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CENTRAL AMERICAN COMMONMARKET

Addendum

Communication from Hicaragua

Thefollowing communication dated 17 January 1979 has been received from
the Permanent Mission of Nicaragua.

The Permanent Mission of Nicaragua to the United Nations Office and other
International Organizations at Geneva presents its compliments to the Director-
General of GATT and, in compliance with the arrangements male by the Council of
Representatives of GATT concerning regional economic integration agreements, has
the honour to transmit herewith a report on the principal activities of Nicaragua
in the context of the Central American Economic Integration Progrmonme.
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DEVELOPMENTS IN CENTRAL AMERICAN ECONOMIC INTEGRATION

In 1977 and 1978 the process of Central American economic integration
was still beset by the crisis that had begun at the beginning of this
decade. Throughout the period, the absence of guidelines to reorient the
process towardnew objectives and guarantee to the countries concerned a
more equitable distribution of the benefits of integration was clearly
perceptible. Although in 1976 the High-Level Committee had submitted to
the countries concerned a preliminary draft Treaty which established the
bases for the creation of an economic and social community in Central America,
the conflict between Honduras and El Salvador; the nature of the draft text
presented, and other problems continued to affect the area, preventing the
taking of decisions on restructuring that were necessary for the process.

Within this framework, the various fora concerned with integration
continued their work in 1977 and 1978. The Ministers of Economy of the
area, meeting as the body that directs the process, held seven working
sessions at which important resolutions were adopted, including the following:
signature of the Third Protocol to the Central American Agreement on
Fiscal Incentives for Industrial Development; approval of implementing
regulations for Article IX of the General Treaty of Central American
Economic Integration; a resolution to speed up the work of reviewing the
Central American tariff and customs regime; and lastly, agreements on
regional commercial policy in respect of sugar, meat and primary products.

In addition. the Ministers of Economy of the area met as the Economic
Co-operation Committee for the Central American isthmus and adopted resolu-
tions designed to reactivate the integration process through projects of a
regional character. Likewise, the holding of the Second Joint Meeting of
Ministers of Economy and Agriculture of the area., and the adoption by it of
fourteen resolutions in November 1977, implies very positive progress
toward integration of the agricultural sectors of the area.

As regards restructuring of the common market, the significant progress
achieved by the co-ordinators for the review of Central American tariff
policy, SIECA and UNCTAD experts, gives grounds to expect that finalization
of the preliminary draft in 1979 will provide Central America with the
necessary legal and technical bases for establishment of a new Central
American import tariff which is at present in the process of pre-negotiation
with the participation of interested private sectors.

The results of the meetings mentioned are reported in greater detail
in the section hereinafter on regional meetings.

The statistics on regional trade reflect an expansion by 22 per cent
in 1977, reaching a value of $760 million. This growth reflects a
reactivation of regional trade as compared with the growth rates reported
for the period 1570-1976. Once more it may be seen that while four
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countries in the area continued to increase their negative balances,
Guatemala augmented its favourable balance which in 1977 reached levels in
(excess of $160 million. El Salvador, which has traditionally been in
surplus, joined the other members in deficit in 1975 and in 1977 reached a.
record imbalance level of .$61.6 million, while Costa Ric,- also increased
its imnbal.ance vis-à-vis thz other Central American countries. Honduras,
for its part, has continued to move back into the co-mon market through
bilateral agreements and has recorded increasingly large deficits (Table 1).

Nicaragua's trade with the rest of the area, which is examined in
detail in the next section, continued in deficit in 1977 and 1978.

NICARAGUA'S TRADE WITH CENTRAL AMERICA IN 1977

During 1977, NicaraTuats trade flow with the Central American countries
continued its growth rate. Although activity in that year was less dynnamc
than in 1976, the increase by $16.2 million in exports and '24.1 million in
imports from the common market are a clear indication of increasingly close
links with the other countries of the isthmus. It is interesting to note
thiat from 1960 - the year of signature of the General Treaty of Central
American Economic Integration - to date, exports to the regional market
have multiplied forty-fold and imports sixty-fold. This very substantial
growth has changed the geographical composition of Nicaragua's foreign
trade, in which the Central American region is playing an increasingly
important part (Table 2).

As in earlier years, the growth of exports was not sufficient to
offset import growth; so that in 1977 the deficit reached $;30.5 million,
$7.9 million above the level for 1976.

