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CENTRAL AMERTCAL COMMON_@ARKEE

Note by the Secretariat

In accordance with the reporting procedures on regional agreements and the
calendar established for this purpose by the Council of Representatives (1/3682/Rev.l),
the Secretariat of the General Treaty of Central American Economic Integration (SIECA)
has sent a study entitled '"The Integrated Development of Central America in the
Present Decade'. :

In the note which accompanies this study, the SIECi feels that a summary of the
study would be useful to the contracting parties to the General igreement in that it
would inform them of the present situation of the CulM and the views of the SIEC.
concerning the future development of the process initiated more than ten years ago.

The scctions of the study vhich are of particuler importance in the context of
the forthcoming meeting of the CiCM are annexed hereto - any dslegation which might
be interested can consult the full text of the study in Spanish at the Secretariat.
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LNNEX

INTEGRLTED DZVELOPMENT IN CENTRAL AMERICL IN THE 1960'S

The cconomy of the five Control [merican countrics and of the region as a
wholc progressed considerably during the 1960's. This fact was attributable to
the rolative buoyancy of cxports to third countrics - particularly during the
first five ycars of the decade ~ and to the significant impact of the cconomic
intogration progress on growth. While froquent cmphasis has becn laid on the
divergent requircments of the traditional ‘outward-looking' development modcl
end the now #inward-looking" growth modcl that cormenced during the 1960's within
the contoext of the integration movement™, it is cqually cortain that the two
growth incentive elements woere nutually supporting: traditional cxporis
facilitated the cstablishmont of tho Common Market by raising the lovel of
aggregate demand and enabling savings to be mede which oventually - and at lcast
in part - financed new dircct producing activitics for participation in intra-
regional trade; and intra-regional trade gave a ncw beost to the cconomic
activity of the five countries - although with varying degrees of intensity -
thus reducing in part the oxtrome vulnerability of Central fmerica's extornal
scetor. :

Indecd in the 1960's, rcal gross demestic product of the region as a whole
grew at a cumlative rate of 5.6 per coent, representing per capita growth of
2.3 por cent. In respect of the individual countrics; this growth developed as
may be secn fron tie following table.

lSec for oxanple: Economic Commission for Latin imerica "Evaluacidn dc la
Integracion Foondmice cn Centrosmérica" .(New York: 66: 11.G.9 March 1966),
pages 12-19, and Iconomic Commission for Latin fnmcrica, "El Mercado Coiiin
Centroaméricanc y sus Problcmas Recicntes, (Mexico City: 1/CN. 12/CCE/363/Rcv.l,
Merch 1971) pagcs 3-6.
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TLBLE 1

CUMULLTIVE GROWTH RLTES OF GDP iT 1960 CONSTINT PRICES
1950-1970 "

Guatemala El Sclvador Honduras Nicaragua Costa Rica Contral fnerica

Lggregate

product
1950/55 2.3 L5 2.7 8.4 8.3 43
1955/60 5.3 L8 4ol 2.3 6,0 Le8
1950/60 398 N 4.6 3-4 . 564’ . 702 405
1960/65 5.5 6.8 43 10,2 43 5.8
1965/70 . 5.6 S 4.6 5.6 4-4' 7'5 ' 5-5
1965/68 5.2 5.2 7.5 3.7 747 5.6
1960/68 5,2 6.2 5.5 7.8 5.6 5.9
1960/70 5.4 5.7 5.0 7.3 5.9 5,6
Per éapita

product
1950/55 -0.5 1.7 0.1 5.7 L6 1.4
1955/60 2.3 2.2 1.0 0.6 2.2 1.7
1950/60 0.9 1.8 0.6 2.6 3.4 1.5
1960,/65 1.8 3.0 0.9 6.8 0.9 2.5
1965/70 2.4 0.8 2.2 0.9 Le3 2.1
1965/68 2.1 1.5 4e0 0.1 L3 2.2
1960/68 1.9 2.4 2.0 Lo? 2.1 2.4
1960/70 2.1 1.9 1.5 3.8 2.5 2.3

Source:. . Central Banks of nember countrics.
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The relatively more rapid growth of gross domestic product in the 1960's,
as compared with the preceding decade, was particularly significant for Hondiu'as
and Nicaragua, and- less.impcrtant for Guatemala, El Salvador ard Costa Rica.
This suggests that in the integration years there has apparently been a modest
convergence of growth rates of the countries generally considered to be
relatively less and more developed in Central America. This convergence - and
in generul-the higher.growth rates - should not, of course,.be attributed solely
to the Common Market. On the contrary, during the first five years of tne
decade exports to third countries undoubtedly contributed most to boost economic
activity in the region. The evolution of these exports is showm in Table 2.

TABLE 2

AMUAL CUMULATIVE GROWTH RATES OF THE VALUE
OF EXPORTS TO THIRD COUNTRIES, AT CURRENT PRICES, 1955~1970

Guatemala :El Salvadoxr Hondg'as Niceragua Costa Rica Central America

1955/58 0.8 1.6 13.0 4.l 4l 2.2
1958/60 2.9 ~1.8 -6.3 -7.6 ~3.5 -2.6
1955/60 1.7 0.3 4.8 -5.5 1.0 0.3
1960/62 -2.0 6.4 10.1 21.0 4.1 - 6.6
1962/65 13.4 4.6 16.3 16.9 0.7 10.6
1960/65 6.9 6.5 13. 18.6 2.0 9.0
1965/68 0.6 -3.9 12.5 0.9 12.7 3.5
1968/70 10.7 10.2 0.9 -2.6 16.4 7.3
1965/70 4.5 1.6 7.7 -1.6 14.2 5.0
1960/70 5.7 4.0 10.7 8.0 7.9 7.0

This recovery in the rate of exports to the rest of the world, comingafter a
period of stagnation between 1955-1960, was due partly to an increase in prices
of the region's most important traditional exports, but mainly to an increase in
export volumes and to growing - though still modest - export diversification.

1In the case of Costa Rica, the cumulative growth rate of GDP declined in
the 1960's in comparison with the preceding decade, because of the substantial
expansion recorded in the period 1950-1955.
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For the region as a whole, three commodities - coffee, cotton and bansnas -
accounted for 8l.4 per cent of exports to countries outside the region in 1960,
but this share declined to 71.3 per cent in 1970. All in 811, it is noteworthy
that gross domestic product in Guatemala and Honduras grew more rapidly in the
second half of the decade than in the first half, when the growth rate of -
exports to the rest of the world declined. This can only be accounted for in
the light of other incentive factors that are directly or indirectly :
attributable to the integration process: 1in the case of Guatemala, <the
expansion of investment and of intra-regional exports; and in the case of
Honduras, the appreciable increase in the level of public investment, partly
financed with funds from the Central American Economic Integration Bank.

Indeed, the second cause of the buoyancy of economic growth in the 1960's -
the establishment of the Common Market - constitutes a new element on the
Central American scene. As a result of the elimination or easing of limitetions
to the size of national markets, and of the protectionistic policy 1n respect
of industrial development, a vigorous import substitution process began which
has definitely given a new dimension to regional development. In 1970,
manufacturing activity contributed 17.5 per cent to gross domestic product of
the region as compared with 13.2 per .cent ten years earlier, with the country-
hy-country variations recorded in Table 3.

