1,120,6 1,154,0. 1,452,3 S5k
Industrial Product
Guatemala 162,2 181,90 295,4 12.8
El Salvador 133.9 150,8 262,2 14,4
Honduras 69.3 7547 122.7 12,1
Nicaragua 70.4 81,9 123.6 11,9
Costa Rica 90,7 99,4 148.4 10,3
Central America 526.5 588.8 952,3 12.6
Mining Product
Guatemala 1.9 1.8 2.3 3.4
El Salvador 7.8 8.9 12.0 9,0
Honduras 4,9 L,9 5.7 3.1
Nicaragua 8.9 9.0 9.9 2.1
Costa Rica ——— - —_—— _—
Central America 23.5 24,0 29,8 2.4
Construction_Product
Guatemala 24,0 26,8 35.1 7.9
E1l Salvador 16,1 18.8 T, 25%,.,5 9,6
Honduras 14,5 15,2 21.7 8.U4
Nicaragua 16,9 17.5 25,7 8.7
Costa Rica 25.1 31.6 Li,2 10. 4
Central America 96,6 109.9 149,2 9.1

Central America:

Total Production
Of GOOds 1,767.2 1,876.9 2,583.7 7'9



TABLE IV (Continued)

1964 1965 1969 Rate of Growtii
1964-1969
Activities Producing
Services3
Guatemala 7124 760,0 937.6 5.6
El Salvador 386,.2 Lo6.7 L84, 3 4.6
Honduras 165,.,2 174,.8 223,.6 6.2
Nicaragua 199.,1 216,2 263.6 5.8
Costa Rica 283.9 290.9 351.3 L.,3

Central America:
Total Activities 1,746.8 1,848,9 2,260.4 542
Producing Services

Central America:
Gross National
Product at Market
Prices 3,514.0 3,725.8 L,844,1

[ea
®
(o2}

lThe year 1969 was estimated under the basis of projections
of the period 1965~1969,

2Estimated as a per cent of GNP,

3Include: transportation, energy, government, commerce,
banks, insurance, personal services, rent,

Source: Joint Planning Mission for Central America,
Resdmen de los Planos Centroamericanos de Desarrollo
Econdmico y Social para el Periodo 1965-1969,
(Guatemala: 1966) p. 15-16,




TABLE V

CENTRAL AMERICA: COMPOSITION OF PUBLIC INVESTMENT
IN EDUCATION (1965-1969)

(Millions of Central American Pesos)

Countries Primary Secondary University Total
Guatemala 15.2 1.3 - 16.5
El Salvador 10,1 73 7 .0 24,4
Honduras 8.8 1.8 - 10,6
Nicaragua 8.0 1.4 1,5 10,9
Costa Rica 11,5 4,1 1,0 16,0
Central America - 5346 15.9 9.5 79.0

Source: Joint Planning Mission for Central America,
Resumen de los Programas Centroamericanos de
Inversiones Publicas, (Guatemala: 1965) p. 185,
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TABLE VI

CENTRAL AMERICA: COMPOSITION (BY SECTORS) OF THE
PUBLIC INVESTMENT (1965-1969)

(Millions of Central American Pesos and Percentages)

Economic Infrastructure 668.9
Per Cent 48,3
Social Infrastructure L8 .4
Per Cent 32.4
Productive Sectors 197.0
Per Cent 14,2
Others 703
Per Cent 5.1
TOTAL 1,384,6
100,0

Source: Joint Planning Mission for Central America,

Resumen de los Programas Centroamericanos de
Inversiones Publicas, (Guatemala: 1965),
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APPENDIX B

GUATEMALA

Beck, Enrique

Bolailos, Eduardo

Noriega Morales, Manuel

Sanchez Aguillon,Salvador

EL

Director of the Regional Office of
the Inter-American Bank of Development

Assistant to the Secretary General
of STECA

Director of ICAITI

Director of the Joint Planning Mission

SALVADOR

Aquino, Francisco

Borgatti, Joseph

Bor ja Nathan, Guillermo

Cordero, Carlos

de Sola, Francisco

Flores, Ulises

Galindo Pohl, Reinaldo
Huezo Hidalgo, Jaime

Lindo, Hugo

Martinez Moreno, Alfredo

Mayorga, Roman

President of the Central Bank

Vice-President, First National City
Bank

Head of the Planning Office
Ex~-Economic Advisor to ODECA;
General Manager of MONSANTO for

Central America

First Director of H., de Sola e hiljo:,
President of INCAL

Well-known lawyer; involved in the
integration process,

Official of ODECA

Under~Secretary oi Economy
Official of ODECA

Well-known lawyer; involved in the
original negotiations of the

integration process

Functionary of the Department of
ILconomic Studies in the Central Banu



Mois€s Beatriz, Alfonso

Ortiz, Roberto

Palomo, Roberto

Quezada, Jaime

Rochac, Alfonso

Roman y Vega, Albino

Sol Castellanos, Jorge

Torres, Abelardo

General Manager of the Salvadorean
Association of Industrialists (ASI)

General Manager of INSAFI

General Manager of ADOC,
Shoe Manufacturer

Lawyer; also involved in the
integration movement

Ex-Minister of Economy;
Economic Advisor to ODECA

Secretary General of ODECA

Lawyer; author of many articles
on economic integration

Minister of Econowmy

HONDURAS

Bueso, Guillermo

Gomez, Salvador

Matute, Carlos

Ramirez, Roberto

Rivera, Roque

Director of kEconomic Studies for
the Central Bank

Head of the Central American
Clearing House

High official of the Central Americ. .
Bank., Ex-President of the Banco Jde
Fomento and ex-Minister of Economy

President of the Central Bank

President of Rivera y Co;
Important businessman

NICARAGUA

Armi jo, Jorge

de Bayle, Enriqgue

Under-Secretary oif Economy

Executive Director of INCAL



Gonzalez, Luis Official of the Central Bank

Porta, Alvaro Assistant to the General Manager
of the Central Bank

Ramirez, Anibal High official of INFONAC

COSTA RICA

Echeverria, Carlos Eduardo Official of the Ministry of
Industries

Gusm3do, Osvaldo H, Functionary of ESAPAC

Mora, lFernando High official of the Planning
Office

Navarro, Rigoberto Head of the Department of Economic

Studies for the Central Bank

Ruiz Aviles, Ernesto General Manager and owner of
Costa Rican Cocoa Products

Teran Valls, Francisco Secretary of the Chamber of
Industries
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