Because of the fact that the industrial sector accounts for approxi-
mately 94 per cent of Nticaragua's purchases from and sales to the common
market, the deficit balance basically corresponds to that field of activity.
It should be noted, nevertheless, that in 1977 the trade balance was to
some extent accounted for by the agricultulre and livestock sector. Indeed,
agricultural and livestock products, which have traditionally gernrated a
positive trade balance with Central Anerica, yielded a deficit of
$1.7 million in that year.

The figures for 1977 by country show that Costa Rica continues to be
Nicaraguals principal purchaser and seller in Central America, followed by
Guatemala and. El Salvador. It should be underlined that Nlicarrgua has had
a traditionally positive trade balance with Costa Rica and only since 1976
has the situation been reversed, reaching a level of -$10 million in 1977.
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Guatemala, for its part, took up 57.8 per cent of Nicaragua's deficit
with the area in 1977, recording a balance of -$17.6 million, an increase by
more than 87.0 million over the deficit level for the preceding year. As
regards trade with El Salvador and Honduras, the results show a reduction by
$3.5 million in the deficit and an increase by $1.6 million in the surplus
vis-à-vis these respective countries.

The 13.7 per cent increase in exports to the Central American area in
1977 brought these to a level of $134.0 million, of which $125.7 million
consisted of industrial products, $7.7 million products of agricultural and
livestock origin, the rest being attributable to the mining sector. This
situation differs from that in purchases from the common market, more than
half of which comprise raw materials and intermediate products for industry
and agriculture, while sales of consumer goods account for only one quarter.
This composition particularly reflects government policy of encouraging
these industries at national and regional level. Thus, among the major
products exported in 1977, polyvinyl chloride accounted for $11.5 million,
chlorated camphene for $5.3 million, and sodium hydroxide for $3.3 million,
all of these being covered by special integration regimes. It is relevant
to note that the headings considered as being consumer goods included milk
powder, exports of which to the isthmus reached a value of $6.5 million;
this industry too was originally promoted by the public sector.

Imports from Central America reached a value of $164.5 million, 17.2 per
cent above the 1976 level. Of this total, $154.7 million corresponded to
industrial products, and $9.4 million to agricultural and livestock products.
As regards the composition of imports, consumer goods account for half of
all purchases from Central America, and in particular non-durable goods which
in 1977 reached a total value of $70.0 million. Purchases of raw materials
and intermediate goods for agriculture and industry made up 40 per cent of
the total.

There is less concentration in imports than on the export side, since
none of the items imported from Central America exceeded a value of
$5 million in 1977. The most important products purchased from Central
America include the following: antibiotics and sulfa drugs, knitted or
crocheted fabrics, glass containers and galvanized sheets and plates, all of
which reached levels in excess of $4 million. As far as growth is concerned,
the products that showed the largest purchase increase in 1977 were
nitrogenous and phosphatic fertilizers, prepared fertilizers and
insecticides, all supplied by Costa Rica; these were largely used in coffee
and cotton production. Imports of glass containers increased by some
$500,000, while banana purchases rose to a total of $2.7 million.
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TRADE WITH CENTRAL AMERICA, JANUARY-SEPTEMBER 1978

During the period January-September 1978, the statistics of Nicaragua's
trade with Central America showed a deficit of $9.9 million, which was
$11.4 million smaller than in the corresponding period of 1977. That
situation is the result of sluggish export performance and the persistent
decline in imports as a consequence of unemployment early in the year and
the social and political events that occurred throughout the period under
reference. (See Table 5,)

From the country aspect, it should be noted that Costa Rica recorded
a positive balance in its trade with Nicaragua, reaching a surplus of
$3.4 million as compared with a deficit off $6.8 million in 1977, attributable
to a decline by 16.2 per cent in imports and a 9.1 per cent increase in
exports.

The trade balance with El Salvador swung to a surplus of $1.5 million
as against a deficit of $3.5 million in 1977.

As regards Guatemala there was also an increase by approximately
$2.3 million in the deficit as a result of a 7.6 decline in exports and
a 6,4 per cent rise on the import side, so that the deficit for the period
reached $16.5 million, as against $12.2 million in 1977.

Lastly, in its trade with Honduras, Nicaragua achieved a favourable
balance ($1.7 million), well above that recorded in 1977, which reached
$1.2 million.

Exports

During the period January-September, exports reached a value of
$102.9 million equivalent, to an increase by 5.3 per cent in comparison
with the same period of 1977.

With respect to economic sectors of origin, there was steady export
growth in manufacturing industry while exports of agricultural, livestock and
mining products declined somewhat.