TABLE

SHARE OF INDUSTRIAL GDP IN AGGREGATE GDP
1960 GONSTANT PRICES

Cuatemala El Salvador Honduras Nicaragua Costa Rica Central America
1960 - 12.8 - 14.6 ©12.4 12.1 34.0 13.2
1961 12.9 15.3 12.2 12.6 14.0 13.5
1962 13.2 - 15.1 12.9 13.0 14.4 13.8
1963 13.2 15.7 12.9 14.7 15.4 4.3
1964 13.4 16.2 12.6 14.8 17.0 14.7
1965 13.9 17.4 12.8 15.5 17.3 15.3
1966 14.5 18.1 12.9 15.9 17.9 1‘3'.8
1967 15.1 18.6 12.9 16.3 18.4 l0.3
1968 15.6 18.8 13.2 17.8 18.5 16.8
1969 15.¢ 18.9 13.8 18.3 18.7 17.1
1970 16.4 18.7 13.8 19.7 19.0 17.5

l'I'he official figures of the Central Bank of Honduras differ slightly from
the series published by ECLA. According to the latter source, the relative
share of manufacturing added value in gross domestic product - at factor cost -
increased from 12.4 per cent in 1960 to l4.4 per cent in 1970,
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The substitution process is partly reflected in the strong upward tread in
intra-regior.l trade, mainly in respoct of manufacture.. As may be seen from..
Table 5; the %otal volume of transacilons increased from $CA 32.7 million <n
1960 o $CA 258.3 million in 1968 and $CA 299.5 million in 1970.~ To a
considerable extent these exports represented sales that would not have taken
place had thare been no Common Mrvet, and in the case of some countries thoy
contributed considerably to easing disequilibriux in the balance .of paymerts
with the rest or =ae world., UThe inerease in tne percentage share of intia-
regional exrorts in relation to total exports by countries of the region can i
secen from Table 4. -

TAPLE 4

SHARE OF TNTRA-REGIONAL EXPORTS IN TOTAL BXPORTS
OF GOODS_AWD SFRVICES .
T 1960-1970

{as rercentage)

E} _Salvador Honduras 'ﬁica_:;agya Costa Rice Centra

I

Guatamals 1_Ameri
1960 5.5 10.9 0.2 4.3 1.8 - 6.5
1961 7.9 1i.0 10.4 2.1 1.9 7.0
1582 g.2 iz.2 15.7 3.0 1.7 8.5
1963 il1.5 17.3 15.32 3.3 3.8 0.5
1964 14.7 18.3 .5 C 4.6 11.4 13.5
1965 17.0 21..6 159 5.7 13.5 15.1
1966 . 20.7 27.2 13.5 8.6 15.7 17.9
XQ67- - 27 Y © 328 " 13.6 10.1 17.8 21..
1962 28.5 5.8 15.8 13.8 18.1 23,2
1969 2.0 3.7 1.6 16.0 15.8 21.7
157G T L29.° .3 22.9 17.8 <2.0

Irntra-regional trade in 1972 and 1973 reached a total of $Ci 305.miliion
and $CA 350 million respectively.

o



VALUE OF INTRA4-CENTRAL AMERICAN TRADEl, 195¢-.1971

TABLE 5

- in 3CA'00C -

L/4023

Page

7

EXPORTING COUNTRY

AND YEAR

COMMON MARKET

IMFORTED EBY:

TOTAL GUATENALA® EL SALVADOIR HONDURAS NICARAGUA  GOSTA RICA
CENTRAL AMERICA 1959 28,661 3,110 12,469 5,192 L, 016 3,874
19€0 32,676 nas 13,491 5,311 2,776 3,514
1961 56,806 6,667 14,663 £€,353 2,877 L o6
1962 50,848 11,228 2z,058 &,911 5,543 3,308
1963 72,098 13,747 27,923 15,258 T+353 3,817
1964 166,188 26,357 39,234 18,004 14,308 8,285
1965 135,503 31,537 L2, 406 25,43¢ 21,395 ik,692
1966 174,735 335,855 52,032 54,053 31,659 23,156
1967 213,958 b2 10k 54,506 30,758 L2,373 34,222
1968  255,29% 49 i3 €5,159 48,671 46,172 LE,EL9
1969 249,014 51,400 62,205 u3,973 k2,216 51,220
1970 299,128 i, 982 60,602 54,871 5¢,015 68,658
1971 270,432 66,426 57,528 16,228 53,5¢9 76,661
GUATEMALA 1959 5.165 L, 284 374 237 270
1960 7.265 5,189 1,101 Le¢ LSg
1961 10,315 6,786 1,534 9zz 1,353
1962 15,383 g,u72 2,935 1,600 328
1963 3,773 12,€53 4,80k 2,943 573
1964 29,971 16,341 5.807 5,10¢ 2,717
1965 38,377 18,510 ¢,059 ¢, 587 5,321
1966 55,071 27,227 5,809 &,932 9,123
1967 €5,690 29,952 11,768 12,647 11,323
1968 77,525 3L, 586 14,197 12,965 15,817
1969 8¢,376 38,106 17,752 12,882 17,64C
1970 106,441 4G, 637 28,528 15,729 21,557
1971 31,584 37,333 8,122 18,867 27,062
EL SALVADOR 1959 9,207 2,212 £,299 2,005 £91
1960 12,673 5,887 §,124% 1,737 925
1961 14,448 8,739 L. 68y 1,406 1,809
1962 18,505 7,680 5,734 3,063 2,01t
19€3 28,684 16,116 7,851 2,415 2,3c2
1964 35,178 19,118 &, 258 4,198 2,308
1265 43,159 22,42¢ 12,264 6,579 4,788
196£ 57,570 23,517 16,355 8,9¢c3 7,653
19€7 75,172 29,23 19,872 13,626 12,343
1968 Sk, 862 32,763 23,258 14,869 16,01h
1969 71,756 33,242 12,415 11,856 14,243
1970 53,972 39, 47U - 15,426 20,078
1971 0,080 42,532 - 16,061 21,487
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TABLE 5 (cont'd)

COMMCN MARKET

EXPORTING COUNTRY

AND YEAR , . IMPORTED BY:
TOTAL GUATEHALA® EL SALVADOR HONDURAS NICARAGUA  COSTA RICA
HONDURAS 1959 8,771 780 6,470 : 1,048 473
1962 7,435 925 6,299 111 100
1961 &.,294 1,224 . 6,577 ' 92 - Lol
1962 13,799 . 3,032 vL0, U1 : : 179 174
1963 13,972 ©2,702 10,772 353 145
1984 18,337 3,635 13,016 951 735
1965 22,200 3,776 15,682 1,327 1,415
1946 21,486 3,946 13,343 2,166 2,031
1967 23,526 5,415 12,369 2,544 3,198
1968 31,266 7,134 14,838 4,109 5,185
1969 23,882 6,034 7,339 b,739 5,771
1970 19,075 7,058 - 4,926 7,091
1571 5,416 1,766 - 2,081 1,569
NICARAGUA 1959 3,939 23 1,198 276 2,440
1960 3,U5€ 17 1,392 34 2,003
1961 1,771 4g 712 31 983
1962 3,229 423 1,962 52 792
1963 L,21k 534 2,426 ys7 797
1964 6,924 796 2,669 1,534 1,925
1965 9,872 1,443 3,152 2,110 3,167
1566 14,896 2,100 5,568 2,860 4,368
1967 18,582 2,135 5,338 3,753 7,356
1965 26,942 3,528 6,854 4,727 , 11,833
1969 30,855 b, 501 €,295 6,403 13,566
1970 49,925 7,224 &,761 13,952 19,948
1971 47,836 ¢,565 9,563 3,164 26,544
COSTA RICA 1959 1,599 95 537 241 726
1960 1,858 755 611 53 439
1961 1,978 . 809 588 124 us7
1962 1,931 i12 1,210 140 469
1963 . 4,455 395 2,072 346 1,642
1564 15,778 2,810 7,208 1,707 k. 053
1965. 18,895 3,883 5,063 3,047 6,902
1966 25,811 L,271 5,595 5,049 10,596
1967 30,988 5,223 €,8u8 5,361 13,556
1968 . 37,679 8,018 8,921 6,511 14,229
1969 36,143 7,533 8,464 7,403 12,742
1970 . 48,714 11,226 11,204 12,351 . 13,933
1971 . 45,518 13,563 10,432 4,942 16,581

lThe figures shown in this table correspond to the statistical register of imports.
ZFor the years 1962 and 1968, the data for Guatemala are estimates based on reports by the other
four members of the CACM. These data do not coincide, therefore, with the official figures.

Source: Statistical Offices of the Central American countries, and Customs Administration and
Central Bank of Nicaraguaz.
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As may be seen, there were pronounced differences as between the five
members of the Common Market in respect of the relative share of intra-Central
Imerican trade in total trade by the five countries as well as in the evolution
of that share during the period under examination; this fact gave rise to the
serious difficulties already mentioned.

The establishment of the Common Market also gave rise %o some other
particularly significant developments. First of all, reflecting the growing -
though still limited - participation of the public sector in economic and social
matters, considerable progress has been made in developing the physical infra-
structure of the region, thus facilitating production of and trade in goods.
Secondly, significant progress has been made in the mobilization of both public
and private external resources, and this is reflected in particular in the
$222 million loan contracted abroad by the Central American Economic Integration
Bank.l In the third place, some progress has been made in the region's
negotiating capacity vis~a-vis the rest of the world, mainly in respect of foreign
trade. Lastly, mention should be made of the beneficial effects of changes of
attitude, improvements in entrepreneurial capacity, and the growing urbanization
and modernization of society - although in relatively limited sectors - which
have accompanied the integration process.

A1l the foregoing, in conjunction with the increase and qualitative improve-
ment of investment that can be contributed to this process, has had a considerable
impact on growth rates of the economies of the five countries. This has already
been shown in many studies? and quite recently on the basis of a quantitative
analysis of the effects of integration or economic growth. This analysis evaluates

lThe governments have also significantly increased recourse to long-term
external loans for the financing of development projects. The net annual total
of loans paid out for the region as 2 whole increased from $12.2 million in the
years 1958/1960 to 430.4 million in 1960/1965 and $50.3 million in 1965/1970.

2Se'e, inter alia, the following: Economic Commission for Latin America,

"Evaluacidn de la Integracidn Econdmica en Centroamérica”, (Wew York,

Fublication 66.11.G.0., United Nations 1966); Donald H. McClelland, “The Common
Market Contribution to Central American Growth+, (Guatemala City: Mimeographed,
1967); Roger Lawrence, "Protection in the Central imerican Common Market in 19667,
(New York, Columbia University, Mimeographed, November 1968); Jeffrey B. Nugent,
Wi Study of the Effects of the Central American Common Market and of the
Potential Benefits of Further Integrat] Integration®, (Los Angeles, University of Southern
California, 1969); Walton T. Wilford, “Trade Creation in the Central imerican
Common Market, (New Orleans, Louisiana State University, 4pril 1969); Salvatore
Schiavo-Campo, "Import Structure and Tmport Substitution in the Central sjmerican
Common Marketi, (Boston: University of Massachusetts, June 1971).
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the particular characteristics of the economic structures of the Central American
countries in two sub-periods, 1950-1961 (without integration) and 1961-1968 (with
integration). The purpose of the study is to examine whether or not integration
has generated a structural change and, in the affirmative, what its effects have
been on levels of economic activity. On the basis of the results of the
.examination, one can conclude that integration has contributed positively and in
a very significant way to growth of the economies of the member countries of the
Central Common Market; as can be seen from Table 6, it has allowed the region

as a whole to develcp at a rate approximately 1.5 per cent each year in excess of
vhat would have been the case without irtegration.

TABLE 6

REAT, AND HYPOTHETICAT, GROWTH RATE OF GROSS DOMESTIC PRODUCT
WITH AND WITHOUT ECONOMIC INTEGRATION,

196C CONSTANT PRICES

1962-1968
Real growth Hypothetical growth .
with integration without integration Difference
Guatemala 6.1 43 1.8
El Salvador 5.8 4.6 1.2
Honduras 6.6 6.0 0.6
Nicaragua 7.2 4.5 2.7
Costa Rica 7.3 6.6 0.6
Central imerica 6.5 49 1.6

Some other significant conclusions car alsobe drawn from this analysis. In
the first place, the model reveals a more coherent and consistent functioning of the
economic system and of the investment decision-making process in the 1960's than in
the preceding decade. This suggests decisions based to a greater extent on
economic considerations and an extension of the ‘mcdern® sector of the economy.
In the second place, it shows that the integraticn process has caused a fundamental

lThe parameters for the model were established on the basis of statistical
data prepared by ECLA, covering the period 1950-1971. In some cases, these data
series do not coincide with the official data used in the other paris of the
present study, which only covered the period 1960-1971..
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change in the dynamics of economic growth in Central America by reducing the
relative importance of the external sector - and augmenting that of the public
sector - as an explanatory varieble in determination of gross domestic product.

In the third place, according to the model, integration has had a positive impact
on the savings and investment capacity of the five countries. Lastly, reflecting
the growing interdependence of the economies of the region, the model shows that
the dominant variable affecting the value of intra~regional trade was Central
American gross domestic product, having regard to the very considerable

elasticity of exports by each country to the rest of the Common Market in relation
with variations in GDP. .

Despite the very favourable effects that integration has had on the economic
growth of the five countries of the region, the integrated development of
Central America was hampered by a series of obstacles and restrictions in 1960,
and some of these are briefly examined below.

(1) External disequilibria

Although growth in the 1960s was vigorously boosted by exports to third
countries, it is equaliy certain that for the region as a whole, and more
particularly for some of the member countries, the growth was irregular and
subject to pronounced fluctuations. With the exception of Costa Rica, exports to
third countries developed at a much more rapid .rate during the first five years
of the decade than during the second; furthermore, there was stagnation of the
exports of Guatemala, El Salvador and Nicaragua from 1966 to 1969.

On the other hand, the growth of exports was equalled - and in some cases
exceeded - by growth of imports over the period considered. This is attributable
partly to growing needs for inputs and capital goods on the part of Centrsal
American's rapidly expanding industry, and to a greater extent to the well-known
adjustment of small export economies for which imports cover the difference
between the increase in demand and the inadequacy of domestic supply. Similarly,
according to the information available, there was a general weakening of the terms
of trade in four of the countries between 1963 and 1970, and for all five countries
the net balance in the account of tourism, transport and insurance deteriorated
appreciably in the course of the decade.

If the level of exports of goods and services is compared with that of
imports, including transfers, all the countries recorded an increasing deficit
in their current account from 1960 to 1970. Indeed, for the region as a whole
this negative balance increased in absolute terms from #CiA 31. million in 1961 .
to $CA 233.5million in 1967, and reached $CA 196.9million in 1970.

In order to cover this deficit balance, the countries had increasing recourse
to mobilization of external resources, whether in the form of loans or direct
foreign investment. The net capital inflow for the region as a whole increased



L/4023
Page 12

from $55.4 million in 1960 ($36.2 million of private capital, of which

$20.7 million represented direct investment) to $216.7 million .in 1970 .

( $127.1 millidn of prlvate capltal of which $80.0 million of direct investment).
The foregoing gave rise to a cumulative process of payments for net services at
factor costs and debt reimbursehent. Consequently a stronger flow of capital
was necessary in order to cover the growlng deficit on current account and the
increasing financial needs for the servicing of ex1st1ng foreign commitments.
For the region as a whole, for example, payments on investments increased from
$14.1 million in 1960 to $131.7 mllllon in 1970, representlng respect;vely 2.8
and 10.1 per cent of exports.

Fortunately, ecapitcl inflow was maintained within managecble limits
during the 19603, though with apprecioble differences from one country
" to -another. Neverthéless; annudl allocationg for the servicing .and
repaymerit of external indebtedness, in relation to exports of goods and services
and to gross domestic product, tended to rise in all the countries (see Table 7).

ILBLE 7

INDICES OF EXTERNAL INDEBTECNESS

Servicing and repayment of total Servicing and repéyment

external indebtedness as a per- of total external indebted-

centage of exports of goods and ness as a percentage

services (average for the 5-year of gross domestic product

period) (average for the 5-year

period)

1961/1965 | 1266(1270 1961/1965 1966/1970
Guatemala 13.1 : 23.0 2.0 body
El Salvador 5.3 - 6.2 1.5 1.6
Honduras 9.7 - 14.3 T 2.3 4.3
Nicaragua 8.0 16.5 2.6 \ L.6

Costa Rica 13.6 19.1 S 3. 5.4
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OUTLINE FOR A PLAN OF ACTION

This Note includes a series of proposals on policies, mechanisms,
instruments, programmes and projects tc be adopted during the remainder of the
1970's, together with specific suggestions in the institutional field.

Care has been taken to schedule and organizes the proposals in terms of time,
emphasizing the graduality and progressivity that are to characterize the process
of remodelling integration. In addition, in a separate Note, some short-term
measures are suggested, which, if adopted could facilitate the transition from
the situation preveiling in 1972 to an integration scheme more in depth than that
envisaged in the present study.

The proposals set forth below are designed to cover the fundamental aspects
of integrated development, and are in no way considered as part of a comprehensive
plan. Some will have to be supplemented or developed by later studies - as for
example the specific tasks to be undertaken in order to ‘establish a complete
customs union in the region - and others will undoubtedly have to be formulated
in the light of negotiations at governmental level on the restructuring of the
Cormor Market. Nevertheless, it is a complete and coherent plan that fits in
with the elements outlined in the strategy for the integrated develcpment of
Central America in the coming years.