The industrial products that accounted for the export increase
included the following: chemicals, plastic products, basic iron and steel
manufactures, leather and footwear products. As regards economic use or
purpose, supplies were mainly :-ncentrated on raw materials and intermediate
products for industry and agriculture, together with construction materials.
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Imports

Imports reached a level of $112.7 million as against $119.1 in the same
period of the preceding year. This reflects a reduction by 5.3 per cent in
the period under reference, due mainly to smaller purchases of manufactures
which declined as compared with the same period of 1977. The textile and
base metal branches accounted for this decline.

As regards economic use or performance, imports of raw materials and
intermediate products for industry, non-durable consumer goods and construc-
tion materials reached levels lower than in the same period of last year.

Performance to date indicates that the 1978 annual results in trade with
Central America will be positive or slightly in deficit, depending on
performance in the last quarter of the year.

RESULTS OF REGIONAL MEETINGS

The Ministers of Econony of the region, the Vice-Ministers and other
regional groups have met in their respective fora to examine problems and
other aspects concerning the countries of the area, seeking solutions to
reactivate the Central American integration process.

In 1977 the Ministers of Economy held their XVIIth, XVIIIth, XIXth and
XXth meetings; in 1978:, important agreements were adopted at the IlIrd
Special Meeting and the XXIst Regular Meeting. Special mention should be
made of agreements concerning the functioning of free trade, the situation of
some export products in international markets, and the region's dependency
in relation to Venezuelan petroleum; one should also note the signature of
the Third Protocol to the Agreement on Fiscal Incentives for Industrial
Development and the adoption of various support measures for the tariff
programme. In addition the Ministers gave their support to certain measures
of a financial character to be taken by SIECA under this programme which is
designed to achieve a comprehensive review of tariff policy and related
instruments. Other matters to which the Ministers gave attention at these
meetings included an examination of the financial affairs of SIECA, progress
of the SIECA/Brookings project and the study on the fertilizer industry.

In addition to the above-mentioned meetings the Ministers had discussions
on the occasion of the XVIIth session of ECLA when they also met as the
Economic Co-operation Committee of the Central American isthmus holding its
Vth special session.

The Third Protocol to the Central American Agreement on Fiscal
Incentives for Industrial Development, signed by the five governments at
San José, Costa Rica, on 31 August 1977, is an instrument that establishes
uniform criteria at regional level in respect of fiscal incentives for
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industrial activity and at the same time allows the discretional grant of
exemptions. The Third Protocol has amended the Agreement on Fiscal
Incentives for Industrial Development, the Second Protocol to that Agreement
and the Protocol to the General Treaty of Central American Economic
Integration (Emergency Action to Protect the Balance of Payments).

This reform is designed to achieve orderly application of the Agreement
on Fiscal Incentives for Industrial Development and to extend until 1983 the
validity of the Second Protocol and the measures to protect the balance of
payments.

The Central American Agreement on Fiscal Incentives has been amended in
the following way: (a) handicrafts, small industry and export industries
are now governed by provisions at national level; (b) exemptions from tax
on income, profits and on the assets and wealth of undertakings and/or their
owners are determined at national level; (c) undertakings which expand
their plants will receive the benefits corresponding to Group "A" new
industries if the additional investment is not less than the percentage of
initial investment stipulated in the regulations; (d) in respect of plant
extension for undertakings other than those in Group "A", the only
advantages granted are customs exemptions on imports of machinery and
equipment and exemption from taxes on assets and wealth in the manner and
conditions stipulated by Article 8 of the Agreement; (e) "new" category
treatment is granted to industries which, while not existing in the country,
already exist in any of the other countries of the isthmus; (f) more
expeditious procedures have been established for the equalization of tax
benefits.

In 1978 the Ministers continued to give their support and guidance to
the tariff project, the region's external economic relations, and the
restructuring of the common market.

As regards the tariff project, the Ministers reaffirmed their decision
to establish a new Central American tariff and customs regime as soon as
possible, inter alia by linking it with the process of restructuring the
common market.

In addition to the foregoing, the mandate given to the Assembly of
Coordinators responsible for reviewing Central American tariff policy has
been revised, in the sense that the Assembly is to act as a pre-negotiation
group and to prepare by 31 March 1979 a draft Central Amrerican tariff and
customs regime to include a proposal concerning the new legal commitment and
the new tariff, with the participation of representatives of interested
producing sectors. Likewise, it will include assessments of the fiscal and
balance-of-payments effects of the proposed tariffs.
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With respect to external economic relations, the Ministers of Economy
reaffirmed the importance of co-operation relations between the CACM and the
European Economic Community. To this end SIECA has been given the task of
carrying out studies and research on matters concerning trade, finance,
investments, transfer of technology and technical co-operation, so that the
CACM may have the necessary elements of judgement to allow the formulation
and negotiation of a co-operation agreement with the EEC.