(1) Completion of the free-trade area and establishment of a full customs union

The importance cf the principle of unrestricted free trade is reaffirmed
in the present study as a dynamic slement for regional development and an
appropriate condition for completing and developing the economic integration
movement.

It is recognized that during the period of transition leading to the
formation of an econony of truly regional dimensions, circumstances could arise
requiring transitional and supervised régimes of exception. Until such time as
a norrial situation of free trade is achieved and to this end it is recommended
that certain clauses be adopted to safeguard regional trade. These clauses
would solely be applied in the event of serious balance-of-payments problems for
one or more of the member countries, or a serious disruption of markets at
regional level in respect of certain products, provided that full rscourse has
already been had to 2ll the instruments available tc the national and regional
authorities for dealing with the probler at hand. In no case would it be
percissible to apply safsguard clauses to free trade for reasons of structural
disequilibriun affecting development - as such aspects would be covered by the
instruments described below - nor to invoke such clauses to nullify the benefits
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of integration resulting from the re-allocation of resources at regional level in
accordance with optimum efficiency criteria. In each case the application of

the clauses would be a matter for decision by the regiocnal authorities, as would
the concrete measures involved. As already stated, the safeguard clauses would
solely be applied in justified cases of serious globai balance-of-payments
problems or of serious imbalances between regional supply of and demsnd for
certain products, whether agricultural or manufactured. Any temporary measures
adopted to regulate trade in goods could in no case have a discriminatory effect
for central American supply in relation to substitute products originating in

the rest of the world. Lastly, the exceptions provided from the normal régime of
free trade would be pregressively reduced over a period of time, until such time
as development policies are fully co-ordinated and the safeguard clauses therefore
become unnecessary.

During the coming stage of integration, on the cther hand, free trade would
be maintained only in respect of productis originating in the region and
accordingly, until such time as a full customs union is established, legal
provisions will have to be. established to detzrmine the criteria for free trade
in order to minimize the problems arising as regards the principle of origin.

It is suggested that the criteria already approved by the five governments

during the negotiations for the modus operandi be adopted; these criteria include
a precise definition of products regarding whose origin there is no doubt and
others where the status is determined by the incorporation of originai inputs in
the production process, representing 4C per cent of the total value of the product
at ex-factory prices.

Regarding inclusion in the free-trade réginme of the fifty-five products still
subject to restrictions of various kinds in accordance with the annexes to the
General Treaty, specific proposals are made at the product level which should,
in the first stage, make it possible tc eliminate the restrictions gradually or
forthwith, on more than half of these products, the remainder being left for later
stages of completion of the free-trade area. These stages would have to include
the establishment of a full customs unicn and a common sxternal trade policy for
some of the traditioral products included in the lists of exceptions (coffee and

sugar).

Lastly, in the separate Necte already referred to in which the secretariat
considers short-term problems, a transitional régzime is preopesed for the
incorporation of Honduras in the free-trade area through the progressive lifting
over a period of not more than threc years, of Decree No.97 of the Hational
Congress of Honduras, in order tc facilitate the readjustuent of the producing
apparatus of that country to the trade régime.

In connexion with the graduasl transition from the free-trade area to -~ full
customs union, consideration is being given to the advantages and possible
disadvantages of this stage through which integration will inevitably have to
be effected if the economic union is to be achieved. The conclusion reached is
that, if tne establishment of a full customs union is supplenented with cther
co-ordinated development pelicicss in order to aveid any concentration of tertiary
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activities in the more developed countries, this could yield substantial benefits
for the regicn. These include great r fluidity in trad: in goods, greater
efficiency at less cost in collecting import duties on a regiona?’ basis, the
establishnent of a tax equalization mechanism in the context of the establishment
of a Central American customs administration and the establishment of an automatic
and continuous financing mechanism for the maintenance of the integration bodies
and institutions. Likewise, econcmies of scale would be achieved as a result

of optimum localization, not only of secondary but also of tertiary activities.

(2) Common tariff and tariff policies

The tariff policy will continue to be one of the mainstays of industrial
development during the 1970's and will take on an increasingly important rdle in
the region's coimon tariff policy, vis-i-vis, the rest of the world. In addition,
the possibility is being borne in mind of using the external tariff to promote
greater efficiency of Central American industry - having regard to the interests
of consumers and to the need to improve that industry's competitive capacity in
third narkets ~ and to some extent as an instrument to protect the balance of
paynents. Although its rdle will be less important from the fiscal aspect, as in
the past - as described in greater detail in connexion with the tax harmonization
prograrme - the tariff will be designed to weet many purposes, making it a complete
instrument, and it will thersfore be necessary to take account of objectives
that are frequently conflicting.

In order that the tariff nay best mect the requirsments of integrated
development strategy in Cenfr::l fmerica during the 1270's, the following points
are recommended inter alia:

(a) that the Central American Uniforn Nomenclature (NAUCA) be substituted
by a version of the Brussels Tariff Nomenclature, adapted to the special
ciicunstances of the regio., thiz would allcs articles obtained from
the same raw material 1o be classified up until their most elaborate
forn, within a range cf further prccessing, and in addition would
facilitate the harmonization process and the establishment of comparable
statistics with other countries or regions. It is recommended that the
conversion from the NAUCA to the Brussels Tariff Nomenclature be wade
prior to the revision of tariffs, although an alternative, possibly
more complex, would be to revise the Nomenclature and the custons
tariff sirultancouslys;

(b) tnat the basis of calculation for most duties should be the c.i.f.
value, using a regional valuation niechanism and retaining specific
duties only in respect of certain specified products; this would
considerably facilitate the work of the customs administration;

=
“These recommendations - and in particular the last cne - have already been
accepted by four of the countries in the region, in the Standardization Committec
of the Comuon dMarket. See for example, the records of the eighth and eleventh
meeting, held at Guatemala City on 10-11 February and 24-26 July 1972 respectively.
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(¢) That a mechanism be adopted to modify tariffs in = flexible way, so as
to respond- readily to the needs of industrial development of foreign
'brade policy and econonic policy in general.

With I-espect to th’e revision of customs tariffs, it is considered that
this should Ve a continuing task requiring analysis at the procuct level, with a2
view to fixing a-level of protection that can reconcile the many different
objectives of tariff policy. The following levels of nominal protection could be
teken as adequete perameters.

Iype of product Neninal or o’cec tion

level (wareameters).

Consuier goods

(2) Produced in the region 60% to 100%
(b) Potentially producible 40% tn  80%
(c) Other 205 to 40%

Raw materials ond intermediate products

(a) Produced in the rcgion 20% to  40%
(b) Potentially uroducible 155 to  25%

(c) Other 105 te  20%

Capital goods

(a) Produced in the region 10% to 309
(b) Potentially nroducible 105 to  20%
(c) Other 105 to  15%

The tariff to be fixed in each case would takc into account 21l inforizetion
available concerning the remion and interncticnal market situcstion, the »resent
level of implied and nominal protection, thc level of cffective protection,
(where data are availcble for this purpose) and the effects of upward or down-
warc verictions in the level of domestic wrices, in orployment, in the balance
of noyuents, added volue or other veriables. Lastly, the cormon externcl teriff
could be supplemented by mencral or selective texes on internsl conswition in
accorceince with the tex policy outline set forth below.

3. Incustrial development policy
The objectives of the industricl develonment policy in the 18970C's will have

to Giffer siemificantly from the objectives of the precedins decade. On the
one hend; it will still have to encourcge efficicney in order to cilow the
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Central American industry to be increasingly coupetitive in internationcl
nmerkets; on the other hand, with a view to promoting "backward integration®
of regional industry, by prouoting the establishment of intermediate activities
that orobebly require a certain level of protection. Furthermore, the rdle

of e;:x'*loyment volicy within the development strategy outlined in the preceding
Chapter indicates that the manufacturing scctor camnot disregard employment
criteria, even thoush the relctively limited nossibilities of this sectar for
ebsorting manpover e recoznized. ’

Tastly, it is intended to oronote better integration as between primary
anc} secondary activitics and to cnsure increased utilization of Centrcl
Alze; riccn Inputs in industriel nroduction. For the atteinment of these various
ind:s tr1'=l policy objectives, it is recommended that the following concrete
neasusres be acdopled, under fouwr mein fields of activity.

(&) Tariff policy. As clready mentioned above, teriff policy is one of
the mainstzys of the industrial development policy. A nomenclature
is therefore needed which correspond better to the various stages of
product “rocessing, with a new t"“‘lff that could be repidly anended
in accardance with the principles outlined above. Through the levels
cf protection, the various objectives of the industrizl develovment
nolicy will have to be reconciled.

(b) Industrial progremming and formulization of co-ordinated nolicies.
The second besic element of the industrial develogr*en‘ *aollc comprises
a schene of regional plamning at various levels of intensity in accordance
with the type of menufacturing activity. The following levels ave
being terne in wuing.

(i) Besic industries. It is recommended that the shortcomings
okserved in the sreseat regine of Centrual Auvericen integration
indusiries te eliuinated in order to offord an adequate instrument
for »rograoming and promoting the establishment of those manufacturi:
acvivities which, tecause of their dirension,. need to use the reglon:
agrket. In this wey, the na.tions-_l and »egional authorities would
nerticipate in certein decisions regarding the cheracteristics and
location of the basic industries to be established, and adeguate
conGitions of efficiency would be ensured. The intersovernmental
body would be resnensible for implementing w revised rcgime by
ucens of zgreenents thot vould not require subsequent legisletive
retificaetion. Under the existing agreenent, the princiucl changes
proposed arc: the teriff protection offorded to basic industry
would be on a declining scale over time; where a »lant of this type
was onerating ot its optimum efficicency level no seccnd plant could
be set u» in the same country wvhere the first one was overating;
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free trade would not be extended to plonts competing with basic
industries that were not covered by the régime; penalties would be
established for failure to comply with the provisions of the
régime; the régime would be incorporated in a broader scheme of
industrial programming. Likewise, it is recommended that the
present Special Systen of Promotion of Productive Activities be
substituted by the revised régime becanse it is not considered

to have carried out its nission;

(i1) Apreements on individuel industrial branches. These agreements
would cover brances of industiy which, in the opinion of the
national or regional autherities, shouwed, or were beginning to
shou, a situation that adversely affects their sound development,
wvhether because of surplus installed capacity or because of
other factors. Each agrecement would set out guidelines for the
future development of the cctivity concerned, the extent cof
pernissible exponsion, whether in resnect cf existing industries
or of new plants cnd provisions to regulate oiderly growth of
the industry concerned and vhere necessary, ollccation of global
installed capacity by cowntries, teking into account the nrincivle
of balanced develovnment. liost of the industries would be subject
to apreements of this kind. The sgreements would leave some
leewsy to undertalkings so thot the benefits of the free competition
should not be nullified.

(iii) Indicative or Ainformative onropromming. For thosc branches of
uC‘blVltj - the nejority of uhe_“ -- that were no. covered by the
schemes mentioned sbove, ennnel meetings of groduccrs uould be
orpenized in the verious bronches of industry to “"o\ an
exchange of informeation and lmovledge, so t‘m,t entrosreneurs could
nore reaGily agjust their vroduction cepacity to the wten‘bial
nrospects of regioncl demand.

Institubionol aspects. Industrial progremming vould te nertly based on
the regional institutions with resnect to the identification znd preperaticn
of projects, selection of adequatc technologies for the resion, as well
as promotion and financing of nrojects. In this order of ideas it is
proposed that a hish--level expert srowp be ansointed whose continuing
responsibility would be to identi \“v r‘eqnn:'l'l prejects for 'bb“ region
ond prepere feasibility studies vhlch wouléd include, inter ciis, an
analysis of the optimwi location of each plant. The revised crmeenent
on interration industries would thus become en cctive instrunent for
promoting nev projects instead of being, es in the nost, o nassive
instrusent to be adepted to existing projects.

The ICAITY would continue to play aon important r0lc in thes

sc tasks as well
es in the development and adoption of x cela tively labour intensiv

e tech--

nologies snd the estoblishment ond eonforcenent of quciidty stondards. The
Centrol Auerican Economic Intesrciion Bonk would be res: aonsitle i‘or
promoting o c,]ects icentified and declared os beins intemsrction industries

by the susrene intesreation body.
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(d)

(e)

Financiol aspects. Indeed, as part of its work in the field of
promotion, the Bank would mobiliz: resources for projects declared to be
of rcgional intcrest and would adjust ites credit programmes to the
industrial development policy adopted by the govermments and the inte-
grotion bodiecs. This aspect is ¢xamined in greater detail belows;

Fiscal incentives. It is recommended that the Central smcrican
sgreenent on Fiscal Incentives for Industrial Development bs rcscinded,
beczuse it does not tally with the objectives of integrated development,
and that it be replazced by a new and more selective instrument. 411
undertakings clossified under the old Lgrecment would be required to
obtain reclassification under the new instrument after o transitional
period of three ycors.

The new agreement would classify undertakings in two groups:

(1) Group %4, comprising industries of major significence for the
region including those covered by the new instrument on basic
industries. In order to be eligible; these industricss would have
to have a participation of Ccntral fmerican capitel in an amount
not less than o propertion of their equity capital to be
specified in due tims.

(ii) Group B, for which one of the two following conditions would have
to be fulfilled: that az specified percentage of the total valus
of the raw metcrials and other inputs used - percentages to be
estoblished by integration bodies depending upon the circumstances
and activity concerned - are of Central imerican origin (criterion
of incorporzted regionzl value); or that a specified proportion
of the unit cost of the finished product represented wages and
sclaries paid to Central americen personnel and manpower '
(employment criterion). Similarly a minimunm ucntr.l American

apital requirement would be estubLlshcd, s1m11ar to that
mentioned in Group 4.

Under the proposed schemc, undertckings would be entitled to the
followlng benefits:

(i) Industrlgl undertakings classified in Group & would enjoy complste
exemption frem customs duties for imports of capital goods; and
complete cxemption from income tax during the first five years,
thereafter the exemption to be progressively reduced over a
further five years;

(ii)  Industrial undertckings in Group B would enjoy exemption from
customs duties for imports of capitael goods, and the same
exemption as Group .. undertakings in respect of income tax, solely
vhere they werc located in countries which the regional authorities
deem to be relctively less-dsveloped;

(iii) Other undertakings would not enjoy any exemptions.
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In addition to the foregoing, the Convention would provide a special
reglme for industries exporting to third countries. These industries
would be permitted to import raw matericls used in the processing of
products subsequently exported (draw-back right) even if the raw
material was produced in the region, and in addition would be entitled
tc deduct from their taxable income for income tax purposes a proportion
of the retio of their exports to the rest of the world to thelr total
scles.

The fcregoing scheme is intended to meet the objectives of industrial
development, and at the same time is considerably more selective than
the existing Centroal umericanConvention on Fiscal Incentives in that it
deoes not grant exemptions for imports of rew muterlals except in order
to promote exporis to third countries.

Other elements that could fco: part of zn industrial development policy would
be complenentary agreements with Lher countries, regicns or sub-regions and the
mobilization of international technicel co-operction in this field. Similarly
industrizl development policy must be considered in conjunction with conmon
treatnent of foreign capital and this cspect will be examined later. Lastly as
already mentioned elsewhere in this chapter industrizl programming is one of the
basic eclements of the balinced development policy.

(4) igriculturcl deveiopment policy

Efforts to promote agricultural development in the coming years will be
designed to ensure thot thls sector contributes significantly to generating
products, resources to finance other sectors (foreign exchange) and now employment
opportunities; thot a dynamic agricultural development facilitates = more
equitable distribution of income which would be reflected in an expansion of the
market for agriculturzl and non-zgricultural products and in better social
participation; and to guarznteeing adequate supply of products and raw materials
through the utilization of o technology ccnsistent with the region's own
resources.

In the implementotion of the agricultural dvvelopment objectives, various
instruments ond concrete mensures are suggested which are designed to be effective
in the areas where the mcjor obstacles toc development have been identified. Some
of these instruments present o much brocder scope of feasibility and effects to
the extent that the action of the varicus countries can be co-crdinated at regional
level.