Likewise. the Permanent Secretariat has been requested to present, within
the first six months of 1979, a proposal for more appropriate organizational
arrangements so that the Central American Common Market can act as an entity
in negotiations with the European Economic Community.

As regards the present situation and immediate prospects for basic
export products (coffee. sugar, cotton,meat and bananas), a study is to be
made of possible modalities for the establishment of regional mechanisms so
that the CACMI may gradually progress toward co-ordinated marketing policies
for certain primary products, taking into account for this purpose the
various institutional realities existing in the Central American countries
and the range of products that could appropriately be covered.

In connexion with restructuring of the CACM, the Ministers reaffirmed
their agreement that it is very important to continue efforts to achieve
such restructuring of the Common Market which is an irreversible under-
taking and one of the most appropriate mechanisms for promoting the
economic and social development of the countries of the area.

In addition, the Ministers of Economy tackled certain problems in the
context of administration of the free-trade area. One of these is the
increase in the price of caustic soda produced by the ELPESA Integration
Plant of Nicaragua.

The Vice-Ministers of Economy, for their pert, continued to meet from
time to time to discuss matters within their competence and make recormen-
dations to the meeting of Ministers designed to reactivate and normalize the
integration process. Among the rain topics considered at recent meetings one
may mention the following: matters concerning commercial policy, examined
with a view to establishing uniform regional criteria to serve as a basis
for multilateral meetings; negotiations for the fixing of prices or quotas
for certain products subject to special regimes, such as dried milk and
caustic soda; detailed examination of the application of integration legis-
lation on fiscal incentives; implementing regulations for Article IX of the
General Treaty, draft regulations for Article VI of the same Treaty and
examination of trade problems in general.

As regards restructuring of the Central American Common Market, the
centre of activity has been the Assembly of Co-ordinators to whorl has been
entrusted the task of reviewing Central American tariff policy. In the
meetings held by the Co-ordinators during the period under reference, the
first phase of the work was completed, including a quantification of the
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degree of effective tariff protection afforded to the producing activities
of each Central American country, and the preparation of abundant information
on each economic activity with a view to evaluating the benefit that they
represent for each country and for Central America, their degree of inter-
dependence, their production and input structure, tariff structure and other
important indicators. Likewise, preparations have been made for the formu-
lation of a version of the Brussels Tariff Nomenclature, general inter-
pretative rules and the corresponding correlation with the NAUCA. In
addition, an examination has been made and agreements reached on topics such
as the flexibility that the new tariff can offer, its scope, its co-ordination
with other policy instruments, etc. Towards the end of 1978 work was begun
on fixing the new tariff levels and preparing the legal instrument which,
covering all the earlier topics, would regulate the tariff machinery and
ensure development of the industrial, agricultural and trade activities of
the region.

For its part, the Preliminary Draft Treaty (Outline Treaty) presented
by the High-Level Committee has continued to be the subject of study by
technical groups at government level, in Preparation for the corresponding
negotiation in the regional tripartite body in due course.

The Presidents of Central Banks, which form the Central American
Monetary Council, assisted by its technical groups, held nine meetings in
1977 at which they discussed and took resolutions on various matters,
including the following in particular: the Second Amendment to the Articles
of Agreement of the International Monetary Fund and the corresponding internal
legal adjustments; compensation and reciprocal credit agreements between
the Central Banks that are members of the Central American Chamber of
Compensation and the Banks of the Republic of Colombia and Mexico; the
possibility of linking up existing compensation and payment mechanisms in
Central America and in LAFTA; and the financial situation and prospects of
the Central American countries.

The meetings of Ministers of Agriculture were also active and the
various sessions held in 1977 culminated in a joint meeting with Central
American Ministers of Economy in November, the second joint meeting to be
held in seventeen years of integration. The resolutions adopted by the
Ministers included those on the integrated programme for primary products,
the multilateral negotiations, the Sugar Agreement, the Central American
information mechanism, co-ordination and consultation on bovine meat,
strengthening of animal and plant health mechanisms, health problems,
liberalization of intra-regional trade, the regional stabilization fund for
agricultural prices, and the amendment or replacement of the Limón Protocol.

The private sectors, for their part, were also active in their federa-
tions of chambers. The central topic for attention both in the Federation
of Central American Chambers of Commerce and Industrial Associations (FECAICA)
and the Federation of Central. American Chambers of Commerce (FECAMCO) was
the signature of the Third Protocol to the Agreement on Fiscal Incentives for
Industrial Development and its impact on industrial and trade activity.
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