The study mokes suggestions regarding the instruments that could be applied
in the following fields:

Technology, marketing, agricultural structure, development of human resources,
employment, development of natural resources end financing.
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Lastly, mention should be made of the importance attached to the public
sector in the context of the strategy for integrated agricultural development.
It is recognized that, if the public sector does not participate broadly and
effectively in the administration of the various instruments involved in the
process, its feasibility can be jeopordized. The public sector rmst take on the
respon31b111ty of creating or strengtiiening specialized institutions to administer
the various aspects of agricultural policy both in the fields already mentioned
and in those relevant to thie expansion and strengthening of services complementary
to production, such as tecanical assistence, supply of inputs, organization of
farmers, building of agricultural infrastructures. Furthermore, the public
sector must hove authority to carry out new functions in the context of regionul
activity in respect of co-ordination of agricultrual policies.

Nevertheless, with the orgenizotion and concepts existing at tne present time,
it ig difficult for the public sector to teke on successfully its full range of
action. For this reason, the strategy includes some generzl ideas on the possible
orientation of its organization and on its rightful endownment with humen,
financizl and physical resources with a view to enabling the public sector to
carry out its r8le effectively in the implementation of the strategy for integrated
agricultural development.

(5) Physicel integration programme

Because of the region's important achievements in the 1980'!'s in the field
of physicel integration, there will have to be a significant change in the 1970's
in the determination of invesiment priorities in the various fields. In this
connexion, it would seem that in the coming years maritime transportation =~
including port policy - and the electrlcal power interconnexions deserve spe01al
attention, :

(4) Exvort development strategzy

Another key element of the strategy is to promote and develop Central
imerican exports to third countries as a necessary condition for achieving the
growth rates mentioned as a direct target in the preceding chapter and in order
tc meintain adequate capacity for external indebtedness.

An export development policy could conflict with other policies implied in
the atveinment of the Common hizrket, particularly in respect of the substitution
policy. In order to aveid this possible ccnflict - at least to some extent - it
has already been mentioned that the fiscal incentive régime provides for the
eliminction ¢f 211 import duiies on raw moterials and inputs of those products
taat would subsequently be compeiing in the internationzl market, through a
draw-back entitlement. This instrument, which would have to be applied through
the simplest possible administration procedure will contribute to some extent
to modify the cost structure of the manufacturing sector in order to improve its
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competitive capacity in third markets. Amcng the c¢ther measures proposed in
ammex & as part of the strategy to develop non-traditional exports, one may
mention the following in particular:

(a)

(b)

(c)

(d)

To develocp supply of both agricultural and industrial products for
export, tarough the mechanisms and instruments set forth in earlier
chapters on industricl and zgricultural development policy. These
mechanismeg and instruments, including fiscal incentives, direct
techinical assistance, soft term financing, trzining of human resources,
formulation of quality standards end development and adjustment of new
production technologies and, in some cases, substltuups for non-
traditional preducts.

To develop national and regional institutions tc facilitate the promo-
tion and marketing of Central Amwericon products abroad;

Te improve in certain respects the physical infrastructure of the
region, more particularly port focilities and storage and warehousing
installations;

In relation with the cost of transporting exportable products, to
cunarter special services and possibly to establish a regionzl shipping
line, waich could, in particular, offer preferentizl rates financed by
the State for transporting certain articles the sale of which was to be
pronmeted cbroad;

Like many other activities, export expansion is linked to tariff policy.
To the extent that this pelicy implies achieve improved efficiency and
lower costs for tie industries supplying regicnal demand, sales of third
countries will be relatively easier;

Ixport expansion is of course linked to external trade policy, which is
covered by the first point;

To simplify administrative and legel formalities relating tc export and
extend assistance tc undertakings that so desire;

To carry out joint promotion drives abroad, including exhibitions, trade
missions and similar activities;

To develop joint systems to improve quality contrcl for products intended
for expcrt;

To strenghnen, activate and Slellfy the special fund for extra regional
exports in the Central Bank for Economic Integration and establish other
financing sources at netional level with & view to investment expendi-
tures as well as pre and post embarkation operations. In addition to
establish an export credit insurance scheme;
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(k) to identify specific activities that could be developed in the region
in efficient conditions and for which there is demand in international
markets. Among these, the following possibilities have been identified:
fruit, flowers, vegetables, some products of the textile industry,
clothing, wood products and sub-centracting or milling activities;

(1) .deﬁelopment of human resources to cafry out the marketing of products
in third markets.

All the above points will contribute to achieving an aspect of fundamental
importance for the success of the strategy, namely to create an "export awareness'
on the part of Central American entrepreneurs.

(7) Common external trade policy

The adoption of a common external trade policy vis-a-vis the rest of the
world is one of the explicit elements of the integrated development sitrategy
proposed in the preceding chapter and is closely linked to the export development
strategy. The Central American countries would contribute by means of a common
external trade policy to maximize the value of their sales to the rest of the
world with a view to achieving stability and improvement in prices of their
primary products and better export volumes, as well as a diversification of
products exported and of the markets supplied. In addition a common policy would
be followed in respect of import restraints and negotiations with other countries
or groupings. For this purpose, it is recormended that the following measures
be adopted inter alia:

(a) As already mentioned to use external tariff as an element of
negotiation with other developing countries or groups of countries in
order to obtain reciprocal trade concessions. In cases where
Central America wants most-favoured-nation treatment a clause of
exception will have to be included in order to prevent any extension
to third countries or greoups of countries of the treatment that members
of the Cormon Market accord one another. Likewise, the cormon tariff
can implement external trade policy objectives vis-a-vis industrialized
countries although as a gensral rule non-reciprocal concessions would
be negotiated with those countries.

(b) In a first stage, to bring into effect a co-ordination and consultation
mechanism for the national institutions responsible for coffee marketing,
in order to improve the region's negotiating capacity within the
International Coffee Organization. In a second stage, this mechanism
could develop into the establishment of a regional body which would
be respcnsible in consultation with the national authorities for
negotiating a guota for Central America, making contractual arrangements
for transport, promoting consumption of Central American coffee abroad
and in general maximizing the benefits accruing to the region from
coffee cultivation.
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(¢) Likewise joint negetiation iechanisiis are suggested for sugar, cocoa
and cotton within the frarework of appropriate international agreements,
tczether with a regional position vis-a-vis countries that maintain
praferential or rastricted narkets for specific products such as meat
and sugar.

(d) With respect to the negotiations with industrialized countries concerning
" non-reciprocal preferences ard the elimination of tariff and non-

tariff barricrs, direct linco of action are proposed but, in general,

it is recormended that Central America as a region should act through

the specialized organizations such as UNCTAD, GATT and thc Special
Comsission on Consultation and Hegotiation (CECON). 1In addition, the
region should adopt a joint positien in other bodies, including those
comprising sclely developing countries and those considered to be-
relatively less developed.

(e) In relation with developing countries, it ic recormmended that the
activities of the Bilateral Ccimuittee alrecady establishad between
Central Aiverica and LAFTA be strengthened and extended, as well as
the contacts already initiated with Mexicc, Panama, Veneznela and other
countries., In this connexion, it is recomiended that joint groups be
established betwcen Central Armerica and the Andean Group as well as
with CARNIFTA, As regards relaticns with industrizlized countries, it
is recommended that access to new rarkets be sought, including markets
of centrally planned econony countries.

(f) Certain advantages and econoities would be achiaved if the Central
Anerican countries appeinted jointly high level officials to diplomatic
representations in key countries.

(g) TLestly, the major element for the conduct of a commion external trade
policy is to have the appropriate orgariszation and nechanisms for
forrulating and inplementing that policy. In this connexion, the
proposal regarding the institutional aspects of integration set forth
below, which is developed in further detail in Annex 11 to the present
study, would be particularly relevant to the cbjectives pursued here.

(8) Yonetary integration

The long-ters: target of nonctary integration is to arrive at corplete union
through the creation of a single currency unit, the pooling of the foreign
exchange reserves of the five countries and the establishment of cormunity agencies
to regulate and supervise wonetary, exchange, and credit policies of the member
countries. Such agencies would corprisc~ the five central banks of the region as

oo e

part of a regional central bank systein.
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In a tirst stage of monetary integration - which would include the period
covered by the present study ~ the existing prererential monetary area would be
improved and completed. Specific tasks to be carried out would include the

following:

(a) To institutionalize the Central American currency area within which a
normal exchange mégime would operate on the basis of single fixed
rates of exchange and unrestricted reciprocal convertibility between
the national currencies of the member countries;

(b) To institutionalize the monetary integration organizations, recognizing
- as specialized bodies, the Central Lmerican Monetary Council -
comprising the Presidents of the Central Banks - and its technical
secretariat. Similarly, the Central American Compensation Chamber and
the Central American Stabilization Fund would be formally recognized;

(c) Increasing co-ordination of the monetary, credit, and exchange policies,
adopted in each country which would be adjusted to the broader policy
of integrated development, formlated by the governments and the
integration bodies (some considerations are set forth later in this
study concerning co-ordination between econoric integration bodies and
the monetary integration body);

(d) Joixt action in international monetary relations and a cormon policy
to safeguard the balance of payments;

(e) Tc ensure free transferability of capital for investment purposes within
the region as an iuportant component of free capital movement;

(f) To deternine the exceptional circumstances that could oblige a country
to modify the normal exchange system because of global balance-of-
peyments problems before applying a safeguard clause to regional trade.

The tasks involved in cowpleting the Central American currency area sre
closely connected with the tax and tax policy harnonization programne that is
proposed in the present study.

(9) Mobility of capital

The proposals set forth in the study supplement a much broacer and more
compiete analysis carried out over the past two years within the framework of
the project for establishing a Cormon Capital Market in Centrel fnerica. After
analyzing the various stages implied in moving on to conplete capital mobility
within the region, it is recoin:ended, as a first step towards the establishment
of a stock exchange at regional level, that an office and a national committee for
securities be established within the Central Bank of each country with the
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possibility of subsequent development at national and regional level. These
national offices could be co-ordinated through a central unit, located in the
Executive Secretariat of the Central American Monetary Council. Simltaneously,
the legal, exchange, and institutional provisions proposed in the aforementioned
study would be brought into force in order to ensure free mobility of capital in

the region.
(10) liobility of man-power

The improvement and completion of the modalities for regionel co-ordination
within a framework of balanced development of the signatory countries and of their
social structures, based furthermore on optimum use of available resources, imply
the need to ensure free movement of man-power as between the member countries.
Annex 6 points out that this action should be undertaken in a gradual and
progressive manner, having regard to a set of economic, political, psycho-social
and institutional considerations. This also points out that selective liberali-
gation of movement of workers would contribute in the long term tc a better
allocation of resources by alleviating population pressures in some areas and
orienting nigratory flows consistently with the employment and regional develop-
ment policies recormended in the present study. In any case, one cannot evade
the problen of the existence of surplus unqualified man-power in certain countries
and areas, and the inadequate labour force in others, cpening up a aew field for
mltilateral co-operation and reallocation of resources.

In this connexion, it is suggested that bi-national and multi-national
programmes be formulated and implemented for investment in infrastructure works .
and combined projects for settlement and frontier development and that this could
constitute a first stage in the set of policies designed to stimulate mobility of
the labour force in the region. These programnmes would be supplemnented by the
establishment of joint vocational training institutes, the harmonization of
educational and higher educational institutions and the provision of selective
incentives to Central American tourisi. In a second phase, the scope of workers'
movements would be extended and the conditions relating thereto would be
liberalized, until unrestricted mobility of the labour force was achieved.

(11) Regional cmployment policy

As stated throughout the present study, levels of productivity, income and
social participation are being adversely affected by the shortcomings revealed
in the labour iarket. Hence, the desirability of formulating, within the context
of policies for expansion and for redistribution of the benefits and costs of
development, a strategy designed substantially to raise the volume of job
opportunities in the area. The structural nature of the proble: is recognized and,
accordingly, it is suggested that long-term complementary measures be adopted.
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(12) Institutional aspects

One element of fundamental importance for achieving integrated development
in Centrel America in terms of the new strategy, comprises the organs and
institutions to be responsible for directing and implementing that process. 1In
this connexion, the existing system is deemed inadequate because it is excessgively
rigid and dispersed, and in the long-term does not permit the dssirable degree of
participation of 21l sectors directly or indirectly affected throughout the
decision-making process. In addition, the present bodies, comprising governmental
representatives, do not strictly constitute community bodies that express the
interests of the region as a whole, This scheme does nct therefore meet the
needs of an integration movement reconstructed in sccordance with the outline
identified in this study, and it is considered essential to provide a basis for
the establishment of a Central American Zconcmic Community.

Under the institutional system proposed, it is intended that there should be
adequate representation not only of governmental interests and of the various
segments of the private sector, but also of the interests of the region in the
form of an entity having its own legal personality. The main components of such
a system as shown in the organizetional charit, would be the Council of Ministers,
which would be an intergovernmental body; the Standing Committee which would be
a community body; the specialized bodies and institutions which would assist
the Council and the Committee in carrying out their tasks; the consultation
machinery with extensive participation by all the ecornomic and social factors -
of vhe region; lastly, a body to control legality, which would ensure compliance
with the Committee rules and uniform interpretation of these rules.

(a) The Council of Ministers. This intergovernmental body would be the
suprene authority of the Community. Among other functions the Council
would define guidelines for economic and social policy; make the
neccssary arrangements for “he adeguate functioning: and improvement
of the process; assess progress towards integration; co-ordinate
community action with action at national levels, and would approve the
budget of the regional institutions. The Council would be composed of
the Ministers of State responsible for the relevant matters and would
meet whenever necessary with the Central fmerican Monetary Council
(Governers of the Central Zanks). The Council's decisions would be
taken by 2 majority vete or unanimously as required for each type of
decision, in accordance with the relevant rules;

(b) The Standing Committee. The Committee would be the executive body
of the Community. It would be responsible, inter alia, for implementing
existing legal provisions.and the decisions of the Council of Ministers
for making proposals to further the attainment of the objectives of
integrated development and for co-ordinating the activities of the
regional institutions. Similarly, it would determine the time when
the conditions set forth in the legal system for integration were
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considered to be complete, so that the process can move from one stage
to the next in fields such as the customs union and movement of factors.
This would be the Community body within the gereral scheme and, as such,
it would be composed of eight Central American nationals of recognized
ability, who would be appointed in the following mamner: +the Council
of Ministers would appoint five members for a four-year term and then
those five members would elect three more for a similar term. The
latter members would include the Chairman of the Committee - who would
be the legal representative of the Community within and outside the
region - and two vice-chairmen.

Being a technical collegiste body, the Committee would adopt these
decisions by consensus, always with a view to the interest of the region
on the basis of objective criteria. Nevertheless, if a vote was taken,
decisions would generally be adopted by a majority vote.

The Committee would have the necessary technical services for carrying
out its tasks and special regulations would govern the organization
thereof. A distinction would have to be made in the regulations between
activities relating to the formulation of proposals cover:.nc immediste
aspects of the functioning of economic integration and, in the
implementation of the committee's decisions as well as those activi ties
in respect of medium and long-term aspects of the process, the
co-ordination of national development plans and advisory assistance to
individual member countries in matters of planning. These functions
would be the responsibility of an Executive Secretary and a Director of

Programming.

If considered appropriate; the Chairmen of the Committee could entrust

certain functions to the various members in respect of sectors -~ industry,
agriculture, external trade, physical integration, social policy, public
finance, etc., rather than countries.

Specialized bodies and institutions. The institutional scheme proposed
would comprise specizlized bodies and institutions of verious kinds
which could be classified as follows:

(1) The Central American Monetary Council. A specialized body entrusted
with a monetary integration. Considering that the attainment of
the objective of establishing a monetary union in the region,
requires the establishment of 2 regional central banking system,
it is proposed that the present structure of the Central American
Monetary Council and its Executive Secretarist be msintained
and institutionalized, the necessary financing to be borne by the
five banks. Nevertheless the Council would co-ordinate its
activities with the integration bodies st various levels,
including co-ordinating meetings with the Council of Ministers and
the Standing Committee.
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(a)

(e)

(ii) The Central fmerican Bank for REconomic Integration would be the
financial body for integration. and its activities would need to be
consistent with the policies-and decisions adopted by the Council
of Ministers and the Standing Committee (some special considerations
conceraing this institution are s:t forthbelow):

(iii) Specialized instituteswith specific functions such as already
exist in the field of public administration, industrial technology,
nutrition, higher education; and any institutes that might be
estavlished in the field of agricultural technolegy; '

(iv) Regional public service corperations similar to the existing
Central imerican Air Services Corporation (COCESN.L), in such
fields as maritime or air transport, telecommunications, and

the like.

The Standing Committee would be responsible for co-ordinating the
functioning of ell these specialized institutions and would convene
interinstitutional meetings from time to time; the Committee would
maintain continuing contact with each institution and in consultation
with them would draw-up the Community's budget to be submitted each
year to tne Council of Ministers.

Consultation mechanisms. In order to extend the participation of various
segments of society in decisions concerning the integration process and
to give an opportunity to those sectors to express their views at the
appropriate stage of the formulation of proposals - and rather than
after they nave been elaborated - it is proposed thet public and private
consultation committees be established including some corresponding to
the entrepreneurial sector and such others as are deemed desirable.

The community body would be empowered to set up such committees on an
ad hoc basis or on a continuing basis, but this would not exclude ths
possibility of consultations being held outside the cocmmittees with

the private sector and with governments. The Standing Committee would
be responsible for encouraging participation by tiie generel public in
the intezration process.

Legal supervisory body. As one can expect that disputes may arise

in the impiementation and integration of the various rules and decisions,
governments or private individuals, when internal remedies had been
exhausted, would be entitled to appeal to a legal supervisory body
which would rule whether or not the decision challenged was consistent
with community legislation. This body could, in principle, be composed
of five judges appointed by the Council from among candidates nominated
by the Supreme Courts of the Member countries.
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The institutional structure suggested is designed in such a way that the two
mein bodies of the Community - the Council of Ministers and the Standing
Committee ~ would act jointly on adoption of regional decisions. The Committee
would be responsible for the implementation and, generally szeaking, the taking
of initiatives; the Council Ministers would have the power to make political
decisions. Within the Council, the national interest of each of the meaber
States would be expressed, whereas in the Committee considering its nembership
and other characteristics, matters would te viewed from the regional aspect. In
this connexion, the réle of the Committee vis-a-vis the member States and the
various sectors would basically be tc ensure that the interestof the region as
- a whole prevailed. In other words, the main function of the Commnittee would be
to receive proposals.from the various institutional mechanisms and submit them
for relevant consultations, to prepare proposals 16 be submitted to the Council of
Ministers. for adoptlon or rejection as the Council may deem appropriete.

Lastly, although the schene docs not specifically mention & meeting of Heads
of State, the Council of Ministers could request that such a meeting be held
whenever major guidelines were nceded or whenever a review of progress of the
integration process at the highest political level was deemcd to be necessery.

It should also be .explained that the prcposed institutional scheame only
covers the aspects of economic and social integration. In considering these,
governments would have to decide whether all or only part of the activities st
present entrusted to the Organization of GCentral .merican States (GDEC:) should
be included in the restructuration process. As regards the various bodics and
institutions established under the General Trezty, the Council of Ministers would
take on and extend the functions of the existing Economic Council. The Standing
Committee for its part would be an individuzl body within the institutional
integration scheme of whose parallelism with the oxisting system would be reflected
in a merging of the Executive Council - although not yet comprising governments'!
representatives ~ and the Permanent Secretzariat (SIiCi). The other rogional
institutions - BCIE, ICAITI, ICAP and others - would continue teo operate on the
basis of existing rules but with such amendincnts as are desirable having regard to
the extension of the integration process.

(13) Reasonable equltable participastion of all countrics in the benefits of
integrated devclopment.

4 recurring therm~ throughcut the study is the need to promote reasonably
equitable participa ... of all member countrics in the benefits of integrated
development, as an cosuantial aspect for maintaining unity of participetion by 2ll
parties in the process.
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Apart from the short-term measures that would be adopted during the
transitional period until the restructured integration process envisaged in the
present study becomes fully effective, the main features of a balanced develcpment
policy would include the following, inter alia:

(a)

(b)

{c)

(a)

(e)

The regional authorities should seek joint solutions to critical
problems experienced by individual countries, whether for conjunctural
or for structural reasons. In this connexion, the expansion and
modernizing of the preduction apparatus of Honduras, the alleviation of
demographic pressures in El Salvador, the lack of social integration in
Guatemala, the inadequacies of limited physical integration of Nicaragua
and the deterioration in Costa Rica's relative competitive capacity with
the other countries of the region™ to mention only a few examples, should
bo resolved as integration problems, by calling on all available
instruments and mechanisms;

One -f these mechanisms which has already demonstrated its effectiveness
in the 1960's is financing through the Central American Bank for
economic integration, whose activities should be given a new impetus

and take on new dimensiong, covering for example, technical assistance
and promotion programmes, during the 1970's, and whose policy should

be governed, inter alia, by the need to maintain a certain balance
among countries through a scale of regional priorities affecting each
country;

Mcre significant still would be the establishment of policy co-ordination
mechanismns -~ above all in the agricultural and industrial sectors - to
ensure adequate distribution of increases in productive capacity as
between the five countries, thereby avoiding uneconomic localization of
activities. One of the key elements of the integrated industrial
development policy proposcd in Annex 3 is a scheme allocating some

basic industrial projects to each country;

The new policy of fiscal incentives for industrial development which is
proposed as part of the manufacturing development programme includes
some elements that would encourage the location of certain mamifacturing
activities in countries at a relatively advanced stage of industrial
developnent;

Within a framework of co-ordination of policies at regional level,
mobility of factors can relieve differences in the degree of development.
In this connexion, it is proposed to establish Central American under-
takings with multinational capital, preferably in the less-industrialized
countries of the region;

lAccording to official statistics, the general price index in 1$70
(base year: 1963) was 106.7 in Guatemala, 107.$ in El Salvador, and 1156.3 in
Costa Rica.
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(£) The implementation of multinational development projects in certain
geographical areas in accordance with the guidelines of the studies
currently being carried out in three multinational centres ¢f the
region could be an adaitional useful element for promoting investments
in relatively less-developed areas or countries;

(g) As regards the distribution of integration costs, *two mechanisms are
proposed so as to allow a smaller relative contribution by those countries
that lag behind in the sharing in the benefits of integrated development.
In the first place, the mechanism of financing by regional bodies -
including the BCIZ capitalization -- as already described, provides that
part of thc contribution by countries would be unequal on the basis of
certain criteria concerning the benefits obtained from integration. In
the second place, and in the longer term, the cstablishment of a
regional customs administration as part of a full customs union scheme
would allow customs revenue to be reallocated among the member countries
in accordance with a set of criteria, where the relative participation
of countries in the costs and benefits deriving from integration would
undoubtedly be of major significance;

(h) The above proposal for an institutional integration scheme contains an
element guaranteeing reasonable equitable participation by countries in
the benefits deriving from integration through the establishment of a
Community body whose function is to ensure collective well-being;

(1) External technical co~-operation should be more beneficial to the
relatively less-developed countries in the region.

In conclusion; it should be noted that all the proposals summarized above

are mutually supporting and have been designed so as to constitute a coherent
scheme. Thus, for example, the tax programme and the tariff programme are closely
linked; the agricultural and industrial development programmes will depend to a
greater cxtent on the financial programme and on the full achievement of the
free-trade area; the back-stopping elements of a distributive peolicy are included
in most of the plans outlined; and the institutional scheme and the international
technical co~operation programme underlie practically all the recommendations made.

No doubt, the implementation of this far-reaching restructuring programne,
designed to form progressively a regional grouping of the Community type, will
call for new and more extensive undertakings on the part of the various States.
Such undertakings which can only be objectively expressed in the form of an
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international legal instrument, would preserve all the achievements at regional
level over m re than ten years of ex.erience in the fi~ld of economic integration;
furthermore, they would set forth the orientations desired for the process, as
well as the objectives aimed at by the vavious States, so that these can be
progressively attained at the appropriate time, by the Community bodies through
proper exercise of logal techniques within their field of authority and
responsibility.

This would involve therefore, the drawing-up of an international agreement,
which, as in other regional integration schemes, would suffice to make it
possible to extend the process through the expression of the will of the States
within the appropriate political body and through the implementation  of their
decisions by a Community body, in the context of a series of mechanisms con-
stituting the system within which the interests of the individual countries
would be reconciled with those of the region, conceived as one Community. This
therefore calls for a stand to be taken by governments at the highest political
level and for a definition of what the scope of the process is to be.



